- :
%i‘ third way THE ECONOMIC PROGRAM

POLICY MEMO [

HEALTH CARE | MAY 2010

What's In It for Me? 12 Benefits of the New Health Care
Law for the Middle Class

By David B. Kendall and Anne Kim

or middle class Americans, recent passage of historic health

reform legislation boils down to one question: “What's in

it for me?” And the success or failure of the new law may
hinge on the answer. This memo describes 12 benefits of health
reform for the largely-insured middle class that will provide them
with more stability and security.

More than half of all working-age Americans—or about 88 million people—
currently experience some kind of health care instability: a serious pre-existing
condition such as cancer, diabetes or heart disease that can make coverage
more expensive or difficult to get; a gap in their coverage; unusually high pre-
miums or out-of-pocket costs that consume too much of their paychecks; or a
skipped doctor’s visit purely because of costs.'

While the vast majority of Americans have health insurance and are largely
satisfied with it, these data show that behind their current satisfaction is concern
that their coverage is something they cannot truly count on. Moreover, many
Americans fear losing what they have. A poll by Third Way and Benenson Strat-
egy Group found that 38% of currently insured Americans are worried about
losing their coverage in the next five years, 42% have in fact switched plans in
the last five years (the majority of them involuntarily) and 54% believe that their

health insurance company “will keep raising premiums until you can no longer
afford it.”

Middle-class Americans need more stability and security in their health care
coverage—which the new health care law will deliver. Spelled out below are
12 specific benefits within reform that will bring stability and security to the
middle class.?



THE ECONOMIC PROGRAM WWW.THIRDWAY.ORG

Stability and Security for the Middle Class: 12 Benefits of
Health Reform

I BENEFIT #1
Coverage you can count on that can’t be taken away.

You will always have choices for coverage even if your job doesn’t
provide it. If you or your spouse loses a job, hits a rough patch or
falls sick, you will always have coverage options at a reasonable
price. (the exchange)

Health care reform will create a health insurance “exchange” or “gateway”
that will give people the option to select a health care plan from a menu of
competing plans. The creation of a health exchange will bring more stability
to health care coverage for middle-class Americans by offering an alternative
source of coverage for those who lose job-based health insurance.

From 2003 to 2007, 36 percent of Americans either experienced gaps in their
insurance or relied on government insurance for all or part of their coverage.?
According to the Urban Institute, one in four uninsured adults is uninsured be-
cause of a change in or loss of a job.?

The exchange will be conceptually similar to what Members of Congress and
federal workers get from the Federal Employees Health Benefits program, what
Massachusetts residents now have through the “connector” created under the
state’s health reform in 2006 and what state employees in Wisconsin, California
and other states now use for coverage. Under all of these schemes, participants
are provided with a menu or gateway for selecting a coverage option.

Under the new law, every state must provide individuals and small businesses
with access to a health insurance exchange by January 1, 2014. Each state
will choose either to create its own exchange or to join a regional multi-state
exchange. If a state decides to do nothing, then the Secretary of Health and Hu-
man Services will provide a federal exchange to that state’s residents. Exchanges
will make coverage more common and stable. In Massachusetts, state health
care reform dramatically lowered the uninsured rate from 7.4 percent to 2.6
percent.*

The exchange will also offer a website and other services and materials to
help people navigate their choices. People will select from different kinds of
health insurance plans as well as from different levels of benefits (from basic to
premium) and have the ability to enroll online in a matter of minutes. This simple
process will be a dramatic improvement over the lengthy process that individu-
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als and small businesses must undertake today in which applicants must fill out
and submit forms, wait for a response, and repeat the process if they wish to
seek a better option.

EXAMPLE: Jane Jones lost her health care coverage when her employer
closed its doors. She was able to log on to a website that offered her a menu of
20 different health care plans in her state. With a few clicks of the mouse, she
chose a policy that would fit her needs and budget. Because she was unem-
ployed, she also qualified for a subsidy that kept her premiums affordable.

I BENEFIT #2
No denials for a pre-existing condition.

No one can ever deny you coverage because you, your spouse, or
your child falls sick or was ever once seriously ill. (guaranteed issue)

Insurance companies deny patient coverage due to an existing health
problem, also known as a pre-existing condition.® For example, if someone has
a heart attack or cancer, an insurance company can refuse to pay for medical
expenses arising from that condition. This practice is called a “pre-existing
condition exclusion.”®

As of January 1, 2014, insurers must issue a policy to anyone who applies so
long as that person pays his or her premiums, and they can’t use a pre-existing
condition to deny someone coverage, a regulation known as guaranteed issue.
Until then, those individuals with pre-existing medical conditions and who have
been uninsured for at least six months will be eligible to enroll in a high-risk pool
and receive subsidized premiums. Dependent coverage will also be extended to
children up to age 26. This reform will provide a great deal of stability to middle
class Americans who have trouble getting insurance if they've had a serious ill-
ness or are switching insurers because of a change in jobs. Guaranteed issue will
be one of the benefits of the personal coverage requirement under reform. This
requirement needs to be strong in order to prevent people from waiting to buy
insurance when they get sick.

EXAMPLE: Tom Smith is a 45-year-old man with diabetes who lost coverage
when he lost his job with a small company. Prior to the new law taking effect in
2014, insurers could have refused to cover the cost of treatment related to his
diabetes when he regains his insurance, which could have cost Tom Smith thou-
sands of dollars a year. With health reform, Tom Smith is able to get coverage
for his insulin shots and check-ups.
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I BENEFIT #3
No spikes in premiums if you fall ill.

You will never have to pay more for health insurance because of a
pre-existing condition or if you fall ill. Your premiums won't spike
because a co-worker gets sick. (community rating)

A person who develops a health condition such as cancer may have to pay
more for coverage. This can happen if a person bought individual coverage and
needs to change it, perhaps because of a change in jobs. In a practice called
“experience rating,” any insurer can charge individuals more for their coverage
based on their health problems.

In many states, insurance companies can also charge higher insurance premi-
ums to small businesses that have sicker employees. In states that don’t already
regulate in this area, insurance premiums can be as much as 25 percent higher
than the average rate due to the health status of the covered employees.’

Starting January 1, 2014, a reform called “community rating” will prevent
insurance companies from increasing premiums due to a health problem. Under
community rating, premiums for individuals and small employers cannot vary
because of an individual’s or small group’s health status. Instead, it spreads the
cost of caring for the sick evenly across all of an insurance company’s customers
(the “community”).

EXAMPLE: Mary Jones recently gave birth but suffered complications dur-
ing delivery that required an emergency C-section. In addition, her baby boy
spent three weeks in a neo-natal intensive care unit. Mary Jones works for a
small business with only five employees. Her premiums and the premiums of her
co-workers increased dramatically the next year, and her employer is consider-
ing dropping coverage. Under health reform, her premiums and that of her
co-workers increased by only a small percentage, and her health status had no
impact on her policy’s premiums.

The community rating requirement will still allow younger people to pay less
for coverage. That is a fair way to account for the fact that younger people have
lower health care costs.? In addition, employers will be able to give employees
larger discounts on health insurance in order to encourage healthy habits."
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I BENEFIT #4
No lifetime or annual limits on coverage.

If you become seriously ill or have a grievous injury, you'll never
leave the hospital with bills too big to pay because your benefits
have run out. (ban on benefit caps)

Today, more than half of workers with coverage through a job have a lifetime
cap on their benefits.™

For some patients with major diseases or severe injuries, such as Superman
actor Christopher Reeves, health care expenses can exceed $1 million. No one
can be expected to bear the risk of such extraordinary costs. Even Christopher
Reeves, with all his resources, would have faced a financial problem had he lived
another 5 years, according to a spokesman for Reeves Foundation. Such caps
today serve to limit the cost of coverage. But they come at the expense of true
financial protection and access to care for patients with the greatest needs."

Starting in September, 2010, insurance policies will no longer have a limit on
the benefits they will cover for a lifetime. In 2014, they will no longer have an
annual cap either. This means that middle class families will no longer have to
worry that health care expenses from a serious illness or accident will put them
into bankruptcy.

I BENEFIT #5
Guaranteed coverage if you fall sick.

You will never have to worry about an insurance company
cancelling your coverage because you or someone in your family
falls seriously ill. (ban on rescissions)

Insurance companies can cancel policies for any discrepancies they might
find on applications for coverage, such as if someone fails to disclose a medical
condition that they could have or should have known about. For example, if
a doctor does not tell a patient about a health problem—perhaps because it
seemed unimportant at the time—an insurer can cancel the policy in a practice
known as “rescission” if the problem turns out to be a serious and costly medical
condition.?

Reform will bar insurance companies from canceling policies due to discrep-
ancies on applications starting in September, 2010. The only exception will be in
the case of fraud where there is clear and convincing evidence about the fraud.
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Although rescissions are relatively rare today, reform will mean that no one will
face the shock of losing one’s coverage despite having paid for it.

I BENEFIT #6
Help with premiums if you hit a rough patch.

If you lose a job or lose a spouse, you will get help with your
premiums until you are back on your feet. If your workplace can’t
afford to buy you insurance, your employer will get help to buy you
coverage. (coverage subsidies)

Starting January 1, 2014, many Americans will be eligible to receive tax cred-
its and cost-sharing subsidies to pay for all or part of a family’s health insurance
premium if they don’t have access to coverage through a job or elsewhere. The
subsidies and credits will be higher for low-income families and will phase-out at
higher incomes.™ In addition, Medicaid will be expanded to cover more lower-
income individuals under age 65. In exchange for the help, everyone receiving a
subsidy will have a responsibility to obtain coverage through the exchange and
pay his or her share of premiums. Employers will also be asked to do their share
to provide affordable coverage to their workers. The new law includes a require-
ment that employers with more than 50 employees must either offer affordable
insurance to their employees or pay a penalty that will help pay for workers to
get coverage through the exchange.

The subsidies will be generous enough so that no family will have to spend
more than a certain portion of their income on premiums. Under the new law,
families that qualify for a premium credit will pay no more than 9.5 percent of
their income on premiums.' In practice, that amount will likely be even lower
because of small business tax credits and the new requirement for employers. In
addition, anyone receiving unemployment insurance whose family income has
fallen to less than four times the poverty rate under will automatically qualify for
coverage assistance.

The penalty for not providing affordable coverage will strongly encourage
employers to provide health care benefits to their employees. Today, about 95
percent of medium-size employers and 99 percent of large employers already
offer health benefits to their employees.™

Small employers, however, will be exempt from the penalties and will instead
receive subsidies to help pay for coverage. If a small employer provides cover-
age, it will receive a tax credit of up to 35% of the employer’s share of the cost
of coverage from 2010-2013 and up to 50% in 2014 and later."
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EXAMPLE: Mary and Raul Lopez earn $37,000 a year from their jobs. The
Lopezes receive insurance from Raul’s employer. The total cost of the premiums
is $12,700 a year, and the Lopezes now pay 50% of the premiums from Raul’s
paycheck, or $529 a month for their family coverage."” Raul’s employer is a small
company that opts to provide coverage through the exchange set up under
health reform. Their premiums drop to no more than $148 a month.

Maximum Monthly Share of

Family Income Premiums for People Receiving
(family of four) Coverage from the Exchange

$28,000 $0

$37,000 $148

$56,000 $381

$74,000 $585

$89,000 and above no subsidy

Note: The income levels of $28,000 and $37,000 are the actual median incomes for the “Gappers”
and “Never Insureds” as defined in Third Way's research on the coverage experience of working age
adult Americans who would be the most likely to benefit from the exchange. The “Gappers” are those
who experienced any loss in coverage between 2003 and 2007, and the “never Insureds” are those
who had no coverage in that four-year period.

Data were calculated using the Kaiser Family Foundation Health Reform Subsidy Calculator. The age
used for all calculations was 45 and the regional cost factor was “medium.”

These provisions will provide the middle class with more stability and security
by providing help with paying for coverage when people need it the most.
Unemployed workers, for example, can sometimes keep their coverage through
a federal law known as COBRA. But workers have to pay for it themselves at a
time when they are least able to afford it. In 2009, the average cost of an indi-
vidual plan was $4,824, and for a family plan $13,375."® Health insurance reform
will help ensure that no one loses their coverage if they lose a job.

I BENEFIT #7
Free preventive care.

Vaccinations, cholesterol tests and other preventive treatments
to keep you well will be free. (no copayments for preventive
services)

Reform will establish standards for benefits that will make key preventive ser-
vices free starting in 2010. Some preventive care such as vaccines and smoking
cessation counseling save money."” Making these services free can save every-
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one money because they are not widely used. For example, smoking cessation
counseling reaches only 37 percent of those who can benefit.?

Today, it is hard enough to keep up with the right ways to take care of your-
self let alone do a better job of it. For example, six out ten people who could
benefit from low-dosage aspirin to prevent heart disease are not taking it. Other
preventive services such as cancer screening are relatively cheap ways to save
lives. Eliminating cost barriers to proven preventive services will make it easier
for people take advantage of them.?'

Under reform, everyone will have access to a "health risk appraisal,” or a
personalized prevention checklist much like a maintenance schedule for taking
care of your car. It is similar to web-based tools like RealAge.com. The way these
tools work is that individuals answer several questions about health status, per-
sonal habits, and health history. Then, they recommend ways that patients can
prevent disease or injury based on their specific needs and circumstances. For
example, a health risk appraisal can help sort out whether taking a low-dosage
aspirin daily can help prevent a heart attack.

I BENEFIT #8
Discounts on premiums for healthy behaviors.

You may qualify for up to a 30% reward off your insurance
premiums if you enroll in a program to quit smoking, control your
weight or other healthy behaviors. (wellness incentives)

Americans will be able to save themselves and their health plans money
by making efforts to keep themselves fit. Companies such as Safeway have
pioneered ways to reward employees for healthy habits.?? They have found that
incentives and counseling can help people break bad habits such as smoking,
poor diets and no exercise.

Prior to reform, employers could provide discounts or rebates of premiums
or reduce cost-sharing requirements if employees participated in programs that
require them to meet certain goals. The new law increases the amount of these
discounts that employers can provide from 20 percent to 30 percent of an em-
ployee’s share of premiums.

Reform will also prevent these kinds of financial incentives from discriminat-
ing against people who are unable to achieve healthy behavior goals. A doctor
could certify that an employee could not achieve the program’s goals or should
not try for medical reasons. In that case, an employer must offer the employee
an alternative way to receive the rewards.
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Finally, employers will be free to offer rewards without limit to employees for
simply participating in preventive programs such as cholesterol screenings.

I BENEFIT #9
Cutting-edge care wherever you live.

New electronic databases and record-keeping will help your
doctors have the best and most up-to-date research at their
fingertips so they can give you the best and most up-to-date care.
(comparative effectiveness and health IT)

Today’s process for generating and adopting new medical knowledge is not
only haphazard, it also leads to conflicts over what treatments insurance should
cover. For example, in the 1990's, doctors began to experiment with high-dose
chemotherapy and bone marrow transplants to treat breast cancer. When insur-
ance companies denied coverage for these treatments because of their experi-
mental nature, a public backlash against the denials forced them to pay for these
high-cost treatments. Several years later, however, researchers determined that
this treatment was no more effective than existing treatments. In another classic
study, 135 doctors were given the exact same patient case-study and the result
was 82 different treatment opinions.??

These types of incidents happen because it is virtually impossible under
the current system for patients to choose the best treatment or for doctors to
stay current.? Reform will help to solve this problem by funding “comparative
effectiveness” research and improved information technology to give doctors a
stronger, more accessible scientific foundation.

Comparative effectiveness research will compare promising new treatments
with existing treatments to discover what works best for patients. This research
will help ensure that patients get the right care at the right time and reduce the
uncertainty over effectiveness that leads to conflicts over what health insurance
plans should cover. The law includes a new Center for Quality Improvement that
will spread the adoption of best practices developed from effectiveness research
and other sources. It will translate research about best care into best practices
and develop ways to turn best practices into everyday practices. No matter
where patients live, their doctors will have access to the same cutting-edge
research and best practices. Reform will provide a permanent source of financ-
ing for this research through a tax on a small fraction of insurance premiums, in
addition to funding from Medicare and federal appropriations. This permanent
solution builds from the funding provided in the stimulus bill for comparative
effectiveness research.
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Second, reform will build on investments in health information technology
included in the economic recovery package passed by Congress earlier this year.
These investments will be critical to improving patient care by accelerating the
shift from paper to electronic health records. Electronic records have numerous
advantages over paper. They can ensure accurate record-keeping, especially
when it comes to prescription medications, and relieve the burden on patients
of having to recite their medical history accurately from memory. When coupled
with comparative effectiveness research, improvements in health IT will also
mean that doctors will have access to electronic alerts that can inform and re-
mind them about applying the latest research to a patient’s specific problems.

I BENEFIT #10
Less red tape and paperwork.

Your health care premiums will no longer pay for piles of
unnecessary paperwork and red tape. (administrative standards)

Today, each doctor’s office has to deal with separate billing and administra-
tive procedures for receiving payments from insurers, Medicare, Medicaid or
CHIP. These procedures include a variety of tasks: confirming patients’ insurance
benefits, submitting claims for payments, checking on the status of claims,
receiving payments, and reconciling the payments with the claims. Only one of
these processes—claims submission—is currently performed electronically on
a regular basis.?” Even then, however, the electronic process breaks down. “’A
claim has to jump through so many hoops, you can end up with a paper claim
even when you initially sent an electronic claim,”” explains Anurag Sinha, direc-
tor of a Cerner subsidiary in a white paper on eliminating paperwork.?

Nearly two-thirds of doctors report that such paperwork means they have
less time to spend with their patients.?

This “hassle-factor” spills over on patients when disputes arise between
providers and insurers over paying a claim. Patients and doctors are not only
frustrated with the paperwork, they are paying an enormous financial price.
The money wasted across the country totals $500 billion to $700 billion over
ten years.?®

By January 1, 2014, the Administration will establish a process under which
all key stakeholders will work out a common platform for similar administrative
activities. Doctors and hospitals will no longer have to waste time and resources
dealing with complex and variable procedures for basic administrative functions.
The Administration will also have the authority to require that all stakeholders
use this common platform in order to ensure widespread savings.
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I BENEFIT #11
More time with your family doctor.

You will have a doctor and a team of professionals to look out for
you and your family. Your primary doctor will have more time to
coordinate your care, help you get the right specialty care, and
advise you on tough medical decisions.

Access to high quality primary care is associated with lower health care costs
in the U.S. and throughout the world. Today, however, these services often fall
through the cracks. Doctors don’t earn much money from communicating with
patients or other doctors. They are paid mostly to do tests and procedures
within their own area of specialty. This has lead to fragmented silos of care
where a doctor can easily lose track of patients’ needs.

Reform will create a “medical home base,” which is the place where a pa-
tient's health care begins and ends. For example, doctors could receive a fixed
payment for delivering primary care services (such as a monthly payment for
each patient).?” This would free up primary care physicians to find the best ways
to work with patients including more telephone use and email. Physicians would
also report on the health of the patients, so patients can compare which doctors
deliver the best results.

Once the new payments are firmly established, a medical home will make
care more convenient for patients. It will also reduce costs for everyone by nip-
ping problems in the bud before they get out of control and require expensive
treatment.®

A primary care doctor or a specialist delivering primary care services will
make sure that each patient receives all of the health care he or she needs and
is directly accountable for that person’s overall health. These services involve
checking to make sure that patients receive appropriate preventive care, making
sure patients know how to manage any chronic diseases they may have, and
coordinating care with other health professionals.

I BENEFIT #12

Lower premiums for older Americans.

Older Americans can pay as much as six or seven times as much

in premiums as younger people for exactly the same coverage.
Reform will put strict limits on how much more insurance
companies can charge you simply because of your age. (age band)
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Previously, insurance companies were allowed to charge people the full
amount of the extra cost of their health care as they age. While some states had
put limitations on discounts for the cost of insurance for younger people, most
states had not.?' As a consequence, the age-related component of an insurance
premium for an older person could have been six or seven times more expensive
(or even more) than for a younger person.

Starting January 1, 2014, the new law will limit the age-related variation
in insurance premiums for older Americans to no more than three times what
younger people pay (a “3-to-1 age band”). In combination with other reforms,
such as guaranteed issue and community rating, this reform will deliver benefits
to many older Americans.

Restricting age bands too far, on the other hand, which the Administration
can do under the new law, will raise costs for everyone. If the age band is further
squeezed (e.g., 2-to-1), younger Americans’ premiums would have to increase
significantly to subsidize the reduction in premiums for older Americans.*

* * *
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