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Background

» Some members eligible for benefits through OEBB do not elect coverage
Opt-outs — Members who receive payment in lieu of benefits
Waives — Members who do not receive payment in lieu of benefits

The potential threat to the OEBB pool is adverse selection: lower health risks tend to opt-out/waive

+ Both Opt-outs and Waives have increased over time
At inception 6.9%, but has grown to 12.5% this year

Towers Watson estimates that this growth in opt-outs/waives has increased premium rates 1.5%

In addition, a secondary concern is that there may be some entities providing cash in lieu of
benefits outside a section 125 plan structure, potentially creating a tax liability for members

BOW has explored a variety of possible interventions to address these issues
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Managing Opt-outs — Recommended OEBB Actions

Require/audit proof of other coverage » Those with other coverage tend to be average risk
+ Does ACA mandate (2014) make this less important?

Require/encourage all entities to offerlow premium plans(s) = Ensure members have a low premium option, easing the
motivation to opt-out
» This will also help entities meet HCR requirements

Require a “default” plan upon returning fromopt out (e.g., a - Discourages opting out
higher deductible plan such as plan 8 or 9) = Challenge: Likely resistance to limited choice, and some
additional administrative complexity to enforce

Communicate importance of 125 plan structure/documentation + Toensure tax compliance
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Supplemental Information

» Following is a distribution of entities by opt-out and waive percentage:

Range of
Opt out/Waive Count of Entities

0% - 5% 77
6% - 10% o7
1% - 20% 63
21% - 30% 3
31% - 40% 10

41% - 50%

51% - 60%

61% - 70%

71% - 80%

81% - 90%

91% - 100%
Total

N
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« For those that receive paymentin lieu of benefits, cash must be paid out as taxable income

Constructive Receipt — A tax law doctrine under which an employee who is given a choice
between cash and nontaxable benefits (e.g., employer—provided health insurance) must include in
gross income the cash that could have been received, even if the cash is not elected.

IRS Code 125 provides a safe harbor from constructive receipt for Cafeteria Plans
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