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Introduction

Two years agosupporters f OEA 0 OAOE AAT O &dd Canyrass eEdediid\pashe heakthxbill so the
American people could find outvhat was in it After the President signed the bill into law, supporters guaranteed
OEAO OAO PATPI A 1TAAOT AAT OO OEA AEI®@ 88EO8O CIET C O

Over the past twenty four months, American families have learnemore about the Pre€ AAT 06 O E Addl OE
do not like what they see Higher insurance premiums. A comingtate budgetbusting Medicaid expansion.Fewer
choices. Less freedom and more government interference. Cuts to Medicare by uneleg@eernment

bureaucrats. Thousands of pages of regulations. An unconstitutional mandate to buy health insurance. Penalties

on employers threatening job creation. Billions of dollars in tax hikes anaence fully implemented$2.6 trillion in

new health care spending.

) 06 O deithataimbjority of Americans oppose the law today.In fact, poll after poll shows that a majority of
Americans want the Supreme Court to overturn the law.

As practicing physicians, wébelievedz long before Congress passed the health spending lawhat the health care
law did not represent real health care reform. The law focused on some of the symptoms in our health care system,
but did not address the underlying disease.

As the Administration began implementing its
federal health overhaul, ve continued
examining the data and conclusions of many
non-partisan experts. We have used our voices
Zz combined with over 50 years of physician
practice experiencez to educate and to warn
the American people about the negative side
effects on patients, sniors, taxpayers, and the

T AQGET 1-@r@ fiscal dutlpoks

‘\._4 i
4EEO | OAOOEGCEO OADPIi OOh 100 OEEOA i1 OEA 0AOEAT O 00T O/
OAOGOI OEl ¢ AOI i OEA 0 @retdanstiaie déright © Anaw HoEthedad @ilkimpadt ther
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Some of theD A b T fiodihgs@nderscore the negative impact of the law onosts to consumers For example, we
evaluate independent analysis showing howew insurance rules will increase costand reduce choices We also
outline how our economyfaces hundreds of billions of dollars in tax hikes The reportexplains how new co-ops
areexpelDAA O xAOOA OA@PAUAOOS Ail11 AOOS

Our report also addresses somef the more direct health impacts of the law. We explain whgnillions of
Americanswill likely lose their health insurance plan Our report highlights howfindings from new taxpayer

*Pelosi, Nancy. Remarks delivered at the 2010 Legislative Conference for the National Association of Counties. March 9, 2010. http://pelosi.house.gov/news/press-
releases/2010/03/releases-March10-conf.shtml

’Schumer, Charles. Meet The Press, March 28, 2010. http://www.msnbc.msn.com/id/36065249/ns/meet_the press/t/meet-press-transcript-march/#.T1f3r31Aq9I
3Quinnipiac University Poll, March 22-23, 2010 http://www.quinnipiac.edu/x1295.xm|?ReleaselD=1437; Bloomberg national Poll, March 19-22, 2010, Page 1
http://media.bloomberg.com/bb/avfile/rfvr1308CUiA; CBS News Poll, March 18-21, 2010, Page 4

http://www.cbsnews.com/htdocs/pdf/poll health care 032210.pdf?tag=contentMain;contentBody; CNN Opinion Research Poll, March 19-21, 2010, Page 2
http://i2.cdn.turner.com/cnn/2010/images/03/22/rel5a.pdf.

4Quinnipiac University Poll, February 23, 2012. http://www.quinnipiac.edu/institutes-and-centers/polling-institute/national/release-detail?ReleaselD=1709; USA
Today/Gallup Poll, February 27, 2012. http://www.gallup.com/poll/152969/Americans-Divided-Repeal-2010-Healthcare-Law.aspx

*Coburn, Tom and Barrasso, John. Bad Medicine: A Chetkp on the New Federal Health Lauly 2010, http://tinyurl.com/29st6b7, Coburn, Tom and Barrasso,
John. Grim Diagnosis: A Chedlp on the Federal Health La@ctober 2010, http://tinyurl.com/34cnt8m
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funded research institute could be used td AT U DA UI AT O ar&iTHe refipA Q146 ghdwd Oy thédevice
tax in the law will stifle innovation.

During the past two yearswe believe that many of our warningshave come to pass as the ramifications of the law
are felt. Here aresome of the problems wedentified:

f  Warned the health care law could eliminate about 788,000 jodsCBO Director Doug Elmendorf confirmed

in Congressional testimony that the health care law would reduce the workforce by approximately 800,000
jobs’

 ConcludedDEA - AAEAAEA rd@fsAdrcédipoh dtafe ta@pky@® and state governments could
AT EIi A ET O1 OEA EOT A QG AAD, abcdinitt & thiEdf State edtiviated, the awAwWd O 8 6
impose about $120 billion in additional costs on states, justin the firstfe UAAOO 1T £ OEA 1 Ax
implementation. °

f Explainedthe Community Living Assistance Services and Support (CLASS) prograrA @ bufiget gimmick
to appear to offset new spending AT A x AOT AA O Eedpos @ipayésitd tend df Killiods ofO
dollars oflossds AAAAOOA &éntualhicdllapsd® Thedepartment of Health and Human Services
(HHS)hasadmitted CLASS was unworkable, and shuttered the prograth.

1 CautonedDOEA ADDAAOAT AA T £ - AKEAAOAOO AGOATIKAnllerthd 1 OAT
TAx 1 Axh -AAEAAOAOO Oi /EOI 'AThd Medicare AdiubrfateEdhcudedtfat 1T COT
-AAEAAOAG O O1 AEOMmadworsé by AbAuE $2 Filldahder thie Gok

1 WamedOEAO OAG OEA 1 Ax 1 Ax iois6f Abdigahsqre b Habderof IdshoQtbiA h [ E |

xEl1l 11T O0A OEAEO OOAOOO 2BD AD ©QOATARDERAD DA @A A AERAIOGE B
HHS estimates by 2013, up to 80 percent of small businesses will lose their grandfather stattis.

T NIl OAA OEAO OOAOEAO OEAT FEEQGEI C Al EOOOA AOAOQUITA I
1 AEO OEA AT A ZEZEQ |1 OOORE OEAOCADAERAOEAAI OEARET EGARA
I £ OEA BAERI 8OAORADOBEAO OEEO Pi1EAU 11 EOOEIT OAIl Ol
O AT E®lOférs Gongress has already had to intervene several times to prevent severescat physician
OAEI AODOOAI AT 0O OEAO x1 O A EAOI OATEI 008 AAAAOGO Oi
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€ Coburn, Tom and Barrasso, John. Grim Diagnosis: A Chedp on the Federddiealth LawOctober 2010, http://tinyurl.com/34cnt8m
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Http://Www.Politico.Com/News/Stories/0211/49273.Html#Ixzz1pcyvahma

& Coburn, Tom and Barrasso, John. Grim Diagnosis: A Chedp on the Federal Health La@ctober 2010, http://tinyurl.com/34cnt8m

® Joint Congressional Report By: Senate Finance Committee, Orrin Hatch (R-Utah), Ranking Member House Energy & Commerce Committee, Fred Upton (R-Michigan),

| KEANY¥EREOIGAR 9ELI yarzy Ay GKS b Séhi 2818, bitip:Kendrdycomnerte Aciise.gov/revas/PRAMKI R aspxPNEws I S=8284¢  a |

1% Coburn, Tom and Barrasso, John. Grim Diagnosis: A Chedlp on the Federal Health La@ctober 2010, http://tinyurl.com/34cnt8m
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'2 Coburn, Tom and Barrasso, John. Grim Dignosis: A Chedldp on the Federal Health La@ctober 2010, http://tinyurl.com/34cnt8m
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lawmakers-arm-themselves-with-dueling-medicare-estimates, writing on the June 22, 2011 memo from John Shatto, Director, Medicare and Medicaid Cost Estimates
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http://www.docstoc.com/docs/document-preview.aspx?doc_id=82292827
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> Coburn, Tom and Barrasso, John. BadMedicine: A Chedldp on the New Federal Health Lawly 2010, http://tinyurl.com/29st6b7

'® Coburn, Tom and Barrasso, John. Bad Medicine: A Chetlp on the New Federal Health Lawuly 2010, http://tinyurl.com/29st6b7
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These were not unfounded predictions Indeed, many nonpartisan, independent experts also expressed many of
the same concernsWe wantthe facts about the health care lato speak fa themselves.

As physicians, we were both early advocates for real health reforms that lowered costs, empowered patients, and
preserved individual choice. We proposed stepy-step health reform ideas that made sure all Americans could
access insurance average. We have repeatedly said we support real, sustainable health reform, and stand willing
to work with our colleagues to craft commonsense solutions that lower costs, increase coverage, improve choices,
and reduce government interference.

The Pre€E AAT 06 O E Adhould Berepedléed fout hlsh replaced with solutions that promote competition in

the private market z not stifle it. As medical professionals, we know firsthand that we cannot just go back to the
system we knew before the health a& law was enacted. We believe that we can, and we must, fix what is broken
in our health care system.



Millions of Americans Could Lose Their Health Plan

President Obama promised Americans who like their current coverage can keep it. However, aciag to the
$APAOCOI AT O T &£ (AA1T OE AT A (OiI AT 3 A0OOEA A Opheajth(insBafice planp 11 (
that existed when the law was passed and are largely free from changes due to the faetween 39 and 69

percent of businesseswill T OA OEAEO OOAOOO A0 10Thedcturk &AverEnbeeiok small A |
businessest HHS estimates by 2013, up to 80 percent of small businesses will lose their grandfather statds.

In 2011, a McKinsey and Company study concluded thdtecause of increased costs and the employer periek,
nearly half of all surveyed employers say they will likely drop or change their employee coverage plans after
201419 In fact, nearlyhalfsaidOEAU OxEIl 1 AAAZET EOAI U | Othed existhg\plahslafteD OO0 C
2014, while nearly a third saidtheyODx E1 1 AAZET EQAT U 1| o DORPAAAT U OO0 P 1 AE

The McKinsey analysig which was based on surveying actual employerzgenerated significant controversy
because of the Presideit O DI AACAS8 4EA 7EEOQOA (1 OOA AAI 1T AA OEA OO
ET AAT OEOA OT 22 Wilé the Adnhiristhatioh S Aegadnly entitled to their own perspective, at least two

former Democrat Governors and amccumulatingamount of data contradicts their position.

Former Governors Warn Incentives Encourage Employers to Drop Coverage

Two former Democrat Governors have predicted employers will drop health coverag&ormer Tennessee

Governor Phil Bredesen wrote in thaVall Stred¢ Journalthat the State ofTennessee could pay the $2,000 dollar

fine on each employee not covered, give cash raises, and still come out $146 million ah&ath his book,Fresh
Medicing Governor Bredeserexplains more about why he thinks employers wiltrop health coverage He said

OE A 0a g@aﬁlmany employers, when they compare the total costs of dropping coverage with those of keeping it,
AOT PPET C EO xEI 1l [ AEA CiITA E£ET AT AEAI OAT ORA88AO0I PPET C

The decision to drop an employdShealth coverage, he explained, would be a practical or®.) £ O1 | AT 1T A x
starting a company in 2014, it would be a perfectly sensible business decision for them to decide right at the start

to permanently stay out ofthebusi AOO 1T £ T £#ZAOET ¢ EAAI OE ET OOOAT AA888A
look very attractive as an alternative to a contribution of $15,000 or more for an employesponsored family

bl |l BAAUBO

Governor Bredesenechoes the concern of many who argubat the incentives under the law are misaligned, and
actually encourageemployers to drop health coverageO) O OADPOAOAT 6O A CAT OET A AAOQE

7 A grandfathered health plan is an existing group health plan or health insurance coverage (including coverage from the individual health insurance market) in which

a person was enrolled on the date of enactment of the health care law. Therefore, as long as a person was enrolled in a health insurance plan on March 23, 2010, that

plan has been grandfathered. Grandfathered health plans are exempt from the vast majority of new insurance reforms under PPACA. However, grandfathered plans

are subject to a handful of requirements with different effective dates.

BwS3IdzA FiA2ya FNRY G(KS ! d{d 5SLINIYSYd 2F 1 SIfGK YR | defteifsuefs BeNiBatOiBenalA y (1 K.
/JfFAYE FYR !LIISHEA YR QEGSNYIE wS@ASs t NeOSaasSa | yREmO GKS t I GASYyld tNRGS
https://www.federalregister.gov/regulations/0991-AB70/group-health-plans-and-health-insurance-issuers-relating-to-internal-claims-and-appeals-and-external
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http://www.mckinseyquarterly.com/How US health care reform will affect employee benefits 2813
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In addition to GovernorBredesen former DemocratVermont Governor, physician,and one-time presidential
candidate Howard Dean largely agreesmployers will drop coverage Governor Dearstated that "most small
businesses are not going to be in the health insurance business anymore after this thing goes into effeéét."

Experts Agree: Many Americans Will Lose Their Current Health Plan

' Many experts have concluded that the law encourages employers to drop health
care mverage.The. Ax 91 O Davidl Brboks@dlled the erosion of private

AT OAOACA O1 ApfloPee umpingk EE1 AAAEAOAAGMAOEUET
most serious threaB2d6! O " O1 | EO AdnpdnidstahdAidionEarass O A
America are running the numbes and discovering they would be better off if,

after 2014, they induced poorer and sicker employees to move to public

insurance exchanges, where subsidies are mucleC E A@y8né Steuerle of the

Urban Institute,x ET  OAE A Edmo@ oriversad&OO B A A OAkasOU O
called the Exchange subsidiem thelaw O OT x T OEAAT A2 AT A O1 £AT

Analyses released by th&Visconsin Department of Health Services and Ohio
Department of Insurancefound that premiums are expected to rise 586 to 85%

before subsidies begin providing incentives for employers to drop coverage of employe€s. The Ohio report

concludes 688,000 will be without employer sponsored coveragen Ohio, and loth reports found that PPACA

provides incentives for employers to abandon sponsoringieb1 | UAAOGS8 AT OAOACAh 1 AAAET C
taxpayer-funded programs.

These findings mirror the answers employers give when asked about their plans under the new law. For example,
several large companies have already examined the law and found out theguld be better off if they dropped
coverage. AT&T estimated it could save $1.8 billion if the company dropped coverage.

The National Federation of Independent Business surveyed 750 small businesses with under 50 employees found
that more than one in &n (11.7%) small businesses have already lost their current coveragé. The survey also

Al OT A OEAO @udre Af firdEnAw offdrihgAoverage (25.9%) said they were very likely to drop
coverage, and another 31.5% said they were somewhat likepyfor a total of more than 57% of firms who would
consider droppingA T O A GArCalidition to these cuts, the survey found thasmall businesseselievethe health

Pt KAf AL . NBRSaSys 4aCNB&K aSRAOAYSY |I12MB (i{2&aEies ¥xandsad anNDE websifeldf Sen dimCéburt, ME. dz& G | A y
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http://www.nytimes.com/2011/01/07/opinion/07brooks.html|? r=2&pagewanted=print
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http://www.ohioexchange.ohio.gov/Documents/MillimanReport.pdf
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care lawwill not slow the rate of premium increases, but will actually bend the cost cuevup; a majority strongly .
or somewhat believs OEA 1 Ax OxEI 1 1T AAA O A CBOAOIIT AT O OAEAT OAOC

An Employee Benefits Research Institute analysis examined @hoyer-sponsored health care coveragander the
law and confirmed many workers couldcome out ahead if their employers drop coverage and stick taxpayers with
the bill for insurance subsidies. Employers would still have about $2,000 left over per worker with employeanly
coverage and about $8,500 per worker with family coverage after payinthe $2,000 penalty for not offering
coverage34

that roughly one in five firmsthey surveyed areconsidering terminating
coveragedue to the law35 More than half of employers béeve the law will
significantly increase their paperwork burdens.

Consultants atthe insurance and employee benefits firnt.octkton reported r

Towers Watson surveyed large employers on their expectations for health
coverage, and the findings were rather bleak: higher premiums, higher
overall costs, and incentives to drop coveragglague employers3¢ Seven out
of ten employers expectd to lose grandfathered health statushis yearz
meaning employees will lose their current health plan, and employers will be
subject to new regulations and mandates under PPAGA. More than half of
employers currently offering coverage to retirees plan to drop that coverage
according to their survey.3® Troublingly, nearly half of employers A
responding said theyp1 AT O1 OOOAOOAT OEAIT 1 U OAAOA
OA1 OA 1T £ AAOCEOA AMITBN TcuhAGh AATEA bdmd C
contributions for lower-DAEA x[30EA00806 ‘

Employers Dropping Coverage Will Lead to Soaring Costs for Taxpayers

In light of the accumulated datsshowingOEA O Al DI T UAOO xEIi 1l AOi P Al édsenACAnh
concluded that that many employees would lose coverage. However, the Governor raises a larger issue: when
employers drop coverage, employees will be eligible for federalfunded subsidies through the new Exchanges
mandated under the law. As Bredes explained,Osjubsidized Exchange health insurance is structured to be so
much more attractive than other alternatve® OEA O EA Arkdydnd tBefspexhatvas@rginally

AT OEAEDAOAAS8G

The concern about costs increasing beyond what was ginally expected is wellplaced. Former director of the
Congressional Budget Offic®oug HoltzEakin hasstudied the law and concludghe health care lawprovides

00001 T ¢ ETAAT OEOGAO A&l O -dobnborell hedithidsurance@dr as Anénly &5 ndilliod 1 T UA O

' i AOEAAT Oh DPAOEADPO 1 AAAET ¢ O xEAAODPOAAA OOOIT E® ET |
Unfortunately, the drag on thefederal budget could be heavyHoltz-Eakin and former White House budget official

Jim Capretta explainedhat the Congressional Budget Office estimated the subsidies offered in the Exchange to cost
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Y[ 62N alkNySGa YR I SEfGK /[ BNWbuglawGofzEANidY, Mresiterd & Camebod Siafthi 8¢ = al & wnmns
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taxpayers about$450 billion for the first five years of operation. HoweverHoltz-Eakinand Capretta warn that this

@ost would rise to $1.4 trillion if workers and their family members with incomes between 133 percent and 250
percent of the poverty line were to migrate out of their current jobbased plans and into the exchanges on Day One.
AEAO8O0 TAAOI U Ap OOEITEITT 117TO0A DEADGAEABAIT OT O AAOAO

There still is time to avoid the loss of high quality private coverage and subsequent cost to taxpayers. Businesses
are most likely to start dropping coverage in 2014 the year the biggest insurance changes and employer penalties
begin. We support repealing the lawbefore2014, and replacing it with reforms thatdo not discourage employers
from offering coverage and lower costs.

“DougHoltz9 F TAY FYR WFHYS& /& /FLINBGGlI I cdmb&S 2016 Ay 3 G(KS Uhol YIEOFINBY o6 asStAaysSze
http://dyn.politico.com/printstory.cfm?uuid=EB59A060-A6D6-55B6-0889D8CFDOSFEOBF
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Hundreds of Billions of Dollars of Tax Hikes

During hisfirst presidential campaign, candidatdBarack Obamarepeatedly pledged not to increase taxes on

Americans making under $200,000 annually, or families making $250,000 annually. During a stop in Dover, New
Hampshire,President/ AAT A OAEAd O) AAlT [ AEA A AEEOI bl AACAI®éel A£EA
AT U £ O 1 m thamgaltk dark @ dbiiafngl® separate tax increasstotaling approximately $560

billion over 10 years, according to the initial estimate of the law by the Congressional Budget Offi&Several of

these taxes are pased directly to consumers and effectivefprA AE OEA 0 OAOEAAT 08O bi AACA

/' T A 1 Axindkeasedd thetaxonseAAl 1 AA O#AAEI 1 AA6 EAAI OE bl Al 08 4 E
plans that cost more than $10,200 for individuals and $27,500 fdamilies. While the operended tax treatment of
employer-sponsored health insurance can encourage some Americans to be over insured or over utilize health

care, rather than reform the tax code, the law simply taxes Americans with these plans. Many empkswho

work in high-risk occupations, such as law enforcement, utilize these types of plansthey are covered in case of a
significant injury. This tax does not go into effect until 2018, but since the tax threshold is indexed to grow slowly,
because nsurance costs rise much faster than ordinary inflation, over timenore andmore Americans will become
ensnared in this tax.

The law alsoimpacts Americans who have large
medical expenses. Today, taxpayers may deduct
medical expenses that are in excesd 7.5% of their
adjusted gross income. However, because of the law
starting next year this threshold will increase to 10%
for most Americans, increasing the amount of taxes
they pay. Whether through ongoing illness or a
single costly episode in the hogital, this provision
increases taxes on Americans who utilize a lot of
health care.This approach isespecially unfortunate
given the current state of our economy. Since more
Americans have seen their incomes either stay flat or
decline, more people ardaking advantage of the tax
deductibility of health care expense$*

One of the biggest tax hikes in the law impacts the portion of payroll taxes used to fund the Medicare Hospital
Insurance Trust Fund, but theTrust Fundis still expected to be insolvenby 2024, though it could hit insolvencyas
soon as2016.* While economic analysis has shown increasing taxes to close the Medicare funding shortfall is not
economically viable, even this tax hike does not make a dent the approaching insolvency of the Tkund, because
the dollars raised will be spent on new government programs not for seniors.

Millions of Americans with health insurance are also facingigher costs because of a neannual fee on insurance
companies. While supporters of the law arguehie insurance companies will pay the taxgsearch shows that taxes

2 Video footage recorded during presidential candidate Obama's speech in Dover, NH where then-candidate Obama pledges not to raise taxes on anyone making less

than $250,000 a year, http://www.youtube.com/watch?v=Q8erePM8V5U

* When the Congressional Budget Office (CBO) scored legislation that would repeal the health care law, they found that the law contains $800 billion of revenue

increases. Congressional Budget Office, February 18, 2011 letter to the Honorable John Boehner, regarding H.R.2,
http://www.cbo.gov/sites/default/files/cbofiles/ftpdocs/120xx/doc12069/hr2.pdf

“AmyFeldmanE a ¢t {1 Ay 3 GKI G K SHebrudrgo® bonReutets E RSRdzOG A2y T €
http://www.reuters.com/article/2012/02/24/us-tax-healthcare-idUSTRES1N121L20120224

“t I ONAOALF ! ®@ 5FPAEL GaSRAOFNBY | Aad2NRE 2F Lyazt @Sy Ofervite B2 20111 (R520946) 2 ¢  { LISOA
2011 Annual Report Of The Boards Of Trustees Of The Federal Hospital Insurance And Federal Supplementary Medical Insurance Trust Funds,
https://www.cms.gov/ReportsTrustFunds/downloads/tr2011.pdf
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http://blogs.reuters.com/search/journalist.php?edition=us&n=amy.feldman&
http://www.reuters.com/article/2012/02/24/us-tax-healthcare-idUSTRE81N12L20120224
https://www.cms.gov/ReportsTrustFunds/downloads/tr2011.pdf

levied on businesses are at least in part passed on to consuméisAccording to the Actuary of the Centers for

AAEAAOA AT A - AAEAAEA 3A0O0EAAO | #endrdlyibe Prskd thirokghitodEalthE | O
AT 1T 0061 A0 ET OEA &I Oif 8B8EECEAO ET OOOAT AA POAI EOI Oh xE(
A@b Al A% adimdhaly another analysis conducted by the National Federation of Independent Business
(NFIB) found that this tax will simply be passed on to consumers in the form of higher premiums. Specifically the
NFIB analysis found that the tax will increase the cost of employaponsored insurance by 2%3%. This translates
to nearly a $5,000 increase peimpacted family by 2020%

Amerlcans_wnl also fac_e hlgher cqsts due t_o two tgxes ISFfGK [F6Qa bds CIESA 3 t &
on the engines of medical innovation: medical device
manufactures, and pharmaceutical drug companies. The New 40% excise tax on certain high-cost health plans $32.0
law levies a 2.3% sales tax on edical devices butmost | New ban on purchase of over-the-counter drugs using $5.0
observers believe that this tax will be passed on to funds from FSAs, HSAs, and HRAs
consumers in the form of higher premium§1_9 Increase in the Medicare tax on certain wages and self- $86.8
Pharmaceutical drug companies are also taxed under ~ |-Smployment income by 0.9% .
OEA |1 Axh AAOAA 11 OEA AOOCURIIPR egipnestmaningpe s 1 g BE%
Lo . - \’fncrease, from—7.5%"to T0% oanome,"_fhe threshold B ‘5&52
prescription drgg market. Howeve, un“k? V|rtu_aIIy 8'.|.| after which individuals can deduct out-of-pocket
other taxes levied by the government, this tax identities | medical expenses
a specific amount to be raised and forces companies to | Impose a new $2,500 annual cap on FSA contributions $13.0
pay the government, based on this projection. The New annual tax on health insurance $60.1
annual cost of this latter tax amounts to $4.2 billion in | New annual tax on brand name pharmaceuticals $27.0
2018 Andaccording to the Joint Committee on New 2.3% excise tax on certain medical devices $20.0
. . . New 10% tax on indoor UV tanning services $2.7
Taxation, these new taxes will be passed on directly to N . S and self < health pi 5
in theform of higher costs™® ew tax on insured and self-insured health plans $2.6
consumers, in t g9 : Double the penalty for non-qualified HSA distributions $1.4

_ _ ) Eliminate the deduction for expenses allocable to $4.5
Finally, the law contained a new tax on business owners| Medicare Part D subsidy
that was sounpopular that Congress has already voted | Limit the deduction on pay for health insurers and alter $1.0
to repeal the provision. This infamous provision would | section 833 treatment of certain insurers _
have required businesses to file 1099 IRS form forevery| 2" 1S a0t 1Ol T AljdzZNE AySt 5236
company that they did more than $600 worth of producer credit

_p y . y . Codify economic substance doctrine and impose $4.5
_busmess in a year. We warned about the negative penalties for underpayments
impact of this law in July 2010, and were glad to see Effects of coverage provisions on revenues $46.0
Congess vote to repeal this provision in April of 201" | Other changes in revenue $14.3

Employer Mandate Penalties $52.0

CYSOAY 1 ® | a&ASGE YR 1 LI Andfitan Eatbririée teiiBite WiotkihglPdper #128)Iure, 2006,3 S & = £
http://www.aei.org/papers/economics/fiscal-policy/taxes-and-wages-paper/T  + S N Y Al dzZS§ RS wdzAes da¢KS ClOGa 'oz2dzi GKS
YeliKa FTNRBY S$02y 2 YA Ritp:ffrikbaddnd/3rchivesd2D18/05£06/therfautsaalaatit-the-corporate, see myth #2
7C24GSNE wAOKINRS / KAST 1 Oldd N2 F2NJ GKS / SyGdSNE FT2NyaSRADGESBIAYR BBRADFR
Fda ! YSYRSRzZé¢ LI 3AS Mt !LINKE HHZ HamnZ KGGLY«kk O2Qxenp3aEsesocibfe@dE 2 Ok Lidzo f A Ok Ay
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November 9, 2011, http://www.nfib.com/Portals/0/PDF/AllUsers/research/studies/ppaca/health-insurance-tax-study-nfib-2011-11.pdf
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http://thehill.com/blogs/healthwatch/taxes-and-fees/156171-obama-lifts-1099-business-reporting-burden

Effé@rs of tHe PPACA Hedlth Insurance Premium Tax on Small Businesses and Their Employees, National Federation of Independent Business,
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New Insurance Rule Increases Costs, Reduces Choices

The Patient Protection and Affordable Care Act (PPACA) included a provision that requires all health plans to
adhere to a Medical Loss Rati(MLR) established in law. The MLR refers to the percentage of premium revenues
for health insurance plans spent on medical claims. Thus, if a plan received $100 of premiums and spent $85 on
medical claims its MLR would be 85%.

Beginningin 2011, PPACAequired a health insurancecompanyto provide an annual rebate to each enrollee if the
ratio of the amount of premium revenue expended by the issuer on healttare costsand certain other expenses
such as certain taxes and reinsurance, is less than 85#6the large group market and 80% in the small group and
individual markets.

Supporters of PPACA tend to herald the newlgreated, higher MLR requirementas proAET ¢ OAAOOA O Of
policy holders compared to a lower MLR.Jamie Robinson, a professor in the School of Public Health at the

University of California at BerkleyhasT | OAA OEAO 1 01 AOI 6O 1 OCAT EUAQGEIT T O OE
indicators of reduction in the quality of care provided to enrollees and sponsored legislation mandating minimum
OAORI(O&ROAOh EA OECEOI U Ai1T Al OAAO OEAO xEEI A OOEEO E
OAT EA OOA 15 OEA OOAOEOOEAS8S

In fact, there are several reasons to be concerned with the osee-fits-all federally-mandated MLRs in PPACA.

Here areseveralEAU OAAOI T O xEU 00! #! 80 -, Re@ithcolsumers and faddents) 1T ACA

Insurance Markets Could Destabilize

m LS

During the health reform debate, opponents of the federaiakeover of
health care warned thata federally-mandated MLR could endanger the
high quality health coverage many Americans enjoy because it could lead
to market destabilization in some states Market destabilization refers to
a scenario in which health insurance companies could not comply with
the new MLR mandate in a state and would withdraw from the individual
market, causing the market to collapseUnder PPACA, states a@lowed
to softenthe MLR requirementsonly ifthe Secretary of Health and
Human Services grants them a waiver because the Secretary determines
that the health insurance market would otherwise be destabilized.
Unsurprisingly, a total of 15 states have applied for a waivdrom the
MLR54 Without the waiver, the insurance market could collapse,
jeopardizing coverage for those who need it.

Areview of the data shows why states are concerned. According to a
study in TheAmerican Journal of Managed Chth OOEA OBAAEZAEA E
OEA TAx T AAEAAT 1100 001 A0 11 OEA EITAE
the potential to significantly affect the functioning of the individual

>w20Ayazys WHYSao a¢KS !
http://content.healthaffairs.org/content/16/4/176.full.pdf
“wW20AY a2y WHYSad 4¢KS ! 4S YR !'6dzaS 27F (K SHealh RfaiGYofume[1& Nutbens 19074 @ige (i72. a S| & dzN.
http://content.healthaffairs.org/content/16/4/176.full.pdf.

** Tally derived from various public sources.

> Abraham, Jean M. and Karaca-a Y RA O t AYHE KD a&RAGE t GpgaAA wlk GA2Y L YAdedcalJduki®dfyanage@d® ( KS Ly R
Volume 17, Number 3, 2011. http://www.ahipcoverage.com/wp-content/uploads/2011/03/AJMC-MLR-Paper.pdf

48 IyR 1 0dAS 27 (K SHea® RfiBGYofume1€ Nutbent 1907 ghge @72. a S & dzN.
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AOOEI AGAO 1T &2/ OEA OEUA AT A OOOOAOOOA 1T &£ OEA 53 ET AEOE/
101 AARO T &£ ET OO0OAOO AgbAAOAA O EAOA -,20 AAIT T x OEA 14
TheyZ£l OT A OEAO EIT (¢ retatedbse@ationk in thedndiidud) Madk&t@vould have [had] MLRs

below the 80% minimum, corresponding to 32% of total enrollment. Nine states would have Bast onehalf of
OEAEO EAAI OE ET OOOAOO AAiI T x OEA OEOAOEIT I A86

TEA OOOAU Agpbl AET AA OE AnddH BHDAAO OEAOODKIEA KD OODAOOGh A AT T
i ACEAOh 1T AET O AT OAOACA AEOOODPOEIT I
between 104,624 and 158,736 membet) AA® O 8 6

AT 01 A T AADBO &I O OEI

This empirical analysis highlights thehuge disruptionAmerican consumers may face. As health insurers

consolidate, stop offering some insurance products, or exit the market place altogether, Americans who like the

high quality private healthb1 AT OEAU EAOA xEI1 11 O0A EOS8 4EEO AEEAAOD
Americans that if they like the health care plan they have, they could keep it.

LyadSIFR 2F [/ 2yadzyYSNA wSOSAGAY3I a. SGGSNI 1t dzSx¢

Despitethe often-repeated arguments that federallymandated MLRs will

OAOOI O ET OAAOOAO Oddlitéfactsubadk upthis OOT A
claim. The assumptiormadeis that spendinga larger portion ofa health

care dollar directly on care isalways better. But University of California

professor Jamie Robinson has studied the issue of MLRs closely aad h

noted that the connection between the MLR and good value is not as clear as
OTi A x1 OI A Al AEI 8 O4EA T AAEAAT 11060
ET AEAAOT O 1T £ Al EinEdcAd] AROGE A Uth®A 1ERAO 1GC
expenditures by themselves indicate quality of care. More direct measures of
quality are available, including patient satisfaction surveys, preventive

services use, and severitadjusted clinical outcomes. Although each of these

is limited in scope, they at least shed light on quality of care. The medical loss
OAOQET A4 AO 11080

While the MLR cannot guarantee better value for consumers,dtearly provides an incentive for health insirance
companies to reduce administrative costs in relation to their medical cosfs. But unintended consequences are
important to consider. For example, an insurer may increase premiums in another product to make up for lost
revenues in one where a rebatés issued. Also insurers mayeduce utilization management techniques as a result
of the MLR requirement. In such a scenariothe underlying medical trend which drives premium costs would
increase for everyone in the risk pooktherefore leading to hicher premiums for all consumers who have a health
plan with that company.

Costs for consumers may also increase because of increased fraud in the system. Because insurance plans are
economically discouraged from activities not directly connected to medicalare, there is a perverse incentive to
reduce efforts to police fraud such as conducting reviews and data analysis to root out individuals who defraud the

eKS GSNY-28YSXES NS I dzi Hdb. Mosthealh SrsuGriceldblidieytypically have a 12 month duration, but individuals can enroll or disenroll on a

monthly basis. As a result, much of the accounting and actuarial calculations that a health insurance plan makes are in member month or year terms. A member year

is 12 member months and could be one individual or multiple persons. For example, if an individual is enrolled for 122 months, i KI 1 Qa 2y S YSYoSNJ &S|

LIS2LX S I NB SyNRffSR FT2N)J 2dzald a4AE Y2ydKa SIHOK:s GKIFGQa 2yS YSYBGSNI &St Nw

Yw20Ay a2y WHYSad a¢KS !'aS yR !'6dzaS 27 (K SHelhRfaiSVofume[16& Nuthbend 1907 @age (i82. a S & dzN.

http://content.healthaffairs.org/content/16/4/176.full.pdf
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system. This is such a significant problem that it was highlighted in Congressional testimony befa@ House
subcommittee earlier this year:
O' EOAT OEA Oi1T A OEAO EAAI OE bpiI Al EOAOA POAOGAT OEI I
effective models for public programs, improved data for law enforcement, and successful prevention

efforts, wve A1 EAOA OEA -, 2 OACOI AGEI T80 OOAAOGI AT O i &£ OOA

witness.60
TEA ODPAAEAEA AiTAAOT EO OOEA -, 2 OACOIZA®Hinds thatdrelpaid OT O
out to providers and then recovereof)T ARO OPAU AT A AEAOASG ET EOEAOEOAO80O 4
measures:

O4EA -,2 OACOI AGEI 160 OOAAOGI AT O 1T £ £ZOAOA DPOAOAT OE

government efforts to emulate successful private sector programs, antlis at odds with the broad
recognition by leaders in the private and public sectors that there is a direct link between fraud prevention

AAOEOEOEAO AT A Ei Ol OAA EAAI OE AAOA NOAI EOU AT A 1

Ironically, the focus on MLRs obscures the best tool ®valuate the value of a health insurance product: consumer
choice. As Professor Robinson explained:

O4EA AAOO ET AEAAOI O T £ AOOOAT O AT A APAAOAA EOODOO
consumer to purchase and retain the product. In Fadth care, this translates into measures of growth in
enrollment and revenues, adjusted for disenroliments and changes in prices. Plans that are growing are
offering something for which purchasers are willing to vote with their dollars and consumers are Wing to

Ol OA xEOE®2 OEAEO Z£AAOS86G

Consumers Face Fewer Choices, Less Competition in the Marketplace

As noted previously, the MLR threatens to destabilize several markets by pushing some health insurance plans to
stop offering some insurance products, oexit the market place altogether. The Congressional Research Service
explainsthatOEA -, 2 OOANOEOAT AT OO 1 £ oot #! xEI1l DBl AAA Al x1 x
including the use of insurance producers. Thus, there will be ancentive for insurance companies to cut back on

the use of producers or reduce their commissions in order to rein in their administrative expenses. Some

observers, including assaociations of producers, have suggested that the regulatory and market changes resulting
fromPPA! AT O1 A POO DPOT ABAAOO 1060 1T &£ AOOGET AOO86

The very allowance in PPACA for waivers from the MLR provision iskear admission the onesize-fits-all MLR
approach is neither in the best interest of consumer choice nor competition among health plans in nyansurance
markets across the country.

yT  EAAAOh AAAT OAET C O1 A TAx -EITEI AT O GighidedudiileindakhOA A
plans, including those with health savings accounts (HSAS), wlle dramatically andadversely impaded by the
new MLR. While some supporters of the health care law have argued HSAs could be the minirplans for

“WSAOKSEE wlyRA® K deKySO § &y ALYVIRS ywRSTdlzE/ 1 20y2ANE . dzNRSy & 2F GKS bSs aSRAOLE [2aa
/| 2YYSNDS /2YYAGGS8SsS {dzoO2YYAGGSS 2y 1 SIHtlKS Btth://OvévibHiptoderage.dom/wp¥ S NA OF Q& | St
content/uploads/2011/06/AHIP-Testimony-E-and-C-MLR.pdf

“WSAOKStE S whkyRA® & ¢KS ! yAYGSYRSR /2y
/ 2YYSNDS /2YYAGGS8SsS {dzoO2YYAGGSS 2y |
content/uploads/2011/06/AHIP-Testimony-E-and-C-MLR.pdf
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consumers under the law, analysis shows it is likely to be actuarially and financially impossible for higleductible

health plansto succeeddT AAO OEA -, 28 4 E A condumersvcrdlylon MSAOdlifikdiplatsE A O
to finance their health care may experience greater costs in their current health plans and may eventually ave to

AET A 11T 0A A@DAT OE OAs Tnk probleridthahthedILATbridula@des ibtake into account
contributions to HSAs, so high deductible health plans may not be able to raise rates fast enough to keep up with
rising costs. Moreover, becausehigh deductible health plans have fewer premium dollars taover their fixed

expenses, it ignore difficult for such aplan to keepexpensesbelow 20 percent of its adjusted premiums as the

MLRrule requires. Therefore, without changes to the current MLR rules, the more than 11 million Americans who

enjoy healthcoverage through a HSA could lose it under the law.

MLR Ratio Reduces Wages and Jobs

In 2011, the Government Accountability Office (GAO)
interviewed a representative sample of commercial health
insurance companiess ' | /  OADBI O@dstall @ E A O
tEA ET OOOAOO xA ET OAOOEAxAA «x
commissions and making adjustments to premiums in
response to thePPACA MLR requirements. These insurers
said that they have decreasedr plan to decrease

commissions to brokers in an effort to increase thie

MLRsd®

The reduction of commissions to insurance agents and
brokers may seem like a relatively arcane topic, but it is
having a direct, real, and immediate impact on Americans.
Tens of thousands of Americans work asdependent
health insurance agets and brokers, so they do not work for the insurance carriers. These independent brokers
and agents run their own businesses and are hired by individual consumers and employers to serve as their
agent/broker of record and to represent them before all ofhe insurance carriers with which the agent is affiliated.

-

Millions of individual consumers and small businesses depend on licensed agents and brokers to help them

navigate the health care marketplace and find health plans that suit their needs and budg. The Congressional
Budget Office (CBO) has reported that agents and brokers often "handle the responsibilities that larger firms
generally delegate to their human resources departmentgsuch as finding plans and negotiating premiums,
providinginformAQOET 1T AAT OO OEA OAI AAOAA b1 AT Oh AT A DPOT AAOOET

Unfortunately, in asurvey of nearly 2,400 independent health insurance agents and brokers conducted in February
2011 z just one month after the MLR regulation went into effecg more than 70 percent of health agents
experienced a decline in their business revenue as a result of PPA€AAccording to the Bureau of Labor Statistics,
the average income for agents and brokers ranges from $45,000 to $62,080Entry-level agents make less than

“I'YSNRAOFY . Fy(1SNE ! 8820ALGA2y3T daAffAYlyYy {(dzR& | A 3JKFebribigii3ioiz KS LYLI OG h¥
http://www.aba.com/Pressrss/021312StudyHighlightsimactOnHSAs.htm

“D2@SNYYSyid ! O02dzyil 6AtAle hTFFAOSS a9l NIé 9ELISNASYOSA LloMalRbgbeMetsyGAGkly-AlL bSs a
July 2011, http://www.gao.gov/new.items/d11711.pdf

“D2@SNYYSyid ! O02dzyil 6AtAle hTFFAOSS a9l NIé 9ELISNASYOSA LloMalRbgbeMetsyGACkly-AlL bSs a
July 2011, http://www.gao.gov/new.items/d11711.pdf

¥ 2yANBEAAA2R2Y I f KeyldsRes B AnaliizihgHedtS IBsurgnce PropaBals No. 3102, December, 2008, p. 70.
http://healthcarereform.procon.org/sourcefiles/cbo _key issues analyzing major_health insurance proposals.pdf

bl GAaz2ylt 138a20AFGA2Y 2F 1 SIHfGK | yYRSNBNAGSNAE 49OBDM2YAO LYLI OG 2% 1 SFtdK
http://www.nahu.org/media/tools/Economic_Survey.pdf

% Bureau of Labor Statistic website, http://www.bls.gov/oes/current/oes413021.htm.
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$26,000 their first year.7 If current commission reduction trends continue, the average health insurance broker

will be making around $38,000 annually, less than the average American worker. In an economic climate where job
opportunities still are scarce especally for trained professionals and fulttime workers? the MLR ads hurting
thousands of small businesses and jeopardizing American jobs.

Of the approximately 1,400,000 agents and brokers, most are independent and small business enterprises ranging
from mom-pop shops to large brokerage$: They frequently hire staff from the community to assist with dayto-

day operations and problem resolution for their clients. Agents and brokers are likehe rest of us they have rent

or mortgages to pay; they bear theosts of raising children; they need to buy gasoline at prices escalating at a
record-setting pace; and they need to put food on the tabl&hese Americans, agents and brokers, want to remain
in businessz for themselves, their families, their employeesd most importantly to serve their health care
consumer clients.

70 Occupational Outlook Handbook, 2010 Edition Bureau of Labor Statistics, U.S. Department of Labor. December 17, 2009. Accessed at:
http://www.bls.gov/oco/ocos118.htm
"' National Insurance Producers Registry, August 2010
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Data Confirms Law Is a Government-Takeover of Health Care

During the health care debate, many warned that the law was effectively to a government takeover of the health
care industry. A nav analysis by the Congressional Research Service (CRS) reaffirms this concern. CRS analyzed
the impact that the law will have on health care spending and concluded that in 2014 because of the tax subsidies
in the health care law and the expansion of puldihealth programs that only 36% of national health expenditures
will be provided by private sources, while a whopping 64% will be funded by government sourcés.About two-
thirds of all health care will be funded by the government.

This analysisdoes notaccount for all the practical ways in which théaw is a unprecedented power grab for the
federal government.

Government Takeover Forces Americans to Buy Insurance, Penalizes Employers

&1 O OEA EEOOO OEI A ET 100 1TAQ
will forcevirtually all individuals to purchase a private product
simply because they are a citizen of this country. The
Congressional Budget Office (CBO) back in 1994 concluded tha
O4EA EI DI OEOEIT 1T &£ AT ET AEOE}
an individual and an employer mandate, would be an

O1 POAAAAAT OAA £l G4 Itid ndsurEAetha A |
72% of Americans think the individual mandate is
unconstitutional.74

Second the law not only imposes a requirement that all persons
have health insuance, but it penalizesAmericans and business
that fail to maintain or offer health coverage Starting in 2014,
ET AEOEAOAT O xEI 1 AA £ OAAA Ol
Al OAOACA8d " OOET AOGOAOG xEI 1T Al
health insurance fa their employees or pay a financial

penalty.’

To enforce these provisions the Internal Revenue Service (IRS)

estimated in its 2012 budget request that it will need to hire WHAT I TELL YOU!
over 1,000 new employees to ensure compliance with the la%. GOVERNMENT-MANDATED HEALTH CARE
In addition, sinccOEA 1T Ax380 Al DI T UAO | Al Mebud — 11 AAZA
significant costs to business owners, many have put off hiring
new employees.In a recent surveybusinesses who are not adding new employeegearly half d respondents cited
the potential cost of health care as a reas why they were not hiring?” As we have explained in previous reports,
the law increaseghe cost of health insurances

P¢K2YlL A [® | dzyISNF2NRZ Gt dzof A0 YR t NAGI (S 9ELSYRA ( dzNSerbte AngnbblCdmbiittde,( K/ | NB
August 24, 2011

Plr2yaNBaar2zylt . dzRISGE hHFAGFSY yo W/RA.CleRBB I MB yoRNEIISTI ¥Ry . dzé | SHE K LyadzNt yC
http://www.cbo.gov/sites/default/files/cbofiles/ftpdocs/48xx/doc4816/doc38.pdf

"jeffreyM. Jones, 8! YSNA Ol ya 5AOBARSR 2y wSLISIt 2 F htwp:f/www.galluB.dorh/fok/ 32968 mdridang-Tivided BepdnNdi)- NBE  H -
Healthcare-Law.aspx

"WFyS Do DNI@SttSz al SFHEGK /FNB wSF2NY FyR {YIff . dzideASilB2MAERIG7BY A 2N { LISOA

http://www.crs.gov/pages/Reports.aspx?PRODCODE=R40775&Source=search

" PaulBedardZ | &1 f G KOF NB wSF2NX [ 6 wSl dzA NIBehrualy $¢001L, hib://MwidfsBewsrdm/nems/hlgesiwashinglord { ® b S & X

whispers/2011/02/15/healthcare-reform-law-requires-new-irs-army-of-1054

"5SyyArda WEO020S83 4l St fairKSmalBuinkss Hirind Me&Ifihalf ofsSaB-dlalizd ik 8&a 26y SNE yIFYS (GKS&S AaadzsS
http://goo.gl/6ZMpM
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Government Takeover Provides New Powers to HHS Secretary, Creates 150 New Programs

To implement the new health care lawthe Secreary of Health and Human ServiceHHS)is given sweeping new

powers to regulate nearly every sector of the health care industry. The Secretary is given new authorities and

powers nearly 1,700 times in the law? This gives unprecedented powers to one unetted federal official. In
OAEAOOETI ¢ O1 OEA TAx PI xAOO COAT OAA OEA 3AAuehénAOU 1 £
powers of the office are symptomatic of a vast expansion of federal control that, in many cases, usurps state

authority and limits private -sector autonomy, innovation and profitability® ( A AT T A1 OAAApu®EAO O
more power than is prudent in the hands of one person, and it is not an answer to our national heafhA OA @A OE O

The Secretary of Health and Human Sdpes was also given the power to determine what items must be covered in
an insurance plan. However, since many insurance plans could not comply with these regulations, HHS issued
waiver to over 1,700 health plans with more than 4 million beneficiarie$?

Thelaw alsocreated more than 150 new government boards and agencies to implement its provisior#8.Even CRS
AT T Al OAARAA OEAO OEA AgAAO 101 AAO s £ ACAT AEAO xAO OEI Pi

Government Takeover Empowers 15 Unelected Bureaucrats Instead of Patients

One of these new programss particularly problematic: the Independent Payment Advisory Board (IPAB)The

new law created a 15member IPABzA DAT Al 1T &£ OT A1 AAOAA AOOAAOAOAOO xEI
capita rate of growthin MM AEAA OA © Dhi lavkgiis Bes@L5 politically-appointed Medicare czarsn

charge ofdeveloping proposals that cut Medicarez and that take effect unless Congress cuts Medicare by the same
amount. The creation of this board of czars reduces CongxeO6 AT T OOT I 1 ThéeareQiEuAlly 8001 COA |
checks on the panel, since its members are unelected, and its recommendationsnzrbe challenged in court.The

former director of the White House budget director, who is a fan of the IPAB, acknowl@dh £his Edbmmission is the

largest yielding of sovereignty from the Congress since the creation of the Federal Resei¥e.

Because the panel is prohibited from suggesting commesense changes to Medicare like adjusting beneficiary
premiums, costsharing, or benefit design, the panel will likely just cut reimbursements to physicians and other

health care providers.The problem is that, vith Medicare reimbursements plummeting, some providers will not be

able to see Medicare patients which will likely limit @tient access to medical care.

I AAT OAET ¢ Oi OEA #23n OEAOA AOA 11 1ACAl OAOOOEAOQEITT ¢
politically-AT T T AAOGAA AUAOO AO i Ai AAOO T £ OEEO EECEI U AdT 601
the normal conditions for a recess appointment occur, the President could not recess appoint a majority of the 15
member Board with individuals of his choosing as long as those appointments complied with the other limitations

78 Coburn, Tom and Barrasso, John. Bad Medicine: A Chetlp on the New Federal Health Lauly 2010, http://tinyurl.com/29st6b7, page 5

7 Tally by the Center for Health Transformation, 2010
http://www.healthtransformation.net/galleries/wallcharts/HHSSecretarialPowersCenterforHealthTransformationv3a1.18.11.pdf

aAOKI St ho [SIGAGGE a1 SFf K wST2 NY ThaWathiSgon Medt, Eridag; Eebruary 18,02 a dzOK t 26 SNJ Ay hy
http://leavittpartnersblog.com/2011/02/health-reforms-central-flaw-too-much-power-in-one-office/

aAOKI St ho [SFE@GAGGET &l St GK wS¥T2 N)ThaWashiBgyon Addt, Erida Eebruary 18, @2 a dzOK t 26 SNJ Ay hy!
http://leavittpartnersblog.com/2011/02/health-reforms-central-flaw-too-much-power-in-one-office/

# Coincidently, more than half of these waivers applied to participants in union sponsored plans. See the Center for Consumer Information and Insurance Oversight,

Centers for Medicare and Medicaid Services, http://cciio.cms.gov/resources/files/approved applications for waiver.html

8 The Center for Health Transformation, 2010 http://www.healthtransformation.net/galleries/wallcharts/159%20Agencies%20Map.pdf

¥Dt2NALF tFN)] 9 CNBR .FNBFaKzZ &l SItdK wShite/Nagblitico.caNBewgzdmet/0810/8056(L.htihl 6 y = ¢ | dz3 dz&
® Section 3021 of the Patient Protection and Affordable Care Act

®9T NI YESAYZT /by 28 [ 2yiGNRt [/ 280G48 2 AdK2 dzi htth:Avdi@NdBshirgtsnpostaomMIBK HCc X HAMAZ ¢ K
klein/2010/03/can _we control costs without c.html
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established in that sectid @ EA 7EEOA (1 OOA A1 O1 A AEAEAAOEOGAI U
constitutional role to confirm these Presidential appointees.

—_
m
b

Government Takeover Burdens States

The law also significantly expands the | e O‘Q’ - EVES ( eal
Medicaid program, initially designed as a ¢ milation
federal-state partnership to offer health e TN
coverage for lowincome Americans.

Today however, the program has evolved
into a gimmick-ridden program that ‘\\*?
threatens to consume an increasingly S
large share of state budgets. Medicaid
promises patierts coverage but too often
effectively denies them access to care: i
approximately 40 percent of physicians do i 12
not even accept Medicaid patients. e

\ 5
At S

" fie 11

LRIV 1]

Beginning in 2014, virtually all non
elderly individuals with income below 138
percent of the federal poverty level must -
be covered by Medicaid.In response, -
twenty-OE@ OOAOAO #Z£EI AA A AOEAZLZ xEOE OEA 51 EOAA 30A0AO 3
OEA AAOEA 1 AOO®IK anleffbrt 0 Bdsk theGripgeOitdat tiisichange will haven state budgets, the
federal government is responsible for paying for this increase between 2012016. However, beginning in 2017,

states will be forced to start paying for the expansiorOne tally of state estimates pegged this total cost at $118

billi on 80

There is ample evidence to suggest that states will have to decide between paying for the Medicaid expansion or
cutting other social services. This may already be happening according to data from the National Association of
State Budget Officer§NASBO).The NASBO found that between 2008nd 2011 the percentage of state budgets
spent on education fell, while Medicaid spending increase.This trend is only expected to continue as states
become financially responsible for the Medicaid expansiot.

Government Takeover of Private Health Insurance Nearly Complete
Finally, the law also includes new rules mandating medical loss ratio (MLR), which is the percentage of a health

insurance dollar that isspent on beneficiary claims, and not attributabléo the costs of administration, marketing,
wages, taxes, or compliance with regulation. The new MLRs require 80 or 85 cents of every insurance dollar to be

YSYAGKEZ / KNAEGG2LIKSNE FyR 123d282 | SyNEd® a& LYRSLISYRSY(G tF2wsSya gl ROA Sz NA & I

18, 2011, Congressional Research Service. http://tinyurl.com/4yda22f

% n The Supreme Court Of The United States, States Of Florida, South Carolina, Nebraska, Texas, Utah, Louisiana, Alabama, Colorado, Pennsylvania, Washington,

Idaho, South Dakota, Indiana, North Dakota, Mississippi, Arizona, Nevada, Georgia, Alaska, Ohio, Kansas, Wyoming, Wisconsin, And Maine; Bill Schuette, Attorney

General Of Michigan; And Terry Branstad, Governor Of lowa Vs. United States Department Of Health And Human Services, Et Al, On Writ Of Certiorari To The United

{aG1rGS8a 7 2dz2NI hT ! LILISI.ENR R N B K{SH 19 S aSSIKG ¥ AWONIEA (iy da SRAOF ARZé Wk ydzk NB MH .

http://www.kaiserhealthnews.org/~/media/files/2012/11400tsstatesmedicaid.pdf page 8

¥ Joint Congressional Report By: Senate Finance Committee, Orrin Hatch (R-Utah), Ranking Member House Energy & Commerce Committee, Fred Upton (R-

aAOKAAl YO S/RAIONNNRI WELSR yaArzy Ay (GKS bSs |SHEGK [sY /248048 ¢2 ¢KS {ilFGSaxz¢

http://energycommerce.house.gov/news/PRArticle.aspx?NewsI|D=8284

bl GAZYFE 1 aa20AlGA2y 2F {GFGS . dzRISG hFFAOSNESE a{ dzY Y| NEoGigntfidart shiftsinstate 4§ S 9 E

spendingfromfiscaln nncp 2 FAAOFLE Hwnmmé 550SY0SNI MoI HAMMO
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spent on beneficiary claims. While this provision may intentionally sound benign, as we note elgeere in this
report, the new MLR requirements are reducing consumer choice and risk destabilizing insurance markets.

The CBO warned that if the MLRs ithe health care lawwere only slightly higher, PPACA would result in a
complete government takeoverf@ll healthinsurance In a December 2009 analysis, CBO warned that if the MLRS
werejustslighty EECEAOh Al 1l DOEOAOA ET OOOAT AA x1 O1 A sAnkdki thish ¢ A
CBO analysig publicized before the health care bills beeme lawz may be one key reason theupporters of the
law refrained from pushing for a 90 percent MLR. CBO warned that if a 90 percent MLR were adopted,
OOAEAT O1I CAOEAO xEOE OEA OECIi EZEAAT O ET AOAAOA EI
under the [health care law], such a substantial loss in flexibility wouh 1 AAA #" / tRelheathl T Al O
insurance market should be considered part of the federal budge®"

With this conclusion, CBO appeared to admit that determining at what poiathigh MLR triggers a complete

Ci OAOT i AT O OAEAT OAO 1T £# OEA ET OOOAT AA ET AOOOOU xAO 1T
MLR that would trigger such a determination under thghealth care law]is difficult, because MLRs fall along a

Al T OEM™OOI 806

)yl OEA AT A OEI OCEh #"/ OAOOIAA 11 wn DPAOCAAT O AO OEA «
OEA EAAAOAT Cci OGAOT I AT 660 O 1T A ET OEA EAAI OE ET OOOAT A,
governmental program, ® that all payments related to health insurance policies should be recorded as cash flows

ET OEA AA &AI0dtHer war@sAtiisin@ssas close as thsupporters of the lawcould get without admitting

it was a government takeover of the health inslance markets.

¥ 2yaANBaaA2y It . dzRISGE hTFFAOSS &. dzRASGI NBE ¢NBLFGY,Sgd 2F t NBLRAalfa (2 wS3adz |
http://www.cbo.gov/ftpdocs/107xx/doc10731/MLR and budgetary treatment.pdf
B 2yaANBaaAr2y It . dzRISE hTFFAOSST d. dzRAS[(2 NE wINBA FH¥ S (15 FSYNENIZMG T dndi2pwS 3 dzf |
http://www.cbo.gov/ftpdocs/107xx/doc10731/MLR and budgetary treatment.pdf
Y 2yaANBaaAA2Y |t . dzZRISE hTFFADSEE ali dRASHdzNBEG & NSS RAYSlyfi [2Fa ad NBLIBA2&aZé 550SY06 SN
http://www.cbo.gov/ftpdocs/107xx/doc10731/MLR and budgetary treatment.pdf
B 2yaANBAAAZ2Y It J8RESE OMBRAOBSYydG. 87R t NBLRAalf&a (G2 wS3dA LGS aSRAOIE [2&& wl i
http://www.cbo.gov/ftpdocs/107xx/doc10731/MLR and budgetary treatment.pdf
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Findings from New Taxpayer-Funded Research Institute
CouldBS ! aSR (2 5Syeé tle&yYySsSyl

During the health care debate in 2009, there was significant debate abotlte creation of a new quasi
effectivenessof medical treatments headto-head to obtain better information about what works best and costs the
least. While CER can helploctors and patients make more informediecisions in practice CER has been used in
Great Britain and othercountries to decide whichmedical treatments patients can or cannot haveFor instance,in
Britain, the National Institute ofHealth and Clinical Excellence (NICE) use of uses QRReny patient access to
expensive therapiesOEAO AT O1I A EAOA .OAOAA DPAOGEAT 066 1 EOAO

The health care law created a new quagjovernmental entity to fund and oversee CER. This new entity is paid for
by taxing Americans and cutting Medicare. The research it fda could be used to deny patients access to care they
need As physicians, we understand the importance of having good research that can be useghysiciansto

help patients and health care providersmake more informed decisionsBut we believe every Anerican has the

right to learn the details of this entity their taxpayer dollars are funding, as well as learn the realities about how the
health law has empowered this entity to make decisions that could restrict your future health care choices.

Comparative Effectiveness and The Research Institute

The law created a new quasfiovernmental tax-exempt entity called the PatientCentered Outcomes Research

Institute (the Institute). 7 The law empowers thelnstitute to fund a wide range of CER efforts that thinstitute

O A U O deighéd tdnform health care decisions by providing evidence on the effectiveness, benefits and harms

I £ AEEEAOAT O OOAAOQI AT O % POETT O £ O AEEAEAOAT O PAOEAT O¢

Comparative effectiveness research (CERfgself is not controversial,since it is just research thatompares the
effectivenessof medical treatments headto-head to obtain better information about what works best and costs the
least. CERcan include different types of research, such as clinical trials, analysis of claimgwoeds, computer

modeling, and systematic reviews of existing literature.! O A 4 ET i O 1T 2AO0O0A O GGicishd A1 UO
and their patients are often faced with several treatment options for a conditioh ~ x E $ydfemétic €)nthesis of
research, ifthe research is even available, comparing therapeutapproaches®®

Certainly, better information can help physicians and patients make better decisiorBut physicians practice the

art and science of medicine, an@ER is generally only useful to help physician understand thescienceof

i AREAET A8 )1 OEEO OA1T OAh #%2 AAT AT i DI AT AT O Al ET AEOI
physician of best practices or recommended clinical standards of care.

But CER can in no way replaceap®ye AEAT 8§ O Al E1 E A E Aén inBiidAaCdatient, Gecdtide CER OET C
methodological approachis to examine what treatment works best for the greatest number of people in a

population. This kind of research is inherently focused on the massegt on anindividual patient. CER can

recommend protocols, but a physician caring for a patient must draw on his or her experience and judgment to

care for patients on an individual, casdy-case basis.

This is why any CER offers limited utility. Buthe realproblem with the Institute created in the health law is that it
EO 110 AT RO e marketed

% The research could be to as part of practice guidelines or coverage and payment decisions.

%7 Secs. 6301 and 10602 of the Patient Protection and Affordable Care Act, P.L. 111-148

% patient-Centered Research Institute website, http://www.pcori.org/about/

“wl&Y2yR ClLoAdzax a53x Si |fo G+20l o0dzf F NBE 2F | SIfOGKOINB wSTF2NX¥ZIé ¢K2Yazy
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Institute is a Government-Centered Approach, Not a Patient-Centered Approach

Supporters of governmentcentered CER inthe he®E 1 Ax Al AET OEA ) T-DDEODOAARDG Al
often like to point out the law describes the InstituteaA O1 1 1 POT £ZEO Al OPT OAQEIT 16 xEE
AOOAAT EOEI AT O T £ OEA 1®THe hdtitite 3 @okeQekhéred'toith® fedetall gdverdred than
proponents like to admit. Here are the facts:

1 The Institute wascreated by fedeal law.

 Thelnstituted O T OCAT E U A GEd cominittee©abedefink o @deral law

1 The oonflict of interest rules for the Institute aredefined by federal law

T 4EA )1 OOEOOOAB8O AT AOA EAO 1 Ai AAOO xEI AOA EAAAOAI

1 Employees are paid at a governmentate, and HHS has assisted in the hiring process.

9 The Institute receives governmentadatawithout charge under federal law.

f RestrictionsontheusesoOE A ) T @Ab@de®@dtima in federal law
| AREOET T AT T Uh OEA DPOI OEOETT 1T &£ OEA 1 Ax AOAAOGEI ¢ OEA )
OCi OAOT T AT 66 pw OEI AOh AOGO 111w OOAO OEA x1 OA OPEUOE/

If the Institute was merely disseminating existing research, it would be duplicating existing efforts. For example,
the Agency for Health Research and Quality (AHRQ) at HHS alreadpports research to improve the outcomes
and quality of health carereduce costs, improve patient safety, and decrease medical error&dHRQ maintains a
website calledwww.guidelines.govwhich has aNational Guideline Clearinghouse thaallows users to search for
guidelines by disaase, specialty, etc.The Clearinghouse contains approximately 2,50éhdividual summaries of
different guidelines that have been put out by dozens of different medical societies.

Moreover, several privateorganizations are already engaged ipublishing longitudinal, comparative research
studies. For examplethe Mayo Clinichaspublished a peerreviewed comparative effectiveness study that
demonstrated that asthma patients had better clinical outcomes with oral controllers thainhaled cortocosteroids.

Or take the example oConsumer ReportswhichOAT AAOAO OAPT OO0 11 O"AOO s$006cO
treating conditions such as migaines, diabetes and depressiat?

Institute Funded With Taxes and Medicare Cuts

In addition to the governmental organizational structure, the law also
established a new PatientCentered Outcomes Research Trust Fund
(PCORTF) in the U.S. Treasury to fund the Institute and its activiti€s.
The PCORTIs financed by a tax administered by the federal
government, gereral federal revenues, and transfers from the
Medicare trust funds. All together, from FY2011 through FY2020, the
PCORTHuvill receive $4.2billion dollars.

Unfortunately, this is another example in which the health care law
takes money from the alreadystruggling Medicare program to fund

' sec. 6301 of the Patient Protection and Affordable Care Act, P.L. 111-148

191 5ecs. 6301 and 10602 of the Patient Protection and Affordable Care Act, P.L. 111-148

) SOA /| ARWANINARE 20/ { K2LIIAY I F2NJ aSRAOAYSZé (GKS 21 aKAy3IiG2y t2a02 al NDK mT:
http://www.washingtonpost.com/wp-dyn/content/article/2009/03/16/AR2009031602913.html

1% |nternal Revenue Code, Sec. 9511
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Insurance Trust Fund to PCORTF bring the insolvency date of the Medicare Trust Fund a bit closer. The Actuary
CiAO0 11 O Aobpi AET OEAO OEA Oo0#/24& OOAT OEAO Al T 01 0O

Parts A [hospital care]and B[pd OEAE AT10s PEOCOEAADB S OEA | AOOAOU AT T AI OAAO
increase in premium revenue of about $90 million and an increase in general revenue funding of roughly $375

i ETTEITTS8O yT 1T OEAO x1 OAOheirOMellidare prémiumtd fund tidgovern®dnt DA U
centered CER.

It is not just seniors who will be paying more. Millions of Americans will effectively be taxed to pay for this CER
OAOAAOAE AU A OZ£AA6 AAAAA O1 OE AmaiRededich Sedvice (ERS SpMikddA A 1
OH@ PCORTF will be partially financed by an annual fee on health insurance and-sedfired health plans created

by PPACA& 1 While health insurance companies will be paying the fee, the cost of fees levied on conipamwill

be passed through to consumers in the way of higher costs, or in this case, higher premiums. Moreover, as the CRS

i AT T A@bl AET Oh OE A feds Ailt also Beréafedal &taxddt pufpos@ffihd prazedure and
administration provisil T O 1T &£ ¢ AA AA OokdumetsAvib likklyibe tieBodies who will ultimately bear the

costs of this new research entity.

So what happens if an individual American has deep concerns with the CER tax and refuses to pay part of their

health insurance premium associated with the tax? While the U.S. Department of Treasury has not yet issued final
regulations, the CRS memnoted thatE £ A AT 1 001 AO OAT A0 11 6 PAU OEA DPOAI
policy, then the enrollee may not have satisfiedfO DAOO T £ OEA AAOCAET h AT A OEA
01 AAO OEA OAOQI O i £ OEA bil EAU 104CRE codclidexiattishasdible thatO 1 OE /
OZFAEI OOA O1 DPAU OEA DPOAI EOI ET o&bdvdragdidr hé ehrolléldriddtie ET
DAOET A OEAO OEA DOAIE® xAO ET OAT AAA O1 Al OAO86

7A AT 110 NOAOOEI 1T OEA ETOATOEITO T &£ OEA OOAEAE AT A 1/
But we are concerned that the funding, authority, @d mechanisms established in law set in motion a process that

will encourage governmentfunded research to be used by government officials to make coverage determinations

and deny care to patients care in governmentun programs.

Supporters of the Health Law Embraced Government-Run CER

On December 11, 2008&he President nominatedformer South DakotaSenatorTom Daschleto be Secretary of HHS

and appointed Dr.Jeanne Lambrewo be Deputy Director of the White House Office of Health Reforft A few
yearsprior, Daschle and Lambrew ceauthored a book Critical: What We Can Do About The Healthcare Cridis the

book, Daschle and Lambrew praisthe work of NICE in Britain recommend creating an agency like NICE in the

United States, and characterize NICE4&s OAl OA &I O OAGPAUAOO AAAAOOA BO OAI

WA OKENR { @ -CEAGSNEROhHzEOBYEE wSasSl NOK ¢NHzA G CdzyR=Z¢ [/ KAST | O dz ruary h F ¥ A O
23,2012, Memorandum to U.S. Senator Tom Coburn, M.D.

CWwAOKIENR { @ -CAViESNERGhtza®BYSEE wSasSl NOK ¢NHza G CdzyRz¢é¢ CSoNHzZE NBE HoX uamu YS
M9RGFNR [Adz YR /FNBf t S00A G BeetbePafigng/ NYSIYSIWEIR  2hTdziAB2SYaS aL YW 325353 MNIJik2  LO/A&ytlA G dzi S
Service Memo to U.S. Senator Tom Coburn, MD, February 10, 2012.

WY9RGINR [Adz FYR /FNRBt tSGGAGET @9y T 2cheedoStyomes e SICKIBR LYAREAS®RI 62¢ QMzi i y Odey BEK
Service Memo to U.S. Senator Tom Coburn, MD, February 10, 2012.

M9RGENR [Adz YR /FNRBf tSGGAGET a9y T2/ NYSIYSSWEIR 2hTdziaBR2SYasS aL Yn 325353 R\ Kiisnal Reyassdh AyliGigl S K
Service Memo to U.S. Senator Tom Coburn, MD, February 10, 2012.

Y9RGFNR [Adz YR /FNBf tSGGAGT a9y T2/ NYSIYSSNWEIR 2hTdziAB2SyasS al YW 325353 RNJJIK2  LO/Aayil AytiGidh S K
Service Memo to U.S. Senator Tom Coburn, MD, February 10, 2012.

W2 KY I yYRSOSYGSNE a52yUdd h@SNIz221 5N [FYONBSI e RbwdylednortyrodBMBdNdRoverldod | LILIZ
dr-lambrew-todays-other-big-appointment.php Dr. Lambrew later served as the Director of the Office of Health Reform at HHS.

! senator Tom Daschle with Scott S. Greenberger and Jeanne M. Lambrew, Critical: What We Can Do About the Health-Care Crisis, 2008, Thomas Dunne Books. At

pages 172-173, page 159, page 127.
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Lawmakers on Capitol Hill also took steps toward governmertentered CER by introducing legislation promoting
it 112 In fact, in the Senate Health, Education, Labor, and Pensddommittee during consideration of the health
care bill, Congressional Democrats voted three times to reject an amendment which would harehibited
government-funded CER from being used by any government entity for payment, coverage or treatment deaisio
Similar Republican amendments in the Senate Finance Committee were rejected along party lines later in
September of that year.

Because of the widespread concerns raised about the CER provisions in
the health care bills, changes were made before thdél became law. But
the primary changes to the bill text largely just prohibited the Secretary
of Health and Human Services (HHS) from use metrics like are utilized in
Britain to approve or deny payments for patients that essentially
measure the qualityof year of life113

Then, less than one month after the health bill was passed, the President
announced his intentto nominate Dr. Donald Berwick to serve as the
next CMS Administratort4 Dr. Berwick has a clear record of supporting
government-centered CRR.In a June 2009 interviewreferencing

"OEOAET 6 O-npiCERletiyi AH B " AOxEAE OAEA & /=

extremely effective and a conscientious, valuable, agdmportantly z & \
knowledgeAOET AET ¢ OUOOAI 8 4R EAAO OEAO |[ECS6O A I CAUI Al
countryisapoE OEAAT EAAORK llSIF@waA;asI@derEtl EAAI I'TA86d J

the charge that CER will lead to the deniaff healthcare. 07 A A AT | A : - )

A OAT OEAT A OT AEAT AARAAEOGEIT ATA OAUh ﬁlﬁiiﬁﬁEE?OEEO DI

particular additional benefit [new drug or medical intervention] is so

expensive that our taxpayers A OA AAOOAO OOA &I O OET OA 4&O01 AOh8d OAEA
Berwick.116 We make those decisions all the time. The decision is not whether or not we will ration cag¢he

decision is whether we will ration care withourAUA O 1T PAT 8 I'T A OECEO 11 xh xA AOA

4AEAOA AT A TOEAO AT T 1T AT OO0 xAOA O1 AT T AAOTEI C AT A O1 BT
scheduled, and he never was confirmed as Administrator of the Center for Medicare and Medicaid 8&w. But the
health care bill did become law, and the law did create a new quagovernmental entity to fund CER research that
i AU AA OOGAA OI EOOOEAU AARAAEOETT O xEEAE AT Ol A AAT U AT (

2 section 1182(a) of the Baucus-Conrad Patient-/ Sy i SNBR hdzi 02YS&a wSasSI NOK ! O oAaff LINPOGARSAS aol0 ¢

comparative effectiveness research under section 1181 to make a determination regarding coverage if such use is throughan itS NI G A @S | y R G NI y & LI NJ
meeting specified requirements. (Emphasis added.) On June 16, 2009, the Senate Health, Education, Labor and Pensions (HELP Committee) started to debate the

Affordable Health Choices Act, the healthcare reform proposal of Senators Kennedy and Dodd (the HELP bill). Section 219 of the HELP bill would create a new

government C.E.R. agency called the Center for Health Outcomes Research and Evaluation (the Center) within HHS

Whlraaz2ylt LyadaddziSa F2N | St @&EdzNRWR /SIFARYSAOTIATD Sy ES@ St £ RO D 2641516 SAHFFSO (h FSy S & ¢
http://www.nice.org.uk/newsroom/features/measuringeffectivenessandcosteffectivenesstheqaly.jspT / @ { 1 SLIK Sy wSRKSIRI 9NAYy 5d 2

Workforce, Quality, and Related ProvisionsinPP! / | Y { dzYYF NBE | YR ¢AYStAySz¢ [/ 2yaANBaarzylf wSasShkNOK {
http://www.crs.gov/pages/Reports.aspx?PRODCODE=R41278&Source=search# Toc276029656

' president Obama Nominates Dr. Donald Berwick for Administrator of the Centers for Medicare and Medicaid Services, Office of the Press Secretary, The White

House, April 19, 2010, http://www.whitehouse.gov/the-press-office/president-obama-nominates-dr-donald-berwick-administrator-centers-medicare-and-medi

" Katherine T. Adams, & ! Y Ly (i S NIJ AnBebwicks Rethifking5Cotdparabiva Effectiveness

wSEASENDKZé KOIGLIYKKGo6DPOAZISOKY2f 238KSHE GKOI NBPO2YKk22dzNY | £ k Fdzf f G SEGKCcKkHK.

Y8 Katherine T.Adams, & ! 'y LY GSNIBASS 6AGK 5N 52y . SMHAOlY wWSOKAYLAy3d /2YLINFGAGS 9OFF

wSaSINDKzZ¢ KOGLIYKkpo6DPoA20S0Ky2f238KSHEGKOI NEDO2YKka22dzNY | £ k Fdzf f § SEGlKCKHK.

" Katherine T.Adams, & ! Y LYy GSNBASSG 6AGK B5NIP 52y . SNBAOLY wWSOHIKAYLlAYy3I [/ 2YLI NI GADBS 9FF
wSaSk NOKS ¢ Kl LIY k rhéage ot Gohraliifitexkle/27BHEEE 08 Kp8f FCEID=104803968& CFTOKEN=42204420
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Law Allows Institute-Funded Research to Be Used To Deny Payment for Medical Treatments

Some observers of the health care law think that because of changes made that all concerns about the denial of care
have been eliminated. But this is not the case in several ways.

First, nothing in the law limits the research findings from being applied to practice guidelines for doctors, or

coverage and payments decisions for public health programs. The Secretary of HHS may use the research in

i AEET C Al OAOACA AAOAOI ET Aidahdith®dostcE treatmehtdis oticGbletdlyl barred A A E ;
from being considered either. In fact, after the provision banning Britistiike measures of lifeyears, the law says

that nothing shall:

(Qrevent the Secretary from using evidence or findings frorsuch comparative clinical effectiveness

research in determining coverage, reimbursement, or incentive programs under such title based upon a
comparison of the difference in the effectiveness of alternative health care treatments in extending an
individual6 © 1 EEZA AOA O1 OEAO ET AEOEAOAI 60 ACAh AEOAAEI

As physicianswe appreciate the fact that quality
comparative research can be used bghysiciansto
help patients make more informed decisionsOur
concern is not that the governmenfunds medical
research. Our concern is that government
bureaucrats will be empowered to make decisions
for government-run health programs based on
perceived program costs, not patient care.

A second concern is that the law includes only a fig
leaf oftransparency in the decisionmaking process.
The Institute itself is not subject to the regular rules
that govern advisory bodies of the federal
government, like the Federal Advisory Committee
Act of 1972 which sets thaequirements for
management and ovesight of federal committeesor
the Administrative Procedure Act of 1946 which requiresotice and comment periods for federal rulemaking.
This means there are effectively no requirements in law to ensure transparency in decisions the Secretary may

make WET C # %2 8 BAAGEI T ppuwce T &£ OEA 1 Ax AT AO OANOEOA Ol
DOl AAOO xEEAE ET Al OAAO DPOAT EA ATiT 1 AT 06 xEAT OOET ¢ OA«
Institute. However, thereisno legal defiE OET T 1T £ xEAO AT OEOAOAOEOA AT A OOA
OANOEOAI AT 6O OA1 AGAA O AAEETET C OPOAI EA Aiii Al 086

A third large concern is the dynamic effect that governmententered CER may have in American health care.

Because Medicare is thiargest payer in many market areas, commercial health insurance plans often benchmark
reimbursement rates and coverage decisions to the Medicare program. If the Secretary of HHS decides to deny
coverage or payment to a treatment under Medicare because®fE A ) T OOEOOOAS O #w2h OEEO
rippled effects in the commercial market as weh!® As we have explained in prior reports, the changes in the law

will dramatically increase health costs and premiumgt® With premiums increasing under thelaw, health plans

could be forced to adopt the costeduction of a CERbacked coverage decision to maintain their stability in certain

markets.

8 It is worrisome enough that patients in the Medicare and Medicaid programs may be denied care, but it is even more concerning those patients in commercial

plans could be denied too. If this seems like an implausible outcome, consider that other massive interventions in health insurance under the law.
9 coburn, Tom and Barrasso, John. Bad Medicine: A Chetkp on the New Federal Health Lauly 2010, http://tinyurl.com/29st6b7 page 5
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Health care choices are inherently personal, and the needs of individual patients vary widely. We believeivintlal
patients and their physicians should make health care choices. But because patients in governrmt health care

POi COAI O T £#OAT EAOA 1 EOOI A AET EAARh xA AOA AT 1T AAROT AA <«
coverage for medical cargoatients need.

Government-Run CER Denies Patients Care in Britain

TheAl AEI O &1 O TAAAET ¢ i1 OA ET &£ Oi AGETT 11 EAAI OE AAOAGC
debatesmirrors arguments in Great Britain when they established the Nationdhstitute of Comparative

Effectiveness (NICE)The Guardiarreported in 1998 thatO( AA1T OE | ET EOOAOO AOA OAOOEI
ensure that every treatment, operation, or medicine used is the proven best. It will root out undgrerforming
doctorsAT A OOAT AGO OOAAOGI AT 6Oh OPOAAAET ¢ AAOO POAAOGEAAO
In 1999, Great Britain establishedhe National Institute of Clinical Excellence as part of its governmemun health

care systens I AAT OAET ¢ O1 EOO x AA OE Oddeviceswheththeavailabiliyf tie @rugd A O
or device varies across the country. This may be because of different local prescribing or funding policies, or

because there is confusion or uncertainty over its value. Our advice ends the uncertainty and hetpstandardize
AAAAOGO OF EAAI OEAARDA AAOT OO OEA Al O1 6ouso

NICEsays itbasesCERA OAT OAGEI T O 11 OA OAOGEAx 1T &£ Al ETEAAl AT A A#
well the medicine or treatment works. Economic evidence measures how well the miethe or treatment works in

relation to how much it coststhe NHRAT AO EO OAD OA OA i2dDespitk suEhdbenigiisainding T AUe 6
descriptions, in reality, the effect is thaNICE decisions often deny or delay patient aess to therapies. Here are
secOAOAT AQGAI PIAO T AE£ .)#% 060 AAOEI T O8

9 Denied breast cancer patients lifeextending drugs23 that are routinely used in other European countrieg24

1 Denied multiple sclerosis patients innovative new treatments for 2.5 yeat®, then allowed the treatments for
only 1 in 10 patients26 The British Multiple Sclerosis Society protested that the British government was
OFAEI ET C PAYPI A xEOE -380

1 DeniedearlyOOACA ! 1 UEAEI AOBO DPAOEAT 6O I AAEAAOGEITh OANOEO
of medicine thatwi O1 A EAOA DOAOAT OAA ' 1 UEAEI AOG6O AEOI I DO COA
31T AEAOU AAI 1 AA OE®O OAOOAI AT A O1 AOCEEAAI 68

1 Denied life-prolonging treatments to kidney cancer patients. The patient advocacy group Cancer Research UK

pointedouttEEO 1 AZEO O1T 1T A PAOEAT OO xBOE OI1T 1T OEAO OOAAOI AT
1 Denied macular degeneration patients drugs until they first went blind in one ey&° The Royal National
YT OOEOOOA T &£ "T1TETA 0AT BPI A OAEARh O#1 O1 Ol AHd, 0Or stppdd BIAT OC

OEAEO OAOEIT ¢cOh O BAU &£ O POEOAOA OOAAOI Al 0846

2 ¢ f [ GNBSG W2 dzNJhitet//Dnlink.tvsEcontyartitlegSB1R4§oRI734 353030 15 html.

12! National Institute for Health and Clinical Excellence, http://www.nice.org.uk/aboutnice/whatwedo/abouttechnologyappraisals/about technology appraisals.jsp.

National Institute for Health and Clinical Excellence, http://www.nice.org.uk/aboutnice/whatwedo/abouttechnologyappraisals/about technology appraisals.jsp.

NHS stands for National Health Service, the British publicly funded healthcare service.

BwSdzi SNB T alay WF FEIR/ 9 NBI RG] / F Yy OS NI biipHadww!redtersicofmatticle?risRealthdréNews il ISLL2451 1020091021

PwWSyye | 283 &. NBI & (Denled Life®@ ENUSY RAYING MEZI2 A KiF YLB 2y SR . &8 WHyYyS ¢2YfAYyaz2yzé hi
http://www.dailymail.co.uk/health/article-1221945/Breast-cancer-sufferers-denied-life-extending-drug-championed-Jane-Tomlinson.html.

Phdzl £ a2NFYI da. A23S¥ @AY AND N BbdwWadsEESighal, i 4007, Bccessed by High Beam Research online.,
http://www.highbeam.com/doc/1G1-166351040.html

PEEPNFK . 2a8t8Sex ahyté hyS Ly wmn tS82LX S 2A6GK adzf RIVAALG ST ¢{ Cof SSONPYAoASINI | MNBE . HSrAnyy3
http://www.guardian.co.uk/science/2008/dec/16/multiple-sclerosis-drugs-tysabri.

27 The MS Society, U.K. http://www.mssociety.org.uk/get_involved/policy campaigns/key issues/access to treatment/index.html.

BalzheimSNDE {20AS0Gé& o6!YOX abL/9 {lé&&a b2 G2 {1 KSAYSNHA ! LIJISHfXé tNBaa wsSt Sl
http://alzheimers.org.uk/site/scripts/press _article.php?pressReleaselD=105.

P SYyNE {O26O0ONBTFGI dabL/ 9 XEOMSA2EAINY { ¥ B RUK(dgksti6)OPRS MIS 5 SHZAID K
http://scienceblog.cancerresearchuk.org/2008/08/06/nice-decision-on-kidney-cancer-drugs-have-your-say/.
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decision made the therapy up to ten times more available in America than in Brita!32

91 Denied access to the only drugs available to treat aggressive brain tumors. A coalition of cancer patient groups

AAT T AA OEEO AAAEOET 133001 ZAEO AT A O1 AAAADOAAT Ad 8

Denied access to drugs for mesothelioma, a disease caused by exposure to ashésstos.

Denied access to treatments for advanced bowel cancer. The patient advocacy group Bowel Cancer UK said the

AAAEOETT OEI xAA O.)#%30 Al 1 OET OAA ET AEEEAOAT AA O B

= =4

Given the concerns raised by patient groups related to patit experiences living under NICE, even some Britons

have warned lawmakers against adopting governmententered CER approachesarol Sikora, a practicing

oncologist, is professor of cancer medicine at Imperial College School of Medicine, London, and &rhead of

cancer control at the World Health Organizationln an opinion piece published during the health reform debate,

3EET OA x AOT shuhds@reah But irt Beitain e have had a similar system since 1999, and it has cost lives
and keptthecod OOU ET A EET A Tu1EAsabkrAdichddncolodisiSikorasdidnexsdod O &l OAAA
CEOA PAOEAT OO 11 AAOh AEAAPAO i AApiAdhihgAshremature@eathrAEA OO
thousands of patientsz and higher overall heath costs than if they had been treated properly: Sick people are
AobAl OEOABS

In evaluating the sum of American CER policies, Sikora concludéid EA OEOEO 1 £ ! i AOEAA2 O
style drug evaluation are clear: In Britain it has harmed patierst This is one British import Americans should
refuse 6138 We agree.

0 JamesChapY 'y YR WSyyeé 12185 &, 2dz adzald D2 . f AYR Lhfp:/fvywsdailgndieo.uk/BeFIt/Ndfisle-b | { 2 Af €
122995/You-blind-eye-NHS-treat-you.html .

BWSyye | 2 LIS-Year BelayfLaftR0j00atPéodle Blind', Patients Finally Get Sight-{ | @Ay 3 5NHzd hy bl {Zé¢ ¢KS 5FAte alAtf
http://www.dailymail.co.uk/health/article-553489/After-year-delay-left-20-000-people-blind-patients-finally-sight-saving-drug-NHS.html.

32 Diabetes UK, website, http://www.diabetes.org.uk/Guide-to-diabetes/Treatment _your_health/Treatments/Insulin/Insulin_pumps/.

Bl bSgazr as52002NB 5 Srebruyh23, 2006] hitp///udorbxy bBS did/ 28 MR I#h 2 #39904.5tm.

B9 NA O .CdnderitrSgNK] diNY  @r@eRaikiTelegraph, July 10, 2007, http://www.mesotheliomainternational.org/news17.htm

ol bSgaz a.26St O yBriudy282007Fttpl//hdndSbeto.uriBhg BB 8RB Estm.

138 Karol Sikora, The Union LeadeNew Hampshire, May 12, 2009
Karol Sikora, The Union LeadgNew Hampshire, May 12, 2009
Karol Sikora, The Union LeadgNew Hampshire, May 12, 2009
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New Medicare Bureaucracy Empowered

ThA 0 OAOGEAAT 060 EAAI OE AAOA Znéixo sdvéMedicane torfutufelgénerdiions, buEO 1 |
start new government programsfor others. As wehave noted previously, the Medicare program was facing
systemic financialproblems long before the health care law.

The Medicare program began running a cash flow defidit 2008 andwill fall short every year in the future. Today,

the Medicare Hospital Insurance Trust Fund could be bankrupt by 20182 According to estimates from the
Congressional Budget Officé€CBO) the Medcare Hospital Insurance Trust Fund will be insolvent soon as well.
CFrAfSR (2 LYLNROGS aSRAOIFINB: 22NBEBSYSR tNRINIYQA C

cuts to Mediare in the lawincreasedhe unfunded liabilities of the Medicare program which now total $36.8
trillion dollars. 140

"EOAT - AAEAAOAGO OAOGAOA £EEI
law could have been an opportunity tdmprove Medicare and
help seniors. Hereis one illustrative example of a provision
which couldhave been included in the law andouldhave
helped seniors and saved money.

Under basic Medicare, seniors do not have the peace of ming
that they are protected against significant oubf-pocket
medical expenses becauseunlike most commercial
insurancez basic Medicare still does not offer seniors
maximum out-of-pocket protection. This means that seniors
can beexposed to unexpected high costs when they get sick.
'O OEA #"/ A@bl patehtdidchr exheindy - A
high medical costs, they may face a significant amount of cos
sharing because the program does not place a limit on those
A @b A 1140 A 8emsible changéas been recommended
by awide range of experts.

The health care lanstouldE A OA AADDA Aof-OAT E|
pocket expenses. igply put, this structural improvement would have helped senioranore than the current
legislation.! O #" /| A®MEAC AA ofipbckeBekp@dsesiwduid especially help people who develop
serious illnesses, require extended care, or undergo repeated hospitalizations but lack supplemental coverage for
their cost sharing.142 This would also have saved money for taxpayegsup to $30 billion over a decadés?

3*The Boards of Trustees, FederalHospA G | £ Ly &dz2NJ yOS FyR CSRSNI f {dzLdLd SYSy Gl NBE aSRAOFf LyadaNty
LyadzNy yOS FyR CSRSNIf {dzLJdLX SYSydl NB a S Rtg@Mviww.tmé godiédonfsDStFusdNdiriinibadZtaiRodfé al & o
L3S HpY a ' -ORRSINIIGEKASIZYKLAGIANR Yy 32 K26 SOSNE | aaSd RSLI SGA2y g2dd R 200dzNJ AY HAMC
WIKEFGG2E W2KYy @aaSyz (G2 {SylLdS . dRASFE/ FENANGASEY I FERMNOMNS ¢ NYA dBBER WIS AR NA D
http://www.docstoc.com/docs/document-preview.aspx?doc id=82292827

Wr2yaINBaaA2zyltt . dzRISE hazdDAPY GAKSOBESHAQMIWS{RINIRAYHASRYR wSOSydzS hLiirazyaszé
http://www.cbo.gov/ftpdocs/120xx/doc12085/03-10-ReducingTheDeficit. pdf

2 Congressional Budget Office March20M M WS L2 NI Z awSRdzOAy 3 GKS 5STFAOAGY {LSYyRAY3a YR wS@SydzsS |
http://www.cbo.gov/sites/default/files/cbofiles/ftpdocs/120xx/doc12085/03-10-reducingthedeficit.pdf
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http://www.cbo.gov/sites/default/files/cbofiles/ftpdocs/120xx/doc12085/03-10-reducingthedeficit.pdf
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But the health care law didnotAAD OAT ET 006 Al OO0 | The dathos©fith® AwmlsdedanA - AA
opportunity to reform our delivery-systemandinstead punted the task by creating a new Medicare bureaucracy

AAT T AA OEA O) 1AnéwGAaRdEsibyithe BohdredsfofaBResearch Service explaitismt the purpose of

the Innovation Center> funded with $10 billion in taxpayer dollarsgE O 01 OOAOO ET 11 OAOEOA
delivery models to reduce program expenditures under Medicare, MAEAAEAh AT A OEA 3 0AO0A ;
)T OOOAT AA 00T COAI j#()0Qq888OEA pOOPI OA T &£ OEA AAT OAO
payment and delivery arrangements to improve the quality and reduce the cost of care provided to pati€h&

The Innovation Center will operate under a twephase process.The first phase is forO O A (O kelS€xretary is
required to select models that address a defined population with poor clinical outcomes or avoidable expenditures.
After Phase 1, lhe Secretary is required to conduct an evaluation of each model testetihen the Secretary has the
authority to expand the duration and scope of a demonstration to be nationwide, if the Secretary determines that
one of these modelsvould generally reducespending or improve quality, as determined by the Administrator of

the Centers for Medicare and Medicaid Services (CMS).

While reducing costs is a important goal, the law effectively just handed bureaucrat$10 billion and assigred
OEAIT O1 O 0hisid &pgoor Bubshitdt©for implementing wholesale proven solutions that increase access,
reduce costs, and improve outcomesMoreover there are at several concerns with the manner in whicthe
Innovation Center is designed.

Empowered Bureaucrats, But Seniors and Doctors Could Be Negatively Impacted

&EOOOh AO OEA #23 DI EIT OO 1006h OOEAOA AOA T1 OAEAOAT A/
AAT ET EOOOAOT 080 AAEETEOEI 16 1T £ xEAOE AOWiinGactiGR® OEA 11 /
01 AAOOAT OAOG OEAO OEA 1 Ax OOAOO T1EIEOAOGEIT O OOAE OEAO
iTAAT O OAl1I AAGAAR OEA 11T AAT AAOGECT AT A AAOAE¥HGHs | O AO/
meansthat the administrator of CMSis the sole individual in the entire federal government with the power to

AAAEAA xEAOEAO 10 110 11T AAT O OAOOAA TACAOGEOATI U Ei DPAA(

spelled out in law.
The law barsthe Centets O x1 OE &£01I I AAI ET EOOOAOEOA I O
judicial review. So seniors who object or are harmed by a
demonstration project havenoright of recourse in court or
administrative process. Physicians and hospitals are out of
luck too, since health care providers are alsiegally

A R,

prohibited from contesting the Secre¢ary of Health and Ny
(O6i AT 3AOOEAAOS j((3q Omidisi £ 1T Ax DPAU 0 I"I'M" oF:
asignificant centralization of power and empowerment of ‘ , )
government bureaucrats "\\, ( k’

=N

Under the law, the Secretary of HHS could choose a
demonstration project and rapidly expand it nationally z
even if key stakeholdersbjected. This is another of the

MILFKYZ WAYD &/ SYGaSNI F2NJ aSRAOFNB YR aSRAOFAR Lyy2 @l (ifel@ufiry2, 20126faBING 8 & A 2 Y | ¢
statute: Section 3403 and Section 10320 of the Patient Protection and Affordable Care Act.
I FKYZ WAYD &/ SYyGiSNI F2NJ aSRAOFNB YR aSRAOFAR LYyy2@F (A2 20126fBING S aA2Y | ¢
statute: Section 3403 and Section 10320 of the Patient Protection and Affordable Care Act.
I LFKYZ WAYD &4/ SyYGSNI ¥F2NJ aSRAOFNB YR aSRAOFAR Lyy2@ (A2 20126fBINSEaA2Y | ¢
statute: Section 3403 and Section 10320 of the Patient Protection and Affordable Care Act.
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more than 1,600 new powers the Secretary is given under the la\W. Through the Innovation Center, tle Secretary

of HHS could implement muliple demonstrations nationwide within a very short time. When evaluating this, the

CRS conclude® E AIGOBET ¢ ET OOAOOOA x1 01 A ADPDAA®ShDthe SRater A OO1 U
could select demonstrations testing them in Phase 1, issue@© 01 OU OAOAI OAGET T he AT A O
nationally in Phase 27 regardless of whether or not physicians and seniors objected.

As Government Grows, $10 Billion in Taxpayer Dollars Is Likely Wasted

Under thenew law, the Innovation Center has unlimted hiring authority 2 meaning they can hire dozens or even
hundreds of new bureaucrats to grow the size of governmeniThe Innovation Center is also not required under

law to implement demonstrations that actually work. The CRS considers the question ofhwether or not there are

OAT U OANOEOAI AT 6O OEAO ¢+ OEA )111 OAOET T #AT OAOY Al T OE/
ET AEEZAAOEOA ¢ A&EAI 000Y86 #23 AT 1T A1 OAAA OOEAOA AOA 11
CenAOY O1T AiI 1T OEAAO DPAOO #ueBlor &réthete @GuirdimentsEh@tdhe nbvatoAGettdr OE T 1
avoid duplicating current demonstrations or efforts being tested in CMS or any other federal health care program.
4EA #23 1 Al 1 DPrheela® 6o prodsidnsihEh& énabling statute that address the duplication of

AgEgEl 00 xBOEET #-380

Without the requirement to learn from past mistakes or avoid duplicationit is likely the Innovation Center will

waste taxpayer dollarsand repeat pastmistakes. Consider a recent analysis by the CBO on two decades of previous
AAI 11 OOOAQEIT T O8 16 #"/ Agbl AET AAh OET OEA DPAOGO Oxi
demonstrations to test two broad approaches to enhancing the quality of healttare and improving the efficiency

I £ EAAI OE AAOA AAEOAQVE £A B dfikdedniicigia @omaidhlnsive evaluation

O#" /1 AEETAO OEAO 11006 POI COAI O OAOOAA ET OEI OA AA$] 1T O

4EA O) 111 OAeiwiody agprbdctO Kigvors governmentbureaucracy and unelectedureaucratsover
seniors and their physicians.Instead of letting bureaucrats gamble with billiors oftaxpayer dolars, the Congress
should haveadopted proven, commonrsense measures to help millions of seniors who gend on the program

WISYGSNI F2NJ I SHEGK ¢NIFYaT2NXYIGAZ2YE amIdcy bSé yR 9ELI YRSR { SONBGFNRIFE t
http://www.healthtransformation.net/galleries/wallcharts/HHSSecretarialPowersCenterforHealthTransformationv3a1.18.11.pdf

I LKYZ WAYD &/ SyidSNI T2 N2aySRA @I12NE NByara A2 SR & O lwiSR: SU yWOK@ H{ (IBANIBA OS YSY2 NI y RdzY s
statute: Section 3403 and Section 10320 of the Patient Protection and Affordable Care Act.

WP KYES WAY® 4/ SyiSNI F2NJ aSRA OloddiResdaryh Berviae nBrdo@riduinRo Sdn yTomebiirn) Fetudry 24, 20122 FyfaBliNgd & & A

statute: Section 3403 and Section 10320 of the Patient Protection and Affordable Care Act.

Bl FKYZ WAYD &/ SYGaSNI F2NJ aSRAOFNB |y BerviaeSnBrio@riduimRo Sdn yTofC @bl Feldugdry 24, 201 2EyfaBIiNGG & & A 2 v | ¢
statute: Section 3403 and Section 10320 of the Patient Protection and Affordable Care Act.

Bl 2yaINBaaAazylt . dzRISG hFFAOSTI aLaadzS . NA Sehs¥MahaBetnent? GArd CodrdmBidn, andVaRia-BdedNB Qa8 5SY2
tFeYSydé WhtpdatbdkBv/publication2859
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tFa8YSy ¢ WhtipdatbdkBv/publication2859
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New Insurance Cooperativesto2 8 G S ¢ I ELJ & SN,

While the governmentrun health care plan was omitted from the final health care bills that became law, many
Americans may be unaware the law included a new program to fund the creation of new ngmofit insurance

Administration explains these cel DO A O d ByAHeitchsboMéks and designed to offer individuals and small
businesses additional affordable, consumefriendly and high-NOAT EOU EAAI OE #E Hwé&e&fl AA 1
review of the data suggests cops are just another example of how théealth care law wastes precious taxpayer
dollars.

Co-hta 2Afft CIFAf ¢2 wSLI & | dzyRNBR& aAfftAz2ya 2F ¢ E

Governmentbacked loans have long been a
contested issue in Congress and for good reason.
The governmentsponsored mortgage énding
enterprises of Fannie Mae and Freddie Mac
significantly contributed to the market conditions
which spawned the housing financial crisis and
liquidity crisis that led to the economic turmoil in
2008. More recently, the Administration has been
criti cized for its suspect $535 million loan to
Solyndra, a failed energy company that collapsed
amidst controversys¢ 4 OT OAl ET ¢l Uh OEA
insurance cooperatives reinforce concern about
government loans

The health @re law created two types of new loans for the development of health insurance cooperatives. The first
type of loan is designed to pay forstart®O B AT OO00OP | OBAAO®Ah AT A EAO O AA OAE
type of loans are designed to enablEyOPs to meet State insurance solvency and reserve requirements

j 0311 OAT AU ,1TAT066q AT A ®BAOA O1 AA OADPAEA ET puv UAAOO:

Because C@DPs will qualify for millions of taxpayer dollars in loans, those dollars may be jeopardized and

ultimately lost if a new insurance cooperative failed. Unfortunately, the initial regulation about the new COPs
project many ofthenewCa@ 00 xEI |1 AAEI 8 10O OEA OACOI AGETT A@bl AE]
Solvency Loans and 60 percent of the Stap, T AT O A OY% TiisAsEa At&ghesirig omission by the

Administration that they expect approximately onethird of all health insurance cooperatives to fail to repay their
loans.157

33 5. Department of Health and Human Services, Centers for Medicare and Medicaid Services, Center for Consumer Information and Insurance Oversight, Fact Sheet:

& b S éderdTLoan Program Helps Nonprofits Create Customer-5 NA @Sy | S| f 6K LY &adz2NENBEEéS 5508SY06SNI Yy HAMMZ
http://cciio.cms.gov/resources/factsheets/coop final rule.html

Bl p{d 5SLINIYSYyd 2F 9ySNHeé&sS tNB&aa wStfSIFaST ahol YI | RYRY2083IiNI A2y hTTFSNA
http://energy.gov/articles/obama-administration-offers-535-million-loan-guarantee-solyndra-inc

'35 U.S. Department of Health and Human Services, Final Rule (45 CFR Part 156 [CMS-9983-C8 0 X &t F GASYy G4 t NBGSOlGA2Y YR ! FF2NR
Consumer Operated and Oriented Plan(CO-ht 0 t NP INJ Yé X CSRSESNI f wSIAA(GSHNDILPRETI2r cZ b2dP HodI ¢dzSa
http://www.gpo.gov/fdsys/pkg/FR-2011-12-13/pdf/2011-31864.pdf

1% U.S. Department of Health and Human Services, Proposed Rule (45 CFR Part 156 [CMS-9983-P]), 6t  GA Sy G t N2GSOGA2Y | yR ! FF2NRI O
Consumer Operated and Oriented Plan (CO-ht 0 t N2 3N} Yé X CSRSN}If wSIAAAGSNE +2fd TcX b2d mModX 2 SRy
http://www.setonresourcecenter.com/register/2011/Jul/20/2011-18342.pdf, Federal Register /Vol. 76, No. 139 /Wednesday, July 20, 2011 / Proposed Rules, page

43247.

PTOF1SNE { YD ¢KS | Aff I -Opd ShyfOndiBA NP2 | ayA Pl 5F 2 INIhekzi St il dewi At/ healtywatch fhoalwh-wefbrm-
implementation/172079-hhs-to-loan-4b-for-health-co-ops-says-one-third-might-default?tmpl=component&print=1&page=
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http://coburniasp:8000/personal/job45754/Private%20Documents/3rd%20Coburn-Barrasso%20report,%20Warning,%20Side%20Effects/.S.%20Department%20of%20Health%20and%20Human%20Services,%20Centers%20for%20Medicare%20and%20Medicaid%20Services,%20Center%20for%20Consumer%20Information%20and%20Insurance%20Oversight,%20Fact%20Sheet:%20“New%20Federal%20Loan%20Program%20Helps%20Nonprofits%20Create%20Customer-Driven%20Health%20Insurers”,%20December%208,%202011,%20http:/cciio.cms.gov/resources/factsheets/coop_final_rule.html
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http://coburniasp:8000/personal/job45754/Private%20Documents/3rd%20Coburn-Barrasso%20report,%20Warning,%20Side%20Effects/.S.%20Department%20of%20Health%20and%20Human%20Services,%20Centers%20for%20Medicare%20and%20Medicaid%20Services,%20Center%20for%20Consumer%20Information%20and%20Insurance%20Oversight,%20Fact%20Sheet:%20“New%20Federal%20Loan%20Program%20Helps%20Nonprofits%20Create%20Customer-Driven%20Health%20Insurers”,%20December%208,%202011,%20http:/cciio.cms.gov/resources/factsheets/coop_final_rule.html
http://energy.gov/articles/obama-administration-offers-535-million-loan-guarantee-solyndra-inc
http://energy.gov/articles/obama-administration-offers-535-million-loan-guarantee-solyndra-inc
http://www.gpo.gov/fdsys/pkg/FR-2011-12-13/pdf/2011-31864.pdf
http://www.setonresourcecenter.com/register/2011/Jul/20/2011-18342.pdf
http://thehill.com/blogs/healthwatch/health-reform-implementation/172079-hhs-to-loan-4b-for-health-co-ops-says-one-third-might-default?tmpl=component&print=1&page
http://thehill.com/blogs/healthwatch/health-reform-implementation/172079-hhs-to-loan-4b-for-health-co-ops-says-one-third-might-default?tmpl=component&print=1&page

This is an unnecessary waste obkpayer dollars and it is worrisome that the Administration has not taken steps to
prevent it. In fact, in the final regulation implementing the insurance cooperatives, the Administration noted that

OAOGAOAT AT OGEOGEAO Aiii Al OFAl NOAIOOEE A © GF il @®he OERAA &G AOH «
I Al ET EOOOAOEIT OAODPITAAA AU OAUEI Cch OxA AAI EAOA OEAO
potential viability of Coz/ POhé AOO 11 xEAOA ET OEA EFET Al (QedtorQhatA OE T |

approximately one-third of all loans will not be repaid.’
The risk to taxpayers is not insignificant. For example, if the bulk of the available $3.8 billion funds are used for

loans and one third of those loans are not repaid, taxpayers stamo lose more than $1 billion for absolutely no
return -on-investment.

New CO-Ops Favor Government-Centered Approach

The Administration describes the new insurance

Al T PAOAGEOAO AOG O1T 11 DPOI £EO
offer competitive health plans inthe individual and small
COl O6b i 'R oHe AéaoOfduhding new insurance A
cooperatives emerged during the health care debate as an
alternative to creating a new governmentrun health
insurance program:** And perhaps unsurprisingly, the
substance of tke federal law and regulations reveals the : ¥
COOPs are largely just another governmerntentered e e "1 | | Y a T e

approach to health care. ———

Consider their creation: the insurance cooperatives are established by federal law, regulated by federal law, and
are given speciafederal protections. The interest rates for Solvency Loans are below market raté3.The loans

are provided by tax dollars, and as we have seen, taxpayers are at risk when loans are not repaid. Moreover, the
COOPs are norprofit entities. That means tley do not have to pay taxes like some private commercial health
insurers.163

Troublingly, the entity applying for millions of dollars in grants is not required to have any health insurance
experience. As the Department of Health and Human Services (HASpD1 AET Oh OABDPI EAAT OO0 1
incorporated or licensed as an insurance entity applicants need not be incorporated or licensed as an insurance

Al OBQOUB8O

'8 U.S. Department of Health and Human Services, Final Rule (45 CFR Part 156 [C(MS-9983-C8 0 X &t F GA Sy (i t NP ( SOHstAbishmentof R | T F2 NR
Consumer Operated and Oriented Plan (CO-h t 0 t N2 ANJ Yé 3 CSRSNIt wSIAAGSNE +£2fd T¢I b2d HodE ¢dzSa
http://www.gpo.gov/fdsys/pkg/FR-2011-12-13/pdf/2011-31864.pdf.

%9U.S. Department of Health and Human Services, Final Rule (45 CFR Part 156 [CMS-9983-C8 0 = &t F GASYy (i t NBGSOlA2Y FyR | FF2NRI
Consumer Operated and Oriented Plan (CO-h t 0t N2 I NJ Y € &, VdC BRNS. BB, Tuesva( Bededbier 13, 2011, Page 77403,

http://www.gpo. gov/fdsvs/pkg/FR 2011-12-13/pdf/2011-31864.pdf.

Wrpf{d ISFHEGK YR 1dzYly {SNBAOS& ! RYAYA&GNI ( ADBwnNon@ INBF A{K § S0 (Kb $ & a[dANBYNELE
http //www.healthcare.gov/news/factsheets/2012/02/coops02212012a.html.

Wr2fad18X LIAZNIP ¢KAY]l t NP hNRE & 21 SUSILIE K 3O S /t 236 M Fhink bk riadeions S ewtd 73880 /064 10,5 7084 6iconda dp
coop/?mobile=nc.

182 S. Department of Health and Human Services, Final Rule (45 CFR Part 156 [CMS-9983-C8 0 = &t  GASY (i t NRGSOlA2Y FyR | FF2NRI
Consumer Operated and Oriented Plan (CO-ht 0 t NP INJ Y£ I CSRSNB,Tueshaf BededbierdHNI11,PEd7M03T ¢S b2D HoO
http://www.gpo.gov/fdsys/pkg/FR-2011-12-13/pdf/2011-31864.pdf.

W2y INBaarzylt wSaSlk NOK { SNIJACGrEAT: (PBACA), B4po&yMay 41 200R, § SOG A2y | YR ! FF2NRI o6f §
http://www.ncsl.org/documents/health/PrivHIthins2.pdf.

%ys. Department of Health and Human Services, Centers for Medicare and Medicaid Services, Center for Consumer Information and Insurance Oversight,

4/ 2y adzySNI hLISNI G SR-hit YR t NRBIENY ¥SENBfljldaydifR ! 81 SR vdzSaiAz2yaéds al NOK yX HAMH
http://cciio.cms.gov/resources/fundingopportunities/coop foa fag.html.
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Second, companies who have experience providing health coverage before 2009 are prohibited by fieaan

ADPI UET C & O &61 AET C8 ((3 A@DPI AETI Od O AAO OAAOET T |
insurance issuer that was in existence on July 16, 2009, a related entity, or any predecessor of either {gdisting

issuer), that organiztion is not eligible for loans under the C@OP program and cannot become a @0 0 '€ n

fact, CQOPs cannot have received more than a quarter of their funding from health insurance plans. As HHS

I 001 ET AAh OAT 1 OCAT E U-ARdogdm ifE @ceilzes 26ip&ra@iit ér mdre offis ©talOE A # /
£O0T AET C8-AQOEIOOBEDE EOOOA®O AT A OEAEO ACAT 0086

&1 O Ai1 OEA 1 TTAU OPAT O 11 OEEO POI COAih OEAOA AOA OI
example is that entities applying for fune do not even need to be an existing neprofit in states in which they plan
01 Al AOOET AOOs 'O ((3 Agbl AET Oh AT OEOEAO Amdit UET ¢

member organization specifically within the State it intends to orgnize a future CEOP in order to be awarded a
Co/ 0 1 1#7A1 80

If the goal is for the new insurance cooperativess to succeed, it seems counterintuitive to prohibit businesses with

vast experience in the health insurance industry or experience in a paricular state z from applying for funding.

But it is even more troubling that entities loaned federal dollars effectively do not have to show any results for
OEOAA UAAOOS I AAT OAET ¢ O1 ((3h OOOAAAOOEGNhofStdHDY EAAT
, T AT 08801 1T A£AEAO N RBel grideeAdalthEndubahod glan®wodld b dble to stay in business for
more than a few months if they could not sell insurance coverage to consumers, but the taxpapeovided

subsidies mean norprofits could linger for years without showing results.

The governmentcentered approach is also demonstrated by the fact that, unlike consumdriven co-ops in other
industries, the new insurance cooperatives are forced to sell governmeiapproved healthinsurance. As HHS

explains, according to Section 1322(c)(6) of the law, an entity does not qualify as an insurance cooperative unless

EO | £#ZAO0O0 OEA EAAI OE ET OOOAT AA PI AT O xEOE OOEA [ AOEAC
SenE A A ' Thid sidans that entities wishing to receive federal funding are forced to sell health insurance thgat

as we have highlighted in previous reportg will be more expensive for millions of Americans. Requiring a COP

to sell more costly, federalyAEAOAOAA EAAI OE ET OOCAOBAAEDH6 11 O O60OI U O

Despite Spending Billions of Dollars, CO-Ops Likely To Be Ineffective

Despite the billions of taxpayer dollars spent on the new insurance cooperatives, there is a growing awareness that
the COOPprogram is likely to be ineffective, with only a marginal impact at best. When evaluating the health care

bill before it became law, the Congressional Budget Office did not list any direct savings from the new insurance

AT T DAOAOEOAOK /olopgbsell doiOBA BEAOCODOEBAI EOOI A AEEAAO 11 OE/
OAAI OTT1EEAT U O AOOAAI EOE A OECI EEEAAPO | AOEAO POAO/

%5 u.s. Department of Health and Human Services, Centers for Medicare and Medicaid Services, Center for Consumer Information and Insurance Oversight,

G/ 2y adzy SNI h LISNI G S R-0p) prdgrath NBNSB/IARBRY Gttt & y1 Y IR vdzSailiAzyaéds al NOK yI HAMHZ
http://cciio.cms.gov/resources/fundingopportunities/coop foa fag.html.

%6y s. Department of Health and Human Services, Centers for Medicare and Medicaid Services, Center for Consumer Information and Insurance Oversight, Fact

{KSSGY &a@bS¢é CSRSNIEt [2Fy t NEINVADIVStILEI thiRk LINRSFdNBNE NS | 51850 3 W@mIIVVSNI H A MM S
http://cciio.cms.gov/resources/factsheets/coop final rule.html.
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March 8, 2012, http://cciio.cms.gov/resources/fundingopportunities/coop foa fag.html
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March 8, 2012, http://cciio.cms.gov/resources/fundingopportunities/coop foa fag.html
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March 8, 2012, http://cciio.cms.gov/resources/fundingopportunities/coop_foa_faqg.html
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http://www.cbo.gov/sites/default/files/cbofiles/ftpdocs/106xx/doc10642/10-7-baucus letter.pdf; 9 f YSY R2NF X 52dzaAf I ad a[ SGGSNI G2 {
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Surprisingly, even some of the most ardent supporters of the health care law agrd@uring the health reform

debate proponents of a creating a new governmesrun plan were vocal critics of the CE@P program, because

they thought the new insurance cooperatives were untested and would likely be ineffective. A senior Democrat on
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government-run health insurance program, we agree with his analysis of éhnew insurance cooperatives when he
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We suspect that the growing awareness of the many probtes with the new insurance cooperatives was one

reason that even supporters of the health care law effectively agreed to cut $2.2 billion of the original $6 billion
appropriation for the COOP program in the Department of Defense and Fullear Continuing Appropriations Act,
2011(P.L. 11210).174 Because of the many problems with the program, we support repealing the remaining $3.8

billion in funding. This would save taxpayers frm losing funds through more failed governmensponsored loans.

In its place, we support lawmakers replacing the GOPs with proven, commossense measures that lower health
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http://talkingpointsmemo.com/documents/2009/09/rockefeller-to-baucus-conrad-co-ops-are-a-sham.php?page=3
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1" Department of Defense and Full-Year Continuing Appropriations Act, PL 112-10, April 15, 2011, pg. 168. http://www.gpo.gov/fdsys/pkg/PLAW-
112publ10/pdf/PLAW-112publl0.pdf, page 168.
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Device Tax Stifles Innovation

Multiple studies and economic analyses have predicted the health care law would negatively impact job creation.
Now, two years after President Obama signed his controversial plan into law, we continue tests negative
economic conseqguences play out in the marketplace.

Our nation has long been considered the world leader in medical device research and development. One study

found the medical device industry employs 422,778 workers; generates $24.6 biltidn payroll; and ships $135.9

billion in products.175 Employee salaries are approximately 40 percent higher ($58,000 per yedr than the

national average ($41,673)77 The diverse medical technology industry is home to various unique companies. In

fact, 80percent of these companies employ less than 50 workers, and 98 percent employ less than 500 workégs.
' m

The health care law, however, contains a provision that will
stifle medical innovation, limit American competitiveness, and
trigger thousands of layoffs. Starting in 2013, the law levies a
$20 billion tax on medical device manufacturers who develop
and import products such as pacemakers, artificial joints,
surgical tools, and ultrasound equipment. This 2.3 percent tax
affects revenue, not profitsz soregardless if a company makes a
profit, must pay the federal tax each year. On average, profits
compose less than 4 percent of industry wide salé%?

Diana FurchtgottRoth, the former Chief Economist at the U.S.
Department of Labor, conducted a study outhing the significant
burden the new taxes places on the industry. FurchtgofRoth
concludes the study by issuing this warning:
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manufacturers reported taxable income of $13.7 billion and paid $3.1 billion in corporate taxes. The United
States already has one of the highest corporate income tax rates in the world. The new 2.3% excise tax will
roughly double their total tax bill and raise the averageffective corporate tax rate to one of the highest

ArEeEAAOEOA OA@ OAOAO EAA®A AU AT U ET AOOOOU ET OEA
Like other industries, medical device company characteristics, profit margins, and business plans vary widely.
Corporations who enjoy healthy prdit margins will obviously fare better than businesses with very narrow

margins. The chart nearby highlights how some device makers will likely see their profits significantly reduced

from as little as 6.8 percent to as much as 40 perce#t.
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http://www.lewin.com/~/media/lewin/site sections/publications/stateeconomicimpactofthemedicaltechnologyindustry61510.pdf
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77 social Security Administration, 2010 National Wage Index. http://www.ssa.gov/oact/COLA/AWI.htm|
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http://www.medicaldevices.org/node/656.
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http://www.startribune.com/opinion/commentaries/136625483.html

18 Fyrchtgott-Roth, Diana and Furchtgott-w2 § K= | | NBf RE a9YLX 28YSyd 9FF500Ga 2F (GKS BRGtSEcBOMOA AS ¢ E
Enterprises, September 2011. http://www.chi.org/uploadedFiles/Industry at a glance/090711EmploymentEffectofTaxonMedicalDevicelndustryFINAL.pdf

BLLOSNNA O]l 2 5§47 & yiAC fa$ RWENbnbI Cebt& BriP@i& Anghysis- Feb¥uary 2012. http://www.ncpa.org/pub/ib106
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Impact of the Medical Device Tax on 2010 Profits*

(in millions of dollars)

Conians U.S. Profit Device Net Profit  Percent
Pan) Sales (-loss) Tax (-loss) Change
Abiomed $93.10 -S11.60 $2.10 -$13.70 -18.50%
SonoSite $133.00 S$10.00 $3.10 $6.90 -30.70%
Zoll $329.00 S18.90 $7.60 S11.40 -40.00%
nfiiiye $1.130.40  $381.80 $26.00 $355.80  -6.80%
Surgical
Covidien $5,152.00 -$1,065.00 $118.50 -$1,183.50 -11.10%

Medtronic $15,933.00  $3,096.00 $366.50 $2,729.50  -11.80%

* Had the tax scheduled for 2013 been in effect in 2010.
Source: “The Medical Device Tax is a Bad Idea,” MassDevice.com, October 13, 2011. Available at http://www,
massdevice.com/blogs/massdevice-staff/medical-device-tax-bad-idea.

The magnitude of this economic impact for one industry is clearly significant. Companies in the medical device
industry will be forced torespond to the onerous tax burden in several ways.

First, companiesmay increase the price on products, to cover the exgeted shortfall. Even in the highly
competitive technology sector, device manufacturers will likely raise prices to offset the tax. The incentive to raise
prices occurs because the excise tax impacts each company equally.

Second, medical device comparsewill likely shift product manufacturing and distribution outlets overseas!s2
Countries offering decreased operating costs, lower employee wages, and relaxed regulatory settings create a
superior environment in which device manufacturers can economicallprosper.

The excise tax only impacts medical devices sold in, or imported to, the United States. The tax does not affect
medical devices manufactured and sold abroad. However, because of the increase financial burdens on device
companies, manufactures could pursue European product approvabeforeapplying for U.S. Food and Drug
Administration (FDA) approval. The likely impact of this is that American patients will be forced to wait longer
than their European counterparts to enjoy brand new treatment ptions.183

The threat that American device manufacturing businesses will accelerate the transfer of jobs and factories
overseas is real. A recent survey of the medical device industry found shocking responsesoverwhelming

majority of European companies 82.8 percent, voluntarily decide to introduce products in the European market
before doing so in the U.S. And nearly 4 in B® American medical device companies launch their products in
Europe first before unveiling them in the U.S. market. Most alaing, the survey indicates China, Brazil, and India
are the global markets offering superior growth opportunities compared to the United State&* Moreover,

according to a recent survey of venture capital firms invested in medical innovation, more thanlaird of firms

plan to increase investment in life science companies in Europe and Asia, but only about one in ten plan increased
investment in North Americalss
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medicals-kem-hawkins-med-tech-tax

WrR2y3T | Lyed aLYYSyaSte 5FYFaayad aSRAOIE 5S8SOAEGRuag&EDdRAS ¢ E DSG& t NBLRZ &SR
http://americanactionforum.org/topic/immensely-damaging-medical-device-excise-tax-gets- proposed rule
9gYSNEH2 DM dABRX@INt 5S@GA0S Ly Rbuzd: vk erfednBls.dorb/fles/F0l 2ynddicaWdevicer industryBurvey.pdf

185b|u7\2)/|f +Sy(dNB b BIRSLT ' [ Aa8aPOAEGR2YD ¢ wL{YY C929w b92 /[ hat! bL9({ ' b5
October 6, 2011, http://nvca.org/index.php?option=com_content&view=article&id=74:nvca-public-policy&catid=38:nvca-public-policy&Iltemid=91
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Device Tax Hurts American Manufacturing Jobs

4EA EAAI OE AAOA 1 Ax860lyi AAE
jeopardizing American innovation, but also high paying
American manufacturing jobs. Companies are moving to
low-tax nations like Ireland, Costa Rica, Mexico, and
Canada to develop lifesaving and lifealtering medical
devices!8 These same companies artaking those
industry jobs with them.187

Additionally, medical device companies with facilities in
OEA 5838 xEIl AT CACA ET Ox
sustain profit margins 188 According to the Furchtgott
Roth study, the medical device tax will elinmate at least
43,000 high paying American job$8° This figure
represents more than onetenth of all jobs in the device
sector. This loss is amplified when factoring in layoffs occurring through medical device supply chains. The ripple
effects will impactjobs in other sectors such as logistics, material suppliers, trucking, and consumer god#s.

Bracing for the tax to hit, device companies have already started shrinking their payrolls. In November 2011,
Stryker Corp. (SYK) announced it plans to layoffdQ0 workers z directly attributing the move to the medical
device excise tax! A second company, Covidien Plc, announced intentions to layoff 200 workersransferring
those jobs to Mexico and Costa Riég

The loss of jobs also has an impact on locahd regional economies. For example, device manufacturing jobs create
a demand for other goods and services. According to The Lewin Group, for every one job created in the medical
device business, the surrounding community creates an additional 1j@bsto provide services like housing and
groceriesi93 Potentially losing 43,000 jobs means workers all across the countgybut especially in hightech

states like Massachusetts, Pennsylvania, Minnesota, New Jersey, New York, and Wiscgrstand to lose $3.5

billion in employment compensation®4 That is $3.5 billion these workers would have otherwise invested in their
communities.

Device Tax Increases Costs for Americans

Most experts agree that the device tax will increase health care costs. The CBOwa@dlAO OEA EAAI OE
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'8 Furchtgott-Roth, Diana and Furchtgott-w 2 1 K= | F NBf RT a9YLIX 28YSyid 9FFSOG&a 2F (GKS bRGtSECBOMOA &S ¢ E
Enterprises, September 2011. http://www.chi.org/uploadedFiles/Industry at a glance/090711EmploymentEffectofTaxonMedicalDevicelndustryFINAL.pdf
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anticipate that these fees and the excise tax would generally be passed through to health consumers in the form of
higher drug and device prices and higher ing@ance premiums, with an associated increase in overall national
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Repealing Onerous $20 Billion Device Tax Protects Innovation

During the last State of the Union speech, Fielent Obama talked a lot about American innovation. President
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later, the Administration contradicted his lofty rhetoric when the Internal Revenue Service issued the regulation
implementing the tax on medical device manufacturerss

If the Administration wants to getserious about reducing regulations and creating good jobs, then the President

should support repealing this tax. As Stephen Ubl, president and CEO of the Advaridedical Technology
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According to a range of d, the device tax will suppress job creation and limit economic growth, and slow

research and development into breakthrough medical devices. If the White House works with Congress to repeal

the device tax, it will be a good step toward implementing prgOi x OE Bi 1 EAEAO OEAO CAO 1T
moving again.
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for Medicare and Medicaid Services, Office of the Actuary, April 22, 2010. https://www.cms.gov/ActuarialStudies/downloads/PPACA 2010-04-22.pdf

97 president Barack Obama, State of the Union, January 24, 2012. http://www.whitehouse.gov/the-press-office/2012/01/24/remarks-president-state-union-address

1% Department of the Treasury, Internal Revenue Service, Notice of Proposed Rulemaking, February 3, 2012. http://www.irs.gov/pub/newsroom/reg-113770-10.pdf
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