MAHU Federal Health Care Bill Update and Suggested Communications

This memo is intended to provide you with a factual list of immediate impact, an overview
of the key health insurance provision changes on the horizon, a link to helpful resources,
and some suggested Q & A.

MAHU leadership will continue to provide updates regarding Federal and State legislative impact.

On March 23, 2010, President Obama signed the Patient Protection and Affordable Care Act (HR
3590), the most sweeping change to the U.S. health care system since the introduction of
Medicare and Medicaid. Congress subsequently passed the reconciliation bill (HR 4872),
designed to appease members of the House of Representatives, and President Obama has
signed it.

Given its massive complexity, the full extent of the reform will not be fully understood until many
of the provisions are further clarified. We do, however, know that most of the significant
provisions do not take effect until Jan. 1, 2014. Even before they take effect, each facet of the law
must go through an extensive rule-making process, and potential litigation.

The following is a snapshot of some of the major provisions.
Key changes to expect in the next six months (10/1/2010 Implementation):

e Plans will no longer include annual caps or lifetime maximums on claims.

e For children under the age of 19, insurers cannot exclude pre-existing conditions from
coverage.

e Preventive care must be covered at 100%, with no cost sharing on group and individual
plans.

e Unmarried dependants may be covered on their parent's plan up to the age of 26, if they
are not eligible for coverage through an employer.

e Fraud or gross misrepresentation will be the only reason that a health plan can rescind
coverage once a policy is issued. However, this is consistent with current state and
federal law.

e Businesses with fewer than 25 employees and average wages of less than $50,000 could
qualify for a tax credit up to 35% of the cost of their total health care premium, and
businesses with fewer than 10 employees whose wages are less than $25,000 may also
qualify.

e States must develop information portals to provide information on sources of affordable
coverage, including an Internet site. Information must include private health coverage
options, Medicaid, CHIP, the new high risk pool coverage, and existing high risk pool
options.

e Creates a new temporary reinsurance program to help companies that provide early
retiree health benefits for employees aged 55-64 to help offset the cost.

e Any individual that has been uninsured for at least 6 months and has a pre existing
medical condition can receive coverage through a high risk pool to be created by the
Federal Department of Health and Human Services.

Key provisions beginning in 2014 include:

e All Americans will be required to have insurance or be subject to a tax penalty.

e Insurers will be required to accept all applicants regardless of health status. This will
impact the individual coverage market.

e The federal government will subsidize states to fund the creation of state-based health
insurance Exchanges where individuals and small employers can purchase health
insurance.



¢ Allindividuals or small groups that apply for insurance premium subsidies must purchase
coverage through the Exchanges. The federal government will subsidize individual's
premium up to 400% of FPL.

e Employers with more than 50 employees who do not offer coverage will be penalized.

The legislation also taxes health insurance, pharmaceutical companies, and medical device
companies. The expected tax on health insurance is expected to raise $58.8 hillion over five
years beginning in 2014. These taxes will result in higher insurance costs and greater
medical costs for consumers.

The bill raises individual taxes as well. The Medicare tax for joint filers will increase to 3.8%
on income greater than $250,000, and for single filers, for income greater than $200,000. For
the first time, the tax will apply to investment income as well as earned income. This tax takes
effect in 2013.

Suggested Links

Detailed NAHU Timeline

A Detailed Timeline of Health Insurance Reforms that Will Impact Private Health Insurance
Coverage under H.R. 3590, the Patient Protection and Affordable Care Act, (Senate Bill) and
How These Reforms Could Potentially Be Impacted by H.R. 4872, the Health Care and Education
Affordability Reconciliation Act of 2010, (Reconciliation Bill) March 25, 2010. Provided by NAHU.

Simplified NAHU Timeline
How The Health Care Reform Legislation Will Impact Your Individual And Employer Clients.
Provided by NAHU.

Online Tool lllustrates How Premium Subsidies Work In Reform Plans
Provided by Kaiser Foundation. Here you will be able to calculate the estimated dollar subsidy for
individuals and families, based on age and income.

Reform Impact On Medicare Part D Drug Benefit Coverage Gap
Provided by Kaiser Foundation

One Page Timeline
Health Care Reform Bill Insurance Market Provisions Timeline. Provided by American Health
Solution.

Consumer Q&A On Health Care Reform (Adapted from a Kaiser Education
Foundation Report)

Q: I don't have health insurance. Would | have to get it, and what happens if | don't?

A: Under the legislation, most Americans would have to have insurance by 2014 or pay a penalty.
The penalty would start at $95, or up to 1 percent of income, whichever is greater, and rise to
$695, or 2.5 percent of income, by 2016. This is an individual limit; families have a limit of $2,085.
Some people would be exempted from the insurance requirement, called an individual mandate,
because of financial hardship or religious beliefs or if they are American Indians.

Q: Il want health insurance, but | can't afford it. What do | do?

A: Depending on your income, you might be eligible for Medicaid, the state-federal program for
the poor and disabled, which would be expanded sharply beginning in 2014. Low-income adults,
including those without children, would be eligible, as long as their incomes didn't exceed 133
percent of the federal poverty level, or $14,404 for individuals and $29,326 for a family of four,
according to current poverty guidelines.



Q: What if | make too much for Medicaid but still can't afford coverage?

A: You might be eligible for government subsidies to help you pay premiums for private insurance
that would be sold in the new state-based Health Insurance Exchanges, slated to begin operation
in 2014.

Premium subsidies would be available for individuals and families with incomes between 133
percent and 400 percent of the poverty level, or $14,404 to $43,320 for individuals and $29,326 to
$88,200 for a family of four.

The subsidies would be on a sliding scale. For example, a family of four earning 150 percent of
the poverty level, or $33,075 a year, would have to pay 4 percent of its income, or $1,323, on
premiums. A family with income of 400 percent of the poverty level would have to pay 9.5
percent, or $8,379.

In addition, if your income is below 400 percent of the poverty level, your out-of-pocket health
expenses would be limited.

Q: How would the legislation affect the kind of insurance | could buy? Would it make it
easier for me to get coverage, even if | have health problems?

A: If you have a medical condition, the bill would make it easier for you to get coverage; insurers
would be barred from rejecting applicants based on health status once the exchanges are
operating in 2014.

In the meantime, the bill would create a temporary high-risk insurance pool for people with
medical problems who have been rejected by insurers and have been uninsured at least six
months. The temporary pool begins in 2010.

Starting in 2010, for children 19 or younger who have medical problems, the law prohibits
insurers from writing a policy that excludes payment for the particular condition. There is some
uncertainty whether the law would allow insurers in the individual market to refuse to issue
coverage to children in poor health.

Q: What about huge medical expenses? Are they covered by the new insurance?

Beginning in 2010, insurers could no longer set lifetime claims limits for adults and kids. In 2014,
annual limits on coverage would be banned.

New policies sold on the exchanges would be required to cover a range of benefits, including
hospitalizations, doctor visits, prescription drugs, maternity care and certain preventive tests.

Q: How would the legislation affect young adults?
A: If you're an unmarried adult younger than 27, you could stay on your parent's insurance
coverage as long as you are not offered health coverage at work.

In addition, people in their 20s would be given the option of buying a "catastrophic” plan that
would have lower premiums. The coverage would largely only kick in after the individual had
$6,000 in out of pocket expenses.



Q: lown a small business. Would | have to buy insurance for my workers? What help
could | get?

A: It depends on the size of your firm. Companies with fewer than 50 workers wouldn't face any
penalties if they didn't offer insurance.

Companies could get tax credits to help buy insurance if they have 25 or fewer employees with
average wages of up to $50,000. Tax credits of up to 35 percent of the cost of premiums would
be available this year and would reach 50 percent in 2014. The full credits are for the smallest
firms with low-wage workers; the subsidies shrink as the number of employees and average
wages rise.

Firms with more than 50 employees that do not offer coverage would have to pay a fee of up to
$2,000 per full- time employee if any of their workers purchase government-subsidized insurance
coverage in the Exchange. The first 30 workers would be excluded from the assessment.

Q: I'm over 65. How would the legislation affect seniors?

A: The Medicare prescription-drug benefit would be improved substantially. This year, seniors
who enter the Part D coverage gap, known as the "doughnut hole," would get $250 to help pay
for their medications.

Beyond that, drug company-discounts on brand-name drugs and federal subsidies and discounts
for all drugs would gradually reduce the gap, eliminating it by 2020. That means that seniors, who
now pay 100 percent of their drug costs once they hit the doughnut hole, would pay 25 percent.

And, as under current law, once seniors spend a certain amount on medications, they would get
"catastrophic" coverage and pay only 5 percent of the cost of their medications.

Meanwhile, government payments to Medicare Advantage, the private-plan part of Medicare,
would be cut sharply starting in 2011. Enrollees could lose extra benefits that many of the current
plans offer, such as free eyeglasses, hearing aids and gym memberships. To cushion the blow to
beneficiaries, the cuts to health plans in high-cost areas of the country such as New York City
and South Florida — where seniors have enjoyed the richest benefits -- would be phased in over
as many as seven years.

Beginning this year, the bill would make all Medicare preventive services, such as screenings for
colon, prostate and breast cancer, free to beneficiaries.

Q: How much is all this going to cost? Will it increase my taxes?

A: The bill is estimated to cost $938 billion over a decade. But because of higher taxes and fees
and billions of dollars in Medicare payment cuts to providers, the Congressional Budget Office
reported that, the bill could allegedly narrow the federal budget deficit by $143 billion over 10
years. This assumes that all projections are accurate, and that future Members of Congress will
not change the law.

Beginning in 2013, higher income Americans will pay increased Medicare taxes. Joint tax filers
earning $250,000 or more will pay Medicare tax at a rate of 2.35 percent on income earned from
employment in excess of $250,000. Single tax filers will pay the 2.35 percent rate on income
earned from employment in excess of $200,000. But, there is more.



Joint filers whose combined earned and investment income exceeds $250,000 will also pay a 3.8
percent Medicare tax on that part of their income that comes from investments. For single filers,
the threshold is $200,000. The additional 3.8 percent tax will not be deductible from income.

Starting in 2018, the bill would also impose a 40 percent excise tax on the portion of most
employer-sponsored health coverage (excluding dental and vision) that exceeds $10,200 a year
for individuals and $27,500 for families. (The excise tax is not indexed.)

The threshold for deducting unreimbursed medical expenses increases from 7.5 percent of
adjusted gross income to 10 percent.

The amount of money one can put in a flexible spending account to pay medical expenses is
limited to $2,500 starting in 2013.

Individuals that use an indoor tanning salon will pay a 10 percent tax starting in 2010.

Q: What will happen to my health insurance premiums?

A: That's hard to predict and the subject of much debate. People who are sick might face lower
premiums than otherwise because insurers are limited in what they can charge unhealthy people;
as a consequence, healthier people might pay more.

Older people will pay more than younger people, but the difference can be no greater than 3 to 1.
It is likely that young, healthy people will see significant increases in health insurance premiums.

The bigger question is what happens to rising medical costs, which drive up premiums. Even
proponents acknowledge that efforts in the legislation to control health costs, such as a new
board to oversee Medicare spending, wouldn't have much of an effect, if any, for several years.

In November, a CBO report on how the legislation — which at that point had a tougher Cadillac tax
— would affect premiums said big employers would see premiums stay flat or drop 3 percent
compared to today's rates. It also noted that employees with small-group coverage might see
their premiums stay the same.

The CBO predicted that insurance premiums could fall by as much as 11 percent for Americans
who received government subsidies. This decrease is offset by the tax increases on medical
products, pharmaceuticals, the CLASS Act tax, and reductions in Medicare spending.



