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themselves, including balances and
amounts rolled over. It found in
August of 2009 there were 5 million
HRA and HSA accounts with $7.1
billion in assets. This is up from 1.2
million accounts and $835 million
in assets in 2006. Average account
balances were $1,419 in 2009, up
from $606 in 2006. But the average
balance grew modestly in the past
two years (3% in 2008 and 5% in
2009.)

The report gives a lot of detail
on the characteristics of those
enrolled, but of greatest interest to
me are the income and educational
levels of enrollees. EBRI finds
that 45% of CDHP enrollees had
incomes of $50,000 to $99,999,
while only 38% of traditional plan
enrollees did. This might suggest
some selection based on income,
but the difference in education was
even greater, with 46% of CDHP
enrollees having a college degree

and another 21% with a graduate
degree. This compares to 23% and
11% respectively for traditional
plan enrollees. These results
suggest that education is a far
more important factor in selecting
a CDHP plan than income is. The
report also says, “There are no
statistically significant differences
in self-reported health status
between CDHP and traditional
plan enrollees.”

CFO MAGAZINE REPORTS ON
ANOTHER CDHP STUDY
This one is from Towers Watson
and the national Business Group
on Health. It finds that 50% of
employers now offer some form
of CDHP and that is expected to
rise to 60% in the coming year.
It adds that CDHPs now cover
15.4% of all employees. The
article says concerns linger about
whether employees can handle
the out-of-pocket cost involved

with a CDHP, but “a recent analysis
of the data by Towers Watson
and the NBGH suggests that at
least some employee concerns
may be unwarranted.” It quotes
Ted Nussbaum as saying, “The
perception is that because CDHPs
are based on a high deductible,
employees pay considerably more,
but we're just not finding that to
be the case.”

The article also says that savings
depend on the take-up rate among
employees. It says, “Compared
with the $7,826 average cost per
employee in a non-CDHP plan,
those with more than 50% of the
workforce enrolled in CDHP plans
saw an average $978 savings per
employee, while those with under
20% enrollment saw only an $83
savings per employee.” The article
also reports that renewal rates
have not been as favorable as
companies stay with the program
longer.

CONSISTENTLY REWARDING YOUR ACHIEVEMENTS

Relax and Rejuvenate at the Ritz

BenefitMall is the largest General Agency in the country, and we've been X
serving the needs of Brokers for over 30 years. We're pleased to announce )

our 9th annual sales incentive program, Relax and Rejuvenate at the Ritz,

Rose Hall, Jamaica.

Join us in Jamaica... and don't forget your passport!

YOUR GOAL: Sell $750,000 of new, annualized premiums with a minimum
of five new cases with effective dates of July 1 through December 31, 2010.

YOUR REWARD: You and your guest will join us for four days and three
nights at The Ritz-Carlton in Rose Hall, Jamaica, May 12 through 15, 2011.
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BenefitMall 2010 SALES INCENTIVE PROGRAM

YOUR ADDED BONUS: Sell $1,800,000 or more of new annualized
premiums with a minimum of five new cases during the same period,

and you'll receive an additional trip for two.

Meet the challenge and we'll see you in Jamaica, mon! To join us
in Rose Hall, Jamaica, go to www.benefitmall.com or contact your

local BenefitMall Sales Team today!

@ BenefitMall

Woodland Hills 800-877-0101
Orange 800-966-3791 San Diego 800-446-4999

For complete rules and conditions for this sales incentive program, please visit www.benefitmall.com. ©2010 BeneftMall. All rights reserved. BenefitMalll, the circle “B” logo and the corporate logo are registered trademarks

of Centerstone Insurance and Financial Services, Inc. California License #063979.
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Despite Best Intentions, New Ratios Creating Problems

by Dan Diamond, California Healthline Contributing Editor - wwwlcaliforniahealthline.org

Under the health reform overhaul, HHS will require insurers to meet new
minimum medical-loss ratios -- the percentage of total premium dollars
that should be spent on direct health care services or activities that improve
health care quality. The provision is part of the new reform law’s broader
regulations on the health insurance industry and received significant support
as the overhaul was debated in Congress.

However, policymakers are encountering delays and challenges in
trying to determine what activities and services should count toward the
new MLRs, and analysts are split on whether setting nationwide standards
remains feasible or a “fool’s errand.”

Roughly half of the nation’s states mandate some form of MLRs, although
just a few do so in both individual and group markets. In addition, consumer
advocacy group Families USA notes that a “patchwork” of rules that vary
widely from state to state govern whether insurers must meet a minimum
floor for MLR -- or even if insurers must report their spending breakdown.

While most private payers spend at least 75% of premiums on patient
care, according to the advocacy group NJPIRG, some insurers are significantly
below that mark, even in states with required MLRs. Minnesota, for example,
requires that insurers in the small-group market maintain a MLR of at least
82%. While most small-group plans in 2008 exceeded that floor -- their
average MLR was 87% -- two plans were below 70%, forcing them to pay
additional compensation.

Under the Knox-Keene Act, California prohibits insurers from incurring
“excessive” administrative costs but only requires companies to explain if
they spend more than 15% of premiums on administration. California also
has no limit on insurer profit-taking, save in the individual market (where
insurers are required to post a 70% MLR). The ill-defined threshold has
allowed some state plans to dramatically shift their spending. Between 2003
and 2007, Great-West Healthcare of California annually lowered its MLR
from 85.8% to 69.1%, while its profit margin surged from 0.5% to more
than 10%, according to NJPIRC.

Plans in states without regulations can be even greater outliers. For
example, two of the 10 largest insurers in Missouri’s individual market --
Aetna and American Family Medical -- in 2009 spent less than 60% of their
premiums on health care. The Obama administration and congressional
Democrats, however, sought to curb such variations under their health care
overhaul.

REGULATIONS STILL IN PROGRESS

Under the new law, large health plans beginning on Jan. 1, 2011, will be
required to spend at least 85% of premiums on medical services and quality
improvement. Individual and small-group health plans’ MLR must be at least
80%. The new law would require insurers to pay a rebate to customers if
their MLRs fall below the new limits.

HHS had asked the National Association of Insurance Commissioners
by June 1 to generate recommendations on how to define medical and
administrative spending under the MLR rules. NAIC has since missed the
deadline, warning that the task is highly complex and requires an “open and
deliberative process” to avoid unintended consequences.

A pair of bills before the California Assembly -- SB 316 and SB 890, both
by Sen. Elaine Alquist (D-Santa Clara) -- also contain provisions to increase
plan regulation. For instance, SB 316 would require insurers to disclose their
MLRs to individual purchasers.

IS A STANDARD ACHIEVABLE?

Karen Davis, president of the Commonwealth Fund, says that planned
MLR requirements are “reasonable and achievable,” suggesting that
insurers will face less administrative complexity as reform provisions
take effect. For example, Davis cites new regulations limiting insurers
from varying premiums based on age, gender or health, which should
reduce underwriting costs. Davis also notes that BlueCross BlueShield
Association spent nearly 10% of its premiums on administration for
its plans in 2008, compared with just 5.4% on administration for its
standard option offered to federal employees, which could foreshadow
similar savings once insurers begin offering standard benefit packages.

However, other analysts caution that regulating administrative spending
can rely on arbitrary assumptions and should not be a goal of health
reform. While commending NAIC for taking an exhaustive look at MLRs,
Robert Laszewski, president of Health Policy & Associates, says that the
organization’s efforts underscore the difficulty of focusing on cutting health
costs rather than boosting quality. According to Laszewski, “it's really a fool’s
errand.”

PERVERSE INCENTIVES MIGHT PLAGUE REGULATION

As a result, the attempt to regulate MLRs plays like a game of policy
whack-a-mole: pushing down one segment raises challenges from another
area.

For example, Sen. Jay Rockefeller (D-W.Va.) blasted insurers after
a Senate Commerce Committee report found that WellPoint recently
reclassified certain expenses, including nurse hotlines and wellness
programs, as “medical” rather than “administrative.” According to
Rockefeller, WellPoint's efforts reflect private payers’ attempt to “game” the
new MLR regulations.

However, insurers argue that spending on health information technology
and programs that reduce unnecessary medical care should qualify as
“improving quality of care” and thus count toward the minimum MLR levels.
If lawmakers disagree, insurers could simply abandon these efforts to reform
care delivery and stick to “processing claims” to achieve high MLRs, says
Paul Ginsburg, president of the Center for Studying Health System Change.
According to Ginsburg, this would be “the last thing” that policymakers
should want from the MLR provisions.

Meanwhile, NAIC warns that suddenly implementing the MLR levels in
January could “destabilize” some markets by prompting insurers to cancel
certain policies or even withdraw altogether.

LOOKING AHEAD

As a result, NAIC has requested that the federal government allow a
three-year transition in states with insurance markets that could be most
affected by new MLR requirements, which could include California.
Conveniently, that's when planned health insurance exchanges come
online, which could render much of the MLR debate moot, according to
Ginsburg. Having plans compete for customers via the exchanges will make
their spending on patient care more uniform and transparent, he says,
adding that “any need for MLR regulation will clearly be lower starting in
2014 than it is today.” NAIC now says it will submit its recommendations
to HHS next month.
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Heard On the Net

CBO: High-Risk Pools Could
Be Costly Without Spending
Cap

- The high-risk insurance pools
created under the new health
reform law could cost the federal
government as much as $15 billion
if the current $5 billion spending
cap is removed, according to a
letter released in late June by
the Congressional Budget Office.
CBO Director Douglas Elmendorf
wrote the letter, which reiterated a
previous-€BOreportfinding that the
$5Dillion allocated-for the program
would not be enough to cover
the costs of all applicants through
2013.

According to a recent report, an
estimated 5.6 million to seven million
U.S. residents with pre-existing
conditions will be eligible for the
high-risk pools. In 2008, there were
199,418 U.S. residents enrolled in
state-financed high-risk pools in 35
states. Actuaries have estimated the
average cost of subsidizing coverage
for people in existing high-risk state
pools was below $5,000 annually
per participant.

Based on those numbers, the $5
billion provided for the program
would cover 300,000 U.S. residents
over three years, on top of the
nearly 200,000 already enrolled in
the pools.

However, premiums for those
in existing state high-risk pools
are as much as 200% higher than
premiums for privately insured
people. Under the new reform law,
the pools would be required to
charge premiums similar to those for
healthy people in the same market,
meaning the program would pick
up more of each participant’s costs
in order to bring premiums equal to
those for healthy people.

As a result, the funding might not
cover as many people. According to
the report, the money might cover

as few as 200,000 people annually.
Further, the funding gap could cause
lawmakers to freeze enrollment in
the pools, limit access and benefits,
or increase premiums, according to
the report.
—wwwi.californiahealthline.org

MRMIBHammering OutDetails
About New C Temporary
Federal High-Risk Pool

- In late June, California’s Managed
Risk Medical Insurance Board
reached some preliminary deecisions
about-how the state-will operate a
new high-risk health insurance pool
designed to comply with the federal
health reform law.

The federal reform law set aside
$5 billion to create regional high-risk
insurance pools for residents unable
to obtain coverage in the private
health insurance market because of
pre-existing conditions. The pools
would operate until 2014, when
health insurers will be prohibited
from rejecting patients based on
pre-existing conditions. California is
expected to receive $761 million to
operate the federally subsidized pool.

Consultant Pete Davidson told
MRMIB that the funds could help
expandinsurance coverage to between
16,000 and 44,000 state residents. The
final number of beneficiaries would
depend on the severity of residents’
conditions and the costs of their
care. The board decided that annual
deductibles for the federal program
would be $1,500. Cliff Allenby, chair
of MRMIB, said state residents should
be able to start signing up for the
federal pool on Sept. 1.

California  officials  tentatively
plan to run the new federal program
alongside the state’s existing high-
risk insurance pool, which has an
enrollment cap of 7,100 and often
has waiting lists. The federal high-
risk pool also could have waiting lists.
Davidson said coverage through the

compiled by
Bill Robinson - DCAHU
Communications Chair

new federal pool
likely will be less
expensive  than
coverage through
the state’s current
high-risk pool .
—www.california-
healthline.org

SebeliusWarns

Insurers Against Hiking Rates
for Medicare Advantage
=Inlate June, HHS Secretary Kathleen
Sebelius—sent—a letter warning
insurers not to increase premiums
or copayments for beneficiaries
enrolled in Medicare Advantage
programs. Insurers that offer MA
plans are required to submit their
2011 bids to the government by the
end of June.

A group of Democratic lawmakers
has sent Sebelius a letter asking her
to thoroughly vet MA plans’ 2011
bid submissions. The letter -- signed
by Sens. Max Baucus (D-Mont.)
and Jay Rockefeller (D-W. Va.) and
Reps. Sander Levin (D-Mich.), Frank
Pallone (D-N.).), Pete Stark (D-Calif.)
and Henry Waxman (D-Calif.) --
stated that the new health reform
law eliminated overpayments to
MA plans. It continued, “In phasing
out these overpayments, CMS
must ensure that plans work to
trim administrative costs and other
overhead, rather than merely shifting
additional costs onto beneficiaries
to preserve their bottom line”

In her letter, Sebelius wrote,
“Focus on price and quality rather
than asking seniors who need health
care the most to pay more for it,”
adding that she can deny insurers’
bids with powers granted under
the new health reform law if they
request excessive price increases.

According to consultants who
have helped insurers prepare their
bids, many companies are planning
to increase costs for seniors next
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year. They noted that MA plans
are preparing to eliminate some
vision, dental and prescription drug
benefits. Consultants said that the
rate proposals are justified because
the rate the government pays private
insurers to run MA plans remains the
same for 2011 as it was for 2010 and
the new reform cuts payments to
insurers that offer the plans.
—wwwi.californiahealthline.org

Physicians Limiting New
Medicare Patients Over Low
Payment Concerns

- More physicians are refusing new
Medicare patients than ever before
because of low reimbursements from
the federal government, accerding
to recent surveys from-national_and
state medical societies. According
to an American Academy of Family
Physicians survey, 13% of respondents
did not participate in Medicare in
2009, an increase from 8% in 2008
and 6% in 2004.

According to the American
Osteopathic Association, 15% of
its members do not participate in
Medicare and 19% do not accept
new Medicare patients. In addition,
an American Medical Association
survey found that 17% of more than
9,000 physicians restrict the number
of Medicare beneficiaries they serve.
The rate is 31% among primary care
physicians, according to the AMA
survey.

Further, other reports have found
that physicians in several states
are exiting the program or limiting
patients:

B 18% of physicians in lllinois restrict
the number of Medicare beneficiaries
they serve, according to a medical
society survey;

M 117 North Carolina physicians have
left Medicare since January, according
to the state’s medical society; and

B About 1,100 doctors in New York
have opted out of Medicare.

Some physicians are limiting
Medicare patients in part because
Congress has been slow to stop a
scheduled 21% cut to Medicare
payments, which many already
considered too low. Medicare paid

physicians an average of 78% of what
private insurers paid in 2008.

CMS said that 97% of physicians
still accept Medicare beneficiaries.
Deputy Administrator of the program
Jonathan Blum said the agency does
not know how many doctors are
refusing new Medicare patients, but
“Medicare beneficiaries have good
access to physician services.” The
trend could become a larger concern
going forward. In six months, the first
wave of millions of Baby Boomers is
expected to enroll in Medicare.

—www.californiahealthline.org

Small Businesses Hit by Health
Plan Hikes While Awaiting Tax
Credits

- Small-businesses that qualify for tax
credits under the new federal health
reform law might not experience
immediate  benefits because of
recent rate increases by insurance
companies.

The reform law offers tax credits to
small businesses that:

B Have fewer than 25 full-time
employees;

B Offer average annual salaries that
are lower than $50,000; and

B Cover at least 50% of their workers’
health plan costs.

Qualifying small businesses
immediately can receive tax credits
worth 35% of premium costs and will
receive credits worth 50% starting in
2014.

In California, the tax breaks will
total $4.4 billion, according to a study
released in March by the University of
California-Berkeley Center for Labor
Research and Education. The study
also found that companies with fewer
than 50 workers employ about 44%
of California’s total uninsured working
population.

But recent health insurance rate
hikes have led many California
employers to stop providing coverage
for their workers. Insurers that have
raised rates for small businesses this
year include:

B Blue Shield of California, which
raised rates by 58% to 75% for some
plans;

B Aetna, which imposed a 25%

increase for small business health
savings account plans; and

B Anthem Blue Cross, which plans
to raise rates by about 13% for small
business plans.

Health Net and UnitedHealthcare
did not provide information on rate
changes for small businesses.

—www.benefitslink.com

United Health, Cigna Differ On
How Plans Will Change After
Exchanges Begin

- United Health’s CEO Stephen
Hemsley said he expects companies
to keep offering benefits instead of
pushing people to health exchanges
created in 2014 by the federal
government. “Under_the law-passed
in March, companies still face costs for
employees’ coverage even if they buy
it through the exchanges. Keeping
their own plans will give employers
the best chance of controlling
medical expenses, Hemsley said in a
presentation at an investor conference
in New York today.”

At the same conference, Cigna
CEO David Cordani said it's unclear
how companies will respond to the
law. “Some may decide itis cheaper to
let people buy on their own through
the purchasing exchanges, he said.
The online marketplaces open in
2014. Employers will spend the next
three to five years weighing options,
Cordani said”.

“'| believe the employer-sponsored
space will change over the next five
years and some employers will indeed
opt out,” Cordani said in early June.
‘Exactly who opts out and why is yet
to be determined.” Employers that
believe having a benefit strategy is
integral to their business would be
among the last to opt out, if they
did so, Cordani predicted. Those that
view health insurance as a commodity
may drop coverage earlier, he said.”

—www.kaiserhealthnews.org

Aetna Withdraws Rate Hikes for
Individual Policyholders in CA

- The health insurer Aetna has
withdrawn its request to raise
premiums by an average of 19%
for 65,000 individual policyholders
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in California after its staff and an
independent consultant working for
the state discovered math errors in
the company’s paperwork.

The decision follows a similar move
by Anthem Blue Cross, which in April
canceled its plans to raise premiums
by much as 39% for individual
policyholders after a state consultant
identified calculation errors.
According to an Aetna spokesperson,
the company incorrectly calculated
the annual cost of monthly premiums
and wrongly compounded the
increases over multiple years.

The company’s premium increases
originally were slated to take effect
on July 1. Anjanette Coplin, a
spokesperson for Aetna, said the
company —notified—the—California
Department of Insurance as soon as
it uncovered the miscalculations. She
added that the error would not affect
California policyholders because the
company had not yet enacted the
rate hikes. The company also said it
plans to submit a revised rate filing.

In response to the latest errors,
California Insurance  Commissioner

Steve Poizner (R) said he would begin
posting all future rate filings on the
Department of Insurance website to
allow for easier public review. Poizner
also has ordered independent reviews
of all individual health insurance
policy rate hikes sought by four of
California’s largest health insurers.
—wwwi.californiahealthline.org

National Health Data Initiative
Unveiled

- Health and Human Services Secretary
Kathleen Sebelius and Harvey Fineberg,
president of the Institute of Medicine,
have unveiled the Community Health
Data Initiative, a national effort to
promote the wuse of community
health data to spur innovation and
development ofnew applications.

In taking-steps-to-improve quality
of care and build a health care
system that meets the needs of every
American, HHS wants to leverage
new health information technology
tools to achieve those goals, Sebelius
said during a community health data
forum in Washington sponsored by
the Institute of Medicine.

The department has a huge store

of health care data on the regional,
state and national scales, including
the use of health care services and
hospital data. In making such data
available to various developers and
technology pioneers, innovators
have identified at least 20 areas to
improve health, putting together
numerous new applications to track
health care trends in their respective
communities, HHS Deputy Secretary
Bill Corr said.

Most of these sample applications
have been developed or refined in
the three months since HHS and
IOM hosted a meeting on March
11 to explore the feasibility of a
health data initiative, according to a
statement-from-HHS.

As part of these efforts to promete
community health data, HHS officials
stated that a new health indicators
warehouse would be deployed online
at the end of this year, providing
data on national, state, regional and
county health performance on rates
of smoking, diabetes, obesity and
other health indicators.

—www.benefitslink.com

Working Together
with our Broker Partners
in the Inland Empire
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New Health Care Grandfathering Rules May Limit
Employer Flexibility in Modifying Current Benefit Plans

www. BenefitsLink.com

In order to receive insurance through tNew
interim final rules on grandfathering status
under the new health reform law that were
published in late June. They significantly
limit the ability to restructure health benefits
plans, increase cost-sharing, or change con-
tribution levels if employers seek to retain
grandfathered status. Due to the cumulative
effect of plan design changes, many plans
will fall out of grandfather plan status over
time. Further, because of these new restric-
tions, employers who desire to maintain
grandfather status will need to scrutinize
each proposed plan design change and, if
the change would cause the elimination
of grandfather status, determine whether
it is instead preferable to make the design
change but lose grandfather status.

The regulations from the Departments of
Labor, HHS, and Treasury heightened em-
ployer concerns that the federal government
would take a restrictive view of the degree to
which employers can amend their plans in
order to maintain their grandfathered status,
which protects them from certain mandates
under the law, including requirements to cov-
er clinical trials, provide first-dollar coverage
for preventive health benefits, and comply
with appeals processes. The regulations pro-
vide details about what changes an employer
can make to maintain grandfathered status,
specific examples, and information about re-
cordkeeping and notices that employers must
maintain.

The preamble to the regulations predicts that
most employers will likely abandon grand-
fathered status with respect to their health
plans by the end of 2013. This is primarily be-
cause of the loss of flexibility to make changes
to control costs, and to a lesser extent, due
to the new notice and record retention rules
for grandfathered plans. Employers should
weigh the benefits of grandfathered status
against these new requirements in evaluating
whether to rely on grandfathered status go-
ing forward.

A plan that loses its grandfathered status
becomes subject to a number of additional
requirements effective after the loss of grand-
fathered status or, if later, for plan years be-
ginning on or after September 23, 2010 (i.e.,
January 1, 2011 for calendar year plans). They
include:

B Non-discrimination requirements applica-
ble to fully-insured plans

B Required coverage of preventive care and
immunizations without cost sharing

B Required coverage of some expenses in-
curred in clinical trials in some circumstances
B A revamped appeals process, including ex-
ternal review

B Prohibition on requiring prior authorization
or increased cost sharing for certain emer-
gency services performed in connection with
a legitimate emergency

B Prohibition on requiring authorization or
referral for OB-GYN services

B Requirement that enrollees be able to select
a primary care provider, including in the case
of children, a pediatrician, from any available
primary care provider that is accepting new
patients.

Additional provisions will become applica-
ble for non-grandfathered plans for plan years
beginning on or after January 1, 2014. These
include:

B Annual out-of pocket maximums may not
exceed the level established for Health Sav-
ings Accounts in connection with qualified
high deductible health plans.

B Deductibles may not exceed $2,000 for in-
dividual coverage and $4,000 for family cov-
erage.

B Required coverage of some expenses
incurred in clinical trials in some circum-
stances.

Employers need to weigh the cost versus
benefits of retaining grandfathered status.
Some employers may determine that the ad-
ditional requirements imposed on non-grand-
fathered plans are actually less onerous, given
their plans current benefit design, than the
effort that would be needed to retain grand-
fathered status. Others may find the cost of
complying with the new requirements to be
significant.

Changes That Will Cause Loss of
Grandfathered Status.

Under the regulations, changes that will result
in the loss of grandfathered status include:

l elimination of all or substantially all benefits
to diagnose or treat a particular condition;

B any increase, measured from March 23,
2010, in a percentage cost-sharing require-
ment (such as an individuals coinsurance re-

quirement);

W any increase in a fixed-amount cost-sharing
requirement other than a copayment (e.g.,
deductible or out-of-pocket limit), if the total
percentage increase exceeds the increase in
the overall medical inflation;

M any increase in a fixed-amount copayment,
determined as of the effective date of the in-
crease, if the total increase in the copayment
exceeds the greater of an amount equal to $5
increased by the overall percentage increase
in medical inflation or if the total increase in
the copayment is greater than the increase in
medical inflation plus 15 percentage points;
or

W a decrease in the contribution rate by em-
ployers and employee organizations towards
the cost of similarly situated individuals by
more than five percentage points below the
previous contribution rate.

Collective Bargaining Plans.

The language relating to grandfathering sta-
tus and collective bargaining plans is unclear.
It appears that self-insured plans maintained
pursuant to a collective bargaining agreement
will maintain grandfathered status (as long as
they meet all other rules under these regula-
tions) even after the agreement expires. The
proposed regulations clarify that collectively
bargained plans are subject to all other man-
dates that apply to non-collectively bargained
grandfathered plans.

Transition Rules.

The regulations provide guidance around
transition rules for plan changes that were
planned but not put into effect until after
enactment of the reform law. A group health
plan or health insurance issuer does not lose
its grandfathered status if it:

B adopted changes pursuant to written
amendments on or before March 23, 2010,
even though they were not effective at that
time;

B made changes to the plan after March 23,
2010 that were made pursuant to a legally
binding contract entered into on or before
March 23, 2010; or

B made changes to the plan after March 23,
2010 that were made pursuant to a filing on
or before March 23, 2010 with a State insur-
ance department.
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PPACA Have You Confused and Worried?

By Bill Robinson - DCAHU Legislative Chair

Are you keeping yourself informed as the details being
announced weekly about the many new changes
that PPACA (the new federal health care reform law)
is bringing to you and your clients this week, this
month, this year, and into 20147 Is all of this confusing
to you?

Then | guess you are NOT
yet making weekly use of the
wealth of PPACA information
available to NAHU members
only on the NAHU website !
Folks.....for your clients’ sake
and for your sake.....your NAHU
membership dues help pay
for the enormous amount of
research, analysis and creation
of well over 100 documents,
slide shows, video webinars and
more that are available to only
NAHU members...FREE!

Just go to www.nahu.org
then click on “Legislative
Advocacy” among the options
along the left side of the

screen.

Then click on “Resources on Health Reform.” You will
have to then “Log In” to this Members-Only section
of the website. Your e-mail address (the one NAHU
uses to send you e-mails) is the one you type in. As for
your Password....if you have never logged in before, or
cannot remember what password you chose earlier....
there is alink to click on for those who have forgotten
their password. Once done, and if your web browser
stores cookies, then you will be automatically logged
in thereafter.

Folks.....for your
clients’ sake and for
your sake.....your
NAHU membership
dues help pay for the
enormous amount
of research, analysis

and creation of well
over 100 documents,
slide shows, video
webinars and more
that are available to
only NAHU members...
FREE!

The first screen shows a list of Overview & Timeline
items. And you will also see a horizontal line of links
gtaht looks like this -

Overview | Timelines | Issue Briefs | Presentations
| Implementation Regulations/Guidance | Other

Resources

Each of these will bring up
a new list of different totally
informative items to help you
understand the kinds of major
changes PPACA is attempting
to impose upon us and our
clients. AND some of these items
are simplified for use with your
clients - including PowerPoint
slide shows, webinars, timeline
charts showing what changes
begin each of the next several
years under PPACA.

And once you have reviewed,
downloaded, saved, and printed
everything of interest to you......
when you return (at least once
as week) if an item is new or has
been updated, it will say so in
RED letters to make it easy to identify which items have
changed or been added.

| urge you to make use of this thorough, comprehensive,
accurate and easy to read flow of information about
the new federal health care reform law as it evolves
through a slew of new regulations yet to be written to
implement PPACA...and then you will be able to easily
stay fully informed...and much more so than all other
agents who are not NAHU members. It's another big
benefit of your membership in NAHU !
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NATIONAL CENTER FOR POLICY ANALYSIS
WEEKLY HEALTH POLICY DIGEST

READ THE FINE PRINT

Various parts of the Democrats’ health care
reform law have been held up as pieces that
might not stand up to a constitutional rigor,
says Investor’s Business Daily (IBD).

For example:

* Theindividual mandate that requires those
who aren’t previously covered by insurance
to buy a plan is the most likely place for the
legal objections to begin.

* Another provision that is being disputed
at the constitutional level is the expansion of
Medicaid that forces states to increase their
spending on that program.

But those are only two pieces of a
legislative leviathan. Even if one or both were
stricken, the bulk of the law’s burden would
remain, says IBD. However, Greg Scandlen, a
senior fellow at the Heartland Institute, says
due to a little-known legal concept the entire
law would unravel if a single part was found
to be outside the Constitution.

“Apparently there was no ‘severability’
clause written into this law, which shows
how amateurish the process was,” he
wrote. “Virtually every bill I've ever read
includes a provision that if any part of the
law is ruled unconstitutional the rest of the
law will remain intact. Not this one. That
will likely mean that the entire law will be
thrown out if a part of it is found to violate
the Constitution.”

Constitutional scholars aren’t saying it's
impossible, but many don’t seem to have
much confidence that the courts will overturn
the law. But according to Ronald Trowbridge,
a senior fellow at the Texas Public Policy
Foundation, for those disillusioned with
the hasty and desperate manner in which
the Democrats passed the 2,700+ page
legislation, there is still hope.

“Consensus holds that it will take two years
for the constitutional challenge to progress
through the federal district court, then the
appellate court, and finally the Supreme
Court,” he wrote recently on Andrew
Breitbart's BigGovernment.com blog. “In

WWW.NCPA.ORG

the meantime, it is possible that an injunction
from the district or appellate courts could put
the entire bill on hold until the injunction is
lifted or the case finally resolved.”

HEALTH LAW COULD MEAN PENAL-
TIES FOR ONE IN THREE EMPLOYERS
About one third of employers subject to major
requirements of ObamaCare may face tax
penalties because they offer health insurance
that could be considered unaffordable to
some employees, a new study says.

The survey, of nearly 3,000 employers, by
Mercer, one of the nation’s largest employee
benefit consulting concerns, found that one
third of employers had some workers for
whom coverage might be “unaffordable.”
One provision of the law says that if employee
premiums that cost more than 9.5 percent
of their household income, the coverage is
deemed unaffordable, and the employer may
have to pay a penalty.

To avoid the penalty, employers could:

* Increase their contributions to premiums.
* Reduce the workers’ share of premiums
but recoup the money in other ways -- for
example, by increasing co-payments or
deductibles.

o Offer lower-cost health plans, with less
generous coverage.

* Charge lower premiums to workers with
lower wages.

Meanwhile, a study by the National
Center for Policy Analysis (NCPA) shows that
tax credits in ObamaCare could negatively
impact small business hiring decisions:

e The new law provides a 50 percent tax
credit to companies offering health coverage
that have fewer than 10 workers who, on
average, earn $25,000 a year.

o The tax credit is reduced as more
employees are added to the payroll.

The NCPA study finds the reduction in tax
relief to be a cost concern for companies
looking to hire additional workers, but
operate on slim profit margin yet still provide
employee health coverage.

WHAT WILL HAPPEN TO HEALTH SAV-
INGS ACCOUNTS UNDER OBAMACARE?
More than 10 million Americans are covered
by health savings account eligible health
plans, according to a census of insurance
firms that America’s Health Insurance Plans
released last week. The plans allow individuals
to contribute thousands of pre-tax dollars
to HSAs, which participants may spend on
health care needs or “roll over” indefinitely,
says Dan Diamond, a contributing editor with
California HealthLine.

Despite the slow-but-steady growth,
analysts still question the long term viability of
the six-year-old HSA model, which President
Bush conceived as a tactic to promote
medical price transparency and ultimately
reduce health costs. Moreover, the last
president’s signature health reform appears
to be threatened by the current president’s
sweeping overhaul, says Diamond.

According to John C. Goodman, President,
CEO and the Kellye Wright Fellow with the
National Center for Policy Analysis:

e Although ObamaCare contains relatively
few HSA specific provisions -- most notably,
the accounts will no longer cover over-the-
counter medications as of 2011 -- the law
opens the door to the death of HSAs by
regulation.

e ObamaCare requires the Health and
Human Services secretary to review and
determine required benefits under all health
plans each year, which could lead to changes
that essentially prevent individuals from
adding new money to their HSAs.

According to Paul Ginsburg, president
of the Center for Studying Health System
Change:

e The accounts eventually will become
redundant under ObamaCare.

e The so-called Cadillac tax on high
cost health plans will accomplish HSAs'
purpose of lowering premiums by forcing
employers to craft new benefit designs that
encourage lower utilization and have higher
deductibles.
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According to Paul Fronstin of the Employee
Benefit Research Institute:
* In the short term, HSA eligible health
plans will be included in the health insurance
exchanges called for under the overhaul.
* Employers continue to deal with significant
cost increases and will be pushed to hike
deductibles, and “it can easily be argued that
consumer driven health plans will continue to
play an important role” in addressing these
concerns.

THE MASSACHUSETTS PLAN

DOES NOT CONTROL COSTS

When Massachusetts launched its health care
reform program in 2006, it already had the
highest medical costs in the nation. Today,
the burden is still rising far faster than wages
or inflation, from those already lofty levels,
says Shawn Tully, a senior editor-at-large with
CNN.money.

Areport from the Mass. attorney general in
March asked rhetorically, “Can we expect the
existing health care market in Massachusetts
to successfully contain health care costs?”
The report concluded, “To date, the answer
is an unequivocal ‘'no."”

Costsarerising relentlessly for both families
and for the state government, explains Tully:
e The median monthly premium for family
plans jumped 10 percent from 2007 to 2009
to $14,300 -- again, that's a substantial rise on
top of an already enormous number; for small
businesses, the increase was 12 percent.

e In 2006, the state spent around $1 billion
on Medicaid, subsidies for medium-to-lower
earners, and other health care programs;
today, the figure is $1.75 billion; the federal
government absorbed half of the increase.
Health reform’s proponents boast that
expenses have risen only $354 million or
around 6 percent a year. But the real increase
is double that, when the federal share is
included. And it's highly possible that given
the current budget pressures, the United
States will reduce the contribution that has
encouraged the state to spend so lavishly,
says Tully.

GAMING THE HEALTH IN-

SURANCE MANDATE

The key to ObamaCare is the individual
mandate, which requires individuals to have
health insurance or pay a fine. The mandate
is supposed to push nearly everyone into
the pool to minimize free-riding on the

system. But what if millions of Americans
decide it's a better deal to pay the fine and
remain uninsured until they need coverage?
It appears that's exactly what's happening
in Massachusetts, which passed its own
ObamaCare-like reform with an individual
mandate in 2006, says Merrill Matthews,
executive director of the Council for Affordable
Health Insurance and a resident scholar with
the Institute for Policy Innovation.

Last year, Charles Baker, former CEO
of Harvard Pilgrim Health Care, one of
Massachusetts’s largest health plans, noticed
some health insurance brokers posting
comments on his widely read blog. They
were suspicious that people were applying
for health coverage after a medical condition
developed, got the care they needed, and
then dropped the coverage.

Coverage for an individual, noted Baker,
now a Republican candidate for governor,
might be $2,000 to $3,000 a year, while the
penalty was only about $900. So he asked
his finance people to see if they noticed any
discernible patterns. What did the find?

o From April 2008 to March 2009, 40
percent of the individuals who applied to
Harvard Pilgrim stayed covered for less than
five months; yet claims were averaging about
$2,400 a month, about six times what one
would expect.

¢ BlueCrossandBlue Shield of Massachusetts
has now confirmed it is experiencing similar
problems; the company says that in 2009,
936 people signed up for three months or
less and ran up claims of more than $1,000.
The disparity between the cost of expensive
coverage and the fine for not getting it
encourages individuals buying their own
coverage -- i.e., those not in an employer
plan -- to game the system by paying the
fine and remaining uninsured until they need
coverage, says Matthews.

Insurers have long recognized this
problem, known as “adverse selection,”
which is why every type of insurance normally
restricts people from obtaining coverage after
an incident has occurred. Someone can't, for
example, buy a homeowners policy for a
house that is already on fire. But Democrats
have decided to do away with that basic
actuarial principle with regard to health
insurance, says Matthews.

WAR ON SENIORS
Senior citizens are by far the biggest losers

in health reform, says John C. Goodman,
President, CEO and the Kellye Wright Fellow
with the National Center for Policy Analysis.
For example:

e More than half the cost of health reform
will be paid for by $523 billion of cuts in
Medicare spending over the next 10 years.

¢ Although there are some new benefits for
seniors (mainly new drug coverage), the costs
exceed the benefits by a factor of more than
10to 1.

e As many as 8.5 million of the 11 million
seniors in Medicare Advantage (MA) plans
may lose their coverage, according to
Medicare’s Chief Actuary.

Those lucky enough to retain their MA
coverage will face steep cuts in benefits or
hefty increases in premiums, or both.

In addition to these direct costs there are
indirect costs, including new taxes on drugs
and medical devices. Although these taxes
don’t single out senior citizens, they are
the heaviest users of wheelchairs, crutches,
artificial joints, pacemakers, etc., explains
Goodman.

To make matters worse:

e Severe rationing problems lie ahead, as
32 million newly insured people try to double
their consumption of medical care under a
reform bill that produces not one new doctor,
nurse or other paramedical personnel.

* Because many of the newly insured will be
in private plans paying market rates, they will
be more attractive to doctors than Medicare
enrollees paying about 20 percent to 30
percent less.

So how did this happen? Aren’t senior
citizens supposed to be the most powerful
voting bloc? Aren't they supposed to be
represented by the all-powerful AARP?
Unfortunately for seniors (and indeed all
Medicare enrollees), AARP sold out its own
members. Just as the American Medical
Association sold out doctors and the labor
unions sold out their own members, AARP
signed on to legislation that helps AARP but
hurts the millions of people who AARP claims
to represent, says Goodman.

HOW FIGHTING HEALTH FRAUD IS

LIKE PLAYING WHACK-A-MOLE

Health care fraud bilks taxpayers and the
government out of $65 billion a year. And
no wonder. Lots of money makes a ripe
target. And a combination of private and
public payers makes for a convoluted system
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that's easy to game, despite plenty of people
looking to combat crime, says National Public
Radio (NPR).

But even as federal officials tout the
recovery of $2.5 bilion in  Medicare
overpayments last year, they are also looking
at parts of the new health law designed to
make criminals think twice about padding
Medicare bills or just flat-out charging for
care never provided, says NPR.

* The law provides $300 million over the
next 10 years for stricter enforcement of
health fraud.

e |t allows the Department of Health
and Human Services greater latitude to
investigate companies -- using fingerprinting,
site visits and even criminal background
checks -- before they start billing Medicare or
Medicaid.

e last fiscal year, officials opened more than
1,000 new health care fraud investigations.

The changes come as schemes to defraud
the system get bolder, says NPR:

e In Texas, a husband-wife doctor team
recently pleaded guilty and forfeited $44
million in assets for biling Medicare for
millions in narcotics and procedures they
never provided for patients.

e A ring in Detroit paid Medicare
beneficiaries a few hundred dollars each in
exchange for their Medicare information and
used it to bill Medicare for $14.5 million in
services they never rendered.

e But in Miami, a man recently pleaded
guilty to using eight fraudulent clinics
to file false claims and con the Medicare
system out of $61 million he used to buy
jewelry, watches and race horses; his two
Lamborghinis, a Ferrari, two Bentleys, and
at least eight Mercedes Benzes cost about $3
million.

Such a widespread problem -- storefront
clinics pop up like a whack-a-mole game --
seems impossible to combat. National Health
Care Anti-Fraud Association Executive Director
Lou Saccoccio says, “Its just inevitable that
unless you're very, very aggressive about
going after fraud you're going to lose a lot
of money.” But he thinks there are some
solutions:

e Use government strike forces to keep the
pressure on criminals.

e Delay Medicare payments to providers
when fraud is suspected.

e Scrutinize claims more closely before
paying them.

STATES ASSESS HEALTH LAW'S IM-

PACT ON PHYSICIAN SHORTAGES
The consensus generally indicates that health
reform will exacerbate current or looming
physician shortages across the country,
particularly in primary care. The new federal
health care law has raised the stakes for
hospitals and schools already scrambling to
train more doctors. Experts warn there will
not be enough doctors to treat the millions
of people newly insured under the law. At
current graduation and training rates, the
nation could face a shortage of as many
as 150,000 doctors in the next 15 years,
according to the Association of American
Medical Colleges (AAMC).

That shortfall is predicted despite a push
by teaching hospitals and medical schools
to boost the number of U.S. doctors, which
now totals about 954,000. The greatest
demand will be for primary care physicians.
These general practitioners, internists, family
physicians and pediatricians will have a larger
role under the new law, coordinating care for
each patient.

o The United States has 352,908 primary
care doctors now, and the AAMC estimates
that 45,000 more will be needed by 2020.

o But the number of medical school
students entering family medicine fell more
than a quarter between 2002 and 2007.

* A shortage of primary care and other
physicians could mean more-limited access
to health care and longer wait times for
patients.

Meanwhile, a number of new medical
schools have opened around the country
recently:

e As of last October, four new medical
schools enrolled a total of about 190 students,
and 12 medical schools raised the enroliment
of first-year students by a total of 150 slots,
according to the AAMC.

e Some 18,000 students entered U.S.
medical schools in the fall of 2009, the AAMC
says.

But medical colleges and hospitals warn that
these efforts will hit a big bottleneck: There
is a shortage of medical resident positions.
The residency is the minimum three year
period when medical school graduates train
in hospitals and clinics.

Medical schools alone cannot resolve
the primary care shortage, there have to be
several different approaches.

Another approach, for example, may mean

physicians experimenting with delegating
more  responsibility to  non-physician
practitioners, said Dr. Richard “Buz” Cooper,
professor of medicine at the University of
Pennsylvania School of Medicine and co-
chair of the Council on Physician and Nurse
Supply.

“We are going to have a lot more insured
people, and itisn't only that they’ll be getting
routine services,” Cooper said. “These people
aren’t routine. They have a lifelong reservoir
of poor health.”

WHAT'S KEEPING DOCTORS SO

BUSY IN PRIMARY CARE?

Dr. Richard Baron -- an internist in a five-
provider practice in Philadelphia with roughly
8,500 patients -- conducted a

year-long study using his practice’s electronic
health record system to evaluate the average
daily workload of a primary

care physician.

The results, published in the New England
Journal of Medicine, offer “a rare, quantitative
look into the mechanics of
office practice. Baron found that on an
average workday, each primary care provider
in his practice:

e Saw 18.1 patients.

e Handled 23.7 phone calls.

e Answered 16.8 e-mails, mostly dealing
with test result interpretations.

* Dealt with 19.5 lab reports, 11.1 imaging
reports and 13.9 consult reports.

e Issued 12.1 prescription refills, excluding
those issued during patient visits.

Overall, the practice’s physicians worked
roughly 50 to 60 hours a week, Baron found.

Baron said that the results show the need
for a new payment method that accurately
reimburses primary care
physicians for the actual work they do.
According to Baron, who chaired the
American Board of Internal Medicine in
2009, the study should signal to policymakers
and payers that “... the way you pay us
doesn’t work for the work we
actually need to do.”

While Baron said reimbursing for each
phone call or e-mail a physician handles
would be impractical, he suggested
that adopting capitation, in which physicians
would receive an annual lump sum per
patient, would better cover the
amount of time primary care physicians
actually spend on patients.
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WHAT WILL HAPPEN TO HSAS UNDER REFORM?
by Dan Diamond, California Healthline Contributing Editor - www.CALIFORNIAHEALTHLINE.ORG

More than 10 million U.S. residents -- and one
million Californians -- are covered by health
savings account-eligible health plans, according to
a census of insurance firms that America’s Health
Insurance Plans released last week. The plans allow
individuals to contribute thousands of pre-tax dollars
to HSAs, which participants may spend on health
care needs or “roll over” indefinitely.

The figures reflect continued interest in HSAs,
which were unveiled in December 2003 as part of the
George W. Bush administration’s push for consumer-
driven health care. Nationwide, enrollment in HSA-
eligible plans grew by 25% between January 2009
and January 2010 and has more than doubled since
January 2007. In California, enrollment rose by 19%
in the past year. While the plans were initially favored
by consumers who might otherwise go without
insurance because of its cost or their good health, the
recent rise has been fueled by more companies and
their employees opting for the plans, which shift risk
onto the patient but carry less-expensive premiums
than traditional coverage.

Despite growing numbers of consumers with
HSAs, participation remains low compared with
ambitious growth projections. Previous forecasts
estimated that as many as 30 million U.S. residents
would now be covered by HSA-eligible plans.
Meanwhile, 40% of those who are eligible have

historically failed to open HSA accounts.

The level of penetration in California requires
some context. While the state has more residents
in HSA-eligible plans than any other, just 4.5% of
California’s privately insured residents are in HSA-
eligible health plans, a rate that lags the national
average of 4.8% and is far behind Vermont, where
13.2% of privately insured residents participate in
the plans. California employers that offer the plans
also are “reeling” from significant rate increases this
year, as the state’s insurers suggested they historically
underpriced the product.

Despite the slow-but-steady growth, analysts
still question the long-term viability of the six-year-
old HSA model, which President Bush conceived
as a tactic to promote medical price transparency
and ultimately reduce health costs. Edwin Park of
the Center for Budget and Policy Priorities says that
HSAs disproportionately attract healthier and high-
income consumers who have fewer medical needs
and can afford to pay out of pocket, forcing other
plans to manage higher-risk patients and raise their
premiums.

Moreover, the last president’s signature health
reform appears to be threatened by the current
president’s sweeping overhaul.

Although the new health law contains relatively
few HSA-specific provisions -- most notably, the

accounts will no longer cover over-the-counter
medications as of 2011 -- the law “opens the door
to death of HSAs by regulation,” according to John
Goodman, president of the National Center for
Policy Analysis and an advocate of the HSA model.
Goodman notes that the overhaul requires the HHS
secretary to review and determine required benefits
under all health plans each year, which could lead
to changes that essentially prevent individuals from
adding new money to their HSAs.

Paul Ginsburg, president of the Center for Studying
Health System Change, also sees a threat to HSAs,
although from an opposing perspective. He contends
that the accounts eventually will become redundant
under reform. According to Ginsburg, the so-called
Cadillac tax on high-cost health plans will accomplish
HSAs" purpose of lowering premiums by forcing
employers to craft new benefit designs that encourage
lower utilization and have higher deductibles.

In the short-term, Paul Fronstin of the Employee
Benefit Research Institute expects that HSA-eligible
health plans will be included in the health insurance
exchanges called for under the overhaul. According to
Fronstin, employers continue to deal with significant
cost increases and will be pushed to hike deductibles,
and "“it can easily be argued that consumer-driven
health plans will continue to play an important role”
in addressing these concerns.

WHITE HOUSE RELEASES NEW ‘PATIENT’S BILL OF RIGHTS’ ON INSURANCE

by www.californiahealthline.org

|n mid June, the White House released health
regulations under the new health reform law, which
the Obama administration has dubbed the “Patient’s
Bill of Rights,” following the president’s meeting
with insurers and insurance commissioners, The Hill's
“Healthwatch” reports.

Obama said the regulations “will put an end to
some of the worst practices in the insurance industry
and put in place the strongest consumer protections
in our history.”

The regulations:

- Prohibit insurance exclusions for children under the
age of 19 due to pre-existing conditions;

- Prohibit coverage recessions except in cases of fraud
or intentional misrepresentation of facts;

- Prohibit lifetime limits on coverage renewed or
issued on or after September 23;

- Mandate that annual spending limits for health
plans cannot be below $750,000 for plans issued
or renewed starting September 23, $1.25 million in

2011 and $2 million in 2012;

- Allow health plan members to select any available
participating primary care provider; and

- Eliminate higher insurance costs for co-payments
or co-insurance for emergency department services
obtained out of a network.

The Obama administration said the new
regulations should have only a limited effect on
insurance premiums.

RepublicanscharacterizedObam’sannouncement
as a public relations effort intended to build support
for the overhaul. Sen. Orrin Hatch (R-Utah) said, “This
shouldn't be called a health care bill of rights, but a
bill of goods that the American people aren’t buying.
There isn't enough slick advertising, politically crafted
events or artful sales pitches that will change that.”

At an earlier meeting with 13 insurance
executives and six state insurance commissioners,
Obama warned insurers not to significantly increase
premiums now in anticipation of tighter regulations

under the new reform law, Politico reports. Following
the meeting, Obama said, “There are genuine cost
drivers that are not caused by insurance companies,”
adding, “But what is also true is that we've got to
make sure that this new law is not being used as an
excuse to simply drive up costs.” He also said that the
health reform law “is not meant to punish insurance
companies,” noting that it will bring them millions of
new customers.

America’s Health Insurance Plans President and
CEO Karen Ignagni, who attended the meeting,
said that insurers had the opportunity “to give very
tangible examples of what they're doing to reduce
costs,” but that some premium increases come
as a result of rising health care costs. Jane Cline,
president of the National Association of Insurance
Commissioners, said that Obama acknowledged
Ignagni’s point, adding that the president “recognizes
that not all of the costs are within the control of the
insurers”
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The lew nﬁ%m Care Entitlement

mong the provisions of the recently

enacted health law is a new federal
program for long-term care. A variation
of a proposal the Urban Institute dubbed
“Medicare Part E,” proponents say it is
a sound insurance program paid for by
the premiums of voluntary participants -
claims that were once also made about
Medicare.

Predictably, however, the new
entitlement will add to unfunded federal
obligations - the difference between
government promises of future benefits
and the revenues available to pay for
them. Future attempts to shore up the
program’s finances by corralling more
people into participation will only result
in a greater unfunded liability.

The CLASS Act. The Community
Living Assistance Services and Supports
(CLASS) Act, passed as part of the “Patient
Protection and Affordable Care Act,”
establishes a federal insurance program to
provide benefits to workers who become
functionally disabled - unable to perform
normal activities of daily living, such as
eating or bathing. For eligible workers
and retirees, the CLASS program will pay
some of the non-medical expenses of
long-term care, such as an aide to bathe
them or prepare meals at home, or to
defray some of the costs of nursing home
care.

The program is voluntary, and will be
funded by premiums paid by workers.
Employers who choose to participate
have the option to automatically enroll
their employees and to deduct the
premiums from their paychecks. Individual
employees will be allowed to opt out,
and those who work for nonparticipating
employers will have the option to enroll
individually.

The Congressional Budget Office (CBO)
estimates that average monthly premiums
will start at $123 in 2011. After five years
of premium payments, participants will
be eligible for a projected benefit of about

by Biff Jones and Joe Barnett - www.ncpa.org

$75 per day ($27,375 annually), if they
have at least two functional limitations,
and a health care practitioner certifies the
limitations are expected to last more than
90 days. They can receive the inflation-
adjusted benefit for the rest of their lives,
as long as the limitations remain.

A New Unfunded Liability. Nearly 10
million workers are expected to enroll in
the CLASS program by 2019. The CBO
estimates that the program will collect
$41 billion in premiums during the first
five years before it begins paying benefits.
Over the first 10 years the government
will collect about $72 billion more in
premiums than the benefits it pays out.

Ifthiswere a privateinsurance program,
the insurer would invest the premiums in
stocks and bonds, and the return on those
investments would pay for a substantial
percentage of the eventual payouts. By
contrast, the surplus CLASS funds will be
spent on general government operations
and replaced with IOUs from the Treasury.
After the first 20 years or so, however,
the CBO estimates that the program
will begin to pay out premiums more
benefits each year than the it collects.
For every dollar by which benefits exceed
current premium revenues, the federal
government will have to tax or borrow
another dollar. The unfunded liability will
grow in following years.

The Problem of Adverse Selection. The
CLASS program will charge premiums that
are adjusted for the age, but not the health
risks, of enrollees. This means that healthy
individuals will pay higher premiums
than are actuarially fair while those who
are more likely to need benefits due to
chronic conditions or unhealthy habits
will pay less. As a result, the program can
be expected to disproportionately attract
high-risk  participants while low-risk
individuals will likely opt out. Because of
this adverse selection, the program could
begin running annual deficits sooner than
the CBO predicts.

Medicaid versus Private Long-Term
Care Insurance. More than 10 million
Americans currently need long-term care
services at home or in an institutional
setting. Because long-term care insurance
does not receive the same tax breaks as
employer-provided healthinsurance, most
people pay for it with after-tax dollars out
of their own pockets. Due partly to the
cost, only about 10 percent of individuals
50 years of age or older have private long-
term care insurance.

In fact, Medicaid, a joint federal-state
program that is mainly for the poor, pays
nearly half the cost of long-term care
nationwide:

- In 2005 Medicaid paid for 49 percent
($101 billion) of all long-term care costs.
- Of that total, $42 billion went toward
home and community-based care while
the remainder ($59 billion) paid for
nursing home care.

- According to the Kaiser Family
Foundation, just 7 percent of Medicaid
enrollees received long-term care in 2002,
but they accounted for more than half (52
percent) of total Medicaid spending.

The likelihood of needing long-term care
services grows with age, but Medicare,
the federal health program mainly for
seniors, pays for only a limited number of
nursing home days.

Conclusion. Proponents argue that
the CLASS program will save Medicaid
funds because care in the home is often
less expensive than institutional care.
Over the first 10 years, however, the CBO
projects that Medicaid will save less than
$2 billion.

As the CLASS program begins to add
to the deficit, there will likely be calls to
expand the pool of participants to include
healthier populations that are less likely
to use the benefits. However, the only
way to get healthy people to participate
in a program that overcharges them to
subsidize the less healthy is to make the
program mandatory.
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New Simple Cafeteria Plans Boon For Small Employers

he new health reform law adds

a new provision of particular
interest to small employers:
simple cafeteria plans, established
under Sec. 9022 of the Pension
Protection and Affordable Care
Act. In years beginning after Dec.
31, 2010, certain small employers
cafeteria plans can qualify as simple
cafeteria plans and thus avoid the
nondiscrimination requirements of
a classic cafeteria plan under IRC
Sec. 125(b).

Through the establishment of
a simple cafeteria plan, without
worrying aboutrunning afoul of the
nondiscrimination requirements of
a classic cafeteria plan, employers
canretainpotentiallydiscriminatory
benefits for highly compensated
and key employees (subject to
some restrictions relating to
contributions, as discussed below)
while allowing other employees
to enjoy the benefits of a cafeteria
plan.

An employer eligible to establish
a simple cafeteria plan is any
employer that, during either of the
two preceding years, employed an
average of 100 or fewer employees
on business days.

If an employer has 100 or
fewer employees for any year and
establishes a simple cafeteria plan
for that year, then it can be treated
as meeting the requirement for
any subsequent year even if the
employer employs more than 100
employees in the subsequent year.
However, this exception does not
apply if the employer employs an

http://healthcare-legislation.blogspot.com

average of 200 or more employees
during the subsequent year.

This provision allows small but
growing employers to continue
to offer simple cafeteria plan
benefits to employees without
the concern of having to meet
the discrimination requirements
of a classic cafeteria plan. Without
this exception, the establishment
of simple cafeteria plans could
create a disincentive to increased
hiring.

CONTRIBUTION RE-
QUIREMENTS

Under the contribution
requirements, a simple cafeteria
plan must make a contribution
to provide qualified benefits on
behalf of each qualified employee,
in an amount equal to: a uniform
percentage (not less than 2%)
of the employees compensation
for the year, or an amount not
less than the lesser of: (a) 6% of
the employees compensation for
the plan year, or (b) twice the
amount of the salary reduction
contributions of each qualified
employee.

If the employer bases the
satisfaction of the contribution
requirements on the second
option, it will not be in compliance
if the rate of contributions to any
salary  reduction contribution
of a highly compensated or key
employee is greater than to the
rate of contribution for any other
employee.

For purposes of the contribution

requirements, a salary reduction
contribution is any amount
contributed to the plan at the
election of the employee and not
includable in the employees gross
incomeunderthe Sec. 125 cafeteria
plan provisions. The terms highly
compensated employee and key
employee retain their definitions
under the classic cafeteria plan
provisions. A qualified employee is
any employee who is not a highly
compensated or key employee.

ELIGIBILITY, PARTICIPA-
TION REQUIREMENTS

A simple cafeteria plan also
must satisfy minimum eligibility
and participation requirements.
The requirements are met if all
employees who had at least 1,000
hours of service for the preceding
plan year are eligible to participate,
and if all employees have the same
electon rights under the plan.

An employer may elect to
exclude from the plan employees
who have not attained the age
of 21 before the close of the plan
year, who have less than one year
of service with the employer as of
any day during the plan year, who
are covered under a collective
bargaining agreement if there is
evidence that the benefits covered
under the plan were the subject
of good faith bargaining between
employee representatives and the
employer, or are nonresident aliens
working outside the United States
whose income did not come from
a U.S. source.
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IRS Lacks Clout to Enforce Mandatory Health Insurance

http://healthcare-wwuw.benefitslink.com

he IRS processed more than 230 million tax

returns last year, paid 127 million refunds and
received about 68 million phone calls. The agency
is responsible for enforcing a tax code that, at
71,000 pages, makes Anna Karenina look like
a comic book. Starting in 2014, the agency will
have another task: making sure all Americans have
health insurance. Under the law, Americans who
can afford health insurance but refuse to buy it will
face a fine of up to $695 or 2.5% of their income,
whichever is higher. More than 4 million Americans
could be subject to penalties of up to $1,000 by
2016 if they fail to obtain health insurance, the
Congressional Budget Office said last week.

The IRS will be the enforcer sort of. While
the IRS can impose liens or levies, seize property
or seek jail time against people who don't pay
taxes, it's barred from taking such actions against
taxpayers who ignore the insurance mandate. In
the arsenal instead: the ability to withhold refunds
from taxpayers who decline to pay the penalty, IRS
Commissioner Doug Shulman said this month.

Still, compliance with the health reform law
will be largely voluntary, says Timothy Jost, a law
professor at Washington and Lee University. “By
taking criminal sanctions and liens and levies off
the table, the IRS" hands are tied, to a considerable
extent.” The IRS is “being put in a position where it
will be sending notices that will annoy people” and
not much else, says James Maule, professor of law
at Villanova University and author of the tax blog
MauledAgain. “It's basically designed for failure.”

Shulman said he believes most Americans
will comply with the law. The experience of
Massachusetts, which has required residents
to have health insurance since 2006, would
appear to support that view. In 2008, 98% of
state tax filers who were required to provide
health insurance information with their state tax
returns met that filing requirement, and 96% had
coverage, according to a preliminary report issued
in December by the Massachusetts Department of
Revenue.

In this political environment, even a defanged
IRS stirs up powerful emotions. Among the
concerns about the IRS" role in the health care
reform law: The law will lead to a dramatic
expansion of the IRS. The Congressional Budget
Office has estimated that the IRS will need an
additional $5 billion to $10 billion over the next
10 years to administer the health care law. That
projection has fired up activists who believe the

IRS should be downsized, or abolished.

Some Republican lawmakers have extrapolated
from that estimate that the IRS will need to hire
an additional 16,500 agents to enforce the health
insurance mandate. Rep. Dave Camp, R-Mich.,
ranking minority member of the House Ways and
Means Committee, called the law “a dangerous
expansion of the IRS' power and reach into the
lives of virtually every American.”

The CBO report refers to the $10 billion figure
as “administrative costs” and makes no reference
to the number of employees the agency will need
to hire. And enforcement is only one part of the
IRS' responsibilities under the law. The agency will
also be in charge of providing tax credits to small
businesses, along with refundable tax credits to
individuals who can't afford health insurance.

“The IRS is going to need additional resources,
but in terms of health reform, probably the main
focus is going to be on processing” the credits,
Jost says. The IRS has already started some of its
administrative tasks. In late April, it began mailing
postcards to more than 4 million small businesses
and tax-exempt groups with information about a
provision in the law that provides tax credits for
small businesses. The tax credit, which takes effect
this year, is designed to encourage small businesses
to offer health insurance to their employees or
keep the coverage they already have.

The law will make it more difficult for the IRS to
carry out its primary job of collecting taxes. Only
64% of taxpayers who called the IRS during last
year'stax-filing seasonreachedanIRSrepresentative,
according to a report by the IRS’ national taxpayer
advocate. The IRS" modest goal for this year was
to answer 71% of taxpayer calls. Even more callers
could have trouble getting through when the RS
takes on its obligations under the health care law,
Sen. Charles Grassley, R-lowa, said at an April 15
Senate Finance Committee hearing.

The new responsibilities could also force the
IRS to cut back on complex audits of sophisticated
tax-avoidance schemes, such as illegal offshore
accounts, Maule says. To handle the administrative
tasks associated with the law, the IRS may need
to divert experienced IRS agents who typically
conduct these audits, he says. “This is going to
make it easier for people who want to play the
audit lottery game to get away with it.”

Jost maintains that the tax credits could
encourage compliance, because taxpayers who
refuse to provide information about their health

care coverage will be ineligible for federal health
insurance subsidies. That subsidy “is going to be
pretty significant for lower-income people,” he
says. Under the law, millions of middle- and low-
income taxpayers will be eligible for subsidies to
help pay for their health insurance. Taxpayers
with incomes of up to four times the poverty level
currently $43,320 for an individual and $88,200
for a family of four would qualify.

Starting in 2014, insurers will be required
to send the IRS a document showing that the
taxpayer has insurance coverage. The IRS will
match taxpayers’ returns with information it
receives from insurers, and individuals who don’t
have insurance will receive a letter explaining how
much they owe in penalties. Those who ignore the
letter could have the penalty withheld from their
refunds but that will only be effective if they're
due a refund. Self-employed taxpayers, who are
among the individuals most likely to go without
insurance, often don't get refunds because their
wages aren't subject to withholding.

Still, Jost believes the actual number of
insurance scofflaws will be relatively small. People
who receive health insurance through their
jobs about 57% of workers won't be affected.
Taxpayers older than 65 won't be subject to the
new requirement because they're covered by
Medicare. And many self-employed people, along
with workers who don’t have employer-provided
coverage, meet the income requirements for
tax credits, so they'll have an incentive to get
insurance, he says.

That leaves doctors, lawyers, accountants and
other self-employed people with high incomes,
Jost says. Many of these taxpayers have complex
tax returns that include numerous tax deductions
and credits, Jost says. “Unless they are just deeply
principled people who think this is the greatest
offense in the history of this country, they are not
going to want to mix it up with the IRS,” he says.

And what will happen to taxpayers who defy
the mandate? Not much, Jost predicts: “I think
it's going to be a small number of wealthy people
who are going to be determined to fight this, and
the IRS will just ignore them."”

Keith disputes the notion that taxpayers who
disregard the law will get a free pass. The IRS will
have up to 10 years to withhold refunds from
individuals who owe penalties, he says. Even if they
aren't ordinarily due a refund, he says, “any time
they overpay, those monies will be available.”
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NEW FEDERAL HEALTHCARE REFORM LAW
INCLUDES A HEALTH CARE VOUCHER PROVISION

by www.businessinsurance.com

provision in the new health care reform law requiring

employers to give low-paid employees vouchers to purchase
coverage in state health insurance exchanges could sock
employers with even bigger health insurance cost increases.

The provision, which has gotten little attention, would have
its biggest impact on employers with large numbers of low-
paid workers who are required to pay a high percentage of the
premium.

Under the provision, employees would have to meet two
conditions to be entitled to the employer-funded vouchers:
their family income could not exceed 400% of the federal
poverty level; and the premium contributions their employers
require them to make must be between 8% and 9.8% of their
income. Some experts believe the 9.8% figure was a drafting
error and will be changed later in a technical corrections bill to
9.5%.

If those conditions are met, those employees would be
entitled to receive a voucher from their employers, and the
value of the voucher would not be tied to the plan in which the
employee was actually enrolled.

Instead, the voucher’s value would be equal to what the
employer would pay if the employee were enrolled in whichever
of its plans offered the largest premium contribution by the
employer. Experts say it isn’t clear whether largest refers to the
percentage of the premium paid by the employer or the dollar
amount of the contribution.

Then, the employee could use the voucher to purchase
health insurance coverage from a state health insurance
exchange. The exchanges are authorized under the reform law
and are supposed to be set up by 2014.

If the cost of a policy purchased by an employee through the
exchange is less than the value of the voucher, the employee
could pocket the difference in cash, which would be considered
income and taxed.

The voucher feature could prove costly to employers,
especially those that have a heavy concentration of low-wage
employees such as retailers and require employees to make hefty
employee premium contributions, relative to their incomes.

And depending on how the legislative language is
interpreted in subsequent regulations, it also could prove costly
to employers that offer employees a choice of health care plans
ranging from relatively low-cost to very expensive plans.

Experts say the provision is almost certain to result in adverse
selection, inflating employer costs.

For example, a young, low-paid employee working for a
company with a high concentration of older, less healthy and
expensive-to-insure employees likely would receive a voucher
whose value would be much higher than the cost of buying
coverage in an exchange, especially if the employee purchased
a lower-cost high-deductible plan. Under the reform law,
exchanges can base premiums on the age of policyholders.

As a result, employees remaining with the employer’s plan
would be the most costly to insure, pushing up the employer’s
insurance premiums.

We are talking about something that could be very costly
to employers, said Chantel Sheaks, a principal with Buck
Consultants L.L.C. in Washington.

As | read it, any employer that offers comprehensive benefits
and has low-wage employees could be impacted, said Helen
Darling, president of the National Business Group on Health in
Washington.

Despite the potential financial impact of the provision,
few employers have focused on the voucher provision, noted
Jennifer Henrikson, a legal consultant with Hewitt Associates
Inc. in Lincolnshire, Il

The likely reason for that, Ms. Henrikson said, is that
employers now have to concentrate on reform-related issues
that are more pressing. The voucher provision does not go into
effect until 2014, while numerous others, such as elimination
of lifetime dollar limits, go into effect beginning in 2011.

The intent of the provision isn’t clear, experts say. A much

broader version of the provision was backed by Sen. Ron Wyden,
D-Ore., who has sponsored a proposal in which employers no
longer would offer coverage to their employees, but instead
would give them cash that they would use to purchase health
care coverage on their own.
Many issues involving the provision itself are not clear.
There is a lot of complexity here that has to be figured out,
said Sandi Hunt, a principal in the San Francisco office of
PricewaterhouseCoopers L.L.P.

For example, the provision says the voucher contribution
would be equal to the amount the employer would have paid
if the employee had been covered under the plan with respect
to which the employer pays the largest portion of the cost of
the plan.

That legislative language is about as clear as mud, Ms.
Henrikson said. For example, it isn’t clear whether the largest
portion of the premium refers to the percentage of the premium
paid by employers or the actual dollar amount employers pay,
though experts say it likely is the latter.

If the latter interpretation is adopted through regulation,
the provision could have a costly impact on employers that
give employees a choice between lower-cost plans, such as
consumer-driven health care plans and much more costly
plans, such as traditional preferred provider organizations.

Take the case of a young employee enrolled in a high-
deductible plan with a premium of $10,000, of which the
employer paid $7,000. The employer also offered a more
traditional PPO plan costing $15,000, of which the employer
paid $10,000.

In that example, the employee would be entitled to a
$10,000 voucher, funded by the employer. If the employee
then found coverage in the exchange, perhaps similar to the
high-deductible plan in which he was enrolled, for $8,500,
he could purchase the coverage and then have $1,500 in
additional cash. But his employer’s health insurance cost would
be $1,500 higher.
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“LOOK WHAT COULD HAVE BEEN!!”

18 HOURS OF CREDITS
NEXT YEAR GET INVOLVED AND GET YOUR NEEDED CREDITS

IEAHU 2009 — 2010 Continuing Education Courses Offered

Luncheon
Date

Speaker(s)

Course Title/ Course #

CE
Credits

September

9/10/2009

Steve Dodder

NAHU Wellness Certification Course

NAHU

Course # 220562

October

10/8/2009

Don Doppmann

Understanding Medicare for the Group Health Insurance Broker

Aetna

Course #210663

November

11/12/2009

Don Goldmann

Political Medicine and Its Effect on Consumers

Word & Brown

CE# 20936

December

12/10/2009

Deborah Richardson

Corporate Identity Theft Safety Course

CE #233727

2010

January

1/7/2010

Michael Brady

Comparing Options for Medicare Recipients: What You Need to Know

MBA Inc.

Course # 220262

February

2/18/2010

Panel Discussion

Future of Health Care: A Panel Discussion #237467

Symposium

John Husing

Legal and Economic Analysis of Health Insurance #204198

Alan Katz

Trailblazed: Proven Paths to Sales Success #207905

3/11/2010

Maura Zamarripa &
Shannon Borges

Health Care Options for the Growing Latino Market

Health Net

Course #166178

4/8/2010

Cora Tellez

Health Reimbursement Arrangements:
Benefits Planning

Implications for

Sterling HSA

Course #233547

6/10/2010

Ouida Peterson

Compliance Solutions - How Can Agents Help?

Conexis

Course # 242309

Total CE’s Offered for 2009-2010 — IEAHU Chapter
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CONGRATULATIONS to Our Newest & Returning Members

By joining your industry association, you have made the first step towards a more informed, professional
and involved position for yourself in this industry. It proves you care about your clients and we are happy
to offer you this hearty Welcome!

Michael Bernardini Sunnie Hoppe

Bernardini & Donovan Insurance Insight Insurance Service
Services 50855 Washington St., #148

PO Box 10909 La Quinta, CA 92253

San Bernardino, CA 92423 (760) 200-1754

(877) 251-2447 Fax: (760) 200-3912
michael@westcoasthealthplans.net sunnie@insightinsurancesvc.com
Martha Collins

Martin & Associates

2501 E. Chapman Ave., #140
Fullerton, CA 92831

(714) 879-9880 x104

Fax: (714) 879-0710
martha879@earthlink.net

Keisha Smith

Anthem Blue Cross

3880 Lemon Street #400
Riverside, CA 92508

(800) 571-2162

Fax: (866) 616-2083
Keisha.Smith@wellpoint.com

Member Renewals and Important NAHU Information

Please note this is a complete listing of all members who come up for renewal. If you have already sent in your
renewal, please disregard your name below. Annual Membership Dues (renewal only) for NAHU, CAHU, IEAHU and
DCAHU, your national, state and local Associations, will be $390 this year. PLEASE NOTE — IF YOU HAVE NOT YET
RECEIVED A RENEWAL NOTICE FROM NAHU, PLEASE RENEW ONLINE AT: NAHU.ORG Just as persistency is
important to you in your business, your renewal membership is critical to your Association!

JUNE 2010 AUGUST 2010 JUNE 2010
Cassy Doppmann Kathleen Cade Esther Crayton
Sandra Villalba Adrian Donovan
Michael Duff}/ JULY 2010
Y 2000 éteve HaHmm(;tt Marina Sanchez
eorge Henderson :
Donna Bares Shelley Hoover Foned el
Gary Dimon Kristi Kenney
Scott Evers Darrel Olson LR
Danielle Sweet Paul Boelzner
John Garcia
Augustus Kurupas
Bobbie Willis
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