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eginning in January 2014, the Affordable Care Act (ACA) introduced a series of health

insurance reforms, particularly for consumers purchasing coverage through the

individual market or covered through employment at a small firm. One of the most

prominent of these reforms is the requirement that all health plan products in certain
market segments must cover an established set of essential health benefits (EHBs). EHBs
create a minimum standard for insurance coverage; however, because many health plan
products often lacked benefits for certain services, implementation was lengthy, involving
federal regulators, state agencies, private insurers, and consumers.

The EHBs are an important element of the health insurance marketplaces, also known as
exchanges, which were created by the ACA and launched by the federal government and
states to facilitate the purchase of qualified health plans (QHPs) by individuals, families, and
small businesses, with financial assistance for those who qualify. This brief discusses how
EHBs were defined and implemented, what plans must cover them, and how this has
changed the insurance market. An analysis of the implementation process in Michigan is
also provided.

Essential Health Benefits Requirements

The ACA mandated that non-grandfathered1 individual and small group health plans (both
on and off the marketplaces) cover a minimum set of essential health benefits to make
coverage more equivalent to that of a “typical employer pIan.”2 The set of benefits must
include services from the following ten categories, as defined by the ACA:
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of the health care system. those services. (2) If a state law requires services in addition to the EHB categories to be
covered, the state must pay any additional costs for those benefits for consumers
purchasing coverage on the marketplace.

Health plans were permitted to cover services beyond those included in the ten categories,
but under two conditions: (1) Separate premiums must be collected for any covered
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As displayed in Figure 1, the ACA only requires non-grandfathered individual and small group health plans (sold on and off the
marketplaces) to cover EHBs. Small group is defined as an employer with 50 or fewer full-time equivalent (FTE) employees,
but this definition will be expanded to groups with 100 or fewer FTE employees in 2016. While this excludes the majority of
those with private insurance who receive coverage through a large employer, most large employers already provide coverage
for EHBs.

FIGURE 1. Health Plans Required to Cover Essential Health Benefits, By Market Type®
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While this issue brief focuses on the private market, EHB requirements also extend to certain Medicaid eligibility categories.
This means that those who are newly eligible for Medicaid will receive benefits similar to those of people who enrollin a plan
through the marketplaces. This is an important consideration, as millions of Americans are expected to experience income
changes from year to year, which will shift their program eligibility from Medicaid to the individual marketplace or vice

a4
versa.

EHB Implementation through Federal Regulations

Following passage of the ACA, the U.S. Department of Health & Human Services (HHS) was charged with determining which
services would be included in each of the ten EHB categories. HHS chose to seek input from several sources to help inform its
definition, which would be the foundation for how much individual and small group health plans would cost in 2014 and
2015.
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To begin, the U.S. Department of Labor conducted research for HHS on the coverage offered by employer plans. HHS then
held public forums across the country to gather public input, and asked the Institute of Medicine (IOM) to recommend a
process that would help define and update the EHB package. HHS requested that the process take into account the cost
impact of any benefit changes, as every added service would increase cost.” In October 2011, IOM submitted its report to
HHS. The report emphasized the importance of affordability when defining and updating the benefits and made several
recommendations; including recommendations that the EHB package should

e reflect plans in the small group market to lessen the market impact,
e balance cost with the comprehensiveness of services, and
e be updated annually beginning in 2016.°

Many expected HHS to define a national minimum standard.’ However, in December 2011, HHS published a bulletin, later
codified via the regulation process, that established a state-by-state standard. The bulletin requested that each state select
an EHB benchmark plan, an existing employer-sponsored health plan in the state that would serve as a coverage starting
point. States were asked to select one health plan from the following four categories to serve as the benchmark:®

e The largest plan by enrollment in any of the three largest small group products
e Any of the three largest state employee health benefit plans by enroliment
e Any of the three largest national Federal Employees Health Benefit Program (FEHBP) plan options by enrollment

e The largest insured commercial non-Medicaid HMO

If a state did not make a selection by September 30, 2012, the largest small group plan by enrollment would automatically
become the state’s benchmark. Twenty-five states and the District of Columbia selected a health plan (19 states and DC
selected a small group plan, four states selected a commercial HMO, and two states selected a state employee plan) to serve
as their benchmark, while 25 states defaulted to the largest small group plan by enrollment.’

Not all benchmark plans covered services in every EHB category. HHS directed states to supplement missing benefit
categories with the benefits offered by other EHB-benchmark candidates, but some, such as pediatric dental, pediatric vision,
and habilitative services, were not offered by any candidate. For these benefit categories, HHS provided states with
additional options for defining minimum coverage standards when coverage could not be supplemented with a benchmark
candidate.

In addition, HHS decided that insurers could substitute benefits or sets of benefits offered by the benchmark plan as long as
the substitutions occurred within the same EHB category (excluding prescription drugs), and the substituted benefits were
equivalent in value. States could establish stricter standards for substitution or not allow substitution altogether, but only five
states, including Michigan, prohibited substitution.

States often mandate individual and small group health plans to cover specific treatments or services. Under the ACA, states
are required to fund any premium tax credits or cost-sharing reductions related to state-mandated benefits in excess of the
EHB requirement; however, the financial impact of this requirement is expected to be relatively small.">** This is, in part,
because many common state mandates are included in the ten EHB categories, including emergency services and
prescription drugs.
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Further, the benchmark approach taken by HHS allowed states to select or default to a benchmark plan that was likely
regulated by the state and already covered any state-mandated benefits. Selecting a benchmark plan that encompassed most
or all state-mandated benefits allowed states to reduce or eliminate any financial liabilities during 2014 and 2015."

New and Expanded Coverage

Before the EHB requirement was implemented, individual and small group coverage of habilitative, mental health and
substance use disorder, pediatric dental, and pediatric vision services was particularly limited in comparison to the other EHB

13,14,15

categories. The limited coverage for these benefit categories required the federal government and states to take

additional steps to establish a complete EHB benchmark, which resulted in some unique implementation features.

Unlike the rehabilitative benefit category, there was significant variation in how health plans defined and covered the

17,18

habilitative benefit category prior to the ACA. The benefit was only “covered” or “covered with limits” by 59 percent of

the three largest small group plans in many states (which the majority of states selected or defaulted to as their
benchmark).” HHS permitted states to determine which services should be included in the habilitative benefit. If a state did
not make a determination, it could either: (1) require health plans to cover the same services for habilitative needs as they do
for rehabilitative needs and cover them at parity; or (2) allow the insurers to decide which habilitative services to cover and
report that information to HHS. HHS is monitoring coverage of habilitative services across the individual and small group

markets during 2014 and 2015, and will use the data it gathers from its research to inform future changes.”

Traditionally, mental health services have been covered less generously than medical and surgical services. In 2013, HHS
estimated that roughly 20 percent of individual market consumers had insurance that did not cover mental health services
and one-third had plans that offered no coverage for substance use disorder services; in contrast, 95 percent of consumers
with small group plans had some coverage for those services.”! As part of the EHB package, all non-grandfathered health
plans in the individual and small group markets were required to cover mental health and substance use disorder services.”

The ACA also requires that individual and small group plans comply with the Mental Health Parity and Addiction Equality Act
of 2008 (MHPAEA), which requires health plans to ensure that financial and treatment limits on mental health and substance
use disorder services are comparable to those placed on medical services.”> HHS reiterated this requirement via the final EHB

regulations, stating that health plans must comply with MHPAEA to fulfill the EHB requirement.”’ »

Since the EHB-benchmark plans are medical plans, most did not cover pediatric dental or vision services. Of the three largest
small group plans in states, about 40 percent offered no coverage options for pediatric dental services and 38 percent offered
no coverage options for children’s eye glasses.26 States were able to supplement their benchmark plan by selecting either the
state’s Children’s Health Insurance Program (CHIP), if available, or the Federal Employees Dental and Vision Insurance
Program (FEDVIP) plan with the largest enroliment.

Pediatric Dental Services

The ACA treats the pediatric dental benefit much differently than other benefits in the EHB package. During 2014 and 2015,
the law allows marketplaces to sell the pediatric dental coverage in three different ways:
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e Embedded dental benefit: The dental benefit is embedded within a health plan, along with all the other benefits, to
create one comprehensive plan.

o Bundled dental plan: A separate dental plan is paired with a health plan. The two plans are bundled together and

sold as a single product.

e Stand-alone dental plan: Consumers select a separate dental plan that is independent from their health plan. This is

similar to how dental plans have been traditionally offered.

Some regulations have been applied differently to stand-alone dental plans. These differences have created some confusion

and disincentives for purchasing pediatric dental coverage. For example, the premiums for stand-alone dental plans is not

factored into the calculation of the premium tax credits and separate out-of-pocket maximums for stand-alone dental plans

are stacked upon out-of-pocket spending for medical plans. With 60 percent of U.S. children having cavities or tooth decay by

. 27 . . . .
age five,”’ some analysts and advocates have raised concerns that little or no premium assistance for parents to purchase

pediatric dental coverage and increased out-of-pocket costs could leave some children without access to dental care.

28,29

Figure 2 provides an overview of how stand-alone, bundled, and embedded dental plans differ.

FIGURE 2. Summary of EHB Pediatric Dental Benefit Offering Options"'O

Number of
states where
the plan type is
available in
2014

Actuarial Value

Out-of-Pocket
Maximum

Premium Tax
Credits
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Stand-Alone Dental Plans

48 states

Separate dental plans must
meet one of the following two
actuarial values (plus or minus 2
percent):

e High Plans: 85 percent of
costs are paid by the dental
plan

e Low Plans: 70 percent of
costs are paid by the dental
plan

Federally-Facilitated
Marketplaces:

e 1 child: $700 (2014); $300
(2015)

e 2+ children: $1,400 (2014);
$700 (2015)

State-Based Marketplaces:

May set own “reasonable”
limits

The benefit is not included in
the tax credit calculation for
eligible consumers. Consumers
are able to apply any remaining
tax credit funds to the dental
premiums after the funds have
been applied to the health plan.

Individual and Small Group Markets
© Center for Healthcare Research & Transformation, August 2014

Bundled

Dental Plans

None (permitted in 5 states and
DC, but no plans offered; not
allowed in federally facilitated
marketplaces in 2014)

Separate dental plans must meet
one of the following two
actuarial values (plus or minus 2
percent):

e High Plans: 85 percent of costs
are paid by the dental plan

e Low Plans: 70 percent of costs
are paid by the dental plan

Federally-Facilitated
Marketplaces:

e 1 child: $700 (2014); $300
(2015)

e 2+ children: $1,400 (2014);
$700 (2015)

State-Based Marketplaces:

May set own “reasonable” limits

The benefit is included in the tax
credit calculation for eligible
consumers.

Embedded
Dental Plans

47 states and DC

No separate actuarial value
guidelines from the metal
tiers established for health
plans31

No separate out-of-pocket
maximum from health plan.

The benefit is included in the
tax credit calculation for
eligible consumers.
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It is important to note that consumers will not be subject to a tax penalty if they do not purchase pediatric dental coverage in
2014 and 2015. Consumers who buy coverage through the marketplaces are not required to buy pediatric dental coverage, 32
while insurers must have “reasonable assurance” that consumers who purchase coverage outside the marketplaces do buy
the benefit. Overall, enrollment data for pediatric dental coverage in the marketplace is limited. In May 2014, HHS reported
that 63,448 children in 36 states (those with federally facilitated and partnership marketplaces) were enrolled in stand-alone
dental plans, but it did not report on how many received dental coverage through embedded plans or how many enrolled in a
QHP are without dental coverage.”

Pediatric Vision Services

Similar to dental benefits, vision services are traditionally covered by vision plans that are sold separately from medical plans.
To meet the EHB standard for pediatric vision services, most states (37) chose the benefit offered by FEDVIP to supplement
their benchmark plan, while six states selected the benefit outlined in their CHIP plan. The remaining seven states had
selected a benchmark plan that included vision coverage.* Pediatric vision benefits covered by both FEDVIP plans and state
CHIP plans included vision screenings, an annual comprehensive eye exam if needed, and corrective eyewear (contacts and
glasses). The pediatric vision benefit, unlike pediatric dental, must be integrated within the medical plan coverage—allowing
the benefit to be included in subsidy calculations.

Michigan and Implementation of Essential Health Benefits

Following the HHS bulletin defining the EHB benchmark selection process, Michigan evaluated its options for 2014 and 2015
over a nine-month period. This involved identifying the ten benchmark candidates, evaluating the variation in benefits among
the candidates, determining whether benefits would need to be supplemented, gathering consumer feedback, and deciding
whether to recommend a benchmark plan. In September 2012, Michigan chose the Priority Health HMO as its benchmark,
supplemented with the MIChild dental plan (for pediatric dental) and the FEDVIP Blue Vision High plan (for pediatric vision).”

EHB Benchmark Selection Process

Michigan's EHB benchmark evaluation was led by the Office of Financial and Insurance Regulation (OFIR), which later became
the Department of Insurance and Financial Services (DIFS).36 HHS provided states with the list of the top three small group
plans, and OFIR identified the other seven benchmark options using enroliment data from the first quarter of 2012. Figure 3
shows the ten EHB benchmark candidates. If Michigan had not recommended a benchmark plan, it would have defaulted to
the small group plan with the largest enrollment (BCBSM Community Blue PPO).

FIGURE 3. Michigan’s 2012 Benchmark Candidates

Premium Effect of

Benefit

Plan Name Type of Plan Differences®
BCBSM Community Blue PPO Plan 4 Blue Cross Blue Shield of Small Group $2.00-$2.50
(default plan) Michigan
Priority Health HMO Priority Health Small Group S0
BCN10 HMO Blue Care Network Small Group $2.75-$3.50
Priority Health HMO Priority Health Commercial HMO S0
(recommended plan)
BCBSM Self-Insured Blue Cross Blue Shield of State Employee Plan $3.50-54.50

Michigan
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Premium Effect of

Benefit
Plan Name Type of Plan Differences®
PHP HMO Physicians Health Plan State Employee Plan $4.00-$5.00
Priority Health HMO Priority Health State Employee Plan $2.00-52.50
FEHBP BCBS Standard Option Blue Cross Blue Shield Federal Employee Plan $5.50-$7.00
Association
FEHBP BCBS Basic Option Blue Cross Blue Shield Federal Employee Plan $14.50-$18.25
Association
FEHBP GEHA Standard Option Government Employees Federal Employee Plan $13.00-$16.25

Health Association

To determine which benchmark candidates could meet federal standards, OFIR grouped the covered benefits of each plan
into the ten categories required by the ACA. OFIR also contracted with Wakely Consulting Group to examine the benefit
generosity of each candidate and quantify its effect on premium costs. This allowed OFIR to determine the cost effect of its
choice and know whether the benchmark selection would need to be supplemented. Wakely's analysis identified the Priority
Health HMO as the lowest-cost benchmark option. The default plan would have led to monthly premium costs being $2 to
$2.50 greater per person, by comparison (Figure 3). Premium effects for benchmark candidates varied due to benefit
differences for covered services, particularly for rehabilitation visits, fertility drugs, and skilled nursing facility days.*®

Supplementing the Benefits of the Michigan Benchmark Plan

Among the ten benchmark candidates, none provided pediatric vision benefits, and only the federal employee plans provided
limited pediatric dental and habilitative benefits. This meant the benchmark plan required supplementation with benefits
from other candidates or separate plans. Since the state made its own benchmark selection, it had leeway about how to
satisfy all ten categories of essential benefits with its benchmark plan.

Pediatric Dental and Vision Services

Federal guidance provided Michigan with limited options to supplement the benchmark to fulfill the pediatric vision and
dental benefit categories. The only vision option was the Blue Vision High plan, the FEDVIP plan with the highest enrollment
nationwide. Michigan had two options to supplement pediatric dental benefits: MetLife Dental PPO-High Option, the FEDVIP
dental plan with the highest enrollment nationwide, or MIChild dental, the state's CHIP dental plan. Michigan chose MIChild
dental, as it had slightly smaller effects on premium costs.

Habilitative Services

Since the Priority Health HMO plan did not provide coverage for habilitative services, OFIR was required to recommend a way
to supplement the benchmark plan to include these services. Ultimately, Michigan defined habilitative services>® and
specified applied behavioral analysis (ABA) for the treatment of autism spectrum disorders (ASDs) as a type of habilitative
service. Coincidently, in April 2012 Michigan enacted a mandate that most state-regulated plans provide coverage for the
diagnosis and treatment of ASDs. QHPs on the marketplace were exempted from this mandate, since it took effect during the
benchmark selection process.40

In January 2013, however, OFIR issued an order that ABA treatment for autism be included as a habilitative service and
required QHP issuers to cover this service in plans offered for 2014.** To complicate matters even more, the state law

The ACA and Essential Health Benefits: An Overview of the New Coverage Standards in the
Individual and Small Group Markets 7
© Center for Healthcare Research & Transformation, August 2014



CENTER FOR HEALTHCARE RESEARCH & TRANSFORMATION

prohibits visit limits on the treatment of ASDs but allows annual dollar limits, which are prohibited by the ACA. Therefore,
insurers were required to convert annual limits to other forms, such as scope or duration limits, for 2014 plans. DIFS later
recognized that these limits function similarly to visit limits, which are prohibited by state law, so 2015 plans are prohibited
from applying them.” Overall, the new autism treatment mandate was originally intended to exempt the QHP marketplace
but was ultimately used by the state to satisfy an essential benefit category for plans sold in this marketplace.

2014 Michigan Health Plan Options

In the 2014 Michigan health insurance marketplace, ten insurers offered qualified health plans, and five offered stand-alone
dental plans. However, plan competition for QHPs varied significantly by county. In southeast Michigan (Macomb, Oakland,
and Wayne Counties), nine insurers offered QHPs, while only one insurer (Blue Cross Blue Shield of Michigan) offered QHPs in
Delta County. By comparison, as displayed in Figure 4, three insurers offered dental plans statewide, meaning that all
consumers had a choice among a least three companies if they sought to purchase dental coverage through the marketplace.

FIGURE 4: Insurer Participation and Plan Offerings in the 2014 Michigan Marketplace

Number of Counties
Insurance Company Participating Number of Plans Offered*

Qualified Health Plans

Blue Cross Blue Shield of Michigan 83 5
Priority Health 70 18
Blue Care Network of Michigan 70 9
Consumers Mutual Insurance of Michigan 47 5
MclLaren Health Plan, Inc. 28 6
Health Alliance Plan (HAP) 23 7
Total Health Care USA, Inc. 4 2
Humana Medical Plan of Michigan Inc. 3 4
Meridian Choice Health Plan of M, Inc. 3 4
Molina Healthcare of Michigan, Inc. 3 3

Stand-Alone Dental Plans

BEST Life 83 6
Blue Cross Blue Shield of Michigan 83 4
Humana Insurance Company 83 1
Golden Dental Plans, Inc. 9 36
Dentegra Insurance Company 1 4

* Health plan totals include child-only QHPs. Insurers are not required to offer all of their plans in each county that they participate in.

Consistent with its role of providing plan management support for the health insurance marketplace, Michigan was actively
engaged in the process of establishing an essential health benefits benchmark for the creation of qualified health plans. With
most of its choices, Michigan (through the work of OFIR and later DIFS) opted for benefit standards that would mitigate
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premium costs for consumers, while satisfying federal requirements. However, the EHB benchmark selection only applies for
the 2014 and 2015 plan years, and it is not yet clear how benefits standards will be established in 2016 and thereafter.

Conclusion

The EHB requirement established by the ACA were intended to make coverage provided by individual and small group health
plans more comparable to the coverage offered by large employers, thereby enhancing access and financial protection for
consumers in those markets. The decision of HHS to use a state-by-state approach to define which services were considered
essential made minimizing impacts on the market and premium costs a priority. However, the approach also required states
to make significant decisions and created unique implementation features. By law, HHS is required to periodically review and
update the EHB standard to account for any difficulties with access (coverage or affordability), market changes, and medical
advances. HHS has stated that the minimum standards set by the EHB benchmarks will apply for at least 2014 and 2015 and
that it will assess the benchmark process in 2016. The outcome of the assessment will likely inform future updates or
modifications.
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