
Health Insurers Hail SCOTUS Ruling in Risk Corridors Case
The Supreme Court’s near-unanimous decision on April 27 to award health 

insurers $12 billion in unpaid risk corridors funding was certainly a win for the 
industry, but it might not be as big of a windfall for insurers as it may seem, experts 
tell AIS Health.

The risk corridors program was part of the Affordable Care Act’s “three Rs” 
— alongside risk adjustment and reinsurance — which were meant to stabilize the 
individual market in the law’s early years. With risk corridors, the government shares 
in insurers’ losses and profits, so health plans with lower-than-expected claims paid 
into the program while plans with higher-than-expected claims received payment.

During its three-year existence, the risk corridors program took in far less than 
it paid out as many health insurers sustained financial losses. In dozens of lawsuits, 
including one class-action suit involving more than 100 insurers, plaintiffs claimed 
that CMS must make up the $12 billion shortfall. But the government resisted, 
saying a provision in the 2015 omnibus spending bill effectively blocks CMS from 
doing so. Split decisions in the lower courts resulted in one consolidated case, Maine 
Community Health Options v. United States, reaching the Supreme Court, where 
justices were won over by health plans’ arguments.
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Anthem, Cigna Beat MLR Estimates, Prep for Enrollment Shift
Anthem, Inc., and Cigna Corp. both reported slightly better-than-expected 

medical loss ratios (MLRs) as part of their first-quarter 2020 earnings, in part due to 
delays in elective procedures resulting from the COVID-19 pandemic. Both insurers 
also reaffirmed their overall earnings-per-share (EPS) guidance for 2020.

But like UnitedHealth Group, which reported its own first quarter earnings on 
April 15 (HPW 4/20/20, p. 3), the insurers warned that MLRs may tick up later this 
year. In addition, they predicted that the impact of COVID-19 may lead to signif-
icant shifts in enrollment, as workers who are laid off shift to Medicaid or to the 
Affordable Care Act exchanges.

Cigna reported an MLR of 78.3%, compared with analysts’ consensus estimate 
of 79.3%, Citi analyst Ralph Giacobbe pointed out in an April 30 investor note. 
Cigna is maintaining its 2020 guidance for EPS and revenue, while dropping its 
outlooks for MLR and other specific financial metrics.

Meanwhile, Anthem posted a first-quarter MLR of 84.2%, slightly better than 
the consensus estimate of 84.3%, “likely aided to a limited degree by COVID-19 
toward the latter part of the quarter,” Giacobbe wrote in an April 29 investor note. 
“Membership fell below consensus within the commercial risk segment, but perhaps 
better than feared given unemployment backdrop.”
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For Anthem, “data shows lower 
procedures, but not yet lower member-
ship,” Jefferies equities analyst David 
Windley wrote in an April 29 investor 
note. “We think that’s inevitable and 
maintain our hold.” First-quarter EPS 
and MLR were in line both with con-
sensus and Anthem’s expectations, he 
said.

Anthem’s second-quarter MLR 
“should be historically low” due to 
delayed procedures, but that will be 
offset by a rebound in volumes, buy-
back suspension and low net interest/
investment income during the second 
half of the year, Windley wrote.

At the same time, Medicaid and 
exchange enrollment can offset expect-
ed commercial group disenrollment, 
“but not the full rev[enue] and margin 
hit,” he added. “Anthem has the most 
exposure among peers to rising unem-
ployment due to its relatively larger 
commercial group risk book. Man-
agement started observing in-group 
deterioration during the second half 
of April, and we would expect this to 
worsen. Anthem’s Medicaid book (and 

to a lesser extent, HIX) helps mitigate 
commercial enrollment losses.”

Anthem management indicated 
that 40% to 50% of disenrolled com-
mercial lives will move to Medicaid, 
while 30% will move into individual 
health insurance, Windley wrote. 
“However, this creates an unfavor-
able mix,” with lower per-member 
per-month payments, especially in 
Medicaid, and a move to lower-margin 
products, he noted.

“Anthem noted that if a fully in-
sured commercial member transitions 
to Medicaid/Exchanges, it would 
create a headwind, all other things 
being equal, as fully insured operating 
margins are in the mid-to-high single 
digits, while Medicaid is 2-4% and in-
dividual ACA is 3-5%,” added Credit 
Suisse analyst A.J. Rice in an April 30 
investor note. “Commercial ASO mov-
ing into Medicaid or individual ACA 
could be a positive for the company. 
Additionally, Anthem noted that there 
has not been a meaningful increase in 
COBRA thus far.”

New members coming into Med-
icaid from commercial contracts might 
be slightly healthier than the current 
Medicaid population, Rice said, which 
could help if Anthem is faced with 
Medicaid rate cuts due to states’ pan-
demic-related budget shortfalls.

On the pharmacy side, Anthem’s 
new IngenioRx PBM posted a strong 
start with quarterly earnings of $349 
million, well above the $275 million to 
$300 million earnings Windley said he 
expected.

“Overall, [Anthem’s] results speak 
to MCOs’ ability to manage through 
COVID crisis with cushion from 
depressed non-COVID utilization,” 
observed Evercore ISI analyst Michael 
Newshel in an April 29 investor note.

Express Scripts Performs Well

Meanwhile, Cigna outperformed 
in its health services segment, which 
includes its Express Scripts PBM 
business, and its integrated medical 
segment. Express Scripts benefited 
from higher prescription volume and 
margins in the quarter, which like-
ly included some early refills due to 
COVID-19, Newshel said in an April 
30 investor note.

During their earnings conference 
calls, both insurers outlined multi-
ple ways they are responding to the 
COVID-19 crisis with additional 
funding and support where it is need-
ed, but they warned of potential un-
known effects ahead.

“The impact of COVID-19 is 
still developing,” Cigna President and 
CEO David Cordani said April 30. 
“We clearly see headwinds driven by 
the recession that it’s causing, includ-
ing, for example, disenrollment within 
our commercial customers, both in 
our integrated medical business [and] 
our health service business, as well as 
some pressure in our group disabili-
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ty business. As for medical costs, we 
expect somewhat offsetting impacts 
from elevated COVID-19 claims costs 
and lower medical costs from deferred 
procedures. We fully recognize this as 
a dynamic environment. However, we 
expect the strength of our first quarter 
to drive us to another strong year for 
revenue, earnings and free cash flow.”

‘Unprecedented’ Lives Shift Is Likely

Anthem President and CEO Gail 
Boudreaux said April 29 that “the 
economic impacts of the crisis may also 
drive an unprecedented shift in con-
sumers from the employer market into 
our Medicaid and ACA [Affordable 
Care Act] segments.”

“We are quickly reallocating re-
sources as may be needed to meet these 
potential challenges,” she added. “In 
the small-group market, a segment 
especially vulnerable to disruption, we 
are proactively identifying groups at risk 
and providing more affordable prod-
uct offerings. We’re helping displaced 
members find coverage in the individual 
marketplace or in Medicaid.”

Overall, Anthem earned $5.94 per 
share in the first quarter. Operating 
revenue was $29.4 billion, up $5.1 
billion, or 20.7%, versus the prior 
year. The revenue jump was driven by 
pharmacy product revenue related to 
the launch of IngenioRx, plus higher 
premium revenue from rate increases 
to cover overall cost trend (including 
the return of the health insurance tax 
in 2020), and membership growth.

Cigna reported earnings of $3.15 
per share on operating income of $1.8 
billion, a 20% jump from the first 
quarter of 2019. Per-share operating 
income growth of 20% year-over-year 
reflects strong earnings contributions 
led by the company’s health services, 
integrated medical and international 
markets segments, Cigna said.

View Cigna’s earnings release at 
https://bit.ly/3aKsaYg and Anthem’s 
release at https://bit.ly/2YmiDUv. 
Contact Newshel at michael.newshel@
evercoreisi.com, Giacobbe at ralph.
giacobbe@investmentresearch.citi.com, 
Windley at dwindley@jefferies.com and 
Rice at aj.rice@credit-suisse.com. G 

by Jane Anderson

Humana, Centene Maintain 
2020 Guidance Despite Crisis

Humana Inc. and Centene Corp. 
are both maintaining their 2020 earn-
ings outlook despite the emergence 
of the COVID-19 pandemic and 
economic contraction at the end of 
the first quarter. Centene’s earnings 
fell short of the Wall Street consensus 
projection for the first quarter, while 
Humana’s earnings exceeded forecasts.

Humana’s revenues increased to 
$18.9 billion, compared with $16.1 
billion in the first quarter of 2019, and it 
reported $5.40 in adjusted earnings per 
share (EPS), beating the Wall Street con-
sensus of $4.66 adjusted EPS. Centene’s 
first quarter revenues increased 41% year-
over-year to $26 billion, up from $18.4 
billion, and it reported an adjusted EPS 
of $0.86. Centene fell short of the con-
sensus with $0.99 adjusted EPS. Both 
insurers affirmed their projections for the 
end of the year, with Humana forecasting 
adjusted EPS of $18.25 to $18.75 and 
Centene $4.56 to $4.76.

But both companies warned that 
the pandemic and recession presented 
substantial risk, and noted that utili-
zation could spike in the latter half of 
2020 due to pent-up demand. They 
also reported that utilization dropped 
toward the end of the first quarter, 
and anticipated the same result for the 
second. Government officials across 
the country have suspended elective 

procedures, and patients have avoided 
trips to medical facilities to stay isolat-
ed at home. Executives from Centene 
and Humana anticipate utilization to 
return to normal levels, if not higher, 
as shelter-in-place orders and elective 
procedure stoppages are lifted.

Humana Has Strong Growth Opportunity

Analysts were cautiously optimistic 
about both firms’ outlook for the rest 
of the year. “We believe that Humana 
boasts a compelling growth opportunity 
in the increasingly appealing [Medicare 
Advantage] market. Furthermore, the 
company also has an opportunity to 
drive margins given a potentially more 
favorable reimbursement environment 
and the maturation of its high-growth 
member base,” Oppenheimer’s Michael 
Wiederhorn wrote in an April 29 note.

Taking advantage of its strong 
position at the beginning of the year, 
Humana increased its cash on hand to 
more than $2.3 billion in anticipation 
of a higher volume of claims.

Despite Centene’s seemingly 
less impressive results, analysts were 
positive or neutral about the firm’s 
first-quarter performance.

Windley wrote in an April 28 
note regarding Centene that “we aren’t 
expecting ridiculously low 2Q [medi-
cal loss ratios] as management guards 
against an increase in utilization and 
claims severity. That said, the delay in 
procedures and incremental revenue 
from higher Medicaid/[health ex-
change] membership helps absorb new 
headwinds such as slower WellCare 
synergy capture, COVID-19 treatment 
costs, and adverse impacts on invest-
ment income/interest expense.”

Though Centene’s results were 
less robust than Humana’s, the com-
pany indicated it is in a strong po-
sition for the remainder of the year. 
The company has a large Medicaid 
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Insurers Win Risk Corridors Case
continued from p. 1

As Justice Sonia Sotomayor wrote 
for the 8-1 majority, the court’s hold-
ings “reflect a principle as old as the 
Nation itself: The Government should 
honor its obligations.”

“I’ve always found it difficult to be-
lieve that the insurers didn’t have a good 
constitutional basis to demand pay-
ment,” Jeff Myers, senior vice president 
of reimbursement strategy and market 
access for Catalyst Healthcare Consult-
ing, tells AIS Health. In fact, “it boggles 
the mind that the appeals court could 
suggest that statutory law didn’t require 
the government to pay,” he adds.

Insurers Scored ‘Resounding Win’

Katie Keith, who attended the 
Supreme Court’s Dec. 10 hearing on 
the case, shares a similar view.

“My sense from oral argument is 
the justices seemed pretty sympathetic 
to the insurers’ arguments,” says Keith, 
research professor at Georgetown Uni-
versity’s Center on Health Insurance 
Reforms and principal at Keith Policy 
Solutions, LLC. “I was surprised at 
8-1, but I’m pretty much surprised by 
a vote of 8-1 on anything from this 
court,” Keith adds. “So that was sort of 
interesting and a very resounding win.”

 “We appreciate that today’s Su-
preme Court 8-1 decision ensures that 
the federal government honors the 
obligations it made for services the 
private sector already delivered,” Matt 
Eyles, president and CEO of America’s 
Health Insurance Plans, wrote in a 
statement regarding the ruling. 

Added Margaret Murray, CEO of 
the Association for Community Affil-
iated Plans: “It’s absurd to ask health 
plans — or anyone else doing business 
with the United States government — 
to price in the notion that Congress 

might arbitrarily walk away from com-
mitments it makes in Federal law. We’re 
relieved the Supreme Court agrees.”

Yet while the decision may be 
good news for the insurers that sued, 
Myers says he isn’t so sure the risk 
corridors program was set up very well 
in the first place.

“In essence, because the design 
wasn’t particularly well done, you’re go-
ing to have a lot of money transferred 
from the taxpayer — and frankly, plans 
that were offering copper plans and 
other well-managed plans — to plans 
that had lots of benefits and arguably 
took on more risk,” he says. “So I think 
ultimately, most of this money is go-
ing to go to the Blue Cross [and Blue 
Shield] plans, which have never been 
particularly financially efficient in the 
individual marketplace.”

Will This Jeopardize a Bailout?

Another possible concern is that 
the $12 billion judgment in some 
insurers’ favor will impact the indus-
try’s ability to receive funding from the 
government to stem any losses related 
to the COVID-19 pandemic and stabi-
lize the insurance markets.

“I think the perception could hurt 
them,” Keith says. “It is a big number; 
$12 billion sounds like a lot.”

Yet she points out that the court’s 
ruling concerned payments from the 
ACA’s temporary risk corridors pro-
gram from 2014 to 2016, so “it would 
be a mistake to think that all of this 
money is going towards companies that 
are offering coverage now.” 

Ultimately, the $12 billion going 
to some insurers “would be a very poor 
substitute for some kind of broader, 
individual market stabilization from 
Congress,” she says.

When it comes to the current 
individual market, Keith says the one 

managed care book, and Medicaid 
enrollment is certain to spike due 
to layoffs caused by the COVID-19 
pandemic (HPW 3/23/20, p. 1). “The 
additional membership will be a tail-
wind to 2020 earnings, particularly in 
our Medicaid business, although we 
expect normalization of enrollment 
during the second half of the year as 
the economic recovery progresses,” said 
Centene Chief Financial Officer Jeffrey 
Schwaneke during an earnings call.

WellCare Deal Faced Obstacles

Centene’s ongoing absorption of 
WellCare Health Plans, Inc., a deal 
which closed in January, was a drag on 
earnings. The integration process faces a 
major regulatory obstacle in Georgia, as 
the state delayed WellCare’s integration 
with Centene’s state subsidiary over con-
cerns about the quality of the resulting 
provider network. During the earnings 
call, Nephron Research analyst Joshua 
Raskin asked executives when the firm 
expected to see return from the transac-
tion’s synergies. Neither Schwaneke nor 
CEO Michael Neidorff gave a timeline.

“[Regarding] delay in WellCare 
synergies, again, I think we’ve mentioned 
in the past that the WellCare transaction 
was effectively break-even without the 
share repurchase. I think we’d still be 
at break-even if you would include the 
share repurchase this year. So I think, 
from a transaction perspective, that can 
give you a relative size on the synergy 
shift. And again, we’re still trying to cap-
ture those synergies,” Neidorff said.

Read Humana’s press release at 
https://bit.ly/3bRUwRJ and a tran-
script of the earnings call at https://bit.
ly/2zLZJML. Read Centene’s release 
at https://bit.ly/2yhulFx and a tran-
script of its earnings call at https://bit.
ly/2VOBiqA. G 

by Peter Johnson
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U.S. Chamber of Commerce Backs Temporary Health Insurance Subsidies

In a notable reversal, U.S. Cham-
ber of Commerce joined America’s 
Health Insurance Plans (AHIP) and 
the American Hospital Association 
(AHA) in supporting broad — but 
temporary — federal involvement in 
health insurance markets during the 
COVID-19 pandemic. 

In an April 28 letter to con-
gressional leadership, the groups 
endorsed several policies designed 
to help preserve health insur-
ance coverage, saying Congress 
should consider them in “the next 
round of legislation to overcome 
COVID-19.” The five specific poli-
cies the letter called for are:

	✦ Subsidies to employers for 
health benefits;

	✦ Full federal payment of employ-
ers’ share of COBRA benefits;

	✦ Expanded use of health savings 
accounts;

	✦ A special enrollment period 
for health exchanges, including 
HealthCare.gov; and

	✦ Subsidies to help higher earn-
ings buy health exchange plans.

Previously, AHIP and the Blue 
Cross Blue Shield Association sent a 
letter to Congress publicly backing 
many of those same policies (HPW 
4/6/20, p. 1).

Dan Mendelson, the founder 
of consulting firm Avalere Health, 
says the Chamber’s backing of these 
policies would give political cover 
to Republican members of Congress 
to do the same. The Chamber was 
one of the most prominent lobbying 
groups to oppose the Affordable 
Care Act and has close institutional 
ties to the Republican Party.

“To have the Chamber backing 
[those policies] is definitely mean-
ingful, given the political leanings of 
the membership of the Chamber,” 
Mendelson tells AIS Health.

Still, in a conference call dis-
cussing the letter with the press, 
Neil Bradley, the Chamber’s chief 
strategy officer, emphasized the 
group’s new position is limited to 
the duration of the crisis.

“It’s got to be timely, temporary 
and targeted,” Bradley said. “No 

one is trying to rewrite long-term 
policy here. We’re trying to address 
immediate needs. As we’ve seen with 
a whole host of other programs, it’s 
important to be able to leverage ex-
isting delivery mechanisms in order 
to provide aid when it’s needed in a 
timely fashion.“

Of the five policies mentioned 
in the letter, Mendelson says CO-
BRA subsidies are most likely to 
pass Congress. House Democrats 
have already proposed a bill that 
would have the government pay all 
of employers’ COBRA costs, and 
Mendelson suggests the Chamber’s 
endorsement will help Republicans 
support it.

“Given a choice, most members 
of Congress would prefer to see a 
preservation of private insurance 
as opposed to having states assume 
Medicaid liability,” Mendelson says. 

Read the letter at https://bit.
ly/3f66Wr5. Contact Mendelson via 
Liz Moore at lmoore@avalere.com.  

by Peter Johnson

potential implication of the risk corri-
dors ruling surrounds how it will affect 
insurers’ medical loss ratios (MLRs). 
Under the ACA, individual market in-
surers must spend at least 80% of their 
premium income on medical care, and 
they must issue rebates to members if 
the percentage dips below that.

HHS will probably issue guidance 
that outlines how the $12 billion judg-
ment will affect MLRs, Keith says, as 
it’s not yet clear whether the funds will 
affect MLR rebate calculations for 2020. 
Insurers that participate in the individu-

al, small-group and large-group markets 
are projected to issue a record high $2.7 
billion in MLR rebates to their custom-
ers this year (HPW 4/27/20, p. 7).

But Keith says it is clear that the 
risk corridors ruling doesn’t necessarily 
mean the Supreme Court will rule in 
favor of the ACA in a case (Texas v. 
U.S.) challenging the entirety of the 
law, which is slated for oral arguments 
later this year.

“I would be wary of looking at 
this as like a pro-ACA decision,” she 

says, pointing out that the case was less 
about ideology and more about statu-
tory interpretation and appropriations 
law. 

“The way I think about this case is 
it happened to be about the ACA, but 
it could’ve been about any other issue.”

Contact Keith at kmk82@george-
town.edu and Myers via Joe Reblando 
at joe@joereblando.com. 

View the Supreme Court’s opinion 
at https://bit.ly/2VS49KN. G 

by Leslie Small
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News Briefs

	✦Molina Healthcare, Inc. said on 
April 30 that it plans to buy Ma-
gellan Health, Inc.’s managed care 
organization, Magellan Complete 
Care (MCC), for about $820 mil-
lion. MCC served approximately 
155,000 members across six states 
as of Dec. 31, 2019, and it report-
ed full-year 2019 revenues greater 
than $2.7 billion. “Acquiring MCC 
expands our geographic footprint 
in our core businesses of managed 
Medicaid, dual eligibles, and long-
term services and supports,” said 
Joe Zubretsky, president and CEO 
of Molina. “We believe it will allow 
us to scale our enterprise-wide plat-
forms and benefit from both oper-
ating and fixed cost leverage.” By 
adding MCC to its portfolio, Molina 
expects to serve more than 3.6 mil-
lion members in government-spon-
sored health care programs in 18 
states and will have 2020 pro-forma 
projected revenues of over $20 bil-
lion. The deal, which has not yet 
been approved by regulators, is ex-
pected to close in the first quarter of 
2021. Read more at https://bwnews.
pr/2xsW71q.

	✦UnitedHealth Group’s Optum divi-
sion is in advanced talks to acquire 
the tele-behavioral health provider 
AbleTo, CNBC reported, citing 
people familiar with the potential 
deal. Optum’s venture arm previous-
ly made a “significant” strategic in-
vestment in AbleTo — a 12-year-old 
company based in New York — and 
the company has also raised money 
from investors including Bain Capi-
tal Ventures and Aetna (now owned 
by CVS Health Corp.). In addition, 
AbleTo CEO Trip Hofer was a se-
nior executive at Optum from 2006 

to 2012. Read the CNBC article at 
https://cnb.cx/2z0oWCU.

	✦Florida Blue on April 24 unveiled 
a new affiliated health mainte-
nance organization called Truli for 
Health. The new HMO product, 
which will be marketed toward small 
and medium-sized employers, will be 
initially rolled out in central Florida 
and select south Florida counties 
on July 1. The goal is to “expand 
health care coverage options for local 
businesses through partnerships with 
trusted community healthcare pro-
viders,” according to Florida Blue. 
Read more at https://prn.to/2Sicu-
VN.

	✦The chief medical officers of Amer-
ica’s Health Insurance Plans mem-
ber plans released a “set of clinical 
principles to promote continued 
safe, effective, and evidence-based 
care for Americans in the wake of 
the COVID-19 crisis.” The prin-
ciples include expanding access to 
alternative sites for care and diagnos-
tic testing; promoting use of virtual 
care and telemedicine; supporting 
providers by raising awareness 
about clinical practices and policy; 
working with the government and 
other stakeholders to share and ag-
gregate data on disease progression; 
educating members and supporting 
awareness of the public health crisis; 
and adapting medical management 
tools to support patients and health 
care workers. Visit https://bit.
ly/3c3HNM1.

	✦The dramatic drop in health care 
utilization due to COVID-19 
includes a decrease in acute care 
treatment, not just elective pro-

cedures, according to an internal 
study of Cigna Corp. claims data. 
The study examined U.S. commer-
cial claims for inpatient treatment 
and authorization requests between 
February 2020 (pre-pandemic) and 
March 2020, discovering that rates 
of hospitalization decreased during 
that period. “While variations are ex-
pected month to month, the results 
and the consistency of the decreased 
hospitalizations were striking,” Saif 
Rathore, M.D., Cigna’s head of data 
and analytics innovation, said in a 
press release. “We believe these data 
call for efforts to ensure patients 
continue to seek and access criti-
cal clinical care during the current 
COVID-19 pandemic.” Read more 
at https://bit.ly/35kb56b.

	✦Most insurance executives expect 
premiums to remain stable in 
2021 despite waiving or delaying 
cost sharing for pandemic care, 
according to a survey conducted by 
online, private health insurance 
marketplace eHealth. According to 
the survey, which took place between 
March 30 and April 2, 97% of re-
spondents’ firms waived out-of-pock-
et costs for coronavirus testing, and 
60% have allowed members to delay 
paying premiums if needed. Eighty-
three percent of respondents did not 
expect to raise 2021 rates specifically 
“in response to the crisis,” while the 
remaining 17% expected rates to go 
up no more than 5%. Meanwhile, 
80% of respondents said they expect 
claims for elective treatment to surge 
when the pandemic ends, while 
73% expect that surge in six to 12 
months. View a slide deck with the 
results of the survey at https://bit.
ly/2Smzpz0.
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