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Healthcare Law Insurance and Policy
Questions and Answers

Posted on March 25, 2018

Healthcare law and financing in the United States are shaped by overlapping federal and state
statutes, employer benefit rules, public insurance programs, private contracts, professional liability
standards, and fraud-control laws. The original questions in this assignment address several of the
most important parts of that system: ERISA, malpractice litigation, healthcare fraud, the Affordable
Care Act, Medicare and Medicaid financing, employer-sponsored insurance, and possible policy
reforms. These topics should not be treated as interchangeable. ERISA regulates many private
employee benefit plans; the Affordable Care Act changed coverage rules and created insurance
marketplaces; Medicare primarily covers older adults and certain people with disabilities; and
Medicaid is a joint federal-state program for eligible low-income populations. The following responses
preserve the original question-and-answer format while correcting those distinctions and explaining
how the laws interact.

How Does ERISA Create Differences Between
Large and Small Employer Healthcare Coverage,
and How Does It Affect State Regulation?
The Employee Retirement Income Security Act of 1974 establishes federal minimum standards for
most voluntarily created retirement and health plans in private industry. ERISA requires plan
information, fiduciary responsibility, claims and appeals procedures, and participant rights to sue for
benefits or fiduciary breaches. It does not require every employer to offer health insurance, nor does
it guarantee identical benefits across employers. Differences between large and small employers
arise mainly from financing capacity, bargaining power, administrative resources, and whether a plan
is fully insured or self-funded. Large employers are more likely to self-fund claims and purchase
administrative services or stop-loss coverage. Smaller employers more commonly buy a group
insurance policy, although arrangements vary (Employee Retirement Income Security Act, 1974).

ERISA’s preemption provisions create a major regulatory distinction. States generally regulate
insurance companies and the policies they sell, so a fully insured employer plan is indirectly affected
by state benefit mandates and insurance rules through its insurer. A self-funded ERISA plan is
generally protected by the “deemer clause” from being treated as an insurer for state regulatory
purposes. Federal requirements still apply, including provisions added through laws such as COBRA,
HIPAA, the Mental Health Parity and Addiction Equity Act, and the ACA. This division can create
different benefit rules for employees living in the same state, depending on whether their employer
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purchases insurance or pays claims directly (U.S. Department of Labor, Employee Benefits Security
Administration, 2026).

How Does Malpractice Litigation Contribute to
Healthcare Costs, and Does It Improve Quality and
Safety?
Medical malpractice law allows patients to seek compensation when a healthcare professional
breaches the applicable standard of care and causes injury. Litigation contributes to costs through
liability premiums, legal defense, claim administration, settlements, judgments, expert testimony, and
time spent in legal proceedings. It may also encourage “defensive medicine,” in which clinicians order
additional tests, referrals, or documentation partly from concern about liability. However, estimates of
defensive-medicine costs vary, and not every additional test is unnecessary. Some cautious practice
improves safety, while excessive testing can expose patients to false positives, radiation,
complications, and financial burden.

The malpractice system has several useful functions. It can compensate injured patients, reveal
serious negligence, create incentives for safer practice, and provide public accountability. Its
limitations are substantial. Many patients harmed by preventable error never file a claim, while claims
can take years and produce inconsistent outcomes. Legal proceedings focus on individual fault and
may not address system failures such as staffing, communication, equipment design, or
organizational culture. The system is therefore an imperfect quality-improvement mechanism.
Patient-safety programs, confidential incident reporting, root-cause analysis, licensing discipline,
accreditation, transparent communication, and early-resolution programs are also necessary. Liability
should not be eliminated, but it should be integrated with systems that learn from error instead of
relying only on adversarial litigation.

What Laws Can the Government Use to Challenge
Improper Financial Dealings Involving Healthcare
Providers?
The False Claims Act is one of the federal government’s principal tools for addressing false or
fraudulent claims for payment. It can apply when providers knowingly bill federal programs for
services not provided, medically unnecessary care, inflated costs, or claims that conceal material
noncompliance. The law includes qui tam provisions allowing private relators to bring actions on the
government’s behalf, subject to statutory requirements (U.S. Department of Justice, 2026).

The federal Anti-Kickback Statute prohibits knowingly and willfully offering, paying, soliciting, or
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receiving remuneration to induce or reward referrals involving federal healthcare program business.
The Physician Self-Referral Law, commonly called the Stark Law, generally restricts physicians from
referring Medicare patients for specified designated health services to entities with which the
physician or an immediate family member has a financial relationship, unless an exception applies.
The Civil Monetary Penalties Law authorizes administrative penalties for specified misconduct.
Criminal healthcare-fraud statutes can address schemes to defraud benefit programs. HIPAA created
healthcare-fraud offenses and administrative simplification rules, while HITECH strengthened health-
information technology and privacy enforcement; neither is a general substitute for the False Claims
Act or Anti-Kickback Statute. State laws may add insurance fraud, corporate practice, fee-splitting,
licensing, Medicaid fraud, and consumer-protection provisions (U.S. Department of Health and Human
Services, Office of Inspector General, 2026).

How Did the Affordable Care Act Increase
Healthcare Coverage?
The ACA expanded coverage through several mechanisms rather than by creating an insurance
program only for older adults. It established health-insurance marketplaces where eligible individuals
can compare qualified plans and receive income-based premium tax credits. It expanded Medicaid
eligibility to many low-income adults in states that adopted the expansion, although the Supreme
Court made expansion optional for states. It generally prohibited individual and small-group insurers
from denying coverage or charging more because of pre-existing conditions. It allowed young adults
to remain on a parent’s plan until age twenty-six, prohibited lifetime and annual dollar limits on
essential health benefits, and required many plans to follow consumer-protection and preventive-care
rules (Patient Protection and Affordable Care Act, 2010).

The ACA’s employer and individual-market reforms work alongside Medicare rather than replacing it.
Medicare existed decades before the ACA and primarily serves people aged sixty-five and older,
certain younger people with disabilities, and people with specified conditions. Medicaid is a separate
federal-state program. The ACA changed aspects of both programs, but it should not be described as
the name of a universal older-adult insurance plan.

What Are Essential Health Benefits?
Essential health benefits are ten broad categories that must be covered by non-grandfathered plans
in the individual and small-group markets, subject to federal and state benchmark rules. The
categories include ambulatory patient services; emergency services; hospitalization; maternity and
newborn care; mental-health and substance-use disorder services, including behavioral treatment;
prescription drugs; rehabilitative and habilitative services and devices; laboratory services; preventive
and wellness services and chronic-disease management; and pediatric services, including oral and
vision care. The requirement creates a minimum scope of coverage but does not mean every plan
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uses the same network, formulary, deductible, or cost sharing. Large-group and self-funded plans are
regulated differently, although other ACA protections may still apply (Centers for Medicare & Medicaid
Services, 2026).

What Is a Medical Loss Ratio?
A medical loss ratio measures the proportion of premium revenue used for clinical services and
healthcare quality improvement rather than administration, marketing, and profit. Under the ACA,
insurers in covered markets generally must spend at least 80 percent of premium revenue in the
individual and small-group markets and 85 percent in the large-group market on medical care and
quality improvement, subject to detailed calculation rules. If an insurer fails to meet the applicable
standard, it generally owes rebates. The MLR is a value and accountability measure, not a direct
measure of whether every individual claim is handled properly. A high ratio may reflect efficient care
spending or unexpectedly high claims, so it should be interpreted with other financial and quality
indicators (Centers for Medicare & Medicaid Services, 2026).

What Financial Challenges Affect Medicare and
Medicaid?
Medicare faces long-term pressure from population aging, healthcare prices, utilization, prescription-
drug spending, chronic illness, technological change, and the relationship between payroll-tax
revenue and covered benefits. Part A is financed mainly through payroll taxes and a trust fund, while
Parts B and D rely heavily on general federal revenues and beneficiary premiums. Medicare
Advantage introduces additional questions about payment accuracy, coding intensity, quality
measurement, and plan oversight. Reducing waste without restricting necessary care requires better
payment design, fraud control, price policy, and chronic-disease management.

Medicaid financing is shared between federal and state governments, with federal matching rates
varying by state and eligibility group. Enrollment and spending rise during economic downturns, when
state revenues may fall. States must balance provider payment, optional benefits, eligibility
administration, long-term services and supports, prescription drugs, managed-care oversight, and
access to clinicians. Low payment rates can limit provider participation, while excessive
administrative barriers can interrupt eligible people’s coverage. Medicaid is not only an older-adult
program; it covers eligible children, parents, adults, pregnant people, older adults, and people with
disabilities, and it finances a large share of long-term care.
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How Did Tax and Regulatory Policy Shape
Employer-Sponsored Insurance?
Employer-sponsored insurance grew during the twentieth century partly because wage controls
during World War II encouraged employers to compete through fringe benefits. Federal tax policy
then reinforced the system by generally excluding employer contributions for health coverage from
employees’ taxable income. This exclusion makes job-based insurance financially attractive but also
directs a large tax benefit toward people with employer access and higher tax rates. Collective
bargaining, labor-market competition, state insurance regulation, ERISA, Medicare’s rules for working
older adults, COBRA continuation coverage, HIPAA portability protections, and ACA employer
responsibilities further shaped the system.

The Internal Revenue Service administers tax provisions, but no single “Department of Taxation”
designed employer insurance. Congress enacted the statutes, federal agencies implement different
parts, states regulate insurers and markets within their authority, and employers decide whether and
how to offer plans. The system is the result of historical layering rather than one planned national
design.

Which Reforms Could Improve Coverage and
Financing?
Useful reforms should address affordability, access, transparency, continuity, and value. One option is
to strengthen automatic enrollment and simplify eligibility transitions among Medicaid, Marketplace,
and employer coverage so people do not lose insurance because of paperwork. States can use
reinsurance or other risk-stabilization approaches to reduce individual-market premiums, while
federal policy can adjust subsidies and cost-sharing assistance for households facing high out-of-
pocket costs. Network adequacy and timely access standards can make an insurance card more
meaningful.

Consumers also need understandable information about premiums, deductibles, drug coverage,
provider networks, prior authorization, and expected prices. Transparency should be paired with
decision support because raw price files do not automatically create informed choice. Payment
reforms can reward coordinated primary care and patient outcomes while avoiding incentives to deny
complex care. All-payer claims databases can support public analysis where legally permitted, though
ERISA preemption and privacy rules must be considered. Fraud enforcement should target deliberate
misconduct without making clinicians afraid to report and correct ordinary mistakes.

Medicare and Medicaid reforms should protect beneficiaries while improving payment accuracy.
Policies may include stronger auditing, modernized eligibility systems, better integration for people
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eligible for both programs, investment in home- and community-based services, support for rural and
safety-net providers, and negotiation or competition strategies addressing high prices. Malpractice
reform could include early disclosure and compensation programs, specialized expertise, patient-
safety protections, and preservation of access to court when serious disputes remain.

Conclusion
Healthcare law in the United States is a network of related but distinct systems. ERISA protects many
private employee benefit plans and limits some state regulation, especially for self-funded plans.
Malpractice litigation can compensate patients and deter negligence, but it is too slow and incomplete
to serve as the only safety system. The False Claims Act, Anti-Kickback Statute, Stark Law, and
related laws address improper financial relationships and billing. The ACA expanded coverage through
marketplaces, subsidies, Medicaid expansion, and insurance reforms; it is not the same as Medicare.
Medicare and Medicaid face different fiscal and access challenges, while employer-sponsored
insurance reflects tax policy and historical labor-market development. Effective reform requires legal
accuracy, administrative simplicity, transparent financing, continuity of coverage, and protection of
patients rather than the assumption that one statute can solve every problem.
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