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It’s Time to
REFORM 
Health Care Reform
Is the newly passed health care reform legis-
lation really just the fi rst step toward creat-
ing a new, government-run single-payor 
health care system? The answer is “yes,” ac-
cording to this commentary by Craig Start, 
president of MDA Insurance.

By Craig A. Start, M.B.A.

The health reform bill passed by Congress and 
signed by President Obama in late March repre-
sented an increased effort to cover the uninsured 

and established some important rules and standards in 
order to do so. Most Americans understand this effort to 
help cover those in need. After all, nobody wants anyone 
to go without necessary medical care.

However, there’s another side of the story. For Michi-
gan small businesses such as dental offi ces, most of the 
debate about health care reform has always been about 
costs — specifi cally, how to reduce the costs of providing 
health care coverage for themselves, their families, and 
their employees. As president of MDA Insurance, I have 
heard this loud and clear for more than 15 years. 

Unfortunately, the new federal health care reform legis-
lation has absolutely nothing to do with cost savings. The 
truth is, this new law drives health costs even higher. It 
will raise insurance premiums and increase both taxes 
and the cost of doing business for small-business owners.  

Increased costs for small businesses
Instead of working to control costs in addition to ex-

panding coverage availability, federal health care reform 
has imposed several new coverage mandates. (See the 
cover article in this issue of the MDA Journal for further 
details on new coverage mandates effective Jan. 1, 2011 for 
most health plan sponsors.) No one disagrees that these 
represent enhancements to coverage. However, there’s a 
reason why many plan sponsors have opted not to offer 
these coverages in the past: They cost money. Conserva-
tive estimates for the MDA health plan indicate that the 
coverage and underwriting mandates could add as much 

as 5 to 10 percent to premiums in the fi rst year alone. 
These costs could be leveraged upward in years to come. 

In addition to the short-term premium increases due to 
coverage mandates that begin in 2011, employers and plan 
sponsors can expect other components of health care reform 
to have serious long-term premium and cost implications:

A new health insurance tax. The health reform plan 
calls for a huge ($51 billion over 10 years) tax increase on 
health insurance companies to help fi nance it. Unfortu-
nately, you can expect that to be passed right along in the 
form of higher premiums to you.

A tax on medical devices. Beginning in 2013, we’ll see a 
2.9 percent excise tax on medical devices. Don’t expect 
the manufacturers of these medical devices to benevo-
lently absorb this increased cost of doing business. In-
stead, you’ll foot the bill.

A new tax on drug makers. We’re talking $31 billion 
over 10 years, to be exact. This is sure to be passed along 
in the form of higher costs for drugs and in increased 
premiums of insurers who pay for pharmaceuticals.

New mandates. The health reform legislation contains 
a costly new employer health insurance mandate that re-
quires businesses with 50 or more employees to provide 
government-approved health insurance. Employers that 
do not offer coverage will be fi ned up to $2,000 per em-
ployee each year. The Congressional Budget Offi ce esti-
mates this new mandate will cost employers more than 
$56 billion in direct penalties over the next 10 years. 

The biggest IRS expansion since World War II. The Inter-
nal Revenue Service will function as the government’s 
“enforcer” for the new health care reform legislation, 
monitoring both businesses and individuals to certify 
whether they carry the insurance coverage the govern-
ment requires. IRS agents will be required to verify if 
small businesses offer “acceptable” health care coverage 
to their employees. The Congressional Budget Offi ce has 
estimated that the IRS will need $10 billion in additional 
funds and 16,500 new agents to enforce all the new 
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mandates and collect the needed $520 
billion in new taxes.

Medicare cuts. The new law slashed 
projected increases in Medicare pay-
ments to providers. This will almost 
certainly result in more provider 
cost-shifting to the private sector, 
raising costs even more for employ-
ers and stretching their ability to pay 
for coverage.

Unfortunately for small-business 
owners, what is painted here is a pic-
ture of substantial cost increases, 
most of which will be passed directly 
on to them in the form of higher costs 
for medical supplies, pharmaceuticals 
and insurance premiums. 

The success of the law hinges greatly 
on keeping employers in the game. If 
employers drop out because providing 
coverage no longer is affordable, the 
government will need to subsidize pre-
miums for the millions of employees 
and their families who will be losing 
their employer-based coverage. The 
costs to the government will explode. 

Individual mandated coverage
The new health reform legislation 

imposes an individual mandate. This 
means that in 2014, U.S. citizens and 
legal residents are required to obtain 
“minimum essential benefi ts” con-
sisting of at least “bronze-level” cov-
erage (yet to be defi ned) or, if appli-
cable, catastrophic coverage. There 
are taxes and penalties for non-com-
pliance. Concurrent with this man-
date is the availability of vouchers 
to help individuals with incomes up 
to 400 percent of the poverty level 
purchase this coverage. The vouchers 
are only good through government-
run insurance exchanges.

Insurance company taxes and 
mandated loss ratios

No one feels sorry for insurance 
companies. And, most everyone can 
agree that some reforms are neces-
sary to address certain practices of 
commercial, for-profi t health insur-

Insurance is, after all, the ultimate 
rainy day/catastrophe/emergency fund. 
Yet this new federally mandated 85 
percent clause may not allow an insur-
ance company to save any money for 
such catastrophic instances, nor to 
plan adequately for future needs.

Single-payor system?
So, we have employer costs going 

out of control; individuals who are 
forced to buy coverage, but only get 
assistance if they buy from govern-
ment exchanges; and insurance 
companies in a position where they 
may want to leave the market be-
cause they are not able to properly 
run their business, and they can’t 
recoup their costs if something cata-
strophic happens. 

Who will save us from this great 
dilemma? Why, the federal govern-
ment, of course.

The irony here is that the govern-
ment, which caused all this fi nancial 
hardship, will eventually be forced 
to provide the “administrative over-
sight” to sort everything out. During 
the debate on health care reform, 
many pro-reform advocates told 
Americans, “If you like your cover-
age, you’ll be able to keep it.” How-
ever, reading between the lines, it ap-
pears that the end goal of health care 
reform for many in Washington is ac-
tually a single-payer, government-
run system. 

Stakeholders can continue to cut 
“deals” with Washington lawmakers, 
and continue to pretend and hope, 
but the real objective of health care 
reform is starting to become clear. 
The agenda is to fragment the system 
in ways that make going back impos-
sible; to turn stakeholders such as 
employers and employees against 
each other; and to isolate and fi nan-
cially bleed insurers to death. 

Reform may artifi cially move 
money around, but it won’t save any-
thing. It simply swaps less service, 
less choice, less control, and higher 
costs for the luxury of having the 
government “manage” the health 
care system.

Yes, we desperately need health care 
reform. But it’s also clear that reform 
itself is what really needs reforming. G

ance carriers. However, reform advo-
cates seem to be using this fact to 
carry out an agenda of imposing 
hardships on insurers. 

We have already discussed the new 
tax on insurance companies. How-
ever, a lesser-known part of the health 
care reform package may cause in-
surance companies to bail from the 
health insurance market altogether. 
This provision requires large group 
plans to spend 85 percent of every 
dollar received each year in the deliv-
ery of care. While that goal sounds 
admirable, that’s a very aggressive 
number. Overhead for employees, 
rent, phones, claim processing, tech-
nology, etc., has traditionally run 
right at the allowed 15 percent mark, 
and only for plans that have the very 
best systems in place. 

According to the new law, the in-
surers will have to spend the other 
85 percent each year on care, or send 
it back to the group purchaser. What 
this mandate does is leave no room 
for insurance companies to save 
money for the future, invest in better 
systems, or to sustain catastrophic 
losses. In the insurance world, this is 
known as “reserves” or “reserving.” 

The problem here is that the new 
health reform law violates a primary, 
fundamental insurance rule that any 
person in the insurance industry has 
known for years — but which politi-
cians can never quite seem to grasp. 
You can’t spend every cent you take 
in every year and simultaneously 
plan adequately for the future, and 
you most certainly can’t function on 
any sustained basis by spending more 
than you take in every year. 

A detailed discussion of insurance 
reserves is beyond the scope of this 
article, but perhaps an analogy might 
be helpful. This is the fi nancial equiv-
alent of spending every cent you have 
every year, even though you know you 
should be saving for your rainy day/
emergency fund and saving some 
money for retirement. When the roof 
leaks, you have no way to fi x it; when 
the car breaks down, you end up walk-
ing; when you retire, you can’t pay for 
your rent, food, or the basics of sur-
vival. Essentially, you are headed for 
fi nancial disaster.

Time to Reform Health Care Reform
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