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The American Health Care Act (AHCA) proposes a significant change in how and to whom premium tax
credits are dispersed, proposing a flat rate adjusted only by age. The Affordable Care Act (ACA) bases
its premium tax credit calculation on three factors: age, income and local cost of insurance premiums.
While there has been extensive discussion of the impact of eliminating premium support based on
consumers’ income, there has been relatively little on what happens when credits are not adjusted
based on where a consumer lives. By failing to account for local variation, a premium tax credit structure
could lead to significant increases in premiums and out-of-pocket costs paid by consumers while also
potentially reducing plan availability for those who live in relatively high cost and rural areas of each
state.
This issue brief provides an overview of the context and potential impact of changing the health insurance
premium tax credit structure from one that factors for age, income, and local premium costs to one that
considers only age. The brief underscores that, while cost variation is often framed as comparing costs
between states, in reality costs vary widely within state borders leading to large differences in insurance
premiums and out-of-pocket spending. An accompanying State Chart Book, leveraging data available
from the Kaiser Family Foundation1, further illustrates estimated variation in premiums, premium
spending by consumers, and estimated tax credits organized by state and select counties. The analysis
illustrates predicted differences between the ACA and AHCA’s tax credit structures in 2020, showing
stark examples of potential differences in consumer premium spending.
Map 1. Health Insurance Marketplace Second Lowest Cost Silver Plan, Monthly Premium by
County, 2017 (Calculated for 40-year old individual, non-smoker)

Source: http://nashp.org/health-insurance-marketplace-second-lowest-cost-silver-plan-by-county-2017/
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What is Geographic Rating?

Insurance rating allows insurers to adjust premiums to reflect differences in the costs of care that vary
by region, and for different age groups and populations. Historically the most significant “rating factor”
has been health status or pre-existing conditions of insurance applicants. Under the ACA, however, a
number of factors – such as prior health conditions – are not allowed to be used as a rating factor. In
contrast, rating based on geography remains an allowable form of insurance rating.
The AHCA preserves regulation of geographic rating instituted under the Affordable Care Act which
continues to provide states flexibility to define the number and borders of their geographic rating areas.
However, it eliminates any adjustment to the tax credits to offset higher health care costs in different
rating areas. The AHCA also continues the current policy that states may opt to essentially negate
geographic rating by defining only a single rating area.2 The majority of states opted to implement rating
areas that aligned with methods used prior to passage of the Affordable Care Act, mostly based around
counties.3 States have some discretion in the number of rating areas they apply. Seven states have a
single rating area (DE, DC, HI, NH, NJ, RI, VT), while Florida has 67 (See Table 1).4

What Drives the Need for
Geographic Rating?
Health care costs vary significantly by geography.
Market realities prohibit the ability of insurers to
remain competitive and sustainable in a regionally-based market without accounting for geographic
factors. Specifically, insurers must have some capacity to respond to regional disparities in the underlying cost of health care generated by:
•

Table 1. Number of Rating Areas by State
# of rating
areas
1

States
DE, DC, HI, NH, NJ, RI, VT

2-5

AK, WY, ME, MD, MT, NV, ND, NE,
NM, OK, SD, WA

6-10

AR, AZ, CO, CT, IA, ID, KS, KY,
LA, MA, MN, MO, MS, NY, OR,
TN, UT, PA,

Variation in the cost of services with11-15
WV, AL, VA, IL
in and between regions. Studies have
documented wide variation in the cost of
16-20
GA, MI, NC, WI, IN, OH, CA
services, even when accounting for differences in income, demography and health
status within regions.5,6 One likely driver is
21+
TX (26), SC (46), FL (67)
wide variation in the prices set for health
care services (see map 2). 7, 8, 9, 10 Price
variation – both within and between regions – is especially problematic for private insurance,
which, in contrast to Medicare and Medicaid, has an array of health plans with differing market
position negotiating with an array of providers. One study of employer-sponsored insurance
found that the price of knee replacement surgery could range from $21,300 to $45,000 depending the hospital used in New York City.11 A comparison of pricing of procedures in California
found that in the Bay Area, the negotiated rate paid by insurance plans for knee replacement
surgery ranged from $47,600 to $74,700; while the difference in Los Angeles was from $26,200
to $43,800.12 A Blue Cross Blue Shield Association study of non-Medicare members found that
the cost of hip-replacements could range from $11,327 to $73,987 nationally.13
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Lack of provider competition. Lack of provider competition in some geographic areas gives
available providers market power to set rates for services. A study by the National Bureau of
Economic Research found that prices charged by hospitals in monopoly markets was 15.3 percent higher than in markets with four or more hospitals.14
Lack of health plan competition. In areas with more potential enrollment and higher interest
by health plans to participate, there is more competition among health plans who seek lower
rates and gain market share. Moreover, more enrollees means that health plans can spread
risk across a greater population base, leading to reduced premiums.15
Prevalence of rural communities. Health care costs are often notably higher in rural communities
which experience all or some combination of the factors described above, especially lack of
market competition from health plans and providers and challenges associated with unique
health concerns of populations in these areas.16, 17, 18 Colorado, for example, has documented a
nearly 36% differential in the annual cost of services for individuals in its “mountain communities”
versus in the rating area including Boulder, its lowest-cost region19

Map 2. In-state variation of private insurance health insurance expenditures

Map based on employer sponsored health plan data collected from UnitedHealthCare, Aetna, and Humana by the Health Care Cost Institute.
Data are estimated represent about 14 percent of the U.S. population.
Source: Kevin Quealy and Margot Sanger-Katz. “The Experts Were Wrong About the Best Places for Better Care and Cheaper Health
Care.” The New York Times. Published December 15, 2015. Accessible here: https://www.nytimes.com/interactive/2015/12/15/upshot/
the-best-places-for-better-cheaper-health-care-arent-what-experts-thought.html
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How does Geographic Rating Affect Premiums?

Geographic rating reflects differences in health care prices and thus allows large disparities in insurance
premiums charged through the individual health insurance marketplaces. Effective geographic rating
can provide incentives for insurers to enter markets where prices are higher and eligible populations
more sparse, or bring greater competition into lower-cost, lower-risk regions of a state.
The gap between high- and low-cost regions is universal and exists in most states21, as detailed in the
State Focus summaries. While some states have very large differentials – such as the seven states in
which the highest cost regions are more than two times the costs of the lowest cost regions (AZ, FL,
GA, IL, MI, PA, and TX) – in other states the costs may vary as little as ten percent between lowest and
highest-cost regions.) (See Map 1).
Health care is local and allowing health plans to develop regional pricing goes hand in hand with enabling
them to develop products with networks tailored to regional markets. For example, health plans can
offer products organized around local provider networks and targeted toward specific consumer needs.
Health plans that chose to have a regional focus also may promote local efficiencies by concentrating
negotiations and work toward a specific geographic area rather than expending resources to execute
contracts statewide.

Mitigating the Effects of Geographic Disparities

Geographic rating allows health plans to charge consumers in high cost areas more than those in
low cost areas. As a result, consumers receive disparate value from dollars spent toward health care,
including insurance premiums. The ACA partially addressed this issue, by using the “second lowest
Silver Plan” in the regions where eligible individuals live as a factor in determining the amount of
premium tax credit received. In short, tax credits are adjusted to reflect areas with higher costs. The
AHCA proposes a reduced and flat credit based on age. While this sets a national standard, this strategy
means consumers in high-cost regions will experience higher costs. As illustrated by the State Chart
Book, stark extremes could exist in changes to consumer premium spending between the AHCA’s tax
credit methodology and that of the ACA. For example, a 27-year old making $30,000 a year living in
Lancaster County, Pennsylvania could expect to pay $1,210 per year more for premiums under the
AHCA as compared with the ACA, while a similar individual living in Allegheny County, Pennsylvania
could expect to save $1,960 per year in premium expenses under the AHCA. A 60-year old making
$30,000 could expected to spend $3,030 more in Allegheny County and $14,980 more in Lancaster
County under the AHCA (See Chart 1).
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Chart 1. Estimated Premium Cost to Consumer after Tax Credit under the ACA and AHCA in High
and Low Cost Counties in Pennsylvania, 2020 (estimated for individual making $30,000 per year

Conclusion

Differences in health care costs, and insurer and provider competition drive regional variation in insurance premiums across and within states. Current law, through the ACA, accounts for these regional
differences. Policymakers should carefully assess the impact of these differences as a key factor in
analyzing proposals to change the ACA tax credit structure. Premium tax credit structures that do not
account for regional premium variation will mitigate how effectively tax credits are able to improve affordability of insurance, especially for those in high-cost regions.
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