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Chairman Johnson, Ranking Member Blumenthal, and Members of the Subcommittee,

Thank you for the opportunity to testify today about structural problems with the
Affordable Care Act’s individual market provisions. For many Americans, the ACA made
coverage unaffordable and unattractive. Biden COVID-era subsidy expansions magnify the
underlying program flaws and should expire as scheduled in the Inflation Reduction Act.

The ACA was supposed to create affordable insurance. Instead, premiums and deductibles
soared. In 2014, when its key provisions took effect, individual-market premiums increased
nearly 50 percent.’

From 2014 to 2026, individual-market premiums increased nearly twice as rapidly as
employer plan premiums.? ACA plans carry high deductibles and narrow networks that limit
access to top providers and erode the value of coverage.®

The individual market now depends on massive taxpayer subsidies. These subsidies distort
behavior, raise costs, and give enormous pricing power to insurers.

The ACA’s subsidy architecture is inflationary.* The enrollee’s share of the premium is
capped, regardless of the total premium. Because enrollees pay only a small slice of the
premium, insurers face virtually no price discipline — giving them incentives to inflate costs
rather than improve value.

The regulatory design of the ACA has created perverse cost-drivers. For example, under
the ACA’s medical loss ratio, insurers must spend a minimum share of premium revenue on
medical claims. In other words, to increase profits, they must increase premiums.

The ACA’s essential health benefits require all plans cover a standardized set of services,
regardless of enrollee preferences. Coupled with no ability for cost containment, these
regulations encourage high utilization and are likely responsible for the surge in recent
expenditures on behavioral health services.

In 2025, improper enrollment in fully subsidized plans reached 6.4 million people, with
associated improper federal spending exceeding $27 billion.? In 15 states, the number of
enrollees in fully subsidized plans was more than double the number of eligible individuals.

Many of these enrollees were signed up without their knowledge or consent, victims of
massive fraud schemes. A staggering 40 percent of fully subsidized enrollees used no
medical services in 2024. Many of these zero-claim enrollees are “phantoms.”” Federal
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taxpayers likely sent more than $35 billion to insurers for people who did not use the plan a
single time.2 The enhanced ACA subsidies, or Biden’s COVID credits, were directly
responsible for this massive increase in fraud.

The ACA’s subsidy structure, particularly with the COVID credits, incentivizes small
employers to drop company health plans. The percentage of small employers offering a
company health plan has dropped by one-third since 2010.° Less employer coverage means
higher taxpayer costs.

The ACA also led some state and local governments to drop retiree health coverage,
offloading that expense on the federal taxpayer. The COVID credits make this problem
much more severe.

The COVID credits, by lifting the subsidy cap at 400 percent of the federal poverty level,
encourage early retirement. It has led to situations like a retired couple in their mid-50s —
who earn $136,000 in pension income from government service —receiving $15,000 in ACA
subsidies.”® These subsidies are funded by people who receive coverage from their
employer and who bear the cost of the employer plan.

Congressional Democrats set the COVID credits to expire after 2025. Continuing them
would exacerbate fraud, increase premiums and health care prices, and remove the
imperative for reforming this failing program.

Gross ACA premiums will rise next year, but only a small portion of the increase is from the
expiring COVID credits. The underlying ACA subsidy provides enormous protection for
more than 93 percent of enrollees." Most will pay less than $S80 a month for a plan next
year, with the federal taxpayer picking up 80 percent of the premium cost and a higher
percentage for lower-income enrollees.’?'®

The ACA has failed to deliver on its promise of affordable, high-quality, consumer-driven
insurance. Instead, we see rising premiums and deductibles, narrow provider networks,
overwhelming taxpayer subsidies, regulatory cost-drivers, insurer pricing power, and
rampant fraud. Policymakers should recognize that extending pandemic-era subsidies
beyond their emergency purpose would only unleash more health care inflation, reduce
cost discipline, and drive the country deeper in debt. Real reform does not mean increasing
taxpayer subsidies. It means giving consumers choices to buy plans that best meet their
needs.

Thank you. | look forward to answering your questions.
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Appendix
Figure 1
@ Almost Entire Obamacare Premium Increases
Paid for by Taxpayers
COVID Credits Further Shifted Cost from Enrollees to
Taxpayers
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Figure 2

Taxpayers will pay most of enrollees’ premiums
after Biden’s COVID credits expire

Average per-person weekly premium for the cheapest silver-tier plan after accounting for subsidies

Weekly premium paid Share of premiums

by average enrollee paid by taxpayers

100 percent FPL $3.45/week
150 percent FPL $14.12/week 92%
200 percent FPL $32.00/week 81%

250 percent FPL $52.43/week 68%

Source: Authors’ calculations
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Figure 3

Benchmark Plan Premium for a 50-Year-Old Enrcllee

at 200% of the Federal Povery Level

DARAGON,

HEALTH INSTITUTE

@ Insurer Revenues from ACA Premiums
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Figure 5
m ACA Subsidies Provide a Much Greater Tax Benefit than the
W Employer Coverage Tax Exclusion For Most Employees
Budgetary Cost of ACA Subsidies With and Without COVID Credits for a
50-Year-Old Compared to Employer-Based Coverage (2026)
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Figure 6

m Employer-Based Coverage at Small Firms has

Significantly Declined with the ACA and COVID Credits
Percentage of Firms Offering Health Coverage, by Firm Size

3-9 Employees 10-24 Employees  25-49 Employee

2010 58% 76% 92%
2020 48% 58% 70%
2025 M/A 51% 64%

SOURCE: KFF, Employer Health Benefits Survey (2020, 2025)
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Figure 7

Percentage of Federal Exchange Sign-Ups
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@ Obamacare Plan Premiums Have Increased
Nearly 2x Faster than Employer-Based
Plan Premiums Since 2014
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Evidence of Improper Enrollment - Exhibit A

Huge Increase in Percentage of Enrollees Claiming Income
Between 100-150% FPL, Up to 55% of Enrollees in 2025
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Figure 9

4'-* Evidence of Improper Enrollment - Exhibit B
Huge Increase in Enrollees Without Any Medical Claims in a Year
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Figure 10
@ Evidence of Improper Enrollment - Exhibit C

Huge Increase in the Number of Enrollees with Unknown
Race or Ethnicity
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