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Denver: Competitive Insurance Market
Awaits National Health Reform

espite waiting until nearly the 11" hour to approve a

Medicaid expansion, Colorado is at the forefront of
preparing for national health reform relative to many states,
according to a new Center for Studying Health System
Change (HSC) study of the Denver region’s commercial and
Medicaid insurance markets (see Data Source). Colorado
was among the first states to pass legislation creating a
state-run health insurance exchange. Even before the 2010
Patient Protection and Affordable Care Act (ACA) passed,
Colorado was proactive in reforming the small-group insur-
ance market and expanding Medicaid and the Children’s
Health Insurance Program (CHIP) to more low-income
adults and children. Although initially undecided about
the full Medicaid expansion scheduled for Jan. 1, 2014,
Democratic Gov. John Hickenlooper, backed by a broad
coalition of health care providers and advocates, pushed the
state Legislature for approval.

Still, similar to other markets, Denver-area health

plan executives, benefits consultants, brokers and oth-
ers expressed concerns about the market’s readiness for
open enrollment in the exchange on Oct. 1. Top concerns
include the uncertainty about the impact of health reform
on risk selection and premium costs. Market observers
also predicted changes in employer health benefit strate-
gies as they attempt to maintain affordable coverage. Key
factors likely to influence how national health reform
plays out in the Denver area include:

» No dominant insurer. Three national for-profit insur-
ers—Anthem, Cigna and UnitedHealth Group—plus
Kaiser Permanente largely divide the commercial insur-
ance market with competition focused mainly on price.

» Hospital negotiating clout. The area’s four hospital
systems reportedly have significant negotiating lever-

age over payment rates, which health plan respondents
believed contributes to higher insurance premiums.
This leverage may be growing as hospital systems but-
tress their position by, for example, employing physi-
cians, upgrading facilities, and expanding their geo-
graphic reach by building new facilities and affiliating
with other hospitals.

Pared back employee benefits. Employers are embrac-
ing high-deductible health plans, adopting defined-
contribution strategies and, most recently, adopting
limited-physician networks to help moderate rising
premiums. However, the commercial market does not
appear to be moving toward innovative provider pay-
ment arrangements as a cost-control strategy.

More Medicaid provider accountability. In the wake of
significant Medicaid enrollment growth and the earlier
demise of risk-based Medicaid managed care, Colorado
has adopted an Accountable Care Collaborative model.
Under the approach, health plan or provider entities—
known as Regional Care Collaborative Organizations,
or RCCOs—are responsible for linking Medicaid enroll-
ees to health care and social services in a coordinated
manner, with the goal of improving health outcomes
and reducing costs for the state. Down the road, respon-
dents expected RCCOs to assume financial risk for
Medicaid enrollees’ care and possibly operate in the
state insurance exchange.

Significant plan interest in the exchange.
Notwithstanding considerable uncertainty about setting
premiums, the four large carriers currently serving the
individual and small-group markets, along with possible
new market entrants, are expected to participate in the
exchange.
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» Possible rate shock. Respondents are concerned that
new ACA regulations—particularly requirements for
more comprehensive benefits—will drive up premiums,
especially for young, healthy people in the market. If
many forgo coverage, health plans likely will attract
sicker-than-average enrollees—known as adverse selec-
tion—in the exchange.

» Redoubled cost-control strategies. In response to strict-
er limits on patient cost sharing and requirements for
more comprehensive coverage, employers increasingly
are expected to explore new ways to control costs. This
may include offering plans with less choice of providers
and possibly defined-contribution approaches where
employees receive a fixed amount to purchase coverage
on their own.

Market Background

As Coloradoss capital, Denver is at the heart of the state’s
most populous metropolitan area along the northern
Front Range of the Rocky Mountains. The 2.6 million
residents of the Denver metropolitan statistical area reside
in 10 counties: Denver, Broomfield, Adams, Arapahoe,
Elbert, Douglas, Jefferson, Park, Gilpin and Clear Creek
(see map above).

The Denver region has enjoyed a relatively strong
economy. The unemployment rate tracked slightly below
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Broomfield

the U.S. average before and after the 2007-2009 recession,
and residents earn slightly higher incomes than the aver-
age metropolitan area (see Table 1). Denver reportedly
was sheltered somewhat from the Great Recession because
the area did not experience a real estate boom in the mid-
2000s, which spared the region from the housing collapse
that many other metropolitan areas suffered. In addition,
Denver does not have a large manufacturing base, which
may have allowed the region to fare better than areas that
lost many manufacturing jobs.!

The region has attracted many young and healthy peo-
ple. Between 2005 and 2010, Denver’s population grew 8.5
percent, almost double the rate of the average U.S. metro-
politan area. Denver-area residents are younger than other
metropolitan areas on average—the median age was 33,
about 4 years less than the national median.? Also, Denver
residents have a lower prevalence of heart disease, diabetes
and overall fair/poor health status than the national aver-
age, and Colorado is the only state in the nation where the
obesity rate remains less than 20 percent.’

Much of the recent population growth can be attributed
to Latino immigrants moving to the area. Latinos com-
prised almost half of Denver’s overall population increase
from 2000-2010.* By 2010, 22.5 percent of the population
was Latino, compared with 16.4 percent nationwide.

Socioeconomic conditions vary across the Denver
region. While low-income residents historically were con-
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centrated in the city of Denver, respondents reported that
many lower-income people have moved to the suburbs,
especially Aurora, Northglenn and parts of Englewood,
raising the average income level in the city of Denver.
Indeed, the suburban population is increasingly ethnically
diverse, with more Latinos and blacks moving from the
city center.’

The Denver economy is characterized by many small
and mid-sized employers, particularly in the service,
technology, energy, health care and telecommunications
sectors. More than half (53%) of Colorado workers are
employed by small firms with fewer than 50 employees,
compared to 47 percent nationwide.® Many Denver firms
have scaled back health benefits since the late-1990s
when competition for skilled workers was high during the
economic boom. Since then, the slower economy and a
relatively young, healthy employment pool have enabled
firms to offer less-comprehensive coverage, and more
recently, the Great Recession and rising health care costs
have led many firms to trim benefits further.

State Prepares for Reform

Colorado has long been relatively proactive about regulat-
ing the private insurance market and expanding public
coverage for low-income people, advancing the state
toward the coverage goals later outlined in the ACA (see
Table 2). Following enactment of the ACA, both then-
Gov. Bill Ritter (D) and Hickenlooper supported elements
of reform, and in June 2011, the state passed legislation

to create a state-run health insurance exchange, named
Connect for Health Colorado (see Table 3). Although the
costs of expanding Medicaid concerned state legislators,
Hickenlooper successfully pushed the Legislature in May
2013 to approve the full Medicaid expansion scheduled
for Jan. 1, 2014.

Commercial insurance regulation. While Colorado
currently falls in the middle of states in terms of regula-
tion of the individual—or nongroup—and small-group
insurance markets, it began reforming these markets sev-
eral decades ago. In 1994, the state implemented guaran-
teed issue and some rating restrictions and more recently
tightened regulation of the nongroup and small-group
health insurance markets—the state defines the small
group-market as groups with 1-50 workers to include self-
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Table1
Demographics and Health System Characteristics

METRO AREAS
(800,000+ Por.)

DENVER

PopuLATION StATisTICS, 2010 2,554,569

PoruLATION GrOWTH, 10 YEAR 17.2% 10.9%

PoPULATION GROWTH, 5 YEAR 8.5% 4.6%

AGE

PersONS UNDER 5 YEARS OLD 71% 6.6%

PersoNs UNDER 18 YEARs OLd 24.9% 24.3%

PersONs 18 10 64 Years Olb 65.1% 63.7%

PERSONS 65 YEARS AND OLDER 10.1% 12.0%

RACE/ETHNICITY

WHITE 65.8% 55.6%

Black 5.2% 14.1%

LatinO 22.5% 20.6%

ASIAN 3.6% 6.8%

OTHER RACE OR MULTIPLE RACES 2.8% 2.9%

FOREIGN BORN 12.3% 17.8%

Limiren/No ENGLISH 9.0% 11.7%

EDUCATION

HiGH ScHooL or HIGHER 88.8% 85.9%

BACHELOR'S DEGREE OR HIGHER 38.2% 32.4%

HEALTH STATUS

ASTHMA 15.7% 13.7%

DIABETES 5.4% 8.7%

ANGINA OR CORONARY HEART DISESASE 2.8% 3.7%

OVERWEIGHT OR OBESE 57.0% 62.1%

ADULT SMOKER 14.6% 15.2%

HEATH STATUS FAR OR POOR 9.8% 14.7%

ECONOMIC INDICATORS

Less THAN 100% OF FEDERAL POVERTY LeVEL (FPL) 12.5% 14.2%

Less THAN 200% oOF FPL 28.9% 31.9%

HouseHold INcome Asove $100,000 25.6% 24.4%

UNEMPLOYMENT RATE 2011 8.3% 9.0%

HEAITH INSURANCE

UNINSURED 15.8% 17.0%

MEeDICAID/OTHER PUBLIC 9.6% 12.5%

PRIVATELY INSURED 62.0% 56.3%

MEDICARE 8.4% 10.0%

OTHER COMBINATIONS 4.2% 4.3%

Hospials

HosprraL Beps Ser Up AND STAFFED PER 1,000 POPULATION 2.2 2.8

AVERAGE LENGTH OF STaY, 2010 (DAYs) 55 57

HEALTH PROFESSIONAL SuppLY

PHysicians per 100,000 PoPULATION 207 207

PRIMARY CARE PHYSICIANS PER 100,000 POPULATION 83 82

SPECIAUST PHYSICIANS PER 100,000 POPULATION 124 125

Sources: U.S. Census Bureau, 2010; American Community Survey, 2010; Centers for Disease Control and Prevention,
Behavioral Risk Factor Surveillance System, 2010; Bureau of Labor Statistics, 2011; American Hospital Association,
2010; Area Resource File, 2011
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Brokers serve as key intermediaries
between insurers and small employers
in the market. One respondent described
Denver as a 'broker-driven marketplace'
with carriers relying on brokers to help

promote products.

employed individuals. Carriers in both the nongroup and
small-group markets can vary premiums based on age,
tobacco use and type of occupation/industry but not on
gender. Since 2009, small-group plans have been subject
to modified community rating regulations that prohibit
basing premiums on claims experience or health status.
However, nongroup plans are not barred from rating based
on health status. Colorado has 30 mandated benefits—a
moderate number compared to other states—although
Colorado’s mandated benefits include some of the costlier
services, such as mental health parity for small groups and
comprehensive autism treatment.” Similar to most states,
premium increases in the nongroup and small-group mar-
kets are subject to state review and approval.

Beginning in 2014, carriers in Colorado will have to com-
ply with additional federal requirements under the ACA.
For example, the law prohibits premium rating based on
health status in the nongroup market.

The state also has operated a high-risk pool—
CoverColorado—since 1991 for people who cannot get cov-
erage in the nongroup market because of pre-existing condi-
tions. With approximately 13,000 enrollees as of 2010, the
high-risk pool is funded by a variety of sources, including
member premiums, a fee on health insurance and stop-loss
carriers, and the state unclaimed property fund.

Brokers serve as key intermediaries between insur-
ers and small employers in the market. One respondent
described Denver as a “broker-driven marketplace” with
carriers relying on brokers to help promote products.
Anthem Blue Cross and Blue Shield, for example, sells
small-group products exclusively through brokers. In
contrast, brokers reportedly play a limited role in the non-
group market.

4
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Medicaid and CHIP expansions. Colorado has long
been proactive in expanding coverage for low-income
children and adults. In 1992, Colorado launched a pro-
gram called the Colorado Child Health Plan (CHP),
which preceded the federal Children’s Health Insurance
Program (CHIP) launched in 1997. CHP was rolled into
the federal program and renamed Child Health Plan Plus.
By 2006, then-Gov. Bill Owens (R) signed legislation
creating the Blue Ribbon Commission for Health Care
Reform, which was charged with examining how Colorado
might cover the uninsured and address growing health
care costs. Following the commission’s 2008 report, the
2009 Colorado Health Care Affordability Act increased
Medicaid and CHIP eligibility. CHIP income eligibility
increased from 205 percent of poverty to 250 percent for
children and pregnant women, and the state created a
Medicaid buy-in option for disabled individuals up to 450
percent of poverty. Parents with incomes up to the federal
poverty level (FPL) and adults without children up to 10
percent of poverty became eligible for coverage (the law
initially covered childless adults up to the poverty level,
but budget pressures led the state to drop eligibility to 10
percent of FPL). The state used a lottery to enroll childless
adults, with 10,000 initially gaining Medicaid coverage.

As openings become available, eligible people on the wait-
ing list are enrolled. All people remaining on the waiting
list will gain coverage on Jan. 1, 2014, through the federal
Medicaid expansion. Because Colorado’s Taxpayer Bill of
Rights restricts government spending,® the Medicaid and
CHIP expansions were financed through a new hospital
fee, which generates federal matching funds through a
Medicaid waiver.

These public insurance expansions coincided with the
recession, and Colorado experienced 30 percent growth in
Medicaid enrollment between December 2007 and the end
of 2009—from approximately 380,000 to almost 500,000
enrollees—a dramatic increase compared to the national
average of just less than 14 percent during the same
period.” By March 2013, Medicaid enrollment reached
approximately 700,000 people in Colorado. Respondents
suggested that streamlined enrollment processes, including
an online application portal, and more effective centralized
outreach in the Denver area contributed to the enrollment
increase.

ACA IMPLEMENTATION —MONITORING AND TRACKING



COMMUNITY REPORT

A Divided Commercial Insurance Market

Most Denver residents with commercial insurance

are covered by one of four carriers—Anthem, Cigna,
UnitedHealth Group and Kaiser Permanente—each with
almost 20 percent market share. Cigna reportedly is
prominent in the large, self-insured market—but gained
entrée to the small-group market with the 2008 purchase
of Great-West Healthcare—while United, Kaiser and
Anthem have a greater presence in the small-group and
nongroup markets. Humana and a new entrant, California-
based SeeChange Health, are relatively minor players in
the small-group market. While Anthem, Cigna and United
reportedly charge similar premiums overall, some respon-
dents reported that United holds a slight price advantage.
Kaiser was consistently described as offering premiums 10
percent to 15 percent lower than other insurers.

Apart from Kaiser, the main carriers’ products are
reportedly quite similar. “Td say 90 percent of employers,
when they look at the insurance companies [other than
Kaiser], think they all look the same,” one benefits consul-
tant said. “Employers don’t see distinguishing character-
istics across the carriers. They are buying based on price.
There isn't a network differentiation, and there isn’t a prod-
uct differentiation.” As in other markets, smaller employ-
ers are seen as more price sensitive than large ones, and
products aimed at the small-group market tend to compete
mainly on price.

Indeed, without a dominant health insurer, hospitals
reportedly have significant negotiating leverage over health
plans. Health plan executives reported that hospital market
power was concentrated among four systems—HealthONE
(HCA), Exempla Healthcare, Centura Health and University
of Colorado Health. Together these four systems—although
University is relatively small among the four—have three-
quarters of the inpatient discharges in the market, and
respondents reported the systems have considerable leverage
over payment rates. Respondents also pointed to Denver
hospitals’ ability to obtain other favorable contract terms
from carriers, such as covering the full amount—rather than
just a portion—of medical claims above a certain cost (i.e.
outlier claims) as a sign of their leverage.

Respondents noted the still limited but growing trend of
hospital employment of physicians and other hospital-phy-
sician affiliations as adding to hospitals’ market clout. One
health plan executive reported that approximately one-fifth

ACA IMPLEMENTATION —MONITORING AND TRACKING
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of physicians the insurer contracts with are now hospital
employees. Cardiologists and oncologists in particular are
shifting the services they provide from freestanding settings
to hospital settings as they become employed, which could
be motivated by Medicare payment policy that provides
higher reimbursement in hospital outpatient settings.

The top insurers’ relatively equal market position report-
edly results in hospitals providing similar discounts across
carriers. Respondents expected hospital systems’ leverage
to continue to grow as hospitals expand their geographic
reach, for example, by moving facilities out of Denver to
more-affluent suburbs and by affiliating with previously
independent hospitals. In a key example, the University sys-
tem entered a joint operating agreement with Poudre Valley
Health System, with the new organization, University of
Colorado Health, extending from Colorado Springs in the
south to Laramie, Wyo., in the north.

Respondents expected hospital systems’
leverage to continue to grow as hospitals
expand their geographic reach, for example,
by moving facilities out of Denver to more-
affluent suburbs and by affiliating with pre-

viously independent hospitals.

Although hospital systems are affiliating with physi-
cians, health plan respondents doubted whether these
partnerships are prepared to accept financial risk for the
populations they serve. Indeed, commercial health plans
have not yet entered into accountable care organizations
(ACOs)—arrangements where groups of providers assume
responsibility for the costs and quality of care for a defined
population of patients. One physician-led Medicare Pioneer
ACO, Physician Health Partners, operates in the market.

Trimming Benefits

In recent years, most employers have increased workers’
share of premium contributions and adopted leaner ben-
efits to moderate premium growth. Benefits consultants
reported that large employers typically contribute 65
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Table 2
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How Do Colorado State Laws Compare to Major Provisions in the Affordable Care Act (ACA)?

ACA PROVISION (EFFECTIVE DATES)

CoLoraDO Law Berore THE ACA

Making Coverage Available and Affordable

ally financed, temporary high-risk pool that provides coverage
to individuals with pre-existing conditions who have been unin-
sured for at least six months.

High-Risk Pool (2010-2014): States must have in place a feder-

Colorado has had a state high-risk pool, CoverColorado, in
place since 1991. Enrollment was more than 13,000 people
as of 2011.

Medicaid Expansion (2014): States have the option to expand
Medicaid coverage to 138% of the federal poverty level (FPL)
for individuals (U.S. citizens and legal immigrants residing in
the country at least five years) under age 65. Coverage of
newly eligible individuals will be fully funded by the federal
government until 2016, with support gradually declining to
90% of cost by 2020.

Through Medicaid and the state Children’s Health Insurance
program, Colorado covers children up to 250% of FPL; preg-
nant women up to 250% of FPL, parents up to 100% of FPL,
childless adults up to 10% of FPL, and adults with disabilities
up to 70% of FPL, with a buy-in option up to 450% of FPL.
One estimate predicts an almost 24% increase in Colorado’s
Medicaid enrollment as a result of the state deciding to

increase income eligibility for the program to 138% of FPL
under the ACA."

Regulating the Private Insurance Market

Guaranteed Issue (2014): Carriers must offer a policy to every-
one who applies for coverage. (Prior to the ACA, federal law
required that guaranteed issue apply to small-group plans and
that guaranteed renewability apply to both small-group and
nongroup plans.)

Colorado does not require guaranteed issue in the nongroup
market.

Modified Community Rating (2014): Carriers cannot base
insurance premiums on an individual’s health status but can
base premiums on age (limited to a 3 to 1 ratio); geographic
area; family composition (single vs. family coverage); and
tobacco use (limited to a 1.5 to 1 ratio).

Colorado prohibits insurers in the small-group market from rat-
ing plans based on gender, health status or claims history but
allows rating based on age, tobacco use and type of industry.
Colorado law prohibits insurers in the nongroup market from
rating coverage based on gender but allows rating to vary
based on age, tobacco use, type of industry and health status.

particularly large premium rate increases to the federal govern-
ment and state.

Review of Premium Rate Increases (2010): Carriers must justify

Colorado has in place a rate review process that allows the
Colorado Department of Insurance to approve or deny rate
increases before they take effect.

Medical Loss Ratios (2010 and 2011): Since 2010, carriers
must report the share of premium dollars spent on clinical ser-
vices, quality initiatives, administrative and other costs, and
since 2011, provide rebates to consumers or reduce premiums
if the share of premiums spent on health care services and
quality initiatives is less than 85% for large-group plans or
80% for nongroup and small-group plans.

Colorado already had medical loss ratios requirements for
insurers. The ratio for the large- and small-group market met
the ACA requirements, but the nongroup market ratio did not
meet the federal requirement.

1 Buettgens, Matthew, John Holahan and Caitlin Carroll, Health Reform Across the States: Increased Insurance Coverage and Federal Spending on the Exchanges and Medicaid, The Urban Institute,
Washington, D.C. (March 2011). Additional enrollment growth is expected as a result of eligible but unenrolled individuals enrolling in the program.

Sources: Authors’ analysis of existing state regulations and ACA provisions; Kaiser Family Foundation State Health Facts, Colorado: Health Insurance & Managed Care, http://kff.org/state-category/health-insurance-managed-
care/?state=CO, accessed (May 28, 2013); Kaiser Family Foundation, State Exchange Profiles: Colorado, http://kff.org/health-reform/state-profile/state-exchange-profiles-colorado/, (accessed May 28, 2013); Kaiser Family Foundation,

Summary of the Affordable Care Act, Menlo Park, Calif. (April 23, 2013).

percent to 75 percent of employee premiums, with small
employers contributing similar or slightly smaller shares.
Some small employers have shifted to a defined-contribu-
tion model, in which they give employees a fixed amount
toward health benefits.

Preferred provider organization (PPO) products remain
popular, but high-deductible health plans (HDHPs) are
rapidly gaining popularity in both the large- and small-
group markets. Respondents estimated current HDHP
penetration ranges from nearly 20 percent for larger firms

ACA IMPLEMENTATION —MONITORING AND TRACKING
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Implementing the Affordable Care Act (ACA): Colorado's Key Decisions

ACA PRrOVISION

CoLOorRADO DECISION

Insurance Exchanges: By 2014, states must have in operation insurance exchanges sell-
ing products to individuals and small groups. States may operate their own exchanges,
partner with the federal government to operate their exchanges, or allow the federal
government to operate and administer their exchanges. Federally operated exchanges
will offer one small-group plan in 2014; states choosing to operate their own small-
group exchanges now have until 2015.

State-run exchange

Nongroup and Small-Group Markets & Exchanges: States have the option to merge the

risk pools of the nongroup and small-group markets; they also may operate a combined
small-group and nongroup exchange, provided the exchange has adequate resources to
assist both small employers and individuals in purchasing coverage.

. Operate a single exchange for non-

group and small-group markets; did
not merge risk pools

Passive vs. Active Purchaser: States will decide the degree to which their exchanges will
regulate health insurance products. States may allow any insurance product that meets
the minimum federal requirements to be sold through the exchange, referred to as a
clearinghouse model. Or, states may select plans to be offered in the exchanges based
on additional requirements, referred to as an active purchasing model.

Clearinghouse model

Tools to Reduce Adverse Selection: States must adopt a risk-adjustment model for non-
group and small-group health plans, in which they collect payments from plans with
relatively healthier enrollees and redistribute these funds to plans with relatively sicker
enrollees.

- Federal government will administer

risk adjustment until December 2015

Essential Health Benefits Package: States must select a health benefits package that
establishes a benchmark level of minimum coverage for plans sold in the exchange (and
non-grandfathered plans sold outside the exchange). For this essential health benefits
package, states may choose: 1) one of the three largest (based on enrollment) small-
group insurance products; 2) one of the three largest state employee health plans; 3)
one of three largest Federal Employee Health Benefit Program plan options; or 4) the
largest insured commercial health maintenance organization (HMO).

Colorado selected its largest small-
group plan, the Kaiser Permanente
Ded/CO HMO 1200 D plan.

The state will supplement this with
the Child Health Plan Plus pediat-
ric dental benefit to meet federal
requirements.

Sources: Authors’ analysis of existing state regulations and ACA provisions; Kaiser Family Foundation State Health Facts, Colorado: Health Insurance & Managed Care, http://kff.org/state-category/health-insurance-managed-
care/?state=CO, accessed (May 28, 2013); Kaiser Family Foundation, State Exchange Profiles: Colorado, http://kff.org/health-reform/state-profile/state-exchange-profiles-colorado/ , (accessed May 28, 2013); Kaiser Family Foundation,

Summary of the Affordable Care Act, Menlo Park, Calif. (April 23, 2013).

to more than 30 percent for smaller firms. One survey
found that 53 percent of all Colorado employers’ plans have
deductibles of $1,000 or more for individuals, compared to
34 percent of employers nationally.'” Denver respondents
reported that deductibles of $3,000 or more for individuals
are common in the small-group market.

Most insurers have offered wellness programs for some
time. While large employers reportedly see value in pro-
moting wellness, many smaller employers view wellness
programs as “window dressing,” according to a broker. One
respondent noted that community rating reduced small
employers’ interest because their premiums remain the
same regardless of efforts to improve employee health.

However, respondents noted that SeeChange health plan
is making inroads into the Denver market by marketing
wellness programs specifically to small groups. The plan

ACA IMPLEMENTATION —MONITORING AND TRACKING

had about 3,000 enrollees in Colorado in 2012 but report-
edly is growing quickly, primarily focusing on the Denver,
Boulder and Colorado Springs areas. Members who com-
plete a series of recommended activities, including visiting
their physician and completing a biometric screening and
a health risk assessment, receive lower premiums and cost
sharing. Subsequent incentives are based on members’
progress toward specific medical goals.

Creating Limited-Physician Networks

Another way Denver health plans are responding to
“unsustainable” cost increases, as described by a health
plan respondent, is by building limited-physician networks.
These products either limit the physician network outright
or tier physicians based on cost and quality measures with
enrollees paying more out of pocket if their physician is in
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Respondents indicated that carriers avoid
negotiating standoffs with hospitals, par-
ticularly in the wake of a 2006 impasse
between United and HCA hospitals that
temporarily limited United members’ access

to Denver-area HCA hospitals.

a less-preferred tier. One health plan respondent described
the development of these products as “an acknowledgement
that we can’t keep raising the deductible”

Some plans are offering employers a menu of physician
networks that vary in restrictiveness. As another respon-
dent said, “It’s really starting to trend toward more network
management tools with carriers beginning to offer very
similar-looking plan designs with a choice of networks
underneath.” One health plan reportedly is offering “dou-
ble-digit” premium discounts for a narrow-network prod-
uct. However, a benefits consultant and a respondent from
a competing health plan described the premium difference
between these products and more conventional products as
much lower—3 percent or less.

Anthem offers a narrow-network product—Blue
Priority—while United offers a product—Navigate—with
narrow-network and tiered-physician options. Anthem’s
product reportedly has about a half dozen medical groups
currently, but an estimated 15 percent to 20 percent of
Anthem’s physician network ultimately might be eligible
based on practice attributes and performance on qual-
ity measures. In some cases, health plans offer physicians
financial incentives for meeting quality goals and reducing
use of hospital and other costly services. However, these
efforts do not yet have a clear track record of generating
savings, and one respondent described employers’ skepti-
cism as linked to the failure of previous efforts to identify
and reward high-quality providers to slow cost increases.
“Employers have become jaded” toward quality-improve-
ment programs, another respondent said.

The limited-network products are relatively new, and
interest and take up has been rather limited to date. Health
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plan executives were generally confident about growth of
limited-network products as an option alongside products
with broader networks, predicting that some employers
would become cost conscious to the point of offering only
limited-network products. Still, as hospitals gain more con-
trol over physicians through acquisitions and affiliations,
plans’ ability to limit physician networks may diminish.

In contrast to some limited-physician networks, hospital
networks remain quite broad and similar across carriers.
Plans face difficulty creating products with limited-hospital
networks because “the Denver hospitals are virtually all in
systems that will not agree to separately contract by hospi-
tal,” as one benefits consultant explained. “There’s a bit of a
stalemate when it comes to network strategies because of the
leverage maintained by the hospital systems,” another said.
Respondents indicated that carriers avoid negotiating stand-
offs with hospitals, particularly in the wake of a 2006 impasse
between United and HCA hospitals that temporarily limited
United members’ access to Denver-area HCA hospitals.!!

However, Kaiser’s growth may make hospitals more
amendable to narrow-network products. Kaiser does not
operate its own hospitals and contracts with fewer hospi-
tals—primarily Exempla—than most plans. As Kaiser grows,
hospitals that don’t contract with Kaiser could lose patients
if they become insured by Kaiser and instead use Kaiser-
contracted hospitals. One health plan respondent reported
that, after Kaiser started serving northern Colorado, non-
Kaiser hospitals in that area became willing to negotiate on
narrow-network products to gain patient volume.

Medicaid Managed Care Renaissance?

Colorado previously had a significant level of risk-based
Medicaid managed care. About a decade ago, however,
participating health plans filed lawsuits alleging that the
state provided inadequate capitated Medicaid payments,
which resulted in the state paying back plans and a signifi-
cant downsizing of risk-based managed care.'? Instead, the
state turned to primary care case management (PCCM)
arrangements, where the state pays primary care physicians
a monthly fee to coordinate care for Medicaid enrollees in
addition to regular fee-for-service payments.

Today, Denver Health Medicaid Choice—part of
Denver Health, the county’s safety net system—is the only
Medicaid health plan accepting risk in the Denver area.

ACA IMPLEMENTATION —MONITORING AND TRACKING
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Limited to the central urban core of the Denver market—
Adams, Arapahoe, Denver and Jefferson counties—the
plan is growing and currently enrolls about 50,000 people,
or almost 20 percent of the market’s Medicaid enrollees.
Denver Health's vertically integrated system—comprised of
the county hospital, community health centers, the health
plan and the county health department—and availability of
information technology and robust patient data by virtue
of being an integrated system reportedly help manage care
and overall costs. Meanwhile, the Child Health Plan Plus
population remains in risk-based plans, with Colorado
Access, Kaiser and Denver Health serving the Denver area.

The state is trying to revive risk-based Medicaid
managed care through a statewide Accountable Care
Collaborative model that will hold new entities respon-
sible for the care and costs of a defined group of Medicaid
enrollees. Respondents considered this a managed care
“renaissance,” noting the state is working more collab-
oratively with health plans and providers. The state is
emphasizing data collection to help demonstrate improved
patient outcomes and efficiency, with a focus on three
main goals: reducing emergency department use, high-cost
imaging use and hospital readmissions.

To implement the Accountable Care Collaborative,
the state created seven regions and, through competitive
bidding, contracted with an entity to serve each region
in 2011. Five so-called Regional Care Collaborative
Organizations were selected—one RCCO serves three
regions. RCCOs are owned by providers and/or health
plans and help link Medicaid enrollees to health care and
social services and coordinate overall care.

Three RCCOs serve the Denver market: the provider-
owned Colorado Access health plan and two provider-
owned organizations established solely to be RCCOs:
Integrated Community Health Partnerships and Colorado
Community Health Alliance. Denver RCCOs work pri-
marily with the main safety net providers—with federally
qualified health centers and private-practice physicians
serving as core primary care providers (medical homes)
and Denver Health and Children’s Hospital Colorado as
the main hospital providers.

The RCCOs have gradually added patients, with total
enrollment of approximately 290,000 statewide by April
2013, or more than 40 percent of the Medicaid popula-
tion.”” Along with the broader Medicaid population, the
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RCCOs are focused on serving childless adults newly eli-
gible for Medicaid, who respondents reported are a good

tit because they are very low income, previously uninsured
and likely need significant care coordination. Enrollment

in RCCOs is technically voluntary so individuals can opt
out; however, one respondent said that enrollees don't really
know they’re part of a RCCO. Each RCCO enrollee chooses
or is assigned to a primary care provider as a medical home
but is free to see other Medicaid providers.

Indeed, the more-structured approach to coordinating
care appears to be the main way the RCCOs differ from the
existing PCCM model. RCCOs receive a per-member, per-
month payment to support the provider network and care
coordination activities. For instance, RCCO staft helps con-
nect Medicaid patients to providers and facilitates commu-
nication among them, assists with care transitions from one

The state is trying to revive risk-based
Medicaid managed care through a state-
wide Accountable Care Collaborative model
that will hold new entities responsible for
the care and costs of a defined group of

Medicaid enrollees.

setting to another, and identifies social and other services
in the community. Additionally, RCCOs and the medical
homes are eligible to receive incentive payments for achiev-
ing improvements in the three outcome areas.

A state evaluation estimated that the Accountable Care
Collaborative saved the state between $9 million and
$30 million in FY 2011-2012. This was based on RCCO
enrollees experiencing a greater reduction in hospital read-
missions and high-cost imaging services than Medicaid
enrollees outside of RCCOs. While emergency department
utilization increased slightly for both groups, the increase
for RCCO enrollees was smaller.'

Providers are still paid fee for service, but RCCOs can
submit proposals to pilot new payment methods, with
global risk reportedly the ultimate goal. Indeed, the RCCOs’
current contracts end in 2015, at which point respondents
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While Colorado is relatively well pre-
pared to launch key provisions of national
health reform, some Denver respondents
noted concerns about the state insurance
exchange being ready for open enrollment

by October 2013.

expect the state will require RCCOs to bear risk. This
may pose a barrier for the two provider-owned RCCOs in
Denver that are not licensed health plans. Also, competi-
tion may increase because respondents predicted Kaiser
and Denver Health will form RCCOs.

Reform Preparations and Expectations

While Colorado is relatively well prepared to launch key
provisions of national health reform, some Denver respon-
dents noted concerns about the state insurance exchange
being ready for open enrollment by October 2013. The
exchange will be funded in part by a tax on plans sold in
the exchange, with additional funding for the exchange
currently under discussion. Colorado’s exchange will use a
clearinghouse model, meaning any carrier meeting mini-
mum federal requirements can participate. By comparison,
six of the 17 state-operated exchanges have chosen the
active purchaser model, meaning they will select plans to
participate in the exchanges."”

Respondents expected most of the major Denver car-
riers—Anthem, United and Kaiser—to participate in the
exchange. Respondents from one major health plan believed
Kaiser may have a competitive advantage in the exchange
because of the ACA’s lower excise tax requirements for non-
profit carriers.'® Further, the Colorado Health Insurance
Cooperative, a nonprofit, consumer-governed plan estab-
lished by the Rocky Mountain Farmers Union Educational
and Charitable Foundation with ACA funding, plans to sell
products inside and outside the exchange through brokers.

Still, as in other markets, health plan executives in
Denver voiced a great deal of uncertainty about setting pre-
miums that are high enough to cover their costs and com-
ply with annual state rate review but not too high to lose
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young, healthy members or require rebates to members if
they don’'t meet the minimum medical loss ratio. Across the
country, there are likely to be similar questions and con-
cerns about setting premiums for products offered in the
exchanges, including:

« Risk pools—how sick will the newly insured be compared
to the already insured? Will young and healthy enrollees
drop out because of higher rates and instead pay the pen-
alty? Which small groups will drop coverage or become
self-insured, and how will this affect the risk pool?

o Pent-up demand—will the newly insured make up for
months and years of forgone care by using large amounts
of medical care?

+ Expanded benefits—how much utilization will occur,
and how much will premiums increase because ACA
minimums exceed benefits of many existing plans, espe-
cially in the nongroup market?

« Risk adjustment—how will the health status of enrollees
be measured, and how will funds be redistributed among
carriers? Will this process adequately account for differ-
ences in risk profiles of plan members?

Along with these broader concerns, there are some ways
these issues could play out more specifically in the Denver
market.

Affordability concerns. In Denver, as elsewhere, respon-
dents expected that nongroup and small-group premiums
could increase significantly for many people when the
market complies with the ACA’s essential health benefits
requirements, cost-sharing limits and modified commu-
nity rating rules. Although Colorado insurers already are
prohibited from adjusting small-group premiums based on
health status, the state will need to adopt the ACA' 3:1 age
rating ratio for small-group and nongroup coverage, reduc-
ing the degree to which older people can be charged more
for coverage than younger people but driving up rates for
the young. While respondents expected that subsidies for
people with incomes below 400 percent of poverty will help
many afford nongroup coverage, they were still concerned
that premiums could increase for others. Some Denver
respondents expected many young, healthy individuals to
forgo coverage and pay the penalty because of “premium
shock” as carriers guarantee issue and stop varying premi-
ums by health status. Adverse selection issues in the indi-
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vidual exchange might be compounded by Colorado’s deci-
sion to roll high-risk pool members into the exchange.

Respondents also expected premiums to increase in
the small-group market as small-group carriers may have
to increase benefits and reduce cost sharing to a larger
degree than carriers in many other communities. The state
selected a small-group plan for its essential health benefits
package because other options—the Federal Employee
Health Benefits Program, a state employee plan or the larg-
est commercial health maintenance organization in the
state—offer more comprehensive benefits and could lead to
greater premium increases if selected as the benchmark."”
Still, respondents noted that small-group plans often have
individual deductibles of $3,000 or more, while the ACA
requires that individual deductibles not exceed $2,000.

Further, several respondents predicted that employer
interest in the small-group exchange would trail interest
in the nongroup exchange. One health plan respondent
expected few small businesses to qualify for new tax credits
under the ACA—for employers with up to 25 employees,
average annual wages less than $50,000 a worker, and who
pay for at least 50 percent of the exchange product pre-
mium. Also, respondents expected more small employers
to self-insure to avoid new requirements and some small
employers to move to a defined-contribution model where
they stop offering workers coverage and instead give work-
ers a fixed amount to purchase their own coverage in the
nongroup exchange.

Mixed views on the excise tax on expensive health
plans. In 2018, the so-called Cadillac tax on health benefits
costing more than $10,200 for single coverage and $27,500
for family coverage annually takes effect. Some respondents
believed many large employers might try to cut costs to
avoid the tax through greater adoption of narrow-network
or high-deductible products. “Cost [concerns] with the
Cadillac tax will give employers political cover when they
need to make changes they haven't been able to do in the
past,” predicted one benefits consultant. “They [employers]
can say, ‘The government made me do it or health reform

33}

made me do it” The tax is of particular concern to public
entities that, with relatively rich benefit levels, expect to
be hit hard. However, some respondents said large pri-
vate employers are delaying responses to the Cadillac tax
because they ultimately expect the excise tax to be altered

or eliminated.
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Brokers optimistic. Despite the ACA goal of creating
insurance exchanges that facilitate small employers’ and
consumers’ ability to buy insurance on their own, brokers
expressed confidence that they would continue to play a
valuable role in helping businesses select products. As one
broker explained, “The professional brokers really are there
to provide a service. People think of us as a sales arm, but
we spend most of our day advocating between the insurer
and employer.... We bring to our clients an understanding

Respondents also expected premiums to
increase in the small-group market as small-
group carriers may have to increase benefits

and reduce cost sharing to a larger degree

than carriers in many other communities.

of what the market looks like.... If you are going to have
an exchange, you will still need somebody to get involved.
That’s our role” Given brokers’ limited role now in the
nongroup market, it's unclear whether brokers will apply
to become official navigators for the state exchange. Some
brokers had mixed views on whether they or Medicaid out-
reach organizations alone have the full set of skills in both
public and private insurance to help people apply for either
type of coverage.

Facilitating enrolliment and preparing for churn.
According to some respondents, attention and funding
are needed to enhance outreach and enrollment for the
many people already eligible for Medicaid but not enrolled,
plus the many people who will become eligible for either
Medicaid or private subsidized coverage. Respondents
were concerned about on-time implementation of the
Web-based exchange enrollment portal and the informa-
tion technology infrastructure to determine eligibility for
Medicaid and private premium subsidies alike. Particular
challenges include existing problems with the state’s eligi-
bility system as well as coordinating Medicaid enrollment
processes that vary among the state’s 64 counties. As one
Medicaid plan respondent summarized, “We would like it
to be the case that clients could enter their information into
one integrated system and could have continuous coverage
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...whether their kids are in Child Health Plan Plus, and
they’re on Medicaid, or they’re purchasing a subsidized
product on the exchange”

Churn—the movement of individuals between Medicaid
and subsidized private coverage because of income fluctua-
tions—is a concern across markets. But, churn could be
especially disruptive in Colorado because of the RCCOs,
which are solely focused on Medicaid enrollees and whose
networks are largely comprised of safety net providers.
According to a market observer, many Medicaid enrollees
may have to change providers if they switch to subsidized
private coverage or vice versa. Care disruption could be
reduced to the degree that commercial and Medicaid plans
participate in both markets. Indeed, respondents indicated
growing integration between Medicaid and commercial
markets, noting that Colorado Access is planning to offer
coverage through the exchange, and Kaiser is working to
expand its presence in the Medicaid market.

Issues to Track

+ To what extent will Colorado’s early preparations for
reform pay off in terms of meeting deadlines and
enrolling people in private or Medicaid coverage? To
what extent will commercial plans, Medicaid plans and
RCCOs participate in the exchange?

« Given the relatively lean benefits in this market, will
changes to meet reform requirements contribute to pre-
mium rate shock, reducing affordability and discourag-
ing young, healthy people from gaining coverage?

« Will health plans or hospitals be more successful at
aligning with physicians and with what effect on overall
negotiating leverage between plans and hospitals?

 Will limited-provider networks prove to be the main
focus of employers and health plans in the Denver area
to curb costs? Will other innovative payment arrange-
ments, such as ACOs, emerge in the market?

 Will the RCCOs prove more successful than Colorados past
managed care strategies in improving access and quality
while controlling the cost of care for Medicaid enrollees?

« What role will brokers play in helping small employers
buy insurance? Will brokers increase their presence in
the nongroup market by functioning as navigators in the
state insurance exchange?
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Denver is one of eight metropolitan communities studied by the Center for Studying
Health System Change on behalf of The Robert Wood Johnson Foundation.
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As part of the Robert Wood Johnson Foundation’s (RWJF) State Health Reform Assistance Network initiative, the Center for Studying
Health System Change (HSC) examined commercial and Medicaid health insurance markets in eight U.S. metropolitan areas: Baltimore;
Portland, Ore.; Denver; Long Island, N.Y.; Minneapolis/St. Paul; Birmingham, Ala.; Richmond, Va.; and Albuquerque, N.M. The study
examined both how these markets function currently and are changing over time, especially in preparation for national health reform as
outlined under the Patient Protection and Affordable Care Act of 2010. In particular, the study included a focus on the impact of state
regulation on insurance markets, commercial health plans’ market positions and product designs, factors contributing to employers’ and
other purchasers’ decisions about health insurance, and Medicaid/state Childrens’ Health Insurance Program (CHIP) outreach/enroll-
ment strategies and managed care. The study also provides early insights on the impact of new insurance regulations, plan participation
in health insurance exchanges, and potential changes in the types, levels and costs of insurance coverage.

This primarily qualitative study consisted of interviews with commercial health plan executives, brokers and benefits consultants,
Medicaid health plan executives, Medicaid/CHIP outreach organizations, and other respondents—for example, academics and consul-
tants—with a vantage perspective of the commercial or Medicaid market. Researchers conducted 17 interviews in the Denver market
between November 2012 and March 2013. Additionally, the study incorporated quantitative data to illustrate how the Denver market
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eight sites will also be analyzed in two publications, one on commercial insurance markets and the other on Medicaid managed care.
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