Nnited Dtates Denate

WASHINGTON, DC 20510

July 19, 2017
Dear Colleague:

As the Senate continues to consider the best path forward to fix the damage caused by
Obamacare, we write to draw your attention to important analyses that we obtained recently from
the Department of Health and Human Services (HHS).

The first analysis is titled “Premium reconciliation and pre-ACA deep dive.” According
to HHS, the analysis was done by McKinsey & Company at HHS’s request and provided to HHS
on May 10, 2017." McKinsey analyzed how particular Obamacare mandates affected insurance
markets and contributed to increases in insurance premiums. This analysis, prepared by
independent and nonpartisan experts, reviewed real market data and is the most granular
examination we have seen on the drivers of the premium increases that so many Americans have
faced because of Obamacare.

The McKinsey findings are significant. McKinsey examined the factors that contributed
to premium increases from 2013 to 2017 across a sample of four states — Georgia, Pennsylvania,
Ohio, and Tennessee.”> McKinsey found that Obamacare mandates related to pre-existing
conditions, including guaranteed issue (the requirement that insurers issue plans to any applicant)
and community rating (the requirement that insurers charge the same premium to individuals
regardless of health status, use of services, etc.), were the chief drivers of premium increases in
the markets analyzed. The analysis shows that these mandates, along with other risk factors,
have been responsible for 41 percent to 76 percent of the premium increases in the markets
analyzed. In Tennessee, for example, these factors were responsible for 73 percent to 76 percent
of the 314 percent average monthly premium increase of $327.

The second analysis is titled “Estimating the Effects of the Consumer Freedom
Amendment on the Individual Market,” dated July 15, 2017.3 This analysis examines the cost of
premiums under the Consumer Freedom Amendment. The results are remarkable. If, under a

! After Senator Johnson’s staff asked HHS staff for an updated version of a 2013 Milliman report on the predicted
impact of Obamacare insurance rules on premiums (available here:
h_l_lp:.-'.-\x'\-\r‘\\'.__i_s_Ha]],cm_n_.-'Mi]!i1_n_am\CAPmniuqumrl‘42520 13.pdf), staff of the HHS Office of the Assistant
Secretary for Legislation (ASL) volunteered that HHS engaged in “conversations” with McKinsey about the same
issue. Senator Johnson requested documentation of those discussions, and HHS eventually produced this McKinsey
analysis. HHS ASL staff informed Senator Johnson’s staff that the McKinsey analysis was produced to HHS on
May 10, 2017. HHS ASL staff also informed Senator Johnson’s staff that HHS had removed all HHS and McKinsey
markings from the document before producing it to Senator Johnson.

2 To conduct its analysis, McKinsey used a 2013 baseline of the weighted average of the top five most popular plans
for a 40-year-old male in these states. It then compared those premiums to the 2017 premium of the lowest price
Obamacare silver plan for the same individual in these states and assessed which factors contributed to higher
premiums.

3 HHS sent this analysis to Senator Lee’s staff on July 15, 2017 after he requested additional information on how
various iterations of a Consumer Freedom Amendment might affect the cost of premiums in the individual market.




Consumer Freedom Amendment, insurers were to offer Obamacare-compliant plans and non-
Obamacare compliant plans there would be a significant decrease in premiums.*

Under Obamacare, individual market monthly premiums would rise to an enrollment
weighted average of $845 per month by 2024, according to the analysis. If a Consumer Freedom
Amendment with two risk pools is included, by 2024 premiums for Obamacare-compliant plans
for a 40-year-old are estimated to be as much as 30 percent lower than the enrollment weighted
average. Premiums for non-Obamacare compliant plans are estimated to be as much as 77
percent lower. The report also shows that the single risk pool version of a Consumer Freedom
Amendment, which was included in the latest version of the Better Care Reconciliation Act,
would lower premiums. However, premiums for non-Obamacare compliant plans in the single
risk pool version for a 40-year-old would potentially cost $600 more by 2024 on an annualized
basis compared to a two risk pools version.

We are sending these analyses to you to inform our current debate. We hope you find
them useful and informative.

Sincerely,

(o, Pt s1— ﬁuﬁéggp

Mike Lee

Enclosures:
Premium reconciliation and pre-ACA deep dive
Estimating the Effects of the Consumer Freedom Amendment on the Individual Market

4 This analysis does not take into consideration every change that the latest version of the Better Care Reconciliation
Act proposes to make. However, it assumes that all states have adopted changes to allow insurance providers in all
markets to offer non-Obamacare compliant plans and have a 5:1 age band in both the Obamacare-compliant and
non-Obamacare compliant plans. Additionally, in both the single risk pool and two risk pools analysis, the report
considers a scenario where consumers have a high price sensitivity and the federal government provides an
additional $10 billion each year to the market compared to a scenario where consumers have a low price sensitivity
and there is no additional federal funding.
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