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Introduction
It’s November 2004, and I’m in an operating room at the University of Alabama 
at Birmingham Hospital watching a 57-year-old Alabama schoolteacher 

. She’s grasping a vision of life, of a 
. “I’m holding my baby here,” she says, her voice 

. An anesthesiologist places a mask over her face. She 
. 

ore than six hours later, she awakens in an intensive-care bed and has a 

. She is among more than 65,000 
mericans who have undergone this dramatic operation since 1988. The cost: 

.

 few months later, I’m standing in tropical humidity, among single-story, 
whitewashed buildings comprising Lewanika General Hospital in Western 
Zambia. I’m in an outdoor waiting area that is packed with members of the 
Lozi Tribe, people who still live in picturesque villages of grass huts in sub-
Saharan Africa. There are few chairs, and people mostly stand or sit on cement 
sidewalks. Chickens living on the hospital grounds occasionally squawk their 
way through the crowd. Two women wail pitifully, having just received word 
of a death.

About a dozen mothers sit on gurneys and nurse newborns in a ward that is 
nothing more than a long, open room. Two nurses in starched, white uniforms 
walk the hallway wearily. They work thirteen-hour shifts, four days a week, 
and earn the equivalent of $25 a week. The hospital lacks oxygen equipment, 
thermometers, blood pressure machines, and basic pharmaceuticals such as 
antibiotics. Patients are asked to bring their own drugs if they can afford them. 
Equipment in surgical suites is old and worn, with rubber cracked and 
crumbling.

The United States has one of the richest health care systems in the world, and 
Zambia one of the poorest. Zambia spends about $80 a year per person on 
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health care; the United States spends about $8,000. Both countries struggle 
to provide enough good quality health care for everybody.

Zambia has been reforming its health care system since 1992. It’s been tough. 
About one in seven of Zambia’s adults live with HIV/AIDS. There’s no insurance 
to speak of, and if policymakers raise the price of care, nobody can afford it; 
if they drop the price to nothing, patients swamp the system. There’s only so 
much to go around, and in an impoverished nation, few people can afford to 
pay much of anything, particularly in rural areas.

America is reforming its health care system, too, with the Patient Protection 
and Affordable Care Act of 2010. The United States has the most expensive 

. Extraordinary 

Mayo Clinic, and the Johns Hopkins Medical Center, but 
. Go 

Alabama, and medicine gets even 
. Medical errors are a problem everywhere.

an 
. It’s a basic human value. Who 
America.

F News poll found that 64 percent of Americans 
believe the government should guarantee health insurance for everybody. 
Fine, but a Penn Schoen Berland poll the same year asked people if they were 
willing to pay more taxes to guarantee this health coverage, and the same 
exact same portion of Americans, 64 percent, said no.

Still, if somebody shows up at a hospital emergency department in the United 
States with a medical need and he can’t afford to pay, he must be seen. A 
sense of common decency among Americans led to a law, enacted 25 years 
ago, requiring hospitals to accept these types of patients. Most people didn’t 
realize it at the time, but that was a turning point in American medicine, when 
the nation decided that everybody deserved some level of care.

It is called the Federal Emergency Treatment and Labor Act of 1986. It 
requires hospital emergency departments to provide examination and, if 
needed, emergency care, regardless of ability to pay. The care, which is usually 
uncompensated, doesn’t end at the emergency department. If a woman comes 
in about to have a baby, she stays at the hospital until the baby is delivered. If 
a man comes in riddled with gunshot wounds, he goes to surgery and stays in 
the hospital until he can be safely discharged.
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The US Supreme Court has ruled on the law, and left it intact. But the law is 
criticized because at times it appears to open the US health care system to 
exploitation. Studies show that up to 55 percent of an emergency physician’s 
time may be spent delivering this care after doing tests to determine if these 
patients have an “emergency medical condition”—a term that has a fuzzy legal 
definition. This contributes significantly to emergency department over-
crowding, and the law does not provide a way to pay for exams and care. We 
all foot the bill in one way or another. And to make things worse, this type of 
crisis care is extremely expensive and often would be unnecessary if the 
patient had decent medical care to begin with.

Still, the law stands, and the current debate is not over whether we should 
. It is about where the care is going to be delivered, 

. It’s 
Americans 

.

mane 

. We want all this, and we also want to keep the miracles 
American medicine. We want high-ticket procedures like $750,000 

. We want more preventive care for everybody. We want fewer 
. And we want lower 

medical costs and insurance premiums, with taxes for health care kept to a 
minimum.

That’s a pretty tall order for a complex, $2.3 trillion-a-year medical system.

Already, two years into health reform, we’re seeing how complicated the 
process can be. Under the new health laws, insurance exchanges were 
temporarily established in 2010 for uninsured people with pre-existing medical 
conditions. The US Department of Health and Human Services (HHS) 
predicted that 375,000 people would be enrolled at these exchanges by the 
end of 2010. By February 2012, the enrollment stood at about 50,000.

It’s a living demonstration that better and more available insurance doesn’t 
always translate into fewer uninsured people. Cost is always an issue, but so 
too are culture, faith, education, awareness, and trust.

For example, when American doctors first arrived in Zambia to help with the 
AIDS pandemic, they established a clinic in Lusaka, a city with a population of 
over 3 million, and starting taking blood samples from Zambians to see if they 
were HIV positive. Soon, people stopped coming to the clinic. When doctors 
asked why, Zambians said word had gotten out that their blood was being 
used in demonic rituals. 
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That’s less preposterous than it sounds. In this country, some people belong 
to religions that view medical care as a sin. Other people just plain mistrust 
modern medicine, and wouldn’t go to a doctor if you paid them. Others may 
be unaware of choices—the main problem with low enrollment at the new 
insurance exchanges for people with pre-existing conditions, federal officials 
say.

This goal of this book is to raise awareness about what the Patient Protection 
and Affordable Care Act of 2010 offers different people in different 
circumstances in as simple a way as possible. It explains how the new health 
law came into existence, what it provides, and its possible future. The book 
does not intend to judge whether the new law is good, bad, or ugly. It’s about 

Medicare and 
M . It also explains the impact of the law on insurers, hospitals, 

.

I

.

2011 Most notable was a Supreme Court ruling that upheld major provisions 
Medicaid 

. In addition, the HHS has issued a multitude of rules and regulations 
affecting many key provisions of health care reform. This second edition will 
include critical updates and again attempt to gauge the future direction of 
health care reform.

A few words of caution: Writing about the direction of health care reform is 
like trying to hit an erratically moving target. For example, when I wrote the 
first edition of this book, many experts agreed that the future of health care 
reform would be determined by the Supreme Court ruling. Well, the Supreme 
Court ruled, and now many experts agree that the future of health care 
reform will be determined by the outcome of the 2012 presidential election. 
After that, I’m sure there will be another critical event shaping the future of 
health care reform. Clearly, massive changes unleashed by the Patient 
Protection and Affordable Care Act of 2010 remain politically potent, and 
likely will stay at the forefront of public debate for many years. 
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Overview
Health Care Reform Past and Future

mericans have been reforming their health care system for more than 75 
tration. 

.

he new Patient Protection and Affordable Care Act, signed March 23, 2010, 
President Barack Obama, is just the latest and one of the most ambitious 

America’s health care system.


. In many ways, American health care is more of a process than a system.

Look back over recent years, and you’ll see an alphabet soup of popular in
novations like health maintenance organizations (HMOs); preferred provider 
organizations (PPOs); and point of service plans (POS). Still more confusing, 
these cost-saving measures were all MCOs, or managed care organizations. 
That doesn’t even include the public side of recent insurance changes, in
cluding the Children’s Health Insurance Program, also known as CHIP.

Now look into the near future, and at least the acronyms diminish. But the 
new health care law brings with it its own lingo, including terms like insurance 
exchanges, individual mandates, grandfathered health plans, health tax credits, 
guaranteed availability of insurance, and essential health benefits. Alphabet 
lovers need not to worry, though, since we are getting ACOs, or accountable 
care organizations.

Understanding the intricacies of all this is fairly daunting—and probably un
necessary for many people. America is a nation in which many people would 
rather do their own plumbing than do their own taxes. Only the few, the 
brave, and the wonks will learn all complexities of the new health care law so 
that they can make an informed purchase of medical insurance.
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On the other hand, it is essential to know the basics of the new law, especially 
if you work in a medical field, many areas of government, or have a business 
in which you must make informed decisions about how to best provide 
coverage to your employees. This book strives to plow through bureaucratic 
blabber and political posturing, and translate provisions of the new health 
care law into understandable terms. Jump around the chapters and subheads. 
There won’t be a test, other than figuring out how the law best applies to 
what you do.

This first chapter provides a quick historical perspective on American health 
insurance and takes a brief look at the political process that brought us health 
care reform. Then the chapter moves on to a summary of the law, and ends 

.

History of Health Care Insurance
A President Theodore Roosevelt in 1912 have 

Ameri
cans  Success has usually come in relatively small increments, with a few no

Medicare and now the new health care law. There has 
ized 

. These two opposing forces have created a hybrid—a public and 
Americans.

The American health insurance movement first gained traction and speed 
around the time of World War II with the advent of medical breakthroughs 
such as the use of plasma to treat shock, surgical techniques to repair defects 
of the heart and other organs, and the discovery of antibiotics and other 
drugs to cure once-deadly illnesses.

People wanted these treatments and needed a way to pay for them. They 
turned to public and private health insurance. 

World War II Spurs Insurance Growth
The Second World War provided fertile ground for the rise of insurance. Just 
before the war, in 1939, only about 10 percent of Americans had private 
health insurance, and there was little federal involvement with public health 
care.

Blue Cross insurance plans covering hospitalizations and Blue Shield insurance 
plans covering doctor visits started just before the war. During the conflict, 
employers used the plans as a way to attract and keep workers at a time of 
wage and price controls.
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INSURANCE: A MODEL AS OLD AS HAMMURABI’S CODE

Policies offered by private insurers are based upon a common model for a social 
contract that spreads risks—so that no one person gets overwhelmed by a cata­
strophic loss.

Insurance has been around a long time; the ancient Hammurabi’s Code includes a 
basic insurance policy. 

It typically works like this: premiums from policyholders are pooled, and when some­
body needs medical care, costs are paid from the pool. However, the sickest 
members get the most benefits, and the healthiest members get the least.

It’s a simple formula, but it requires highly trained statisticians, or actuaries, to work 
out the details. And insurers can adjust the formula for competitive purposes by re­
stricting coverage for sickest clients and thus keep their policies more affordable for 
healthy clients.

hus, between 1940 and 1945, the types of Blue Cross plans grew from 56 to 
Americans. Blue Shield 

.

eanwhile, the government was faced with the responsibility of caring for 15 

and hundreds of thousands of dependents left in need.

General Omar N. Bradley oversaw expansion of a government-run health 
care system under the Bureau of Veterans Affairs. The system now operates 
under the US Department of Veterans Affairs (VA) and has a $50 billion an
nual health budget.

Nonprofit Blue Cross and Blue Shield plans began close cooperation in 
postwar America. They would eventually merge, but in the 1950s, they were 
separate and began to face competition from a rising number of commercial 
insurance companies.

THE VA: AMERICA’S NATIONALIZED HEALTH CARE

Most people don’t think of it that way, but the US Department of Veterans Affairs is 
America’s system of fully nationalized health care. Of the nation’s 23 million veter­
ans, 8.3 million—about the population of Virginia—receive VA care.

The VA foots the bill, although it gets some reimbursement from private and public 
insurers, and it also manages more than 200,000 administrators, doctors, nurses, 
and other health professionals. It operates 152 hospitals and 784 outpatient clinics.
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In 2010, the VA reported that its facilities handled 75.6 million outpatient visits, an 
increase of about one-third since 2003. Its inpatient admissions in 2010 totaled 
679,600. The VA charges some co-pays, but those are relatively low and don’t apply 
to all veterans.

Over the years, there have been highly publicized complaints about VA care, but 
studies have given good marks to the overall health care and patient satisfaction.

Health care reform is not expected to have an impact on the VA system. However, 
the health care law does say VA medical care meets standards for fulfilling the indi­
vidual mandate for Americans to have medical coverage by 2014. Therefore, veter­
ans receiving VA care don’t have to buy more coverage, although they can.

Americans were insured by private for-
. People got policies through work, but private 

side the 
.

I President Harry S. Truman whetted the public appetite for a gov
. He attempted to enact a compulsory health insurance plan 

. It failed in Congress, and he then developed a plan to provide 
. The American Medical 

A Republican politicians vehemently opposed the idea of 
. They feared a government takeover 

of health care would strip physicians of autonomy.

In an attempt to find a state-based solution, President Dwight Eisenhower in 
1960 signed the Kerr-Mills Act. It provided states with federal grants that 
could be used to pay medical bills for the indigent and elderly. Only 28 states 
decided to participate, and many kept budgets for the program too low to 
meet needs.

President John F. Kennedy supported a move to Medicare during his run for 
office in 1962, and even his opponent, Richard M. Nixon, agreed that Kerr-
Mills was too little, too late. At the time, there were about 20 million Ameri
cans over age 65, and even though more than 700 private insurance companies 
were selling policies, only half the elderly could afford them. Still, Kennedy 
failed to convince Congress to approve a Medicare program.

Assassination Turns Nation to Medicare
Two things occurred that changed health history: President Kennedy was 
assassinated in 1963, creating a swell of emotional support for the issues he 
championed; and his successor, President Lyndon Johnson, won the 1964 



5.




       
          





           








� a host 
 coming 

and research creating new medical technology and better drugs� Health care 
costs have increased and are high in other countries, too, but the united 
States leads the world in the amount spent for medical care, as shown in 
figure 1-1�

insurers tried a number of cost-cutting measures, including the creation of 
health maintenance organizations, shorter hospital stays, more outpatient 
surgery, and more preventive care practices� in the early 1980s, the gov-
ernment introduced a new reimbursement system, diagnostic-related groups 
(drGs), in an effort to contain medicare costs�

amid the rising costs, there were efforts to get more americans more medical 
care� in 1986, Congress passed the Consolidated omnibus Budget 
reconciliation act, or CoBra, which allows workers to continue medical 
coverage for 18 months after leaving a job; but it was an expensive fix for a 
worker who had to make up for subsidies that had been paid by a former 
employer� also under CoBra were laws requiring hospitals to treat patients 
regardless of the ability to pay�

in 1988, president ronald reagan signed the medicare Catastrophic Coverage 
act, which set ceilings on payments to hospitals, doctors, and pre scription 
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drugs, and included a premium raise and surtax on some Medicare recipients. 
After a public outcry, the law was repealed in 1989—an indication that 
sometimes what is done by Congress can be quickly undone.

During the 1990s, health care costs escalated again, rising at twice the rate of 
inflation. In 1993, President Bill Clinton attempted to reform health care by 
providing universal coverage and “managed competition” among insurers. The 
effort, headed by the president’s wife, Hillary, failed because of its complexity 
and strong opposition from the health care industry.

In 1997, Clinton signed legislation to create the Children’s Health Insurance 
Program, an extension of Medicaid that now covers more than 7 million chil
dren.

Political Primer on Health Care Reform
As the 2008 presidential campaign approached, the overall cost of American 
medical care had increased 1600 percent since 1970, nearly three times the 
rate of inflation. The nation was spending about $2.2 trillion a year on health 
care, a figure that was projected to double by 2018.

. Comparison of health care costs internationally. The United States leads the 
 Source: Commonwealth Fund.
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Americans felt the financial burden. Private medical insurance premiums had 
more than doubled over the previous decade while insurers raised co-pays 
and deductibles. The percentage of uninsured adults had been creeping up for 
years and hovered around 15 percent. That meant 46.5 million Americans 
were uninsured in 2006, leaving one in every six adults under age 65 without 
medical coverage. 

An October 2007 Kaiser Commission study on Medicaid and the uninsured, 
titled “The Uninsured, A Primer,” showed that most uninsured people came 
from working families. They had jobs where health benefits were not offered 
by employers, or they were not eligible for coverage under a spouse’s plan. 
About half of undocumented immigrants lacked health insurance, but 78 

United States were either native or 
American citizens.

. Meanwhile, insurance premiums kept rising, as illustrated in 
.

Figure 1-2. The steady and dramatic rise of life insurance rates, which more than doubled in 
a decade. Source: This information was reprinted with permission from the Henry J. Kaiser 
Family Foundation.
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Research showed that uninsured Americans were more sick, less likely to 
have a regular doctor, less likely to have preventive care, and more likely to be 
hospitalized for avoidable medical problems. Uninsured people paid only 
about a third of their medical bills, often with out-of-pocket cash, before 
receiving services. 

Meanwhile, the ranks of Medicare beneficiaries had grown to about 45 million 
by 2007, and accounted for about a fifth of all national health spending. The 
baby boomers were headed in the program’s direction, and projections 
indicated that spending would greatly outstrip revenues if something wasn’t 
done.

M American and foreign labor 
US workers was hampering 

. As the price of insurance rose, 

.

H Enters the 2008 

health care reform plans, though they were very different in philosophy and 
scope.

The Republican nominee, Senator John McCain, predicted that the health care 
system would “implode” if something wasn’t done about rising costs, and his 
plan focused on ways to stem the increases. McCain wanted to create a 
national insurance marketplace to increase competition among insurers, 
which he said would lower premiums and increase choices for consumers.

He also favored changing the way Medicare and Medicaid paid providers, 
improving the quality of care and allowing states greater leeway in deter
mining how to provide care for patients with the greatest needs. He advo
cated giving Americans tax-sheltered health savings accounts, a tax credit for 
purchasing health insurance, and better consumer information about medical 
quality.

The Democratic nominee, Senator Barack Obama, had developed a plan that 
was more complex and more directly addressed the issue of uninsured 
Americans. Among other things, Obama advocated strengthening employer-
based coverage, making insurance companies more accountable, improving 
quality of care, and ensuring a patient’s ability to choose a doctor without 
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government interference. He would allow people to keep their existing health 
plans, and he promised an initial drop in costs of $2,500 for them.

For people without health insurance, Obama guaranteed them eligibility for 
insurance. He promised individuals, families, and small businesses new ex
changes that would pool customers and keep premiums affordable. He 
promised to do more about preventing fraud and waste in Medicare and 
Medicaid. He said that he opposed mandating that all Americans purchase 
insurance, but did favor penalizing employers who did not provide insurance 
for workers.

Obama won the election with 53 percent of the vote, and carried Democratic 
.

SPEECHWRITER’S “WHIM” SPARKS HEALTH REFORM

Sometimes big political issues have little starts, and health care reform was sort of 
like that in the 2008 presidential campaign.

According to Revival: The Struggle for Survival Inside the Obama White House by 
Richard Wolffe (Crown, 2010), several of the people on Barack Obama’s 
speechwriting team were under pressure to decide what the president-to-be should 
say during a speech to Families USA, a patient-advocacy organization. The campaign 
lacked a health policy, and staffers hadn’t spent much time even discussing it.

On a “whim,” according to a staffer who was there, Robert Gibbs suggested that 
Obama promise to enact universal health care for Americans within a year of taking 
office. The idea stuck. And when Obama spoke the words, members of Families USA 
went off like a “bomb” the staffer recalled.

That was the seed of the health care reform idea. The plan evolved into a complex 
campaign promise, and became the first major initiative of the Obama Administra­
tion.

Washington Battles over Health Care Reform
Books have been written about President Obama’s triumph in pushing health 
care reform through Congress amid Democratic infighting and Republican 
opposition. It would be impossible to do the story justice in a few paragraphs, 
but the highlights are worth mentioning.

Early in his push for health reform, President Obama said he realized that an 
individual mandate requiring virtually every American to buy insurance was 
unavoidable. If the government was going to force insurance companies to sell 
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policies to people with pre-existing medical conditions, then the pool of 
policyholders had to be large enough to cover higher treatment costs for 
insurers, he said.

Obama was committed to health care reform both politically and personally. 
His staff connected him with people who would be helped by insurance re
form. They included Natoma Canfield, a 50-year-old cancer survivor who was 
paying $6,000 a year for health coverage she received through an employee-
sponsored plan that matched her payment with $1,000. She had been notified 
that her rate was going up 40 percent the next year. Obama occasionally read 
her letter before going into meetings to hammer out details about health care 
reform, according to Wolffe’s Revival: The Struggle for Survival Inside the Obama 

I Ms. Canfield’s may have been why Obama shifted his politi
Republican opponents, he focused on 

. Many of these insurers actually supported Obama’s 
.

A Obama’s push for reform was waning, Anthem Blue Cross 
. 

N Obama and proponents of 
health care reform.

Shortly afterward, on March 3, 2010, Obama spoke to a small group of doc
tors and nurses about health care reform, casting himself as a centrist, and 
saying:

On one end of the spectrum, there are those who have suggested scrapping 
our system of private insurance and replacing it with a government-run health 
care system. And though many other countries have such a system, in America 
it would be neither practical nor realistic. On the other end of the spectrum, 
there are those, and this includes most Republicans in Congress, who believe 
the answer is to loosen regulations on the insurance industry—whether it’s 
state consumer protections or minimum standards for the kind of insurance 
they sell. … I disagree with that approach. I’m concerned that this would give 
the insurance industry even freer rein to raise premiums and deny care. … The 
proposal I put forward gives Americans more control over the health insurance 
and their health care by holding insurance companies more accountable.

So Obama took the emotional and political high ground by opposing his allies, 
the insurers. Through political arm-twisting, Obama got his way, and on March 
23, 2010, he signed the Patient Protection and Affordable Care Act. 
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Proponents called it a great day for American health care; opponents called it 
a disastrous overreach by the government.

Supreme Court Rules on Constitutionality of 
Affordable Care Act in 2012
After President Obama signed the Affordable Care Act, 26 states joined in a 
federal lawsuit challenging the constitutionality of the individual mandate and 
expansion of Medicaid. In addition, the National Federation of Independent 
Businesses also filed a lawsuit. The US Supreme Court heard the cases to
gether during its 2012 session.

n the last day of the session, June 28, the high court ruled that the individual 
.

Medicaid called for under the 
ffordable Care Act was unconstitutionally coercive. The court said that the 

Medicaid 
Medicaid.

hus, the court opened the door for states to opt out of a major provision in 
Affordable Care Act and not expand their Medicaid programs. Some 

Medicaid expansion, but 
. The expansion of Medicaid eligibility 

standards is scheduled to start in 2014, and there is no deadline for states to 
declare their participation.

Meanwhile, as of this writing, the country was in a heated and tight race for 
the presidency. Mitt Romney, the Republican nominee, has said that he would 
repeal what he calls “Obamacare” on his first day in office. Whether he can 
or not is something we’ll go into in a later chapter, but the subject of health 
care is a major political issue in 2012. 

Health Care Reform Summary, 
Schedule
The new health care law is expansive in scope and ambitious in goals. It affects 
consumers, insurers, employers, health care providers, hospitals, nursing 
homes, Medicare and Medicaid beneficiaries, drug companies, medical-device 
makers, and government officials. Its timeline for full implementation runs ten 
years, through 2019.
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While some aspects of the bill were initiated in 2010, the most dramatic 
changes are scheduled between 2014 and 2016. All this will be done in the 
face of stiff political opposition.

Health Care Reform Glossary

The following are a few terms that may help people understand health care reform.

Federal poverty level: The US government definition of poverty used to calculate 
eligibility for benefits and programs. The poverty level for 2012 was $11,170 for an 
individual and $23,050 for a family of four. It is slightly higher for Alaska and Hawaii.

: The amount paid, often monthly, for health insurance. The cost of the pre­

: A refundable tax credit a 
n or family can use to help purchase insurance through an exchange. The 

: A tax credit for employers that offer insurance coverage 

and the amount they earn, along with the amount subsidized by the employer.

The big goal of health care reform is to substantially reduce the 50 million–
plus Americans who are now uninsured. According to the Congressional 
Budget Office, by 2019 the new law will extend medical coverage to an 
additional 32 million Americans—roughly the population of Canada.

The government hopes to accomplish this by expanding the nation’s public/
private insurance system. That would drive the nation’s rate of uninsured 
people down to 8 percent, instead of a projected 19 percent if health care 
reform had not been enacted.

In brief, the new health care law includes the following initiatives:

•	 Internet-based exchanges established in each state. It allows 
consumers and businesses to comparison shop for policies. 
Rates will be kept affordable through competition and tax 
credits for people with income up to four times the poverty 
level. 
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•	 Significant new prohibitions and requirements that target the 
health insurance industry. Insurers will face regulations telling 
them who they must offer coverage to, how much they can 
charge, how much they can spend on administrative costs, 
how much their customers can pay in out-of-pocket costs, 
how to describe their policies, and the type of care their 
policies must include.

•	 Most large employers must provide insurance to workers, or face 
penalties. Smaller employers are exempt from the rule, but 
tax incentives are being offered to encourage some smaller 
employers to provide insurance to workers.

•	 Virtually all Americans must have minimum insurance coverage by 
2014, or face tax penalties. People who can’t find affordable 
coverage are exempted from this individual mandate. There 
are also tax subsidies to help pay premiums. 

•	 Government changes in how it pays for care and the type of care 
it accepts as adequate. Providers will be rewarded for good 
quality of care, and penalized for avoidable medical problems. 
The new law places more emphasis on primary care and 
preventive care, and calls for more medical care that is based 
upon scientific evidence of effectiveness. 

THE COST AND WHO PAYS FOR REFORM

The cost of the Patient Protection and Affordable Care Act of 2010 is estimated at 
$1.1 trillion from 2012 to 2021, according to the Congressional Budget Office. That’s 
about $3,500 for every man, woman, and child in America.

At one point, the budget office estimated that the new law would reduce the budget 
deficit, but rising costs of coverage provisions and a slow economy reversed that. In 
its March 13, 2012, estimate, the budget office calculated that budget deficits 
caused by health care reform would average about $150 billion a year over the ten-
year period.

But it’s doubtful those numbers will hold steady. Much of the expense for health care 
reform comes from expanding Medicaid. That is expected to cost $1.5 trillion over 
ten years, but the Supreme Court ruled in 2012 that states were not required to 
expand their Medicaid programs. If states decide to opt out of the Medicaid expan­
sion—as some have said they will—that could have a big impact on the cost of 
health care reform.
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Also, some savings were expected to come from changes to the Medicare program. 
Under the new law, the government wanted to cut payments to Medicare Advantage 
plans and some providers. It created a new Independent Payment Advisory Board 
charged with limiting overall growth in Medicare spending. However, cuts to Medi­
care Advantage plans proved to be politically unpopular, and the government offset 
cuts with a bonus plan for quality improvement. There is political pressure to dis­
band the Independent Payment Advisory Board before it has even started work.  

To raise revenue for reform, new taxes are planned for health insurers, drug compa­
nies, medical device makers, and indoor tanning businesses. Tax penalties will be 
assessed in 2014 against people who fail to purchase minimum coverage. 

P
, or requirement that nearly all US citizens and legal residents have 

minimum medical coverage beginning in 2014.

Many authorities believe the mandate is essential to health care reform be
cause without it, some people may choose not to purchase insurance until 
they become sick. That would drive up premiums for everyone else. Oppo
nents of the mandate claimed the federal government lacked constitutional 
authority to impose such an overarching requirement, and several states 
challenged the mandate in federal courts. The Supreme Court, however, 
upheld the mandate as something the federal government could do under its 
taxation powers.

There are several exemptions from the mandate. The penalties, which are 
enforced through the federal income tax system, are generally less than the 
cost of purchasing insurance for many people. Tax credits will be available for 
lower-income people who purchase insurance through exchanges.

Penalties will be phased in over three years. They hit their maximum in 2016, 
requiring those without coverage to pay the greater of $695 per uninsured 
person ($2,085 maximum per family) or 2.5 percent a family’s income.

In 2014, those without insurance coverage will pay the greater of $95 per 
person ($285 maximum per family) or 1 percent of taxable income, and in 
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2015, those without insurance will pay the greater of $325 per person ($975 
maximum per family) or 2 percent of taxable income�

exemptions may be granted for religious objections or financial hardship, and 
to native americans, undocumented immigrants, jail and prison in mates, 
those without coverage for less than three months, people for whom the cost 
of minimum coverage would exceed 8 percent of income, and peo ple with 
incomes below the tax-filing threshold� 

tax credits to help pay for insurance purchased through exchanges will be 
available in 2014 to individuals and families with income between 133 per cent 
and 400 percent of the federal poverty level� (the poverty level in 2011 was 

�)

� the law sets standards for the value of 
� employers with fewer than 

�

does not offer 

� However, 
the first 30 workers are excluded from the penalty assessment� 

for an employer with more than 50 workers that does offer health insur ance 
but the benefit is so low that at least one employee receives a pre mium tax 
credit through an exchange, the penalty could amount to the lesser of $3,000 
for each worker receiving a premium tax credit, or $2,000 for each full-time 
employee�

an employer with more than 50 workers that does offer coverage must also 
offer certain workers free-choice vouchers that they can take to an ex change 
to get coverage, including premium tax credits� in turn, employers can avoid 
penalties for the workers who receive tax credit through ex changes� to get 
these vouchers, workers must have incomes less than 400 percent of the 
federal poverty level and their share of the workplace pre mium would fall 
between 8 percent and 9�8 percent of their income� the voucher amount 
would be equal to what the employer would have paid for the worker’s 
coverage�

to encourage them to offer health plans, another type of tax credit will be 
available for some of the nation’s smallest employers� in addition, separate 
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exchanges will be established to allow small businesses to purchase coverage 
for their workers.

Medicaid Beneficiaries Could Expand by  
16 Million
Under health care reform, Medicaid, the public insurance program for the 
poor, was expected to increase by about 16 million beneficiaries after eligibil
ity requirements are loosened in 2014.

States operate Medicaid programs with the federal government providing 
most funding, and they now set their own rules for eligibility. The federal 

. However, the Supreme Court ruled in 2012 that states 
Medicaid without expanding the 

. 

F Medicaid, the new rule will require them 

level

A
. For states that decide to expand their 

M cept adults 
without children into the program if they meet income requirements.

Private Insurance to Expand by  
16 Million Policyholders
Private insurance coverage is expected to grow by 16 million policyholders, 
mostly through the 2014 creation of new state-based marketplaces or 
exchanges. 

These exchanges will allow consumers to comparison shop. Moreover, to 
ensure that premiums are affordable, the government will offer tax credits to 
people with incomes up to 400 percent of the poverty level.

Other private insurance growth is expected because of new rules that allow 
children up to 26 years old to stay on their parents’ policies. The children 
don’t have to live in their parents’ home or be in college, but the coverage will 
not extend to their spouses or children.

Growth will also be driven by the new rule keeping insurers from withholding 
policies from customers because they are sick, or canceling policies because 
they have exceeded annual or lifetime limits.
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Push for More Preventive Care and Better Quality
Health care reform will attempt to shift more focus to preventive care, better 
quality care, and care that is more effective. Much of the responsibility for 
overseeing and implementing these fundamental changes in health care will 
fall upon insurers, doctors, and hospitals. 

For policies issued after September 23, 2013, the new health care law requires 
that insurers provide a long list of preventive procedures that must be 
delivered with no out-of-pocket costs to policyholders.

These procedures include cholesterol checks, colorectal cancer screening for 
people over 50, HIV screening for all adults in high-risk groups, depression 

.

Medicaid payments if they include these pre
.

he new law increases payments to Medicare and Medicaid primary care 


.

Prevention and Public Health Fund with money 
IV and 

obesity, and proving tobacco cessation support while strengthening the 
nation’s public health system.

The new law will attempt to improve the quality of health care by developing 
a national strategy. Included in this strategy is the creation of medical 
homes—a health care setting where patients receive primary care and have an 
ongoing relationship with a provider who coordinates their care. The 
government would hold providers more accountable for care dispensed 
through these “homes.”

With health care reform, payments to providers will be based on quality 
measures. Quality of care information will be provided to patients so that 
they can make informed decisions about choosing where to go for care.

The government will exert financial pressure on providers to use treatments 
that have been proven through scientific research to be the most effective. 
There will also be financial penalties for hospitals where preventable conditions 
such as infections and readmissions persist.
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Twenty-three Million Americans Expected to 
Remain Uninsured
Despite all the changes to health care, the Congressional Budget Office 
estimates that 23 million people living in America will remain uninsured by 
2019, and it could be more than that if some states decide to opt out of 
expanding their Medicaid programs.

The uninsured will include undocumented immigrants who are not legal 
residents and therefore will not be eligible for Medicaid or premium subsidies. 
Also, there is always a significant group of people who—although eligible for 
Medicaid—won’t enroll.

. Some 
. 

A
. Therefore, the nation must still maintain a system of 

.

Health Care  

There are more than 90 major provisions in the Patient Protection and 
Affordable Care Act of 2010. The changes started in 2010, and run through 
2019. The significant changes occur in the first half of the decade. The fol
lowing timeline highlights many of the provisions occurring from 2010 through 
2014.

2010 Insurance premium rate reviews; changes in Medicare provider rates; Prevention 
and Public Health Fund; Medicare beneficiary drug rebate; Medicaid coverage for 
childless adults; consumer web site; tax on indoor tanning services; adult 
dependant coverage to age 26; consumer protections in insurance; preventive 
benefits in new health insurance plans; and temporary exchanges for people with 
pre-existing conditions.

2011 Limits on administrative costs for insurers; closing Medicare drug coverage gap; 
Medicare preventive benefits; start of phased cuts to Medicare Advantage plans; 
changes to tax-free savings accounts; Medicaid penalties for hospital-acquired 
infections; and Medicare Independent Payment Advisory Board.

2012 Increased fraud and abuse prevention for Medicaid and Medicare; new annual fees 
on pharmaceutical industry; and financial penalties from Medicare for hospitals 
making preventable readmissions.
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2013 Increased Medicaid payment for states offering preventive services; states report 
intent to operate exchanges; increased Medicaid payments for primary care; 
increased threshold for itemizing medical expenses; new limits on flexible 
medical savings accounts; Medicare tax increase for high incomes; employer 
retiree coverage subsidy; and excise tax on medical devices.

2014 Health insurance exchanges; individual mandate requiring insurance; free-choice 
vouchers from employers; expanded Medicaid eligibility; tax credits to subsidize 
premiums; guaranteed availability of insurance; no annual limits on coverage; 
essential health benefits package; penalties for employers failing to meet 
regulations for coverage; new fees on health insurance industry; and reductions 
in Medicare payment for hospital-acquired infections.

he next chapter deals with portions of the new health care law that have 
. You know, some of the most dreaded 

American lexicon are: “We’re from the government, and we’re 
.” Well, some of the changes may have actually helped, but others 

. 



c h apt   e r

2
Early Changes
Health Care Reform’s First Ups, Downs

Patient Protection and Affordable Care Act of 2010 
. For example:

•	 The new health care law in 2010 created temporary insurance 
exchanges. These exchanges were established nationwide to 
sell policies to people with pre-existing conditions who were 
having difficulty getting coverage from private insurers. A 
government actuary predicted 375,000 enrollees would pour 
into the exchanges by the end of the year. Only 12,000 people 
enrolled. Officials blamed lack of awareness and rates that 
were too high. They staged a publicity campaign, and lowered 
rates. Enrollment rose to 50,000.

•	 Another early element of the law prohibited health insurance 
companies from turning away children with pre-existing 
medical conditions. In response, major insurers were driven 
by financial fears to completely stop selling policies that just 
covered children.

•	 And still another early reform gave the government power to 
review insurance rate increases of more than 10 percent. 
What most people failed to realize is that the law made little 
provision for doing anything about excessive rate hikes, other 
than look at them, and many states were incapable of even 
doing that.

Nonetheless, other early elements of the new law were more successful and 
popular:

•	 More than 3.2 million Medicare beneficiaries got $250 rebate 
checks from the government. These beneficiaries had fallen 
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into a “donut hole,” or coverage gap, in the Medicare Part D 
drug plan. This one-time rebate is accompanied by a 50 
percent discount on brand-name prescription drugs until the 
donut hole closes in 2020.

•	 Additionally, in 2010, the new health care law allowed young 
adults to stay on their parents’ insurance policies until age 26. 
The change was supposed to go into effect on September 23, 
2010. But Kathleen Sebelius, Secretary of the US Department 
of Health and Human Services (HHS), asked insurers to begin 
early so young adults could avoid being dropped from policies, 
and then have to re-enroll. Dozens of insurers, including 
some of the nation’s largest, complied.

A

. Let’s take a look a closer look at some of these early provi
. We’ll sort out details, and 

.

Exchanges for People  
High-Risk Conditions

The Pre-Existing Condition Insurance Plan was conceived to bridge coverage 
for people who had been denied private insurance because of health problems.

These high-risk exchanges were established in 2010, but will be unnecessary 
after 2014 when the new law makes it illegal for insurers to turn away cus
tomers with pre-existing conditions. High-risk customers may then get in
surance through a network of permanent exchanges set up for everybody. 

Enrollment at temporary exchanges was dismally low when they first opened. 
A Medicaid actuary had predicted that hundreds of thousands of people would 
turn out, but only a few thousand did. Officials blamed a lack of public 
awareness along with rates and deductibles that were too high. Officials made 
adjustments, and enrollment picked up, although it never came anywhere near 
the original estimates. 

Insurance sold through these temporary exchanges offer typical coverage, 
including primary care, specialty care, hospital care, and prescription medi
cations. There is no waiting period for coverage, unlike the old high-risk pools 
that were run by many states.
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Qualifying is simple. People must be: 

•	 Denied regular insurance coverage because of a pre-existing 
condition.

•	 A US citizen or residing in the country legally.

•	 Uninsured for at least six months. People don’t qualify if they 
have insurance—even if it excludes their pre-existing medical 
condition—or are enrolled in one of the high-risk insurance 
pools operated by a state.

Some of these temporary exchanges are operated by states, and some are 
. The program is available for people in all 

. For automatic direction to your appropriate web site, go to the Pre-
Insurance Plan web site at www.pcip.gov.

 Caution  The government warns people that it is unnecessary to pay anybody a fee to enroll 

-risk exchanges created under the Pre-Existing Condition Insurance Plan. The US 

-to-door and via toll-free 

wide. The representatives claimed the policies were part of health care reform. 

-

existent union or association. There is no fee for signing up with exchange-based plans. Contact 

the exchange center directly through www.pcip.gov, or call 1-866-717-5826 (TTY: 1-866-561-

1604).

Expanded Plan Options in 2011 for  
High-Risk Exchanges
People who enrolled in the temporary exchanges when they first opened in 
2010 had one choice, a Standard Plan. Starting in 2011, officials expanded the 
selection to three options: the Standard Plan, the Extended Plan, and the 
Health Savings Account–eligible plan. A child-only rate was added, too, as 
many private insurers stopped issuing those types of policies as health care 
reform was enacted.

Each plan offers preventive care with no deductibles if policyholders see an 
in-network doctor. There are deductibles for other medical services, and 
policyholders must pay 20 percent of remaining in-network medical costs. 
Deductibles are higher for out-of-network care, and policyholders must pay 

http://www.pcip.gov
http://www.pcip.gov
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40 percent of those costs. The amount that a policyholder must pay is capped 
at a “catastrophic maximum,” which was between $4,000 and $7,000 a month 
in 2012, depending on the plan. 

Table 2-1 shows a sample of rates from three plans offered through a tem
porary exchange set up in Tennessee and serving some Southern states.

Table 2-1. Monthly Rates for Pre-Existing Condition Insurance 
Plans* (Alabama sample)

Age
Standard 
Option

Extended 
Option

HSA 
Option

$110 $148 $114

$164 $221 $170

$197 $265 $205

$251 $338 $262

$350 $471 $364

*  2011 individual adult rates (in Alabama) for coverage through a 
change established for people with pre-existing health 

. 

The following briefly details the three plan options.

•	 Standard Plan: This plan has a $2,000 in-network medical 
deductible and $3,000 out-of-network medical deductable. It 
also has a separate $500 formulary drug deductible and a 
$750 non-formulary drug deductible. It offers lower 
premiums.

•	 Extended Plan: This plan has a $1,000 in-network medical 
deductible and a $1,500 out-of-network medical deductible. 
It also has a separate $250 formulary drug deductible and a 
$375 non-formulary drug deductible. The premiums are 
slightly higher than the standard plan.

•	 Health Savings Account Option: This option carries a $2,500 
in-network medical deductible and $3,000 out-of-network 
medical deductible. There are no drug deductibles. Premiums 
are fairly low. The plan works through the existing health 
savings account system, which provides favorable tax 
treatment.
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PRE-EXISTING CONDITIONS EXIST IN ABUNDANCE

The term “pre-existing condition” gets tossed around a lot in health care reform, and 
it seems simple enough: a serious medical condition.

But a pre-existing condition may be a little less serious, and a lot more common 
than many people think. A government analysis released in January 2011 concluded 
that 129 million Americans, or about 40 percent of the population, have some sort of 
medical, or pre-existing, condition, which is a red flag for insurers.

Pre-existing conditions can include health problems as serious as lung cancer, but 
also as controllable as high blood pressure. About 75 million Americans have high 
blood pressure, or hypertension, which if left uncontrolled can kill, often through 
strokes and heart or kidney failure. But high blood pressure can usually be controlled 
with medications—including some that cost about a dime a day.

There are more than 100 pre-existing mental and physical conditions that insurers 
may use to deny coverage. Some of the more common ones include AIDS, alcohol 
abuse, asthma, bipolar disorders, heart diseases, kidney diseases, diabetes, obesity, 
and smoking.

with Health Issues
On June 28, 2010, the government issued regulations prohibiting insurers 
from excluding children under age 19 from coverage because of pre-existing 
conditions. The law applies to some existing group and individual health 
policies, and most new health policies.

In response, scores of insurers in 34 states stopped offering child-only policies 
out of financial fears. Some states took regulatory action to encourage 
insurers to keep offering child-only coverage, and began considering legisla
tion that would require insurers that offered family coverage to also offer 
child-only policies.

In September 2010, HHS Secretary Kathleen Sebelius wrote the Blue Cross 
and Blue Shield Association to express her concern about emerging difficul
ties with insuring children: “It appears that some of your members are now 
turning a blind eye and declining to sell child-only policies in lieu of offering 
coverage to children with pre-existing conditions.’’ 

Getting insurance for a child with a pre-existing health condition can be dif
ficult and expensive if coverage is unavailable through a parent’s workplace or 
a public program like Medicaid’s Children’s Health Insurance Program (CHIP). 
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 “ADVERSE SELECTION” AND AVOIDING CUSTOMERS WORTH AVOIDING 

adverse selection that is well known to insurers. It 
­

­existing conditions.

people who are most likely to seek, obtain, and use health insurance.

It’s common sense. If you know your health or your child’s health is bad, you want 
insurance. That gets expensive for insurers. They want customers who file few 
claims, and they have a tendency to turn down customers who run up big medical 
costs.

It’s kind of the opposite of Groucho Marx’s old line: “I wouldn’t want to join any club 
that would have me as a member.” With insurers, the more you want to be a mem­
ber of their club, the less they want you.

Young Adults Get extension to Age 26 
on Parents’ Policies
for years, young adults have been a group of americans with one of the 
highest rates of being uninsured, about 30 percent� they often hold entry-
level or part-time jobs that offer few benefits� 
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Many people believe that young adults don’t really need insurance since they’re 
so healthy, but studies have shown that one in six has a chronic disease and 
about half have problems paying medical bills.

Figure 2-1 provides data in chart form that shows some of the difficulties 
young adults have encountered with getting good insurance and paying medical 
bills in recent years.

Figure 2-1. Contrary to popular belief, young people have had plenty of difficulty getting 
health insurance and care. Source: Commonwealth Fund. 

Another early provision of the Patient Protection and Affordable Care Act of 
2010 allowed young adults up to age 26 to stay on their parents’ insurance 
policies. The government estimated that the provision would extend coverage 
to 1.2 million young adults and increase premiums by less than 1 percent over 
the long run.

After September 23, 2010, the new law required plans that offered dependent 
coverage to extend coverage to children up to age 26, at the same price 
normally paid for dependents. The children neither have to live with parents 
nor do they have to be claimed by their parents as a dependent for tax pur
pose. But the coverage does not extend to the dependent’s children or 
spouses. Also, if a dependent has access to insurance through an employer, his 
parents’ insurer may deny him coverage. That rule changes in 2014 when a 
dependent may opt to stay on a parent’s policy to age 26, regardless of other 
coverage offered through a workplace.
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Many insurers began offering coverage to uninsured, older dependents early 
to prevent them from dropping from parents’ policies and then having to 
enroll again. The US Department of Treasury also issued guidance saying that 
the value of this benefit is non-taxable.

The National Health Interview Survey found that as of December 2011, an 
additional 3.1 million young Americans had gained health insurance coverage 
because of the provision. 

There is an exception. Group plans that are “grandfathered” are not required 
to offer extended dependent coverage if a youth is eligible for group coverage 
outside the parent’s plan.

Patient Protection and Affordable Care Act of 2010, 
P Obama warned insurance executives that rate increases would be 

.

 Enforcement was largely dependent upon transparency to shame in
.

The day before Obama’s warning, the Kaiser Family Foundation reported that 
premiums for individual policies increased in recent months by an average of 
20 percent.

Some insurers, like Regence Blue Shield in the state of Washington, blamed 
health care reform for increases. Regence stopped offering child-only policies 
and raised 2011 premiums for some policyholders by 37 percent. 

Health care reform did give regulators one tool that could be used in a 
roundabout way to hold down rate increases. Under the new law, starting in 
2011, insurers must spend either 80 or 85 percent of money earned from 
premiums on actual health care services for policyholders. If this requirement 
isn’t met, insurers must give policyholders a rebate in 2012 (which some did).

Meanwhile, Congress and some state Legislatures have been working on new 
measures to put more teeth into the provision allowing oversight of insurance 
premium increases. Moreover, the federal government has been helping some 
states review rate increases since many didn’t have systems in place for before 
health care reform.

In August of 2010, the HHS began awarding millions of dollars in grants so 
that states could improve the processes for reviewing rate increases. As of 
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February 16, 2012, all but 12 states had effective rate review programs in 
place. According the HHS Center for Consumer Information & Insurance 
Oversight, the states that still relied upon varying levels of federal assistance 
were Alabama, Arizona, Idaho, Louisiana, Missouri, Montana, North Carolina, 
Oregon, Virginia, Washington, Wisconsin, and Wyoming.

Workers Hit, Too
Health care premiums have been increasing for decades. In recent years, not 
only have premiums increased, but employers have also decreased subsidies 
for workers’ policies. Figure 2-2 illustrates the problem.

Insurers Banned from Cutting and 
Capping Coverage
The government issued new rules in June 2010 to discourage insurers from 
rescinding coverage and to ban them from placing lifetime limits on policies. 
The rules also started phasing out annual limits on policies, and gave patients 
more leeway in seeking emergency care.

In the past, some policyholders paid premiums for years, and when they en
countered an expensive medical problem, they had policies rescinded, or 
canceled, for minor errors made when first applying for insurance. A con

Figure 2-2. Insurance premiums are increasing faster than wages, and employers are paying 
less of the cost. Source: This information was reprinted with permission from the Henry J. 
Kaiser Family Foundation. 
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gressional investigation found that over a three-year period, insurers had 
rescinded 20,000 policies at an estimated savings of $300 million.

Under the new health care law, insurers can no longer rescind coverage of 
policyholders except in cases of substantive fraud or intentional misrepre
sentation on an application for coverage. If insurers think they have good 
reason for canceling coverage, they must give policyholders 30 days’ notice of 
termination, and make an appeals process available.

The new rules also stop insurers from placing lifetime limits on the amount of 
coverage their policies provide. The new regulations are phasing out annual 
limits that insurers sometimes put on coverage. The limits were set at 

. All annual limits will be 
.

I ers 
.

P fore 
. And if a 

.

n   There are warnings for policyholders going out-of-network for emergency services. 

Out-of-system providers may bill patients for costs not covered by policies. However, there are 

some limits as to what providers can charge in these circumstances. New rules for emergency-

care access may not apply to old or “grandfathered” policies.

Slowly Filling Medicare’s Prescription 
Drug “Donut Hole”
When the government set up the Medicare Part D drug benefit in 2006, a 
“donut hole,” or gap in coverage, was inserted to save the plan money—but 
it cost beneficiaries plenty.

In 2010, a beneficiary hit the dreaded donut hole after spending $940 out of 
pocket on drugs, and didn’t leave it until spending $4,550. Table 2-2 briefly 
details the donut hole.
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Table 2-2. Targeting the Donut Hole* in Medicare Part D

For drugs costing 
between…

Medicare Part D 
beneficiaries pay… 

Total cost to 
beneficiaries…

$0 and $310 100% up to $310 $0 to $310

$310 to $2,830  25% up to $630 $310 to $940

DONUT HOLE 
$2,830 and $6,440

$940 plus 100% of total  
costs over $2,830

 
$940 to $4,550

Over $6,440 5% up to no limit $4,550 plus 5% over $6,440

The so-called “donut hole” in Medicare’s prescription drug plan for 2010. The donut hole is the part 
ALL the costs in that range. It is between $2,830 and $6,440, and 

.

bout 3.9 million Part D enrollees hit the donut hole in 2009. While in the 
.6 bil

.

he new health care law gradually eliminates the donut hole while, in the 
Medicare Part D beneficiaries 

.

In 2010, Part D enrollees got a $250 rebate if they had any out-of-pocket 
spending in the gap. In 2011, Part D enrollees began receiving a 50 percent 
discount on brand-name drugs purchased in the coverage gap.

Medicare is gradually phasing in more subsidies for brand-name and generic 
drugs purchased in the gap, and reducing the current co-pay from 100 percent 
to 25 percent by 2020.

Changes Continued Throughout 2011
The Affordable Care Act continued to implement a host of smaller but im
portant changes throughout 2011. They included:

•	 The “medical loss ratio” rule that requires health plans spend 
a specific proportion of premium dollars for actual medical 
care of policyholders. The amount required was set at 85 
percent for large group markets and 80 percent for small 
group markets. Some states, however, have received waivers 
for this rule.
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•	 A 10 percent bonus for primary care doctors providing 
services to Medicare beneficiaries, and surgeons practicing in 
areas where there is a shortage of health professionals.

•	 The establishment of an Independent Payment Advisory 
Board for Medicare. In 2014, this 15-member board is 
expected to make its first recommendations on ways to 
reduce growth rates in Medicare spending.

Coming Next
This chapter covered most major early changes to health care reform im

. There are two notable omissions: the new tax on 

. In the next 

.

ated 
. We will see how those work. We will also look at how 

.
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3
New Choices
Individual, Family Insurance Options

. Health care reform may change where people 
. It will require them to have 

. It changes how tax 
. And it provides a multitude of protections 

.

emember President Obama’s promise: “If you like your health plan, you can 
. … Nobody is talking about taking that away from you.” The new 

.

This chapter looks at how the new law allows for grandfathering existing 
policies; how the new law compels people to buy insurance; and tax conse
quences of the new law. It also covers setting up insurance exchanges and the 
Massachusetts experiment in health care reform.

Some Policies May Be “Grandfathered” 
Under New Law
Under health care reform, it is possible for individuals and families to keep 
existing insurance plans, but the circumstances must be just right. Plans must 
be “grandfathered” into the new system, but that’s not being done for all 
plans. 

n Caution  Grandfathering policies will be largely left up to insurers, and many have already 

decided not to treat any plans this way because of administrative costs. Ask your insurer if your 

plan is being grandfathered.
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To be grandfathered, the plan must exist before March 23, 2010, and must 
essentially leave benefits and co-pays intact. Plans lose their grandfather status 
if there are substantial cuts to services or increased out-of-pocket costs for 
policyholders. Plans created after March 23, 2010, are considered new, and 
can’t be grandfathered. 

Grandfathered plans must incorporate some consumer protections enacted 
through health care reform. As of September 23, 2010, they include the 
following:

•	 Coverage of dependents up to age 26

•	 No lifetime dollar limits

Limited annual dollar limits

No exclusions for children under age 19 who have pre-
existing health conditions

No rescission of policies, or retroactively dropping coverage 
when someone gets sick

I quiring 

. If this so-called “medical loss ratio” requirement isn’t met, insurers 
.

In 2014, grandfathered plans, like all insurance plans, can no longer exclude 
members for pre-existing conditions. There can be no waiting periods for 
coverage longer than 90 days. There will be no annual dollar limits.

Grandfathered plans will not have to incorporate the following elements of 
health care reform:

•	 Preventive care with no co-pays

•	 Internal appeals and external review over disputed claims

•	 The right to choose your own in-network primary care 
doctor or pediatrician

•	 OB/GYN visits without referrals

•	 Out-of-network emergency room services without prior 
authorization or higher co-pay

•	 Coverage for routine care in an approved clinical trial

•	 Small-group policy coverage without medical underwriting

•	 Guaranteed renewability of coverage
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MINI-MED PLANS GET WAIVERS FOR COVERAGE CAPS

In addition to grandfathered plans, another important exception to the new health 
care law emerged in 2010.

Some limited benefit plans, called mini-meds, have very low annual caps on cover­
age—often $2,000 to $10,000—and were being issued one-year waivers by the 
government in late 2010. The waivers allowed dozens of insurers to continue offer­
ing these plans without the $750,000 a year cap prescribed by the new health care 
law.

The issue surfaced publicly when fast-food giant McDonald’s sent a memo to the 
government saying it might be unaffordable to continue insuring its 30,000 workers 
if mini-med policies had to meet annual caps. McDonald’s covers its workers 
through a for-profit insurer owned by Blue Cross Blue Shield plans.

Fearing a massive loss of coverage—no matter how limited—government planners 
issued a waiver on annual limits. The government also issued one-year waivers to at 
least 30 other insurers, including Cigna and Aetna, allowing them to continuing 
selling policies with low caps on coverage.

There is much dispute among officials about doing this. Plans that cap coverage at a 
few thousand dollars provide no protection against catastrophic loss. But, officials 
are concerned that creating too much turmoil in the insurance marketplace while 
health care reform is being enacted could do more harm than good.

Other standards set by health care reform are impossible for mini-meds to meet, 
and the government is trying to make accommodations. The following table shows 
the extreme limits that often accompany mini-med insurance plans, like the one 
offered by McDonald’s (information taken from a 2010 McDonald’s benefit handout 
that shows the company’s mini-med plans, premiums, and annual limits). There was 
no provision in health care reform for these plans.

McDonald’s Mini-Med Insurance Plans

Type of 
Plan

Weekly 
Premium

Annual 
Premium

Maximum Annual 
Benefit

Basic $13.99     $727.48   $2,000

Medium $24.30 $1,263.60   $5,000

Higher $32.30 $1,679.60 $10,000

Source: Balloon-Juice.com and The Wall Street Journal.
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The following lists what the McDonald’s plans pay for, up to the annual maximum:

•• 100 percent of visits to primary care doctor or specialist 
doctors, after a $20 co­pay.

•• 100 percent of prescription drug costs, after a $5 co­pay 
for generic and a $50 co­pay for brand­name drugs.

•• 70 percent of inpatient hospital care.

Insurance exchanges Are Critical to 
h
a -

�

american Health Benefit exchanges, these state-based organiza-

i � people will be able to compare and purchase insurance plans while 
�

� 

many people are expected to purchase insurance policies through these ex-
changes, but many people are also expected to continue purchasing insur ance 
through the workplace or the private market� the Congressional Budget 
office estimates that by 2019, about 28 million americans will pur chase 
health insurance through exchanges�

States are being encouraged to create and operate exchanges, but if they 
don’t, the federal government will fill the gap� States such as California, 
maryland, and Colorado were the first to receive federal grants� By march 
2012, thirteen states and the district of Columbia had actually established 
exchanges� federal funding will be available until 2015 to establish these ex-
changes, and then they must become self-sustaining� 

more than one exchange may be set up in a state, but exchanges must serve 
a distinct geographical area and not overlap� in some areas, states are being 
allowed to cooperate in creating exchanges�

exchanges must offer at least four levels of coverage with different limita tions 
on out-of-pocket costs, as follows:

•	 Bronze, which will cover 60 percent of costs
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•	 Silver, which will cover 70 percent of costs

•	 Gold, which will cover 80 percent of costs

•	 Platinum, which will cover 90 percent of costs

In addition, exchanges must offer a catastrophic coverage plan for people 
under age 30. Private health insurance companies that sell policies through 
exchanges must offer at least one plan at each level of coverage.

States may also create a Basic Health Plan for uninsured people with incomes 
between 133 percent and 200 percent of the poverty level. Individuals could 
choose this plan instead of going to an exchange and receiving premium 
subsidies.

 Note  Rates and plans offered by exchanges will depend largely upon boards or commissions 

-profit organizations. Exchanges 

-assistance system, including a call center.

fined 
. These benefits include the following:

•	 Ambulatory patient services

•	 Emergency services

•	 Hospitalization

•	 Maternity and newborn care

•	 Mental health benefits and services for substance use 
disorders

•	 Prescription drugs

•	 Rehabilitative services and devices

•	 Laboratory services

•	 Preventive and wellness services

•	 Chronic disease management

•	 Pediatric services, including oral and vision care

The new health care law places caps on how much money people can spend 
out of their own pockets for health care services included in this “essential 
health benefits” package.
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The out-of-pocket spending caps will follow a sliding scale; people with lower 
incomes will pay less out of pocket than people with higher incomes. 

The law ties the level of these caps to the annual out-of-pocket spending 
limits for high-deductible health plans associated with Health Savings Accounts. 
In 2012, those limits are $5,950 for individuals and $11,900 for families.

For families with incomes below 400 percent of the poverty level and who 
purchase coverage through an exchange, the caps will be reduced as follows:

•	 One-third the limit for families with incomes between 100 
and 200 percent of the poverty level.

One-half the limit for families with incomes between 200 and 
300 percent of the poverty level.

Two-thirds the limit for families with incomes between 300 
and 400 percent of the poverty level.

ABORTION COVERAGE OPTIONAL UNDER NEW LAW

Exchange plans that do provide abortion coverage beyond that permitted with fed­
eral funds—to save the life of the woman and in cases of rape or incest—must cre­
ate separate accounts where money can be used to help women pay for these pro­
cedures. In other words, no federal money can be used. And the exchange must 
offer a similar plan without expanded abortion services.

These abortion rules are the result of a compromise struck when health care reform 
was working its way through Congress.

By comparison, many workplace-based insurance plans cover abortions, but some 
don’t, according to two studies—one by the Guttmacher Institute and the other by 
the Kaiser Family Foundation. The Guttmacher study in 2002 found that about 85 
percent of employer-based plans covered the procedure, and the Kaiser study in 
2003 found that 46 percent of workers who were insured had coverage for abortion. 
Health care reform should have no impact on abortion coverage outside exchanges.

Also, states have their own rules when it comes to covering abortions through Medi­
caid, which expands dramatically under health care reform. Basically, if a state co­
vers the procedure, it must only spend state money, except when the life of the 
woman is endangered, or in cases of rape and incest. 
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Tax Credit and Subsidies Available  
at Exchanges
There are two types of assistance available at exchanges and paid by the 
government—tax credits and subsidies. They are available to people earning 
between 100 and 400 percent of the poverty level. Revenue to pay for the 
system comes from a variety of sources, including taxes on insurance com
panies, medical device makers, and pharmaceutical companies.

Subsidies lower the cost of deductibles and other forms of cost sharing. They 
are available to households with incomes under 250 percent of the federal 
poverty level. For example, families with incomes below 150 percent of the 

.

. They are available through advance 
Treasury Department makes directly to the insurance company 

. The advance payments 
. Tax credits 

. The amount of the tax credit is tied to 
Americans, who face higher 

. The following are two examples the Treasury 
epartment provided on August 12, 2011, when it issued proposed regulations 

.

EXAMPLE 1: Family of four with young parents and an income of 
$50,000

•	 Income as percentage of poverty level: 224 percent

•	 Premium for health plan at exchange: $9,000

•	 Premium tax credit: $5,430

•	 Actual family contribution: $3,570

EXAMPLE 2: Family of four with parents between 55 and 64 years 
old and an income of $50,000

•	 Income as percentage of poverty level: 224 percent

•	 Premium for health plan at exchange: $14,000

•	 Premium tax credit: $10,430

•	 Actual family contribution: $3,570 
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Wisconsin Prototype Offers Example of 
Insurance Exchange
To draw a better picture of how exchanges work, let’s look at one recent 
prototype.

By the end of 2010, Wisconsin had established a prototype for an exchange 
web site, but the site was taken down when Governor Scott Walker rejected 
implementation of health care reform and said the state would return a $38 
million federal grant to establish an exchange. Nonetheless, information from 
the prototype is still valid and provides insight into how choice and 
circumstance impacts premiums. Let’s look at three greatly simplified scenarios 

.

T

. The family of four qualifies for a tax credit, which amounts to 
. 

I
. For the sake of simplicity, all enrollees have set priorities for their 

1.  High overall care

2.  High quality for existing health conditions

3.  Personal doctor included

4.  Personal hospital and clinic included

5.  Low monthly premium

6.  Low out-of-pocket expenses

7.  Good customer service

Table 3-1 shows a sample of insurance rates considering that both parents 
smoke, but the overall health of family members is good. Premiums include a 
$615 tax credit per month.
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Table 3-1. Wisconsin Insurance Exchange Prototype Example for a Family of Four

Plan 

Monthly 
premium w/
tax credit

Annual out-
of-pocket 
expense

Quality 
of care 
rating

Customer 
service 
rating

High-deductible 
plan No. 1

$0 $574 B+ A-

High-deductible 
plan No. 2

$219 $835 A C

HMO plan $335 $950 A C

PPO plan $428 $1,920 A C

. The wife is in poor health, but the husband’s health is good. 
hey both have high blood pressure.

. Wisconsin Insurance Exchange Prototype Example for a 64-Year-Old Couple

Monthly 
premium 

Annual out-
of-pocket 
expense

Quality 
of care 
rating

Customer 
service 
rating

High-deductible plan 
No. 1

   $864 $1,518      B+            B+

High-deductible plan 
No. 2

  $583 $1,320      B+            C

HMO plan   $957 $1,518      B+            B+

PPO plan $1,055 $1,518      B+            B+

Table 3-3 shows rates for a hypothetical single woman in good health.

Table 3-3. Wisconsin Insurance Exchange Prototype Example for a 27-Year-Old Woman

Plan
Monthly 
Premium 

Annual out-
of-pocket 
expense

Quality of 
care 
rating

Customer 
service 
rating

High-deductible     $104 $320      A            C

Catastrophic care     $45 $368      B+            B+

HMO     $119 $320      A            C

PPO     $135 $320      A            C
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Get it? If enrollees want to change priorities—say lower the quality of care 
and increase the quality of service—then the price can go up, down, or stay 
the same. Push in one place, and it may pop out in another. The site included 
a tool that allowed users to closely compare several aspects of each plan.

The Wisconsin prototype web site offered the following three types of as
sistance to help lower- and moderate-income customers pay their monthly 
premiums:

•	 Federal Tax Credit: Under the new health care law, individuals 
and families may be eligible for a tax credit that will be applied 
to health insurance premiums. The credit is based on 
household size, income, and amount of premium.

Federal Subsidies: These may be applied to some services and 
co-pays to reduce out-of-pocket expenses.

BadgerCare Plus: This state program would offer low or no-
cost health care to lower-income Wisconsin residents.

Exchange Offers  
Example

T
Massachusetts has a well-established exchange that gives a good example on 
how such a system operates. The Health Connector web site is located at 
www.mahealthconnector.org.

Massachusetts passed statewide health care reform and launched its Con
nector exchange in 2006. Like federal health reform, the goal in Massachusetts 
was to create a system to provide affordable insurance to people without 
workplace coverage. And the exchange was accompanied by a mandate 
requiring everybody in the state to have health insurance.

The Massachusetts Connector created Commonwealth Care and Com
monwealth Choice, two insurance programs. Commonwealth Care provides 
insurance, with a sliding scale of subsidized premiums, to adults earning up to 
300 percent of the poverty level. Commonwealth Choice provides a one-stop 
insurance shop for people who do not qualify for premium subsidies.

n Note  Just a reminder: the federal poverty level for 2011 was $10,890 for an individual and 

$22,350 for a family of four. For 2012, it was $11,170 for an individual and $23,050 for a family 

of four.

http://www.mahealthconnector.org
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Commonwealth Care offers three plans for adults who are unable to get 
insurance through employers, family plans, or other programs. The cost de
pends upon gross income and location. The plans are as follows:

•	 Type 1: For people with household incomes less than or equal 
to 100 percent of the federal poverty level. There are no 
monthly premiums or deductibles. Co-pays for prescriptions 
are small.

•	 Type 2: For people with household incomes between 100 
percent and 200 percent of the poverty level. Monthly 
premiums for the lowest option in the least expensive 
location range from $0 to $28. There are co-pays for services 
and prescriptions.

•	 Type 3: For people with household incomes between 200 
percent and 300 percent of the poverty level. Monthly 
premiums for the lowest option and least expensive location 
range between $78 and $138. There are co-pays for services 
and prescriptions.

. In 2008, about 175,000 people enrolled. Eligibility of 
.

Commonwealth Choice offers four types of plans through seven private insur
ance companies. All plans have premiums, and costs vary widely, depending on 
age, location, and type of plan. The plans are as follows:

•	 Gold plans: Higher monthly premiums, but lower out-of-
pocket costs.

•	 Silver plans: Moderate monthly premiums and moderate out-
of-pocket costs.

•	 Bronze plans: Lower monthly premiums, but higher out-of-
pocket costs.

•	 Young Adult plans: For adults 19 to 26 years old. Young adult 
plans have low monthly premiums and higher out-of-pocket 
costs. Most have an annual limit on benefits.

Criticism of Health Care Reform in Massachusetts 
Predictably, whether health care reform has succeeded in Massachusetts is a 
point of great debate. Proponents believe it has done a good job of getting 
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more people insured; opponents say it has raised the cost of health care and 
created medical shortages.

By far, the biggest criticism of Massachusetts health reform has been its ina
bility to stop rising medical costs. Some critics say it has even increased the 
cost of care and insurance premiums. In addition, critics say there are now 
shortages of providers, and thus people have to wait longer to see doctors.

Still, a 2010 report by The Urban Institute and sponsored by the Blue Cross 
Blue Shield of Massachusetts Foundation concluded that overall, health care 
reform in the state had met its goals of getting more people insured without 
eroding insurance coverage offered by employers, stating: “Importantly, the 

Massachusetts has offset some of the 

.’’1 The report further stated: 

erage has crowded-out employer coverage.

U Massachusetts, insurance coverage of non-elderly 
.7 percentage points between the fall 2006 and fall 2009, the 

report said. That means 95.2 percent of working adults are now covered, and 
the rate of uninsured has dropped more than 60 percent.

Other sources, including the state of Massachusetts, report that the rate of 
uninsured people has plunged even lower, well below 5 percent. Figure 3-1 
presents data from the Massachusetts Division of Health Care Finance and 
Policy that illustrates the dramatic decline in uninsured state residents after 
health care reform passed in 2006.

When health care reform was passed in 2006, the Urban Institute study noted 
that the intention was to get more people covered by insurance. The state 
legislature decided to make that a higher priority than containing costs. The 
state is now working on the cost problem, and many people believe national 
health care reform could help with that, the study said.

There are still problems, the study acknowledged. About 1 in 5 adults re
ported difficulties finding a doctor who would see them, and many people still 
had problems paying medical bills.

1 T he Urban Institute, “Health Reform in Massachusetts: An Update of Fall 2009” (2010),  
p.1.
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onetheless, support was high for Massachusetts health reform when it 

. A February 2012 WBUR (Boston’s NPR station) 
MassINC Polling Group found that 62 percent of 

assachusetts residents supported the Massachusetts system and 33 percent 
.

MOST FOLLOW INDIVIDUAL MANDATE IN MASSACHUSETTS

Requiring all Americans to purchase insurance is the most unpopular part of the na­
tion’s new health care law, but when Massachusetts passed a similar mandate, 
people generally followed the law.

More than 95 percent of residents in Massachusetts are now purchasing health in­
surance or having it purchased for them. There has been relatively little short-term 
purchasing of insurance. If more were occurring, it would indicate that people are 
only buying insurance when they get ill, thus “gaming the system.”

An individual mandate is important when insurers are required to accept all customers, 
even those with health problems. If people aren’t required to have insurance, they can 
enroll when they are sick and then drop coverage when they are healthy.

That kind of “adverse selection” can be financially disastrous, with health care costs 
exceeding revenue from premiums. It can lead to financial failure for insurers, or 
much higher premiums for consumers.

In 2010, the Massachusetts Division of Insurance estimated that part-year insurance 

. The sharp decline in the rate of uninsured Massachusetts residents after health 
. Source: Massachusetts Division of Health Care Finance and 

.
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purchasing was low, and only increased premiums by about 1 percent—not enough 
to have much of an impact on the cost of insurance or the financial health of 
insurers.

Opposition to Insurance exchanges
after the uS Supreme Court ruled in favor of health care reform, several 
republican governors decided to delay establishment of an insurance ex-
change, hoping that the november 2012 elections might lead to the demise 
of the affordable Care act�

But r� Bill frist, a former republican Senate majority leader and a trans plant 
The Week magazine that such intransi gence 

� He noted that exchanges foster competition be tween 
americans find the right policies at the right prices�2

f
� this con stitutes a 

� for example, utah already has an ex change and wants 
� meanwhile, vermont 

will provide insurance for all state residents�

“State exchanges … represent the federalist ideal of states as ‘laboratories for 
democracies,’’’ frist wrote� 

Individual Mandate Requirements and 
Penalties 
.    













http://theweek.com/bullpen/column/230655/why-both-parties-should-embrace-obamacares-state-exchanges
http://theweek.com/bullpen/column/230655/why-both-parties-should-embrace-obamacares-state-exchanges
http://theweek.com/bullpen/column/230655/why-both-parties-should-embrace-obamacares-state-exchanges
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The Center for American Progress Action Fund points out in a March 23, 
2009, analysis that unpaid medical costs from uninsured people are shifted by 
health care providers to people who are insured. In 2009, this cost-shift 
amounted to $1,100 per average family premium and $410 per average indi
vidual premium, according to the center. Thus, we’ve got the individual 
mandate: a kind of necessary evil. 

Let’s examine a few details of the individual mandate and what happens when 
people fail to meet it or choose to ignore it.

The mandate requires that, by 2014, most Americans purchase a minimally 
comprehensive health policy—if they can afford it. That means the insurance 

. Also, people who 

.

here are exemptions for other financial hardships and for religious objec
Native Americans, incarcerated individuals, 

United States, and 
. Certificates of 

.

ost people who get coverage through employers, the new insurance ex

. Insurers will provide the government with the names of 
policyholders, the number of people insured, the period of insurance, the 
amount of subsidies, and the type of coverage. Primary policyholders will get 
a copy of the information.

People who fail to get insurance may pay a fine though the income tax system 
that will be phased in from 2014 to 2016. The penalty is the greater of a fixed 
dollar amount per person or a percentage of income above the tax-filing 
threshold.

n Note The “filing threshold” is made up of the personal exemption amount, which is doubled for 

those filing jointly, plus the standard deduction for any given tax year.

The fixed dollar penalty is $95 in 2014, $325 in 2015, and $695 in 2016 and 
thereafter. For a family, it is capped at 300 percent, or the equivalent of three 
uninsured people, and the amount is reduced by half for dependents under 
age 18. The percentage of income above the tax filing threshold that is 
considered for the fine is 1 percent in 2014, 2 percent in 2015, and 2.5 percent 
in 2016 and thereafter.

4
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If somebody decides not to buy insurance and not to pay the fine, the IRS will 
send him or her a notice. If they still don’t pay, the IRS can deduct the amount 
from future refunds. Beyond that, there’s not much the government can do. 
The new health care law says no criminal action or liens can be imposed for 
failure to pay the fine.

Premiums No Longer Tied to  
Pre-Existing Medical Conditions
Beginning in 2014, insurers can no longer deny coverage or charge higher 
premiums to adults with pre-existing medical conditions or poor health. In 

.

U

. After that, people with pre-existing conditions should be 

.

medical underwriting, or evaluating applicants for coverage. Medical un

. When selling policies to large groups, insurers can rely upon 
spreading costs more broadly.

A 2009 survey by the Commonwealth Fund reported that 70 percent of 
adults with health problems found it difficult or impossible to find an afford
able plan on the individual market with the coverage they needed, and nearly 
half were turned down or charged a higher premium because of a pre-existing 
condition.

Rights to Appeal, Choose Doctor,  
and Preventive Care
The new health care law is filled with consumer protections, including 
measures that prohibit insurers from canceling policies or denying coverage 
to customers who are ill. 

The law also forbids rating insurance customers by gender, a practice that has 
allowed carriers in some states to charge women more than men for identical 
coverage.
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Additionally, the law includes a process that allows policyholders to appeal an 
insurer’s decision to deny a claim. Policyholders must receive detailed 
information about why a claim is being denied, and how to appeal. There is a 
process to follow within the insurance company, and another that can be 
pursued through an independent third party not employed by the insurer.

Also, if a health plan requires the designation of a primary care provider, the 
policyholder has the right to choose that doctor, as long as the doctor is 
within the provider network and accepting new patients. The law also allows 
policyholders to select a pediatrician for a child who is being covered.

And the new health reform law provides direct access to OB/GYNs for 
. 

hat means women can see an OB/GYN without prior authorization or 
.

ne of the most extensive changes in health care is a requirement that new 
out 

. These services are not free; they’re being 
. The following is a partial list of these 

•	 Blood pressure, diabetes, and cholesterol tests

•	 Cancer screenings, including mammograms and colonos
copies

•	 Flu and pneumonia shots

•	 Routine vaccines ranging from routine childhood immun
izations to periodic tetanus shots for adults, including diseases 
such as measles, polio, or meningitis

•	 Counseling from health care providers on things like quitting 
smoking, losing weight, nutrition, depression, and alcohol 
abuse

•	 Counseling, screening, and vaccines for pregnancies

•	 Regular well-baby and well-child visits

The health law provides for wellness programs by making grants available to 
small employers for up to five years. In addition, employers will be able to 
offer rewards to workers who participate in wellness programs. The rewards 
can include things like premium discounts, waivers of cost-sharing requirements, 
or special health benefits.
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Health Care Reform Brings Changes to  
Income Tax System
In addition to premium credits, there are a multitude of changes coming for 
the income tax system. Deductions are being reduced, new taxes are being 
levied, and health savings accounts are being tightened. The following sum
marizes the changes (and the year the changes begin):

•	 Over-the-counter drugs that aren’t prescribed can no longer 
be reimbursed through health savings plans (2011).

•	 A $2,500 per year (2013) limitation on medical expense 
contributions to a flexible spending account.

Increased threshold for itemized deduction for unreimbursed 
medical expenses from 7.5 percent of adjusted gross income 
to 10 percent (2013). Increase is waived for people over age 
65 for tax years 2013 through 2016.

Increase in Medicare Part A hospital insurance tax rate on 
wages by 0.9 percent, from 1.45 to 2.35 percent, on earnings 
over $200,000 for individuals and $250,000 for couples filing 
jointly. Also, a 3.8 percent tax on unearned income for higher-
income taxpayers (2013).

•	 A tax on individuals without coverage (2014).

•	 Excise tax on employer-sponsored health plans with values 
over $10,200 for individuals and $27,500 for families (2020). 

Government Drops Long-Term  
Care Provision
The government had second thoughts about one provision of the new health 
care law that was intended to help chronically ill or disabled people stay in 
their homes rather than go into a nursing home.

The provision would have allowed workers to buy long-term care insurance 
from the government. Then, if disabled by illness or accident, they could have 
used the insurance to pay for in-home services or, if necessary, a nursing 
home.

The problem is that this type of plan would attract people who are already in 
poor health and likely to use the benefits—remember “adverse selection.” 
And the law requires premiums to be set at a level that would guarantee that 
the program would be solvent for at least 75 years. Thus, the premiums would 
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be so high that they would discourage healthier people from signing up for the 
program.

In February 2011, Kathleen Sebelius, Secretary of the US Department of 
Health and Human Services, told a committee that the program was “totally 
unsustainable.’’

She said the government was attempting to redesign the program so it would 
attract more healthy people and become financially viable. However, in 
October, the Obama Administration announced that the provision had been 
dropped because it wasn’t workable.

he next chapter deals with provisions of health care reform that affect small 
. There are new requirements for insuring workers and 

. There are also incentives to help smaller 
.
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here are tax credits for small businesses that do offer their workers insurance, 
don’t. There are new IRS reporting 

requirements for small and large businesses.

There are incentives to provide retirees with insurance coverage, and there 
are complex rules and regulations for businesses that want to keep offering 
their employees existing insurance plans.

Some provisions of the new law affecting employers have already have been 
implemented. The following provides a summary of these provisions listed by 
the year they go into effect:

In 2010, the new health care law

•	 Started providing tax credits to employers with a maximum 
of 25 workers and average annual wages of less than $50,000. 
To qualify, employers must pay 50 percent of premiums. 
Phase I will run until 2013, and offers a tax credit up to 35 
percent—or 25 percent for non-profit organizations—of an 
employer’s cost.

•	 Created a $5 billion reimbursement program for employers 
that provide health insurance coverage to early retirees over 

j
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age 55 who are not eligible for Medicare. This program runs 
until 2014 or until the money runs out.

In 2011, the new health care law

•	 Imposed $2.5 billion in annual taxes on the pharmaceutical 
industry.

•	 Changed definitions for qualified medical expenses related to 
flexible spending accounts, health savings accounts, and 
medical savings accounts.

•	 Increased distribution penalties from 10 percent to 20 
percent for health savings accounts, and from 15 percent to 
20 percent for medical savings accounts.

I

Requires employers to disclose on W-2 forms the cost of 
each employee’s health insurance benefit, although this does 
not make the benefit taxable.

I

Increases Medicare tax by 0.9 percent for individuals earning 
more than $200,000 a year or for families earning more than 
$250,000 a year. Also for this group, it levies a Medicare 
Contribution Surtax of 3.8 percent on unearned income. 

•	 Levies a 2.3 percent excise tax on medical device sales, but 
excludes items such as eyeglasses and hearing aids. Many 
home medical equipment items such as wheelchairs are also 
excluded.

•	 Caps flexible spending account contributions at $2,500.

•	 Limits to $500,000 the amount insurers can claim as a tax 
deduction for executive compensation.

•	 Ends the tax deduction for Medicare Part D subsidy expenses 
that some employers were paying.

In 2014, the new health care law

•	 Starts Phase II of tax credits for employers with fewer than 
25 workers and average annual wages of less than $50,000. 
To qualify, employers must pay 50 percent of the premiums 
for employees. The Phase II tax credit is 50 percent—or 35 
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percent for non-profit organizations —of an employer’s cost 
if insurance is purchased through an exchange for two years.

•	 Levies penalties against employers with more than 50 
workers, and with at least one worker who purchases 
insurance through new exchanges and receives a tax credit or 
subsidy to help pay premiums. For employers that don’t offer 
health insurance, the penalty is $2,000 per full-time employee, 
minus the first 30 employees. For businesses that do offer 
health insurance below government standards, the penalty is 
the lesser of $2,000 for each employee or $3,000 for each 
employee who gets tax support.

•	 Requires employers that do offer workplace coverage to 
provide a free choice voucher to certain employees—those 
with incomes less than 400 percent of the federal poverty 
level and whose share of the premium under the employer-
sponsored coverage exceeds 8 percent but is less than 9.8 
percent of their income. The free choice vouchers can be 
used by employees to help pay premiums at one of the new 
insurance exchanges, which would allow employers to avoid 
penalties.

•	 Opens insurance exchanges to small businesses. The 
exchanges will serve businesses with fewer than 100 
employees, although some states may set the cutoff at fewer 
than 50 employees until 2016. Later, the exchanges may be 
open to large businesses.

•	 Permits employers to offer workers rewards of up to 30 
percent of the cost of coverage for participating in wellness 
programs and meeting certain health-related standards.

•	 Requires employers with more than 200 employees to 
automatically enroll workers in health insurance plans upon 
hiring. Maximum waiting period is 90 days, and employees 
may opt out of coverage.

•	 Imposes non-deductible, annual $8 billion in taxes 
proportionately on the health insurance industry.

•	 Increases estimated tax payment factor by 15.75 percent for 
corporations with assets over $1 billion.

•	 Requires employers to report to the IRS information about 
insurance coverage plans, premiums, and penalties. 
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In 2018, the new health care law

•	 Imposes a so-called “Cadillac” insurance plan tax for higher-
cost health plans paid by employers. It caps the value of health 
plans at $10,200 for single coverage or $27,500 for family 
coverage by levying a 40 percent nondeductible tax on 
employees for amounts exceeding those caps.

Law Attempts to Give Small Businesses 
Relief from Big Insurance Costs

.

T . 
T

. Small 

.

A . Only 

. That same year, nearly all firms with more than 100 workers offered 
some sort of health insurance.

Figure 4-1. A steady decline of employee-sponsored health insurance by all companies. 
Source: This information was reprinted with permission from the Henry J. Kaiser Family 
Foundation.
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Tax Credit for Small Businesses Started in 2010
the new health care law in 2010 initiated the first of many tax incentives it 
will provide for small businesses that help employees cover the costs of 
insurance premiums� it is a tax credit for smaller businesses that cover at least 
half the cost of their workers’ insurance�

to be eligible, employers must: 

•	 Cover at least 50 percent of the cost of health care coverage 
for some workers, based on rates for individuals�

•	 Have the equivalent of fewer than 25 full-time workers� for 
example, an employer with fewer than 50 half-time workers 
might be eligible, according to the irS�

•	 pay average annual wages below $50,000�

the tax credit amounts to 35 percent of a small business’s premium costs�
the credit is 25 percent for tax-exempt employers� the rate increases to 
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50 percent (35 percent for tax-exempt employers) on January 1, 2014, but 
policies must be purchased through exchanges for two years.

The tax credit phases out gradually for firms with average wages between 
$25,000 and $50,000, and for firms with the equivalent of between 10 and 25 
full-time workers. For example, the IRS says a small business that pays $50,000 
a year toward workers’ health care premiums—and qualifies for a 15 percent 
credit—will save $7,500 annually from tax year 2010 through 2013 for a total 
savings of $30,000. The savings would increase from $7,500 to $12,000 
annually for a small business that qualified for a 20 percent credit. 

In May 2012, the IRS directed for-profit businesses to claim the credit on their 
Form 8941 and Form 3800. Tax-exempt organizations 

Form 990-T. 
I IRS has just revamped its page on the Internet dedicated to 

. It is available through www.irs.gov. Some business 
. “My accountant tells me that, 

Affordable Care Act, we’ll be receiving almost a $15,000 health 

Auto Clinic in Portland, Oregon, told 
the  in a January 28, 2011, article. “That’s big money 

.”

Obama 
Administration, which predicted millions of small businesses would benefit 
from the program. A May 14, 2012, report from the Government Accountability 
Office found that only about 170,000 small businesses claimed the credit even 
though up to an estimated 4 million were eligible. One problem was that 
many very small businesses don’t offer health insurance to employees, and the 
credit wasn’t large enough to encourage them to offer it. In addition, many 
employers just didn’t want to spend the time and effort needed to calculate 
the credit, the Government Accountability Office reported.

COST OF HEALTH INSURANCE CALCULATED BY THE HOUR

Most of us have heard the statistic about employee health insurance benefits adding 
an average $1,500 to the cost of every Chevrolet. That number was floating around 
a few years ago when General Motors was in financial trouble.

Indeed, health insurance does add expense to the cost of all products and services. 
The following facts are from the US Bureau of Labor Statistics (March 2010):

•• The average cost for health insurance benefits was $2.08 
per hour worked in private industry.

http://www.irs.gov
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•• Employer costs for health insurance benefits were 
significantly higher for union workers, averaging $4.38 per 
hour worked, than for nonunion workers, averaging $1.82 
per hour.

•• In goods-producing industries, health insurance benefit 
costs were higher, at $2.88 per hour worked, than in 
service-providing industries, at $1.92 per hour.

•• Among the four regions, costs for health insurance benefits 
were $1.78 per hour in the South, $2.40 per hour in the 
Northeast, $2.21 per hour in the Midwest, and $2.11 per 
hour in the West.

The following figure illustrates the breakdown of employer costs per hour worked by 
industry, occupation, and union status.

The cost of health insurance per hour in different occupations and groups. Source: US Bureau 
of Labor Statistics.

Be Careful Counting If You Are Counting  
on a Tax Credit
There are nuances to the tax credit for small businesses. For instance, the law 
requires firms to count part-time workers to come up a full-time-equivalency 
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total of no more than 25, but it gets adjusted a tad. So if a firm has 50 
workers, as mentioned, it may qualify for the tax credit if the workers are all 
half-time employees.

The IRS is pretty specific in defining how workers must be counted. Full-time-
equivalent employees are counted by taking the total annual hours of a 
worker’s paid service up to a maximum of 2,080 hours. Add all the workers’ 
hours together, and divide that number by 2,080. If it’s not a whole number, 
round to the next lowest whole number.

The IRS provides variations in how to make this count, such as equivalencies 
in days or weeks worked. Go to www.irs.gov and search for “Small Business 

Tax Credit: Frequently Asked Questions” for more details.

 for the tax credit is not based upon the number of employees 
. So if 

IRS.

T

. That produces an average annual wage, which must be 
.

Employers must subsidize at least half the cost of premiums for the costs of 
single (not family) health care coverage for each employee. 

Generally, an employer’s costs are based upon the amount paid for workers’ 
premiums to an insurer. Medical, dental, and vision plans are included, but 
there are rules on how costs for these differing plans can be aggregated for 
the purpose of qualifying for the credit. There are no reductions in the credit 
or penalties for employers who also receive a health care tax credit or subsidy 
from states that offer them.

HOW TO COUNT FULL-TIME-EQUIVALENT EMPLOYEES

Here’s a simplified IRS example explaining one method of counting full-time 
equivalent employees for the small business tax credit.

An employer has five workers who are each paid for 2,080 hours, three workers who 
are each paid for 1,040 hours, and one worker who is paid for 2,300 hours.

Full-time-equivalent employees would be calculated as follows:

http://www.irs.gov
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•• 10,400 hours total for the five workers paid for 2,080 
hours each.

•• 3,120 hours total for the three workers paid for 1,040 
hours each.

•• 2,080 hours for the one worker paid for 2,300 hours, since 
2,080 hours is the maximum that can be counted for an 
employee.

So the employer ends up with a total of 15,600 hours, which is divided by 2,080. 
That comes out to 7.5, which is rounded to the next lowest whole number. That 
gives the employer seven full-time-equivalent workers.

US Department of Health and Human Services (HHS).

nd the amount of the credit has a limit. It may not exceed the total of 
Medicare taxes the employer is required to withhold from wages 

Medicare tax.

here are a host of IRS rules about what an employer can’t count as costs paid 
. These include, for example, the following:

•	 The cost of insuring an employer’s family members can’t be 
counted, even if they work at the business.

•	 Generally, the cost of insuring business owners can’t be 
counted.

•	 Employer contributions to reimbursement plans such as 
health savings accounts can’t be counted. 

•	 Salary reductions in lieu of insurance benefits can’t be 
counted.

•	 Insurance paid for a leased employee can’t be counted.

Grandfathering, or Keeping Your 
Existing Plan, Requires Complex 
Calculations
Before going further, let’s take a quick look at the concept of “grandfathered” 
health plans, or attempting to keep an existing insurance plan under health 
care reform. 
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n Caution  Grandfathering policies will be largely left up to insurers, and many have already 

decided not to treat any plans this way because of administrative difficulties and costs. Ask your 

insurer if your plan is being grandfathered.

To keep a grandfathered status, a plan must exist before March 23, 2010. It 
can’t change carriers, substantially change benefits, or increase the coinsurance, 
deductibles, or out-of-pocket maximums. Some adjustments are allowed for 
inflation, and grandfathered plans can add new employees and dependents.

There are special rules for plans established under collective bargaining before 
March 23, 2010. They retain grandfathered status until the agreement expires, 

.

. This is discussed in Chapter 3.

T
. But insurers can continue to rate 

.

T
. This practice can 
.

Larger Employers Required to Report 
Insurance Value on W-2 Forms
Beginning for the 2012 tax year, the cost of insurance coverage under an 
employer-sponsored group plan must be reported by larger employers on 
W-2 forms typically issued in January 2013. The requirement is optional—for 
the 2012 tax year only—for employers issuing fewer than 250 W-2 forms.

The reporting requirement does not mean the coverage is taxable. It remains 
excludable from an employee’s income.

The value of health care coverage will be reported on Box 12 of the W-2 
form, with Code DD to indentify the amount. There is no reporting required 
on Form W-3. The amount reported on Form W-2 should include the portion 
paid by the employer and the employee. Employers are not required to issue 
a W-2 form solely to report the value of health care coverage of retirees or 
other employees who normally would not receive a W-2 form.
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The value of the following types of coverage must be reported:

•	 Major medical

•	 Health FSA value for the plan year in excess of employee’s 
cafeteria plan salary reductions for all qualified benefits

•	 Hospital indemnity or specified illness (insured or self-
funded), paid through salary reduction (pre-tax) or by 
employer

•	 Employee Assistance Plan (EAP) providing applicable 
employer-sponsored health care coverage—if employer 
charges a COBRA premium

•	 On-site medical clinics providing applicable employer-
sponsored health care coverage—if employer charges a 
COBRA premium

•	 Wellness programs providing applicable employer-sponsored 
health care coverage—if the employer charges a COBRA 
premium

•	 Domestic partner coverage included in gross income

ptional items that may be reported include dental and vision plans, Health 
eimbursement Arrangement (HRA) contributions, multi-employer plans, 

self-funded plans not subject to COBRA, and, if employers does not charge a 
COBRA premium, EAP coverage, on-site medical clinics and wellness 
programs.

The IRS also has a YouTube video on “W-2 Health Insurance Reporting.” You 
can search on the Internet for “IR-2011-31”. 

Requirement for Coverage and  
Penalties for Not Doing So
Starting on January 1, 2014, excise tax penalties begin for larger employers 
that either don’t provide insurance or do provide insurance at subpar levels. 
It is commonly called an employer “pay or play” requirement.

Small businesses with fewer than 50 employees are exempt, and the penalties 
are expected to have a minimal impact on large or mid-sized employers that 
already offer reasonably good health insurance benefits to workers.
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HOW TO COUNT EMPLOYEES FOR TAX PENALTIES

There has been much attention focused on regulations expected from the govern-
ment in 2012 that will set the standard for a full-time employee when it comes to 
calculating penalties for failure to provide coverage.

The Obama Administration proposed setting the standard at an average of 30 hours 
a week with a three-month look back period beginning in 2014. The Retail Industry 
Leaders Association and other groups were seeking a transition period until 2016 
that would allow employers to work toward complying with the law without being 
penalized.

-time status, partic-

T

.

penalty of $2,000 per employee, with the penalty waived for the first 30 
employees. 

Penalties get a little more complicated when an employer offers insurance 
that falls short of government guidelines for full coverage, or fails to pass an 
“affordability test.” That means the insurance may fall short of minimum 
standards for what it covers, or an employee’s portion of the premium 
payment exceeds 9.5 percent of household income. Inadequate health 
insurance coverage enables a worker to go to an exchange, and if qualified, get 
a tax credit or subsidy—which triggers a $3,000 penalty against the employer.

The US Department of the Treasury in 2011 said this “affordability test” 
would apply only to single coverage. However, this raised concerns that a 
worker could end up with sufficient coverage, but the worker’s family could 
fall between the cracks—and not be eligible for either coverage through an 
employer or an exchange. In 2012, the Treasury Department said it would 
reconsider the issue, and may decide the affordability test should also apply to 
family coverage. 

There is a way to work around the penalties with certain employees. In 2014, 
employers that offer workplace coverage must provide free-choice vouchers 
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to employees with incomes less than 400 percent of the federal poverty level, 
and whose share of the premium exceeds 8 percent but is less than 9.8 
percent of income.

The vouchers can be used by employees to help pay premiums at one of the 
new insurance exchanges, and this allows employers to avoid penalties—but 
only if the workers use vouchers instead of accepting tax credits and subsidies.

For employers that offer subpar health insurance, penalties are prorated on a 
monthly basis and amount to $3,000 multiplied by the number of employees 
who get tax credits or subsidies through exchanges. The penalty cannot 
exceed the amount a business would pay if it didn’t offer insurance at all—

.

EMPLOYER-SPONSORED INSURANCE ON DOWNHILL SLIDE

For decades, a majority of Americans have been insured through their employers. 
But the number of Americans who are insured this way is steadily dropping.

As policy prices skyrocketed over the past decade, the number of employer-
sponsored insurance plans decreased, and the number of workers covered by them 
declined. That has created a problem, since employer-sponsored health insurance 
has been the most affordable coverage for most Americans.

And conditions worsened during the recession, with firms cutting their insurance 
benefits and shifting more costs to employees, as shown in the following figure.

Many employers reduced health benefits for workers during the recession. Source: This 
information was reprinted with permission from the Henry J. Kaiser Family Foundation.
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The decline of employer-sponsored plans is one reason health care reform was passed. 

Oddly, the new law may accelerate the decline of employer-sponsored health 
insurance, some experts believe. There are many reasons to think this, including

•• In 2014, insurance exchanges will come online and offer 
affordable alternatives to employer-sponsored health 
insurance.

•• Also in 2014, Medicaid will expand eligibility and provide 
free insurance to millions of low-income workers, some of 
whom would otherwise be covered by workplace 
insurance.

•• Then, in 2018, a 40 percent excise tax will be levied 
against high-end or “Cadillac” employer-sponsored 
insurance plans, essentially making those policies less 
affordable.

-

And in a twist on the new law, research from the Center for Studying Health System 
Change finds that some small business are expressing a growing interest in self-
insuring their employees. That would reduce regulations on coverage and 
participation in insurance exchanges. 

Meanwhile, some experts see the move away from employer-sponsored insurance 
as a positive trend. It will allow workers more mobility, put them in a better position 
to make decisions about insurance, and make them aware of the real cost of health 
care. It will also lower costs for employers.

Other experts are concerned because employer-sponsored plans have done a good 
job of keeping insurance costs spread thin by creating large pools of policyholders. 
Administrative costs have been fairly low, too.

And perhaps the most important contribution to health care by American businesses 
has been the huge amount of money that companies have spent in subsidizing 
insurance premium for workers.

Unfortunately, as insurance has become more expensive, workers on average have 
ended up with larger increases in premium costs than employers, as illustrated in 
the following figure.
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Small Businesses May Shop  
at Insurance exchanges 
.
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SHOP exchanges will form a nationwide purchasing pool that will offer plans 
in every state. However, plans will still have to meet regulations for the state 
in which they are issued. The government hopes these pools will reduce 
administrative costs and provide a more efficient way for insurers to market 
health plans.

Reforms in how insurers rate plans should make premiums more stable and 
affordable. Beginning in 2012, health status ratings will no longer be permitted 
in small group markets, which essentially serve small businesses. That should 
protect small groups from large premium increases when somebody in a 
group experiences an expensive illness.

O OP exchanges are expected to reduce variations in premium 

Americans who are self-employed. However, there will be a surcharge 
.

SH
A OP, some early planning 

.

During a January 2011 Congress on Health Insurance Reform, there was much 
debate about whether the exchanges could be set up in a way that workers 
could make choices about policies without forcing small business into the 
burdensome task of making individual payments each month to a multitude of 
plans. Or, would business just pick a few plans and give their workers limited 
choices? 

Also, questions were raised about whether SHOP exchanges would operate 
through a network of exchanges already being established by states to serve 
individuals, or if they would operate as separate exchanges.

n Note  The US Department of Health and Human Services on July 11, 2011, issued final 

regulations on how states should structure SHOP exchanges. States will have many options on 

how these exchanges are designed, but SHOP exchanges should help employers find qualified 

health plans, get information on price and benefits, help enroll employees and consolidate billing.
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Early Retiree Reinsurance Program 
Stops Accepting Applicants
More than 2,000 insurance plans were quickly accepted in 2010 into the Early 
Retiree Reinsurance Program, an initiative started under health care reform 
to encourage businesses to offer coverage to early retirees. In May 2011, 
officials stopped accepting applications.

The program helps employers pay insurance costs for early retirees beginning 
at age 55 and ending at age 65 when all Americans become eligible for 
Medicare. The program runs until 2014 when exchanges come online to fill 
the gap between early retirement and Medicare.

Figure 4-3.

Figure 4-3. The decline in employers with more than 200 workers who offer early retirees a 
health insurance benefit to fill a coverage gap until Medicare starts at age 65. Source: This 
information was reprinted with permission from the Henry J. Kaiser Family Foundation.

Without this benefit, early retirees are often forced to buy insurance on the 
private individual market, which can be expensive. Insurers routinely charge 
retirees from 55 to 64 years of age much higher premiums for far less coverage 
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than younger people. Also, insurers may exclude pre-existing conditions for 
early retirees, or they may not offer them coverage at all.

The new program is providing $5 billion to employers and unions to help 
maintain coverage for early retirees. In September 2010, applicants started 
submitting claims dated back to June 1, 2010. As of May 5, 2011, the HHS no 
longer accepted applications into the program because of diminishing funding.

Employers and unions accepted into the program are reimbursed for medical 
claims for early retirees and their spouses, surviving spouses, and dependents.

In the early months of the program, nearly 3,000 applications were approved 
and represented in nearly every sector of the economy, with 32 percent 

.

Office of Consumer 
I Insurance Oversight had received applications from more 
than half of the Fortune 500 companies, all major unions, and government 

.

T

Maintain either directly or through an insurer, a group health 
plan that provides coverage to early retirees and their 
immediate families.

•	 Implement programs to provide care efficiently to enrollees 
with chronic and high-cost conditions.

•	 Be able to document claims for medical, surgical, hospital, 
prescription drug, and other benefits.

•	 Have policies in place to detect and reduce fraud, waste, and 
abuse.

The program generally applied Medicare standards in determining whether a 
benefit was eligible for reimbursement. The program pays 80 percent of the 
actual health cost paid by or on behalf of an individual. Reimbursement starts 
after a retiree hits $15,000 in medical costs, and ends when costs exceed 
$90,000.

Money that is reimbursed by the government must be used to reduce cost of 
benefits for the company or union, or lower premiums and out-of-pocket 
costs for plan participants. The money may not be used for general revenue.



71Health Care Reform Simplified

In its first six months, the program paid out more than $500 million in 
reimbursements for health services provided to 60,859 people.

Exchanges Expected to Provide Relief  
to Early Retirees
The Early Retiree Reinsurance Program ends when the initial $5 billion is 
spent, or on December 31, 2013, the day before state-based insurance 
exchanges are supposed to open. 

Authorities say these exchanges will provide insurance relief to early retirees 
.

his will also lift from business the burden of finding insurance plans for a 

.

I
. Studies with 

edicare participants have shown that older people with a limited budget 
.

Employee Wellness Programs
Studies have shown that wellness programs can save employers $3 for every 
$1 spent. So it’s not surprising that these programs, which encourage healthy 
lifestyles and require workers to meet certain medical standards, have been 
growing for years. A poll released in November 2011 by the human resources 
consulting firm Mercer found that 87 percent of large employers with more 
than 500 employees were planning to add or strengthen wellness programs or 
policies. 

The new health care law encourages further growth of these programs by

•	 Awarding grants for up to five years to small employers that 
establish wellness programs.

•	 Providing technical assistance and other resources to evaluate 
employer-based wellness programs. 

•	 Conducting a national worksite health policies and programs 
survey to assess employer-based health policies and programs. 
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•	 Permitting employers to offer increased employee rewards—
in the form of premium discounts, waivers of cost-sharing 
requirements, or benefits that would otherwise not be 
provided.

•	 Establish a ten-state pilot program by July 2014 to permit 
study of a widely instituted wellness program. If effective, the 
program would be expanded in 2017.

While offering a wellness program may sound simple, it’s actually a fairly 
complicated process. Programs must meet a host of regulations ensuring 
health privacy and workplace fairness.

F

. 
P .

.

n   Some human resource managers are concerned that the cost of wellness pro-

trigger the 2018 excise tax on “Cadillac” insurance plans. This, along with other details about 

Cadillac insurance plans, will likely need to be clarified by the IRS. 

HIPAA RULES CLARIFIED FOR WELLNESS PROGRAMS

Federal agencies in 2006 issued rules and regulations meant to clarify rules for 
wellness programs under the Health Insurance Portability and Accountability Act, 
better known as HIPAA.

Regulators said the following wellness programs are acceptable: 

•• A program that pays for fitness center memberships. 

•• A diagnostic testing program providing rewards for 
participation, but not basing any part of the reward on 
outcomes. 

•• A program that encourages preventive care through waiver 
of a co-payment or deductible requirements in a group 
insurance plan. 
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•• A program that reimburses employees for the cost of smok- 
ing cessation programs. Whether or not the employee quits 
smoking cannot be a factor in payment. 

•• A program that rewards employees for attending monthly 
health education seminars.

Rules are a little different for wellness programs that base rewards on health factors. 
They must 

•• Be reasonably designed to promote health or prevent 
disease. 

•• Give eligible individuals an annual opportunity to qualify for 
rewards.

•• Be available to everybody. This means the program must 
provide a “reasonable alternative standard” for people with 
medical conditions that make it unreasonably difficult for 
them to meet the program’s primary standards.

In addition to meeting HIPAA regulations, wellness programs must follow rules set by 
the Genetic Information Non-Discrimination Act, which is intended to protect people 
against workplace discrimination based upon genetic pre-disposition for some 
medical conditions. 

That means there are severe limits on employers gathering family medical histories 
of employees, even if the information is being used for a wellness program.

Coming Next
In many ways, health care reforms lands at the feet of the health insurance 
industry. The new law was passed largely because people believed, rightly or 
wrongly, that insurers were abusing the health care system by running up 
excessive profits, unfairly canceling policies, and cutting or denying benefits.

Now, insurers face a myriad of new rules and regulations that limit earnings, 
increase oversight, and set standards for coverage. We’ll look at some of 
those in the next chapter.
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5
Insurance Shift 
Law Changes Market Rules, Regulations

. Among other things, it changes the way insurance is sold, it sets 

. In short, it closes some opportunities and opens others, particularly 
.

. They generally based 

. State and federal regulations allowed them to design 
products pretty much as they pleased. They could limit what some policies 
covered, even excluding conditions such as maternity care. They could set 
co-pays and deductibles as competition dictated, and they were allowed to 
place annual and lifetime limits on policies. They decided whom to cover and 
whom not to cover.

That all changes under the new health care law, and it would be impossible to 
quickly explain in detail all the new rules. Insurers and regulators are now 
struggling to understand the complex medical and financial implications of the 
Patient Protection and Affordable Care Act of 2010. 

But there are aspects of the law’s impact on insurers that are worth examining, 
including provisions that require them to do the following:

•	 Spend a certain percentage of premiums on medical care for 
policyholders. In the industry, it’s called a medical loss ratio, 
and it has resulted in more than $1 billion in premium rebates 
to policyholders.

•	 Offer coverage to all customers, regardless of pre-existing 
medical conditions or age. The new law also prohibits the 
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practice of rescission, or using petty reasons for canceling 
policies after customers get sick.

•	 Use community ratings—or charge all policyholders the 
same, regardless of gender, age, or medical condition—with 
some important adjustments.

•	 Include minimal coverage and preventive care in all policies.

•	 Standardize policies so that customers can make apple-to-
apple comparisons when shopping in the new insurance 
exchanges.

In addition to new requirements for insurers, the new law has provisions that 

. We’ll also take a quick look at the movement toward 

.

I .8 million health insurance policyholders 
.1 billion in rebates from insurers who failed 

to meet a metric called the medical loss ratio. The average rebate was $151 per 
household, and the money was coming as a check in the mail, a reduction of 
future premiums, or a lump-sum reimbursement to an account from which 
premiums are paid.

The rebates were the product of a new standard set by health care reform. 
The medical loss ratio shows the percentage of total premium payments that 
an insurer spends on medical care for policyholders. The remaining percentage 
of money from premiums goes to things such as administration, profits, 
marketing, and other overhead costs. 

Health care reform requires that a relatively high percentage of premium 
dollars be spent on actual health care—85 percent for large groups and 80 
percent for smaller groups. Under the new law, insurers failing to meet the 
standard must issue rebates to customers.

Enacting standards for the medical loss ratio is intended to control profits and 
bring down overhead, including administrative costs, which are the highest in 
the developed world, as shown in Figure 5-1.
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At first, determining what went into a medical loss ratio was controversial 
and complicated. At the government’s direction, the National Association of 
Insurance Commissioners attempted to define the medical loss ratio, and 
proposed a massive new form that would spell out exactly what could be 
counted as medical costs.

The US Department of Health and Human Services (HHS) issued its final rule 
on medical loss ratio requirements in December 2011. Among many other 
details, the 20-page rule includes provisions on special treatment of the 
medical loss ratio for “mini-med” plans and clarifies the distribution of rebates 
by insurers in group markets. The rule slowly adjusts the medical loss ratio for 
mini-med plans, which aren’t expected to be allowed after exchanges open in 
2014. Since rebates would be taxable, the final rule states that they may be 
paid to customers in the form of lower premiums or other ways that are not 
taxable.

The final rule also caused a stir among insurance agents and brokers. They had 
been lobbying to have fees paid to them exempted from administrative costs 
and counted as medical care costs. Federal officials decided that these fees 
should be counted as administrative costs.

. Median administrative costs for private health insurance in the United States 

. Source: Commonwealth Fund, with data from the OECD, and “Accounting for the 
US Health Care: A New Look at Why Americans Spend More” (McKinsey Global 

I December 2008).
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.





  












everybody, 
everything

o

� already, insurers have been stopped from canceling policies 
for insignificant reasons or inadvertent errors� in addition, companies will no 
longer be able to cap coverage at a certain dollar level, like $1 million�

in short, insurers are going to be providing more coverage to customers who 
run up expensive medical costs�

that is a turnabout� one big reason for enacting health care reform was to 
end an insurance industry practice called rescission—reviewing policies after a 
policyholder gets sick, and then retroactively canceling coverage over relatively 
minor mistakes found on old applications� the HHS issued an interim final 
rule on rescission on September 23, 2010� the rule stated that a health plan 
could no longer retroactively rescind coverage, except in cases of fraud or 
misrepresentation of fact by the policyholder� However, it does allow 
prospective cancellation of coverage, along with prospective or retroactive 
cancellation of coverage, if a policyholder fails to pay premiums� 

While this issue seems simple, it’s complicated because the administration of 
insurance is complicated� the following is an example cited in the interim final 
rule:

http://ccio.cms.gov/resources/other
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Facts: An employer sponsors a group health plan that provides 
coverage for employees who work at least 30 hours a week per 
employee. Individual B has coverage under the plan as a full-time 
employee. The employer reassigns B to a part-time position. Under 
terms of the plan, B is no longer eligible for coverage. The plan 
mistakenly continues to provide health coverage, collecting 
premiums from B and paying claims submitted by B. After a routine 
audit, the plan discovers that B no longer works at least 30 hours 
per week. The plan rescinds B’s coverage effective as of the date 
that B changed from a full-time employee to a part-time employee.

Conclusion: The plan cannot rescind B’s coverage because there 
was no fraud or an intentional misrepresentation of material fact. 
The plan may cancel coverage for B prospectively, subject to 
otherwise applicable federal and state laws. 

. For instance, a congressional investigation 
Point Inc., United HealthGroup, and 

ssurant Inc.—avoided paying $300 million in medical claims over five years 
.

medical costs:

•	 Five percent of the population accounts for almost half of 
total health care expenses.

•	 The 15 most expensive health conditions account for 44 
percent of total health care expenses.

•	 About half the US population spends virtually nothing on 
health care, and accounts for only about 3 percent of all 
medical expenses.

Of course, these are reasons why proponents of health care reform included 
a mandate requiring virtually all Americans to have insurance. It was the only 
way costs could be spread thin enough for insurers to survive the onslaught 
of medical expenses. So in addition to having to accept ill and expensive 
applicants, the government estimates that health care reform will bring 16 
million new customers for private insurers.



Chapter 5 | Insurance Shift 80

HOW THE GOVERNMENT ADDS UP HEALTH CARE REFORM

The Congressional Budget Office estimates that the new health care law will lead to 
32 million more Americans obtaining insurance coverage after gains and losses are 
counted. The following describes how gains and losses break down between 2010 
and 2020:

•• Add 24 million people who will purchase insurance through 
the new network of state-based exchanges.

•• Add 16 million people who will gain coverage through 
Medicaid or its related Children’s Health Insurance Program 
(CHIP). (This may change because the Supreme Court 
ruling allowed states to opt out of the expansion of 
Medicaid.)

•• Subtract 5 million people who will drop their private 
insurance and shift coverage to exchanges or Medicaid.

•• Subtract 3 million people who will stop taking insurance 
through employers and shift coverage to exchanges or 
Medicaid.

and insurers will get 16 million new customers.

New Law Requires Insurers to Limit 
Variations in Rates
In addition to requiring insurers to offer coverage to virtually all customers, 
in 2014 the new health care law also requires that insurers limit the variations 
in rates it charges customers in the individual and small group market.

It’s called community rating, or modified community underwriting, and it 
refers to a kind of leveling of premium prices among all policyholders in a 
group. The rule will affect fully insured groups of under 100 policyholders. 
Large groups don’t have as much of a problem with rate variations because 
medical costs can be spread thinner over a greater number of people.

In the past, insurers often based small group rates on claims experience and 
other risk factors. Under the new rules, insurers can no longer rate health 
plans by group demographics or experience with claims. Also, they must 
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accept all applicants regardless of pre-existing health conditions, age, gender, 
or occupation. 

The new law will allow ratings based only on age, family composition, 
geographical area, and tobacco use. The new law sets the following two limits:

•	 Insurers will be allowed to charge a tobacco user a premium 
1.5 times higher than the premium for a person who doesn’t 
use tobacco.

•	 A plan’s oldest subscriber can be charged no more than three 
times as much as a plan’s youngest subscriber.

.

.

.

I

. This is called risk adjustment. For 
instance, under risk adjustment, money could be taken from an insurer who 
has many healthy and inexpensive policyholders and shift it to an insurer who 
has ended up with many sick and expensive customers.

On March 23, 2012, the HHS published a final rule on risk adjustment. The 
federal government will operate risk-adjustment programs for states that 
don’t want to do it themselves. Through these programs, $10 billion will be 
collected from insurers in 2014, $6 billion in 2015, and $4 billion in 2016. The 
government will set rates for contributions.

Medicare already uses risk adjustment in its managed care and prescription 
drug plan programs.

New Law Sets Minimum Coverage, 
Preventive Care Coverage
The new health care law sets minimum standards for coverage, and provides 
a long list of preventive care procedures and services that must be included in 
policies. Policies sold in exchanges must meet standards that allow them to be 
easily compared to each other. 
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Beginning in 2014, health insurance plans purchased at exchanges must 
include ten categories of “essential health benefits.” They are ambulatory 
patient services; emergency services; hospitalization; maternity and newborn 
care; mental health and substance use disorder services, including behavioral 
health treatment; prescription drugs; rehabilitative and habilitative services 
and devices; laboratory services; preventive and wellness services; chronic 
disease management; and pediatric services, including oral and vision care.

To meet requirements for the individual mandate, insurance plans purchased 
outside the exchange system must include “minimum essential coverage,” 
which is only slightly different from “essential health benefits.” For a plan to 
meet “minimum essential coverage,” it must

Provide essential health benefits. 

Limit cost sharing—such as deductibles, co-insurance, and  
co-payments—for essential health benefits.

Provide the equivalent of coverage offered through plans at 
an exchange.

I March 23, 2010, must provide a 

. What follows are lists of preventive care services, in 

children. For the services to be considered preventive, they must not be 
delivered as part of care provided after a diagnosis, and for health plans with 
networks, they must be delivered within the network.

For adults:

•	 Abdominal aortic aneurysm one-time screening for men of 
specified ages who have ever smoked

•	 Alcohol misuse screening and counseling

•	 Aspirin use for men and women of certain ages

•	 Blood pressure screening

•	 Cholesterol screening for adults of certain ages or at higher 
risk for cardiovascular disease

•	 Colorectal cancer screening for adults over age 50

•	 Depression screening

•	 Type 2 diabetes screening for adults with high blood pressure

•	 Diet counseling for adults at higher risk for chronic disease
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•	 HIV screening for all adults at higher risk of contracting AIDS

•	 Immunizations (schedules and qualifications vary): hepatitis 
A; hepatitis B; herpes zoster; human papillomavirus; influenza; 
measles, mumps, rubella; meningococcal; pneumococcal; 
tetanus, diphtheria, pertussis; and varicella

•	 Obesity screening and counseling

•	 Sexually transmitted infection prevention counseling for 
adults at higher risk contracting one of these diseases

•	 Tobacco use screening for all adults and cessation interventions 
for tobacco users

•	 Syphilis screening for all adults at higher risk of contracting 
this sexually transmitted disease

•	 Anemia screening for pregnant women

•	 Bacteriuria  urinary tract or other infection screening for 
pregnant women

•	 BRCA genetic counseling for women at higher risk for breast 
cancer

•	 Breast cancer counseling for women who could benefit from 
drug therapy to prevent the disease

•	 Breast feeding support

•	 Cervical cancer screening for sexually active women

•	 Chlamydia infection screening for younger women and other 
women at higher risk for this sexually transmitted disease

•	 Folic acid supplements for women who may become pregnant

•	 Gonorrhea screening for women at higher risk for contracting 
this sexually transmitted disease

•	 Hepatitis B  screening for pregnant women at their first 
prenatal visit

•	 Mammography screenings every one to two years for women 
over age 40

•	 Osteoporosis  screening for women over age 60 depending 
on risk factors
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•	 Rh incompatibility  screening for all pregnant women and 
follow-up testing for women at higher risk for this condition

•	 Tobacco use screening and interventions for all women, and 
expanded counseling for pregnant tobacco users

•	 Syphilis screening for all pregnant women or other women at 
increased risk for this sexually transmitted disease

For children:

•	 Alcohol and drug-use assessments for adolescents

•	 Autism  screening for children at ages 18 months and 24 
months

Behavioral assessments

Cervical dysplasia screening for sexually active girls

Congenital hypothyroidism screening for newborns

Developmental  screening for children under age 3, and 
surveillance throughout childhood

Dyslipidemia  screening for children at higher risk of lipid 
disorders

•	 Fluoride supplements for children without fluoride in their 
water source

•	 Gonorrhea preventive medication for the eyes of all newborns

•	 Hearing screening for all newborns

•	 Height, weight, and body mass index measurements

•	 Hematocrit or hemoglobin screening

•	 HIV screening for adolescents at higher risk of contracting 
AIDS

•	 Immunization for children from birth to age 18 (doses, ages, 
and conditions vary):  diphtheria, tetanus, pertussis; 
haemophilus influenza Type B; hepatitis A; hepatitis B; human 
papillomavirus; inactivated poliovirus;  influenza; measles, 
mumps, rubella; meningococcal; pneumococcal; rotavirus; and 
varicella

•	 Iron supplements for children ages 6 to 12 months at risk for 
anemia
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•	 Lead screening for children at risk of exposure

•	 Medical history throughout development

•	 Obesity screening and counseling

•	 Oral health risk assessment for young children

•	 Phenylketonuria (PKU) screening for this genetic disorder in 
newborns

•	 Sexually transmitted infection prevention counseling for 
adolescents at higher risk of contracting these diseases

•	 Sickle cell screening for newborns

•	 Tuberculosis testing for children at higher risk of contracting 
this disease

•	 Vision screening

I August 2011, the US Department of Health and Human Services issued an 

must offer to women on policies that are new or renewing after August 1, 
2012. The most controversial addition was a requirement that most insurers 
add contraceptive services without co-pay for women policyholders. It 
exempted some religious organizations but not all, particularly those with 
missions not entirely religious, such as hospitals.

Religious groups objected. Federal officials attempted to craft a compromise 
that would have had insurance companies provide birth control services, and 
allow all religious institutions to opt out, essentially funneling premiums 
payments and coverage through insurers. It extended the deadline for coverage 
to August 1, 2013. Some leaders in the Catholic Church still felt the rule 
implied tacit approval on the Church’s part to provide birth control services. 
To complicate things further, some religious institutions self-insure, which 
means they would not have an insurance company to act as a conduit for 
providing birth control services.

On May 21, 2012, forty-three leading Catholic institutions in eight states filed 
a lawsuit claiming that the rule infringed upon religious liberty and was 
unconstitutional. Although they had been working on a compromise with the 
federal government, there was rising concern among Catholic institutions 
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about the approaching of August 1, 2013, deadline to have the new preventive 
services for women in place. So the lawsuit was filed.

On one hand, the Catholic Church is saying it shouldn’t be required to do 
something that violates tenets of its faith. On the other hand, federal health 
officials are saying that all women should have a right to birth control without 
co-pays as part of a package of preventive care services, and many states 
already require such coverage.

Other preventive services added for women in August 2011 included yearly 
wellness visits, breastfeeding equipment, and screening for gestational 
diabetes, domestic abuse, HPV, and HIV. 

H

O

Owned and -Oriented Plans (CO-OP). 

U

. They could operate in individual and small-group markets.

There are already some health insurance cooperatives in existence. Two of 
the largest are Group Health in Seattle and HealthPartners in Minneapolis. 
Over the years, many health insurance cooperatives have failed because of 
competition, lack of resources, and disagreements between co-op boards and 
health care providers.

Proponents of health insurance cooperatives say these non-profit organizations 
can serve members better because their focus is on providing insurance, not 
making money. Cooperatives can provide people with reduced costs and 
good coverage, and compete with private insurers. Under health care reform, 
consumers could form a co-op and negotiate for services directly with 
providers.

Cooperatives would be self-governed by an elected board of members, but 
would have to operate as part of the national network of insurance exchanges 
created under health care reform.

Members would determine premiums, benefits, deductibles, and co-pays. 
Surpluses would be returned to members as reduced premiums and better 
benefits. Health insurance cooperatives would be exempt from federal 
taxes. 
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An HHS committee started working on guidelines for cooperatives in June 
2010, and grants and loans are supposed to be awarded by July 1, 2013.

Insurance industry insiders are skeptical of this aspect of health care reform 
because creating an insurance company is filled with financial, legal, and 
medical complexities. And cooperatives are not allowed to be affiliated with 
insurance companies, which cuts off access to that expertise.

By April 2012, the government had approved ten new co-ops that serve New 
York, New Jersey, Oregon, Montana, South Carolina, Iowa, New Mexico, 
Wisconsin, and Maine. Government officials hope to approve enough co-ops 
to serve all states. Co-op insurance plans will be available through exchanges 

.

GROUP HEALTH—MEDICAL CARE WITH ACCOUNTABILITY

Group Health, based in Seattle, is an insurance cooperative that has been around 
since 1947. It covers about 600,000 members in Washington state and northern 
Idaho.

It coordinates most of its care through a network of facilities it owns and operates. 
That includes twenty-six primary care centers, six specialty care units, and a 
hospital.

In a 2009 letter to the New England Journal of Medicine, Dr. Eric B. Larson, executive 
director of the Group Health Research Institute, said that Group Health’s success 
wasn’t necessarily tied to consumer governance. It is the result of accountability 
built into its charter. It was designed as a prepaid group practice, and that gives its 
salaried doctors incentive to provide the most appropriate care to patients and keep 
them healthy, he wrote.

In a sense, Larson wrote, Group Health is less like a cooperative and more like 
“accountable care organizations” that are now being developed by insurers in 
response to health care reform.

New Law Sparks Growth of  
Accountable Care Organizations
Faced with growing pressure for better quality and less expensive medical 
care, the government included in the new health care law provisions for 
creating accountable care organizations (ACOs). Many insurers are getting 
involved with the formation of these new health care delivery systems.
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an aCo is simply a group of health providers—such as primary care doctors, 
specialists, and hospitals—that is held accountable for the medical care it 
delivers to a group of patients� under the new health care law, patients could 
end up in an aCo if most of the doctors, hospitals, and other providers they 
use are part of the organization� it shouldn’t affect a patient’s choice of doctors 
or other providers�

the goal of these organizations is to efficiently coordinate care� they generally 
operate with goals for cost containment and quality� if they meet the goals, 
members of the aCo often get a bonus; if they don’t meet goals, they may be 
financially penalized�

t

� aCos place critical decisions about patients in the hands of 
�

aCos in the next chapter, which discusses the impact 
� 

.
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New Medicine 
Law Attacks Errors and Inefficiencies

he American health care system struggles with serious problems.

edical errors kill an alarming number of patients. Rising costs routinely 
. Coordination of a fragile patient’s care can easily break 

. In many areas, there 
. And patients, along with their families, 

.

ow, health care reform arrives, and expects to add up to 32 million new 
. It’s difficult to say 

whether the new law will solve any of the persistent problems of American 
medicine, or add to them. But people who made the new law knew about the 
problems, and they included provisions to make medicine more safe, efficient, 
affordable, and accessible.

For example, as mandated by the law, the US Department of Health and 
Human Services (HHS) in March 2011 released its National Strategy for 
Quality Improvement in Health Care, and it set the following priorities:

•	 Reduce harm to patients caused by the delivery of care.

•	 Ensure patients and families are engaged in care.

•	 Promote communication and coordination of care.

•	 Promote best prevention and treatment practices for leading 
causes of death, starting with cardiovascular disease.

•	 Work with communities to promote healthy living.

•	 Make quality care more affordable through new methods of 
delivering health services.
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In this chapter, we’ll take a look at some of these issues and more. 

Attempting to Stop a Deadly Toll  
Taken by Medical Errors
The Patient Protection and Affordable Care Act of 2010 arrived on the tenth 
anniversary of the report, “To Err is Human: Building a Safer Health System.” 
Published in 2000 by the prestigious Institute of Medicine, this hallmark study 
of studies sounded the alarm over medical mistakes. 

The report estimated that between 44,000 and 98,000 patients die every year 
in U

. Further studies have shown that over the past decade, 

.

T . Figure 6-1 is from the 

.

Figure 6-1. This chart uses the low end of an estimate that indicates between 44,000 and 
98,000 patients die annually from medical errors in US hospitals. Source: General Accounting 
Office.
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In 2008, Medicare instituted a raft of safety policies in an attempt to lower the 
rate of medical errors, and the new health care law builds on that foundation. 
Officials hope private insurers follow the lead of Medicare.

The following describes some of the changes planned:

•	 Hospitals will get better payments for better outcomes 
related to the care of strokes and heart attacks, and the 
prevention of infections.

•	 Hospitals will get reduced payments for high rates of hospital-
acquired conditions such as infections, bedsores, and falls.

•	 Medicare will track hospital error rates and in 2014 will cut 
payments by 1 percent to hospitals with the most problems.

•	 Medicare will publish each hospital’s medical error track 
record.

•	 A new Patient-Centered Outcomes Research Institute will 
recommend the most effective treatments.

•	 The Center for Quality Improvement and Patient Safety will 
study ways to improve patient safety.

•	 The federal government will spend $75 million annually to 
improve ways to measure medical quality and safety.

TEN TIPS FOR AVOIDING DEADLY MEDICAL ERRORS

Medical errors can occur anywhere in the health care system, and there are ways to 
avoid them. The following tips are offered by the Agency for Healthcare Research 
and Quality:

•• The most important thing you can do is become active in 
managing your health care. Get involved, ask questions, 
and participate in discussions. If you have a concern, speak 
up. Research your conditions.

•• Ensure that your doctor knows what medications you are 
taking, and allergies and adverse reactions you have had to 
drugs.

•• When your doctor writes a prescription, make sure you can 
read it.

•• Ask for information about your medicines in terms that you 
can understand.
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•• If you have a choice, choose a hospital at which many pa­
tients have the procedure or surgery you need.

•• While in the hospital, consider asking health care workers 
if they have washed their hands. Preventable infections run 
rampant through many hospitals, largely because of lapses 
in hand sanitation.

•• If you are being hospitalized or undergoing an outpatient 
procedure, have someone accompany you as an advocate.

•• If you have a test, don’t assume that no news is good 
news. Find out results.

•• If you are having surgery, make sure you, your doctor, and 
your surgeon agree on exactly what will be done.

•• Understand that more is not always better. Find out why a 
treatment or test is needed. You might be better off without 
it.

H
H
In a related issue, studies have shown that some hospitals have high rates of 
patients being readmitted shortly after being discharged, and many experts 
believe that is an indication of substandard care.

Figure 6-2 shows readmission rates in a recent study of Medicare fee-for-
service programs.

In an attempt to shame hospitals into better performance, the Centers for 
Medicare & Medicaid Services in 2009 began posting 30-day readmission rates 
for many patients on its Hospital Compare web site at www.medicare.gov.

Health care reform takes the issue a step further by adjusting hospital 
payments on the basis of readmission rates in excess of what would be 
normally expected. In accordance with the new law, Medicare officials were 
preparing to begin penalizing hospitals in October 2012 with higher-than-
expected readmission rates. 

Despite improvements that hospitals implemented in 2011, officials reported 
in the summer of 2012 that very little progress was made in lowering 
readmission rates. However, some of the data that led to that conclusion 
could be a statistically misleading since federal health officials calculate 

m

http://www.medicare.gov
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. Thus, just one year of improvement 
. 

he data is published on Medicare’s hospital/health care facility comparisons 
web site at https://data.medicare.gov. 

Some medical authorities believe that penalizing hospitals for high readmission 
rates may be going too far. They say high readmission rates may be more the 
product of hospitals dealing with a high portion of impoverished patients who 
have poor overall health and little access to medical care needed to keep 
them out of hospitals. They say linking hospital readmission rates to payments 
may be oversimplifying a complex issue, and penalizing hospitals that are 
actually doing a good job of serving their communities.

In addition to readmission rate penalties, which can total 3 percent of Medi
care reimbursements, other aspects of the new law, such as Medicare’s Value-
Based Purchasing Program, use incentives to encourage hospitals to lower 
readmission rates. 

Fostering Better Coordination of Care, 
Communication
The new health care law encourages the development of better ways to 
coordinate care between the many types of medical providers. Studies have 

. More than half of the patients in the Medicare fee-for-service program were 

. Source: The Commonwealth Fund, adapted from “Rehospitalization Among 
Medicare Fee-for Service Program,” New England Journal of Medicine, April 2, 

. 

https://data.medicare.gov
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shown that this can save money by eliminating duplication of services and 
hospital readmissions. Good coordination of care also improves patient 
satisfaction.

Good coordination of care requires effective communications, and 
reimbursement systems that reward providers for working together, instead 
of paying them by procedure, thus encouraging medical quantity over quality. 

One key to improving communications between health care providers is the 
electronic medical record. In 2009, Congress and the Obama Administration 
passed the Health Information Technology for Economic and Clinical Health 
Act, or HITECH. This law provides incentives through Medicare and Medicaid 

. It is providing 

. The law ties incentives to advances in health care processes and 
. These electronic systems will be used to e‑prescribe drugs, 

.

A Medicare program to leverage 
. Hospitals and health 

Medicare. The federal government 
May 2011 to encourage practitioners and 

hospitals to adopt systems. Information is available at www.cms.gov/
ehrincentiveprograms. 

“Medical Home” Shifts Focus from 
Procedures to Patients 
The new health care law includes development money for a number of 
payment reforms intending put more focus on providing the best patient care 
and less focus on multiple medical procedures. One concept that is receiving 
much attention is called the medical home.

The US Department of Veterans Affairs (VA) is already moving toward the 
medical home model for its outpatient clinics, and the American Academy of 
Pediatrics has been working with the concept since 1967. For example, 
Children’s Hospital in Columbus, Ohio, has a system that cares for 285,000 
children on Medicaid.

In a medical home system, treatment is coordinated by a primary care 
physician who maintains an ongoing relationship with patients. The doctor is 
supported by top information technology, a team of health professionals, and 

http://www.cms.gov/
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treatment guidelines based upon solid research. One key member of the 
team, a non-physician care manager, often guides patients to medical services 
such as specialists, hospitals, home health agencies, and nursing homes. 

Pilot projects have shown that the medical home system can greatly reduce 
hospitalizations and emergency room visits while substantially cutting medical 
costs and improving care.

The medical home has been used to provide care to patients with chronic 
diseases, and payments are often made to providers on a per person, per 
month basis. There are incentives for meeting quality and efficiency goals.

Patients are given better access to doctors, nurses, and other providers 
‑mail or 

. There are systems for accepting and encouraging 
.

. Starting 

Medicaid recipients into medical home systems.

he Affordable Care Act is helping to spread the concept. For example, in 
ugust 2012, the Community Oncology Alliance of New Mexico received a 

Innovation Award, a program made possible by health 
care reform. The money will be used to test a medical home model of care 
for Medicare and Medicaid beneficiaries diagnosed with breast, lung, or 
colorectal cancer. It is estimated that the three-year program will save $34 
million in health care costs.

DIRECT PAY PRACTICES GET MEDICAL HOME STATUS

At the prodding of politicians in the state of Washington, a new trend in health care 
called direct pay practices was included in health care reform under the provision for 
medical homes.

Washington State passed legislation in 2007 that encouraged innovative pay ar­
rangements between doctors and patients. The result was a crop of medical prac­
tices that charge each patient between $85 and $135 a month for access to primary 
care. Some patients have other insurance for more extensive and expensive health 
problems.

For instance, at Qliance Medical Management in Seattle, an older patient may pay 
about $80 a month for unlimited access to primary care doctors and nurse practi­
tioners. In addition, this type of patient will likely pay another $250 or so a month for 
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a catastrophic medical care plan with a high deductible to handle serious 
hospitalizations. 

Qliance clinics are open weekends, and patients can contact doctors by phone or 
e‑mail. Patients must pay for services outside the office such as lab tests, but there 
are usually deep discounts.

All this boils down to lower out-of-pocket costs for patients, particularly those man­
aging a chronic illnesses like diabetes. And doctors earn more than their counter­
parts in standard insurance-based practices.

When state-based insurance exchanges open in 2014, they will be allowed to pro­
vide coverage through this type of plan if it meets medical home requirements.

As I said in the previous chapter, an ACO is another type of medical 
. It is made up of 

. Providers 

. If successful, they are rewarded with a portion 
.

By July 2012, a total of 154 accountable care organizations, or ACOs, were 
participating in Medicare’s Shared Savings Program, another provision of 
health care reform. These ACOs were serving about 2.4 million Medicare 
patients. Many of these ACOs were associated with large medical institutions 
and practices, but about half were physician driven and served fewer than 
10,000 beneficiaries, an indication that smaller organizations are also arising 
out of this model for care. Thirty-two organizations were testing the Pioneer 
ACO Model, which was developed by the Center for Medicare and Medicaid 
Innovation, another product of the Affordable Care Act. 

Meanwhile, a June 2012 study by Leavitt Partners, a health care consulting 
firm, found 221 ACOs operating, with growth concentrated in larger cities 
and 45 states. Many of the organizations served Medicare patients, but others 
were private groups, sponsored by hospitals, large physician practices, and 
insurance companies. Many called themselves ACOs, but some did not.

The model was also spreading to state Medicaid programs. For example, in 
Camden, New Jersey, one of the most impoverished and violent municipalities 
in the nation, the Camden Coalition of Healthcare Providers created an ACO 
as a Medicaid demonstration project. The coalition uses “hot spotters” to 
focus on patients who overutilize the medical system. 
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Dr. Jeffrey Brenner, a primary care physician with the coalition, cited studies 
that show:

•	 30 percent of health care costs are run up by 1 percent of 
patients

•	 80 percent of health care costs are run up by 13 percent of 
patients

•	 90 percent of health care costs are run up by 20 percent of 
patients

The coalition found that it could generate saving in medical costs and raise the 

. Health coaches visit patients upon discharge, assess needs, and even 
. They help with medications and 

.

roots 
volved. 

. “It needs external 
.”

ACOs getting too big and too powerful. The 
Journal of the American Medical Association, or JAMA, published a commentary 
on February 9, 2011, warning that hospital-centered ACOs may prove to be 
problematic in creating health monopolies, and a more sound approach may 
be to form ACOs around multi-specialty physician practices and associations. 
That commentary was authored by legal and medical experts from Duke 
University.

There are complicated issues about whether increasing cooperation between 
independent health care entities could foster collusion and actually increase 
medical costs. On November 2, 2011, the Office of the Inspector General for 
the Centers for Medicare & Medicaid Services issued an interim final rule that 
established waivers on certain federal anti-kickback laws. And about the same 
time, the Federal Trade Commission and Department of Justice issued a 
statement on ACOs and the enforcement of antitrust laws.

There is also Internal Revenue Service guidance regarding ACOs and tax-
exempt organizations.

Summaries and links to all these documents and more are available at http://
oig.hhs.gov/compliance/accountable-care-organizations. 

http://oig.hhs.gov/compliance/accountable-care-organizations
http://oig.hhs.gov/compliance/accountable-care-organizations
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Doctor Shortages Predicted Along with 
Surge of Patients
the new health care law is expected to bring insurance coverage to millions 
of uninsured americans, and that will mean a surge of new patients into the 

�

m

 the association of american medical Colleges estimates that with the 
united States will have a shortage of about 

t

lure more doctors into primary care residencies with financial incen tives� the 
law includes provisions that provide

•	 a 10 percent bonus by medicare between 2011 and 2015 for 
primary care services furnished by doctors, nurse practi-
tioners, clinical nurse specialists, and physi cian assistants�
Bonuses are also included for primary care physicians and 
surgeons working in medically un derserved areas and rural 
areas�

•	 $11 billion in federal funding for higher medicaid pay ments to 
primary care doctors� medicaid fees for pri mary care services 
have lagged medicare fees by about a third, and the new law 
raises medicaid’s fee to medi care’s 2009 level for calendar 
years 2013 and 2014�

•	 $168 million for residency slots in medical schools to train 
500 new primary care doctors by 2015�

•	 $1�5 billion to expand the national Health Service Corps�
the corps uses financial incentives, such as helping repay 
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education loans, to encourage primary care doctors, physician 
assistants, and nurse practitioners to work in areas of the 
country where there are shortages of health care providers. 

•	 $32 million to train 600 new physician assistants.

•	 $15 million to operate ten nurse-managed clinics to help 
train nurse practitioners. The clinics will be situated in 
medically underserved areas and provide comprehensive 
primary care services.

•	 $5 million for states to expand their primary care workforce. 

STATES WHERE PRIMARY CARE SHORTAGES WILL HIT HARDEST

A February 10, 2011, study published by the New England Journal of Medicine 
looked at a variety of factors to determine where shortages of primary care doctors 
would hit hardest in coming years.

The researchers, from the George Washington University Department of Health Pol­
icy, gauged the gap between primary care capacity and growing demand for these 
services. They found that residents in the following ten states would have the most 
difficultly getting access to primary care doctors:

1.	 Oklahoma

2.	 Georgia

3.	 Texas

4.	 Louisiana

5.	 Arkansas

6.	 Nevada

7.	 North Carolina

8.	 Kentucky

9.	 Alabama

10.	 Ohio

And the residents of these following ten states would have the least problem getting 
access to primary care:

1.	 Massachusetts

2.	 Vermont

3.	 District of Columbia
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4.	 Maine

5.	 New York

6.	 Rhode Island

7.	 Connecticut

8.	 Washington

9.	 West Virginia

10.	 Delaware

Evidence for Evidence-Based 

P
. It’s called evidence-

, and while it can sort the medical wheat from the chaff, it can 
fully integrated 

.

I
complicated to be put into cookbook form. There’s much debate inside and 
outside American medicine about what constitutes the best treatment for a 
host of illnesses, and very few scientific studies provide absolutely conclusive 
guidance.

Add to that politics and money, and the result is what occurred in early 2011 
in Washington State when the Health and Technology Assessment Committee 
began considering costs while determining which medical procedures to cover 
in financially strapped public insurance programs. 

Some procedures were eliminated, and complaints rained down from doctors, 
patients, medical device makers, and opponents of health care reform who 
said the committee’s actions were just a taste of things to come.

Critics of the committee said it was rationing care and limiting patient choice, 
and committee members said they were just trying to provide the safest, 
most reliable treatments at the best cost.

As a matter of fact, Medicare and private insurers already limit reimbursement 
for procedures, often because they are investigational or experimental. 
Breaking through that approval barrier can be a daunting task that requires 
much medical research and lobbying. For example, for many years Medicare 
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refused to cover annual medical exams for beneficiaries. That has only changed 
recently with health care reform.

But these debates and decisions over coverage generally don’t occur in open 
meetings amid a politically charged atmosphere with the focus on saving 
money.

Meanwhile, health care reform’s new Patient-Centered Outcomes Research 
Institute organized in 2011 with the naming of board members and hiring of 
an executive director. 

The institute will set research priorities, and its work will consist of both 
systematic reviews of existing evidence and new prospective research, 

. The studies are certainly 

.

he April 18, 2012, edition of the Journal of the American Medical Association 

.

Health Centers
The new health care law builds on an existing network of community-based 
health centers that has operated for more than 40 years.

These centers are usually located in low-income communities and deliver 
comprehensive, preventive, and primary health care to patients, regardless of 
ability to pay.

More than 1,100 community health centers now operate at 7,900 sites. About 
half are located in rural areas. They provide care to nearly 19 million patients, 
often minorities, and economically disadvantaged people, as shown by Figure 
6-3.

The Patient Protection and Affordable Care Act provides $1.5 billion for the 
major renovation of existing community health centers. It also provides $9.5 
billion to create new community health centers in medically underserved 
areas, and to expand preventive and primary health care services at existing 
community health centers. 
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Hospitals at Crossroads 
Health Care Reform

ments 
and non-profit organizations, have been relied upon by many communities 
for decades to provide care for low-income patients who lack insurance, but 
these medical institutions are kind of the odd man out with health care 
reform.

Many of their patients should end up being insured, either through Medicaid, 
which is expanding eligibility, or through new exchanges, which are offering 
tax credits and subsidies.

In turn, the new health care law is substantially decreasing by billions of dollars 
what is called “disproportionate share funding.” Safety-net hospitals have been 
dependent upon this money, which has been provided by the government to 
health institutions that have cared for a “disproportionate share” of the 
uninsured and Medicaid beneficiaries. 

However, there are now many unanswered questions about cutting off that 
funding, particularly if some states opt out of expanding their Medicaid 
coverage. The Supreme Court did not address the issue, but the ruling on 
Medicaid’s expansion did raise concerns. 

In addition, even with health care reform, government planners say that at 
least 23 million uninsured people will remain in America. Many of them will be 

. The type of patients who use community health centers. Source: US Depart
Resources and Services Administration, 2009 

U Data System and US Census Bureau.
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undocumented immigrants so it is doubtful there will be much public support 
for shifting local funds to these hospitals, says Dr. Mitchell H. Katz of the San 
Francisco Department of Public Health.

In an article published August 11, 2010, in the Journal of the American Medical 
Association, Katz said safety net hospitals can survive if they become 
competitive. That means improving customer service, strengthening referral 
networks, and investing in technology and infrastructure. 

Unfortunately, there’s not going to be much money for making those 
improvements, Katz warns, and safety net hospitals run the risk of being left 
with patients excluded from health care reform, and without resources to 

.

lready there are concerns about the quality of care in safety-net hospitals. A 
Archives of Internal Medicine found 

. The study looked at 3,096 hospitals 
.  

he new health care law in many way places the federal Medicare program on 
. Medicare is growing at enormous 

rates, and health care reform attempts to provide better benefits while saving 
money. Those issues and more are examined in the next chapter.
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Old Growth 
Medicare at a Fiscal Crossroads

here are about 165 provisions in the Affordable Care Act that impact 
edicare, the nation’s insurance program for the elderly and disabled. Many 

.1 billion while providing coverage for 48.7 million Americans. 
Medicare’s trustees report that 

.

 good way to look at Medicare spending is as a percentage of gross domestic 
DP—the total value of all goods and services produced in the 

nited States. In 2011, Medicare accounted for 3.7 percent of GDP. If 
something isn’t done, trustees reported, it will hit 6 percent of GDP in 2040 
and keep climbing. Under some scenarios, by 2080 it could exceed 10 percent 
of GDP. Many developed nation spend about 10 percent of GDP on their 
entire health care systems.

Three approaches are being advanced politically to bend the cost curve into 
more sustainable territory. One would turn Medicare into a program that 
provides subsidies to help seniors purchase private insurance—a premium-
support approach. Another would maintain the existing entitlement, but trim 
costs and even raise the age of eligibility—a traditional fee-for-service Medicare 
approach. And a third would be a combination of premium support and 
traditional Medicare—a hybrid approach. 

Medicare’s growth is accelerating steadily because aging baby boomers have 
started hitting retirement age. Roughly 10,000 Americans a day reach age 65 
and become eligible for the program. By the end of the decade, Medicare is 
expected to cover more than 60 million Americans, as shown in Table 7-1.
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Table 7-1. A Decade of Growth: Medicare Enrollment in Millions

2009 2011 2013 2015 2017 2019

45.9 47.9 50.9 53.9 57.1 60.5

Source: Centers for Medicare & Medicaid Services.

It’s important to understand that Medicare does not pay all of the medical 
bills for elderly and disabled Americans. The program charges monthly 
premiums and requires a substantial amount of cost sharing. Most beneficiaries 
carry supplemental insurance, or a “Medigap” policy. 

M

Part A covers hospitalization.

Part B covers outpatient care.

Part C consists of Medicare Advantage plans, which combine 
Parts A and B and are sold by private insurers.

Part D is a drug benefit, added in 2006.

T Medicare funding is a payroll tax on covered earnings. 
E .45 percent, and their employees pay 1.45 percent. Self-

.9 percent of net income. 

The US Department of Health and Human Services (HHS) says the Affordable 
Care Act will actually lower costs for traditional Medicare beneficiaries by 
about $4,200 each between 2011 and 2021. The HHS says that health care 
reform will do that by:

•	 Slowing the rate of premium increases for Part B physician 
visits and other services

•	 Slowing the increase in co-payments and co-insurance 
required for Part A and B services

•	 Closing the Medicare prescription drug coverage gap, or 
donut hole

•	 Providing preventive care services to seniors at no additional 
cost 
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Medicare Attempts to Improve Quality, 
Control Costs
The Patient Protection and Affordable Care Act of 2010 includes a variety of 
measures intended to improve quality, control costs, and provide better 
benefits in the federal Medicare program. Overall, the new law is supposed to 
lower spending by $424 billion from 2010 to 2019, although it’s doubtful that 
it will hit that mark. Medicare has a long history of planning cutbacks, and then 
having Congress intervene to stop the process. The provisions include:

•	 Payment cuts to Medicare Advantage plans. The reductions 
would put Medicare Advantage payments more in line, cost-
wise, for the government with traditional Medicare fee-for-
service plans. The cuts are being softened with a bonus 
program, but there have been serious questions raised about 
the legality of that. Details of the controversy are included 
later in this chapter.

•	 Improvements in the Medicare Part D drug benefit. As 
detailed in Chapter 2, the government is gradually closing the 
so-called “donut hole” in drug coverage, and offering discounts 
on brand-name drugs in the meantime. The new law also 
gradually lowers the spending threshold where catastrophic 
coverage begins, thus providing more support to beneficiaries 
with higher drug expenses.

•	 Additional preventive care services, including comprehensive 
annual exams, which began in 2011. There will be no out-of-
pocket costs for preventive care services provided in an 
outpatient setting. Services include cardiovascular screenings, 
colorectal screenings, diabetes screenings, flu shots, 
mammograms, prostate screenings, and smoking cessation.

•	 A new Independent Payment Advisory Board to recommend 
ways to reduce Medicare costs if per capita spending exceeds 
targeted growth. The 15-member board will submit 
recommendations to the president and Congress, and it will 
be prohibited from making proposals to ration care, increase 
revenues, change benefits, or revamp eligibility requirements. 
The first recommendations are due in 2014 with 
implementation in 2015.

•	 Numerous initiatives to reduce some provider payments 
while increasing others, based on productivity and quality. 
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For example, hospitals will be penalized for high rates of 
infections, but rewarded for good care. This is an attempt to 
start basing payments on quality instead of quantity.

•	 New payment systems. Medicare is conducting pilot studies 
that combine payments for certain types of care. It is also 
establishing accountable care organizations (ACOs). The 
pilot studies are being conducted through the Center for 
Medicare and Medicaid Innovation, which was created by 
health care reform.

•	 Reductions in Medical Disproportionate Share Hospital 
payments by 25 percent. These payments are made primarily 
to “safety net” hospitals, and they will be reduced as more 
people are insured, thus lowering costs for uncompensated 
care. Reductions are expected to total $14 billion, but 
questions are being raised about that move since some states 
are balking at expanding their Medicaid programs, thus putting 
more pressure on their safety net hospitals.

The Independence at Home demonstration program for 
Medicare beneficiaries with exceptional health care needs. A 
team of health care professionals will provide primary care 
services in the home, and share savings to Medicare if quality 
and satisfaction measures are met. The initial program is 
limited to 10,000 beneficiaries, and a list of 16 participating 
medical practices was published April 26, 2012, by the 
Centers for Medicare & Medicaid Services.

•	 A new Federal Coordinated Health Care Office to more 
effectively provide services to so-called “dual eligibles,” people 
who qualify for both Medicare and Medicaid. Studies have 
shown that dual eligibles often run up high medical costs, 
which can be contained if services are better coordinated. In 
July 2012, officials were planning a high-profile demonstration 
project involving up to 2 million dual eligibles in 26 states.

•	 Increased surveillance and prevention of waste, fraud, and 
abuse. Medicare will provide more oversight and screening of 
providers. It is creating a database to share information with 
law enforcement, and it is requiring more documentation for 
services performed. Penalties are being enhanced for 
marketing and claims violations involving Medicare Advantage 
plans and the Part D prescription benefit. However, there are 
growing concerns about overlapping audits and cost-to-
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Planned Cuts to Medicare Advantage  
Create Concern
under health care reform, medicare advantage plans are scheduled for $136 
billion in cuts between 2012 and 2019� approved by medicare, but run by 
private insurance companies, medicare advantage plans have become 
extremely popular in recent years; they have 11 million members� Cutting the 
plans’ funding raises real concerns from beneficiaries and insurers�

the plans often offer lower out-of-pocket costs and better services than 
traditional medicare plans� Most provide coverage under health maintenance 
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organizations (HMOs). Unfortunately, Medicare Advantage plans cost the 
government more than traditional Medicare, and they often make payments to 
providers that are less than those made by traditional Medicare. 

Figure 7-1 shows how beneficiaries are distributed in Medicare Advantage 
plans.

Figure 7-1. The distribution of beneficiaries in different types of Medicare Advantage plans. 
Source: Graph by Kaiser Family Foundation with data from Mathematica Policy Research and 
Medicare Advantage enrollment files. This information was reprinted with permission from 
the Henry J. Kaiser Family Foundation.

Six Types of Medicare Advantage  
Plans Defined
There are six different types of Medicare Advantage plans; each is described 
in the following list. Most plans offer prescription drug coverage.

1.  Health Maintenance Organization (HMO): Provides access to a 
network of doctors and hospitals that coordinates care, with 
emphasis on prevention. HMOs allow enrollees more benefits 
than the standard Medicare plan and many supplement plans. But 
they offer the most restrictive network, and prior approval is 
usually required for coverage of out-of-network care.
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2.  Health Maintenance Organization with Point-of-Service Option 
(HMO-POS): An HMO with a more flexible network that allows 
members to seek care outside network under some 
circumstances, often with higher co-pays.

3.  Medicare Medical Savings Account (MSA): A combination of a high-
deductible health plan and a bank account for the member. The 
plan deposits a set amount in the account annually, and the 
money is used to pay Medicare Part A and Part B bills. After a 
deductible is met, the plan pays for more Medicare-covered 
services. These plans lack Medicare Part D prescription coverage.

4.  Medicare Special Needs Plans (SNPs): Offers coverage for Medicare 
beneficiaries with special needs and chronic conditions such as 
diabetes. SNPs are often restricted to people with certain 
medical conditions.

5.  Preferred Provider Organization (PPO): Provides a network of 
doctors and hospitals to coordinate care. PPOs often provide 
more benefits than traditional Medicare and many supplement 
plans. They usually allow members to go outside network, but 
with higher co-pays.

6.  Private Fee-for-Service (PFFS): Allows members to go to any doctor 
or hospital that accepts Medicare, along with the plan’s payment 
schedule. The private insurer, rather than Medicare, decides fees 
and co-pays. These plans offer minimal savings for members, but 
often include benefits not offered by traditional Medicare.

New Law Attempts to Bring Medicare Advantage 
Costs in Line
Medicare Advantage plans provide benefits to members. The companies 
operating the plans receive a set amount each month from Medicare for each 
person, based upon a complicated bidding process. The bids have come in 
between 9 and 13 percent higher than the cost of Medicare’s traditional fee-
for-service plan.

Under health care reform, in 2012 Medicare started reducing fees paid to 
Medicare Advantage plans to bring costs more in line with traditional Medicare 
plans. Payments to Medicare Advantage will be further reduced beginning in 
2014 as Medicare adjusts the method it uses to provide extra compensation 
for members with high-cost health care needs.



Chapter 7 | Old Growth 112

Amid rising concern about these cuts, the government in late 2010 rolled out 
a bonus program for Medicare Advantage plans to mitigate losses. It is based 
upon an existing rating system—administered by the Centers for Medicare & 
Medicaid Services—that rates the quality of Medicare Advantage plans. 
Ratings are based upon things like quality of care, responsiveness to problems, 
and customer satisfaction. 

A five-star rating is best, but those with four stars get a bonus, too, at the 
following increasing levels:

•	 1.5 percent increase in 2012

•	 3 percent increase in 2013

5 percent increase in 2014

T Medicare Advantage plans operating in counties that 
Medicare 

Medicare Advantage plans. In addition, Medicare has 
nuses on 

.

I Accountability Office’s General Counsel raised 
. In ten-page letter 

Lynn Gibson said his agency was concerned 
about Medicare’s legal authority to institute the $8.5 billion bonus program. 
Although the program was included in the Affordable Care Act as a quality 
incentive, Medicare officials may have improperly expanded the bonuses 
under political pressure to offset cuts to a popular service. 

In addition, health care reform extends several consumer protections to 
people enrolled in Medicare Advantage plans. They include

•	 Prohibitions against Medicare Advantage plans having higher 
cost-sharing charges than traditional fee-for-service plans.

•	 Requirements that Medicare Advantage plans spend at least 
85 percent of money collected from premiums on medical 
benefits, or else refund the difference to the government. 
Beginning in 2014, this is an attempt to limit administrative 
costs, profits, and overhead.

•	 Providing people enrolled in Medicare Advantage drug plans 
with the same improvement in coverage as that offered by 
closure of the so-called “donut hole.’’
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MEDICARE ADVANTAGE ENROLLMENT PERIODS CHANGE

Medicare has changed its sign-up period for Medicare Advantage plans.

Previously, enrollments were accepted between November 15 and December 31 
each year. Now, the sign-up time runs from October 15 until December 7; this began 
in 2011 for plan year 2012.

Beneficiaries already enrolled in Medicare Advantage plans as of January 1 of each 
year, beginning in 2011, will be allowed 46 days from the beginning of the calendar 
year to switch back to a tradition Medicare fee-for-service plan. Enrollees will not be 
allowed to switch from one Medicare Advantage plan to another during that time.

Medicare was a classic example of a giant government program 
. The reason was pretty simple. In the past, Medicare 

. Only after payments were made did auditors check 
. This “pay-and-chase” system had obvious weaknesses.

or example, for many years, a bogus supplier could simply fill out paperwork 
and get a Medicare billing number from the National Supplier Clearinghouse. 
All that was required were Medicare beneficiary numbers, so a “shell” 
company could bill and be paid for services and medical equipment that were 
never delivered. By the time auditors figured out what happened, the scam 
artist could be long gone with millions of dollars in Medicare payments. 

Now, the government is trying to switch to a fraud-prevention system that 
checks the credentials of providers and suppliers more closely and uses 
technology developed by credit card companies to quickly identify patterns of 
fraud and then cut off payments. The Affordable Care Act includes numerous 
provisions contributing to this Medicare initiative to combat fraud. They 
include:

•	 Tools that increase the oversight of health providers and 
suppliers. This includes mandatory licensing checks prior to 
billing Medicare, and the withholding of payments when a 
fraud investigation starts.

•	 An additional $350 million (this decade) to fund the Health 
Care Fraud and Abuse Account.
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•	 A provision allowing the Centers for Medicare & Medicaid 
Services to share data with other federal agencies.

•	 A requirement that providers and suppliers establish their 
own compliance programs for preventing, identifying, and 
correcting fraudulent business practices. 

•	 Expanding authority to recover overpayments.

•	 Tougher penalties to deter fraud and abuse.

This is much more complicated than it seems. Because of highly publicized 
cases of Medicare fraud, the government has already instituted multiple layers 
of audits on providers and suppliers. Some providers and suppliers say that 

.

I Finance Committee began investigating these complaints, 
Accountability Office and 

O Inspector General about Medicare’s attempts to improve its 
. In a July 31, 2012, letter to the Centers for Medicare 

& M Orrin Hatch (R-UT) and Senator Tom Coburn 
(R-

. The senators expressed concern 
Medicare officials to 

discuss its problems and limitations.

Nonetheless, Medicare unveiled a new $3.6 million fraud command center on 
August 1, 2012, featuring the new technology developed largely through 
provisions in the Affordable Care Act.

The issue becomes even more complex when fraud, abuse, and waste are all 
mixed together by Medicare’s extremely complicated coding system for billing 
providers and suppliers. For example, government auditors routinely find 
coding error rates of 90 percent or greater when closely examining 
documentation for purchases billed to Medicare. That error rate can be easily 
confused with rates of fraud, abuse, and waste, but these errors are often 
clerical. In addition, many of Medicare’s complicated documentation 
requirements are subject to wide interpretation, creating even more confusion 
about what exactly constitutes fraud, waste, and abuse.

Affordable Care Act Expands Competitive  
Bidding Program
In an effort to lower costs, Congress in 2003 created a Competitive Bidding 
Program to be used by Medicare to purchase home care items like wheelchairs, 
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beds, and diabetic testing supplies. Phase 1 of the Competitive Bidding 
Program targeted nine metropolitan areas thought to be hotspots for fraud 
by suppliers of durable medical equipment. Prices and contracts went into 
effect in 2010, and the Affordable Care Act helped expand the program into 
91 additional metropolitan areas, with contracts and prices scheduled to start 
in July 2013.

Depending on how it is viewed, Medicare’s Competitive Bidding Program was 
either a huge success or a huge failure in the nine areas where it has been in 
effect long enough to measure outcomes. Medicare claims the program saved 
the agency $202 million its first year, and eliminated fraud, waste, and abuse. 
It did that by forcing a consolidation of the home medical equipment industry. 

. That left a 
tan areas.

f greater concern was a sharp decline in claims for home medical equipment 
Medicare beneficiaries. For example, sales of standard power 

.5 percent in the affected areas, according to an 
Peter Crampton, a University of Maryland economist. Crampton 

cult 
. Therefore, claims plummeted.  

Crampton and other auction experts also sharply criticized Medicare for 
design flaws in its Competitive Bidding Program. Normally, competitive 
bidding requires suppliers to submit binding bids, but Medicare allowed provid
ers to submit non-binding, low-ball bids. Essentially, auction experts said, 
Medicare inadvertently created an unsustainable bidding system that will lead 
to industry collapse and monopolies. 

Medicare spending for durable medical equipment only accounts for about 1.5 
percent of its budget, but the Competitive Bidding Program demonstrates 
what the government can do when it exercises its muscle in the market. Also, 
Medicare officials have said they eventually hope to apply competitive bidding 
principles to other types of goods and services.

Coming Next
The US Supreme Court’s ruling on health care reform created much confusion 
and controversy over plans to expand Medicaid, the nation’s program for 
insuring low-income people. In the next chapter, we’ll look at what the 
Affordable Care Act had planned for Medicaid, and how the ruling changed 
that.  
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Backlash
Ruling Slows Medicaid Expansion

n June 28, 2012, the US Supreme Court released a mixed ruling on the 
Protection and Affordable Care Act of 2010. The court upheld the 

. But it placed limits on another key provision of  
Medicaid, a program that provides states with 

.

he court ruled that the federal government could not force states to expand 
edicaid by threatening to cut off existing funding for the program. Medicaid 

Insurance Program (CHIP) provided 
health insurance coverage in 2012 to about 63 million Americans.   

For many years, states have managed Medicaid programs and have been 
allowed to set their own eligibility standards as long as programs covered 
pregnant women and young children living below 133 percent of the poverty 
level. Thus, income standards for parents varied widely among states, and 
ranged from 11 to 400 percent of the poverty level. Forty-two states excluded 
all adults without children or a disability, despite low income levels.

The Affordable Care Act attempted to expand Medicaid by setting a national 
eligibility standard at 133 percent of the poverty level for all individuals and 
families, starting in 2014. Eligibility would be based on modified adjusted gross 
income, which includes total income plus tax-exempt interest and foreign 
earned income. A special 5 percent adjustment to the formula essentially 
would put the eligibility level at 138 percent of the poverty level.

If applied to all states, that change would add more than 16 million Americans 
to Medicaid, mostly low-income, childless adults without disability. The 
Affordable Care Act had been using a carrot-or-stick approach to encourage 
the expansion.
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First, there was the stick. If states refused to expand the program, the federal 
government would cut off all existing funding for Medicaid. It was an all-or-
nothing deal, and no state appeared willing to sacrifice their existing Medicaid 
program to avoid the expansion.

Then, there was the carrot. Normally, states are required to pay matching 
funds to the federal government for Medicaid money. On average, states pay 
43 percent of costs, although the match varies widely among states and 
depends largely upon poverty levels. To encourage expansion, the federal 
government planned to cover all the costs for new beneficiaries from 2014 
through 2016. After that, states would be required to provide a match that 
would rise to 10 percent of funding by 2020 and subsequent years.

I
. The 

. The threat to cut off 
Medicaid funding amounted to “economic dragooning,’’ and therefore, 

. This opened the door for 
.

for States
Giving states the option whether or not to participate in the Medicaid 
expansion may seem simple, but it’s pretty complicated because of other 
provisions of health care reform.

Immediately after the ruling, governors of six states threatened to opt out of 
the Medicaid expansion. Even if state contributions would be minimal, 
governors say they were balking at the expansion of Medicaid because they 
were concerned about the rising costs of all government programs. They 
noted that the federal government is already grappling with budget deficits, 
and there’s a good possibility that the financial burden for the expansion 
eventually would be transferred to states, which also are wrestling with 
budget problems.

States opting out of the Medicaid expansion would leave large numbers of 
low-income Americans out of health care reform’s stronger and tighter health 
insurance safety net. Those excluded would be people with incomes between 
0 and 138 percent of the poverty level. Some people could go to insurance 
exchanges for help since exchanges offer premium support to individuals and 
families with incomes between 100 and 400 percent of the poverty level; but 
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that’s only a small portion—those with incomes between 100 and 138 percent 
of the poverty level.

People with lower incomes—between 0 and 100 percent of the poverty 
level—would be left without any assistance. So in the summer of 2012, some 
policymakers were exploring the possibility of states setting Medicaid eligibility 
for individuals and families with income levels at or below 100 percent of the 
poverty rate. That would fill the gap. 

If allowed by the federal government, however, that approach would produce 
still another consequence. It would push more people into exchanges to 
purchase insurance that is more expensive than Medicaid, and it requires 

. A report from the Congressional Budget Office in July 

Medicaid enrollee. The cost for a low-income enrollee in 
.

edicaid and its associated CHIP program are already planning to coordinate 

. Among other things, people will be able to sign up for Medicaid at those 

.

I Office also projected that 
Medicaid expansion, some 

would expand in 2014, and some would enact partial expansions. However, 
much would depend upon how flexible federal officials are in allowing 
variations from the original language in the Affordable Care Act.

According to the report, the key questions remaining to be answered by the 
federal government include:

•	 Will states be allowed to expand their Medicaid programs 
after 2014?

•	 Will states be allowed to set eligibility thresholds below 138 
percent of the poverty level?

•	 Will states be allowed to fill gaps in coverage by extending 
Medicaid eligibility to “reasonable categories” of individuals, 
as allowed by existing provisions in Medicaid rules?

On August 6, 2012, an official with the Centers for Medicare & Medicaid 
Services indicated that the federal government was leaning toward more 
flexibility in implementing the Medicaid expansion. Speaking at a Chicago 
conference of state legislatures, the spokesperson said states could opt into 
the expansion, but then opt out later.
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.


       


contradictions

Texas Governor Rick Perry quickly responded to the June 28, 2012, Supreme Court 
ruling. He announced on July 9 that his state would opt out of the Affordable Care Act’s 
expansion of Medicaid.

Texas is home to some very well­known medical centers, and turning down the 
Medicaid expansion would be taking money out of their pockets. The Texas Hospital 
Association has already expressed support for the Medicaid expansion.

Texas is also home to some very powerful managed care companies that would profit 
from a Medicaid expansion. Texas has already received a waiver that allows it to 
expand its Medicaid managed care system early, in anticipation of the expansion.

And the same day that Perry announced that Texas would opt out of the expansion, 
WellPoint, Inc. disclosed an agreement to purchase Amerigroup Corp., the largest 
Medicaid managed care provider in Texas. Combined, those companies will manage 
Medicaid plans that serve 4.5 million beneficiaries in 19 states.

Nobody expects anything to change politically until after the November election, but 
after that, many think the big talk of politicians will shrink.
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Other New Standards Apply to  
State Medicaid Programs
Setting a national standard for eligibility, however, does not mean that all 
Medicaid programs will be identical. There will remain wide variation, beyond 
eligibility, in how states administer programs. But there are other new 
standards for Medicaid included in health care reform.

Newly eligible adults must receive coverage that equals the minimum essential 
health benefits package offered in the new insurance exchanges. That includes 
prescription drug and mental health coverage. However, states are not 
required to offer Medicaid recipients the long list of preventive care services 

. But if states do 

.

I Medicaid and 
IP through September 30, 2019. This prevents financially troubled 

. Essentially, it is causing 
.

Many states Receive Medicaid waivers 

For years, federal officials have issued Section 115 Medicaid demonstration waivers 
that provide states with flexibility in operating programs. There have been several of 
these waivers issued to states since the Affordable Care Act was enacted. 

As of May 2012, Medicaid waivers have been granted to:

•• Seven states so that they can expand Medicaid early to adults.

•• Two states so that they can streamline enrollment processes for 
adults.

•• Four states so that they can temporarily restrict enrollment 
because of financial constraints.

•• Four states so that they can require high-need beneficiaries to 
enroll in a managed care plan. Two states have received waivers 
so they can expand managed care systems.

•• Four states so that they can receive federal matching funds to 
cover uncompensated care and improve medical care delivery 
systems. In addition, five states have received waivers so that 
they can implement improvements in medical care delivery 
systems, such as medical or health homes. 
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Meanwhile, Vermont is embarking on an ambitious plan to create a unified health 
care system to achieve the benefits of a single-payer system, and it needs numerous 
waivers from provisions of the Affordable Care Act, including those affecting its 
Medicaid program.

Massachusetts, another state enacting its own health care reform, is also operating 
under large-scale waivers of Medicaid rules.  

In 2011, President Obama opened the door for more states to enact their own types 
of health care reform. He offered to grant states waivers from the Affordable Care 
Act’s provisions in 2014. However, states must demonstrate that their plans are 
budget neutral and they must provide the same level of coverage as the Affordable 
Care Act. 

Encouraging Baby 

M
U
the program. But institutional care is expensive, and in recent years, Medicaid 
has been creating services that allow older people to live at home longer and 
stay out of institutional care, as shown in Figure 8-1.

Over the past decade, government funding for institutionally based long-term 
care has grown at an average annual rate of 6.3 percent, compared with 11.8 
percent for community-based long-term care and services.

Health care reform builds on this trend by offering more support for people 
to “age in place’’ as baby boomers move into their final, fragile years and 
threaten to swamp social services. Provisions include:

•	 Options that allow states to offer home and community-
based services through a Medicaid State Plan Amendment 
rather than through individual waivers. Began October 1, 
2010.

•	 The Community First Choice Option, which allows states to 
provide community-based support and services to people 
with incomes up to 150 percent of the federal poverty level, 
and who have disabilities normally requiring institutional care. 
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States are providing an additional 6 percentage points of 
matching funds for the program. The overall cost is expected 
to hit $6 billion over a decade.

•	 The State Balancing Incentive Program, which provides $3 
billion to eligible states for increasing long-term care services 
that are not based in institutions. Began October 1, 2010.

•	 Funds to continue initiatives by the Aging and Disability 
Resource Centers program ($10 million per year from 2010 
through 2014). This collaborative effort between the 
Administration on Aging and the Centers for Medicare & 
Medicaid Services is designed to streamline access to long-
term care services and supports. In August 2012, a federal 
official testified to a US Senate Committee that Aging and 
Disability Resource Centers were operating in 200 sites in all 
50 states. 

. Nursing home costs have peaked in the United States, while home and 
. Medicaid has encouraged this trend because it saves 

. 
This information was reprinted with permission from the Henry J. Kaiser Family 

.



Chapter 8 | Backlash124

•	 Protections against spousal impoverishment for people 
receiving Medicaid home and community-based services. 
Begins in 2014, and runs for five years.

•	 The Money Follows the Person program, which provides 
long-term services and supports that allow beneficiaries to 
move out of institutional care and back into their homes. The 
program was scheduled to expire in 2011, but was extended 
by the Affordable Care Act for five more years. 

New Options for Chronic Conditions, 
Health

Medicaid programs to 

. It is also funding a demonstration project to improve 
.

U

Plan Amendment is in place.

U

a health home State Plan Amendment is in place. As of August 2012, 20 states 
had expressed an interest in the program, and six states had received federal 
approval for their plans.

The health home concept seeks to better integrate primary, acute, and mental 
health care, along with long-term care services and support.

To be eligible for the program, patients must have two chronic conditions, 
have one chronic condition and be at risk for another, or have one serious and 
persistent mental health condition.

Chronic conditions listed in the new law include mental health problems, 
substance abuse, asthma, diabetes, heart disease, and obesity. Other chronic 
conditions, such as HIV/AIDS, may be added to the list, federal officials 
reported. 

Health home services include comprehensive care management, care 
coordination, comprehensive transitional care, patient and family support, 
and use of health technology to link services.

The Affordable Care Act also includes up to $75 million in funding over three 
years for a Medicaid Emergency Demonstration Project in the District of 
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Columbia and 11 states—Alabama, California, Connecticut, Illinois, Maine, 
Maryland, Missouri, North Carolina, Rhode Island, Washington, and West 
Virginia. 

The project is focusing on the problem of psychiatric patients ending up in 
general hospital emergency departments, where they often have difficulty 
getting appropriate care and create delays for other patients. 

Medicaid is paying fees for treating psychiatric emergencies in psychiatric 
hospital settings. Normally, Medicaid does not reimburse psychiatric 
institutions for this care, a restriction known as Medicaid’s IMD exclusion.

Medicaid 
Medicare patients. This has led to 

Medicaid patients. In fact, an August 
Health Affairs found that nearly one-third 

US physicians said they would not accept new Medicaid patients because of 
.

he Affordable Care Act contains a provision to raise Medicaid payments to 
primary care doctors to Medicare levels for calendar years 2013 and 2014. A 
proposed rule on the increase was published in May 2012.

The higher fees will go to doctors in family medicine, general internal medicine, 
pediatric medicine, and related subspecialties. The fee increase is expected to 
cost $11 billion, and will be paid for by the federal government.

Some doctors remain reluctant to accept Medicaid patients even if fees are 
raised. They point out that the increase has been funded for only two years, 
and they don’t want to accept patients and then later have Medicaid lower 
fees back to previous levels.

Coming Next
The new health care law is packed with promises that consumers will get 
more information about medicine—much more information. That could 
prove to be challenging since most Americans are already easily confounded 
by too much medical minutiae. The law even gives us more information about 
our food—with a provision requiring restaurants and vending machines to 
provide nutritional labels. We’ll look those communication issues and more in 
the next chapter.
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9
Info Overload
Law Brings Communication Challenges

he new health care law promises to bestow upon us much more information 
American medical system, or as government planners say, make it 

.

here will be details about a host of new insurance options, all with their own 
. We’ll have new data about medical 

. Of course, all this will be available at our fingertips, on the 
I .

dd that to the existing complexities of medical care, including all the 
specialists, therapeutic guidance, technology, and prescription drugs, each 
with a brand and a generic name.

It really will be way too much for many to comprehend. People already struggle 
with health literacy, and adding more information could make it worse.

In this short chapter, we’ll look at the problem of health literacy, and some of 
the ways health care reform approaches it. We’ll also look at new sources of 
health information, a new requirement that drug companies disclose financial 
ties to doctors, and new nutritional labeling standards for restaurants and 
vending machines.

Only 1 in 8 Americans Proficient in 
Health Literacy
A November 2010 study commissioned by the Institute of Medicine, “Health 
Literacy Implications of the Affordable Care Act,” notes that 36 percent of 
American adults are functionally illiterate. They may have some education, but 
for all practical purposes, they are unable to write a sentence or read a book. 
Only 12 percent of Americans adults have proficient health literacy, meaning 
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they can readily understand health information and use it to follow a doctor’s 
orders, grasp a diagnosis, or adhere to dosing directions for a prescription. 

Many provisions of health care reform are aimed specifically at helping low-
income people, including up to 16 million new enrollees for Medicaid. That 
group includes a significant portion of Americans who lack education, and 
certainly, like many people who are very well educated, they are easily baffled 
by medical concepts and terminology. To really complicate things, consider 
the challenges of communicating new, detailed information about health care 
reform to people who are elderly and lack computer skills.

Research shows that health literacy does matter. A study released March 28, 
Agency for Healthcare Research and Quality found that low 

Americans was linked to poorer health and a higher 
. The study noted that more than 75 million English-speaking 
United States have extremely limited health literacy. The study 

.

America. It is influenced by culture or race, as 
Figure 9-1 from a 2003 study.

Figure 9-1. The distribution of adult health literacy levels by race and ethnicity, 2003. 
API=Asian or Pacific Islander; AI/AN=American Indian or Alaska Native. Source: National 
Assessment of Adult Literacy, Health Literacy Component, 2003.



129Health Care Reform Simplified

Figure 9-1’s legend items are described as follows:

•	 Below Basic: No more than the most simple and concrete 
skills, such as circling the date of a medical appointment.

•	 Basic: Skills necessary for simple and everyday activities, such 
as understanding a clearly written pamphlet.

•	 Intermediate: Skills necessary for moderately challenging 
activities, such using the information on a label to identify 
three substances that may interact with an over-the-counter 
drug and cause side effects.

•	 Proficient: Skills necessary for more complex and challenging 
activities, such as finding the meaning of a medical term to 
help manage health and prevent disease.

. It requires that descriptions for 

.

The new health care law also includes the following required provisions.

•	 The Agency for Healthcare Research and Policy must publicize 
research results in ways that reach consumers with diverse 
levels of health literacy.

•	 Federal grants will be awarded to develop and update aids 
(information in various forms) on the safety, effectiveness, 
and cost of medical treatments. These aids will be designed 
to help health care providers educate patients and caregivers 
through diverse health literature.

•	 Consultation with experts on health literacy is required to 
evaluate standardized information on prescription drug labels 
and print advertising.

•	 Federal grants will be awarded to train health care providers 
to communicate with patients from diverse cultures and with 
varying degrees of health literacy.
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Simplified Summary of Benefits and 
Coverage Required
Beginning September 23, 2012, insurance companies must provide a summary 
of benefits, or SBC, to participants in group health plans.

This four-page document comes in a uniform format described in final 
regulations issued February 14, 2012, by the US Departments of Labor, 
Treasury, and Health and Human Services.

The regulations include specific guidance for creating a template and for the 
type of language to use in the document. Information in the SBC must include:

Description of coverage

Exceptions and limitations on coverage

Co-pays

Conditions for renewing policy

Examples of coverage

Contact information, including an Internet address

A glossary of health insurance terms and words

Health Care Reform Brings New 
Sources of Information
The new health care law includes a multitude of new sources for information. 
Many are Internet-based, but information also will be available through 
telephone, print, television, and radio.

The following are some of the main sources of new information being provided 
through the Patient Protection and Affordable Care Act of 2010:

•	 HealthCare.gov (www.healthcare.gov): The US government’s 
primary web site for health care reform. It links to other web 
sites and guides people and businesses to and through the 
new insurance exchanges. This site also provides eligibility 
guidelines for all government insurance programs and 
subsidized private insurance. Although most state-based 
exchanges won’t open until 2014, the site already provides 
links to the temporary exchanges established to help cover 
people with pre-existing conditions. Those sites also may be 
accessed through www.pcip.gov.

http://www.pcip.gov
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http://www.hrsa.gov
http://healthreform.kff.org
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Law Requires Disclosure of  
Financial Ties with Doctors
The Physician Payment Sunshine Act was included as Section 6002 of the 
Health Care Reform Act. It requires drug and medical device manufacturers 
to disclose the gifts or amount of money they give to doctors and academic 
medical centers.

The information must be reported to the HHS, which will publish it on a web 
site. The Centers for Medicare & Medicaid Services published proposed rules 
on December 19, 2011, and in the following 60 days received more than 300 
comments from interested parties.

A . However, applicable manufacturers and 

. Eventually, annual reports will be required.

T

. The law just requires disclosure; 
.

T

ownership or investment interest; royalties or licenses; and charitable 
contributions.

The law exempts educational material for patients, rebates and discounts, 
loans of devices, items provided under warranty, dividend, or investment 
interests in a publicly traded security or mutual fund, and payments made to 
a physician who is a patient, or an employee of the reporting company. The 
law also exempts payments less than $10, until combined they total $100, and 
then they must be reported.

Also exempt are prescription drug and device samples, but another section of 
the new health care law requires that samples be reported to the HHS.

Health Care Law Requires  
Nutritional Labeling
The new health care law requires chain restaurants—defined as those with 20 
or more locations—to provide calorie counts with standard menu items. 
Restaurants must also make available, upon request, additional nutritional 
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information like the amount of total fat, saturated fat, cholesterol, sugar, and 
protein.

Vending machines run by chains—defined as an operator of 20 or more 
machines—also must prominently post nutrition labels for food and beverage 
selections.

The Food and Drug Administration (FDA) on April 1, 2011, released proposed 
rules on the labels. While drawing up the regulations, the FDA heard objections 
from theater chains that didn’t want to put nutritional labels on popcorn 
loaded with fat calories. Theater owners said their primary business was 
providing entertainment, not selling food. So the proposed regulations exempt 

.

he FDA at first expected to release final rules by the end of 2011, but the 
August 2012. The agency had received mixed 

. Some said the labels 

. Others said vending machine 

. The proposed rules 
.

I US Representative John Carter (R-TX), introduced legislation 
. The 

legislation would exempt establishments that sell food not for immediate 
consumption. The Common Sense Nutrition Disclosure Act of 2012 also 
addressed the type of information that could appear on nutritional labels.

The Affordable Care Act’s labeling law was supported by groups such as the 
American Heart Association, and was added to health care reform largely 
because of high levels of obesity and accompanying health problems. Table 9-1 
shows US obesity rates for adults by state. For an adult, obesity is determined 
by weight and height. 

Table 9-1. 2009 State Obesity Rates by Percentage of Adult Population

Arkansas: 30.5% Maryland: 26.2% Oregon: 23.0%

California: 24.8% Massachusetts: 21.4% Pennsylvania: 27.4%

Colorado: 18.6% Michigan: 29.6% Rhode Island: 24.6%

Connecticut: 20.6% Minnesota: 24.6% South Carolina: 29.4%

Delaware: 27.0% Mississippi: 34.4% South Dakota: 29.6%

District of Columbia: 19.7% Missouri: 30.0% Tennessee: 32.3%
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Florida: 25.2% Montana: 23.2% Texas: 28.7%

Georgia: 27.2% Nebraska: 27.2% Utah: 23.5%

Hawaii: 22.3% Nevada: 25.8% Vermont: 22.8%

Idaho: 24.5% New Hampshire: 25.7% Virginia: 25.0%

Illinois: 26.5% New Jersey: 23.3% Washington: 26.4%

Indiana: 29.5% New Mexico: 25.1% West Virginia: 31.1%

Iowa: 27.9% New York: 24.2% Wisconsin: 28.7%

Kansas: 28.1% North Carolina: 29.3% Wyoming: 24.6%

Disease Control.

RESTAURANTS ASSOCIATION FAVORS LABELS

-
, which for years had resisted such an idea. But a national labeling law became 

-mash of labeling laws that were confusing to consumers and restaurant 

So the federal law preempts all other laws. The association says it protects res-
taurants against nuisance lawsuits because it provides a reasonable standard that 
recognizes variability of food preparation, and allows labels to be based upon 
information from nutrient databases, cookbooks, and laboratory analyses.

Surprisingly, studies have shown that nutrition labels don’t necessarily cause people 
to choose foods that are more healthful in fast-food restaurants. A far more influen-
tial factor is the placement of food selections on a menu. Studies show that in a 
fast-food setting, customers tend to ignore nutritional labels and order selections 
that are prominently displayed.

But nutrition and labels do influence restaurants and food manufacturers, often 
through media pressure. For example, when the government required trans fat 
labeling in 2003, many manufacturers and restaurants reformulated products 
because of media attention.

Moreover, nutritional labels are used by some customers, although there may not be 
enough of them to make a statistically significant blip in studies. For example, when 
New York City and Seattle passed nutritional labeling laws, restaurants reported that 
many customers were pleased to have the additional information.
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Coming Next
There are a myriad of taxes included in health care reform. Most prominently, 
they include revenue-raising measures affecting the pharmaceutical industry, 
medical device manufacturers, and insurance companies. There is also a 
provision to increase the Medicare payroll tax. There’s even a tax on tanning 
salons to help pay the cost of health care reform. In the next chapter, we’ll 
look at some of the tax, revenue, and saving provisions that are included in 
the Affordable Care Act.
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10
Who Pays?
Health Care Reform to Cost $1.1 Trillion 

sk many Americans about health care reform, even if they lack detailed 

. In other words, they may not know 
.

nd they are right. Health care reform runs up big costs, mainly from 
Medicaid program, subsidizing private insurance for people 

.

he Congressional Budget Office in 2012 released an updated estimate 
US Treasury $1.1 trillion from 

2012 to 2021. That’s a big number, $1,100,000,000,000. The costs are primarily 
associated with covering the expansion of Medicaid and providing insurance 
subsidies to people with lower incomes. 

The big question: who pays? The short answer is that we all do, but the longer 
answer is that much of the cost will be paid by insurers, pharmaceutical 
manufacturers, medical device makers, and taxpayers. Savings are supposed to 
be extracted from health care providers, mainly those associated with the 
Medicare program.

In this chapter, we’ll look at provisions in the new health care law that raise 
revenues and save money. Some seem sound, but the effectiveness of others 
is doubtful. 

n Note  The Congressional Budget Office’s March 2012 estimate for the cost of health care 

reform, $1.1 trillion, is lower than its March 2011 estimate of $1.4 trillion. The cost is based upon 

a ten-year period, 2012–2021, and it keeps changing every year as legislative, economic, and 

technical aspects of health care reform change. For example, the Congressional Budget Office 

used an economic outlook for the 2012 estimate that reflected slower economic growth. The 
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March 2012 estimate also included updated projections for the rising cost of private health 

insurance premiums. Meanwhile, there were reductions in projected costs for tax credits for 

small businesses and subsidies for insurance exchanges. 

HEALTH CARE SPENDING KEEPS RISING ON ALL FRONTS

Health care reform may lower government deficits, but health care costs still 
constitute a quickly growing portion of private and government spending. Consider 
the following trends:

•• Health care costs represented 23 percent of the US budget 
spending in 2010, mostly for Medicare and Medicaid, and 
that is projected to rise to 29 percent by 2020.

•• As a portion of the gross domestic product, which is a 
measure of all goods and services produced in the United 
States, federal health spending is expected to increase 
from 5.5 percent in 2010 to 7 percent by 2020.

•• Total health spending, both government and private, is 
projected to increase from $2.6 trillion in 2010 to $4.6 
trillion in 2019.

Medicare Tax Increase to Raise  
$210 Billion
One of the largest sources of revenue for health care reform is an increase in 
the Medicare Hospital Insurance tax—the “Medicare” tax taken out of each 
paycheck—for earned and unearned income over certain thresholds. This tax 
increase is expected to raise $210 billion between 2013 and 2019.

Beginning in 2013, the new law raises the Medicare Hospital Insurance tax by 
0.9 percent for individuals with earned income of more than $200,000, and 
more than $250,000 for joint filers. For a couple filing separately, the threshold 
starts at $125,000 for each. Roughly, 1 in 50 US households have annual 
incomes greater than $250,000.

The existing Medicare Hospital Insurance tax is 1.45 percent for employees 
and 1.45 percent for employers. The employers’ portion of the tax stays the 
same under the new health care law. For self-employed workers, the existing 
tax is 2.9 percent, and the 0.9 percent increase will be tacked onto income 
that exceeds thresholds.
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There’s a hazard for couples who together earn $250,000 or more, but neither 
of which earns more than $200,000. In those cases, employers will not have a 
trigger to increase withholding for the tax, and if employees don’t adjust the 
withholding themselves, the government could require quarterly payments.

A March 23, 2010, report, “Tax Provisions in the Patient Protection and 
Affordable Care Act,” by financial services giant Deloitte LLP, noted that a 
single taxpayer earning $500,000 will see a tax increase of about $2,700. A 
married couple filing jointly with the same income will see about a $2,250 
increase.

In addition, the new health care law for the first time levies the entire  
8 percent Medicare tax against unearned income that exceeds thresholds. 
nearned income includes interest, dividends, capital gains, annuities, royalties, 

. The tax will be applied to the lesser of taxpayer’s net investment 

. 

. But as an example, 
Deloitte analysis says a single taxpayer earning $1 million in wages and 

Medicare taxes 
. A married couple with the 
. Without the tax on the 

Medicare tax increase, 
and the couple would see a $6,750 increase.

“Cadillac” Insurance Tax Starts  
to Gear Up in 2018
The new health care law levies a 40 percent excise tax on high-end, private 
insurance policies, or so-called “Cadillac” plans, starting in 2018. The tax is 
paid by insurers and is expected to raise $12 billion its first year, $19 billion in 
2019, and keep escalating thereafter.

The tax threshold is $10,200 for an individual policy and $27,200 for a family 
policy. The tax amounts to 40 percent of the policy’s value above thresholds. 
For retirees and workers in high-risk jobs such as firefighting, the thresholds 
are set higher—$11,850 for an individual policy and $30,950 for a family 
policy. 

Since the tax is being levied against insurers, it will likely be passed on to 
consumers in the form of higher premiums. Also, insurers or employers may 
increase deductibles or make other changes to policies to bring premium 
costs below thresholds and avoid the tax.
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There is some confusion surrounding this tax because it was scheduled in the 
Senate-passed health care reform bill to go into effect in 2013. However, the 
Congressional Budget Office predicted that in 2016, nearly 20 percent of 
workplace policies would have been subject to this tax, and the measure was 
scaled back in final legislation.

Private Insurers to Pay Billions Annually 
in New Fees
Health care reform imposes billions of dollars in new annual fees on health 
insurance companies. The government expects these fees to raise $60 billion 

.

T US Treasury on the basis of each insurance 
US market the previous year, as determined by net 

.

F .3 billion in 2018. 
A . Table 10-1 shows 

.

. The Top 10 US Insurance Companies by 2009 Total Revenue 

Rank Company Revenue (in billions)

  1 United Healthcare     $87.1

  2 Wellpoint Group     $60.8

  3 Kaiser Foundation Group     $42.1

  4 Humana Group     $30.9

  5 Aetna Group     $29.5

  6 BC/BS of Michigan     $21.6

  7 Cigna     $18.4

  8 HCSC Group     $17.6

  9 Coventry Health Care     $13.9

 10 Highmark Group     $13.7 

Source: For publicly traded companies, 10-K annual reports to the US Securities 
and Exchange Commission. For others, 2009 annual reports or press releases.
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Drug Companies Start Paying  
New Fees in 2011
Pharmaceutical companies that manufacture, sell, or import drugs into the 
United States also must pay new fees under health care reform.

The fees are based upon the level of sales and market share. The fees started 
at $2.5 billion in 2011, and will rise to $4.1 billion in 2018. Then, fees drop to 
$2.8 billion for 2019 and thereafter. They are expected to raise $27 billion 
this decade. Table 10-2 shows the top ten pharmaceutical companies, ranked 
by US sales.

. Top 10 Drug Companies by US Sales

Company
2009 sales  
(in billions)

1 Pfizer $27.8

Merck & Co. $19.8

AstraZeneca $19.8

GlaxoSmithKline $15.0

Roche $14.3

6 Novartis $13.4

7 Eli Lilly & Co. $13.2

8 Johnson & Johnson $12.8

9 Amgen Corp. $12.5

10 Teva USA $12.1

Source: IMS Health and Charles Ornstein/ProPublica.

New Tax for Medical Devices  
Begins in 2013
The new health care law imposes a 3.2 percent excise tax on the sale of 
human medical devices. The tax must be paid by the manufacturer, producer, 
or importer of these devices.
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estimate of  

there is much doubt about health care reform’s plan to save about $575 
billion in the medicare program over the first ten years� if accomplished, that 
kind of savings would significantly change the trajectory of medicare spending, 
as shown in figure 10-1�

experts believe that about $300 billion of the savings are possible� those 
initiatives include eliminating the medicare improvement fund ($27 billion) in 
2014, reducing payments to safety net hospitals ($50 billion), reducing 
medicare advantage plan payments ($145 billion), increasing the number of 
people paying medicare part B income-related premiums ($8 billion), and 
sticking to strict spending targets ($24 billion)�

at issue, though, is about $233 billion in savings that are expected to come 
from permanently reducing payment updates for providers like nursing homes, 
hospitals, and home health agencies by about 1�1 percent a year from 2012 
until 2021� or, as richard S� foster, chief actuary for the Centers for medicare 
& medicaid Services, told a congressional committee on January 26, 2011, “it 
is important to note that the estimated savings for one category of medicare 
provisions may be unrealistic�”
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Foster agreed that the reductions would force providers to become more 
efficient by forming accountable care organizations (ACOs), using electronic 
medical records, and finding the most cost-efficient treatments.

But, he testified, providers must still deal with price increases for office space, 
utilities, and medical supplies. The result of cuts, he said, would be providers 
dropping out of the Medicare program and “possibly jeopardizing access to 
care for beneficiaries.”

Most likely, Congress will monitor progress in this and intervene, thus 
significantly lowering the amount of savings now included in the Congressional 
Budget Office estimates.

Health Care Reform Puts a “Sin Tax”  
on Tanning Services
More and more, medical authorities are viewing indoor tanning as something 
akin to cigarette smoking—it is habitual, may cause cancer, and runs up 

. The $575 billion in Medicare savings in the new health care law could lower 
.5 percent. Source: Richard S. 

Medicare & Medicaid.
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medical costs. This emerging concern about tanning services set the stage for 
a tax to help offset the cost of health care reform while discouraging the use 
of tanning facilities.

America has a long history of creating these types of “sin taxes” to discourage 
behavior while making a little money for government operations. They are the 
type of taxes that stir up plenty of resentment, and health care reform’s new 
tanning tax is no exception.

The new health care law includes a 10 percent tax on tanning services, which 
went into effect on July 1, 2010. The tax is expected to raise $2.7 billion over 
the next ten years. However, the Internal Revenue Service reported that 

. The IRS said 
.

T
American Academy of Dermatology 

Tax”—on some Botox procedures. 

The Tanning Association is campaigning for repeal of the tax, and the 
Dan Humiston, says the tax has compounded job losses 

. 

A TAN A DAY WON’T KEEP THE SKIN DOCTOR AWAY

Every day, about one million Americans step into tanning salons to darken their skin. 
These are mostly young white women. Whether they know it or not, they may be 
putting their lives at risk, according to many studies.

The American Academy of Dermatology reports that indoor tanning before the age of 
35 increases the risk of developing the most deadly form of skin cancer, melanoma, 
by 75 percent. 

Indoor tanning increases risks of deadly skin cancer, such as this melanoma.  
Source: National Cancer Institute.
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Exposure to UV radiation during indoor tanning damages DNA in cells. In addition to 
melanoma, it can lead to other skin cancers, premature skin aging, immune sup-
pression, and eye damage, including cataracts and ocular melanoma.

The ultraviolet radiation used in tanning booths is classified by the International 
Agency for Research on Cancer as a Group 1 carcinogen, the same as tobacco smoke. 

Recent studies have also shown that frequent tanners exhibit some of the same 
characteristics as substance abusers. Dermatologists have found that tanning 
makes the skin produce endorphins, and when researchers gave frequent tanners 
the anti-narcotic drug naltrexone, they developed symptoms consistent with addic-
tive drug withdrawals. Other studies have found frequent tanners have higher 
anxiety levels and are more likely to use addictive substances. 

The American Academy of Dermatology wants to do more than tax indoor tanning—
it wants to ban it, particularly to minors.

Health Care Reform  

Patient Protection and Affordable Care Act. Provisions that may affect 
individuals include:

•	 Limiting to $2,500 the contribution employees may make in 
accounts for so-called “cafeteria/flex” plans, starting in 
2013. Previously, contributions had not been limited by law, 
and were often set at $5,000. This will reduce the amount of 
money people can set aside on a pre-tax basis, and raise an 
estimated $13 billion.

•	 Making over-the-counter drugs ineligible as a medical expense 
paid through any employer-provided coverage or any of the 
health savings account plans. This provision started January 1, 
2011, and is expected to raise $1.4 billion.

•	 Raising the threshold for claiming an itemized deduction on 
income taxes from 7.5 percent to 10 percent of adjusted 
gross income. This starts in 2013, except for taxpayers or 
spouses who are over age 65. They may use the old threshold 
until 2017. This provision is expected to raise $15.2 billion.

•	 A fee on private health insurance plans, including self-
insurance policies, to fund the Patient-Centered Outcomes 
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Research Institute. The fee starts at $1 in 2013 for each 
person covered, and increases to $2 in 2014. It is expected to 
raise $2.6 billion for the center. The fee will be paid by 
insurers, but the cost will likely be passed on to consumers.

Coming Next
Lawsuits have attempted to overturn it and politicians have tried to repeal 
it. Still, health care reform stands as the law of the land; but in the next 
chapter, we’ll take a look at the future of health care reform and how it 
bodes, particularly in the 2012 presidential election.



c h apt   e r

11
War on Reform
New Law Faces Political Attacks

Republican politicians on the state and federal levels. Proponents 
US 

Affordable Care Act, including 
. The legal ruling was a blow to opponents of health 

.

n July 11, 2012, the US House of Representatives voted 244 to 185 to 
. It was the thirty-third time that the Republican-led 

because the Senate and White House are controlled by Democrats.

Amid the legislative clatter, Mitt Romney, the Republican presidential 
candidate, vowed action to start repeal of the Affordable Care Act his first 
day in office, if elected. Meanwhile, states have passed a host of constitutional 
amendments, bills, provisions, and non-binding resolutions that attempt to 
block or modify different aspects of the Affordable Care Act. 

We’ll take a closer look at those developments in this final chapter and try to 
determine the alternatives if political challenges succeed in overturning all or 
a portion of the Patient Protection and Affordable Care Act of 2010.

Partisan Divide over Health  
Care Reform
The Supreme Court decision on the Affordable Care Act may have settled 
the issue of the individual mandate, but it left a partisan divide over health 
care reform. The new law has now evolved into a political litmus test. 
Democrats favor it and Republicans oppose it. Oddly, though, a Kaiser Health 
Tracking Poll taken immediately after the Supreme Court decision found that 
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46 percent of Americans still had fairly open minds about the health care 
reform—with 26 percent saying they had an opinion about the law, but it 
could change, and another 20 percent saying they had no opinion about it.

After the Supreme Court decision, Mitt Romney vowed to quickly repeal the 
Affordable Care Act. However, that seems more like a hasty promise made in 
the heat of a political debate than a realistic threat. For one thing, Romney 
himself has mixed feelings about the growing socialization of US medicine. 
While governor of Massachusetts, he championed a system of health care 
reform that provided the Obama Administration with a prototype for national 
reform. For years, Romney expressed pride in that accomplishment, but while 
running for president, he distanced himself from the experience because it 

. Nonetheless, Romney was still slipping 
Israel when he gushed over that 

. He never mentioned that the 
I . 

O Romney to quickly repeal the Affordable Care 
Act, epublicans in the 2012 election would have to retain control of the 

. Even the most optimistic of Republicans don’t envision the GOP 
.

Republicans would have to pass a spending 
measure in the House that would repeal health care reform. That would allow 
passage of a measure in the Senate by a simple majority. But mixing the repeal 
of health care reform with a national budget is a very complicated and tricky 
scenario, and one that would not evolve quickly, if at all.

In addition, it is doubtful that Republicans would really choose to repeal the 
entire Affordable Care Act anyway. Such an act would create chaos in the 
health care system, and it could easily lead to an economic catastrophe with 
severe political repercussions. For example, think about the confusion that 
would occur if the government suddenly eliminated the laws governing 
accountable care organizations, tougher fraud rules, and insurance regulations 
that have extended coverage to millions of Americans. That’s not a pretty 
thought, even for Republican politicians.

But that does lead to the most likely and logical scenario if Romney is elected 
president—a piecemeal attack on the Affordable Care Act. Romney would be 
able to decide what provision of the Affordable Care Act to enforce and what 
provisions to ignore, and it would seem entirely possible for him to delay or 
even abolish something like the individual mandate, which is enforced through 
rules issued by the Internal Revenue Service.
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At the very least, Romney would be in a powerful position that allowed him 
to pick and choose which provisions of health care reform to keep and which 
provisions to scrap.

Republicans Hope to Repeal and 
Replace Affordable Care Act
For years, Republicans have talked about repealing and replacing the Affordable 
Care Act. And they’ve floated out some proposals, although none have gained 
traction. The following are the general principles of Republican replacement 
plans:

•	 Medical liability reform. The GOP believes lawsuits have forced 
doctors to order costly and often unnecessary tests to 
protect themselves. This practice is often referred to as 
“defensive medicine.” The GOP wants to rein in “junk 
lawsuits” to lower medical costs. A September 2010 study in 
Health Affairs by researchers from the Harvard School of 
Public Health, estimated the cost of defensive medicine to be 
about $55.6 billion a year, or 2.4 percent of annual health care 
spending. 

•	 Allow insurers to operate across state lines. The GOP says 
Americans living in states with expensive health insurance 
plans need access to less expensive plans offered in other 
states. As it stands now, states regulate most insurance 
policies, and set rules for how much insurers must keep in 
reserve and the type of treatments that policies must cover. 
It is difficult for many insurers to meet regulations for all 
states. GOP lawmakers have repeatedly introduced the 
“Health Care Choice Act,” which would allow consumers to 
buy health insurance across state lines. 

•	 Expand health savings accounts. The GOP wants to improve 
this system so the tax-sheltering accounts can be used to fill 
coverage gaps in high-deductible insurance plans. Republicans 
also believe that over-the-counter drugs should be a qualified 
expense for these accounts. Health care reform places new 
limits on HSAs and similar accounts, and it has disqualified 
over-the-counter medications as an expense.

•	 Cover patients with pre-existing conditions. The GOP agrees 
that people with pre-existing conditions should be given the 
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opportunity to purchase insurance. Republicans want to 
accomplish this through expansion of state high-risk pools 
and reinsurance programs. Republicans also want to make it 
illegal for insurance companies to use pre-existing conditions 
as a basis for denying coverage for someone who has had 
prior coverage. Like the new health care law, the GOP also 
wants to eliminate annual and lifetime spending caps on 
policies, and prevent insurers from rescinding, or dropping 
coverage when a policyholder gets sick.

•	 Prohibit taxpayer funding of abortion. The GOP wants a 
government-wide, permanent prohibition on taxpayer funding 
of abortion and subsidies for insurance coverage that includes 
abortion. They want a law that goes further than the existing 
Hyde Amendment, which is not a permanent law but a rider 
attached to appropriation bills to prevent federal spending 
for abortions except in cases of rape and incest or when a 
woman’s life is endangered. Health care reform puts more of 
this power in the hands of individual states. Republicans also 
want laws allowing health care providers to opt out of 
participating in medical procedures that violate their 
consciences. 

R
principals. At that time, the Congressional Budget Office estimated the bill 
would have reduced the federal deficit by $68 billion over a decade and 
provided insurance for an additional 3 million Americans.

Paul Ryan Elevates Medicare Reform to an Election Issue

Mitt Romney’s selection of US Representative Paul Ryan (R-WI) as his candidate for 
vice president put a national spotlight on the issue of Medicare reform. Ryan has 
been involved with several attempts to transform Medicare into a plan that offers 
beneficiaries premium support vouchers to help purchase private insurance plans. 
Last year, he proposed a Medicare reform plan that he developed jointly with 
Senator Ron Wyden (D-OR).

Meanwhile, President Obama has remained staunchly supportive of a traditional 
Medicare benefits—without a voucher option. Studies have shown that transforming 
Medicare to premium support program would make it more costly for many seniors. 
Many of the president’s visions for the future of Medicare are contained in the 
Affordable Care Act.
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Romney also has a Medicare reform plan, which has many of the elements of the 
Ryan-Wyden plan. The following summarizes Medicare reform proposals being 
advanced by President Obama, Romney, and Ryan. 

•• President Obama would maintain traditional Medicare, but make 
payment reforms that encourage quality over quantity of services. 
He is focusing the program on eliminating fraud, waste, and 
abuse. The Office of Management and Budget estimates the 
president’s “Budget for Fiscal Year 2013” would save Medicare 
and Medicaid $364 billion over the next decade. The president 
wants to eliminate the Sustainable Growth Rate formula and 
create a new physician payment system. He would generate 
savings in Medicare through an emphasis on wellness and better 
preventative care for chronic diseases. And he wants to empower 
the Independent Payment Advisory Board to lower costs.  

•• Romney wants to maintain traditional Medicare as an option, but 
allow beneficiaries to choose subsidies to purchase private in-
surance. He would increase the age of eligibility to keep pace 
with gains in longevity. Romney wants private insurers to com-
petitively bid plans for Medicare beneficiaries. That bidding 
system would determine the level of support Medicare would 
provide to beneficiaries. For example, the “benchmark” for 
support might be set at the second lowest bid or the average of 
bids by private insurers. The theory is that competition will lower 
costs for health care.

•• The Ryan-Wyden plan would open Medicare to private insurance 
plans in 2022. These plans would be required to offer the same 
essential benefits found in traditional Medicare, which would also 
continue to be available to beneficiaries. A Medicare exchange 
marketplace would supplant Medicare Advantage plans, and an 
annual competitive bidding process would determine the level of 
government support for beneficiaries. Either the second-least 
expensive plan or traditional Medicare would be used as a 
benchmark, depending on which one is least expensive. Growth 
of Medicare costs would be limited to growth of gross domestic 
product, plus 1 percent. Premium supports would be adjusted for 
income, or means tested. Also, in a recent interview, Wyden said 
that this plan would be unworkable without changes to Medicare 
included in the Affordable Care Act.
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State Legislatures, Governors Oppose  
Affordable Care Act
members of at least 45 state legislatures have proposed measures to limit, 
alter, or oppose the patient protection and affordable Care act of 2010, 
according to the national Conference on State legislatures� at least 20 states 
have passed binding resolutions opposing broad elements of health care 
reform�

in addition, at least 27 states have proposed constitutional amendments, and 
24 states have considered advisory or non-binding resolutions� another 23 
states have considered or have passed nullification or state sovereignty bills to 

affordable Care act provisions� these actions are 

�

a affordable Care act as of July 2012 

five states—missouri, montana, new Hampshire, utah, and 
Wyoming—passed restrictions on further compliance with 
the affordable Care act unless approved by the state 
legislature�

•	 Sixteen states had statutory or state constitutional language 
providing that state government would not implement 
mandates requiring the purchase of insurance by individuals 
or payments by employers� Since the Supreme Court upheld 
the mandate, it’s doubtful any of these provisions will have 
any impact on the new law�

•	 Seven states—Georgia, indiana, missouri, oklahoma, South 
Carolina, utah, and texas—had enacted laws to create 
interstate Health Compacts to establish health programs 
operating outside the affordable Care act� these compacts 
will not block implementation of health care reform, however�

While publicly opposing the law, however, some state leaders also have been 
quietly seeking funding opportunities offered through health care reform� 

after the Supreme Court ruling on June 28, 2012, several republican governors 
announced that they would delay plans to develop health insurance exchanges 
until after the november 2012 presidential election� 

Several states have also returned grants associated with the affordable Care 
act� they include:
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•	 Kansas, which returned a $31 million Early Innovator Grant.

•	 Florida, which returned the $1 million awarded to begin 
planning for an exchange, and another $1 million that would 
have funded a system to monitor insurance rate changes.

•	 New Hampshire, which blocked a $610,000 federal planning 
contract to create a health insurance exchange.

•	 Wisconsin, which is expected to return a $37.6 million Early 
Innovator Grant.

Conclusion: Health Care Reform Takes 

US government is deeply involved in the American health 
. Nearly 100 million Americans 

Medicare or Medicaid. About 8.3 million veterans depend upon 
US Department of Veterans Affairs for health care, and about the same 

Tricare, 
US Department of Defense Military Health System. 

he Federal Employees Health Benefit Program covers another 8 million 
. That’s roughly 125 million 

mericans who fall under some sort of federal health plan. 

Now consider that there are 50 million Americans without insurance in a 
total population of 310 million. That leaves about 135 million Americans with 
coverage under private insurance plans.

The Affordable Care Act adds about 16 million Americans to Medicaid, and 
another 16 million to private insurance, with government tax supports and 
subsidies. If you’re still counting, the final total for government supported 
health coverage will exceed 167 million Americans in the next decade.

Clearly, we are very close to a tipping point in American health care where 
the public insurance sector outweighs the private insurance sector. 

But it’s not that simple. The public and private insurance sectors are melded 
together by shared payment methods, diagnostic codes, hospitals, doctors, 
and a host of other complex elements that make up the American medical 
care system.

This hybrid system is very expensive and complicated. The United States 
dedicates about 18 percent of its economy to medicine. Most developed 
nations have socialized systems that account for only about 10 percent of 
their economies.



Chapter 11 | War on Reform154

Our public-private system has produced some extraordinary medical 
achievements. Among other things, the US medical system provides the best 
cancer care in the world. Medical centers like the Mayo Clinic and MD 
Anderson Cancer Center are legendary in providing the highest quality 
medical care available.

But the greatest criticism of American medicine lies in its inability to provide 
a reasonably high quality of health care to all Americans. In other words, 
American health care has come up short.

So now the question is: What do we do about it? 

The Affordable Care Act attempts to answer that question. It would extend 
American health care, while cutting costs and increasing quality. 

I . It 
. But it has launched us on a journey filled 

.
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