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INTRODUCTION 

Good morning Chairman Murphy, Ranking Member DeGette, Representative Blackburn and 

Members of the Subcommittee. Thank you for inviting me to testify before the Subcommittee 

this afternoon.  

 

I am Commissioner Julie Mix McPeak.  I am Commissioner of the Tennessee Department of 

Commerce and Insurance (TDCI).  TDCI is comprised of several Divisions that regulate 

professions ranging from the insurance industry to local salons, and in my capacity as 

Commissioner, I also serve as the State’s Fire Marshal. In addition to my responsibilities at 

home, I also serve in Committee leadership roles at the National Association of Insurance 

Commissioners (NAIC), as an Executive Committee Member of the International Association of 

Insurance Supervisors (IAIS), and as a Member of the Federal Advisory Committee on Insurance 

(FACI).  I have spent most of my career in Insurance Regulation, previously serving as the 

Commissioner of the Kentucky Department of Insurance, and have a strong affinity for the 

country’s state-based system of insurance oversight. 

 

My testimony today will highlight the history of Community Health Alliance Mutual Insurance 

Company (CHA), Tennessee’s Consumer Operated and Oriented Plan (Co-Op) under the 

Affordable Care Act (ACA).  My comments will focus on 2015 events that ultimately led to CHA 

voluntarily entering runoff on October 14, 2015.    
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CHA INCORPORATION AND LOANS 

CHA was incorporated on September 27, 2011, as a mutual benefit non-profit corporation 

authorized to transact business in the State of Tennessee.  The Centers for Medicare & 

Medicaid Services (CMS) awarded $73,306,700 in loans and advances to CHA to launch the 

company.   

 

Startup loans totaling $18,504,700 enabled the Company to begin operations and those loans 

were progressively funded by CMS between September 6, 2012, and December 20, 2013.  

Solvency contributions totaling $54,802,000 which serve to meet statutory surplus 

requirements were fully funded by CMS between March 4, 2013, and February 26, 2015.   

 

2014  

The first year for Co-Ops to operate on the Marketplace (Tennessee has a Federally Facilitated 

Marketplace (FFM)), as this Committee knows, was 2014.  The FFM was new to all carriers and 

correct projections of rate and members were of utmost importance.  Projections were 

particularly important for Co-Ops as they were new to the market with a limited amount of 

funds and federal limitations on the use of those funds.  In the case of Tennessee, CHA had a 

trying first year of operations with significant expenses that exceeded minimal revenues. 

 

In 2014, CHA offered plans in five (5) of Tennessee’s eight (8) rating/service areas, including the 
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major metropolitan areas of Knoxville, Memphis, and Nashville.  The company, like its sister 

company in South Carolina, entered the FFM solely with exclusive provider organization (EPO) 

plans.  An EPO provides no out-of-network benefits.   

 

In addition to offering EPOs where most other FFM carriers offered broader preferred provider 

organization (PPO) plans, CHA plans carried price tags that were approximately 20 percent 

higher than the FFM leader, BlueCross BlueShield of Tennessee (BCBSTN).   

 

The company achieved minimal membership in 2014 in large part due to having plans priced 

significantly above the FFM leader and also due to having limited network options.  CHA, at its 

high point in 2014, achieved several hundred covered lives in its FFM block of business.   

 

The company’s membership and rate challenges were compounded by a population that was 

less healthy and/or that sought more medical services than projected.  In fact, CMS released 

guidance earlier on June 30, 2015, showing that Tennessee has the highest average risk score in 

the U.S. for the individual marketplace. 

 

Low enrollment and poor experience for 2014 contributed to CHA recording a net loss of 

approximately $22 Million at year-end 2014.  Those losses include business in the FFM, non-

FFM, and group markets.     
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2015  

Federal guidance required rates and forms to be approved mid-year 2014 for rates that would 

not be effective until January 1, 2015.  That short window for CHA to decide 2015 strategy left it 

with little time to evaluate its incomplete 2014 experience before policies and rates were filed 

for 2015.  The company invested in PPO plans and expanded its offerings to every rating/service 

area in Tennessee and planned to make itself more competitive by proposing a rating structure 

for 2015 that was largely based on where the market leader’s plans were priced for 2014.  

Considering the Company’s lack of credible experience to support its rating plan, the 

Department recognized proposed rates were likely inadequate.  After discussions with CHA 

leaders, rates were ultimately approved by the Department at levels approximately 10 percent 

greater than the company had initially proposed.   

 

CHA saw its enrollment grow exponentially during the 2015 open enrollment period and, during 

the same period of time, projected medical costs significantly increased. The Department, CHA, 

and CMS quickly recognized that the membership growth combined with its increased medical 

losses was too much too fast and our Department wrote a letter (Exhibit 1) to HHS Secretary 

Sylvia Burwell on January 8 requesting that HHS place an immediate enrollment freeze on CHA 

due to the company trigging the Department’s Hazardous Financial Condition Rule.  The freeze 

and corresponding suppression of CHA’s FFM files went into effect on January 15, 2015.  The 

decision to freeze enrollment was, and remains, the right decision for the company and most 

importantly for Tennessee insurance consumers.  Throughout 2015, CHA peaked at more than 

40,000 covered lives before falling down to almost 25,000 lives on the FFM where they remain 
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today. 

 

2016 

Proposed rates and forms for the 2016 plan year were due to the Department on May 15, 2015.  

The company, still under the freeze (which stayed in place for the remainder of 2015), 

recognized that it needed to request a significant rate increase to become a viable option for 

consumers in 2016.  The company requested an average rate increase of over 32 percent and 

proposed pulling out of one rating/service area (Note:  Under HHS guidance, this strategic 

company decision would not be considered a “market withdrawal” for 2016, but will in 

subsequent years for FFM carriers.) 

 

After a thorough actuarial review that involved Department contractors and examiners, the 

Department approved a rate increase of almost 45 percent for 2016.  We approved the rates 

tentatively expecting to unfreeze CHA in time for the November 1 Open Enrollment period.  

However, we were not going to formally unfreeze the company until we reviewed initial results 

from a targeted financial examination called to evaluate the company’s expenses, projections, 

and financial viability, and until CMS released federal guidance on the risk corridor program.   

 

RUNOFF 

As CMS was pushing the Department for a response on unfreezing CHA for Open Enrollment, on 

September 29, 2015, CMS wrote to CHA (Exhibit 2) announcing its intent to place CHA on a 

corrective action plan (CAP) and on an enhanced oversight plan (EOP).  The letter stated that 
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“…CMS has identified certain issues that threaten CHA’s viability.” and outlined several ongoing 

concerns, many of which CHA had been working to address with CMS. 

 

A week later, on October 5, CMS released information on the risk corridor program that 

indicated that the percentage of payment for the 2014 plan year was only going to be at 12.6 

percent, an amount significantly lower than the anticipated 100 percent.  The inability of CMS’ 

Risk Corridor Program to be fully funded created a net worth deficiency for CHA which 

ultimately could not be cured.   

 

The Department recognized that a 12.6 percent payment percentage for 2014 made it highly 

unlikely that any amount will be paid out of the risk corridor program for the 2015 plan year, 

particularly because CMS still needed to collect over $2.5 Billion for 2014 before it moved on to 

2015 and CMS risk corridor flexibility was limited by the Consolidated and Further Continuing 

Appropriations Act of 2015 (Cromnibus) that required the program to be budget neutral.  

 

The Department then wrote to CHA on October 9, 2015, (Exhibit 3) requiring the company to 

develop a corrective action plan to rectify its solvency shortcomings that resulted from the 

company’s $17,000,000 anticipated 2015 plan year risk corridor recovery that could no longer 

count towards company surplus after the CMS risk corridor announcement.  Our letter required 

the plan to be acknowledged as acceptable to CMS if we were to approve it and allow the 

company to offer insurance policies on the FFM in 2016.   
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CHA’s only ability to cure its net worth deficiency was to increase surplus with additional 

contributions.  The Company asked the Department if the $18.5M startup loan could be 

counted as surplus if the loan terms were changed to be identical to the terms of the CMS 

solvency contributions.  The Department did not think that option was appropriate but told the 

Company that Statutory Accounting Principles would require the loan money to be classified as 

surplus if CMS and CHA bilaterally altered the loan agreement terms. CMS, after review with 

the Department, ultimately concluded that the loan conversion was not prudent given the 

competitive market in Tennessee and the financial struggles at the company and refused to 

allow the loan to be recharacterized. 

 

CONCLUSION 

The Tennessee Department of Commerce and Insurance, CMS and its contractors, and CHA are 

working in close cooperation to ensure a successful runoff.  Our focus is on Tennesseans first 

and foremost and the Company’s current financial projections indicate that it has the resources 

to pay all claims that will be incurred through December 31, 2015, such that no consumer or 

treating physician is unfairly harmed.   

 

The runoff will continue well into 2016, and there may be additional surprises, but as of today, 

cooperation between the three entities has helped ensure a smooth transition.  

 

Thank you for the opportunity to discuss the Tennessee experience with this Subcommittee.  I 

look forward to your questions. 






















