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The Patient Protection and Affordable Care Act (ACA) became law 
in 2010, but questions abound. What does it mean for companies 
and the greater health care community?
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Webinar  
At A Glance

Although the Patient Protection and Affordable Care 
Act (ACA) was passed in back in 2010, questions 
abound. What does it mean for companies and the 
greater health care community? 

Castlight Health hosted a webinar, The New Era  
of US Health Care: What the Affordable Care Act 
Means for You, in April 2013 to help companies  
begin to understand this important legislation.  
Here are five highlights. 

	 The ACA tackles three big health care problems: access, cost, and quality. 

	 Core provisions of the ACA include:

•	Expanding access through state exchanges, greater coverage  
from federal programs, and consumer protections. 

•	Controlling costs by changing the Medicare fee-for-service  
payment system to other systems that award doctors for 
 improving quality and lowering costs 

•	 Improving quality by penalizing poor performance in  
hospitals, creating incentives for wellness and  
prevention programs, and investigating new  
approaches for better, lower-cost care ACA

Access

Cost Quality

Open
Enrollment in

Exchanges
Individual
Mandate

Rollout of ACA Provisions

Cost-Savings
Provisions Cadillac Tax

2013 2014 2015 2018

	 ACA provisions roll out over the next decade. 

	 Health care reform is a process. Some important dates include:

•	October 2013: The open enrollment period begins for buying 
health insurance through exchanges.

•	January 2014: The individual mandate takes effect. 

•	2015: Important cost provisions are enacted, including the hospital-
acquired condition fee for complications and bundled payments.

•	2018: The “Cadillac” tax plan takes effect.

1

2
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Company
Size

Impact
of

ACA

Coverage
Model

	 The ACA has both direct and indirect 

effects on companies. 

	 The impact of ACA’s effects on compa-
nies depends on two things: size (defined 
by number of employees), and the type of 
insurance coverage (e.g., fully insured or 
self-insured models) it offers its employees. 

	 A company’s decision to offer health insurance to its employees is complex.

	 Companies need to decide if, how, and at what level they provide insurance to 
employees. Each coverage choice has cost implications. There may be penal-
ties for not providing coverage, or for providing coverage that doesn’t meet 
minimum value and affordability requirements. Companies need to consider 
the impact of the Cadillac tax, which takes effect in 2018, when deciding to 
offer a very rich benefit plan to employees. 

	 Companies have many different coverage options under the ACA.

	 The marketplace is changing dramatically. Coverage options include private 
exchanges, Health Reimbursement Accounts (HRAs), traditional coverage 
(fully insured or self-insured), and small business Health Options Program 
(SHOP) exchanges. 

Download  
the webinar  
replay here:  

http://ow.ly/kV8of

3

4

5
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Introduction

Wendy:	

Hello, everyone and welcome. My name is Wendy Rennin, and I’ll be your host for 
today’s Castlight Health webinar, The New Era of U.S. Health Care: What the Afford-
able Health Care Act Means for You. Just a few housekeeping items before we 
begin the presentation. All your phones will be muted during the session. If you 
have any questions or technical issues, please submit them via the question control 
box on your right side of you screen. We’ll respond to technical questions through-
out the webinar, and our speakers will answer content related questions following 
the presentation. Finally, you’ll receive an email following the webinar containing the 
recording of the presentation along with a copy of the slide deck. 

With that, let’s get started. I’d like to introduce you to Castlight’s chief market-
ing officer, Peter Isaascson. Peter will say a brief word about Castlight and then 
introduce our featured speakers, Bob Kocher and Gary Bacher. With that, Peter, 
please take it away.
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Castlight Health Overview

Peter:	

Thanks, Wendy, and thanks everyone for joining us for this webinar. We have a great 
turnout today. Before I get to the main event, I just wanted to give everyone a brief 
overview of Castlight. At Castlight, we’re all about helping employers lower their 
spending while improving the quality of care. This is really a mission for us. I think 
everyone on this call has seen the data on price variation and markets for basic 
procedures and services, or you’ve seen the data on how little correlation exists 
between cost and quality in health care market, or more recently maybe you’ve 
read Steven Brill’s article in Time magazine in which he reported on the high cost of 
health care in the United States. At Castlight, our mission is to really help solve this, 
to give companies and their employees the information they need to make better 
health care decisions. 

Now as we’ve been out talking to various employers and customers, one of the con-
sistent themes that we’ve heard is the Affordable Care Act. What is it? What does it 
mean, and what do I have to do as an employer? There’s just a lot of confusion out 
there right now. To help employers and really the extended health care community 
that’s on this call and this webinar right now understand this important legislation 
we have with us today two experts on the Affordable Care Act.
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Our first speaker today is Bob Kocher. Bob is a partner is at Venrock and focuses on 
health care IT and services investments. Prior to Venrock, Bob served in the Obama 
administration where he helped shape health care reform legislation by focusing on 
costs, quality, and delivery system reform, and meaningful use policy around health 
care IT. 

Our second speaker today is Gary Bacher. Gary is a principal at Healthsperien, a 
consulting firm he co-founded. He also serves as the director of the AHIP Founda-
tion’s Institute for Health Systems. He focuses on regulatory and public policy and 
transactional issues in the health care industry. He’s also been deeply involved in 
health care reform. With that, let’s begin the presentation. Bob, please take it away.

What Happens Next? The Implications 
of Health Reform on Employers

Bob:	

Thank you, Peter, and thank you everyone for joining us today. It’s a real pleasure to 
talk you about health care and how it’s changing. I think health care has changed 
more actually in the last three years than it probably has in the last 30, and that’s 
making, I think, health care better and is happening faster than people may expect. 

I’d offer you three points of I think hope and excitement, and then jump in a bit 
more as to what the ACA does and how it’s going to work. The first one is that 
costs are slowing down in America. The last three years have been the slowest rate 
of cost growth that we’ve had in the last 15, and that’s exciting because it means 
that people have lower premium increases, less cost sharing, and we’re seeing signs 
of competition actually happening in health care. 
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The second thing that’s really exciting is that there’s 1.3 million less uninsured peo-
ple. We’ve had the biggest increase in employer-sponsored coverage since 1999, 
and that’s promising because more people have access to great care. 

The third is that the care is getting better. Readmissions have been reduced. In 
fact, we’ve seen a reduction in readmissions by almost 2% in just the last year on 
the heels of CMS beginning to have the penalties to hospitals on readmissions, and 
that’s a great sign because that’s fewer people having to go back unexpectedly for 
care that was unnecessarily imperfect. 

The fourth one is a lot more interest in primary care and a lot more interest in non-
fee for service payment models. The revolution in health care is really all around 
primary care and how do we help patients avoid high-cost, high-complexity care 
through better primary and secondary treatments. 

The ACA Is Being Implemented

 

Now let’s take a look at the next slide. The passage of health care reform has 
been tremendous uncertainty around what’s going to happen the and when will 
it happen. Is it really going to be law? I happily say, from my perspective, yes, 
it’s going to be law. It’s going to be enacted and we should now think through 
how to work in an ACA world and anticipate the changes that will over the next 
several years. With the reelection of President Obama you can be confident that 
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this law will implemented on the schedule that the law laid out, that we won’t 
have repeal or replace or new alternatives passing in the near term. With the 
Supreme Court decision we’ve learned that the mandate’s constitutional and 
going to take effect beginning in 2014. While states have latitude over Medicaid 
expansion, I’d expect that most states will extend Medicaid as well over the next 
several years.

What Is the ACA?
Let’s go to the next slide. I would start by saying while the passage of the law 
took longer than many expected and was more cantankerous and certainly 
much less well understood by the public than I might’ve expected, I want to talk 
through now what are the core elements of health care reform and how does it 
all fit together? 

Let’s go to the next slide.

The individual mandate is constitutional and is  
going to take effect beginning in 2014.
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The ACA Is Designed to Tackle Access, Cost, and Quality

The basic premise of the Affordable Care Act is that the best way to tackle health 
care in American is to tackle the three big problems that we face together. The first 
one’s access. How do you make sure the people have access to primary care, hospi-
tal care, a chronic disease care, preventative care? Do you get access? How do we 
afford it? Then, how do we make sure that people are getting great care, care that 
actually delivers better outcomes, more consistency and a better experience? 

The premise of this law if to take advantage of the fact that we spend more than 
any country does per capita, twice as much, as any other country and take some 
of that spending of which between 20% and 30% most people say is unnecessary 
or wasteful and direct that into actually those savings into providing affordable 
access to care for those without insurance. Then, how do we make sure that the 
care that people get is spectacular? Across America, what we have today is some 
of the very best hospitals in the world. Unfortunately, we also have more variation 
than almost any country has in the world, and so how do we reduce that variation 
in health care to make sure that evidence-based care is happening more reliably 
and make sure the economics makes sense too, that hospitals and doctors can 
invest in system of care that remind you, that anticipate complications before 
the happen and avert them and make sure that the hand-off that happen all so 
often work even better. The idea here is that we will reduce the rate of health care 
cost growth to the tune of 50 billion dollars every year, direct that into access, 
raise the new revenue to support access, create more dynamic markets so that 
more people shopping and buying, and then create economic incentives for the 
providers—the hospitals, the doctors, the insurance companies, and the suppliers 
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to create products that work better and work better together so the system is 
more coordinated, and that that together will reduce the rate of health care cost 
growth and improve productivity for our country.

Let’s go to the next slide and talk to some of the specifics.

Core Provisions of the ACA

On access, which is the thing that most people have spent the most time thinking 
about, that perhaps less important in the longer term than the cost and quality 
provisions. In access, beginning next January there’ll be a mandate for all Ameri-
cans to buy insurance. If you’re an individual, you’ll be able to buy insurance on 
exchanges which are websites, which will remind of e-commerce websites, where 
you can select from bronze, silver, and gold plans. Based upon your income, 
you will get a subsidy to help make sure the premium’s affordable, and also 
based upon your income get a cost-sharing subsidy to defray some of the out-
of-pocket costs if you have an income below 250% of poverty. Either state run 
programs, and each state will have some variation and latitude about they exactly 
set them up and which plans are offered. Broadly speaking, they will have bronze, 
silver, and gold plans. The bronze plan equating to an actuarial value of 0.6 or 
covering 50% of one’s costs, silver 70%, and gold a 90% level. 

On the cost side, the most important things to highlight is the fact that the  
Medicare fee-for-service payment system is changing from fee-for-service to 
a variety of other systems that will award doctors for better quality and lowering 
costs. These include bundled payment programs, which begin in 2015, accountable  
care organizations, patients that are in medical homes, and then the Medicare 
shared savings program that many have heard about. 

On the quality side, supervisions that I’ve highlighted are the readmissions reduc-
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tion incentive that hospitals will no longer get extra money when patients are 
readmitted, rather it’ll be a penalty when the patient’s readmitted within 30 days, 
and also Medicare will stop paying for hospital complications like infections and 
surgical mistakes. 

Let’s go to the next slide.

The ACA Is Implemented  
Over a Decade

This program is rolling out over a decade. It’s important to think about health 
care reform as a process. Many of the insurance market regulations were enacted 
in 2010—things like extending coverage to 26-year-olds, free preventative care, 
out-of-pocket maximums being taken away. Medicare began a very ambitious 
and exciting innovation center, which is basically an $11 billion venture capital 
fund where Medicare can test any new treatments and approaches. If they save 
money and are quality promoting, they can actually implement them across the 
entire program without going back to Congress, which speeds the rate of innova-
tion in Medicare. I think the main thing is being followed on by the private sector.

... small changes in where employer-sponsored people go will  
have really big effects on how suppliers compete in the market. 
You should realize that the market power that you have is  
disproportionate to your size.
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In 2012, the readmission reduction program began and Accountable Care Orga-
nizations began. You’ve probably been following the news around Medicare 
Advantage. The rates at which Medicare Advantage plans increase are going to 
be cut over the next decade, and there’s been a lot of debate over exactly what 
rate and how to make the assumptions. Some of the cuts began last year and 
there are more planned for 2013 and 2014. Beginning in October, October 1, 2013, 
is when the open enrollment period will happen for individuals who want to buy 
coverage on the exchange. There’s also a host of things around administrative 
simplification right at the billing and collecting and data collection and quality 
measurement reporting, which are also happening this year and next. Then, 2015, 
is when the hospital acquired condition fee for complications is enacted as well 
as bundled payments. 2018 is the year at which the Cadillac tax will take hold and 
Gary’s going to talk a bit about that in his remarks. You can see this is going to 
be a process of evolution which occurs over the next decade which these are the 
ones that you should probably keep your eye on now as an employer. 

Next slide please.

What We Know For Sure

When you put this altogether, there’s a handful of things that we know for sure. 
The combination of pressure on the ability to raise prices and raise reimburse-
ment rates is going to lead towards major focus from the part of providers to 
improve labor productivity. The new payment systems that reward doctors for 
spending less money, and for reducing readmissions and for averting complica-
tions will reduce the demand for hospitals, even when you account for the fact 
that we’re aging of the population. 
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The next thing to highlight is that because commercial patients today account for 
virtually all of the profits, small changes in where employer-sponsored people go 
will have really big effects on how suppliers compete in the market. You should 
realize that the market power that you have is disproportionate to your size. 

Then, shift economic risk is going to shift from payers to patients and providers 
who will have alignment around coming up a cost effective approaches to care and 
being more judicious and value conscious on how they consume their health care.

The ACA Has Both Direct and Indirect Effects on Employers

When you put this all together, next slide please, employers can think about this 
as a series of direct and indirect consequences. The direct ones are things that 
you will actually have to do and be responsible to in the law. The indirect ones are 
perhaps even more interesting and important which are things happening in the 
health care ecosystem and marketplace that will create opportunities for you as 
employers and also create challenges perhaps. 

With that, I want to go to the next slide. 
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Thank you for your time and attention and hand it over to my good friend and 
colleague, Gary Bacher, who’s going take us through some of the important 
direct and indirect consequences. Thank you very much, and Gary I look forward 
your remarks.
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Implications of Health Care Reform

Gary:	

Great, thank you so much, Bob. Really a great pleasure to be here with you. I’m 
going to now pick up where Bob left off, particularly with respective of his focus 
between as Bob put it the direct and indirect consequences. As you’ll see, there’s 
quite a bit of detail that we have in some of these slides. My philosophy in trying 
to talk about this, though, is really to focus a little bit more on the key concept. I 
think you can get the key concept across that it becomes easier to follow some 
of the rules without, in a sense, getting stuck in the minutiae without really hav-
ing a compass. 

What I’m first going to try to do as we go through this is try to provide a little bit 
of background about why these particular provisions exist, creating the context, 
and I think that will make it a little bit easier to understand where the real roles 
and regulations come from. 

When is your company subject to employer responsibility  
requirements and/or penalties? What are the coverage options, 
and do these relate to health care reform?
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Then, at the end of the presentation, you’ll see we’ve given you a list of reference 
points if you want more detail of places you can look to learn more. But I want 
try to provide a little bit of a guide with respect to how to think about these key 
issues. 

Next slide, please.

First off, a little bit of a road map before we get into it with respect to what we’ll 
review. One of the things that obviously of direct interest for employers is when 
is my company subject to employer responsibility requirements and/or penal-
ties known under the regulations of obtainment? We’ll talk a little bit about that. 
What are my options as I think about providing coverage? As an employer, what 
choices might I have, what are those “big picture” options that are available with 
respect to the provision of coverage and how do those choices relate to health 
care reform. Then, finally, we want to come back to thinking about some areas 
and issues to consider beyond coverage to the point that Bob was making with 
respect to the indirect effects which I think are very important to consider. Next 
slide, please. 
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Indirect Effects

To level set a little bit before we get into some of the direct effects, I think it’s 
helpful to talk about some of these indirect effects. Bob already laid the founda-
tion. I’m going to come back to emphasize a few points that I think will also make 
the discussion about the direct effects go a little bit more smoothly. 

When you first look at this set of tiles, if you will, one thing you’ll notice is that we 
have a real mix of things that are occurring with respect to the delivery system 
side of the house in terms of payment and delivery system reform. Those reforms 
are absolutely essential. We have those tied together with changes that are  
occurring with respect to new methods of providing coverage and new market-
places, specifically, for instance, the exchange that Bob mentioned, and as I’ll talk 
about, we have really different kinds of exchanges. We have the public exchanges 
known as the ACA exchanges that the Affordable Care Act has created, but 
we also have a very big movement towards private exchanges, which many of 
you have heard something about. We want to make a little bit of a distinction 
between those and talk about them. 

One thing I think that’s becoming increasingly apparent from a policy perspective 
is that people, particularly large employers, are thinking about how, as a colleague 
once put it, “the peanut butter and the jelly go to together.” It’s really how reform in 
progress in the health care system, how to do best marry together what’s happen-
ing in terms of the develop of new coverage models in marketplaces with what’s 
happening with respect to payment and delivery system reform. I think that will 
be one of the things to watch, is people figuring out a way to better join these two 
sets of reforms that sometimes occur on different tracks.
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The other level-setting comment I wanted to make, and you’ll see this throughout 
the presentation, is that which provisions of the Affordable Care Act directly  
apply to you as an employer really depends in some respect with respect to 
whether you’re a considered providing or a small employer or whether you’re in 
the large group market or whether you’re self-insured. Just as a general rule under 
the Affordable Care Act, the definition of “large group” will now be technically 100 
or more employees. Until 2016 for virtually every state in the country, it’s really up 
to 50 employees. Just to level-set, when we talk about “small and large,” right now 
when we talk about “small” we mean quite small, so 50 or fewer employees. When 
we talk about “large” we then mean above 50 employees. Beginning in 2016, that’s 
the Federal rule meaning the law of the land will be 100 or more employees will 
define the large group market. 

The other concept that I’m sure you’re familiar with is the concept of self-insuring. 
The concept of self-insuring is the distinct from the concept of fully-insured cover-
age. In the case of fully insured coverage, and employer is purchasing coverage 
from a licensed insurer and that insurer is basically taking the risks for providing  
the coverage. 

In the self-funded context, what’s happening is that the employer, typically a 
large employer who has a significant or sufficient list pool to be able to have a 
good estimation of expected costs, that large employer is carrying the risk itself 
and it’s typically hiring what’s known as a TPA, a third-party administrator, which 
may or may not be a company that also provides insurance to help manage those 
benefits. As we’ll see, many of the rules under the Affordable Care Act don’t 
directly apply with respect to self-insured arrangements, but there are a number 
of provisions that do. One of the tricky things again in the ACA is thinking about 
what kind of coverage am I providing? Where do I fit in the marketplace in terms 
of understanding what rules apply to me? 

Real quickly, and then we’re going right into the meat of it, as Bob mentioned, some 
of the direct/indirect effects, from an employer standpoint, to really think about  
are, one, the individual mandate. That’s the requirement that all individuals carry 
coverage or pay a penalty. Why is that important from an employer standpoint? 

One of the reasons why that’s important is that as you think about your employee,  
they need to satisfy mandate or they’re subject to the penalty. That, if you will, 
raises the ante on employers with respect to thinking about how their employees 
are going to be getting coverage. 

The ACA provisions that apply to you as an employer depend on 
the size yourcompany (defined by number of employees), and  
the type of insurance coverage (e.g., fully insured or self-insured 
models) you offer.
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Two, the market reforms which we’ve identified, for instance, with respect to indi-
vidual and small group coverage, this is a real sea change in terms of what’s hap-
pening in most parts of the country with respect to the provision of fully-insured 
coverage. The rules that I’m referring to here really apply primarily with respect to 
individual and small group coverage. You might say, “Why is it really important to 
me?” The marketplace is changing so dramatically what may happen in the future 
is that the way employers now think about the consequences for their employees, 
of providing coverage or not, may change. In particular, in most places around 
the country today, individual coverage is provided on an underwritten basis. 
What that means is that the coverage doesn’t necessarily have to be provided. 
Someone has to go through the underwriting process in order to get the cover-
age and the premiums would vary based on somebody’s health status. That’s 
most places in the country. 

From an employer’s perspective, if you’re concerned about your employees being 
able to get coverage, in most places around the country today there’s a concern 
that if we don’t provide the coverage our employees won’t be able to get cover-
age in individual markets. That will fundamentally change beginning in 2014, and 
that may indeed over time change the way that employers look at the provision 
of coverage. 

The next one that I mentioned to you with some emphasis is the essential health 
benefits and actuarial value. Bob mentioned these, these are the “metal levels. 
You’ve probably heard of it as the bronze, the silver, the gold, the platinum plan. 
Basically, what’s happening is that we have a big change with respect to the 
actual coverage itself. The essential health benefits is generally referred to as the 
types of services that are being provided, the so-called EHB provision, specifies 
10 categories of services that have to be provided. The actuarial value is really 
a provision that talks about the generosity of that coverage. It’s really saying 
what percentage of covered claims have to be paid out in benefits for a standard 
population. While the EHB and actuarial value provisions don’t apply to the large 
group markets directly, they only apply to the self-insured market, it’s such a big 
change. You can there’s some bootstrap ways that they do apply, so that’s a big 
change that people may indeed begin talking about these things in those terms. 
Even if you’re a large employer, these concepts are likely to begin spilling over.

Let’s go to the next slide.
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Navigating the ACA’s Employer  
Responsibility

With that, I know want to get into some of the direct effects. The first one what 
we’re going to talk about is the Affordable Care Act’s employer responsibility 
provisions. To understand what’s going on here, again, I’m going to avoid dwell-
ing on some of the detail that’s on the slide for you and we’ve provided the 
resources. To understand what’s happening here, the first thing is to realize is 
that there’s a presumption under the ACA that says that people who are offered 
employer-sponsored coverage will take that coverage. If you’re offered employer-
sponsored coverage as an employee, then that’s where you’ll get your coverage. 
There’s this expectation that that’s what will happen and that’s how they’ll fulfill 
the mandate. There’s also as a result of that, a firewall that’s created with respect 
to employees and their accessing exchanges, in particular, they’re accessing the 
premium subsidies and cost-sharing subsidies that are available on those  
exchanges. Let me just mention that a little bit more. 

There’s this concept to the firewall that says that, in most cases, if an employer, 
for instance, offers coverage while their employee could go through an exchange 
(and here I mean ACA exchanges) instead of paying coverage, there’s nothing 
that prevents them from doing that. They won’t qualify for the premium assis-
tance or the subsidies unless some different conditions apply. The corollary to 
this is that the employers if they’re either not providing coverage or they  
don’t provide coverage that meets specified levels, they’ll be responsible  
for making the payment to defray the cost of those premium subsidies from  
cost-sharing reductions. 
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Again, there’s quite a bit of detail on these slides. What I would suggest to you is 
the big question here, first question, is does the rule apply to me? That depends 
on your size. As we were talking before, if you’re a small employer, these provisions  
won’t apply to you. If you’re a large employer they will. Small and large being  
defined by whether you have 50 full-time equivalents, and that’s a concept, this 
idea of an FTE as opposed t a full-time employee that addresses those full-time 
and part-time employees. Different as we say in the slide with respect to how the 
payments themselves are assessed. Again, basic ideas that you could be subject 
to penalties for two reasons: either you’re not providing coverage at all or you’re 
providing coverage that doesn’t meet specified levels. 

Next slide, please. 

Minimum Value, Affordability, Relationship to “EHB/AV”

Just to pick up on this point, and not to dwell on tremendous detail, one of the 
situations where you might as an employer offer coverage, but the coverage 
wouldn’t be sufficient for an employee to have to take up the coverage from you, 
but the employee, for instance, would be able to go to the exchange and access 
the subsidies, which quite frankly sometimes would clearly be in the employee’s 
best interest. There’re two rules that apply in terms of determining whether the 
coverage is adequate from the employer standpoint. Again, if the coverage is not 
adequate, if it doesn’t meet these requirements, what happens is that if one of 
your employees goes off and accesses the exchanges and gets the premium sub-
sidy or a cost-sharing reduction you’ll be responsible for making those employer 
responsibility payments. 



The New Era of U.S. Health Care    |  Webinar Transcript	 Castlight  | 23

The first test here is with respect to minimum value. Very similar to actuarial value 
that I was mentioning before, the issue here is whether on average the group 
health plan is providing at least or paying at least 60% of the value of an enroll-
ee’s total allowed costs. This is a little different from actuarial value. There’s going 
to be a calculator that’s made available to employers and their actuaries to help 
them figure this out. One of the questions here is 60% of what? It’s a little bit of 
an open-ended question because there’s a bit of flexibility with respect to what’s 
the baseline for the 60%. 

The other test that gets applied is affordability. The basic idea is that the required 
contribution can’t exceed (meaning the required contributions of the employee) 
can’t exceed 9-1/2% of the employee’s household income. A couple of things on 
this. One, the test is only with respect to employee or self-only coverage. The 
9.5 percent of the coverage for that employee, not the coverage with respect to 
their dependents. That’s raise a lot of concerns from a policy perspective about 
what this does with respect to people’s access, but the rule remains that it’s 9.5 
percent of the employee’s household income with respect to self-only or single 
coverage. There are some safe harbors. There are complications around, gee,  
how will the employer actually know what the household income is. Basically, the 
employer can look, for instance, at the W2 wages, so people have recognized 
some of the concerns and have tried to respond. 

Next slide, please. 

Employer Decision to Offer Coverage
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This slide, we’re now looking at, we’re summarizing and saying, “What are my big 
choices now as they relate to providing coverage and what are the implications?” 
Now we’ve covered much of these points, but just to summarize, what we see 
here is that in the first block with respect to providing commercial coverage and 
meets these minimum value and affordability requirements that I was just talking 
about, if you do that you’re providing full coverage, if you will. There’s really no 
opportunity for payments or penalties, and your employees are going to be  
taking their coverage from you. They wouldn’t be able to access the subsidized 
coverage through an exchange. It could be case that you’re offering coverage 
that doesn’t meet these requirements. Then, as we mentioned before, these  
potential payments would be required.

If you’re a small employer, you would be able to sponsor coverage through what’s 
known as a “SHOP exchange.” That’s a small business health options program. 
That’s the small business side of the ACA exchanges. For now, again, the defini-
tion in terms of can you access the exchange, in most cases is going to be are 
you 50 or fewer employees. In the future, beginning, for instance, in 2017, it’s pos-
sible depending on the state that large groups will be able to sponsor coverage 
on the exchange. In 2016, as I mentioned, the definition will change so it will be 
groups of up to 100. Then, the last possibility is that you wouldn’t offer coverage 
at all and you would be potentially responsible for these payments or penalties 
that I mentioned before. 

Next slide.

Potential Coverage Options for Employers
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Where this leads us then, so what the options then that I have as an employer 
and, in some ways, how do these relate to what happens under the Affordable 
Care Act. I mentioned before that we’re going to come back to this concept of 
providing coverage through a private exchange. I’ll come back to that in a second.  
Another potential way that an employer can provide coverage is through an HRA 
or a health reimbursement account. We’re going to talk about this for a second 
because one of the concepts here was that now that we’ve had those changes in 
the individual markets that I was referring to before, which means that as a result 
of the Affordable Care Act, everybody will be able to get coverage and the cover-
age and premiums won’t vary based on their health status. If that’s the case, then, 
as an employer, how about if I gave everybody a fixed amount of money and they 
can go buy their own individual coverage. Why isn’t that a good idea, and would 
that be okay in satisfying the mandate? Can I actually do that? 

There’s a little bit of ambiguity on this, but that strategy appears like it could run 
into some problems from a regulatory standpoint. It deals with a complex set of 
rules around the fact that an HRA is itself a group health plan and whether it’s  
fully insured or self-insured coverage, group health plans are subject to limita-
tions where there can’t be an annual limit on the coverage and there can’t be a 
lifetime limit. That strategy has the potential to run into some regulatory hurdles. 
You could offer traditional coverage that’s either fully-insured or self-insured, and 
we talked about that before. You could offer the coverage through a SHOP as I 
mentioned, that again is small business part of an ACA exchange, or what we’re 
hearing more and more of a possibility, particularly for large employers, they 
may go direct to a provider group. This would be almost the marrying together 
of some of the reforms that are happening on the coverage side with what’s 
happening with respect to accountable care organizations, something that Bob 
mentioned in his part of the presentation.

Just going back up to this concept of a private exchange for a second, and then 
we’re going to come back to some aspects of it. For large employers, the concept 
of a private exchange has gotten very popular. The concept of a private exchange 
is that you as the employer are still sponsoring coverage, but what you’re trying to 
do is you’re trying to provide potentially more choice for your employees, so there’s 
a company or a sponsor that’s traded these private exchanges. By private, I mean 
they’re nongovernmental. There are several different insurers that are offering their 
plans on the exchange and you allow your employees to choose which plan they 
want and you, for instance, would then make a defined contribution to the cost  
of that coverage, either a fixed dollar amount or a fixed percentage amount with 
respect to that coverage. There’s been a lot of discussion about that, and obviously  

The concept of a private exchange is that you as the employer are 
still sponsoring coverage, but you’re trying to provide potentially 
more choice for your employees.
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it aligns with the idea of having putting consumers in the driver’s seat with  
respect to their coverage giving them more choices and allowing them to decide 
is, “Is it worth it for me to pay more for coverage, or would I, for instance, like to 
go to this other plan and pay less because the amount that I’m getting from my 
employer will be the same, but the dollar cost to me and the premium is lower 
over here so I’ll have savings?” 

Next slide, please.

Embedded Issues to Consider

We’re going to talk about that in just a moment here, a little bit. I just want to tee 
up, if you will, where we are on the agenda. We’re going to go quickly through 
some of this stuff now that we’ve laid the groundwork. We want to touch a little 
bit on the wellness programs. I want to spend another couple of minutes on  
the defined contribution employee choice. We’ll talk about fees, taxes, and  
compliance issues, and then we’ll mention briefly risk adjustment. 

Next slide.
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Defined Contribution Arrangements

Just to finish off on the defined contribution arrangements, I mentioned before 
that there’re two kinds of exchanges, and I mentioned before that particularly in 
the private exchange world there’s a lot of interest in these defined contributions 
type arrangements for the reasons we were just talking about. This concept has 
also emerged in the context of the SHOP exchanges, so giving small employers 
and their employees that same kind of choice that we were just talking about 
with respect to the private exchanges and the same idea of providing a defined 
contribution. That is still one of the goals, I think, with respect to the SHOP  
exchanges. It looks like it’s going to take a little bit longer to develop in that 
area. Very recently you all may have seen some articles in the papers about this. 
HHS (meaning the Federal Department of Health and Human Services) recently 
announced that they don’t expect that they’ll be allowing what’s known as the 
Employee Choice Option in most of the public exchanges. It has to do with  
operational complexities. As you may know, most states around the country will 
be having a Federally run exchange known as Federally-Facilitated Exchange. 
That will probably put some delay in the idea of potentially for defined contribu-
tion arrangements or at least the employee choice fess. It still is the case that 
small employers could, for instance, pursue a define contribution strategy in the 
SHOP exchange, but we’ll have to see how that develops. 

Some other issues to watch, and so whether we’re talking about the SHOP exchange  
or back to the private exchanges which are more geared towards large employers, 
I mentioned before these restrictions on standalone HRAs. A standalone HRA is in 
contrast to an HRA that’s actually integrated with the health plan. Then, more and 
more of what you may begin to hear about are some questions about whether  
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defined contribution arrangements, do they raise nondiscrimination issues. There 
are really two categories of issues that typically arise. One has to do with hiring 
higher income employees versus lower income employees. There’s also an issue 
potentially with respect to age. Without getting into too much detail here, there’s a 
concern with respect to age discrimination that if you actually provide a true fixed 
dollar amount, does that raise a problem that, depending on how the premiums  
are being developed, older individuals would end up paying more than younger 
individuals. Again, I think we’ll see some more developing on that topic, but it’s 
something to watch. 

Next slide, please.

Regulations Around Wellness Programs

Regulations around wellness programs. A couple of things to understand here 
without dwelling on too many details. The first thing is that the ACA is really 
building on existing law with respect to these wellness programs. Again, the well-
ness programs have gotten a tremendous amount of attention. People believe 
that there’s potentially great promise in those programs whether it’s because 
they have the opportunity to help hold down health care costs or they just lean 
to a higher performing workforce. People have gotten very interested in the 
wellness program. What the ACA does is it basically increases the threshold for 
rewards that you can have in a wellness program. It then codifies some existing  
regulations, but also imposes what some people might think are some more  
constraints with respect to those programs. To understand what’s going on in  
this area it’s important to think about a few things. 
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The first is that what we’re talking about here is that Federal law as the backdrop  
prohibits members of a group health plan from being discriminated against 
based on their health status. When we’re talking about large employers, a large 
employer its overall premiums—and I’ll just focus on fully insured coverage for a 
moment—its overall premiums might reflect the experience of the group, but the 
members within that group are supposed to pay the same premium. Their pre-
miums are not supposed to vary based on their particular health care conditions. 
Existing law in the ACA expands on this, provides an exception for what  
are sometimes referred to as bona fide wellness programs that meet certain 
requirements. The other concept to keep in mind here is that not all wellness  
programs are subject to these regulatory requirements. 

There are two kinds of wellness programs. There are participatory programs and 
there are health contingent programs. The basic idea between the two is that 
a participatory program is either one that doesn’t really have a reward associ-
ated with it or its one that doesn’t tie getting the reward to the satisfaction of 
any kind of a program that would tie to a health condition. The health contingent 
programs are the ones that have gotten a little bit more focused. They involve a 
reward. Those rewards under the ACA can increase from 20% of the overall cost 
of a premium to 30%, technically up to 50% if you’re talking about a tobacco-
related program. These health contingent programs are more stringent with 
respect to what the employees have to do and they do relate to health factors. 
As we list here, there are a number of requirements that have to be met to have 
those kinds of programs.	

What the rules are reflecting is this tension between a concern on the one hand 
that the wellness programs could potentially discriminate against those that have 
health condition not within their control, and on the other hand the concern that 
says the rules are going too far, they’re requiring too much customization, they’re 
too stringent. What’s going to happen is we’re not going to be able to have really 
any effective incentive based wellness programs. These proposed rules that have 
been released, and so where this goes will likely be reflected in final rules that will 
come out later. 

Next slide, please.
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Fees, Taxes, and Compliance Requirements

Real quickly. Fees, taxes, and compliance requirements. One of the things to under-
stand about the ACA is that there are a number of provisions that do impose new 
fees and taxes, and as you’re very well aware, a number of additional compliance 
requirements. Many of these things do apply to both fully insured and self-insured 
coverage. Let me just highlight a few of them. The reinsurance contribution, the 
basic idea here is that reinsurance is going to be provided to help address the  
transition that’s occurring in the individual market that I mentioned before. The 
basic idea is that those reinsurance contributions will be drawn from the entire 
health insurance market, both in the fully insured and the self-insured side. It’s 
trying to also recognize this relationship I was indicating before about the fully 
insured market particularly for individual coverage and even the group market. 

At the end of the day, for 2014 for instance, the reinsurance contribution is  
estimated by the Federal government to add $63 per enrollee per year. There’s  
a new premium tax. Technically it’s a fee. This only implies to fully insured cover-
age. Some people estimate that it’s probably between 2-3% per year in terms of 
the impact. 

There’s something known as the PCORI fee. PCORI stands for Patient Centered 
Outcomes Research Institute. This deals with comparative effectiveness with 
research helps people understand what kinds of treatments and therapies are 
more effective than another on a comparative basis. There’s a fee to fund that 
research, and then something that we’ll likely talk a little bit about in the Q&A, 
there’s a Cadillac tax Plan that’s coming in 2018 that may or may not apply. It 
really depends on whether the employer is offering “high-cost coverage.” What 
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this was really about was a fancy way of trying to address a policy goal of  
trying to have more parity between the taxation of wages versus the taxation  
of benefits. I’m going to jump over to compliance requirements. Many of you are 
obviously familiar with those. If there are some questions about them we can 
handle that in the Q&A. 

Next slide, please. 

Risk Adjustment

With respect to risk adjustments, the big point to make here is that the Afford-
able Care Act, with respect to the individual market and the small group market, 
creates what are known as the three R’s. It involves risk adjustment, risk corri-
dors, and reinsurance. I mentioned the reinsurance program before in the context 
of what it takes to fund that program. The basic idea is that there’s such a big 
change occurring in these individual and small group markets that these what 
are known as “premium stabilization mechanisms” are needed for the first few 
years, although risk adjustment will be a permanent program. The bigger point 
here from an employer perspective, especially a large employer’s perspective, is 
that really what we’re seeing is that just about every value-based payment model 
across both the public and the private sectors are beginning to reflect risk adjust-
ment. The basic idea of the risk adjustment is that payments should, at the end of 
the day, reflect underlying risks, underlying risks of the covered population. Very, 
very complex. I think what everybody generally agrees about risk adjustment 
is that it is necessarily imperfect, but it’s better than not trying to risk adjust at 
all, and I’ll be happy to talk a little bit more about the risk adjustment under the 
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ACA. It’s important to realize that this is out there, both because it’s very impor-
tant under the ACA in terms of the individual and small group market, but also 
because this is becoming increasingly important across the health care system,  
in large group markets as well, both in the public and private sector side. 

Next slide, please. 

Key Takeaways

In summary, a number of takeaways here is both Bob and I have addressed the 
direct and indirect effects and implications. Very important. What market you’re 
in—fully insured, self-insured, small group, large group—very important. Under-
standing how these impact across different markets, so how something might 
seem that’s focused on the individual market but it also has some implications 
to the large group market. Focus on both what’s happening on delivery systems 
side and the coverage side. 

Finally, I think a point that Bob was making as well, there many who believe that 
employers really have great potential to drive the direction of change in health 
care. Thank you very much for the opportunity to talk to you today. I low forward 
to any questions. Thank you. 
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Questions and Answers

Peter:

Thanks, Gary. That was really great, really informative, and also really thought 
provoking as witnessed by the number of questions that we’ve had come in over 
the chat and question box. There’s no way we’re going to get all of them. I’ll do 
my best to consolidate some of the key ones that have been asked to us today, 
though. First question is going to go to Gary. Gary, can you talk a little bit more 
about the Cadillac tax that you mentioned today? What is it and what is it meant 
to do?

Gary: 	

Thanks very much. As I mentioned on the Cadillac tax, I think the place to start is to 
realize that there is a strong policy goal behind this provision. As all of you probably 
know, there’s been historically—really since I think World War II—been a difference 
with respect to the taxation of benefits which are typically benefits and the taxation 
of wages. Typically, wages that are provided in the form of benefits are excluded 
from income tax, whereas, wages are taxed. What this provision was really trying to 
get at with the idea of let’s try to, for instance, encourage some parity between how 
we think about the taxation of benefits versus the taxation of wages. The way this 
works in practice, just to give the details and then I’ll say why we don’t really expect 
there’s going to be that many employers that will really be paying this tax, is that 

On the Cadillac tax, I think the place to start is to realize that there is 
a strong policy goal behind this provision.
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beginning in 2018 the 40% excise tax will be imposed on the value of health insur-
ance benefits that exceed certain thresholds. Those thresholds are really just esti-
mates today are $10,200 for individual coverage, $27,500 for family coverage. The 
thresholds are adjusted for certain high-risk professions, they’re adjusted for age 
and gender. The key is that because that such a large excise tax, 40%, what most 
people expect is going to happen is that employers, for instance, will changing the 
structure of the benefits such that by 2018 and beyond they won’t be paying this 
Cadillac tax, and also it’s important to realize that especially in the early years there 
not be very much that exceeds the threshold. The 40% excise tax is really just paid 
on the difference between the threshold, the cost level of the health plan itself and 
the threshold that’s been established. Those are some details on the Cadillac tax.

Peter:	

Great. Thanks, Gary. Next question is for Bob. Couple of questions came in about 
some news that came out this week, questions about were fees increased for 
Medicare Advantage plan?

Bob: 	

There is a lot of back and forth over the Medicare Advantage program. Just to 
set context, Medicare Advantage is the voluntary program for people eligible for 
Medicare where they can opt out of traditional fee-for-service Medicare and get 
Medicare via a private insurance company. The insurance companies are paid 
today about 114% of what it costs the same person risk adjusted to be treated in 
Medicare. That’s been an area of target for overpayments and for cuts. In the  
Affordable Care Act, $175 billion over 10 years in cuts are coming out of the growth 
rate of the Medicare Advantage program which will be enacted in a series of reduc-
tions in the growth rate. Medicare proposed for next year a large reduction in the 
rate of increase of Medicare Advantage to the tune of a 2.6 absolute cut in their 
payments. That was a surprise by many in the industry. After lots of to’ing and 
fro’ing and some revisions actually were changed from a cut to a net increase of 
3.3% after Medicare recalculated the assumptions around what doctor payments 
happens. A policy caused sustainable growth rate. In aggregate, actually, Medicare 
Advantage plans are getting an increase, not a cut next year, which is larger than 
expected. Over the decade, though, you can expect that the rate of growth will be 
trimmed to yield some of the savings plan for the Affordable Care Act. 

Peter:	

Great. Thanks, Bob. Gary, is back to you around wellness program. There have 
been a couple of questions around these. I’ll summarize them in one aggregate 
which is how large are the financial incentives that can be used for wellness pro-
grams now?
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Gary:	

With the change in the law, basically, the current threshold is that you can have 
a 20% reward. The maximum reward now under the ACA is going to increase to 
30% of the total cost of coverage. That includes when you measure the total cost, 
both the employer and the employee contributions. As I mentioned, that amount 
can reach up to 50% for wellness programs that are designed to prevent or reduce 
tobacco use. When people talk about reward they can be both positive and nega-
tive, so it can be a true reward, it’s something you get, or it can if you don’t do X 
there’s going to be a penalty. In both cases, it’s considered, if you will, “reward.” 

Peter:	

Great. Thanks, Gary. Another question for you, Gary. Large employers, they must 
meet the minimum value rule? Is that correct? The follow up on that is what do 
you meant that they are not technically subject to EHV and AV?

Gary:

Those are great questions. With respect to the first question, the context again 
for this is if you’re an employer that’s subject to the employer responsibility pay-
ment provision, there’re two ways you can be, again, subject to those payments. 
One would be if you don’t offer coverage at all, and the other way would be that 
you do offer coverage but either the coverage doesn’t meet the minimum value 
to the question or that it’s “not affordable.” The minimum value concept goes 
back to this idea of, as the employer, am I paying at least 60% of the allowed 
costs. The idea is that if you’re not paying 60% of the allowed costs what that 
means is that one of your employees could then, as I mentioned before, pierce 
the firewall. That means they can go off to the exchange and they could, if their 
income allowed it, then qualify for a premium subsidy or they could qualify for 
a cost-sharing reduction. Just for background, the premium subsidies are avail-
able for people up to 400% of Federal poverty. The cost-sharing reductions are 
effectively available for people up at 250% of Federal poverty. If you had some-
one that was just one person, for instance, if you had someone that accessed the 
subsidy you’d then be liable for the payment. That’s how the concept of minimum 
value figures in. 

I think the second part of the question was what did mean about technically a 
large employer wasn’t subject to the EHV and AV provision. The way that the law 
works is that essential health benefits, the EHV, in actuarial value, those provi-
sions apply with respect to individuals and small group coverage. There are some 
nuances, things that aren’t technically part of what’s known as the essential 
health benefits package that do apply to large employers and even self-funded 
employer. An example of that, for instance, would be the idea that the out-of-
pocket maximum provision. Both HHS and the Department of Labor have clari-
fied that those apply to everybody, so basically the backdrop for this is that one 
of the things that ACA does is it requires that all coverage have an out-of-pocket 
maximum. Very similar to what happened today if you offer a high deductible 
health plan plus an HSA. Out-of-pocket maximum meaning that, at some point, 
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once the consumer enrollee pays a certain amount they can’t pay anymore. In 
general, the each being the AV don’t apply to large employers whether they’re 
fully-insured or self-insured. What that means is that those large employers don’t 
have to ensure that they’re providing benefits that exactly meet a benchmark 
plan, which is how the EHV provision is administered and they don’t have to 
ensure that their coverage fits into one of those metal levels. The metal levels, 
again, tie to the actuarial value as we have talked about. The minimum value sort 
of mirrors the actuarial value concept in terms of how its calculated, but it’s done 
for this very different purpose, as I mentioned which is really more about figur-
ing out is it possible even if I’m offering coverage that I would have to make an 
employer responsibility payment. That’s a lot, but it’s a very good question but 
also complex. I hope that is responsive to it. 

Peter:	

That’s great. Thank you, Gary. Here’s question maybe more directed at Bob. It has 
to do with the $63-per-employee coverage fee. A lot of people have heard about 
it. Is this true? When’s it being implemented?

Bob:	

This is the fee to cover the reinsurance program, which is a time limited three-
year program to help make sure that, as the individual changes are set up, if the 
risk is not what’s expected, there’s enough money to defray that so that it’s a 
viable market from a health plan perspective. It’s a three-year fee, $63 per worker, 
and then it ends. Yes, it’s true, and it’s the beginning of January. 

Peter:	

Thanks, Bob. I’m going to toss this out to both of you, not sure it’s whether it’s a 
question for Bob or for Gary. A couple of folks have asked about defined con-
tributions and does a defined contribution strategy fulfill the affordability and 
minimum value requirements? 

Bob:	

Gary, do you want to start?

Gary:	

Sure. I’ll take a crack at that. The answer is probably it depends. Typically, the 
answer sometimes you get on these questions. The reason why it depends is 
that I think the question was asking what a define contribution strategy meet, for 
instance, the minimum value requirements that we were just talking about. If you 
go back to the discussion we were having, for instance, about a private exchange. 
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If you have a private exchange that’s basically the employer sponsoring coverage. 
I think the same two questions would apply, which is is the value of the cover-
age that’s available on that private exchange, does it meet the minimum value, 
meaning is it going to provide for 60% of the covered claims being paid out? 
Then, with respect to the affordability tax, the way I would probably think about 
this is is the amount of the contribution, for instance, is being provided, is that 
going to ensure that the coverage is affordable? Again, affordable here meaning 
that the coverage would not exceed 9.5% of the employee’s income for self-only 
coverage. Some of the questions have probably emerged would be well for which 
coverage. I think I’ve seen some information that suggests that you probably then 
look to the lowest cost options in terms of administering that test, but I’m not 
sure if that’s necessarily how that would be rolled out. Bob, do you wan to say 
anything behind me?

Bob:	

I think you nailed it. I would say the answer is you can use defined contribution but 
you have to make sure the contribution’s enough that workers can buy a minimum 
value plan at the level of cost sharing that’s allowed. Generally, it should work. 

Peter:	

Great. Thanks, Gary. Gary, I’m going to put you on the spot again. There have 
been several questions about private exchanges. This one encapsulates most of 
the questions around it. Do the plans still have to meet the deductible and out-of-
pocket maximums laid forth in the mandates for health plans?

Gary:	

A couple things. A great question and implies a few different things. I think I 
heard in there the deductible requirements and the out-of-pocket max require-
ment. This goes back to something we were talking about before. First, to answer 
that fully, it depends on which market we’re talking about. For example, if we 
were talking about a private exchange and talking about small group coverage, 
then we’d be thinking both about the deductible issue that was being raised and 
we’d be thinking about the out-of-pocket max issue. The reason for that is that in 
the provision that relates to essential health benefits there are also some nuance 
provisions regarding cost sharing. A lot of those provisions impose limits on the 
deductible for small group coverage. There are some exceptions, so if an actuary, 
for instance, reasonably determines that they can’t meet the actual value amount 
and still comply with that limitation, then the limitations is effectively waived, but 
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that’s for small group coverage. If we’re talking about large group coverage,  
which is really more what we generally think about in the context of private 
exchanges. There really shouldn’t be a deductible requirement unless, again, 
we’re talking about a high deductible health plan. In which case, the requirement 
that you have to meet from a deductible standpoint is really not about the ACA, 
but it’s about preexisting requirements related to HDHP. The out-of-pocket maxi-
mum would be relevant. So the answer would be yes with respect to the out-of-
pocket maximum. The plans that would be offered on that private exchange you 
would think would have to still have an out-of-pocket maximum. Again, if we’re 
talking about large group coverage, the requirement, the limitation with respect 
to the deductible, wouldn’t apply. If what we’re really talking about is we want to 
have a high deductible health plan, then the deductible were talking about here 
really isn’t related back to the ACA but it’s more related back to the requirements 
for high deductible health plans. I hope that helped.

Peter:	

Gary, that’s great. Actually, we are out of time. We are going to have wrap it up 
now. With that, I’m going to turn it back over to Wendy. Thank you, everyone.

Wendy:	

Thank you everyone, for your participation today. As Peter said, we’re out of time. 
As a reminder, they’ll be a recording of the webinar sent via email along with a 
copy of the slide deck in the next coming days. Thank you again for joining us, 
and we look forward to seeing you on future Castlight Health webinars. 


