Joint Economic Committee

Representative Pat Tiberi, Chairman

May 4, 2017
The Water’s Fine: High Risk Pools After Obamacare

Debate regarding health insurance reform has reignited
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Below are three facts lawmakers should consider as policy discussions move forward.

1. Most people won’t ever dive into the pool.

The majority of working-age adults have insurance coverage through employer-sponsored health
insurance.® Under the Health Insurance Portability and Accountability Act, health insurers cannot deny
coverage or charge employees higher premiums because of health status if they switch to another
employer with a different insurance plan.* Elderly Americans are covered by Medicare;® low-income
Americans have access to Medicaid; and other programs serve veterans and other special populations.
Effectively, this narrows the field to people seeking insurance in the individual market.

The American Health Care Act® with the proposed MacArthur amendment’ states that no person can
be turned down for insurance because of a pre-existing condition. Additionally, people with pre-existing
conditions cannot be charged higher premiums based on their health if they maintain insurance
coverage. States could apply for a waiver to base insurance premiums on health status, but only for
those who don’t maintain coverage. No waiver would be granted unless the state maintains an HRP or
similar structure to help cover costs for people with pre-existing conditions.

Based on pre-ACA studies, the number of potential high-risk insurance customers in the individual
market ranges between tens of thousands® to around 2 million people.® In fact, Obamacare instituted a
temporary Pre-Existing Condition Insurance Plan until 2014 for people denied insurance due to a
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medical condition,® and at its apex this nationwide HRP covered roughly 114,000 people.! Again,
given the proposed protections for people with pre-existing conditions,? the number of potential
participants in a separate HRP is very small.

2. High-risk enrollees cast wide insurance premium ripples.

While the proportion of high-risk individuals in the individual market is relatively small, they have a
significant impact on health care costs. According to the Kaiser Family Foundation, 50 percent of health
care spending is driven by five percent of the population.®* These examples can be found at the state
level as well. In Alaska, 500 residents who require more care drove up insurance rates for 23,000 other
customers.* Under Obamacare, insurers are required to use limited tools to differentiate rates for
various enrollees. Using this “community rating” method meant that those with costly care could not be
charged more than healthy individuals and healthy individuals pay more for insurance than they would if
premiums were based on health status.*®

Separating these high-risk individuals into a separate pool would be a more transparent way to
subsidize high-risk enrollees while decreasing premiums for everyone else in the individual market.®

3. There are success stories.

HRPs were run by states and thus could vary in cost and effectiveness. For example, Wisconsin ran an
HRP beginning in 1979 and covered 20,000 people. Though some enrollees could receive state
subsidies based on income, a 40-year-old enrollee without a subsidy could enroll in a plan for a $368
per month premium with a $2,500 deductible in 2013.1" In 2014, the average silver plan in Wisconsin
for a 40-year-old enrollee without a subsidy was a comparable $333.1% A 2008 Government
Accountability Office (GAO) report found that 77.8 percent of enrollees in the most popular high-risk
pool plans had out-of-pocket spending limits of $5,000 or less. The 2017 spending limit was $7,150
under Obamacare.*® According to GAO, 76.5 percent of high-risk pool enrollees had deductibles of
$2,999 or less; the average annual deductible was $1,593.%° In contrast, the average deductible for a
silver Obamacare plan is $6,092.%

If properly supported, HRPs could offer a meaningful and comparable health insurance option for
people who could face higher prices due to a lapse of coverage and high-cost medical condition.
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