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Co-Ops Remain Available in Health Insurance Marketplace Despite Low Enroliment

The first installment of this four-part series on Health
Insurance  Exchanges  highlighted  the  issues
beneficiaries and insurers faced in the Marketplace
during the 2014 enrollment period. This second
installment will address the Consumer Operated and
Orientated Plans (CO-OPs) that are operating within
the Marketplace, as well as the benefits and drawbacks
of offering these plans to beneficiaries.

Healthcare cooperatives, also known as co-ops, which
are governed by members and provide these members
with an economic benefit, have been present in the
healthcare industry since at least the Great Depression.!
Between the 1930s and 2010, the popularity of
cooperatives in the healthcare industry decreased, as
many of these organizations failed due to difficulties in
attracting beneficiaries.? However, during the drafting
of the Patient Protection and Affordable Care Act
(ACA), cooperatives reemerged. Originally,
policymakers discussed creating a public insurance
option, similar to Medicare, to provide to beneficiaries.?
This idea was rejected, however, as many policymakers
believed that a public insurance option would steer the
insurance industry toward a single-payor system.* The
rejection of this proposal led to the creation of the
Consumer Operated and Oriented Plan (CO-OP)
Program.

CO-OPs, which are customer-directed, non-profit
organizations designed to offer quality health insurance
at a reasonable cost, both within, as well as outside, the
Marketplace,® were likely approved to be part of the
ACA due to their ability to offer consumer-directed
insurance, while increasing competition with other
insurers.® The provision establishing the CO-OP
Program allowed for the creation of a federal fund that
would be distributed by the Centers for Medicare and
Medicaid Services (CMS) to support organizations
interested in becoming CO-OPs.’

CO-OPs intend to offer additional insurance plans to
individuals and companies with fewer than 100 full-
time employees, both of which are markets that have
limited coverage options in some states.® In order for
organizations to qualify as CO-OPs, they must adhere to
the same federal and state regulations as private
insurers.® However, CO-OPs must also: (1) be
consumer-focused and ruled by their members; (2)
repay CMS for any start-up loans within five years of
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receiving funding; (3) be considered non-profit
organizations; and, (4) offer at least two-thirds of their
plans through the Marketplace.'® Additionally, CO-OPs
are prohibited from having any representative of an
insurance organization or a government agency on their
board of directors.™

In 2011, the Center for Consumer Information and
Insurance Oversight (CCIO) of CMS took the first steps
in implementing CO-OPs by inviting interested parties
to apply for federal funding.**> CMS hired Deloitte, an
international consulting firm,”> to review these
applications  for participation.”*  Milliman, an
international firm providing actuarial service,™ also
reported on the applications.’® Deloitte and Milliman
analyzed various aspects of the business plans of the
prospective CO-OPs, particularly the qualifications of
the management team; the strategies for repaying
federal loans; and, the “financial feasibility” of
participation.” After the applications were processed,
the CO-OPs were interviewed by CMS, which then
provided the final decision regarding the selection of
participants for the program and the amount of funding
each CO-OP would receive.”® Under the ACA, CMS
was required to provide start-up loans to one CO-OP in
each state.’® However, due to a reduced budget, CMS
ceased distributing start-up funds after providing
financial support to the first 24 CO-OPs, which totaled
more than $2.1 billion.?

Although 24 CO-OPs were initially approved to
participate in the CO-OP Program, only 23 CO-OPs
were available when the Marketplace opened on
October 21, 2013.2 Vermont Healthcare CO-OP was
prevented from operating,?? because it failed to meet the
basic licensing requirements as set forth by the Vermont
Department of Financial Regulation.?® During the 2014
enrollment period, the 23 CO-OPs offering plans
enrolled approximately 451,000 of the 8 million
Americans who purchased insurance through the
Marketplace, falling short of Deloitte’s projected
enrollment of 575,000 CO-OP beneficiaries.**

Since the inception of the CO-OP Program in 2013,
various issues have arisen, suggesting that CO-OPs may
not be sustainable. Of the 23 CO-OPs, only nine
enrolled more beneficiaries than Deloitte projected.”
Because CO-OPs are start-up organizations, their
success relies heavily on the number of beneficiaries
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enrolled. If these organizations do not meet their
enrollment goals, these CO-OPs will likely not be able
to generate enough revenue to repay their start-up loans
to CMS, potentially jeopardizing their status as
insurance providers.?

The lack of enrollment experienced by the majority of
CO-0OPs may have been a result of internal flaws, i.e.,
improper decisions made by oversight committees due
to a lack of experience as insurers,?” and external flaws,
i.e., technical issues and regulatory restrictions.?
During the first year of open enrollment, which was also
the first year of CO-OP operation,? the federal Health
Insurance  Marketplace  website, HealthCare.gov,
experienced an array of technical problems when
beneficiaries attempted to enroll, which affected both
commercial insurers and CO-OPs.* The reverberations
of these technical issues were more acutely felt by CO-
OPs, because they did not have the ability to rely on the
revenue generated from previous beneficiaries, as did
commercial insurers.®

Another issue potentially affecting the number of
enrollees purchasing CO-OP plans was the restriction
from using federal funds for marketing purposes, as
established by the ACA.*> CO-OPs were unable to use
money from their start-up loans to promote their plans,
and were forced to utilize grassroots funds to encourage
beneficiaries to purchase their coverage options,
rendering it difficult to reach a large market.®

CO-OPs also struggled to set the price of their plans at
rates that were competitive with established commercial
insurers  participating in  the exchanges.** As
organizations without previous experience in the
insurance industry, some CO-OPs may have priced their
plans too high, which discouraged consumers from
purchasing their plans, or too low, which may have
prevented these CO-OPs from obtaining sufficient
funding to cover unexpected medical costs.™ Of the 14
CO-OPs that were unable to meet their target enrollment
in 2014, 13 missed the target enrollment by 50% or
more, suggesting that pricing may have been an issue in
over half of the functioning organizations.*

The nine CO-OPs that were successful in 2014 have
shed some light on the positive aspects of these
organizations, which can be useful for CO-OPs that fell
short of enrollment projections; organizations
considering participating in the Marketplace as CO-
OPs; or, beneficiaries considering purchasing plans
through CO-OPs. These CO-OPs have “emerged as
price leaders, offering 37% of lowest-price products” in
the states where CO-OPs are operating.’ CO-OP
executives believe that these low premiums, in
conjunction with uncomplicated structures and new
benefit designs, e.g., free generic drugs and office
visits,®® have attracted enrollees.* Other strengths of
CO-OPs include being “member-centric”; allowing
beneficiaries to have a voice in the decision-making and
policy-setting processes; focusing on preventative
medicine and care coordination; and, reimbursing
providers through models other than the traditional fee-
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for-service model.”’ Finally, as non-profit organizations,
CO-OPs often allocate their generated profits toward
offering better benefits; improving the quality of care
provided; and, decreasing beneficiary premiums.*

Despite low enrollment during 2014, executives of CO-
OP oversight committees maintain a positive outlook on
the future of these organizations. These executives have
reported that their CO-OPs will continue operating and
believe they will be in a position to fully repay their
start-up loans within the five-year loan-repayment
period.* Oversight committee members are looking to
their successes and failures during the 2014 enrollment
period in order to improve operations in the coming
years.” Many executives plan to reduce premiums and
offer insurance plans outside of the current individual
and small business exchanges, in an effort to increase
enrollment.*

The final two installments of this series will highlight
the benefits and drawbacks of the health insurance
exchange from the viewpoint of providers and the
healthcare organizations with which they are employed.

1  “The CO-OP Health Insurance Program.” By Julia James,
February 28, 2013,
http://www.healthaffairs.org/healthpolicybriefs/brief.php?brief i
d=87 (Accessed 6/18/14).

2 James, February 28, 2013; “Health Insurance Purchasing

Cooperatives” By Elliot K. Wicks, The Commonwealth Fund,

Task Force on the Future of Health Insurance, Issue Brief

(November 2002), p. 1, Accessed at

http://www.commonwealthfund.org/usr_doc/wicks_coops.pdf

(Accessed 7/8/14).

James, February 28, 2013.

Ibid.

5  “New Loan Program Helps Create Customer-Drive Non-Profit
Health Insurers,” By Centers for Medicare and Medicaid
Services, January 1,2014,
http://www.cms.gov/CClIO/Resources/Grants/new-loan-
program.html (Accessed 6/20/14).

6  James, February 28, 2013.

7 “The Patient Protection and Affordable Care Act,” Public Law
No. 111-148, §1322,124 STAT.187-192(2010); James, February

~ w

28, 2013.
8  Ilbid.
9  Ibid.
10  Ibid.
11 Ibid.

12 “Consumer Operated and Orientated Plan [CO-OP] Program
Amended Announcement Invitation to Apply,” By Center for
Consumer Information and Insurance Oversight, December 9,
2011,
http://www.coburn.senate.gov/public//index.cfm?a=Files.Serve
&File_id=a463faf3-0b92-46¢c7-9222-11e7981f3225 (Accessed
6/25/14), p. 1.

13 “About Deloitte: Serving Our Clients” Deloitte, 2014,
http://www.deloitte.com/view/en_US/us/About/index.htm
(Accessed 7/2/14).

14 “Examining the Administration's $2 billion ObamaCare Loan
Guarantee Gamble: Two Case Studies of Political Influence
Peddling and Millions of Taxpayer Dollars Wasted" United
States House of Representatives, Staff Report, February 5, 2014,
http://oversight.house.gov/wp-
content/uploads/2014/02/ObamaCare-CO-OP-Investigation-
Report.pdf (Accessed 7/8/14), p. 7.

15  “Who We Are”, Milliman, http://us.milliman.com/about/
(Accessed 7/3/14).

16  United States House of Representatives, February 5, 2014.

17 Ibid.

(Continued on next page)



18

19

23

24

25
26

27

Center for Consumer Information and Insurance Oversight,
December 9, 2011, p. 43-44.

“Early Implementation of the Consumer Operated and
Orientated Plan Loan Program,” By Daniel R. Levinson,
Inspector General, July 2013, http://oig.hhs.gov/oei/reports/oei-
01-12-00290.pdf (Accessed 6/25/14), p. 1, 15-16.

Ibid.; CMS, January 1, 2014.

James, February 28, 2013.

“Vermont Health CO-OP gives up and dissolves,” By Nancy
Remsen, September 16, 2013,
http://blogs.burlingtonfreepress.com/politics/2013/09/16/vermon
t-health-Co-Op-gives-up-and-dissolves/ (Accessed 6/25/14).
U.S. House of Representatives Committee on Oversight and
Government Reform, February 5,2014, p. 23; “In the matter of
Application by the Proposed Vermont Health CO-OP for a
Certificate of Public Good and Certificate of Authority to
Commence Business as a Domestic Mutual Insurance
Company,” By State of Vermont, Department of Financial
Regulation, May 22, 2013,
http://www.dfr.vermont.gov/sites/default/files/CO-OP-Order-
Full%20Text.pdf (Accessed 6/25/14).

“Health Insurance Marketplace: Summary Enrollment Report for
the Initial Annual Open Enrollment Period” Office of the
Assistant Secretary for Planning and Evaluation of Department
of Health and Human Services, ASPE Issue Brief (May 1, 2014),
p.1, Accessed at
http://aspe.hhs.gov/health/reports/2014/MarketPlaceEnroliment/
Apr2014/ib_2014apr_enrollment.pdf (Accessed 6/6/14).; “House
Oversight Data Shows Low Enrollment in ACA Co-Ops” By
Andrew Westney, Law360, June 12, 2014,
http://www.law360.com/articles/547498/house-oversight-data-
shows-low-enrollment-in-aca-Co-Ops (Accessed 7/2/14).;
“Estimated vs. Actual Enrollment Figures for ObamaCare’s CO-
OP Program” House Committee on Oversight and Government
Reform, 2014, http://oversight.house.gov/wp-
content/uploads/2014/06/ObamaCare-CO-OP-Enrollment-
Figures-2014.pdf (Accessed 7/3/14).

House Committee on Oversight and Government Reform, 2014.
“Health care reform implementation update-June 18,2014,” By
Cozen O’Connor and Mark L. Alderman, June 18, 2014,
http://www.lexology.com/library/detail.aspx?g=01ca3179-8e5d-
41f2-a8d8-f3661575d49d (Accessed 6/24/14).

“Health Law’s Small Co-Ops Have had a Mixed Success so far,”
By Reed Abelson et al., February 26, 2014,
http://www.nytimes.com/2014/02/27/business/mixed-success-
so-far-for-health-laws-Co-Ops.htmlI?_r=0 (Accessed 6/20/14).

© HEALTH CAPITAL CONSULTANTS

28

37

38

39

40

41
42

43
44

“Health Co-Ops, created to foster competition and lower
insurance costs, are in danger,” By Jerry Markon, October 22,
2013, http://www.washingtonpost.com/politics/health-Co-Ops-
created-to-foster-competition-and-lower-insurance-costs-are-
facing-danger/2013/10/22/e1c961fe-3809-11e3-ae46-
e4248e75c8ea_story.html (Accessed 6/20/14).

James, February 28, 2013.

Markon, October 22, 2013.

Ibid.

“The Patient Protection and Affordable Care Act,” Public Law
No. 111-148, §1322,124 STAT.188 (2010).

Markon, October 22, 2013; “New health insurance Co-Op going
door-to-door,” By Guy Boulton, September 22, 2013,
http://www.jsonline.com/business/new-health-insurance-Co-Op-
going-door-to-door-b9910201221-224797002.html (Accessed
6/25/14).

Abelson, February 26, 2014.

Ibid.

“Mixed Bag for Health Co-Ops,” By Louise Radnofsky, June
11, 2014, http://online.wsj.com/articles/mixed-bag-for-health-
Co0-Ops-1402531423 (Accessed 6/20/14); “Obamacare Co-Ops
fared poorly as they tried to sell health insurance in exchanges,”
By Richard Polluck, June 13, 2014,
http://washingtonexaminer.com/obamacare-Co-Ops-fared-
poorly-as-they-tried-to-sell-health-insurance-in-
exchanges/article/2549688 (Accessed 6/25/14).

“Exchanges go live: Early trends in exchange dynamics”
McKinsey & Company, October 2013, p. 5.

“Obamacare Co-Ops Defy Forecasts to Win Market Share” By
Alex Wayne, Bloomberg, March 13, 2014,
http://www.bloomberg.com/news/2014-03-13/obamacare-co-
ops-defy-forecasts-to-win-market-share.html (Accessed 7/3/14).
“Low-cost Co-Ops win share,” By Alex Wayne, March 13,
2014, http://m.lifehealthpro.com/2014/03/13/low-cost-Co-Ops-
win-share (Accessed 6/25/14).

“Health Insurance Co-Ops Offer New Option for Some
Marketplace Shoppers” By Michelle Andrews, Kaiser Health
News, October 15, 2013,
http://www.kaiserhealthnews.org/features/insuring-your-
health/2013/101513-michelle-andrews-insurance-co-ops-in-the-
health-law.aspx (Accessed 7/2/14).

Ibid.

Wayne, “Obamacare Co-Ops Defy Forecasts to Win Market
Share”, March 13, 2014.

Ibid.

Radnofsky, June 11, 2014.

(Continued on next page)


http://oig.hhs.gov/oei/reports/oei-01-12-00290.pdf
http://oig.hhs.gov/oei/reports/oei-01-12-00290.pdf

HEALTH CAPITAL CONSULTANTS

(800) FYI - VALU

Providing Solutions
in the Era of
Healthcare Reform

Founded in 1993, HCC is a

nationally recognized healthcare
economic financial consulting firm

HCC Home

Firm Profile

HCC Services
HCC Experts
Clients & Projects
HCC News
Upcoming Events
Contact Us

Email Us

HEALTH CAPITAL
CONSULTANTS (HCC) is an
established, nationally recognized
healthcare financial and economic
consulting firm headquartered in
St. Louis, Missouri, with regional
personnel nationwide. Founded in
1993, HCC has served clients in
over 45 states, in providing
services including: valuation in all
healthcare sectors; financial
analysis, including the
development of forecasts, budgets
and income distribution plans;
healthcare provider related
intermediary services, including
integration, affiliation, acquisition
and divestiture; Certificate of
Need (CON) and regulatory
consulting; litigation support and
expert witness services; and,
industry research services for
healthcare providers and their
advisors. HCC’s accredited
professionals are supported by an
experienced research and library
support staff to maintain a
thorough and extensive knowledge
of the healthcare reimbursement,
regulatory, technological and
competitive environment.

© HEALTH CAPITAL CONSULTANTS

Robert James Cimasi, MHA, ASA, FRICS, MCBA, CVA, CM&AA, serves as Chief
Executive Officer of HEALTH CAPITAL CONSULTANTS (HCC), a nationally recognized
healthcare financial and economic consulting firm headquartered in St. Louis, MO, serving
clients in 49 states since 1993. Mr. Cimasi has over thirty years of experience in serving
clients, with a professional focus on the financial and economic aspects of healthcare service
sector entities including: valuation consulting and capital formation services; healthcare

\ industry transactions including joint ventures, mergers, acquisitions, and divestitures;
litigation support & expert testimony; and, certificate-of-need and other regulatory and policy planning
consulting.

Mr. Cimasi holds a Masters in Health Administration from the University of Maryland, as well as several
professional designations: Accredited Senior Appraiser (ASA — American Society of Appraisers); Fellow
Royal Institution of Chartered Surveyors (FRICS — Royal Institute of Chartered Surveyors); Master Certified
Business Appraiser (MCBA — Institute of Business Appraisers); Accredited Valuation Analyst (AVA —
National Association of Certified Valuators and Analysts); and, Certified Merger & Acquisition Advisor
(CM&AA — Alliance of Merger & Acquisition Advisors). He has served as an expert witness on cases in
numerous courts, and has provided testimony before federal and state legislative committees. He is a
nationally known speaker on healthcare industry topics, the author of several books, the latest of which
include: “Accountable Care Organizations: Value Metrics and Capital Formation™ [2013 - Taylor & Francis,
a division of CRC Press], “The Adviser’s Guide to Healthcare” — Vols. I, Il & 111 [2010 — AICPA], and “The
U.S. Healthcare Certificate of Need Sourcebook™ [2005 - Beard Books]. His most recent book, entitled
"Healthcare Valuation: The Financial Appraisal of Enterprises, Assets, and Services" was published by John
Wiley & Sonsin March 2014.

Mr. Cimasi is the author of numerous additional chapters in anthologies; books, and legal treatises; published
articles in peer reviewed and industry trade journals; research papers and case studies; and, is often quoted by
healthcare industry press. In 2006, Mr. Cimasi was honored with the prestigious “Shannon Pratt Award in
Business Valuation” conferred by the Institute of Business Appraisers. Mr. Cimasi serves on the Editorial

Board of the Business Appraisals Practice of the Institute of Business Appraisers, of which he is a member of
the College of Fellows. In 2011, he was named a Fellow of the Royal Institution of Chartered Surveyors
(RICS).

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the President of HEALTH CAPITAL
CONSULTANTS (HCC), where he focuses on the areas valuation and financial analysis for
hospitals and other healthcare enterprises. Mr. Zigrang has significant physician integration
and financial analysis experience, and has participated in the development of a physician-
owned multi-specialty MSO and networks involving a wide range of specialties; physician-
owned hospitals, as well as several limited liability companies for the purpose of acquiring
acute care and specialty hospitals, ASCs and other ancillary facilities; participated in the
evaluatlon and negotiation of managed care contracts, performed and assisted in the valuation of various
healthcare entities and related litigation support engagements; created pro-forma financials; written business
plans; conducted a range of industry research; completed due diligence practice analysis; overseen the
selection process for vendors, contractors, and architects; and, worked on the arrangement of financing.

Mr. Zigrang holds a Master of Science in Health Administration and a Masters in Business Administration
from the University of Missouri at Columbia. He is a Fellow of the American College of Healthcare
Executives, and serves as President of the St. Louis Chapter of the American Society of Appraisers (ASA).
He has co-authored “Research and Financial Benchmarking in the Healthcare Industry” (STP Financial
Management) and “Healthcare Industry Research and its Application in Financial Consulting” (Aspen
Publishers). He has additionally taught before the Institute of Business Appraisers and CPA Leadership
Institute, and has presented healthcare industry valuation related research papers before the Healthcare
Financial Management Association; the National CPA Health Care Adviser’s Association; Association for
Corporate Growth; Infocast Executive Education Series; the St. Louis Business Valuation Roundtable; and,
Physician Hospitals of America.

Matthew J. Wagner, MBA, is Senior Vice President of HEALTH CAPITAL CONSULTANTS
(HCC), where he focuses on the areas of valuation and financial analysis. Mr. Wagner has
provided valuation services regarding various healthcare related enterprises, assets and
services, including but not limited to, physician practices, diagnostic imaging service lines,
ambulatory surgery centers, physician-owned insurance plans, equity purchase options,
physician clinical compensation, and healthcare equipment leases.

John R. Chwarzinski, MSF, MAE, is a Vice President of HEALTH CAPITAL
CONSULTANTS (HCC). Mr. Chwarzinski holds a Master’s Degree in Economics from the
University of Missouri — St. Louis, as well as, a Master’s Degree in Finance from the John
M. Olin School of Business at Washington University in St. Louis. Mr. Chwarzinski’s areas
of expertise include advanced statistical analysis, econometric modeling, and economic and
financial analysis.

Jessica L. Bailey, Esq., is the Director of Research of HEALTH CAPITAL CONSULTANTS
(HCC), where she conducts project management and consulting services related to the
impact of both federal and state regulations on healthcare exempt organization transactions
and provides research services necessary to support certified opinions of value related to the
Fair Market Value and Commercial Reasonableness of transactions related to healthcare
enterprises, assets, and services. Ms. Bailey is a member of the Missouri and Illinois Bars
and holds a J.D. and Health Law Certificate from Saint Louis University School of Law,
where she served as Fall Managing Editor for the Journal of Health Law and Policy.



http://www.healthcarevaluation.com/
http://www.healthcarevaluation.com/
http://www.healthcapital.com/hcc/index.php?option=com_frontpage&Itemid=1
http://www.healthcapital.com/hcc/index.php?option=com_content&task=view&id=12&Itemid=31
http://www.healthcapital.com/hcc/index.php?option=com_content&task=view&id=13&Itemid=27
http://www.healthcapital.com/hcc/index.php?option=com_content&task=view&id=15&Itemid=29
http://www.healthcapital.com/hcc/index.php?option=com_content&task=view&id=14&Itemid=28
http://www.healthcapital.com/hcc/index.php?option=com_content&task=view&id=128&Itemid=5
http://www.healthcapital.com/hcc/index.php?option=com_content&task=category&sectionid=1&id=53&Itemid=2
http://www.healthcapital.com/hcc/index.php?option=com_content&task=view&id=75&Itemid=5
http://www.healthcapital.com/hcc/content/view/177/87/

