
Background
Under the Patient Protection and Affordable Care Act 
(ACA), individuals and qualified small businesses will be able 
to purchase private health insurance through Affordable 
Insurance Exchanges (exchanges) beginning on January 1, 
2014.  

Under the ACA, HHS is charged with implementing 
exchanges and has begun to do so through rulemaking.   
On July 11, 2011, HHS released two proposed rules providing 
guidance on establishment of exchanges and qualified 
health plans  and standards related to reinsurance, risk 
corridors and risk adjustment.  On August 12, 2011, three 
more proposed rules were released providing guidance on 
exchange eligibility standards for uninsured individuals and 
small business employees,  eligibility determinations for low-
income individuals applying for newly expanded Medicaid 
benefits,  and eligibility standards for the health insurance 
premium tax credits provided to subsidize the purchase of 
exchange-based insurance.   Public comment on these 
rules was due by October 31, 2011.

Final rules and guidance on the exchanges is expected by 
late spring of 2012. 

What are Affordable Insurance Exchanges?
Affordable Insurance Exchanges are designed as 
competitive marketplaces where health insurance 
coverage is affordable and easy to purchase for individual 
consumers and small businesses.  They are structured as 
“one-stop shops” or “clearinghouses” – where consumers 
and small businesses can compare, select, and enroll in 
qualified health plans (QHPs). The ACA provides for the 
creation of “American Benefit Exchanges” that will serve 
individuals and “Small Business Health Option Programs” 
(SHOPs) that will serve small businesses in each state.   

States can elect to establish and operate Affordable 
Insurance Exchanges for individual and small group health 
insurance coverage by January 1, 2014, cede establishment 
and operation of exchanges to the federal government, or 
choose to implement a hybrid exchange model that allows 
states to retain control over some core exchange functions.   
States may also elect to operate an exchange after 2014.   
This requires that states obtain exchange plan approval 12 
months prior to the state’s proposed exchange operation 
date (i.e. January 1 of the prior year).   If a state creates an 
exchange and later decides to cede control of that state-
operated exchange to the federal government, it must also 
provide 12 months advance notice. 
  
What are the operational and structural 
requirements for exchanges? 
Exchanges must be operated by either a governmental 
agency or a non-profit entity.   States can choose to 

contract with eligible entities to provide various functions 
of the exchange.   The proposed rules provide minimum 
functional requirements for operation of exchanges.  These 
requirements include:

Providing streamlined processes for plan enrollment; • 
eligibility determinations for health programs (Medicaid, 
CHIP), tax credits or federal subsidies; certification of 
exemption from the individual coverage mandate; 
payment; and eligibility determination appeals.  
Establishment of a navigator program. • 
Establishment of a website that provides comparative • 
health plan information and allows easy access 
to individuals, including those with limited English 
proficiency and disabilities. 
Establishment of processes to ensure the privacy and • 
security of consumer information. 

SHOPs must carry out all the required functions of an 
individual exchange, although they are not required to 
make individual eligibility determinations for government 
health programs, tax credits, or cost-sharing reductions.   
SHOPs are required to determine employer eligibility to 
purchase coverage in a SHOP, determine employee 
eligibility for enrollment in a QHP, and maintain enrollment 
and participation records.    Under the proposed rules, 
SHOPs must also provide employers with a monthly 
statement of the total amount due to insurers and collect 
premium payments from employers to pay insurers.

Where is Ohio in the exchange process?
Ohio has not pushed full throttle on exchanges. Ohio 
exchange implementation legislation has been introduced to 
the Ohio House and Senate, however many policymakers are 
still taking a “wait and see” stance before moving forward. A 
number of factors have contributed to this, including pending 
final rules and guidance on exchanges, a ruling from the 
U.S. Supreme Court on the constitutionality of the insurance 
mandate and Medicaid expansion, and the presidential 
election of 2012. 

Ohio did receive an Exchange Planning grant of $1,000,000 
allowing for state research and planning of exchanges.    In 
2011, the Ohio Department of Insurance (ODI) contracted 
with Milliman, a health actuarial consulting firm, to conduct 
a research and analysis of the Ohio health insurance market 
and its impact on Exchanges.   ODI also contracted with 
KPMG to perform an information technology “gap analysis” 
related to the requirements of an exchange.   Both of these 
analyses have been released and can be accessed at www.
ohioexchange.ohio.gov.

Ohio has not applied for an exchange establishment 
grant, which is geared towards helping states continue 
implementation of exchanges. The deadline for exchange 
establishment grant applications is currently June 29, 2012.  
However, HHS has provided indication that grants funds may 
be awarded through the end of 2014.
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Issue Exchange proposed rules and guidance Considerations

Funding and 
financing

Deadline for exchange establishment grants is June 29, 2012.  • 
HHS has indicated that grant funding opportunities may be extended and grants may be awarded • 
through the end of 2014.
User fees and assessments may be levied on participating issuers in advance of the plan year.• 

States who do not apply for grant funding by set deadlines may be disadvantaged in establishing and maintaining • 
exchanges.
States may need to explore other approaches to funding exchanges, including implementing provider taxes or using • 
state general revenue funds.
Plans offered outside of the exchange may not be subject to user fees. Consequently, issuers offering plans outside of the • 
exchange may have reduced costs and sustain a competitive advantage over issuers participating in the exchange.

Coverage Coverage effective dates are placed at the first of the month.• 
Exceptions are made for special enrollments such as involuntary loss of coverage, births and adoptions, in • 
which case the coverage effective date is the date of the event giving rise to the special enrollment. 

The limitation on coverage effective dates brings into light issues of continuity in coverage.• 
Under the proposed rules, individuals may experience gaps in coverage of more than 30 days from the time of • 
enrollment. 

Access to 
care

The entire geographic area of a state must be covered by one or more exchanges.• 
Exchanges must ensure that enrollees of QHPs have a sufficient choice of providers.• 
QHPs must meet network adequacy standards that require the inclusion of essential community providers • 
that provide care to predominantly low-income and medically-underserved populations.

According to 2010 Ohio Family Health Survey data, there are more than 1,364,064 uninsured working-age Ohioans. • 
Under the ACA, Ohioans will experience increased access to health insurance, through Medicaid expansions, health 
insurance subsidies, the creation of a health insurance exchange, and the federal mandate requiring individuals to 
purchase minimum health care coverage. However, Ohio is currently facing a health care workforce shortage. Without 
an adequate supply of health care workers, Ohio will likely face challenges meeting an increased demand for care. 
Issuers will face especially difficult challenges in connecting plan enrollees to providers in medically underserved regions • 
and health professional shortage areas (HPSAs). HPSAs can be found in all four quadrants of Ohio, especially in rural and 
urban areas of the state. 

Adverse 
selection

Individual Mandate• 
Exchanges are required to have transitional reinsurance, risk corridor and permanent risk adjustment • 
programs to stabilize premiums and minimize the risk for adverse selection.
Risk pools for individual and SHOP exchanges may be merged or left separate.• 

Adverse selection occurs when less healthy people disproportionately enroll in a health insurance plan. Generally, this • 
occurs because individuals with higher-than-average risk of needing health care are more likely to purchase health 
insurance than healthier individuals.  If the individual mandate is struck down by the United States Supreme Court, 
exchanges may be at higher risk for issues of adverse selection.
Although efforts have been taken to minimize adverse selection, any variation in the regulation of issuers or employers in • 
the exchange versus those outside of the exchange could lead to risk selection issues.
Issuers’ minimum participation rules may need to be considered to help protect issuers against adverse selection. Health • 
insurers often require minimum employee participation for group-level coverage to increase their plan pool, improve the 
risk mix, and increase the stability and predictability of plan costs.
Merging of risk pools may help to alleviate issues of adverse selection in the individual and SHOP exchanges.• 

Issuer 
and QHP 
regulation

Exchanges are provided with discretion on determining which QHPs can be offered in the exchange. The • 
rules suggest three strategies:

Allow all QHPs to participate1. 
Utilize a competitive bidding process2. 
Negotiate with health issuers on a case-by-case basis3. 

States can implement selection criteria for QHPs that move beyond the minimum certification standards • 
proposed.

Restrictions on QHPs may limit insurers from offering all of their products in the exchange. • 
Insurers may have to deal with different standards and regulations in each state, increasing their administrative costs and • 
decreasing their willingness or ability to participate in an exchange.
The level of insurer participation in the exchange significantly impacts the robustness of the exchange market and the • 
efficacy of exchange policy objectives.

Timeline Exchanges must be “fully operational” by Jan. 1, 2014. This means that exchanges are able to operate by • 
Oct. 1, 2013 to support an initial open enrollment period.
By Jan. 1, 2013, a state must receive either full or conditional approval of their exchange by the secretary • 
of HHS. Approval requires that the secretary determine whether a state has demonstrated it will have a 
fully operational state-run exchange by Jan. 1, 2014.

Preparation for the exchanges is a time-intensive process and requires substantial resources and infrastructure that may • 
not be readily available to states.
States are likely to face challenges in defining exchange roles and responsibilities and operationalizing the exchange in • 
the timeframe delineated by the rules.
Final exchange rules may not be released in enough time to allow states, insurers, and other critical stakeholders to • 
adequately process the regulations and prepare for exchange implementation by 2014.

Exchange 
structure and 
governance

Exchanges can be operated by a governmental agency or a non-profit entity established by the state.• 
States can elect to establish separate governance and administrative structures for their individual • 
exchange and SHOP.
States may opt for a state-federal partnership exchange model that includes a state operating: • 
Plan management functions 
OR 
Consumer assistance functions 
OR 
Both Plan management and Consumer assistance functions

Existing state agencies may have limited experience in dealing with all the functions of an exchange. They may also be • 
reluctant to establish new and innovative ways of conducting business that would be better suited to the functions of an 
Exchange.
Non-profit entities may be politically isolated and have difficulty in coordinating and integrating with other state agencies • 
to provide the services required in an exchange. They may also have difficulty in performing exchange functions that are 
typically performed by government agencies.
Establishment of separate governance and administrative structures for the individual exchange and SHOP may increase • 
operational costs, decrease operational efficiencies, and decrease operational and policy coordination. 
There is limited guidance provided on state-federal partnership exchange models and what the structure and approval • 
process for this model will look like.

State 
flexibility

Allows for a state partnership model combining state-designed and operated business functions with • 
federally designed and operated business functions.
Exchanges are provided with discretion on determining which QHPs can be offered in the exchange.• 

A partnership model may decrease state flexibility by allowing for the federal government to restrict or restrain the • 
operations of a state-run exchange. 
Alternatively, a partnership model may help states leverage resources, mitigate costs, and coordinate services within an • 
exchange.
Restricting QHPs offered inside the exchanges can push insurers out of the exchanges. • 
Regulations around QHPs may intensify insurer competition resulting in increased plan quality and value and decreased • 
cost.

Key questions, concerns and considerations about exchanges
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What key choices will Ohio have to make on exchanges?
state-run

Choose to operate a state-based exchange
OR OR


Maintain one state exchange

OR
Form regional exchanges

OR
Allow more than one exchange to operate 

in the state, as long as each exchange 
serves a distinct geographic area



federally run
Defer to the federal government for a  

federally run exchange

hybrid
Opt for a state-federal partnership hybrid 

exchange model

Develop an exchange plan and apply for 
full or conditional approval of a state-run 

exchange by Jan. 1, 2013 for an exchange 
operational on Jan. 1, 2014 

OR
Decide to operate a state-run exchange 
after the Jan. 1, 2013 deadline and apply 
for approval providing at least 12 months 

notice from the proposed exchange 
operational date

OR
Cede operation of a fully approved state-
run exchange to the federal government 

providing 12 months notice









Administer exchange by a governmental agency
OR

Administer exchange by a non-profit organization

Allow businesses with up to 100 employees to purchase qualified coverage within the exchange 
OR

Limit it to smaller businesses with up to 50 employees

Provide separate governance structures for individual exchange and SHOP 
OR

Merge individual exchange and SHOP under one governance structure

administration

business size

SHOP governance

QHP inclusion

OR









Allow all QHPs to participate in the exchange  
OR

Utilize a competitive bidding process to limit QHP participation
OR

Negotiate with health issuers on a case-by-case basis

Opt to administer permanent risk adjustment program  
OR

Cede administration of risk adjustment program to the federal government

Merge risk pool for individual and SHOP exchanges
OR

Maintain seperate risk pools for individual and SHOP exchanges

reinsurance

risk adjustment

risk pools

Opt to administer transitional reinsurance program  
OR

Cede administration of reinsurance program to the federal government

Obtain approval for state-federal 
partnership

State elects to operate:
Health plan management function

OR
 Consumer assistance functions

OR
Both plan management & consumer 

assistance functions 



Require QHPs to provide additional benefits beyond required essential health benefits 
OR

Limit QHPs’ requirement to provision of essential benefits

Health Plan Benefits



In 2017
Allow businesses with more than 100 
employees to purchase coverage 

through the exchange  
OR

Maintain limit to businesses with up to 
100 employees
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Introduction 
Under the Patient Protection and Affordable 
Care Act (ACA), individuals and qualified small 
businesses will be able to purchase private health 
insurance through Affordable Insurance Exchanges 
(exchanges) beginning on Jan. 1, 2014.1 An 
exchange is a marketplace where consumers and 
small businesses can shop for, select, and enroll in 
private health insurance. The Centers for Medicare 
& Medicaid Services (CMS) estimates more than 22 
million individuals will be enrolled in coverage sold 
through exchanges by 2016.2   

Exchanges sit at the cornerstone of the ACA and are 
aimed at providing affordable health care coverage 
to individuals and small businesses. Implementation 
of exchanges under the ACA is intended to 
increase consumers’ choice of health plans, provide 
consumers with accessible information on health 
plan benefits, price, and quality, and increase the 
purchasing power of small businesses. 

Under the ACA, the Department of Health and 
Human Services (HHS) is charged with implementing 
exchanges and has begun to do so through 
rulemaking.3 On July 11, 2011, HHS released two 
proposed rules regarding exchanges for public 
comment. The first set of proposed rules set forth 
(1) requirements states must meet if they choose to 
establish and operate an exchange, (2) standards 
regulating the participation of insurers and qualified 
health plans (QHPs) in exchanges, and (3) standards 
regulating employer participation in the Small 
Business Health Options Program (SHOP).4 The 
second set of proposed rules provides guidance on 
the reinsurance, risk corridor, and risk adjustment 
mechanisms related to coverage sold through 
exchanges.5 Public comment on both rules is due by 
Sept. 28, 2011.

This paper summarizes key provisions of the proposed 
rules on exchanges and highlights key issues and 
considerations regarding establishment of an 
exchange in Ohio. 

Where is Ohio in the exchange process? 
Ohio has not pushed full throttle on exchanges. 
Given the fluid policy environment at both the 
state and federal levels, many policymakers 
are taking a “wait and see” stance before 
moving forward. A number of factors have 
contributed to this, including pending results 
of the Ohio ballot initiative to opt out of the 
federal individual health insurance mandate, a 
possible ruling from the U.S. Supreme Court on 
the constitutionality of the insurance mandate, 
and the presidential election of 2012.

Ohio was among 49 states to receive a $1 
million exchange planning grant that allows for 
state research and planning of exchanges.6 
Earlier this year, the Ohio Department of 
Insurance (ODI) contracted with Milliman, a 
health actuarial consulting firm, to conduct 
research and analysis of the Ohio health 
insurance market and its implications for 
exchanges.7  ODI also contracted with KPMG 
to perform an information technology “gap 
analysis” related to the requirements of an 
exchange.8 Results from the Milliman and KPMG 
analyses are expected to be reported this fall 
and will inform the choices Ohio makes in terms 
of moving forward. 

Ohio has not applied for an exchange 
establishment grant, which is directed at 
helping states continue implementation of 
exchanges. Establishment grant applications 
will be accepted quarterly until June 29, 2012.9 
The District of Columbia and 16 states, including 
West Virginia, Kentucky, and Indiana, have 
been awarded establishment grants.10 The next 
round of establishment grant applications is due 
by Oct. 31, 2011.
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