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End of Days to Follow End of Cost Sharing Reduction Subsidies?
Unlawful Cost Sharing Subsidies Highlight the Need for Principled Reform

The Trump Administration announced that it would cease making Cost Sharing
Reduction (CSR) subsidy payments to health insurers because it lacked the legal
authority to continue them.?

CSR subsidies, which pay for the out-of-pocket costs of lower-income individuals
enrolled in the Affordable Care Act (ACA) marketplace exchanges, are discretionary
subsidies that must be funded through Congress’s appropriations process each year.? As
the JEC has previously noted, discretionary funding is inherently unpredictable from
Congress to Congress as majorities and priorities change.?

Democrats had the opportunity to design the ACA to make these subsidies mandatory
and permanent, but they did not. It is unclear why the previous administration and the
Democrat-controlled Congress at the time chose not to make CSR payments permanent
and automatic, as they did the Advanced Premium Tax Credit. The Trump
Administration is not responsible for the choices of a previous administration that had
the power to shape the law while its party held a congressional “super-majority.” The
Trump Administration now is responsible for upholding the law as written.

Below are three issues to keep in mind when considering the future of the Obamacare
marketplace.

Faulty Assumptions Lead to Faulty Rates

In some states, insurers built in rate hikes that reflected no CSR payments before the
announcement by the administration.* The assumption by other insurers that these
payments would always continue led to artificially lower rates in other states. As seen in
2017, when other programs to artificially prop up insurance expired under the ACA,>
premiums jumped by a rough average of 25 percent.® Insurers were aware that CSR
payments could change depending on shifting congressional appropriation priorities and
that a subsequent administration might uphold the law as written. Insurers that over-
relied on CSR payments—in spite of discontinued appropriations in 2014 and legal
challenges that resulted in an adverse court ruling in 2016—did a disservice to
themselves and their customers and should not blame the current administration.



Obamacare has demonstrated repeatedly that federal government distortions in the
market create uncertainty. Policymakers should consider reforms that provide long-
term stability so insurers can price their products accordingly.

Conditions Vary By State

Broadly speaking, states regulate their respective individual health insurance markets,
though the ACA removed a large amount of discretion in the design of insurance plans.
Before changing the premium price for the upcoming year, insurers must seek approval
from the state in which they want to sell plans. Earlier this year, insurers submitted
premium requests for 2018 marketplace plans. Discontinued CSR payments will affect
individual states differently depending on their respective levels of planning.
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*States that assumed CSR subsidies would not be paid allowed insures to adjust premiums in various ways. Insurers could
payme ntS, the increase premiums on silver plans on the exchange alone, on silver-level plans on and off the exchange, or increase

Congressional premiums across all exchange plans.
Budget Office predicted some insurers could leave the marketplace, but that this effect
would be temporary.®

Because insurers began realizing the intrinsic uncertainty of an appropriated program,
they began to set rates reflecting CSR instability. Policymakers would do well to remove
this uncertainty as Congress considers repealing and replacing the flawed ACA and
moving to a stable, market based program.

Critics of the CSR Announcement Seemed Unconcerned by Premium Hikes in the Past



The CSR subsidies fund out-of-pocket costs for people enrolled in a silver plan in the ACA
exchanges with household earnings between 100 percent and 250 percent of the
federal poverty level (FPL). Presumably, these individuals are receiving Advanced
Premium Tax Credit (APTC) subsidies. These tax credits offset the premiums on the ACA
exchanges and are available to people with household incomes up to 400 percent of the
FPL.10

Critics of repealing and replacing Obamacare have often downplayed the effect of large
premium increases in the ACA exchanges.! They argued that a high percentage of
people would not feel the full effect of a rate increase because APTC subsidies rise when
premiums rise. Therefore, concerns about skyrocketing premiums were characterized as
either unimportant or “misleading.” This argument suggests that the large percentage of
people who receive APTC subsidies are protected from rapidly rising rates. Yet if
American taxpayers are not subsidizing them, then the small percentage of people who
do not qualify for subsidies will bear the weight of premium hikes. Thus far, opponents
of repealing and replacing the ACA have treated this small percentage of people as a
footnote in Obamacare’s history.
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According to a study by the health care analysis firm Mark Farrah Associates, roughly 7.5
million people!?are ineligible for Obamacare APTC subsidies.!? These people in the
individual market continue to be hit hardest by Obamacare. Before the move by the



current administration to discontinue unappropriated CSR payments, this group
experienced the full brunt of double-digit premium increases and higher deductibles
under the previous administration.*

Opponents of efforts by President Trump and the Congress to implement a market-
based system have been inconsistent in their argument about the effects of premium
hikes. Republicans have been clear and consistent from the start when advocating for
choice and competition to bring down insurance rates. Those who want to lower
premiums for all Americans should join forces with congressional Republicans who want
to repeal the flawed design of Obamacare and replace it with market-driven reforms.

Current Debate

Recently, lawmakers have proposed appropriating money for CSR subsidies along with
other reforms. While appropriating funds to pay for CSR subsidies is not likely to affect
2018 rates, there is a possibility it will affect rates in later years. The constitutional
authority of Congress to appropriate funds is important and must be protected. It is just
as important for insurers to bear in mind that they should not rely on inherently
unstable sources of funding when requesting premiums rates in the future.
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