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Alabama's Pass on Mediaid Expansion Leaves
Birmingham's Uninsured with Weak Safety Net

labama’s pass on the Medicaid expansion under
national health reform leaves the Birmingham

region’s low-income, uninsured adults with a patchwork
safety net widely regarded as limited and inadequately
funded, according to a new Center for Studying Health
System Change (HSC) study of the region’s commercial
and Medicaid insurance markets (see Data Source).

After making early progress in setting up a state-run
health insurance exchange, Alabama ultimately reversed
course and ceded the exchange’s operation to the federal
government. Transitioning from the current minimally
regulated commercial insurance market to the more
stringent standards required by the Patient Protection
and Affordable Care Act (ACA) poses many challenges
for Alabama. One is federal control of the insurance rate-
review process, after federal authorities deemed Alabama’s
process ineffective. Another is potential rate shock
and instability when the ACA's rating restrictions take
effect—especially in the nongroup, or individual, market,
which now has no rating restrictions. Key factors likely
to influence how national health reform plays out in the
Birmingham area include:

» Uncompetitive health insurance market. With Blue
Cross and Blue Shield of Alabama (BCBS) control-
ling about 85 percent of the commercial market,
Birmingham ranks among the least competitive insur-
ance markets in the country. While BCBS lacks major
rivals, the insurer reportedly does not exercise nego-
tiating leverage in a heavy-handed manner with pro-
viders. BCBS obtains better provider discounts than
other insurers but reportedly could pursue lower rates
given its market clout. Compared to many markets,
Birmingham-area insurance premiums are moderate.

» Traditional benefit designs. The predominant com-
mercial offerings are traditional preferred provider
organization (PPO) products with modest out-of-
pocket cost sharing, comprehensive provider networks
and few, if any, care-management features. High-
deductible health plans have yet to gain a significant
foothold in the market, and limited-provider networks
and other innovations have gained even less traction.

» Academic medical center dominates market. The
University of Birmingham at Alabama (UAB) Health
System is the market’s leading provider, with a flagship
hospital that serves as a specialty referral center for
the entire state. Outside of UAB, which employs many
physicians, there has been little hospital-physician
alignment in the market, although physician employ-
ment by other systems is growing. Likewise, there has
been little physician consolidation into large practices.
With the exception of the small health maintenance
organization (HMO) VIVA Health, risk sharing
between commercial health plans and providers is
nonexistent.

» Stringent Medicaid eligibility. Alabama sets Medicaid
eligibility at minimum federal levels: low income cut-
offs for categorically eligible groups and no coverage
for nondisabled, childless adults. Despite these restric-
tive standards and the absence of state outreach activi-
ties, Medicaid enrollment grew 24 percent in greater
Birmingham from 2008 to 2012, as the economic down-
turn led to job losses.

» No Medicaid managed care to date. The state Medicaid
agency contracts directly with providers on a fee-for-
service basis. However, motivated by the need to slow
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the growth of Medicaid spending, Alabama recently
enacted a law mandating new regional care organiza-
tions (RCOs). Beginning in 2016, RCOs will assume
full financial risk for enrollee care. With little or no
experience with capitated payments—fixed per-mem-
ber, per-month amounts—it is uncertain how prepared
providers will be to manage care and take on financial
risk.

A weak, fragmented safety net. The safety net has
limited funding, few providers—one federally qualified
health center (FQHC), a few hospitals providing spe-
cialty and inpatient care, and several free clinics—and
little coordination among providers.

Uncertainty about the exchange. As in all states with
federally run exchanges, decisions about which carri-
ers, products and rates would be available were delayed.
When the exchange opened on Oct. 1, technical glitches
restricted many consumers’ access to product and price
information. Only BCBS and Humana are offering
nongroup exchange products, confirming respondents’
predictions of limited competition. Two defining char-
acteristics of the commercial market are unlikely to
change: the dominance of BCBS and the lack of product
innovation.
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Chilfon

Market Background

Home to more than 1.1 million people, the Birmingham
metropolitan area in north-central Alabama encom-
passes seven counties: Jefferson—whose county seat is
Birmingham—Shelby, Walker, Blount, St. Clair, Bibb and
Chilton (see map). Over the past decade, the region’s
population has grown more slowly than the nationwide
metropolitan average (see Table 1).

Greater Birmingham has a higher proportion of white
residents and twice the proportion of black residents as
the average metropolitan area—28 percent vs. 14 percent,
respectively—but far fewer other minorities. The region
fares worse than other metropolitan areas on a number of
key health indicators, including the prevalence of diabe-
tes, obesity, tobacco use and self-reported fair/poor health
status. Alabama is among the lowest-income states in the
nation, ranking 42nd in median income.! As the economic
and financial hub of Alabama, Birmingham is better off
than much of the state, but the share of residents living in
poverty is above average for metropolitan areas—17 per-
cent vs. 14 percent. A racial divide persists with respect to
income: Nearly a quarter of blacks live below the poverty
line, compared to one in 10 whites.?

Despite below-average income and health status, the
Birmingham region fares relatively well on some key
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economic indicators, including health insurance cover-
age and unemployment. The area’s rate of private health
insurance coverage closely matches the nationwide
metropolitan average (56.6% vs. 56.3%), and the propor-
tion of residents without health coverage is lower than
the nationwide average (13.6% vs. 17.0%). Before the
Great Recession, Birmingham’s unemployment rate was
exceptionally low at 3.1 percent in 2007, compared to

the metropolitan average of 4.5 percent. During the eco-
nomic downturn, unemployment peaked at 10.3 percent
but remained consistently below the national average. By
February 2013, unemployment had fallen to 7.2 percent,
compared to 7.7 percent nationally.> The 2011 bankruptcy
of Jefferson County—at the time, the largest-ever munici-
pal bankruptcy—contributed to unemployment, with the
county laying off 10 percent of its workforce in 2011 and
an additional 15 percent to 20 percent in 2012.4

In the 1950s and 1960s, Birmingham’s economy relied
on the iron and steel industry. With that sector’s decline,
the region’s economy diversified. The University of
Alabama at Birmingham is the region’s largest employer,
followed by government at the federal, state and local
levels, as well as AT&T; Regions Financial, a commercial
bank; KBR, an engineering and construction firm; and
several health systems.

Since the 1960s, the city of Birmingham has experi-
enced a population decline and a growing poverty rate
(25% in 2010), as the iron and steel industry collapsed
and middle-class families left for the suburbs. In con-
trast, the communities south and southeast of the city are
among the metropolitan area’s most affluent and fastest
growing.

Little Insurance Regulation

Consistent with Alabama’s politically conservative orien-
tation and approach to business oversight in general, the
state imposes little regulation on the commercial health
insurance market (see Table 2). The nongroup market has
no rating restrictions at all. In the small-group market
(2-50 workers), Alabama prohibits rating by industry or
tobacco use but allows premiums to vary by age, health
status and gender. The state does limit the extent of small-
group premium variation: Base rates can vary by a factor
of 4:1 based on age, plus or minus 25 percent based on
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Table 1
Demographics and Health System Characteristics
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BRMINGHAM ~ METRO AREAS

(800,000+ Porp.)
PopuLATION StATisTICS, 2010 4,290,396
PoruLATION GrOWTH, 10 YEAR 7.4% 10.9%
PoPULATION GROWTH, 5 YEAR 3.5% 4.6%
Act
PersoNs UNDER 5 Years OLD 6.6% 6.6%
PersoNs UNDER 18 Years OLD 23.9% 24.3%
PersoNs 18 10 64 Years Olb 63.2% 63.7%
PERSONS 65 YEARS AND OLDER 13.0% 12.0%
RACE/ETHNICITY
WHITE 64.9% 55.6%
Black 28.3% 14.1%
LaTNO 4.4% 20.6%
AsiAN 1.2% 6.8%
OTHER RACE OR MuLTIPLE RACES 1.1% 2.9%
FOREIGN BORN 4.2% 17.8%
Limiren/No ENGLISH 3.2% 11.7%
EbucaTioN
HiGH ScHooL Or HIGHER 84.6% 85.9%
BACHELOR'S DEGREE OR HIGHER 26.3% 32.4%
HEAITH STATUS
ASTHMA 11.5% 13.7%
DIABETES 12.4% 8.7%
ANGINA OR CORONARY HEART DISESASE 4.3% 3.7%
OVERWEIGHT OR OBESE 66.3% 62.1%
ADUIT SMOKER 21.2% 15.2%
HeAlTH STaTUS FAR OR POOR 17.7% 14.7%
ECONOMIC INDICATORS
Less THAN 100% OF FEDERAL POVERTY LeVEL (FPL) 17.0% 14.2%
Less THAN 200% oF FPL 36.6% 31.9%
HouseHolD INcome Asove $100,000 16.9% 24.4%
UNEMPLOYMENT RATE 2011 8.3% 9.0%
HEALTH INSURANCE
UNINSURED 13.6% 17.0%
MEeDICAID/OTHER PUBLIC 12.5% 12.5%
PRIVATELY INSURED 56.6% 56.3%
MEDICARE 11.7% 10.0%
OTHER COMBINATIONS 5.6% 4.3%
HosprtaLs
HosprraL Beps Ser Up AND STAFFED PER 1,000 POPULATION 4.2 2.8
AVERAGE LENGTH OF STaY, 2010 (DAYs) 57 57
HEAITH PROFESSIONAL SUPPLY
PHysicians per 100,000 PoPULATION 220 207
PRIMARY CARE PHYSICIANS PER 100,000 POPULATION 81 82
SPECIAUST PHYSICIANS PER 100,000 POPULATION 139 125

Sources: U.S. Census Bureau, 2010; American Community Survey, 2010; Centers for Disease Control and Prevention,
Behavioral Risk Factor Surveillance System, 2010; Bureau of Labor Statistics, 2011; American Hospital Association,
2010; Area Resource File, 2011
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group health status, and plus or minus 15 percent based on
group size.

Compared to most states, Alabama imposes fewer benefit
mandates on fully insured products and tends not to man-
date coverage of more costly services—for example, infertil-
ity treatment, comprehensive autism treatment, some types
of cancer treatment and access to clinical trials.”

State law requires certain insurers—Blue Cross and
Blue Shield of Alabama and HMO plans—to submit
small-group and nongroup premium rates to the state
Department of Insurance (DOI) for approval 30 days prior
to a policy’s issue or renewal date. Reportedly, DOI does

Despite restrictive Medicaid eligibility, about
20 percent of Birmingham-area residents
were covered by Medicaid at some point in
2012, largely reflecting the high prevalence
of poverty among pregnant women and

children.

not disapprove rate increases outright but does discuss ini-
tial rate filings with health plans. This process sometimes
results in lower rate increases than those originally pro-
posed by insurers.

Since the late-1990s, Alabama has operated a high-risk
pool, but it is restricted to people with at least 18 months of
uninterrupted group coverage as defined under the federal
Health Insurance Portability and Accountability Act. In
2010, about 2,100 Alabama residents were enrolled in the
state high-risk pool. The ACA required all states to offer
a temporary high-risk pool for people denied coverage
because of health status, but Alabama declined to operate
the pool, leaving the task to the federal government.

Restrictive Medicaid Eligibility

Alabama sets Medicaid eligibility at minimum federal
levels. Children 5 and younger and pregnant women are
covered up to 133 percent of the federal poverty level,
while children older than 5 are covered just up to the
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poverty level. Parents of dependent children are cov-
ered to 23 percent of poverty if working and 10 percent
if unemployed. Nondisabled, childless adults are not
eligible at all. While Alabama sets stringent Medicaid
income cutoffs for children, the state’s Children’s Health
Insurance Program (CHIP), ALL Kids, offers coverage
to children with family incomes up to 300 percent of
poverty—a more expansive eligibility standard than in
many states.

Despite restrictive Medicaid eligibility, about 20 per-
cent of Birmingham-area residents were covered by
Medicaid at some point in 2012,° largely reflecting the
high prevalence of poverty among pregnant women and
children. During the economic downturn, loss of jobs
and reductions in income led to increased Medicaid
eligibility and enrollment. From 2008 to 2012, enroll-
ment grew by 19 percent statewide and 24 percent in
Birmingham,” even in the absence of state outreach
activities.

In 2012, the Medicaid program faced a crisis when the
state’s initial 2013 budget mandated a 30 percent funding
reduction, despite increased enrollment. The crisis was
narrowly averted when the state diverted money from a
state oil and gas royalty trust fund to cover the Medicaid
shortfall. However, this fix was temporary, and budget
pressures persist.

Alabama’s Medicaid program currently operates under
a traditional fee-for-service model, with the Medicaid
agency negotiating payment rates directly with providers
and the state retaining all financial risk. In 2013, Alabama
opted to overhaul Medicaid financing and care delivery by
enacting a law that eventually will shift all financial risk
for enrollees’ care to entities known as regional care orga-
nizations, or RCOs, which must be provider-sponsored
entities. Beginning in 2016, the RCOs will receive capi-
tated—fixed per-member, per-month—payments from
the state to pay providers and manage patient care. Some
observers expressed concern that the state may be tempted
to address ongoing budget pressures by setting capitation
rates too low, which could threaten the financial viability
of fledgling RCOs and their ability to deliver acceptable
access and quality.

In moving from fee for service to managed care, state
policy makers hope to slow Medicaid spending growth.

ACA IMPLEMENTATION —MONITORING AND TRACKING
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Table 2
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How Do Alabama State Laws Compare to Major Provisions in the Affordable Care Act (ACA)?

ACA PRroVisioN (EFFECTIVE DATES)

ALaBaAMA Law BEeroRE THE ACA

Making Coverage Available and Affordable

High-Risk Pool (2010-2014): States must have in place a feder-
ally financed, temporary high-risk pool that provides coverage
to individuals with pre-existing conditions who have been unin-
sured for at least six months.

Alabama has had a state high-risk pool, the Alabama Health
Insurance Plan, in place since 1998. The plan only covers
people transitioning directly from uninterrupted group insur-
ance. As of December 2011, approximately 2,133 people
were enrolled.

Medicaid Expansion (2014): States have the option to expand
Medicaid coverage to 138% of the federal poverty level (FPL)
for individuals (U.S. citizens and legal immigrants residing in
the country at least five years) under age 65. Coverage of
newly eligible individuals will be fully funded by the federal
government until 2016, with support gradually declining to
90% of cost by 2020.

i Alabama Medicaid covers children aged 0-5 up to 133% of

FPL; children aged 6-19 up to 133% FPL; pregnant women up

- to 133% of FPL; parents of dependent children up to 23% or

10% of FPL, for working and non-working parents, respective-

- ly. ALL Kids, Alabama’s Children’s Health Insurance Program,

covers children above Medicaid eligibility levels but below

: 300% of FPL. Alabama has declined the ACA Medicaid

expansion option.

Regulating the Private Insurance Market

Guaranteed Issue (2014): Carriers must offer a policy to every-
one who applies for coverage. (Prior to the ACA, federal law

that guaranteed renewability apply to both small-group and
nongroup plans.)

required that guaranteed issue apply to small-group plans and

Alabama does not require guaranteed issue in the nongroup
market.

Modified Community Rating (2014): Carriers cannot base
insurance premiums on an individual’s health status but can
base premiums on age (limited to a 3 to 1 ratio); geographic
area; family composition (single vs. family coverage); and
tobacco use (limited to a 1.5 to 1 ratio).

Alabama allows carriers in the small-group market to rate
based on health status, age and gender but not industry or
tobacco use. There are no rating restrictions in the nongroup
market.

particularly large premium rate increases to the federal govern-
ment and state.

Review of Premium Rate Increases (2010): Carriers must justify

Alabama'’s rate-review law requires health maintenance orga-
nization plans and Blue Cross and Blue Shield of Alabama
to file nongroup and small-group rate increases with the
Department of Insurance 30 days prior to policy renewal.

Medical Loss Ratios (2010 and 2011): Since 2010, carriers
must report the share of premium dollars spent on clinical ser-
vices, quality initiatives, administrative and other costs, and
since 2011, provide rebates to consumers or reduce premiums
if the share of premiums spent on health care services and
quality initiatives is less than 85% for large-group plans or
80% for nongroup and small-group plans.

Alabama has no medical loss ratio requirements on insurers.

Sources: Authors’ analysis of existing state regulations and ACA provisions; Kaiser Family Foundation State Health Facts, Alabama: Health Insurance & Managed Care, http://kff.org/state-category/health-
insurance-managed-care/?state=AL, (accessed Sept. 15, 2013); Kaiser Family Foundation, State Exchange Profiles: Alabama, http://kff.org/health-reform/state-profile/state-exchange-profiles-alabama/,
(accessed Sept. 15, 2013); Kaiser Family Foundation, Summary of the Affordable Care Act, Menlo Park, Calif. (April 23, 2013)

The RCOs reportedly are based on Oregon’s new coor-
dinated care organization (CCO) model; however, there
appear to be few parallels between the two states’ Medicaid
programs. Long before Oregon implemented CCOs, the
state had a strong group of Medicaid managed care plans
with abundant experience taking full financial risk and
managing care for enrollees within integrated delivery sys-
tems. In contrast, Alabama will be entering uncharted terri-
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tory as it transitions from a fragmented, largely unmanaged
fee-for-service delivery system.

BCBS Dominates Insurance Market

The commercial health insurance market in Birmingham—
and Alabama generally—is perhaps the least competitive
market nationwide. The dominant carrier, nonprofit Blue
Cross and Blue Shield of Alabama, controls an estimated
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85 percent of the overall commercial market. BCBS is
especially dominant in the small-group segment, with an
estimated 95-percent market share. While the nongroup
segment has more carriers than the small-group segment,
BCBS still commands about 85 percent of the market.
BCBS benefits from strong consumer brand recognition,
reinforced by heavy advertising. The large-group segment is
the most competitive. Many large employers self-insure and
can choose from a multitude of local/regional and national
third-party administrators. Nonetheless, BCBS still controls
an estimated 75 percent of the large-group market.

BCBS has two noteworthy commercial competitors
in Birmingham: national for-profit UnitedHealth Group
and local HMO VIVA Health, owned by the UAB Health
System. United’s niche includes high-deductible health
plans, wellness programs, online consumer tools and data
capabilities. United participates in the nongroup market

The commercial health insurance market in
Birmingham—and Alabama generally—is
perhaps the least competitive market nation-
wide. The dominant carrier, Blue Cross and
Blue Shield of Alabama, controls an esti-
mated 85 percent of the overall commercial

market.

through a subsidiary, Golden Rule, and in the group market
as UnitedHealthcare. As the largest HMO in the market,
VIVAs competitive advantage centers on managed care
capabilities, including care management and utilization
management. VIVA maintains a presence in all commercial
group segments but not the nongroup market. While VIVA
is a tiny fraction of BCBS in size, it does provide coverage
for a majority of UAB employees. National carrier Humana
also has a presence in the market.

BCBS reportedly maintains dominance by keeping
administrative costs lower and obtaining better provider
discounts than competing insurers. BCBS’ use of in-house

NO. 7 OF 8 « OCTOBER 2013

staff rather than brokers to sell insurance policies reported-
ly has helped the carrier to keep administrative costs down.
BCBS’ ability to obtain provider discounts reportedly has
been a major factor in keeping premium levels moderate in
the Birmingham area compared to many markets—likely a
key factor behind Birmingham’s relatively high rates of pri-
vate insurance. At the same time, several market observers
noted that the company does not demand particularly steep
provider discounts. According to one market observer, “I
have heard providers say [privately]...that Blue Cross Blue
Shield could squeeze them [providers] a lot tighter if they
wanted to” As another market insider noted, squeezing
providers harder—especially hospitals—might prompt a
community backlash and invite more scrutiny from state
regulators and policy makers.

Respondents uniformly characterized Birmingham’s
insurance market—and the health system generally—as
lacking innovation. One observer spoke of the market
being stuck in a “time warp,” while another described it as
“behind the curve” on new approaches to insurance ben-
efit design, provider payment and care delivery. The most
popular benefit design in the market is a traditional PPO
product with low-to-moderate cost sharing—$250 average
individual deductible among large groups, increasing to
$500 to $1,000 as group size decreases. Fixed copayments
remain common rather than coinsurance, where patients
pay a percentage of the total bill. High-deductible health
plans have gained far less traction in Birmingham than
many other markets; by some estimates, these products
cover fewer than one in 10 of commercially insured people.
Broad provider networks remain the norm, even for VIVAs
HMO offerings. While VIVA, United and other carriers
cannot quite match the breadth of BCBS’ comprehensive
provider network, their networks generally include all of
the hospitals and at least 90 percent of the physicians in
greater Birmingham. A few experiments with limited-net-
work products over the years were withdrawn when they
failed to capture purchaser interest.

Innovative payment arrangements between plans
and providers have not been attempted in most of the
Birmingham market. The only plan to engage in risk shar-
ing with providers is VIVA, which uses capitation as the
payment method for some hospitals and large, hospital-
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owned physician practices in its network. However, lack of
widespread integration and consolidation in the provider
sector prevents VIVA from using risk sharing broadly.

UAB Dominates Hospital Market

The market’s leading provider is the University of Alabama
at Birmingham Health System. UAB Hospital is the state’s
top academic medical center and serves as a tertiary refer-
ral center not just for Alabama, but also for much of the
Southeast. In addition, Children’s Hospital of Alabama at
UAB serves as a major regional referral center for pedi-
atrics. UAB reportedly obtains consistently higher pay-
ment rates from insurers than other hospitals. One market
observer referred to the Birmingham market as a “bilateral
monopoly;” given the dominant positions of BCBS and
UAB.

Respondents had mixed views about the competitive
position of hospitals other than UAB. Other hospitals
in the market include four hospitals in the St. Vincent’s
Health System, which is part of Ascension Health, the larg-
est Catholic and nonprofit hospital system in the country;
nonprofit Baptist Health System with three hospitals in
greater Birmingham; Trinity Medical Center, owned by
national for-profit chain Community Health Systems; and
Brookwood Medical Center, owned by Tenet Health Care,
another for-profit national chain. Some observers suggested
that these hospitals struggle to differentiate themselves
and their brands. However, other respondents pointed to
Brookwood’s reputation for orthopedics and St. Vincent’s
reputation for high-touch care and obstetrics.

Except for UAB, which employs a large number of physi-
cians, Birmingham has less hospital employment of physi-
cians and other forms of hospital-physician alignment than
many markets. Despite Baptist Health and Brookwood
increasing their employment of physicians in recent years,
most hospitals and physicians in the market still have what
one observer described as “a very 1950s kind of relation-
ship.” Birmingham also has seen relatively little consolida-
tion of physicians into large practices; most physicians
outside the UAB system are still in small, independent
practices. Given the lack of provider consolidation and
integration—aside from UAB, whose focus is on specialty
and tertiary care—it is not surprising that the market has
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Birmingham’s uninsured adults—whose
care is financed largely by county funding,
supplemented by charity care—face seri-
ous difficulties accessing both primary and

specialty care.

neither Medicare nor commercial activity around account-
able care organizations.

Compared to other metropolitan areas, Birmingham has
an average supply of primary care physicians and a slightly
above-average supply of specialists in the entire market, but
the supply available to the safety net is widely regarded as
seriously inadequate.

Weak, Fragmented Safety Net

Birmingham’s uninsured adults—whose care is financed
largely by county funding, supplemented by charity care—
face serious difficulties accessing both primary and special-
ty care. Unlike the resources available to pregnant women
and children with Medicaid or CHIP coverage,? the safety
net serving uninsured adults is a limited patchwork of pro-
viders lacking integration or coordination.

Three hospitals—UAB, St. Vincent’s East and Baptist
Health’s Princeton Medical Center—reportedly are the
main safety net providers for adults. Until 2012, Jefferson
County operated a dedicated safety net hospital, Cooper
Green Mercy Hospital, which provided the majority of
inpatient care to the county’s low-income, uninsured resi-
dents. Because of the county’s bankruptcy and Cooper
Green’s financial problems, the hospital stopped provid-
ing inpatient and emergency care in 2012. Cooper Green
became an outpatient center, but instability has led to
the departure of much of the clinical staff, leading some
observers to question whether Cooper Green can fulfill its
intended new role as a source of coordinated, low-cost out-
patient care.

The community’s sole federally qualified health center,
Birmingham Health Care (BHC), which operates six clin-
ics, has been embroiled in financial scandals involving the
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In the absence of Medicaid expansion,
adults with incomes between 100 percent
and 138 percent of poverty will be eligible
for subsidies to buy private coverage on the
exchange. However, nondisabled, childless
adults with incomes below 100 percent of

poverty have no path to insurance.

center’s former leadership team.’ UAB has severed all clini-
cal partnerships between the two organizations, and BHC
reportedly has done little to coordinate with other safety
net providers. A number of small free clinics, which tend
to focus on homeless populations or undocumented immi-
grants, offer some outpatient care.

Birmingham’s limited, fragmented safety net is unlikely
to see significant changes under health reform. With
Alabama’s rejection of a Medicaid expansion, there will be
no influx of federal dollars flowing to safety net providers.
One market observer predicted that the safety net will con-
tinue to “hobble along...pretty much as it is now.”

Reluctantly Inching Toward Reform

Despite the state joining a lawsuit challenging the ACA’s
constitutionality, two successive Republican governors
initially appeared willing to implement the law’s key provi-
sions, with the state obtaining federal and private founda-
tion grant funding to prepare for ACA implementation.

In 2012, however, momentum stalled, and the state
reversed course. Some observers suggested that state policy
makers spent much of the first half of 2012 waiting for the
U.S. Supreme Court to strike down the ACA. By the time
the Supreme Court upheld the bulk of the ACA but struck
down the mandatory Medicaid expansion, opposition to
all aspects of the reform law was entrenched in the state. In
November 2012, the governor announced the state would
neither expand Medicaid nor implement a state-based
exchange (see Table 3). Key developments at the state level
include:
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No Medicaid expansion. If Alabama expanded Medicaid
to 138 percent of poverty, a UAB study estimates 530,000
state residents would be newly eligible.!? In the Medicaid
take-up scenario considered most likely by UAB research-
ers, approximately 300,000 of these residents likely would
have enrolled in Medicaid.

In the absence of Medicaid expansion, adults with
incomes between 100 percent and 138 percent of poverty
will be eligible for subsidies to buy private coverage on
the exchange. However, nondisabled, childless adults with
incomes below 100 percent of poverty have no path to
insurance under the ACA, which specifies that they are
ineligible for subsidies. Some respondents suggested that
Alabama eventually may again reverse course and expand
Medicaid because, as one market observer put it, “There’s
simply too much federal money left on the table [by declin-
ing the expansion]” One possible blueprint was provided
by Arkansas, which recently received a federal waiver to
give adults newly eligible for Medicaid—including those
with incomes below poverty—premium subsidies financed
with federal Medicaid funding to purchase coverage on
the state health insurance exchange. This approach allows
states to expand coverage for low-income adults without
increasing the rolls of their traditional Medicaid programs.

Federally facilitated exchange. Initially, a state-run
health insurance exchange drew wide support from state
policy makers, even among those opposing the ACA over-
all. A state-based exchange was seen both as a way to spur
competition in the state’s commercial insurance market
and as an important safeguard against ceding control to the
federal government. In mid-2011, Gov. Robert Bentley (R)
established the Alabama Health Insurance Exchange Study
Commission. By late 2011, the commission had unani-
mously endorsed a state-based exchange and issued recom-
mendations on structure and financing. In 2012, however,
the governor withdrew support for a state-based exchange.
As a result, the federal government assumed responsibility
for implementing and running Alabama’s exchange.

Alabama declined to choose a benchmark plan for
essential health benefits, so the largest small-group plan—
BCBS 320 Plan, a PPO product—became the benchmark
by default. The plan is comparable to other small-group
products and slightly less comprehensive than the state
employee plan. Alabama does not plan to conduct any plan

ACA IMPLEMENTATION —MONITORING AND TRACKING
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Table 3
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Implementing the Affordable Care Act (ACA): Alabama's Key Decisions

ACA PROVISION

ALABAMA'S DECISION

Insurance Exchanges: By 2014, states must have in operation insurance
exchanges selling products to individuals and small groups. States may
operate their own exchanges, partner with the federal government to
operate their exchanges, or allow the federal government to operate and
administer their exchanges. Federally operated exchanges will offer one
small-group plan in 2014; states choosing to operate their own small-
group exchanges now have until 2015.

The federal government will operate Alabama's
health insurance exchanges.

Nongroup and Small-Group Markets & Exchanges: States have the option
to merge the risk pools of the nongroup and small-group markets; they
also may operate a combined small-group and nongroup exchange, pro-
vided the exchange has adequate resources to assist both small employ-
ers and individuals in purchasing coverage.

Alabama will not merge the nongroup and small-
group markets or risk pools.

Passive vs. Active Purchaser: States will decide the degree to which their
exchanges will regulate health insurance products. States may allow any
insurance product that meets the minimum federal requirements to be sold
through the exchange, referred to as a clearinghouse model. Or, states
may select plans to be offered in the exchanges based on additional
requirements, referred to as an active purchasing model.

The federally facilitated exchange will use the
clearinghouse model in 2014.

Tools to Reduce Adverse Selection: States must adopt a risk-adjustment
model for nongroup and small-group health plans, in which they collect
payments from plans with relatively healthier enrollees and redistribute
these funds to plans with relatively sicker enrollees.

. The federal government will administer risk adjust-

ment until December 2015.

Essential Health Benefits Package: States must select a health benefits
package that establishes a benchmark level of minimum coverage for
plans sold in the exchange (and non-grandfathered plans sold outside the
exchange). For this essential health benefits package, states may choose:
1) one of the three largest (based on enrollment) small-group insurance
products; 2) one of the three largest state employee health plans; 3) one
of three largest Federal Employee Health Benefit Program plan options; or
4) the largest insured commercial health maintenance organization.

Small-group plan (Blue Cross and Blue Shield of
Alabama 320 Preferred Provider Organization)

Sources: Authors’ analysis of existing state regulations and ACA provisions; Kaiser Family Foundation State Health Facts, Alabama: Health Insurance & Managed Care, http://kff.org/state-category/health-
insurance-managed-care/?state=AL, (accessed Sept. 15, 2013); Kaiser Family Foundation, State Exchange Profiles: Alabama, http://kff.org/health-reform/state-profile/state-exchange-profiles-alabamal/,
(accessed Sept. 15, 2013); Kaiser Family Foundation, Summary of the Affordable Care Act, Menlo Park, Calif. (April 23, 2013)

management or consumer assistance functions related to
the exchange.

Federal rate review. Under the ACA, the U.S.
Department of Health and Human Services (HHS) is
charged with determining whether states have effective
processes in place for reviewing small-group and nongroup
premiums. While Alabama has a review process for BCBS
and HMO rates, HHS found Alabama to be one of six
states with an ineffective rate-review process. As a result,
HHS will assume control of Alabama rate reviews until it
determines that state officials have strengthened the review
process to meet federal standards.

ACA IMPLEMENTATION —MONITORING AND TRACKING

In addition to these state-level developments, stakehold-
ers in the Birmingham market, as in health care markets
around the country, raised a number of similar questions
and concerns about setting premiums for products offered
in the exchange, including:

« Risk pools—How sick will the newly insured be com-
pared to the currently insured? Will higher rates lead
the young and healthy to choose to pay the tax penalty
instead of enrolling in coverage? Which small groups will
drop coverage and how will this affect the risk pool?

o Pent-up demand—Will the newly insured make up
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Given Alabama'’s current lack of rating
restrictions for nongroup coverage, new
ACA requirements likely will compress pre-
miums substantially, potentially generating
rate spikes for younger, healthier enrollees
and more affordable rates for older, sicker

enrollees.

months and years of forgone care by using large amounts
of medical care?

« Expanded benefits—How much utilization will occur,
and how much will premiums increase because ACA
minimums exceed benefits of many existing plans, espe-
cially in the nongroup market?

« Risk adjustment—How will the health status of enrollees
be measured, and how will funds be redistributed among
carriers? Will this process adequately account for differ-
ences in risk profiles of plan members?

Given Alabama’s current lack of rating restrictions for
nongroup coverage, new ACA requirements likely will
compress premiums substantially, potentially generat-
ing rate spikes for younger, healthier enrollees and more
affordable rates for older, sicker enrollees. This is less of
an issue for small-group coverage, where Alabama already
imposes some limits on premium variation, albeit less
restrictive than the ACA. Along with these broader con-
cerns, there are some ways these issues could play out more
specifically in the Birmingham market:

Slow rollout for exchange. The federally run exchange
got off to a slow start, not releasing any premium informa-
tion until a week before the launch of open enrollment.
When the exchange was launched on Oct. 1, technical
glitches—exacerbated by a high volume of users—made
it difficult for many consumers to access information on
product options, premiums and subsidies.

Limited plan participation. Only BCBS, United
and Humana are offering products on the small-group
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exchange. Participation is even more restricted on the non-
group exchange, where only BCBS and Humana are offer-
ing products, and Humana’s Birmingham participation is
limited to the two most populous counties, Jefferson and
Shelby. In the nongroup exchange, monthly premiums for a
50-year-old range from $290 for a bronze plan to $561 for
a platinum plan. The nongroup premium for the second-
lowest-cost silver plan, which will determine subsidies, is
$360 for a 50-year-old.

Contrary to the expectations of many respondents,
VIVA decided not to participate in the exchange, at least
in the first year. However, VIVA has never participated
in the nongroup market, so the company’s decision was
consistent with its longstanding strategy. As a small plan,
VIVA reportedly did not see the upside to entering a new
market at a time of uncertainty and had concerns that any
volatility in enrollment could affect its operations adversely.
Consistent with respondent expectations, the exchange
attracted no new entrants. Unlike many markets across the
country where Medicaid plans are poised to compete head-
to-head with commercial plans, Alabama has no Medicaid
managed care market. And, so far, providers in the
Birmingham market have not indicated interest in sponsor-
ing plans on the exchange.

Status quo expected. Respondents suggested that several
key features of the Birmingham health care market are like-
ly to remain unaffected by the advent of reform. First, the
dominance of BCBS was expected to remain unchallenged
by competition on the exchange. Indeed, some observers
suggested BCBS might even expand its share of the non-
group market, given its brand strength with consumers.
Observers also expected little innovation in health plan
product designs and provider payment approaches in the
commercial market.

Issues to Track
« How well will Alabama’s federally facilitated health

insurance exchange function?

« How, if at all, will the exchange affect competition
among health plans? Will the exchange eventually attract
new entrants to the market?

« Will Alabama revisit expanding Medicaid during the
next two years?

ACA IMPLEMENTATION —MONITORING AND TRACKING
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« What changes, if any, will take place in Birmingham’s
limited and struggling safety net over the next several
years? Will funding continue to fall short and leave low-
income, uninsured people with limited access to care?

« How will Medicaid managed care unfold in the
Birmingham market? How will regional care organiza-
tions be structured and organized? How equipped will
the RCOs be to accept financial risk? What impact will
the RCO model have on access to care and quality of
care for Medicaid patients?

Notes

1. U.S. Census Bureau, Median Household Income by State—
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Birmingham is one of eight metropolitan communities studied by the Center for
Studying Health System Change on behalf of The Robert Wood Johnson Foundation.
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Data Source

As part of the Robert Wood Johnson Foundation’s (RWJF) State Health Reform Assistance Network initiative, the Center for Studying
Health System Change (HSC) examined commercial and Medicaid health insurance markets in eight U.S. metropolitan areas: Baltimore;
Portland, Ore.; Denver; Long Island, N.Y.; Minneapolis/St. Paul; Birmingham, Ala.; Richmond, Va.; and Albuquerque, N.M. The study
examined both how these markets function currently and are changing over time, especially in preparation for national health reform as
outlined under the Patient Protection and Affordable Care Act of 2010. In particular, the study included a focus on the impact of state
regulation on insurance markets, commercial health plans’ market positions and product designs, factors contributing to employers’ and
other purchasers’ decisions about health insurance, and Medicaid/state Children’s Health Insurance Program (CHIP) outreach/enroll-
ment strategies and managed care. The study also provides early insights on the impact of new insurance regulations, plan participation
in health insurance exchanges, and potential changes in the types, levels and costs of insurance coverage.

This primarily qualitative study consisted of interviews with commercial health plan executives, brokers and benefits consultants,
Medicaid health plan executives, Medicaid/CHIP outreach organizations, and other respondents—for example, academics and consul-
tants—with a vantage perspective of the commercial or Medicaid market. Researchers conducted 12 interviews in the Birmingham market
between February and July 2013. Additionally, the study incorporated quantitative data to illustrate how the Birmingham market compares
to the other study markets and the nation. In addition to a Community Report on each of the eight markets, key findings from the eight sites
will also be analyzed in two publications, one on commercial insurance markets and the other on Medicaid managed care.
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