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- INTRODUCTION

The Congressional Rudget Office (CBQ) and the Joint Commitiee on Taxatlon
(JCT) bave prepered thiz preliminary enalysis of the Health Security Act, as
ordered rtported by the Sen.am Comsirtes on'Finance on July 2, 1994. The
anslyils is based on the description of the Chalrman's mark of June 28, the errata
sheet of June 29, the amendments adopted during the Committes's markup, and
information provided by the Comumittee’s staff. Although CBO and JCT have
‘worked closely with the staff of the Committee, the estimste does not reflect
detailed specifications for all provisions or final legisietive language and must
therefore be regarded as preliminary,

The first part of the analysis is 8 review of the financial impact of the
proposal. The financlal analysis includes estimates of the proposal's effects on the
fedsral budget, the budgets of state and local governments, bealth insurance
coverage, and national health expenditums. The analysis also includes a
description of ths mgjor assumptions that CBO has made affecting the estimats.

The second part of the!analysis comprises a brief assessment of con-
tiderations arising from the proposal's design that could affect its implementation.
The issues examined in this discussion are similar to thoss considered in Chapters
4 and § of CBO's analyses of the Administration’s health proposal and the
Managed Competiion Act.

FINANCIAL IMPACT OF THE PROPOSAL

The Health Secority Act, &8 ordered reported by the Senste Committes on Finance,
aims to Increase health insurance coverage by reforming the market for health
insurance and by subsidizing its purchase, In the Congressional Budget Office’s
catimation; the proposal would edd about 20 million people to the inturancs rolls,
and the number of uninsured would drop to 8§ percent of the population. Initially,
the proposal would add to netional health expenditures, but by 2004 nationel
health expeaditures would be slightly below the baseline. Over ths period from
1995 to 2004, the proposal would slightly reduce the federal budget deficit, and
it would ultimatsly reducs stats and local government spending as well.

: The estimated effects of the proposal are displgyed in the four tables at the

end of this document, Table 1 shows the effect on federal outlays, revenues, and
the deficit. Table 2 shows the effects on the budgets of siate and Iocal
governments, Teables 3 and 4 provide projections of heelth insurance coverage and
national health expenditures, respectively. .

Like the estimates of other proposals for comprehensive reform--such as the
single-payer plan, the Administration’s proposal, the Managed Competition Act,
and the bill reported by the Committss on Ways and Means—CBO's estimstes of




the effects of this proposal are unavoidably uncertain. Nonetheless, the estimates
provide useful comparauve information on the relatve costs and savings of the
- different proposals. In esumanng the Finance Committea's pmposal CBO and
JCT have mads the following major assumptions ebout its provisions.!

He its and

. The Pinance Committes’s proposal would establish a standard package of health

.insurance bencfits, whose actuarial value would be based on that of the Blue
Cross/Blue Shield Standard Option under the Federal Employees Health Benefits
program. The Congresslonal Reséarch Service and CBO estimate that such a
benefit package would initially be 3 percent less costly than the average benefit
of privately insured people today and 8 percent less costly then the benefit
package in the Administration’s proposal.

The proposal adopts the four basic types of health insurance units included
in the Administration’s proposal--single adult, married couple, one-parent family,
and two-parent family. In general, workers in firms with fewer than 100
cmployees (and their dependents) and people in families with no connection to the
labor force would purchase health insurance in a community-rated market. Firms
employitig 100 or more workers would be experience.rated. The estimated
average premiums in 1994 for the standard benefit package for the four types of
palicies are as follows

Community- Experience-
Rated Pool
Single Adult §2,330 $2,065
Married Couple $4,660 $4,130
One-Parent Family $4,544 $4,027
Two-Parent Family $6,175 $5,472

 In addition, separate policies would be available for children eligible for subsidies,
ag explained below. Supplementary insurance would be available to cover costs
sharing amounts and services not included in the standard benefit package.

1. . For descriptions of CBO's catimadng methodology. aco Congrossional Budger Office, Aa Anslysis of ihe
Adminlstrotion's Health Propoyal (February 1954), and An Analyrls of the Mancged Campaiiion Act (April 1594).
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Subsidjes

The proposal would establish a system of premium subsidies: for low-income
people to encourage the purchase of health insurance, Families with income
below 100 percent of the paverty level would be eligible for full subsidies, and
those with income between 100 percent and 200 percent of poverty would: be
eligible for partial subsidies. Ths pamal subsidies would be phased in between
1997 and 2000 by gradually increasing ‘the income cligibility level, In addition,

children and pregnant women with income up to 240 percent of the poverty level
would be eligible for special subsidies. :

In determining eligibility for premium subsidies, a family's jncome would be
_ compared-with the federa] poverty threshold for that family's size, except that the
threshold would be tha same for families with four or mare membars. The

- estimats asmimes that this limitation would apply for computing both regular

subsidies and the specia! subsidies for children and pregnant women.

The maximum amount of the subsidy would be based on family income
relative to the poverty level and on the weighted average premium for community.
reted health plans in the area. The estimate assumes that a family’s subsidy could
not exceed the amount it pald for coverags in a qualified health plan. Therefore,
if an employer paid & portion of the premium, the subsidy could at most equal the
farnily’s portion of the premium. The estimate also assumes that, except fn 1997,
the same formula would be used in each year ta compute the amount of the
subsidy, but that during the phase-in period no subsidies would be available to
people above the applicable cligibility level.

Families would not be eligible, ths estimate agsumes, for both regular
premium subsidies and special subaidies for children and pregnant women, but
they could choose to receive the larger one. Familles could usc the special
subgidies to help purchase coverage for the entire family, or they could purchase
coverage only for the eligible childrea and pregnant women.

Families, children, and pregnant women with income below the poverty
thraghold would also be eligible for reduced cost sharing, as determined by the
National Health Benefits Board, The estimate assumes that the board would
require nominel cost-sharing payments. Health insurance plans would be required
to absorb the cost of this reduced cost sharing. In addition, states would have the
option of provlding sibsidica for cost sharing for people with income between 100
percent and 200 percent of the poverty level. The federal government would pay
up to $2 billion a year to assist the statss in providing thess optional cost-sharing
subsidies, and states would have to pay the rest of the cost.



The system of subsidies would be administered by the states. States would

"have the option of providing subsidies 1o eligible people beginning in 1996 and

would- be raquircd to provide subsidies starting 1o 1997. Because of the
difficulties involved In setting up the necessary administrativs apparatns, the
estimate assumes that states would not begin paying subsidies until 1997,

Medicald and Medi

Medicaid beneficiaries not recelving Supplemental Security Incoms would be
integrated into the gencral program of health cars reform and would be eligible

© for federal subsidies in the same way as other low-income people.” Mediczid

would continue to provide these beneficiarics with 8 wraparound bencfit covering
certain beelth care services not included in the standard benefit package. Statex
would be relieved of their portion of Medicaid coses for those beacficiaries but
would be required to make maintenance-of-cffort payments w the federal
governmsnt, The estimate assumes that thesc maintenance-of-¢ffort payments
would cqual the eppropriste portion of the states' Medicaid spending in 1994,
increased in subsequent years by the rate of growth of national health expenditures
plus an adjustment factor.. The adjustment factor would equal 1 percentnge point
through 1997 and would be gradually reduced to zero by 2002.

Ths proporal would gredunlly phase out federal Medicaid payments to
disproportionste thare hospitals (DSHs). The estimate assumes that DSH
payments would be limited to 10 percent of madical assistance payments in 1997,
8 percent in 1998, 6 percent in 1999, and 4 percent in 2000, In 2001, DSH
payments would be repealed and would be replaced by 2 program to make
payments o vulnerable hospitals, That program would have an annual
appropration of $2.5 billion.

Among the proposed changes In Medicare ig 2 revision in the method of
reimbursing Medicare risk contractors, Tho cstimato assumes that this provision

"{5 intended to even out reimbursement rates without adding to total costs.

Revenues

The Commlttee’s amendment that added the special subsidies for children and
pregnant women also provided that the cost of these subsides would be covered
by proporticnal increasea in all of the reyenue-raising measures in the proposal,
as needed to keep the proposal from adding to the deficit. The estimate includes
additional revenucs of $13.6 billion over the 1996-2001 perlod as & result of this

provision.
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In the present estirnates, the fail-safe mechanism would not be called into play.
If necessary, however, the proposal would scale back eligibility for premium and
cost-sharing assistance, reduce the ncw tax deductions, and increase the out-of-
pocket limits in the staridard benefit package to prevent the proposal from adding
to the deficit over a period of years. The deficit would be allowed to increase in
any one year, however, but by no more than the amount of any cumulative savings
from previous years.

Unforeseen circumstances—such a3 & major recession, an acosleration in the
growth of health cars costs, or & mare rapid increase in the number of Medicare
or Medicaid beneficlarles--could create & shortfall in funding and trigger the fail-
sefe mechenism, Although the proposal would give the Administration some
flexibility in offsetting any unfinanced health spending, the bulk of any savings
would have to come from limiting eligibility for subsidies. As a result,
application of the fail-safe mechanism could make previously cligible people

"ineligible for subsxdxca and would reduce the extent of health insurance coverage.

OTHER CONSIDERATIONS

Like other fundamentzl reform proposals, the plan reported by the Senaté Com-
mittee on Finance would require many chenges in the current system of health
insurance. For the proposed system to function effectively, new data would have
to be collected, new procedures and sdjustment mechanisms developed, and new
institutions and administrative capabilities created. In preparing the quantitative
estimates presented in this assessment, the Congressional Budget Office has
assumed not only that all those things could be dene but also that they could be
accomplished in the time frame laid out in the proposal.

. In CBO’s judgment, however, there exists a significant chance that the
substantial changes required by this proposal-and by other systemic reform
ptoposals—could not be echieved as assumed. The following discussion sum-
marizes the major areas of possible difficulty as well as some other possible
consequences of the proposal.

dius

The proposal, like most others, agsumes that an effective system could be designed
and implemented to adjust health plans’ premiums for the actuarial risk of their
cnrollees. In fact, the feasibility of developing and successfully impJementing such
2 mechanism in the foreseeable future is highly uncertain, Inadequate risk-



adjustment techniques would have adverss consequences for both the community-
rated and the experience-rated health insurance markets,

The primary purpose of the ns.k-adjusment system in the community-rated
market would be 1o redigtribute premium payments among bealth plans,
compensating them for differénces in risk. Without effective risk adjustment, the
profitability of health plans in thoss markews wonld be parly determined by the
plans’ skl in artracting relatively healthy people. Since high-cost plans would bs
subject to a premium tax uader this proposel, an effective risk adjustment would
alzo be important to ensure that health plans wers not taxed becaute their
enrgllees presentsd a higher risk.

. While there would be no risk-adjustment payments {n the experience-rated
market, edch plan that was not self-insured would have w have a risk-adjustment
factor in order ta detérmine whether it was lisble for the tax on high-cost plans,
Developing such fectors would be extraordinarify difficult becavse the agency
responsible for doing that would have to collect and analyze gignificant amounts
.of infarmation from the many bealth plang, some of which would be very emell,
that made up the experience-rated market.

! Responsibi

Virtually 211 proposals to. restructure the health care system incorporste major
additional administrative, monitaring, and ovezsight functions that some new or
existing epencies or organizations wonld hava to underteke, A key question with
any proposal 18 whether the designated nrgani2ations would have the appropdate
capabilities 4nd resources to perform their roles. In the Senate Finance Come
mittea’s proposal, states would bear the brunt of many of the regpanaibilities for
implementation, and it is uncertain whether~and, if so, how soon-some states
would bo ready o assume them.

The states’ primary responsibilities nnder the proposal would fall {nto four
broad arcas:

0  dewrmining eligibility for the new subsidies and the coatinuing
Medicaid program:;

o  administering the subsidy and Medicaid programs;

o  establishing ths infrastructure for the effective fuucuorung of health
cars markets; and

o regulating and monitoriag the health insurance industry.
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i iceid. The task of establishing and
monitoring eligibility for subsidies would bes an enarmous ons for states, even
_withaqut the comhplications resulting from the dual structure that would subsidize
premiums using two sets of rules (discusssd in mare datail below), According to
- CBO's estimates, in the year 2000, sbout 30 million families and single
Individuals would be recejving subsidies for hsalth insurance premiums at any
time. The actual number of applications would be much greater than that because
of changes in employmiat, family stams, or geographic location during the year.
In gddition, because Medicaid would bo requwad to provide wraparound benefits,
statas would have 1o continue to opatste their Medicaid eligibility systems using
income critaria for families with more than four members that were different from
the criteria used by the premium subsidy program.

States would also bear the responsidility for the required end-of-year
reconcilistion process in which the incoms of § subsidized family was checked to
ensure that the family received the appropriste premium subsidy. Reconellietion
would be & major undertaking sioce, altiough fedcral income tax information

could be used, many of the familles receiving subsidies would not be tax filers.
Morcover, the process would require extensive interstate cooperation in arder to
track people who moved from one stats to another during the year,

ng the Subsid fepi . The statee would havs ather
mgjor administrative responsibilities for the subsidy and Medicald programs. In
particular, they would make subsidy paymeats to health plans and engege in
outreach efforts to encourage enrollment of the low-income pepulation. Health
plans would be required o have an open-enroliment period of 90 days during the
first year and only 30 days in all subsequent years. Establishing effectiys outreach
‘progrems would thsrefors be essential to ensure that [ow-income people earolled
in health plans during the open-enrollment window.

"The optional programs in which states could participate would also have
major administrative components. ' States electing to subsidize cost sharing for
peoplé with incoms between 100 percent and 200 percent of the povesty level
would be responsible for administering those subsidies. Similary, states would
have to administer the complex system of subsidies incorporated in the proposal
if they chosa to expand home- and community-based services for the disabled
States could aleo choose to enroll beneficleries of the Supplsmeatsl Securlty
Income program in health plane, in which case they would have to negotiatc
separate premiums,

Mnm Stat:a would be mquhed todc.ugmm the geogmphic boundmea for tha
community-rating areas as well as the service areas for implementing the
provisions regarding essential community providers, The liability for the tax on
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high-cost community-rated and experience-rated plans would be calculated
geparately for cach comimunity-rating erea. In eddition, states would have to
sponsor or establish purchasing cooperatives to serve those communiry-rating aress
in which nona were established voluntarily.

States would also have ongoing responsibilities for ensuring that health care
- marksts functioned eﬂ‘ecuvely Those segponsibilitics would includs establishing
the system for adjusting premiums for risk, operating reinsurance pools until the
risk-adjustment system was operating effectively, and redistributing losges.
resulting from the requirement that plans absorb the cost-shering expenses for
people with lncome below the poverty threshold.

Providing consumers with the ncecssary information to make informed
choloes among health plans would be anothar functioa of the states. States would
. be requirad 1o produce annual, standardized information comparing the perfor-
mance of health plans in each community-rating area; they would also distribute
that information, educate and provide outreach to consumers, and respond to
complaints from consumers. To do all ¢hat effectively would require that states
sstablish extensive systems for reporting and analyzing data and qualitative
information, They would alzo be responsible for ensuring that health plans met
federal standards for data reporting.

: dustry. The responsibilities for
cmfying msured heahh p!ans. self-ms\m:d plm: that operated in one state only,
ang insurgnce plans for long-term care would el fall on ths states. So too would
the task of enfarcing the new heglth insurance standards. Consequeatly, the dutles
of state insuraice departments would grow considerably. Not only would they be
responsible for many more health plans than they oversee today, but the activitles
they would bave to monitor would be much more exicngive. Statcs would be
encoureged to use private accreditation organjzations to assist them with these
tasks, '

Stateg would, moreover, be required to sct in the event that health plans did
not meet federnl standards. For example, they might have to operate failed of
nancompliant health plans for a transitional perdod to ensure continued eccess for
the plans’ enrolless, develop comrective programs, or design other options.

States would heve to develop and implement programs to recover payment
from antomobile insurers for medical services resulting from sutomobile accidents,
These programs would be required 10 bave electronic data bases and include
mechanisms for regolving Habllity issues or disputes rapldly.



At present, state insurance departments vary widely in their capabilities. It
seems doubtful, therefore, that all of them would be ready for such an expanded
role by 1997. ' '

The Dysl System of Subsidies

The proposal includes two subsidy schedules--one for low-income families end the
other for low-income children and pregnant women. The two subsidy schemes
would have {0 be integrated because children and pregnant women are a part of
families; but integrating them in a sensible and administrable fashion would be

- extremely difficult. As now.structured, the dual system of subsidies would create
a confusing array of options from which low-income families would have to
choose, would greatly complicate state administration of the already burdensome
processes for determining eligibility and reconciling subsidies at year-end, and
could result in real or perceived inequities in the treatment of low-income
families.

In making its estimates, CBO assumed that no family could participate in
both subsidy schemes st the same time but that families could choose whichever
scheme gave them the larger subsidy, Permitting families to participate in both
programs concurrently—~for example, by obtaining special subsidies for the children
individually as well as regular subsidies for single or dual policies for the parents
=-conld cause the estimated cost of the subsidies to be somewhat higher than that
shown in Table 1.

dnsurance Coste for Moderate-Sized Firms

As is the case under other proposels that limit participation in the community-
rated market to small firms and nonworkers, some moderate-sized firme~those
with 100 10 300 or 400 employees.might face relatively high costs for coverage
under the Senate Finance Committee's proposal. Just as they do under the current
system, such firms would have to either self-insure or offer coverage through the
experience-rated market. Moreover, they would bs required to provide their

~ employees with a choice of three plans, including a fee-for-service plan. Thus,

the enrollment in somie of those plans could be extremely small, especially since
some employees in families with two workers could obtain their coverage
clsewhere.

Small enrollments would, in tumn, result in high administrative costs.
Furthermore, because the firm’s premiums would be experience-rated, a single
employee with 2 costly medical problem could raise the firm’s premiums
significantly. Some plans could end up with ever-increasing premiums and



shrinking enroliment 13 people who could obtain cheaper coverage through their
spousc’s employer left the plan, mising its premiums farther, At e minimum,
employees would no longer bave a realiatic chojce of thres plans, and in extreme
cascs, all three plana might be quite expensive, In principle, individuals with .
income below the poverty level enrolled in such plans would be fully subsidized,
but’'in fact they might have to contribute to the costs of their covarage if the
premiums for all thres plans were above the average for the community-rated
market, which determines the maximum posaible subsidy.

Jax on High-Cost Health Plans

The proposed tax on high-case health plans would be difficult to iroplement. It
would, moreover, result in different effective tax rates on excess premiums of the
bealth plans offered by differsat fnsurers or sponsars. These differences might be
viewed as arbitrary bacauge they Would vary tignificanly within and among
comumunity-rating areas.

The tax would be imposed at a 25 percent rats on the amount by which bigh-
cost premiums excesded a targst premium set for each community-rating area.
Various sdjustments would be made to premiums to determing which plana would
be classified as having high costs. Those adjustmerits would be difficult to maks.
Moreover, soms of the necessary adjustments--such as those for differences in risk
- angd the cost of living emong geographic areas—~would require data and metho-
dologies that do not now exist.

The effective tax rate on excess premiums would generally be much higher
than the statutory vale of 25 percent for two reasons. First, unlike most ather
exclse taxes, this one wouid niot be a deductible expense for health plans and self-
insuced employers; in effect, the tax would be paid from after-tax, rather then
before-1ax, profits. Second, if insurers that expected to be subject to the tax
increased their premiums to reflact the additional tax ligbility, both their excise tax
and income tax liabilitles would also rise. As 8 result, the effectiva tax rsts on
excess health insurancs premiums would not be 25 percent but 62.5 percent for
most plans offered by taxable insurers and 33 percant for nontexable (nonprofit)
insurers. Self-insured employers who reduced other compensation to offset their
higher cxpenses for health beneflts would face an effective tax rate of 38.5 percent
{f they were taxable corposations and 25 percent if they were nontaxable sponsars
aof a health plan,

: Although the tax would provide incentives for insurers 1o offer lower-cost

plans, how insurers would actually respond is unclear. Because the calculation of
the &ax would be based on the combined cost of standard and supplemental
policies, insnrers might, for example, try to discourage anrollces from purchesing
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" supplements by ruising those premiums considerably. Altematively, they might
not offer supplementa! policies at all. A more fundamental problem for insurers
is that they would not know ths target premium--and, heace, their potential tax
liability--at the time they establishad their preminms because those targets would
be announced 90 days after the end of each open-carollment period. That
uncertainty would tond to iacrease the marging berween insurance premlums end
expected payouts ag insurers attempted to protect themselves from the possibllity
that their plan would be considered a high-cost plan and thus subject to the tex.

The tex might be considered inoquitahls for a varicty of reasans. In some
community-rating areas, 8 amall number of hsalth plens—perhaps two or three-
might dominats the market. Using the criterion that high-cost plang covered 40
percent of the primary insured population in an ares could neccssitate highly
arbitrary decisions in the face of such indivisibilities. (For example, the highest-
priced plen might cover 20 percent of the primary insured population while the
top two plans covared 60 percent) I the experiencs-misd markst—if accurate
risk-adjustment fagtors cannct be developed--small plans with Uitle abllicy
contral their premiums might well be the ones subject to the tax. Pinglly, plans
in some arcas of the country with low paymeats to providers and parsimonious

. practice patterns might be subject lo the tax even though they were far less costly
(even eafter the mquuad adjustments) than nontaxed plans in other arezs. This
result could occur in spite of the fact that plans with adjusted premiums in the
lowest quartilc patloawide would not be subjest to the tax.

eallocation of Workers on B

The proposs! would encourage & reallocadon of workers among firms and, in
doing so, would increase its budgetary cost. This sorting would oceur because the
subsidies could ‘e reduced by up to ths amount that employers contibuted for
insurance; therefore, 8 worker employed by & firm that paid for bealth insurance
would receive & smaller subsidy than & worker at a firm thet did not pay. Same
low-income workers could gain thousands of dollars in higher wages by moving
to firms that did not contribute to employee bealth insurance, and a significant
" number of them would prabably do so. That process would occur gradually as
employment expandoed in some finns and contracted in others, In the CBO
estimote, this reallocation of low-wage workers umong firms sccounts for $12,6
billlon of the cost of the subsidies in 2004.

In addition, some campaniss might stop paying for insurance, but the sffect
of that action on the government's costs would probably not be large, far several
reasons. For one thing, the number of firms that would be likely to stop paying
is imited because, if firms did so, high-wage workers in those firms would lose
. the tax benefits of excluding health insurance from the payroll tax, Moreover, the
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net additional subaldy cost 1 the government from low-incoms workers in firms
that dropped coverage would be largely offset by higher tax revenues from the
workers becauss, without employerspald coverage, wapes would be higher.

Laxt, raducing subsidies by up tn the emount that employers pay for insurance
would mean that people with similar incomes and family clscumstances would aot
be troated alike. In particuler, workers at firms that paid for insurance would face
larger costy for their insursnce than similarly placed counterparts at firms that did
not pay.

Work Disincentives

Like other reform plans with substantial subsidies, the Senatc Finance Com-
mittce’s propagal would discourgges certain lowsincome people fram working mare
hours &, in some ceses, from working at all, becaute subsidies would ba phased
out as family income Increased. For example, the subsidics for low-income
. Temilies would be pbased out as family income rose between 100 percent end 200
percent of the poverty threshold, and those for low-income children end pregnant
womsn would bs phased out between 185 percent and 240 percent of poverty, In
. both cases, many workers who eamgd more money within the phaseout range
~would have to pay more for their own or their children’s health Ingurance, thereby
cuttlng into the increase in their take-home wage. In essence, phasing out the
subsidies would Implicitly tax their income from work,

Estimating the precise magnituds of the implicit tax retes requires infarmation
that is not readily availabls, but rough calculationa suggest that the rates could be
substantial. In 2000, for example, the effective marginal levy on lsber com-
pensation eould inczease by as much as 30 to 45 percentaps points for workers In
families digible for low-Income subsidies and 20 to 40 percentage points for
warkers in families shoosing the subsidies for pregnant women and low-incoms
children. Moreover, those levies would be piled oa top of the explicit and implicit
marginal taxes that such workers already pay through the income tax, the payroll
tax, the phaseont of the eamed income wax credit, and the loss of eligibility for
food stamps. In the end, some low-wage workers would keep as little ax 10 cents
of every additional dollar they eamszd.

If the emplayer did not pay for insurance, the implicit marglnal ratcs from
the phaseout of low-income subsidies would apply to warkers whose income was
within the broad range of 100 percent ta 200 percent of the poverty level. But if
the employer pald some of the costs for insurance, these merginal levies would
apply to workers in a much ¢maller income range. Although this treatment of
employer psyraents would reduce the size of the working populston affected by
higher tnarginal levies, it would create the previously described incendve for
workers to movs to firms thst did aot psy for insurance.
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TABLE 1. - PRELUIMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF THE REALTH SECURITY ACT
AS REPORYED BY THE COMMIVIEE ON FINANCE

(By fscal year, in bom of doftars)

1995 1996 1297 1938 1999 200 2001 2002 2003 204
MANDATORY OUTLAYS
Meadicaid
1 Discontimmd Coverage of Acule Care 0 0 246 367 410 458 512 569 -631 6.7
2 State Mamtenance-of-Elfort Payments 0 D -i68 -240 262 ~28.4 08 334 362 382
3 Disprogortion2ie Shere Hasptod Paymerds 0 o X1 70 45 116 -18.8 -207 -29 B2
4 Long Term Care ProgramChange Fed Match 25 28 31 s 39 AA a9 55 6.1 69
5 Administrative Savings o o] 03 05 45 08 27 08 08 49
PPS Updates a o Re¥: ] 23 42 64 SA 81 49 48
Capind Redtion ] 07 -08 08 09 -1.0 12 13 14 -1.6
£\a Share Hosplital Reductions 0 4] 0 -as -1.2 -13 1.4 -15 -17 -19
PPS Exvhiaded Payment Changes 0.1 a1 0.2 02 0.2 a2 .oz - 03 « 03 / 03
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TABLE 1. Continued

1995 199G 1997 1938 1099 2000 200¢ 002 003 2004

10 Vufnesale Haspilal Peyments a g 25 25 25 25
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13 Grad Medicad & Nureing Education Trus! Fund 6D 786 82 89 98 104
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TABLE 1. Continued

1905 1996 {997 9% 1999 2000 2004 2002 2003 2004
24 Capital Investmerd - Granfa a1 03 a3 04 a4 04 4 o4 04 04
25 Biomnexdical & Betwrvioral Research Trust Fund 0 07 12 14 15 LB 11 _ 19 21 22
a 0.1 a1 . ° [ 2
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TABLE 1. Continued

1995 1996 1997 1998 1889 2000 2001 2002 2000 2004
45 Post-Refirement Med & Lie (s Reserves “emmcmaea- Negligible Reverwe Effoc - ~- -~ -- ---
46 Mudly COBRA ConlimafonCareRules 00000 mesesne-e- Negligibia Reverne EVioct - - - - - --
47 Tax CredR for Practifoners in Underservexd Area a 0.1 02 02 02 0.1 0.1 « ] a
13 Inorease: Expensing LimkX for Certain Med Equip a a . ] » . n a a ]
49 Tax Cred for Cost of Personal Azsl Sves
Required by Employed tnviduals a a 0.1 0.t 0.1 0.1 0.1 02 . 02 02
50 Dodoswed Rebem infolo State Agencies === 0000 ees-eceeea No Revenue Effedd~ - -~- - om -
5% Exanpl Dociors from Seclion 457 Linits a Q.1 01 Q.1 01 0.1 Q1 01 0.1 041
52 wposa Prem Tax with Respect to Certan
High Cost Plans 0 = 09 1.4 15 1.7 19 18 19 20
53 Indrect Tax Effects: of Changes in Tax Trmt of
& Household Health Ins Spending D 2 12 14 14 1.4 1.4 16 16 15
[ TOTAL RECEXPT CHANGES 13.3 19.8 213 19.8 203 211 238 203 21D 226}
DERCIT
MANDATORY CHANGES 119 8.0 -TA 6.7 52 3 2.2 3.1 73 122
TOTAL CHANGES 14190 154 4.2 102 . 4 (¥ ) 5 o9 4_.1 .7
CUMULATIVE DEFYCIT BFFECT -11,5 284 X8 203 118 40 14 -28 48 1313

SOURCES: Congressiona! Budged Offive; Joind Commitee on Taomtion

NOTES:

The figures In this table include changes in authorizations of eppropations and in Sociel Security thal would not be pounted for pay-as-you-go wcoring tnder the Bixdget

Erfforcement Act of 1930,

Proviviors with no cos! herve been exchxded from this table.

8. Lese than $50 milion,

b The etates would harea the option to provide funding for cost-aharing subsidies for pereans befow 200% of paverty.
€. Siades would have substantial administrative resporssbiities under this plan,
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TABLE 2. PRELIMINARY ESTWATES OF THE STATE AND LOCAL BUDGETARY EFFECTS OF THE HEALTH SECURITY ACT
AS REPORYED 8Y THE COMMTTEE ON FINANCE

- (By fiscal yoar, in bilionys of dokare)

1995 1596 1997 1938 1999 2000 2m 0032 2003 2004
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Yotal State and Local Budgetary Impact 0 17 30 27 21 M 20 34 AT a2

. SOURCE: Cangressional Budget Offioe.
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b The states would have the opion to provide funding far bost-eharing subsidies for persona below 200% of paverty.



Table 3. Haalth insurance Coverage
{By calanidar ysar, In mililona of peopls)

1887 1888 1889 2000 2001 2002 2003 2004

Basoline
insured 224 226 228 220 230 232 233 234
Unlnoured 40 40 40 41 42 43 43 44
Tolal 2684 268 268 0 72 274 278 278
Uninsured ag Percentage of Total 16 18 18 15 18 16 16 16

Heaith Security Act as Reporned by the Commilttee on Finance

insured 241 244 248 248 251 283 255 237
Uninsured 23 2 22 8l 2l 21 21 21

Total 284 288 268 270 ar2 274 278 278
incraase In Insured 16 - 18 19 20 20 21 22 23
Uninsured as Percemngs ot Total 8 8 - 8 8 :} 8 B 8

8OURCE: Congressional Budget Office.




Tabls 4. Projactions of National Haalth Expenditures
(By celendar your, in blilions of doliare)

e,

2003

1987 1688 1988 2000 2001 2002 2004
Basellne 1,283 1,972 1,488 1,613 1,748 1,804 2,062 2,220
Health Sacurity Act as Raported
by the Committee on Finance 1,207 1,403 - 1,518 1,838 1,761 1,803 2,055 2,218
Change from Baseline 34 2 ' 21 13 3 3 -2

SOURCE: Congresslonsl Budget Office.
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WASHINGTON

MEMORANDUM
To: Distribution List
From: Chris Jennings
Date: " June 9, 1994
Re: Chairman Moynihan's Mark

Attached is a copy of Chairman Moynihan's Mark which was circulated to members
of the Finance Committece. He stated in the Democratic Members meeting earlier today that
this is the point where he must start to determine if a proposal like the President's has a

chance to gain majority support. If it docs not gain majority support, Moynihan believes that
an alternative structure will have to be considered.

We are currently evaluating the Chairman’s Mark. Please do not comment on this
before we develop a common line. I will keep you informed of any new developments.
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Draft Outline for Senate Finance CQmmittee Chairman's Mark

Health Securitv Act of 1994

{nsurance Reforms

Guaranteed Issue: Require (nsurers to accept all applicants.

Guaranteed Renewal: Prohibit insurers from terminating or faiing to renew coverage.

Pre-Existing Conditions: Prohibit insurers and employer plans from imposing any

exclusions for pre-existing conditions.

Modified Commurnty Rating

I Permut variation for family size, geography, and age (with limits 50 that the

highest age-adjusied premium for a given famuly size and geographic area

would be no more than twice the lowest age-adjusted premium).

Require all firms with fewer than 500 employees to purchase community rated

insurance and prohibit self-insuring below this level.

3. Treat existing Taft-Hartley and rural cooperative plans with 500 or more
employees, and bona fide multiple employer plans (MEW As) with 1000 or
more employees, as large employers; however, prohibit MEWAs from self-
insuring and limit each such plan to its present size.

Risk adjustment and reinsurance mechanisms: The Secretary of HHS would develop

mechanisms for implementation by the States.

Antitrust Reform: Repeal health insurance immunity from antitrust suits under the

McCarran-Ferguson Act.

(]

Coverage: Employer and individual mandate with special rules for small business

All employers with more than 20 employees would be required to pay 80 percent of
the average premium for a qualified standard health plan; employees would be required
to pay 20 percent, or less if the employer elects to pay more. (Non-workers and
workers in exempt firms would be responsible for the full cost of the standard plan.)
Small employers (20 employees or fewer) would have the option to be excluded from
the 80 percent mandate; firms exercising the option would pay a payroll assessment of
| percent if they have 1-18 employees and 2 percent if they have 11-20 employees.
Trigger: The employer mandate would be imposed on small employers

L. at the end of 1998 if 97% of all employees (and their dependents) are not
receiving employer-provided health insurance or

at the end of the year 2000 if 98.5% of all emplayees {(and their dependents)
are not receiving employer-provided health insurance.

[

Subsidies: Payable to both individuals and employers (including firms with 20 or fewer
workers that voluntanly provide coverage)

Individuals: Family payments for the 20 percent share would be capped at 5 percent
of income up to $30,000. Families with incomes below 150 percent of poverty would
pay less, based on a sliding scale. Workers in exempt firms who are responsible for
paving the full premium would be eligible for income-based subsidies that cap total
payments at S to 7 percent of income up to $30,000.
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B. Employers: In general, employer contributions would be limited to no more than 12
percent ot each worker's wage. For firms with 11-75 employees with average wages
below 324,000, the cap on contributions would be as low as 3.5 percent. For low
wage firms with 10 or fewer employees that elect to pay premiums, premiums would
be capped at one-half the otherwise applicable rate, ranging from 2.8 to 6.0 percent of
each worker's wage. Eligibility for a subsidy would be based on the individual
worker's wage; however, the amount of the subsidy would be based on firm size and
the average wage of the firm.

C. [ndependent contractor and S-corporation shareholder anti-abuse provisions would be
included.
Iv. Benefits
A Mental illness services would have parity with services for other medical conditions,

The Secretary of FIHS would develop standards for the appropnate management of
these benefits,

B. The benefit package would have an actuarial value equivalent to the Blue Cross/Blue
Shield Standard Option under the FEHDB progran.. _
C. Cost-sharing options descnbed in statute would include co-payments, co-insurance,
.. and deductible amounts fqr services other than clinical preventive services.
D. Plans would be required 1o offer a standardized set of covered services.
E. Categories of covered services specified in statute would include: hospital services;

health professional services; emergency and ambulatory medical and surgical services;
clinical preventive services, mental illness and substance abuse services; family
planning and services for pregnant women, hospice care; home health care; extended
care, ambulance services; outpatient laboratory, radiology and diagnostic services,
outpatient prescription drugs and biologicals; outpatient rehabilitation; durable medical
equipment, prosthetic and orthotic devices, wision and dental care for children; and
investigational treatments.
F. National Health Benefits Board
1 A National Health Benefits Board would be established in the Department of
HHS 1o clanfy covered services and cost-sharing; define medical necessity and
appropriateness; consult with expert groups for appropriate schedules for
covered services; refine policies regarding coverage of investigational
treatments; and propose modifications 1o the benefits package that would go
into effect unless voted down by Congress under fast-track procedures.
The Board would have 7 members nominated by the President and confirmed
by the Senate. They would serve 6 year, overlapping terms.

o

.3 s H
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Health Insurance Purchasing Cooperatives

voluntary Participation: Vo emplover or individual would be required to purchase

through a cooperative. individuais and emplovers eligibic to purchase insurance

through a cooperative could ¢lect to purchase insurance at modified community rates
through a broker or insurance company.

Ehgibility: Firms with fewer than 500 employees (and their employees), self-employed

individuals, and'individuals not connected to the workforce, as well as dependents of

those persons, would be eligible to purchase insurance through a cooperative.

Competing Cooperatives :

L. Cooperatives would be permitted to contract selectively with certified health

plans. If a cooperative negotiates a price lower than the commuruty rate, that

orice becomes the plan's new community rate.

Nothing would prevent a cooperative from serving more than one area,

[f a cooperative were not established in every area by 1996, the State would be

required to sponsor or establish a cooperative. In such cases, the State would

only be required to establish or sponsor one cooperative that could serve all
unserved areas within the State.

Federal Employees Health Benefits (FEHB) program: Employers with 2-10

employees who contributed at least 50% of the cost of health insurance would be

permrutted to enroll their employvees in a FEHB program at the same premium price

(both employer and employee share) paid by federal employees, plus an admirnustrative

fee.

Rules for Coaoperatives

L. Cooperatives would be required to accept all eligible individuals and employers

within the area.

Individuals not connected to the workforce would enroll based on residence.

Cooperatives could require payroll deductions for employed individuals.

If employees ask their employers to make payroll deductions for a cooperative,

employers would be required to comply.

Choice of Health Plans/Cooperatives

1. Enrollees, not employers, would choose a health plan within the cooperative.

Employees of the same employer could choose different health plans.

Employers above the community rating threshold would be required to provide

employees with a choice of ar least three health plans, including a fee-for-

service plan.

5. Employees of firms with 20 or fewer employees whose employer contributes at
least 50% of the cost of health insurance could enroll in a cooperative chosen
by the employer. Employees could purchase insurance at modified community
rates elsewhere, but the employer would not be required to make the same
contribution 1o insurance cos(s.

4. Employees of firms with 20 or fewer employees whose employers do not
contnibute at jeast 50% to the cost of health insurance could enroll based on
either residence or worksite.

w)oto

~
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Goveming Structure

L. Cooperatives would be non-profit organizations govermned by a board of
directors elected by members of the caoperative.

2 Insurers would be prohibited from forming a cooperative, but would be
permirted to administer a cooperative.

Duties of Cooperatives

1 Cooperatives would be required to enter into agreements with health plans,
emnployers and individuals; collect and forward premiums to health plans;
coordinate with other cooperatives; and provide a complaint process.

2 Cooperatives would be expressly prohibited from approving or enforcing
provider payment rates; performing any activity relating to premium payment
rates; and bearing insurance nsk.

Cost Containment;, t

Managed competition would help contain costs by encouraging consumers to make

informed health care purchasing decisions based on the price and quality of a

standardized benefit package, by banding consumers into large purchasing pools with

lower admirustrative costs, and by encouraging providers to form more efhiciently
organized delivery systems.

Prermuum Targets

L. Targets for changes in per-capita premiums would be set by law at CPI pius or
munus an adjustment factor that would rake into account increases in real per-
capita income, changing demographics and health status indicators, and
changes in medical technology and the use of services.

2 An independent National Health Cost Commission would be established to
monitor per-capita premiums. The Commission wouid have 7 members
nominated by the President and confirmed by the Senate. Thev would serve 6
year, overlapping terms.

3. If the Commussion determunes that the targets have been exceeded, it would
recommend appropnate actions for consideration by the Congress under fast-
track procedures.

Federal Deficit Control

LWL OMB would determine annually, through 2004, whether enactment of health
care reform had caused an unprojected increase in the deficit.

2 Any deficit increase would trigger automatic reductions in subsidies unless
Congress enacts alternative budget reductions (considered by fast-track) or
OMB determines that GDP growth has fallen below 0% for 2 consecutive
quarters.

Malpractice Reforms

l.

LSRN A8

Alternative dispute resolution (ADR) procedures would be established by
health plans and malpractice claims could not be brought in court until they had
gone through the plan's procedures

Contingency fees paid to attorneys would be limited to a sliding-scale schedule.
Awards would be reduced by the amount of any payment for the same injury
from another source.

Pagc 40f9
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On

Payments.of over $100,000 could be made on a periodic schedule determined
by the court.

Demonstration projects would be authonzed for limiting liability to health
plans rather than physicians.

Demonstration projects would be authonzed for adopting medical practice
guidelines as the standard of care in medical liability actions.

Federal law would preempt inconsistent State laws except to the extent such
laws imposed greater restrictions on attorney fees or a person's liability, or
permutted additional defenses to malpractice actions.

Federal law would govern actions in State courts and would not establish a
basis for bringing malpractice actions in federal courts.

Administrative Simplification and Paperwork Reduction

1.

(2]

nouw

Establish a process for setting health information standards for paper and
electronic transactions.

Create a public/pavate health information network to facilitate cost effective
administration and practice of health care including automated coordination of
benefits and claims routing.

Issue health identification cards using the Social Secunity number.

Require all health providers and plans to use standard electronic transactions to
conduct business after a grace period for implementation.

Fund demonstration projects in telemedicine and electronic medical record
systems in primary care.

Certify organizations to produce aggregated data for qualiry assessment, public
health, research, and planning.

Federal sanctions would be applied to all health care fraud that affects federal
subsidies or other federal outlays.

A health care anti-fraud trust fund would be established to fund federal
enforcement activities; a portion of the fines and civil penalties collected from
such acuwvities would go to the trust fund and the remainder to the Treasury.

Financing (unofficial estimates)

Revenue Raisers (over 5 years)

l.

-

(Y}

w

Increase tobacco excise tax to $2.00 per pack = 386 billicn.

Increase handgun ammunition excise tax to S0% (except .22 caliber) = 140
million.

Impose a 1% employer payroll assessment on firms of 300 or more employees
= $50 bilhon.

Extend HI tax to a|f State and local employees = $6 billion.

Recapruré Medicare part B subsidies for individuals with incomes over
$90,000 and couples with incornes over S115,000 = $4 billion.

Health benefits provided through a flexible spending arrangement would not be
excludable = $2 billion.
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7 Levy an assessment on health insurance premiums, phased up to 2.5% of
- premuiums by 1999, for acaderuc health centers and medical education and
research = $40 billion.
8. Payroll assessments on small firms that do not provide coverage = $10 billion.

Revenue Losers (over 5 years)
L. Provide 80% self-employed health insurance deduction = (§5) billion.
i f

Medicare Savinés (over 5 years) = $35 billion.

VIIL Medicaid

OOowe

X.

Al

o

moo

Mainstreaming of AFDC and Non-Cash recipients: Both groups would be treated like
other low-income individuals and famulies for purposes of communirty rating,
enrollment in health plans and subsidies. States would pay a2 maintenance of effor
based on current spending on these groups for services covered in the benefit package.
SSI recipients: Those not earolled in Medicare could enroll in health plans. States
could make premium payments based on negotiations with certified health plans.
Services not covered in the standard benefit package: Retain current Medicaid
mandatory and optional eligibility groups for provision of services not otherwise
provided by health plans. States could negotiate with health plans to provide
supplemental services.

Federal matching payments: Enhance matching payments for Medicaid home and
commuruty based long term care services, and change overall federal Medicaid
matching formula.

Long-Term Care
. Retain Medicaid long-tertp care program with improvements.

Establish federal long-term care insurance standards.
Include tax credit for cost of personal assistance services for working disablec.
Exclude certain accelerated death benefits from taxable income.

Medicare

Maintain Medicare as a separate program.

Individuals could maintain coverage through private health plans when they become
eligible for Medicare.

Medicare Select would become a permanent option in all States.

Medicare risk contracts would be improved.

Improvemeats in hospital payment methodologies would include:

Medicare Dependent Hospral Exteasion,

EACH/RPCH program improvements and extension 1o all States,

making Medical Assistance Facilities permanent and available to all States,
extending the rural health transition grant program, and

rebasing PPS exempt hospitals.

(O - N
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X1 Academic Health (enters and Medical Education and Rescarch
A Academie Health Centers (AHC3) Trust Fund

1.

s

(V)

A trust hind tfor AHCs would be established with contnbutions from the
Medicare indirect medical education (IME) adjustment at current law levels,
plus a portion of revenues from a 1.5% assessment o premiums and on
preuuum equivalents for self-insured plans.

Payincins would be made to all AHC:s and teaching hospitals in a manner
modcled afler the current IME adjustment

Payments would total $6.28 billion in 1996, $7.23 billion in 1997, $8.22 billion
in 1998, $9.4 billion in 1999, and $10.64 billion in 2000, increased annually
thereafer by the change in the national premuum targets.

B. Biomedicai and Rehavioral Research

l.

A Health Research I'rust Fund would be established to fund expandcd
biumedical and behavioral research throngh NIH.

The tiust fund wbuld be financed with an assessment on premiums and
premuum cquivalents equal 10 0.25% in 1996, 0.50% in 1997, N.75% in 1998,
and 1.0% in 1999 and subscquent years, Also, the tax code would he amended
to authonize persons filing Federal tax 1cturns to elect 1o make contributions 1o
the trust fund or to donate tax averpayments ta the trust fund.

C. Graduate Medical and Nursing Education Trust Fund

1.

12

(VB ]

A trust fund for graduate merdical and nursing education and for transitional
custy would be estadblished with contnhutions from Medicare direct medical
education costs al current law levels, plus a portion of revenues from the 1.5%
g33cssment on prenuuins and premium equivalents.

Graduate medical cducation paymeats would be made to qualified applicants

operating approved residency programs or participating in voluntary consortia.

a) Payments would be based on historical costs of individual programns.

b) Payments would total $3.2 billion in 1996, §3.55 billion in 1997, and
$5.8 billion in 1998, increased annually thereafter by the change in the
nalivndl premium targets.

Graduate Nursing Education

a) Poyments would be made (o yualified applicants operating graduare
nurse training programs based on national average costs with a
geographic adjustment factor.

b) Payments would total $200 mullion in 1996, wicreased annually by the
.change in the national premium targets.

Medical Schoal Account

a) Payments would be made 10 medical schools to assist in meeting
additional teaching and research costs associated with the transition to
managed coinpetition and expanded ambulatary teaching.

b) Payments would (wial $200 million in 1996, $300 million in 1997, $400
mullion in 1998, $300 nillion in 1999. and $6U0 millian in 2000,
increascd annually thercalter by the change in the natinnal premium
(argets.
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Access Issues in Urban and Rural Areas

A trust fund based on a p{mion of receipts from the tobacco tax (approximately S1 3
billion per year) would be established for infrastructure development. [t would
provide funding for the development of health plans and capital investment for
hospitals and other facilities.

Provide tax incentives for practitioners that locate in designated urban and nural areas.

XII. State Flexibility

A
B.

States would have the option to establish a single-payer system,

States would have the option to implement other systems designed to increase
coverage, control costs, or fund uncompensated care, but which do not have a
significant adverse impact on the administration of plans maintained by multi-State
employers.

XIV. Privacy and Confidentiality

A

B.

XV.

A.

Protect all health information which could be related to a specific indinidual, regardless
of form or medium.

Specify appropnate and necessary uses and reasons for release of protected
information.

Reduce the amount of information reteased to the minimum necessary to perform

-+ authorized tasks.: . t

Other uses and release of protected information, without specific authorization by the
individual concerned, would be subject to penalties.
Define individual nghts to access, annotate, and limit release of protected information.

Heaith Plan Standards

National standards for health plans would be set by the Secretary of HHS for:

1 Caputal and solvency standards, including guaranty fund, capital requirements,

and nsk adjustment/reinsurance;,

Quality standards for quality improvement and assurance, continuity of care,

physician credentialing, utilization management, and medical recordkeeping;

3. Patient protection standards for advance directives, physician incentive plans,
participation by physicians in policymaking, anti-discnmination, grievance
procedure, confidentiality, marketing, and ethical business conduct; and

4. Access standards for specialized services and essential community providers.

Accreditation and Enforcement

l. States would certify that health plans meet the national standards using a State

program of pnivate accreditation organization.

Federal grants would be available to States to help fund their enforcement

programs. 1

[ES)

tJ
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XVI. Quality and Consumer Information

A

B.

D -

E.

Provide Federal funding to support research on appropriateness and outcomes ot
medical treatments.

The Secretary of HHS would provide grants to quality improvement foundations to
disserrunate research findings 10 improve provider practice pattems.

States would be required to provide health care consumers with comparative valye
information on health plans. Federal grants would be available to States to help rund
their programs.

States would bé:required fo establish a standardized appeals process for benefit denial,
reduction or termination.

Modify Federal remedies for benefit deruals, reductions or termunations.

XVII. Tax Treatment of Health Care Organizations

>

mooOw

Strengthen current law "community benefit” standard for tax exemption for noa-profit

hospitals.

Repeal cap on tax-exempt bonds for section 501(c)(3) organizations.

Repeal special deduction for Biue Cross/Blue Shield organizations.

Limit tax exemption for HMOs to “staff" or "dedicated group" model

Impose certain penalty excise taxes (“intermediate sanctions”) on tax-exempt health
care organizations for transactions involving private inurement.

Page 9 of 9



