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Executive Summary

The Affordable Care Act (ACA) requires all non-grandfathered health insurance plans offered in
the small group and individual markets to cover all Essential Health Benefits (EHBs) beginning

on January 1, 2014.? The ACA defines EHBs to include the following ten broad categories of

health benefits:

Ambulatory patient services;

Emergency services;

Hospitalization;

Maternity and newborn care;

Mental health and substance use disorder services, including behavioral health
treatment;

6. Prescription drugs;

7. Rehabilitative and habilitative services and devices;

8. Laboratory services;
9.

1

AR o

Preventive and wellness services and chronic disease management; and
0. Pediatric services, including oral and vision care.

EHBs define a standard set of services that must be covered by applicable plans without regard
to cost sharing. Currently, health plans commonly have annual or lifetime limits on certain
benefits. For instance, it is common to have an annual maximum for coverage of eyeglasses.
EHBs may not be subject to annual or lifetime dollar limits and must not be discriminatory; they
may include limits on the duration and scope of covered services. EHBs are the full package of
covered benefits to which insurers will apply cost sharing requirements, resulting in levels of
coverage (bronze/ silver/ gold/ platinum) and their accordant actuarial values (60/70/80/90)
outlined in the ACA.

The ACA charges the Secretary of the U.S. Department of Health and Human Services (HHS)
with further defining the EHBS, and instructs the Secretary to ensure that they are equal to the
scope of benefits provided under a typical employer plan. In guidance provided by HHS, the
approach outlined for 2014 and 2015 allows each state the flexibility to designate a benchmark

! ACA Section 2707(a); ACA Section 1302(a)

2 Applies both inside and outside the Exchange. Self-insured employer plans, grandfathered plans and large group
health plans are not required to offer EHBs. However, if they do provide any benefits that are EHBs, the ACA

prohibits them from applying any annual or a lifetime dollar limit to those benefits. Additionally, these plans must
phase out annual dollar limits for any EHB by 2014, with the exception of grandfathered individual health policies.
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plan to serve as the state’'s EHBs. States have a choice from among the following ten possible
benchmark plans:

The largest plan in any of the three largest small group products in the state by enrollment;
The three largest state employee health plans by enroliment;

The three largest FEHBP? options by enrollment; or

The largest HMO plan offered in the state’s commercial market by enrollment.

Due to the same plan of benefits meeting more than one of these ten options, the State of
Hawai'i has only seven unique options from which to select. The specific benchmark options for
Hawai'i are:

e HMSA State Employees Health Plan Option

e FEHBP Blue Cross Blue Shield Standard Option

e FEHBP Blue Cross Blue Shield Basic Option

e FEHBP Government Employees Health Association Basic Plan Standard Option
e HMSA Small Group PPO Plan

e UHA 3000 Plan

e Kaiser HMO Plan

In designating a benchmark, the State is choosing an entire plan’s benefit package from those
listed above. To be clear, the State is choosing a market basket of services that will collectively
be included in the EHB. The market basket of services will be based on the benefits that are
offered in 2012 by one of the plans listed above. The State may not pick and choose the
benefits to include, in essence customizing the package. If a benchmark plan does not contain
all ten categories of benefits identified in the ACA, the state must supplement the benchmark by
selecting the missing benefits from one or more of the other benchmark options for that state.
Certain categories, such as habilitative care, may not currently be provided in any benchmark
option. In those instances, HHS has outlined special rules for supplementing the benefits.
Insurers may be able to substitute the benefits within the ten EHB categories, to the extent such
substitutions are actuarially equivalent and consistent with state and federal law. It will be
important to ensure that such substitutions are in compliance with the Hawai'i Prepaid
Healthcare Act.

States may still mandate that specific benefits be covered in the individual and small group
markets. However, states must pay for any mandates not defined as part of the EHB for
Qualified Health Plans (QHPS). It is unclear whether this includes QHP enrollees outside of the
Exchange, and HHS has not yet provided final guidance on this issue. Thus, by choosing a plan

% Federal Employee Health Benefit Program which offers benefits to federal employees.
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that covers all current mandates, the State would not have to make the choice between covering
benefits with State funds and repealing mandates in the individual and small group markets.

Key Findings

The purpose of this report is to inform the State’s selection of a benchmark plan for the EHB
package by providing a comparison of each benchmark plan option. The analysis included a
comprehensive review of the benchmark plan options in terms of benefits offered and cost
differential between these plans, given the benefits provided. Since all QHPs (including plans in
the individual market) will be required to offer the EHB starting in 2014, it will be important that
the State consider the balance of benefits provided and affordability.

There are several criteria that the State could consider when selecting a benchmark plan for the
EHB. They include, but are not limited to:

1. State Mandated Benefits

o What, if any, State mandated benefits are not covered by each of the benchmark
plan options?

e What are the cost implications to the State if the selected EHB does not include all of
the State mandated benefits?

2. Benefits Covered

o Examine the individual benefits that are covered in one of the benchmark plan
options but not another. We refer to these as “outlier benefits.” It then becomes a
policy decision as to which benefits might be more important to cover.

3. Market Disruption (Benefits)

e What proportion of the market that would see some change in the benefits that would
be covered?

4. Market Disruption (Cost)

e Selecting a benchmark plan with a more expensive market basket of services would
mean mandating a premium increase to those that currently have plans with a leaner
market basket.

5. Consumer and Stakeholder Input
e What is consumer and carrier preference for one benchmark option over another?
6. Ease of Administration by Carriers

e Is the cost of administering the benefits for one benchmark option more costly than

administering the benefits of another, which could impact premiums?

With these criteria in mind, the analysis performed resulted in the following findings for
consideration:

o Each of the benchmark plan options cover all State mandated benefits with the exception of
in-vitro fertilization (IVF). The FEHBP options do not provide coverage for IVF. If one of
these plans were selected as the benchmark plan, the cost of IVF coverage would be
required to be defrayed by the State for all individuals enrolled in a QHP. We estimate that
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this could cost the State between $4.00 and $4.50 per month for each individual enrolled in a
QHP.

o All of the benchmark plan options will need to be supplemented to provide coverage for
habilitative services, pediatric vision and oral services. This will increase premiums in the
individual and small group markets regardless of the plan selected as the benchmark plan.

o The state employee health plan does not provide coverage for prescription drugs within the
base policy and would need to be supplemented to provide this coverage. There will be a
significant increase in premium for those individuals and groups that do not elect to purchase
prescription drug coverage today.

o Based on the relative value analysis performed, the Kaiser HMO benchmark plan option
provides the leanest benefit package. This is driven by the fact that durable medical
equipment is offered as an optional rider that is not currently selected by a majority of small
groups. In addition, external prosthetic devices are not covered by Kaiser. If the Kaiser
HMO plan was selected as the benchmark plan, these benefits would not be required to be
covered in the individual and small group markets. These benefits are currently provided by
all of the other benchmark plan options.

o Within the Hawai'i market, base policies are offered with optional riders for a number of
services. Based on federal regulations pertaining to data collection to support standards
related to essential health benefits published on July 20, 2012, the market basket of services
within the benchmark options that are considered for the EHB may include “optional benefits
available for an additional premium (often referred to as “riders”)..., if those benefits are part
of the most commonly purchased set of benefits within the product by enrollment.” For all
benchmark plan options, except the FEHBP options and state employee plan option,
prescription drug coverage is offered as an optional rider. Prescription drug coverage is
included in the FEHBP plans as part of the base policy and is not offered under the state
employee plan option. Since the most commonly purchased set of benefits in Hawai'i include
drug coverage, prescription drug coverage that is most often selected will be included in the
benchmark option.

* http://www.gpo.gov/fdsys/pkg/FR-2012-07-20/pdf/2012-17831.pdf
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Introduction

The Hawai'i Department of Commerce & Consumer Affairs (DCCA) engaged Oliver Wyman
Actuarial Consulting, Inc. (Oliver Wyman) to assist the State of Hawar'i (the State) by estimating
the relative value of the ten plans that could be selected as the benchmark plan for determining
the Essential Health Benefits (EHBSs) for Hawali'i. Consistent with Paragraph 24 of the General
Conditions of the Contract for Professional Services, this report was prepared for the sole use by
the State. All decisions in connection with the implementation or use of advice or
recommendations contained in this report are the sole responsibility of the State. This report is
not intended for general circulation or publication, nor is it to be used or distributed to others for
any purpose other than those that may be set forth herein or in the definitive documentation
pursuant to which this report has been issued. These estimates were based on regulations
issued by the United States Department of Health and Human Services, several of which are still
in draft form. Our work may not be used or relied upon by any other party or for any purpose
other than for which they were issued by Oliver Wyman. Oliver Wyman is not responsible for the
consequences of any unauthorized use.

All projections are based on the information and data available at a point in time, and the
projections are not a guarantee of results which might be achieved. The projections are subject
to unforeseen and random events and so must be interpreted as having a potentially wide range
of variability. We have relied on a wide range of data for our analysis including, but not limited to,
information received from commercial carriers offering coverage in the State and various State
agencies. We have not independently audited this data, however we have reviewed it for
reasonableness and asked clarifying questions where warranted.

Further, the estimates set forth in this report have been prepared before all regulations needed
to implement the ACA have been issued, including clarifications and technical corrections, and
without guidance on complex financial calculations that may be required. The State is
responsible for all financial and design decisions regarding the ACA. Such decisions should be
made only after the State's careful consideration of alternative future financial conditions and
legislative scenarios, and not solely on the basis of the estimates illustrated within this report.

Finally, the State understands that Oliver Wyman is not engaged in the practice of law and this
report, which may include commentary on legal issues and regulations, does not constitute, nor
is it a substitute for legal advice. Accordingly, Oliver Wyman recommends that the State secures
the advice of competent legal counsel with respect to any legal matters related to this report or
otherwise.

OLIVER WYMAN 5



ESSENTIAL HEALTH BENEFIT BENCHMARK PLAN OPTIONS HAWAI'T DEPARTMENT OF COMMERCE & CONSUMER
AFFAIRS, INSURANCE DIVISION

This report is intended to be read and used as a whole and not in parts. Separation or alteration
of any section or page from the main body of this report is expressly forbidden and invalidates
this report.

There are no third party beneficiaries with respect to this report, and Oliver Wyman does not accept
any liability to any third party. In particular, Oliver Wyman shall not have any liability to any third
party in respect to the contents of this report or any actions taken or decisions made as a
consequence of the results, advice, or recommendations set forth herein.

The information contained in this document and in any of the attachments is not intended by

Oliver Wyman to be used, nor can it be used, for the purpose of avoiding penalties under the
Internal Revenue Code or imposed by any legislative body on the taxpayer or plan sponsor.
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Background

The Patient Protection and Affordable Care Act and the Health Care and Education
Reconciliation Act of 2010, collectively referred to as the Affordable Care Act (ACA), requires
significant changes in how health insurance is purchased, sold and regulated in the states.
Among other things, the ACA creates new standards for health benefit plans offered to
individuals and small groups, including requirements that all such plans offer a comprehensive
package of EHBs.

Beginning on January 1, 2014, the ACA requires all non-grandfathered plans offered in the small
group and individual markets to cover all EHBs.>®

The ACA defines EHBs to include ten broad categories of health benefits. These are:

* Ambulatory patient services;

* Emergency services;

* Hospitalization;

* Maternity and newborn care;

* Mental health and substance use disorder services, including behavioral health treatment;
* Prescription drugs;

+ Rehabilitative and habilitative services and devices;

* Laboratory services;

* Preventive and wellness services and chronic disease management; and

» Pediatric services, including oral and vision care.

The ACA charges the Secretary of the U.S. Department of Health and Human Services (HHS)
with further defining the EHBs, and instructs the Secretary to ensure that they are equal to the
scope of benefits provided under a typical employer plan.’

® ACA Section 2707(a); ACA Section 1302(a)

® This applies both in and out of the Exchange. Self-insured employer plans, grandfathered plans and large group
health plans are not required to offer EHBs. However, if they do provide any benefits that are EHBs, the ACA prohibits
them from applying any annual or a lifetime dollar limit to those benefits. Additionally, these plans must phase out
annual dollar limits for any EHB by 2014, with the exception of grandfathered individual health policies.

" ACA Section 1302(b)(1) and (2)
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EHBs define a standard set of services that must be covered by applicable plans without regard
to cost sharing provisions. While EHBs may include limits on the duration and scope of covered
services, they may not include annual or lifetime dollar limits and must not be discriminatory.®
The ACA separately regulates cost sharing requirements, including limits on cost sharing and
mandates regarding levels of coverage. EHBs are the full package of covered benefits to which
insurers will apply cost sharing requirements, resulting in levels of coverage (bronze/ silver/ gold/
platinum) and their corresponding actuarial values (60/70/80/90), as outlined in the ACA.

States may still mandate that specific benefits be covered in the individual and small group
markets. However, the cost of any mandates not defined as part of the EHB must be covered by
the State, for Qualified Health Plans (QHPS). It is unclear whether this includes individuals
enrolled in QHPs outside of the Exchange, and HHS has not provided final guidance on this
issue.

On December 16, 2011, HHS issued an EHB Bulletin, outlining an approach for defining EHB
packages in plan years 2014 and 2015, and taking into account the need to “balance
comprehensiveness, affordability, and state flexibility and to reflect public input received to
date.” The Bulletin notes that HHS “intends to assess the benchmark process for the year 2016
and beyond based on evaluation and feedback.” Therefore, it is unknown at this time what the
EHB package might look like in 2016 and beyond.

In the approach outlined for 2014 and 2015, HHS allows each state the flexibility to designate a
benchmark plan to serve as the state’s EHB. States have a choice from among the following ten
possible benchmark plans:

* The largest plan in any of the three largest small group products in the state by enroliment;
* The three largest state employee health plans by enrollment;

* The three largest FEHBP options by enrollment; or

* The largest HMO plan offered in the state’s commercial market by enroliment.

If the benchmark plan does not contain all ten categories of benefits identified in the ACA, the
state must supplement the benchmark by selecting the missing benefits from one or more of the
other benchmark options for that state. Certain categories, such as habilitative care, may not be
provided in any benchmark plan option. In those instances, HHS has outlined special rules for
supplementing the benefits. In the Hawai'i market, prescription drug coverage is provided as an
optional rider. While a majority of small groups purchase prescription drug coverage, individual

8 Lifetime and annual limits for the EHB categories were restricted starting in plan years beginning on or after
September 23, 2010 and are prohibited starting January 1, 2014; ACA Section 1001 (amendment to Public Health
Service Act

2711)

? http://cciio.cms.goviresources/files/Files2/12162011/essential_health_benefits_bulletin.pdf
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and groups that currently do not select prescription drug coverage will realize a significant
increase in premium in 2014.

The benchmark health plan option selected will define the market basket of services that will
collectively be included in the EHB. States must select a benchmark health plan “in the third
quarter of 2012” to establish EHBs for benefit years beginning in 2014 or 2015. If a state does
not select a benchmark plan, HHS will designate the small group plan with the largest enrollment
as the benchmark, referred to in this report as the “default benchmark plan.” In Hawalr'i, this
would be the HMSA Preferred Provider Plan 2010. Supplemental benefits for the default
benchmark plan will be determined by a process dictated by federal guidance that looks first to
the second-largest small group market benchmark plan, then to the third and then, if none of the
small group plans offer benefits in a missing category, to the FEHBP benchmark plan with the
highest enrollment.

HHS has also provided guidance that a state may allow insurers to further modify the benefits
offered by the chosen (or default) benchmark plan, as supplemented, to the extent such
substitution is otherwise consistent with state and federal law. Health insurers must cover
“benefits that are ‘substantially equal’ to the benefits of the benchmark plan selected by a state
and modified as necessary to reflect the ten coverage categories,”'® however, insurers have
“some flexibility to adjust benefits, including both the specific services covered and any
guantitative limits provided they continue to offer coverage for all ten statutory EHB categories.”
Substituted services within each of the ten statutory categories must be actuarially equivalent. If
the State allows insurer to make such substitutions, it will be important to verify that such
changes are in compliance with the Hawai'i Prepaid Healthcare Act. Plans would also be
permitted to impose non-dollar limits (e.g. day or visit limits), consistent with other guidance, that
are at least actuarially equivalent to the annual dollar

limits. It is important to note, however, that if carriers are If the State allows carriers the

permitted to make actuarially-equivalent substitutions flexibility to make actuarially
within each of the ten EHB categories, the choice of a equivalent benefit substitutions,
benchmark plan option will not necessarily determine it will be important to verify that
which specific benefits will be covered by a specific plan, B RER R VANL AR
but rather the value of the total package of benefits Hawai'i Prepaid Healthcare Act.
covered.

Therefore, the three-step process outlined by HHS can be summarized as follows:

1. Select a benchmark plan from one of the plans eligible in the State or default to the largest
small group plan.

2. Supplement the benchmark plan selected to ensure it includes all of the required essential
health benefits.

3. Adjust the services covered and benefit limits on an actuarially equivalent basis.

19 http://cciio.cms.gov/resources/files/Files2/12162011/essential_health benefits_bulletin.pdf, Page 12
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The first two items above are decisions to be made by the State. The third item reflects
decisions made by insurers with State oversight, if the State decides to make this option
available to them.

OLIVER WYMAN 10
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Methodology

Identification of Options and Initial Comparison of Current Benefits

Federal guidance provides Hawai'i the option to select one of ten plans as a benchmark plan for

2014 and 2015. The market basket of services within one of these plans will be collectively
selected as the EHB. States may select from the three largest state employee health plans by

enrollment. For Hawai'i, two of the options are HMSA

plans (562 PPP and 620 PPP) and the benefits covered
under both plans are the same. The other state employee

plan option is the Kaiser HMO plan. The Kaiser state benchmark plan.

employee HMO plan is identical to one of the top three

small group plans and the largest HMO plan in Hawai'i.

Since only the covered benefits are used to determine the EHB package, Hawai'i has only

seven total unique options rather than ten.

The following table summarizes the ten options Hawar'i has to select from.

Category of Eligible Plan Hawai’i Plan Options

State Employee Health Plans o
.
FEHBP Plans .
.
.
Small Group Insurance Plans o

Largest Non-Medicaid HMO Plan .

HMSA Plan

e State has two HMSA plans;
differing only in cost sharing

e Analyzed as one plan

Kaiser HMO Plan*

FEHBP Option 1: BCBS Standard

Option

FEHBP Option 2: BCBS Basic

Option

FEHPB Option 3: GEHABP Standard

Option

Small Group Option 1: HMSA PPO

Option

Small Group Option 2: UHA 3000

Option

Small Group Option 3: Kaiser HMO

Plan*

Kaiser HMO Plan*

*These plan options are the same plan.

OLIVER WYMAN
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Benefit booklets for each of the benchmark plan options were provided to Oliver Wyman. The
benefits were summarized and compared across all plans. The language used in the benefit
booklets is not standardized across insurers and, in certain circumstances, is open to
interpretation. Thus, the comparison occasionally required interpretation based on our
experience of industry practices, particularly in instances where benefits were not specifically
listed in the booklets as either a covered or excluded benefit.

Because the guidance provided by HHS indicates that the benchmark plan will reflect both the
benefits that are covered as well as any limits on duration or scope of those benefits, the
comparison analysis included any applicable limits. While annual or lifetime dollar limits are not
permitted for EHBs under the ACA, the actuarial equivalent of such limitations would apply. Cost
sharing, restrictions on provider networks, and formularies were not considered since these are
not part of the EHB definition.

In an effort to increase accuracy, the full comparisons were provided to the insurers offering
each of the plans eligible for benchmark status, with the exception of the FEHBP plans. These
entities were asked to review the determinations and provide a revised copy of the summaries
making any necessary corrections. A response to this request for verification was received from
the three largest small group plans and the state employee plan, and their comments were
incorporated within the analysis. A summary of the comparison of current benefits is included in
Appendix A. It is important to note that the benefits shown in Appendix A reflect the benefit plan
most commonly provided by each carrier. This includes prescription drug coverage, which is
offered as an optional rider by all benchmark options, except for the FEHBP plans for which
prescription drug coverage is part of the plan or the state employee plan for which prescription
drug coverage is not provided.

Categorized and Supplemented Benefits

The benefits grid was then examined to determine whether all of the services described in the
ten broad EHB categories were covered in the benchmark plan options. As anticipated, all of the
plans contain most of the services required. However, as the HHS EHB Bulletin anticipates,
most plans do not cover habilitative services or pediatric oral and vision services. Appendix B
includes a summary of the essential health benefit categories that are currently covered by each
benchmark plan option.

The ACA requires that certain prescribed benefits be included as part of the EHB package for all
plans. Therefore, in developing a set of benefits that would represent the EHB package if each
plan were selected as the benchmark, each plan was supplemented to ensure it contained the
following:

¢ Women’'s wellness benefits;

e A and B recommendations from the U.S. Preventive Services Task Force (USPSTF);
o Benefits included in the Bright Futures/American Academy of Pediatrics guidelines;
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e Habilitative services;
e Pediatric oral and vision services; and
e Parity requirements in MHPAEA™

Appendix C contains a detailed list of the required supplemental benefits for women’s wellness
benefits, A and B recommendations from the USPSTF, and benefits recommended by the Bright
Future/American Academy of Pediatrics guidelines.

Detailed regulations have not yet been promulgated by HHS specifying final rules for
supplementing benefits. Additionally, the EHB bulletin is not detailed enough to know with
certainty how benefits must be supplemented. For this analysis, it was assumed that MHPAEA
parity requirements will not permit limits to be applied to non-biologically based mental illnesses.
Such limits are common in the benchmark plan options. HHS guidance provides various options
to states when supplementing benchmark options for habilitative and pediatric oral and vision
services.

Habilitative Services

The EHB Bulletin indicates that HHS is considering the following two options for supplementing
habilitative services when not included in the selected benchmark or any other benchmark
options:

1. A carrier would be required to offer the same services for habilitative needs as it offers
for rehabilitative needs and offer them at parity.

2. A carrier would decide which habilitative services to cover and report the coverage to
HHS; then HHS would evaluate and further define habilitative services in the future.

Under either approach, a plan would be required to offer at least some habilitative benefits. If
HHS and future rules allow plans to determine their own habilitative benefit and then report to
HHS, the State should consider establishing parameters regarding minimum services or further
define “habilitative,” thereby ensuring that all habilitative service packages being reported to
HHS remain representative of the benefits as defined by the State.

For this analysis, it was assumed that habilitative services would be offered at parity with
rehabilitative services, and that the definition of these services would be consistent with the
definitions currently used in the commercial market. Specifically, these definitions focus on
creating skills and functions, rather than “keeping” or “maintaining” function.

' Mental Health Parity and Addiction Equity Act of 2008 requires certain plans to provide benefits, including cost
sharing and treatment limits, for mental health and substance use disorder that are no more restrictive than the
medical and surgical benefits of the plan.
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Pediatric Dental Services

The general absence of pediatric'” dental services beyond screening and medically related
dental repair in most benchmark plan options means that the State will likely need to supplement
the benchmark plan. For pediatric dental services, the EHB Bulletin requires the State to
supplement benefits from either of the following options:

1. The Federal Employees Dental and Vision Insurance Program (FEDVIP) dental plan with
the largest national enrollment.
2. The State’s CHIP program

In supplementing benchmark plans for pediatric oral services, this analysis used the estimated
costs that are equivalent to the State Child Health Insurance Program (CHIP) program, as
published by the National Association of Dental Plans (NADP)."* The CHIP plan includes
preventive and basic dental services as well as advanced dental services. The analysis used the
CHIP plan that does not include orthodontia.

Pediatric Vision Services

Plans that do not contain pediatric vision services must be supplemented with benefits covered
by the FEDVIP vision plan with the largest enroliment. HHS guidance indicates that the FEDVIP
vision plan with the highest enrollment in 2010 covers routine eye exams with refraction,
corrective lenses, frames and contact lenses.** Further, the 2012 FEDVIP vision plans include
both service and dollar limits in its coverage. As an example, the FEDVIP BlueVision plan
covers one set of contact lenses per year, up to $130." This combination of both a limit on the
frequency with which vision hardware may be replaced, and a dollar limit on the cost of the
hardware, could be considered to effectively create an overall annual dollar limit on the vision
hardware benefit that is prohibited by the ACA. For this analysis, an assumption was made that
a scheduled dollar allowance per set of vision hardware will be allowed to remain, however
restrictions on the frequency with which the hardware may be replaced are lifted. The resulting
benefit becomes a benefit with a scheduled allowance per service. It is important to note that a
scheduled dollar allowance per service with no limitation on the number of services differs from
the prohibition on annual dollar limits.

This benchmark option comparison analysis is not impacted by which habilitative services or
pediatric oral and vision option is used for supplementing the benchmark package since any

12 At present, there is no guidance in the ACA, the Final Rule, the Bulletin or FAQs defining the term “pediatric.”

13 National Association of Dental Plans. “Offering Dental Benefits in Health Exchanges: A Roadmap for Federal and
State Policymakers.” September 2011

14 http://cciio.cms.gov/resources/files/Files2/12162011/essential_health_benefits_bulletin.pdf

15 http://cvw1.davisvision.com/forms/StaticFiles/English/FEP2012BenefitSummary. pdf
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plan selected as the benchmark would be required to cover these benefits, the additional cost
added to each plan is the same.

Hawai’'i Mandated Benefit Comparison

Hawali'i law requires certain benefits to be covered by each individual or small group plan offered
in the State. Appendix D contains a comparison of the State mandated benefits currently
covered by each of the benchmark plan options. The list of mandated benefits was provided by
the Hawai'i DCCA Insurance Division and was limited to mandates on covered services, as
opposed to requirements related to administration of the plan. All of the benchmark plan options
were found to cover every State mandated service, with the exception that in-vitro fertilization
(IVF) is not covered by the FEHBP plans. Therefore, if the State selected one of the FEHBP
plans as its benchmark plan, IVF would not be included in the EHB and the State would be
required to cover the cost of the IVF services for anyone enrolled in a QHP.

For the purposes of this analysis, each of the benchmark plan options was supplemented,
resulting in a complete set of benefits that would be required to be covered in the EHB. Should
one of the FEHBP benefit packages be selected as the State’s EHB IVF would not be included
in the EHB. However, IVF would continue to be required to be covered as a mandated benefit,
unless repealed by the State, and the cost of IVF coverage would be required to be defrayed by
the State for all individuals enrolled in a QHP. We estimate that this could cost the State
between $4.00 and $4.50 per month for each individual enrolled in a QHP.. A comparison of
these supplemented plans is provided in Appendix E.

Analysis for Benchmark Selection

Using the supplemented benefit packages described above and shown in Appendix E, outlier
benefits were identified. Outlier benefits are defined as those where the benefits after
supplementation differ among the benchmark plan options. Benefits could be considered outliers
because they are covered by one plan but not covered by another. Benefits that are covered by
all benchmark plan options could be considered outliers if differences in the level of coverage
varies among plans (e.g., number of home health visits covered per year). Benefits that are not
outliers — those that are common to all benchmark plans — were priced to estimate the claim cost
that is assumed to be common to all benchmark plans. Since benefits not flagged as outliers are
common to all benchmark plans, the outlier benefits drive the difference in cost among the
benchmark plan options. For the outlier benefits, actuarial analysis of each variation of the
benefit was performed separately to determine the estimated cost of the benefit for each
benchmark plan option. A comparison of the outlier benefits is provided in Appendix F.

The sum of the common benefit claim cost and the outlier claim cost specific to each plan
determined the estimated claim cost for each plan. A relative claim cost was then developed for
each plan. The largest small group plan benefit package (HMSA PPO) was selected as a
reference benefit package and the cost of each benchmark benefit package was compared to
the cost of the reference plan benefit package to determine the relative value. The relative cost
compared the total cost of the benefits covered in each benefit package, but did not consider
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any cost sharing required under the current benchmark plan options, as cost sharing is not part
of the EHB package.

Analysis was based largely on Oliver Wyman’s internal pricing model.® For benefits that are not
commonly covered in today’s commercial market, therefore limiting the available data, analysis
of publicly available studies was used to supplement the analysis. For plans that contain
benefits which currently have annual dollar limits applied, it was assumed those limits apply in
our analysis. However, should a plan with any of these limits be selected as the benchmark
plan, the annual dollar limit will need to be removed and an actuarially equivalent benefit
included. This substitution would have no impact on the overall relative cost between the plans.

18 Oliver Wyman's commercial pricing model is a service based model used to determine utilization and cost per
service estimates for a wide range of medical and prescription drug services typically covered in comprehensive
major medical policies sold to groups and individuals under age 65. The model is based on over $150 billion in
allowed claims from over 38 million members, and allows for the development of actuarial estimates of the value
of various types of benefits including annual limits as well as cost sharing features including deductibles,
coinsurance, copayments, and out-of-pocket maximums.
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5

Findings and Pricing Analysis
Several analyses were undertaken to compare Hawai'i's benchmark plan options. These
analyses include:

1. Coverage of State mandated benefits
2. Relative cost of benefits covered under the benchmark plan options
3. Benefit variations and outliers across benchmark options

The findings from each of these analyses show variations exist among the benchmark plan
options. The detailed findings across each of these analyses are discussed below.

State Mandated Benefits

As previously discussed, under the ACA, states are responsible for the cost of state mandated
benefits that are not included in the EHB package for those individuals enrolled in a QHP.
Benefit mandates under Hawai'i law currently apply to all of the small group and HMO
benchmark options. While mandates in insurance laws generally do not apply to the state
employees plan, the state employees plan does contain all mandated benefits in Hawai'i. Thus,
selecting a small group, HMO or state employees plan as the benchmark would include the
State mandated services in the EHB package with no costs to the State.

In today’s market, FEHBP plans are not required to provide coverage for state mandates. The
only Hawai'i state mandated benefit that is not covered by the FEHBP plans is coverage for IVF.
Hawai'i mandates that a one-time only benefit for all outpatient expenses arising from IVF
procedures performed on the insured be provided.!” Therefore, if one of the FEHBP options
were selected as the benchmark plan, these benefits

would be required to be covered in the individual and The State would be required to
small group markets pursuant to Hawai'i law. However, BV S al-Ne ot tle f A=t aVilo
they would not be part of the EHB package and as a one of the FEHBP plans were
result the cost would be borne by the State for all selected as the benchmark
individuals enrolled in a QHP. However, it is unclear plan. Oliver Wyman estimates
whether Hawai'i would have to pay the cost for only this could cost the State

those QHP enrollees who purchase coverage in the between $4.00 and $4.50 per
Exchange, or for all QHP enrollees both inside and member per month for each

outside the Exchange. HHS has not provided final individual enrolled in a QHP.
guidance related to this issue.

17 Sections 431 :10A-16.5, 432 :1-604 and 432D-23 of the Hawaii Revised Statutes
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A complete analysis of the cost to the State of Hawar'i associated with covering this mandate is
outside the scope of this report and would require additional data to be collected from carriers in
the State, as well as the FEHBP program, to ensure all detai