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• Broadly, total health care costs equal the price of premiums + out-of-pocket costs 
• The cost of premiums are affected by several factors: 
• Demographics of the insured, 

• Age 
• Overall Health status 
• Smoker/non-smoker 

• Geography – where in the country is this plan being issued 
• Cost of living 
• Cost of doing business 
• Available health care services 
• Health status 

• Market 
• Individual plan 
• Small group plan 
• Large group plan 

• ACA fees and market reforms 
• ACA funds low-income subsidies and insurance market reforms such as guarantee issue and coverage 

of essential health benefits, in a variety of ways, including through new taxes and fees on insurers, 
taxes on medical devices and pharmaceuticals. 

• Insurers pass on these costs to businesses and consumers. 
• Also included in the budget to offset these costs is the savings from having more people insured.  It is 

the hope that over time these savings will outweigh the additional costs and result in lower health care 
costs overall. 

• Finally, cost sharing by the insured also impacts the cost of premiums 
• Will describe in more detail below, but cost-sharing refers to the out-of-pocket costs paid for by an 

insured person, which include 
• Deductibles – this is the amount the insured person must pay before the insurer begins 

providing a benefit. Think of it like your car insurance. 
• Co-pays – this is the flat amount the insured person has to pay at the point of service – for 

example, $20 everytime you see your doctor 
• Co-insurance – this is a percentage amount the insured person has to pay at the point of 

service – for example, 20% of the cost of hospitalization 
• Over-the-counter medications – these are non-prescription medications, such as allergy and 

cold medication 
• Any other costs not covered by the plan – dental, vision, etc. 

• Out of pocket costs 
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How are these total costs divided?   
Most people – 57% of people – receive insurance through their employer 
This chart depicts these figures nationwide.   
The data reported in your brief is for the West, where all of these figures 
are slightly higher 
 
Average cost of premiums in 2013:  

Individual:  $6,140/year 
Family:  $16,670/year 

Average employee share in 2013: 
Individual: ~$999/year 
Family: $4,565/year 

Cost for average 42 year old on Covered CA: 
$2,916 - $7,548/year 
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Age 
• Insurance pricing may be based on age 
• Healthy 25-year old less expensive than a healthy 50-year old 
• Rates for younger adults likely to increase, though may decrease for older 

adults 
 

Income 
• Low-income individuals eligible for assistance – Medi-Cal or premium and 

cost-sharing subsidies 
• Also, for very low income or those for whom expenses are >8% of cost of 

insurance, exempt from the mandate 
 

Household Size 
• Determining how many people and the age of each factors into the cost of 

coverage. 
• Not simply the cost of an individual multiplied by the number of people in the 

household 
 

Employment Status 
• Under the ACA, certain employers have obligations and incentives to offer 

coverage 
• Coverage not required to employees working less than 30 hours and, may not 

be available at all to employees working less than 20 hours. 
• Under the HCSO, certain employers make financial contributions 
• This chart shows the HCSO minimum HCE based on hours worked 
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Given these financial drivers, what are the options available to individuals 
 
First is Employer-sponsored health insurance 
The majority of employers provide insurance – nationwide 99% of small 
employers, declining with employer size 
And, approximately 57% of people get insurance through their employer 
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• Higher of Flat Rate or % Calculation 
• Flat Rate 

• Small in first years 
• Increasing in later years 
• To be increased by Cost of Living after 2016 
• COLA in 2013 – 1.7% 
• Family maximum equal to family of 4 comprising two adults and 

two children 
• % of Family income 

• Small in first years 
• Increasing to 2.5% in 2016 and beyond 
• Family income defined as income in excess of the filing 

threshold, which is $10000 in 2013. 

15 



Undocumented immigrants 
• Not eligible for benefits under Medi-Cal or Covered CA 

 
Part-time employees 
• Less likely to have employer sponsored coverage 
 
Small business employees 
• Small business employers less likely to offer employer-sponsored coverage 
• And, employees face higher costs than in large businesses  

 
Families 
• Health insurance costs higher for families 
• Family glitch, which I’ll describe in a scenario later 

 
Individuals with carryover balances in existing HRAs 
• This is the issue that we are still seeking guidance on 

 
Individuals using premium assistance for a bronze plan 
• Because premiums are low, it may appear cost effective. 
• But, may not be if utilization is high 

 
Individuals choosing to pay penalties 
• May appear to be the less expensive choice 
• But, exposes individuals to high health care costs in the event of illness or 

injury 
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Key financial drivers for employers 
• Employer size 

• Determines how and whether an employer must comply with the ACA 
or HCSO 

• Calculated differently 
• Employee work status 

• Requires large employers to provide insurance to individuals working 
30+ hours per week 

• HCSO requires HCE for 8+ hours per week 
• Part-time workers – insurance companies don’t provide coverage for 

<20 hours 
• Small businesses have less affordable coverage since they lack strength 

in numbers to negotiate rates and spread risk 
• Uptake 

• Based on employee eligibility for insurance and their actual enrollment 
• Not all employees are eligible – In most cases, to be eligible, 

employees must have full-time status and also pass through a waiting 
period after commencement of employment, and must have 
documentation. 

• Then, once offered to eligible employees, insurers will only provide 
insurance if a minimum percentage of them to enroll 
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Shows eligibility and uptake for employer offered benefits by employer size 
For eligibility,  
• Small employers generally have more employees eligible for benefits, 

and the rate of eligible employees decreases with size 
• Conversely, small employers have fewer employees who actually enroll 

and that rate increases with employer size 
• These even out as the relative proportion of covered employees 

between small and large businesses is about the same 
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These are some of the financial drivers for employers 
 
What are their options given these financial dynamics? 
 
Employer-sponsored insurance 
• Most common 
• Compliant with ACA and HCSO 
• Nationwide, 93% of businesses >50 employees  
• Locally, 88% of HCSO employers spent $1.7 billion on insurance for their 

employees 
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Largest disparities in eligibility are by: 
• Work status 

• part time v. full-time 
• 32 percentage point difference 

• Wage level 
• higher wage employees more likely to be offered  
• lower wage employees less likely to be offered 

• Youngers workers 
• Also less likely to be eligible 
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• Health Care Expenditures under the HCSO are another financial 
consideration employers must face 
 

• While health insurance is provided by most employers, employers have 
historically complied with HCSO through HRAs 

• This mechanism is no longer allowable under ACA 
• Currently, 996 employers used HRAs to comply with the ESR 
• Represents about 46k employees 

• While smaller employers form the largest proportion of this 
group, all employers use HRAs at a roughly equal rate 

 
• Approximately 20% of employers that use HRAs – 5% of all employers 

subject to HCSO - used HRAs as only method of compliance 
• Among this group, small employers represent approximately half 
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We’ve seen the pressures on small employers throughout this presentation. 
 
The information on this slide comes from a survey of small employers conducted 
by the Commonwealth Fund  
 
As noted in the blue box on the left, Compared with midsize and large-group 
markets, health insurance market for small groups (<50) has  
• Higher administrative costs 
• More volatile pricing 
• Lower value products 
 
This makes the financial considerations for small businesses particularly 
complicated. 

 
Survey shows  

• Employers are interested in SHOP,  
• but are highly sensitive to the cost of coverage 
• The top three responses that were ranked very important relate to cost 

 
Later in this presentation will be a scenario for a small business 
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Finally, as for individuals, there exists the option for employers to decide to 
pay the penalties rather than comply with the ACA shared responsibility 
provisions. 
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Given this information, here is a list of some of the potential affordability and coverage 
concerns for employers: 
 
• Businesses with a high proportion of low-wage or part-time workers 

• Survey data shows that these businesses are more likely to have low health 
insurance uptake rates 

• They have limited ability to find an insurer willing to insure their workforce 
• And, if they can, those costs are often higher 

 
• Small businesses 

• Similar to the situation for businesses with low-wage or part-time workers 
• In addition, while small businesses <25 employees may qualify for tax credits, 

SHOP rates may still be unaffordable 
• And, tax credits are not available for businesses with >25 employees 

 
• Businesses relying on stand-alone HRAs 

• 190 businesses rely on stand-alone HRAs 
• 806 additional businesses rely on a HRAs in combination with some other HCSO 

compliance method, though it is unknown whether those HRAs are stand-alone or 
integrated 

• Because HRA funds revert to the employer, the inability to use stand-alone HRAs 
to comply with the HCSO into the future creates a potential financial problem for 
those employers that rely on them. 

• Small employers make up half of the employers known to rely on stand-alone 
HRAs exclusively. 

• Awaiting federal guidance on the status of rollover funds 
 

• Businesses choosing to pay penalties 
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Section 17000 
• Indigent care mandate 
• Provided largely by SFDPH, along with nonprofit hospital and clinic 

partners 
 

Reimbursement 
• Fee-for-service to capitation 
• $70 million in revenues for serving the uninsured 
• Plus 80% of any savings we realize as a result of Health Reform 

 
Residually uninsured 
• 49,000 
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City supports SFDPH in local general fund $500 million annually  
 
Not the best use of local general funds to use these funds to provide care 
to people with health insurance and subsidy options that would otherwise 
pay for that care 
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Being subsidized doesn’t necessarily mean the coverage is affordable.  This 
individual, being relatively healthy, is likely to choose the Bronze plan, 
because it is the least expensive.  However, that plan comes with a 
$5,000 deductible.   

 
1. HCE required = annual health care expenditures made on behalf of 

employee by covered employer ; calculated at 2014 expenditure rates 
2. Low utilization = 1-2 doctor visits/year; 1 Rx;  1 specialist visit; no 

hospitalization  
3. Employer sponsored insurance:  costs estimated using 2013 KFF 

Employer Health Benefit Survey; employer cost = average employee 
contribution to annual premiums; employee total cost = average 
employee contribution to premiums + maximum out-of-pocket costs 

4. Covered CA employee costs reflect range of premiums in the plan tier; 
low end of OOP costs reflects utilization rate and high end is average 
OOP cost per KFF survey; Bronze plans have a $5,000 annual 
deductible, and Silver plans have a $2,000 annual deductible 

5. HCE remainder = employer’s remaining HCSO expenditure requirement 
after contribution to insurance 

6. HCE available =  health care expenditures remaining available to 
employee under HCSO 
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HCE required = annual health care expenditures made on behalf of 
employee by covered employer ; calculated 2014 expenditure rates 
Medium utilization = 5-6 doctor visits/year; 1-2 Rx; 3 specialty visits; no 
hospitalization 
Employer sponsored insurance:  costs estimated using 2013 KFF Employer 
Health Benefit Survey ; employer cost = average employee contribution to 
annual premiums; employee cost = average employee contribution to 
premiums + out-of-pocket costs  
Healthy San Francisco: costs include $240 annual participation fee, plus 
POS service costs  
HCE remainder = employer’s remaining HCSO expenditure requirement 
after contribution to insurance 
HCE available =  health care expenditures remaining available to employee 
under HCSO 
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The Family Glitch: 
This family’s income qualifies them for premium tax credits on the 
exchange.   
If they don’t have an offer of coverage, they can all access those tax 
credits. 
 
If they do have an offer of coverage, they may not access subsidies if that 
offer of coverage is affordable. 
If the price of the individual-only coverage is less than 9.5% of income, the 
coverage is considered affordable.   
 
In the first offer (blue box), spouse 2 is not covered by the offer, so h/she 
can purchase subsidized coverage on the exchange. 
The second offer (green box) covers all family members, and consequently 
disqualifies them all from subsidies. 
The third offer (purple box) is unaffordable for the individual coverage, and 
the family can choose to participate in the employer’s plan or to take the 
subsidies. 
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This hypothetical employer has a high number of part-time employees, 
and makes HRA expenditures for the part-time employees and may not be 
able to offer insurance to full-time employees, because it would cost 
$14.5k beyond the minimum HCE requirement.  
 
1. Annual HCE required = total expenditures required for covered 

employees  
2. HRAs it is unknown if there is overlap between full-time an part-time 

employees with HRAs, or what type of HRAs are being used 
3. Insurance = costs estimated by average KFF Employer Health Benefit 

Survey 2013 costs  
4. HCE unused= HRA funds that were allocated (and remain so for 24 

months), but were not claimed by employees 
5. HCE remainder = employer’s remaining HCSO expenditure requirement 

after contribution to insurance 
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This employer makes HRA expenditures for part-time employees and offers 
insurance to full-time employees.  
A third potential option would be to go through the SHOP, which could 
provide insurance to everyone at a lower cost, but the employer would still 
be required to make the full expenditure for its covered employees.  
 

 
1. Annual HCE required = total expenditures required for covered 

employees (allocated HRA + insurance) 
2. HRAs it is unknown if there is overlap between full-time an part-time 

employees with HRAs 
3. Employer cost on SHOP assumes employer pays 50% of employee 

premiums 
4. Employer costs estimated using 2013 KFF Employer Health Benefit 

Survey, average employer contribution to employee premiums is 71% 
5. HCE remainder = employer’s remaining HCSO expenditure requirement 

after contribution to insurance 
6. HCE unused= HRA funds that were allocated (and remain so for 24 

months), but were not claimed by employees 
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This example, using data from 2012 OLSE reports, shows an employer that 
makes HRA expenditures for some employees and offers health 
insurance to others.  It is unknown which employees are receiving HRAs 
(likely P/T), or whether the HRAs are integrated. 
 

1. Annual HCE required = total expenditures required for covered 
employees (allocated HRA + insurance) 

2. Annual HCE made = actual total expenditures (insurance + HRA 
reimbursement) 

3. HRAs it is unknown if there is overlap between full-time an part-time 
employees with HRAs, or what type of HRAs are being used 

4. Insurance = actual expenditures made for insuring 43 employees 
5. HCE unused= HRA funds that were allocated (and remain so for 24 

months), but were not claimed by employees 
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