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Policymakers are debating whether health reform proposals should include a public plan option
that will compete with private plans. If such a public plan option is included, creating a fair and competitive
marketplace requires a level playing field between the public and private plans.

hether to include a public plan option

that will compete with private plans is a
key part of the current health reform debate.
The American Academy of Actuaries’ Health
Practice Council neither advocates for nor op-
poses the concept of a public plan. Neverthe-
less, if a public plan is included, certain actu-
arial issues must be considered. In particular,
creating a fair and competitive marketplace
requires a level playing field between the pub-
lic and private plans. Otherwise, the viability
of a particular plan or sets of plans could be
threatened.

From an actuarial perspective, a level play-

ing field requires the following:

Issue and rating rules must be the
same for the private and public plan
options.

Creating a level playing field for issue and rat-
ing rules will help mitigate concerns regarding
adverse selection between plans. Such adverse
selection occurs when individuals with high
health spending migrate to plans that offer
benefits and cost-sharing that best align with
their health care needs. Certain issue and
rating rules can exacerbate adverse selection.
Guaranteed issue provisions and prohibiting
premium variations by health status can be
more advantageous to individuals with high
health spending, whereas permitting under-
writing and premium variations by health
status can be more advantageous to individu-
als with low health spending. Therefore, if

for example, underwriting and premium
variations by health status were permitted in
private plans, but not the public plan, individ-

uals with high health costs would migrate to
the public plan, thus raising the average costs
of the public plan relative to the private plan.
The opposite would occur if underwriting and
premium variations were permitted for the
public plan, but not the private plan. Holding
public and private plans to the same issue and
rating rules would help ensure competition is
based on efficiencies and quality of care rather
than on differences in enrollee risk character-
istics.

Premium rates must be actuarially
sound.

Premium rates must be adequate to cover
claims and operating expenses, for both
public and private plans. Any introduction
of a public plan should be subject to full

cost accounting in the identical manner as
required of private insurers today. Also, to
ensure plan solvency in the event that plan
expenditures exceed premiums, private plans
are required to carry surplus to cover the
difference; premiums include a risk charge
to fund this surplus. Public plans are not at
risk of insolvency, per se. Unless the govern-
ment itself becomes insolvent, it has other
revenue resources that can be used to meet
its health plan obligations. To ensure that the
public plan premiums are self-supporting,
and therefore on a comparable basis with
private plans, the public plan should include
a premium rate stabilization fund. Under
this approach, public plan premiums would
include a mechanism to fund the stabilization
fund, which would in turn be used to cover
any unexpected differences between plan ex-
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penditures and premiums, rather than relying
on general federal funds. Such a premium rate
stabilization fund is included as part of the
Federal Employees Health Benefit Program.

Benefit package requirements must be
the same for private and public plan
options.

Adverse selection can also occur when there
are different benefit options available; individ-
uals who expect to have greater medical needs
will tend to opt for more generous coverage.
And those who expect to need a particular
type of service will opt for plans that include
that service in the benefit package. To pre-
vent adverse selection between the private
and public plans based on benefit design,

any benefit package requirements need to be
comparable between the private and public
plan options.

Any premium subsidies must be avail-
able for both private and public plan
options.
If individuals are eligible for premium sub-
sidies, they should be allowed to use those
subsidies toward either a public plan or a
private plan. This is necessary not only for fair
competition, but also to help avoid adverse se-
lection between the private and public plans.
In addition, if a default enrollment mecha-
nism is included, eligible participants should
be spread between all participating plans, and
not limited to the public plan option.

Provider payments must be compa-
rable for all plans.

Setting the public plan’s provider payment
rates at Medicare rate levels could help control
plan costs, but could also result in cost shift-
ing to private plans and reduced access to pro-
viders. This could, in turn, cause a significant
crowd out of private insurance coverage. The
public plan payments should be set to balance
the tradeofts between ensuring adequate ac-
cess to care and controlling plan costs.

Other state requirements must also ap-
ply to public plan option.

States place a variety of other requirements on
private health plans that also would need to be
considered. For example, many states assess
health plans to fund high-risk mechanisms,
regulatory activities, and guarantee funds.
States also require a variety of other non-
benefit requirements on health plans, ranging
from consumer protections to market conduct
examinations and audit and actuarial certi-
fication requirements. The public plan must
also be subject to such laws and regulatory
requirements, as appropriate.
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