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· INTRODUCTION 

The Congresliooal Budget Offl~ (CBO) and the Joiai CoJ:JU]l)ttee '!" Tuatlon 
(JCf) have prepared thiJ p~ analyst. of the Health Securlty Act. llJ 

ord~ reported by the Secam Comm.Jar..e on·Flnanco on July 2, 1994. The 
a.aslyils is based on the description of lhc Chalnnan'a .mark of June 28, the errata 
Sheet Of Jime 29. the amendmMts adopted during the ~mmitt.u'S markup. &nd 
infor~tion provided by the Coinmittee's staff. Although CBO and J~ have 
worked closely with the sUd'f of the Committee, the estimate docs not rcfi.c(:t 
·detail~· specifications for all provisioDJ or fim.1 legis1e.tive language and musl 
therefore be regarded as prcllmiDary. · 

The first part of the analysis is a review of the: fiDanclal impact of the 
proposal, The finSJU:lal analysis includet estimate.I Of the proposal I 8 e(f eef.I On thl!l 
federal budg~ the budgets of 5tatc ~d 1~ governments,. bc:alth insurance 
covctigc, md nation.al health expenditures. ·• The analysis also ineludea n 
de&cription of the major assumptions that CBO has ma.de affecting the: estimate. 

The second part of th~ 1 analysis comprises a brief assessment of con­
siderations arising from the proposal's dcslgn thst could affect its implementation. 
The iHucs examined in tbJg discussion are simllar to thos~ considered in Oie.ptBI 
4 and S of ·CDC's analyse.1 of the Administration'• health proposal and the 
Manqed Com~tition Act. 

FINANCIAL IMPACT OF THE PROPOSAL 

The Health Security Act. as ordered reported by the Senate Comm.l~ on Fin11.Dcc, 
aims to Increase health insurance· covcra,c by ~formina the mArkct for health 
insurance imd by mbsidit!ns its purchase. In the Congressional Budget Officc'1 
estimation; the p1"9posal would add about 20 million people to the iru\1rllliee rolls, 
and the number of uninsured would drop to ·S percent of the population. Initially, 
the proposal would add ID national health ex.penditures, but by 2004 national 
health expenditures would be alightlr below the baseline. Over tho pcricd from 
1995 to 2004, the proposal would slightly reduce the federal budiCt deficit, and 
lt would ultimllMly reduce sta~ and local iovemment spending as well. 

The e&tlmated effects or the proposal are displ1yed in the four \ables at the 
end cf this documcnL Table 1 shows the effect on f cderal outlays, ~ues. and 
the dc:ftdt. Table 2. ahows tho eff ecta on the budgets of state and local 
,governments. Tables 3 and 4 provide projections of health insurance coverage and 
national health eXpenditures, ~spcctivcly. 

Like the estimates of other proposals ror comprehen&iv" rcform--such a.a the 
single-payer plan, ~c Administration's propoBul, the Managed Competition Act. 
&ad tha bfll repoNd by the Commi~o on Ways and Means-CBO's estimates of 



the effects of this proposal are unavoidably uncertain. Nonetheless, the estimates 
provide useful comparative information on the relative costs and savings of the 

. different proposals. In estimating the Finance Committee's proposal, CBO and 
JCT have made· the following major assumptions about its provisions.1 

Healtb Insurance B~nefits and Premiums 

The Finance Committee'I proposal would cstab~ish I standard package of health 
. inswmicc benefits, _whose a.ctuapal value would be based on that of the· Blue 
Cross/Blue Shield StB,D.~ Option un'1:er the Federal Employees Health Benefits 
program. The Congrcnlonal Research 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 lcsa costly than the benefit 
package in the Administration's proposal . 

. The proposal adopts the four buie types of health insurance uniu ~eluded 
·In the Administration's propos8.l--single adult, married couple. one·parent family, 
and two-parent family. In general, workers in fmns with fewer than 100 
employees (and their dcpcndenu) and people in families with no connection to the 
le.bot force would purchase health insurance in a community-rated market. Finns 
employittS 100 or more workers would be experience-rated. The estimated 
ayerage premiums in 1994 for the standard benefit package for the four typcB of 
policies are as follows: 

Single Ad~lt 
Manied Couple 
Ortc-P~nt Family 
Two·Parent Family 

Community­
Ratcdlool· 

$2,330 
$4,660 . 
$4,544 
S6,17S 

Experlc.nce­
Rated Pool 

$2,065 
$4,130 
$4,027 
SS,472 

. In addition. separate policies would be av8ltablc rcr ehildren ellg-iblo for subsidies, 
as explained below. Supplementary insurance would bo available to cover cost· 
sharina amounts and services not included in the stnndard benefit package. 

I. . Por de1Cripdol1 of CBO'• cadtnadfll rn11hodoSo17. IDD CollpHlonal Blldae& ance, Alt J.M1ylfl of ,,,, 
NbrilnJ.nl'IJIJon '1 HHblt Proponl (Pebn.wy 1994), and A11 M1l1tl1 a/1fto M011111td Cotf1P11lll01t Ac:r (Aprll l 994). 



Subs!diH 

T'lu5 propoul would catabUsh a system of premium 1ubiidles1 for low-lnc:ome 
people to en.courage the pun=~ase of health. lnrunmce. Pam1lie1 wlth income 
below 100 percent of the pove_rty level would be eligible for full subsidies, and 
those with incomo between 100 percent and 200 percent of poverty would· be 
e1:f_gible for partial subsidle.i. 'IM ps.nial mbsidies would he phased ln. between 
1997 and 2000 by gm~ually increuing,.the inrome eligibility level. In addition. 
children arid pregnant women With income up to 240 percmt of the povmy level 
would be eligiblei for sped.al subsidies. 

_ In determining eµgibility !or premium 1ubsiwe.s, a family's i,ncom.e would be 
.. compared· with the r~ poverty ~sbold for that fa.mily'a sI.zo. except that the 

threshold would ·be iM wne for families wlth four ot more mcmbetL The 
· estimate a.srtimea that thl8 llml~tion would apply for computlllg both regular 

zubsidics and the 1peci.al subsidies for children and prcsnant women. 

The maximum AIDOunt of the subsid)f would be based on family 'income 
relative to the poverty level and on .the weighted average premium for community• 
rated health plans In the area. The estimate assumes lhe.t a family's subsidy could 
not exceed the amount it paJd for coverage in. a qualified health plan. Therefore, 
if an employer paid a portion of the premium, the subsidy could at most equal the 
Wnily'1 portion of the premium. ~estimate a.ho assumes that, except in 1997, 
tho same formula would be used in each y£:ar ta compute the amomu of the 
subsidy. but that durlna the phase-in period no subsidies would be availAbl~ to 
people above the applicable eligibility level. 

Famllies wO'llld not be elilible, the estimm a11um.es, for both regular 
premium subsidies and special subsidies for children and pregnant women. but 
thcY could 'choose to receive the larger one. Fa.milles could use the special 
subsidies to help purclulsc covcroge far the entire fiunily, or they could purchase 
covc:mgc only for the ·eligible children and _pregnant women. 

Pamlllcs. clilldrcn, and pregnant women with income below the poverty 
threaholtl would also be eligible for reduced cost sharing, as determined by tho 
National. H~th Benefits Board. The estimate uli'Wllcs that the board would 
require nomiDal" cost·sharing payments. Health insuranco plans would be req12Ircd 
to absorb the cost of this reduced cost sharing. In addition. states would ha"e the 
option of providing subsidies for cost sharing for people wlth income between 100 
pcrecnt and 200 percent of the poverty level. Th~ federal government would pay 
up ta $2 billion a year to assist the states in providin1 these optional cost·sllaring 
subsidies. and states would hnve to pay the rest of tha coat. 
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The 1y1~m of sqbsidies would be administered by the 1tateil. States would 
·have 'the option of providing sub&idiea to eligible peoplD bcgiMing in 1996 and 
would· be required to provide 1ubs.idie1 startlng in 1997. Because of the 
difficulties involved ln aettin& up the necessary admlnJst:rativa apparatus, me 
estlmate usumes that states would not begin paying subsidies ul\til 1997. 

Medi ca)d nod Medicare 

Medica.id ~nefidaries not .receiving Supplemental Security Income would be 
integrated into the ,general progmm of boa.Ith care refonn and would be eligible 
for (ederal agbsidics i.n the same way u other low-incomo people.· Medicaid 
would continue to provide these bcncfioiuic1 with a wraparound benefit covering 
certain health eare service.a not 11\cludcd In the standard benefit package. States 
would· be relieved of their portion of Mcdlcald cosm ror these bcncficinries but 
would be required to make maintcnance-o!-ef!ott payments re the federal 
sovemm.ent. The estimate assumes that these maintenance-of-effort payment& 
would equal the app~riate portion of the states' Medicaid spending in 1994, 
increased in subsequent years by tho rato of growth of national hea.llh expenditures 
plus an adj~atment f actQr •. The adjustment !Actor would equal l percentngc point 
through 1997 and would bo ~ually rcdu;cd to zero by 2002. 

The proposal would gradually phase out federal Medicaid payments to 
disproportionate Eharo hospitals (DSHa).. The estimate assumes that DSH 
paymenu would be limited to 10 percent of modieal aasistanco payments in 1997, 
8 p~t in 1998. 6 percent in 1999, and 4 percent in 2000. In 2001, DSH 
payments would be repealed and would be replaced by a program to mako 
payments to vulnerable hospitals. That program would have an annual 
approprl.atlon of $2.S billion. 

Among the proposed changes ln Madleare fa a revision in Ibo method of 
reimbursing Medicare risk. coniractol"S. The estimate usumes thAt this pro't'ision 

·is int~ndcd to even out reimbunernent rates whhout adding to total costs. 

Reveuuea. 

The Commlttcc'a ~endment that added the special subsidies for children and 
pregnant women al!o provided that the cost of these subsides would bo covered 
by propomcml jncreaset in all of the revenue-raising mDUW'C8 in tho proposal, 
as needed to k~p the proposal from addln1 to the deflc:ii. The esmnato includes 
additiooal revenues at $13.6 billion ovez the 1996-2001 perlod as a result or tbl.s 
provision. 
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fail·Safe Mechanjsm 

In the preseat eAt.ima.tes, the fail-safe mechanism would not bo called into play. 
If necessary, however, the proposal would scale back eligibility for premium end 
cost-sharing u.sist:anc:c1 reduce the new tax deductions, and increase the out-of­
pocket limits in the stirii:i&rd benefit package to prevent the proposal from adding 
to the deficit over ll period of ycan. The de~cit would be allowed to increase in 
any one year, however, but by no more than the amount of any cumulative savings 
from previous years. 

Unfores~en clrcumstance~-suc:h as a .major ree~uiort, an ~~leration in the 
growth of health care costs, or a ~ore rapid increase in the nu~ber of Medicare 
or Medicaid bcneficlarles--eould cteatc a shortfall in funding e.nd trigger the fail· 
am mechanism. Althous}l the proposal would give tho Administ:radon somo 
flexibility in offsetting any urifinan.ced health spendiog, tha bulk of any savings 
wo\lld have to coµio from limiting eligibility for subaidics. As a result, 
application of the fail·saf'c rnecbs..n.ism could make previously eligible people 

. ineligible for subsidies and would reduce the extent of health insuranco coverage. 

OTHER CONSIDERATIONS 

Like other fundamental re!onn proposals, the plan reponed by the Senate Com· 
mittce on Fipaocc would require many cb..e.ngcs i.o the '"nrcnt system of health 
insurance. For the prcpcsed system to function effectively, new data would have 
to be collec~d, new procedures and adjustment mcch.anlsms developed, and new 
institutions and adminl1urative capabilities created. Ift.. preparing the quantitative 
estimates presented in this uscssmcnt, the Congressional Budget Office hes 
assumed not only that all those. things could be done but also that they could bo 
accomplished in the time frame laid out in the proposal. 

In CBO's jud~nt, however, there exists a significant chance that the 
substantial .changes required by this proposal-and by other systemic reform 
proposals-could not be achieved as assumed. The following discussion sum· 
marizes the major areas of poulble difficulty u well u some othet poasible 
consequences of the proposal. 

Rl5kAdlustment 

The proposal, like most others, assumes that an eff~tive system could be designed 
and Implemented to adjust health plans' premiums for the actuarial.risk of their 
enrollees. In fact, the feasibility of developing and suc~ssfully implementing sueh 
a mechanism. in the foreseeable future is highly uncertain. Inadequato risk-
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idja1tment tedmlqt.tH would have advena con11.equeace1 far bath tho eommunity­
ra.ted and the experience-rated health in&u.ranc:c markets. 

The prlmBey purpose of ihc ri&k-adjUS1m~t system in tho eommunity-rated 
~kot Would be co r:d!Mbute premium payments among health plans, 
compensating iham. tar diffcrencca in risk. Withoul effoedYo risk adJustmcnr, ·the 
profitablUiy of bealib plw in lho1:11 markeu would be partly determined by the 
plans.' 1kill !n'atiractiaa ~vely hwmy people. Sirico high~st plan1 would be 
subject to a premium tu undu this proposal, an eff'ective risk adju~tmeru would 
al&o be important to ensure that bcllth plans were not weed became their 
11ll'Olleea presented a higher risk. 

While the:re would be no rlsk.adjustmeni payments In the experience-~ 
market. each plan that was aot sel!·Wurcd would have m have a risk·adjustm.ent 
fa.cror in oxder to derennlne whether lf wu liable for ihe m oa high-<:ost plans. 
L)evcJopint such f acton would be l:Xlnerdinarlly dlttl~ult b=eause the asency 
re&p0nslble for doina that would have to calleet and analyze dgnlficant amounts 

. of information from tho many health plans, some of wbfch would be Vet)' amall. 
rhat made up the experiencc·Md marker. 

Stttc•' Reg~nsibi!lde1 

Virtually all proposals to. restructure the h=alth cam system incorpomte major 
additional· administrative, monitoring, and ovc:ai&ht functions that 1ome new or 
c:xfstme 1eonc:ie1 or orianlzidom wanld have to unt1crtakc. A key quc.tlion with 
any proposal ls whetlier tho deaignatcd orpnllatioa1 would have the appropdate 
capabilities ~ resom;a to pcrl'om their roles. In the Sc:nate Finance Com• 
mittce'I propoa~, ataios would bw tho 'brunt of many oC the relpQtWbilitiea for 
implemcmatioa. and it ia uncertaia. v.ibedter-anct. if so, how &oon-some states 
would 'bo ready ia assume thw. · · 

The states' primary respon11bilitics unde.r the propcaal would fa!l into four 
broad arcu: 

o dctcrmb:U.n& cli1ibillty tor the new 1ub1idics 11Jd the CODtinuing 
Medicaid program; 

o administcrina the subsidy and McdicaJd programs; 

o cstabllahin1 thD infrastructure !or the effactfvc fuoctionllig of health 
CIR\ a:wkcta; eACf 

o regulating and monitoM& the health insurance illdustl)'. 
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Determining EUgi}Uity for SY,bsidiet and Medicaid. The task of establishing and 
monitoring elllibility for· &uhsidies would be an en.ormoua on~ far 1tata11. even 
without the compli~ations rD&Ulting from ihe dWll struc:tme that would 1ubsiclizD 

· pre~wns using tWo sets of nilea (discussed in more detail below). According £o 
· CB0' 1 eatlmatcs, in lhc year 2000~ about 30 million families end single 

lndividoala would he receiving subsidies fcrr health insurance premiums at any 
time. The actual number of &pplicado~·wpuld bo muCh if'Wcr than that bec&UBD 
of changes in cmploymCDr. family 1tatils, 0r 1eographlc JoQtion durins me ycu. 
In addition, because Medicaid would bo iequirod to prtivido wraparound beMfits, 
1tat11 ~ould have to contiiiYc to ope.rate thelr Medicaid eUgibilhy systems using 
income criwia fer famllie11 vrith more than four membets that wete different from 
the crlterla used by the premium subsidy program. 

States would also' bear the rc&PQD.Sibrury for the requlrerl end-of-year 
recoru:iliation proc:eis in which. tho income of • nibsidized fanllly was cheobd to 
ensure that the family ~c:ei~ me 1ppr0priari}Wmlum 1ub1ldy. konclliation 
would be a· major undertaking sh:ic:e, alchough fedcnl lnccime tax iD!ormation 
could be ur;cd. many of 1he famillc& receiving sub£idles would not be tU ruen. 
Mo~v", lhc precess would require e~tenaive intcr1tatc cooperation in order to 
track people who moved from one state to.another during Che year. 

Administering the Subtjdy and M¢feaidPromm1. The states would have Cllher 
major administrative responsfbUitiea for the subcldy and ~aid propm.t. In 
particular. they would mab aubsidy paymctits to Malth plans and cngago in 
outreach efforts to cnQOUrago enrollment of the low-income population. Health 
plans would be requited ro have an open~nrollmeat period of 90 daya during tho 
fint y~ar and only 30 daya in all subae~nt yO&n. Establishing cffectiyo outreach 
·proBflmS would cbe.reforc bo e11endal m ensure ttw low-income people cmollcd 
in h=lth plans durlnJ tho open-enrollment window . 

. The optional programa in whieh states could participale would also have 
major administratiYc '10mponcnts. · Stm:a clcctin1 to aubsi~ cost lbuiDg fQr 
people with in,ome botween 100 percent and 200 peicent ot the poverty Incl 
would be respoiw'ble for admiliisteimg those subAidies. Similarly, sta~s would 
have to adminlster the complex system of aubaidief incorporated iJl the proposal 
if they ~ose to expand bome· and ·community-based servleea for the diaahled. 
Sta.ta could also choose to enroll beneflclarie.s· of the Supplemenbll Security 
hicome proeram in health plans, in wruch case they would have to negotiate 
aepsn.te premiums. 

EstabJifblD@ Y,e lnms!JVcrure for· the Rff'ecidve Fynelionfnp of Health Car; 
Markets. States would be rr.quiz:ed to "dcsjpate Iha gecpphlc bwn~arie1 tor this 
commuaity-ra!Ui1 ~u u well u the s=rvlcc arcu for implementing the 
provi~ regarding csaential community providers, Tho liability for Iha tax on 

1 



mp-cost community-rated and experienee-rart.d plana wa~ be calculated 
&eparately foJ' cach aommunity-rad.ng uea. In addlti.ona aw.ea would have io 
spona0r or ~itabll&h porclw!ni coopenrtivea ID serve lho&e c:ommunit)'·n.tlrig 8tt.a.ll 

in which nou were established voluntarily. 

States would also Juwe angoina ~ponslbilities for ensuring &bat health care 
·· markets functioned effectively. Those rcspomibilltica would include ea~bllshing 

the 1ystem for adjustin1 prcmhmis for risk. operalias remaurance pools until the 
rlsk-adjuatmem iy1tem wu operating effo:dvely, and redistribatmg I011scs. 
resultlllg Crom the requimnent UW plmis ebaorb Uie cost·lharing ex.penaes for 
people with 1.ru:omc below th= poverty thrmhold. 

Providing conJwnm with the ~ informatiM to mab Informed 
eholoes among hoalth plans wculd bo another !Unctio11 of the stams. States would 

, be requlred 10 produce annual, 1tandardi%.ed information comparing 'Che perfor­
mance of health plw in each communlty .. ndag arc4: they would also distribute 
that information, educate Md provide outreach 10 ~nsu~ra. mld respond to 
complainia from consumers. To do all lhut elfectlvely would require that states 
establish exteasivo systems for reportinJ &Del aailyzing dam and qualitative 
i4formazion. They would also bo nsponai"ble for ensurlns that health plw met 
&deral stsndardl for data reportlns. 

Reguladng sad Mo!]Jtodna thes Health Insurance Indusr:a. Th~ responsibilities far 
certifying insured health plaits, sclf..ins~ pl.Ins that opcmttd. in one state only, 
and insurance PJw for lona-term Clfl· woUld all fall OD the stat.cs. So too would 
the tukof cnforcin~ the new health inma.ace standards. Consequently. ths duties 
of wue imuraJice department& would.srow con11idenbly. Not only would Ibey be 
responsible for mmy more hai.lth plans than they oversee today, bunbe acclY!de.s 
they would bavc tO monitor would be mw:b more e.x.lcnslve. Stat:I would be 
eacourased lo USO private =tcd.itation ot,cablzatloaa to uaist them with thcs~ 
talks. . 

States would, moreover, be required to act In the event that health platu. 9id . 
not meil fedisml standudl. Por example, they mlJhl have ta cperata failed ar 
nancompliant health plans for a tnmitional pmiod to ensure candnued aa:eas for 
ihe J>)IDI 1 Cm'O~S, develop correcliVG programs, ot design Other options. 

Starca Woald have to dnctop and implement programs to =ov;r payment 
from automobile lnsuren for medical Servi"8 resultiag from automobile accidents. 
The&c programa would he required IO have electronic data bues and include 
mechanisms for resolving llablllty issues or ~putes npldly. 
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A~ prcsentw state ln~urance 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 Dyal System or Subsidies 

The proposal inctudea two subsidy sehedules-.. one for low-income families and tho 
.other for low-income children and pregnant women. The twp subsid)' schemes 
would have tO be integrated ~ausc children and pregnant women are a pan of 
families; but integrating them in a sensible and administrable fashion would be 

· extremely difficult. As now. stntctured, the dual system of subsicpcs would create 
A confusing array o.f options from which low·lncomc fMlili~s woµll;l h"v~ co 
choose. would greatly complicate state administration of tho already bwdensome 
processes fot determining eligibility and reconciling subsidies at year-end. and 
could result in real or perceived inequities in the treatment of low-in.come 
families. 

In making its estimates, CBO assumed that no family could participate in 
both subsidy schemes at 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 obi.a.inins special subsidies for the children 
individually as well as regular subsidies for single or dual policies for the parents 
.. -could cause the estimated cost of the subsidies to be somewhat higher than that 
shown in Table 1. 

Inaµmnce Costs for Mogmt&=Siwi ptrm, 

As is the ease under other pr0posals that limit participation in the community­
ratcd market to small rums and nonworkcn, some moderate-sized firms-tho.se 
with 100 to 300 or 400 employees ... Jnight face relatively high costs for coverage 
under the Senate Pinance Committee's proposal. Just as they do under the current 
system, such firms would have to either self·lnsure or offer coverage through the 
experience-rated market. Moreover. they would be required to provide their 

. employees with a choice of three plans, including a fee-for-service plan. Thua, 
the enrollment in some of those plans could be extremely smaU, especi&lly since 
some employees in families with two workers could obtain their coverage 
elsewhere. 

Small enrollments would, in tum, tcsult in bigh administrative costs. 
Furthermore, bece.usa the firm•1· P,remiuma would be expcrience·ra~d, a single 
employee with a costly medical problem could raise the finn.'s premiums 
sf gnificantly. Some plans could end up with ever-increasing premiums and 
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shrinldna enrollment u people who could obtaln cheaper coverage through 1heir 
spouae11 employer loft tho plan. mlsiq its pmniums further. At a minimum. 
employees would no lonpr llave a rW11tic choice of t1uee plans, and ill extreme 
caace. all duee plan• misht blS quite cxpcmiva. In principle. individuals widi 
income below ~c poverty level enrolled m such plans would b8 fully subsidized. 
but ·in fact the)' might have ta contribute to Ille costa of Cheir covarage if the 
premi\1Dll for all duN plant wc:e lbDve tho avenge fer the community-rated 
market, which detcmninc1 the mulmum poaable 1u'blldy. 

In on Hl&h·°"t Hplth Plant 

The propoacd 1U on blih-eaat health plans ~ould be difficult to implement It 
would, moreov.-. result in ~nt dfcctive tu rates 011 ex.ccs1 pn:mlwns of the 
bealth plam offered by difftreat lnsuma or 1pcnaors. ThCsc dlf!crcn~ca misbt be 
viewed as arbilrlr)' because they would vary aignlficalltl)' wiUUn and among 
community·ntlng mas. 

The cax would be imposed at a 2.1 percent n.te an the amaunt by which bi&h· 
cost pmniwm cx=edcd a tarpt premium 1et for each communli,·ratiD& uca. 
Vario111 adJustmc:ntu would be made ID premiums to determine which plans would 
be clusifacd as hal'ing hJgh eoars. lboae adjustments would be d1ftlcult co Diab. 
Moreover, soma of die necessary adjuattneais-.sach as those for difference& Jn risk 
and the cost. cf livina &mOJ\J ac01raphle arou-would. nquiro data and molho­
dologie11 that do not now exist. 

The de,d.\'~ tax. ram on nccaa premiums would pnerally bo ~~h hifber 
than the ltalutory Ric of 25 pos;ent for two nuou. Fint, unlike mast other 
esc111e bl.US, Eh.11 one would -not be a deductible Clpease fot .health plant and self­
i~ employers; in effect. tho tax would be paid from after.tax. rather than 
before-wi:, .profits. Second. if iasmtn that upected to be IUbject to the Utt 
iru:reued their pwmiuma co re~t 1lie addi1ianal Wt liability, both their uciao ta:. 
and income tax liabilities would also rise. JJ a result. the effective tax rare on 
ace11 health iDsaranc:e premiums would not be 25 percent bvi 62.S pcrceut for 
moat plans offered by tauble lnsmen and 33 percent for nontaxable (nonprofit) 
ms\lmlr Solf ·insured amployen who teeluced other compensation lO offset cbelr 
hi&hu expenses fer health bO,noflta would f,,;e u offcctlve tax iate of 38.5 perccot 
tf IMy weie tu.able corporatioo1 and 2' p~nt it thay Vicie non•1ble spcmsan 
of a hcallh plan. 

Alt.bougb 1ha tax would provido incenti\!U for iuarers IO offor lower.cost 
plans. how inswers would acmally respond ls unclear. Because the r:alcuimion ot 
~ tax 'would be based on the eon:ibmod CGet of at&Ddud 111d iupplmncDW 
polidel, insmer1 might. for oxampJc, try to diac:omap enrollees from purchasiDI 
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. &uppl~m b)' rmlng thDIC promluma· c:onli~rably. AJ~dvely, they mipt 
D.Ot offer aupplemmit&l polloies at all. A more fimdamanral pobiam for imurera 
la that they wanld 11.at ~ow chts tarsct pmmlum-·and, hence, tbair potcntill ta 
Bability··Bt the time they cstabllJhed iheir pmmiuml beca'Use thoae tarpts would 
be ~ 90 da)'I atta the ead of each opon-ennillrneni period. 'lbat 
WlC~ty Weald umlf ta iaCNISC the margim betwCCD. lmurlllee prcm.lwm IDd . 
expected payouts u insuren attempted to protect themselv11 from the poaaibWcy 
that their plan would be amsi~red a lqh<Olit plan and thus subject to che tu. 

The IBX might be considered i~tahla far a varlet)' al rcuans. In some 
gomm~nlty·mtlns arcu.. 1 &mall number of health plans-perhaps two cir three·· 
miaht dominate die market. Uaing Iha c:nierian that hJah<mt planl covered 40 
pe:n:en.t of the ptjmary insured populadon in an are1 coulli neceuilate .biably 
amitruy decisions bi tba fa= of such iDdi'Yisibillti.ea. (Por c:umple, the highcst­
pricsd plan miaht ·caver 20 percent of tho primary insurod populalion while· Ibo 
mp .rwo ~lana covemd. 60 percehL) In the oxpericmce-iazod marbt-it accunne 
rilk-adjusq:nent fa~rs cannot be dcvcloped··amall plani wi\h llUlc abWcy ro 
cont:rol their premlwns might well be the ones subject ID the tu. Finally, plans 
in some mas Of tho count:)' with low pa)'!Dents to providers and panimonious 

. practice pBttems m!aht be subject lO the tax even lhough they were far leu costly 
(even after the required ~Ju.stments) than nontaxed plan• in other area& This 
result '°uld occ:ur in 1pi~ Of the fact that plana with adjWJted promiWll8 in the 
lowest q~ nationwide would not be subj~t to the tax. 

Rea.Jtocation of Worker1 Amons firms 

The propoaal would encourqe ·a rialloc:idDD of wmkerl amang fhm1 and, in 
doing IO, Would increase l~ bud1ctmy COil Thf1 IOnlng would O:cur becaUie the 
subsidies could 'be reduced by up to the amount that emp1oyen conm1'1lted far 
imuraoco; therefore. a worker employed by a flnn that paid for bealth m1uiance 
would rca:ive a smaller 1u&1ldy than a worker It a firm that did not pay. SaIPe 
low-income worm could gain thousands af dollm in higher wages by moving 
ta flnn1 that did 'not contribute ID employee bcllth insurance. and a significant 

· number of them would probably do 1a. That pnM:CU would occur gradually u 
employment expandod in aomc flnm and contJUted In othera. ID tbo CBO 
eitimcte. this reaJioc:ation of low-wqc warlc~ra amon1 limll 8"CUDts for 512.6- · 
billion of tho cost of the 111bsidies in. 2004. 

In addilion, some com.Panie• might atop paying fot insarance. but die effect 
ol that action on the gove.zimwlt'. COit.i would probablf not be large. tar several 
ieasons. For oae thing, rhe nmnber of firms that would be likely to stop payina 
is limited because, If firms did 10. blgb-w1ge work"8 in those firms would Iaae 
the tax benefits of ~ludina health inauranoo front th~ payroll tax, Monoftr, Ibo 

l1 



net additional aubddy COit to th! sovernmem from low .. mcama workers In tlrma 
that dropped coverase would be lqeJy ofl'tet by hJper 1ax rcvenUCt from lhe 
workers because, without mnployer-pald DD"YerBgo, wages would be higher. 

Lut, nsducing 1ubsid,le1 by up to the amount that employers pay for insurance 
would mean thal people w.Uh ilmllar lacoma and family drl:wmtancer would not 
be treated alike. In particular, womrs at firms that paid far lMUIDCO would face 
Iaraer eosta for their ins~= lbaD aimllarl)' p18'od co\mt&irpani at flnm that did 
not pay. . 

Wor); DlsJ,nemt1y;1 · 

Like other reform plan1 with wbstamill mbsldiea, ma Senate Pltu1J1cc Com-­
mittce"1 propoul would di~urwp certain low·lncamc peaplc from workiag mare 
houra ar. in some cw1, from wa~ at all, becan&e IUblidies would be phased 
out ai family incomD hic:reucd. For cwapJc. die sub1iclle1 for lo,v~ 
familiea would be plwed out .u family in=mo roso bctwtscn l 00 percent and 200 
peicent of the povoiiy tbrclhold, and thoao for low-income children ond prcarumt 
wotn1'n would be phased o.ut betweeD 185 PofCCDt and 240 percent of poverty. In 

. both casea, many watkm who eamod mow money within 1118 phaseout range 
. would have to pay more far lheir own or their chilclren'1 hW1h Insurance, thereby 
cuttin1 into lhcs lncreaae in tbelr ~home wage. In esBeDCe. phaslDJ out the 
sublidlea would implicitly tp. their income fnrm work. 

· Eatimati"I Iha precite mapilllde of lhe hnpliclt u ratea ~uires mformalion 
that ii not readily available. but rough ca1culation• sugest chat the ratu could be 
eubstantilll. Jn 2000. for examplo. tho effoetl vo maralnal lovy on labor oom­
Ponsaticm could increase by u much u 30 to 4S percentage points for workcn ln 
families elisible for lOw·lnoome subsidies and 20 to 40 pcrcentqe points for 
worms in funillea dioo&ing tho 1ubsldle1 for prepane women and low-incomn 
cbilclren. Moreover, .moso leviu would be piled cm top of tho explicit and implicit 
margbial raxe1 tbac auch viorkera already pay lbrou&h the ~omo ~. the payroll 
tax, lhe pbu~ ot the eamed inc~me taX credit, aad lhe lass of cllgiDiliry for 
food stamps. In the end. some low-w-se worbrl wau!d keep a little u 10 cenui 
of cwiy additional dallar they ~. 

U the employer did aot pay tor IDAurance. the Implicit mqlnal ~a fiom 
the phaseout of low-Income aubsidles would apply to workers whoso im:onw was 
withlll die broad l'lft£C of 100 percent 1a 200 pc:rccnt of lhc povert,y JevDI. Bus if 
lhe employer paid some of tho coata for insurance. theao marginal Ieviea would 
apply ED workers in a m"DCh tmaller income range. AlthouJh this. ueattnenl of 
employer paymeaia would reduce dJc .sizo 'Jf lhe worlciiig population aff'~ by 
hJgher marginal levies, ll would male lhe prevlocsly described incentive for 
work.en to move to firms Ehli dJd not pay far insurance. 
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TABLE 1. · PRELIMINARY ESTMATES OF THE FEDERAL BUDGETARY EFFECTS OF lllE HEALTH SECURITY ACT 
AS REPORlED BY ntE COMWTIEE ON FINANCE 

©fiscal year. ii t6M1s or cb'lan> 
1997 1998 1999 

MANDATORY OUTUYS 

~ 
t rhalnlil'JlbllCo'l2nlgeoOo• Cenl D a -2-Cl.6 -36.7 °"'1.D -45.8 . ~t2 -56.9 -63..1 •7 
2 State MzirieNnc:e-Ot-Blort P.,meaita D rt -16.8 -24D ·26..2 -28.4 ..:l>B -33.4 -36.2 .JS.2 
3~~~Paymenbl 0 0 -U -7D -85 -11.6 ·t8B -'2Il.7 -22.9 -25..2 
4 ~ Tmn Care ProganVChange Fed Melt:h 2..5 2.8 :u JS 3.9 4A "9 5.5 6.1 6..9 

~~;o;~~~1!±l#J;mQ~riflW§~~Htµ~mmm1~~;~f~~~~~rd~~~~fil?li~Hw~~~~·®.t~~ 

0 
0 
0 

0.1 
0 

• 
• 
• 

0.1 
O.t 

.0.4 
0 
0 

.0.5 

• 
-0.7 

11 

• 
0 
a· 

0 
..0..7 

0 
0.1 
-0.1 

• 
0.1 

• 
0..1 
0..1 

-0..G 
0 
D 

-tD 

• _, .'1 
.(J.1 
-02 

0 
QJ> 

-a.a 
..QB 

0 
0.2 

-0.1 

• 
0..1 
.a., 
0. 1 
0. 1 . 

..0.6 
-0.3 

0 
-1.3 

• 
·1.3 
..0.1 
-0.3 
0.1 
0.9 

-2..3 
-0.8 
-0..9 
0.2 

-0.2 

• 
0..1 
-0.1 

O.:f 
0..1 

-0.7 
-0.B 
-0.5 
-t.8 

0 
-1.4 
-O.t 
-0.3 
0.2 
1.4 

-4.2 
..Q9 
-1.2 
0.2 

-0.2 

• • 
-0.1 

D.1 
0.1 

..Q.8 

-t.6 
-0.8 
-2..3 

0 
-t.6 
-0.1 
-03 
0.2 
0.8 

-8.4 
-f.D 
-1.3 
11.2 
.-02 • .1 

• • • -0..2 .: ~ 

OJ 
02 

-0.8 
-2...6 
-0.8 
-3.2 

0 
-1.8 
-0.2 
..Q.4 

. Q.3 
-0.8 

-1.• 
-1.2 _,_ .. 
~.02 

-0.Z 

• 
0.0 

..0.2 

D..t 
0.2 

.0..9 
-3..3 
.().CJ 
-4.2 

0 
..2.IJ 
.Q.2 
-0..4 
03 
..Z.8 

-8..1 
-t.3 
-IS- • 

- 0.3 :( 
-02 

• DD 
..0.3 

D.1 
02 

-1.0 
-4.2 
.0..9 
-6.5 

0 
.23 
-02 
.0.5 
0.4 

.S.2 

.a9 
-1.4 
-1.7 
D.3 / 

..Q..3 

• 
D.D 

--0.3 

D.t 
D.2 

-1.0 
.S.3 
-1.0 
-7.t 

0 
.Z..6 
-0.2 
.-05 
QS 

-8.2 

48 
-t.6 
-1.9 

.' 0.3 
-0.3 

• 
0.0 

-0.4 

0.1 
0.2 

-1.1 
~..6 
-1.0 
-8.1 

0 
~ 
-0.2 
-0.S 
0.6 

-1DJi 
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TA.BU: 1. Cllintiooed 

1996 1997 

Olhcl twb Prpgr;ms 
10 Vuhmile Ha5pi1af Paynll:l'Ca o a D o o a z.s 2.5 2.5 2.5 
11 t-bne&rd~BasedCa'ePtogi•ll 0 0 Q.3 0.7 1.D 1.<C 1.6 1.7 t.9 2.0 
12 Aaldemc Kealllcenren 'Tns::FIM O 4.T 7.D &..O 9.1 tD.J 11.3 12.3 ,3.3 14.3 
13GradMedial&Nl.RfrvEdnC'innTrustfird D 2.7 C...O 5.8 6.9 7.6 8.2 8.9 9.8 10.4 
14 Medcan! Trander-Gralim Medc8I EWcafun 0 ·1.6 ·2.2 -2.4 ~.S -2.6 -2.8 -2.9 ..a.1 -3.3 
15 Meiicare Trwader- lnchd Medclll Educatiol D . -42 -4.5 -4.9 .S.4 -6.9 ;.&5 -72 -73 -8..7 
ii~m~~~1~~i~~i-~~tittfil~if1!¥t~llitW~ffilltil$t1f~~~~~~;_~~«~ffiff1.!~if&1Z:~il~lit~;,~!~fi~~~:~Jf P~t~ll~~~fil1f:\lfi.~Jf~$.~£41.D~t~f!J!:1.f~ 

StiHiei 
~~ 

1 T Persons befMer\ O-aX7K cif PtM!rfy 0 52A 86.2 91R 109.J 121.0 1:U.6 , .. 13 161.2 
1S.. Preg .... " Wmat and Kida [J..240'l(i d ,,.,_,, ---- ------hldudladh Lb17--- -------

Cosl-Sharinfl ~ 
19' Pereons betwDerl 0-200% of PoYedy bl 0 . 0 13 2.0 2.D 2.0 2.11 2D ZD 2.0 
~tl:1~X~-t~J.t~~!b1ttWMi~~ffi?1r~..mnfil$~l~§-Ji!¥f~1it~~~7.~~7~J~3Gfil~1!l:~~fil&~i.l~!-t~t%~~p;mf~~~$i~ 

a 0 2A 4.0 '4.3 4.7 .C.B 4..9 .t.9 5.D 

ti<AHDATIJRY OUTl.AY CffANGEB 1.4 1..8. t3.9 ;:265 25..5 24.2 19..G 17.2 14.D ~DAI 

OCSCRETJONARY OUllAYS 

Mrm'c!!!mtt.M flQ:l'Dlel 

21 M iii tiiiidNe Sld staMJp Coats 0.5 1.0 t.D 1.0 1.0 1.0 1.B fD 1.D 1.t 

Slides &a d 1. a. De! 111:11 d l!ltiol 11 
2Z Nehluk Wid Pliln Oe.'11' ipnei II Gfanf Pn:Juram at 0.2 Q.3 03 0.3 0.2 02 Q.2 Q.2 0.3 
2J Operafi1g hllt - T elemedi:ine Demmllllbltilr D 0.1 0.3 0.4 0.4 OA ·0.4 o...c. 0.5 a.s 0.5 

--· ·--·---- -------- --··---:-------------------~-- ·-----·-- --------- ------ --- --------- ··------- --------- ·-------· -----------~-·-----
Contnaed 



TABLE 1. Contiooed 

1995 1996 1997 t99B 1999 3JJO ZJOt 2002 2003 3J04 

24 C.apla( lmcstrntd - GrlriS 0.1 0.3 O.l 0.( 0.4 <1.4 0.4 0.4 0.'4 0.4 
25 Bia1i!dcal & ~ R d1TIU6t Fl.rid 0 0.7 t2 1.4 1.5 t..8 1.7 •. 9 2.1 22 
26 EAct-LIWF~ TliKlliion Oammarions a 0.1 0.1 0.1 • " • • • • 
1~~rm11~;~·!J1~:::~;~~'\~Jt."~i~~mtillfl~~J~;.~~~i,~hlt:~~&:;#~~a~~·~!m~Liilfi~~~~'ffili~1.~~~~rd~ii 

CXSCRETIONARY OU11.AY C ~S 0.9 2.6 3.J 3.5 3.5 3.6 3.7 4.0 42 451 

I lOTAL OUTl..AY CHANGES 2.3 ... 1T.1 311.0 29.JI %1:1 !U 21.2 11.2 tul 
RECSPTS 

77 ll"Cleim! in T~ on Tobxx:o Pradds 119 163 15.4 15D 14.3 13.9 135 11.3 11.1 ta.9 
28 1.75% Ell'l:ise Tax an N ~ha Pnlriwna 0 JS 6..2 72 7.8 85 92 10.Q 10.9 11.8 
29 Mi Med'caTe PEI B. Prerrbnrl l:M' High-

lnoome lrdviduals 0 0 1.5 f3 1.6 2. 1 2.6 3.4 4.3 5.5 
3J lraease- E>O:ise T axcn Hal:Jw.l'cFd fkllela ----·· - • --Neg&gi*I Re\lenUe Loss--.---·-·· -
31 fncb::le Cestait Svc-Retl ~in SECA iS1d 

Eld Ce1Bm !nm-Rein I~ l'lun SECA 
a) General Fu-a Brea 0 -0.t .0.1 .. ().1 -0.1 .Q.1 -0.1 .Q.1 -0.1 .Q.1 
b) OASDf Effed 0 0.1 02 0.2 02 0.3 0.3 IU 0.3 0.3 

32 EldeM Md:::ele 07..vage & t1' T mr to Ail 5'llde 
andl..oaii~.Err~ 0 1.6 1.6 ts •5 1.4 VI 1.3 t2 12 

33 hpoca Ercilo Ta Mil ~ID Plana 
filq ea 6atisfy Volunlllty Oantribution Rth 0 • • • • . . • • • • 34 Repeal Fled>le ~~teta 

35 &'1md 25% Ded Seil" Hadh ,,.. Co3i. Df Sd'-
0 0.3 C>.5 0.7 1.1 1.3 t.4 1.4 f.4 1.5 

Emplored lnihW:bllls -0.5 -0.3 0 D 0 0 ct 0 0 0 
36 <.knl en Prcpaymri« Md:af P'remUra ---- •• -- • -~ Rewern• Gain---·------
'YT Oedd for hfMirua'9 Puldesii u Own Health kl 0 -tA -6Jj .a.1 -8.4 -8.7 -9.t -9.B -10.4 -11.D 
JS Non-PRlfl HBafth Can,Qvnstraxallle o.vr-

PnM:iig Heath Ins & ~ HearHh c.e Sv ----- -· - • -~RewwJe Eft'ecl- - --- ••• --
39 'Tmt ol Cetian ha Co~ Reosd ID Sed 833 ------- ---Negigi"ble~E~-·-····---
.CO Gnri Tu Extm;it SlalUs to Stale tr. Rak Pools II • 0 0 D 0 D a 0 D 
'41 Ri:mi.we 1150 mllbt Bard cap on Non-

tbpiW 501 (c){3) Bonds • • • -0.1 .0.1 ..0.1 -0.1 42 .0.2 .0.2 
42 ~TmTmtofl.mgTermo&1ebl&Svcs 0 Ill ..().2 -02 -02 -02 ..a.3 -0..3 -0.3 -OA 
43 Ta Timi of koda~ Deelt Benefta Undw 

li'a lnauW1ce cam.- • • -0..1 --0.1 ..0.1 --0.1 ~.1 .Q.1 -0.1 .0.1 
44 her In Repo!Wv Pa wl6cw for Ncwiei f1lio> aca 0 • II • II Ill • • • • . 
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TABLE 1. Conuu.~ 

45 Post-Rie&ement MOcl & Lfe Ins~ 
46 t.blt'f COBRA CcxmuiilWnCae R~ 
/fl Tax Credt b- Practifu dS i1 U1denlned /Vea 
46 ll'Dlllilae Expeiiq Ltnl lar CatKl Med EqaMp 
419 Till( Credl fll" Cost or ?ensord AatA. ~ 
~~ Eqiloyedfn:1Mdwlll 

so DDdasml rl Rm6n ....., to Stare Pg!f tcies 
51 ~ DodDn; from Sectmn .151 Uds 
S:Z ~ Prem Tllll Vlill Reapect to Certain 

~CmlP!ans 
53 hired T1111 En'eds: ol Chmlges in Tu Trmt ol 

&~Hmlhln9S 

DERCrr 

MANDATORY CHANGES 

TOTAL CHANGB 

CUUU l.ATIVE DEFICIT EFFECT 

1005 

.. 
a 

a 

a 

0 

D 
13.3 

-11.9 

-11..a 

SOURCES: Cavueior.t Budge( Offi::e: JoW. COl1111ilee on T a>calion 
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.a 

-0.1 
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• 
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-15..4 
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• • 
a II 

-0.2. .02 

-0.1 -0.1 

1.8 1.9 

i.6 1.6 
20.3 21.3 

G..I 
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b. The "*5 woe.ti tuw '1e "6Jrl tu pro't'ide fundiv b ~ ~ b pB90l19 belowZlJ'W, ol poverty. 
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rABLE 2. f>REUMINARY ESTWl1ATES OF THE STATE AND LOCAL BUDGETARY EFFECTS Of THE HEALTH SECURITY ACT 
AS REPORlEO BY TifE COMWTTEE ON FINANCE 

. (By fl5Gei yest. in biions d dolon) 

Me6caid 

1995 

D 
0 

1996 

D 
0 

19!J1 

-10.-4 
16.8 

-38..4 
30.B 

~2.7 
Jl.4 

1 DisoarUUld Covmige d ~Core 
2 stib~Pa1ltllril 
3 ()bpt\JCllW lide SlW1! inf \l\.t1enl'1! 

Ha:spW.Peymens e1 o_ o o.s o..g 1.2 1.4 -0.2 o . .o D.3 as 
If ~~SIM-gs 0 O -0.2 -0... -0.4 -OS .0.5 -0:6 ..{J.6 -O:T 

t§~t~tr~:~~A~~~wrr.~~mrr~r~&:~~J}~J!J~~t?i~~~~~~T~~f~}~+iP~~w.-~=tirr~s.ii~&ir~;~4~4~~~.::~~~iill*:!tgrt1~-f!tit~~1}~~~~mt~ 

Admi i1h:r&.e E"P'"Y' 
6 E>pecwAnv=i!' ... wlhSublicfies 0 0 Q.8 1.2 t.3 1.5 1.5 1.5. 1.S 1.6 
7 GIQanllMrmundSbrtUpeoaa o 1.4 2.2 2..4 2.4 ·2.S xr 2.:8 3..0 3.2 
6 Awmobie lr1Rr.tnce Coarc&w&n O 0..3 0..1 0.1 0.1 0.1 O. 1 0.1 0.1 Cl.1 
ff.~lt~t~1r.~~.li!1f~~2*~i1£~~fr.\i~~fil.~~~J!~~l-;~m~~~mt~~;ft~~~~.t~~i! 

D 1.7 z:r 1.1 

SOURCE: Caigre:aAnd &.dlief <>fib.. 

a. lh: es&mre lmUl1e9 M .._ ""1 oorCn.m ta ?tMde sane msistaia lo hospbla ~ diotxopoltiuillh!ly Bue nuirbn d Lrinu1!d ..-~ pe:ipie. 

b.. The Rafl!ls .uct taoe hi op6on lo provide b.&,g tar~ eubsicies for pensonl beW 2rm rl powrty • 
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Tabla 3. Haalth Insurance CO"terw.ge 
{By callftdlt yHt, In mllllana of people) 

1997 1998 1999 2000 2001 2002 2003 2004 

B1&ellne 

lnt1.1rtd ~4 22t 228 220 230 2S2 233 234 
Unln1urtd 40 40 40 il 42 il ~ 44 
Total 264 268 268 270 272 274 276 278 

Uninsured H Percentage or Totol 16 1a 15 15 15 16 16 16 

Health Sec:urlry Act H Reponed by th• Commluee OI" Finance 

lnaurtd 241 244 246 249 261 283 255 257 
Uninsured 23 tt ll. n ll ll 21 ll 
Total 284 266 ~58 270 272 274 276 278 

1ncr1111 In lnaumd ie · 18 19 20 20 21 22 23 

Unln1ur1d aa Percentage Of Total 9 e B a 8 8 8 8 

SOURCE: Cangrea&lonal BLldget Office. 



T11bl11 4. Proj•ctrona of National Health Expenditures ·. 
(By calendar year, Jn bllllon• of doll"r•) '··· 

1997 1968 1969 2000 2001 2002 20oa 20~ 
'!: 

Saaelln1 1,263 1,372 1,488 1,613 1,7'48 1,89• 2,052 2,~20 

H11tth Security Act as Reported 
by tht Committee on Finance 1,297 1,403 1,515 1,83& 1,761 1,903 2,055 2,218 

Change from B1t11alln• 34 32 27 21 13 9 3 -2 
I 

~ 

SOURCE: Ccngr111lonal Budg1t Office. 
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THE WHITE HOUSE 

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 Committee. 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. 

Distribution List 
Pat Griffin 
Harold Ickes 
Ira Magaziner 
Steve Ricchetti 
Melanne Vervcer 
Roger Altman 
Bob Boorstin 
Jeff Eller 
Greg Lawler 
Jack Lew 
Nancy Ann Min 
Lorrie McHugh 
Alice Rivlin 
Gene Sperling 
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Health Securitv Act of 1994 

I. Insurance Reforms 

A. Guaranreed Issue: Require insurers to accept all applicants 
B. Guaranteed Renewal: Prohibit insurers !Torn cerminating or failing ro renew coverage 
C. Pre-Existing Condicions: Prohibit insurers and employer plans from imposing an:v 

exclusions for pre-c:x.isting conditions. 
D. Modified Comrnuniry Rating 

I. Permit variation for family size, geography, and age (with limits so that the 
highest ,~ge-adjus\ed premium for a given family size and geographic area 
would be no more than twice the lowest age-adjusted premium). 

2. Require all firms w;th fewer than 500 employees co purchase community rared 
insurance and prohibit self-insuring below this level. 

J. Treat existing Taft-Hartley and rural cooperative plans '.lith 500 or more 
employees, and bona fide multiple employer plans (MEW . .i\s) w1th I 000 or 
more employees, as large employers; however. prohibit ?-.{EW.A..s from self­
insuring and limit each such plan to its present size. 

E. Risk adjustment and reinsurance mechanisms: The Secretary of HHS would develop 
mechanisms for implementation by the States. 

F. .J\ntitrust Reform: Repeal health insurance immunity from antitrust suits under the 
McCarran-Ferguson Act. 

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

A. 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 
ro pay 20 percent. or less if the employer elects to pay more. (Non-workers and 
workers in exempt firms would be responsibk for the fuU cost of the standard plan.) 

B. Small employers (20 employees or fewer) would have the option to be excluded from 
the 80 percent mandate: £inns exercising the option would pay a payroll assessment of 

' l percenc ifthey:have 1-16 employees and 2 percent ifchey have 11-20 employees. 
C. Trigger: The employer mandate would be imposed on small employers 

I . at the end of 1998 if 97% of all employees (and their dependents) are noc 
receiving employer-provided health insurance or 

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

tll.. Subsidies: Payable to both individuals and employers (including firms ....;th 20 or fewer 
workers thac voluncarily provide coverage) 

A. 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 
paying the full premium would be eligible for income-based subsidies that cap toiai 
payments at S co 7 percent of [ncome up to $30.000. 
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'. I 

Employers: In general. employer contributions would be limited to no more than 12 
percent of each worker's wage. For finns with 11-i5 employees 'Jwirh average wages 
below S:24,000, che cap on conrributions would be as low as 5. 5 percenr. For low 
wage firms v.ith I 0 or fewer employees that elect co pay premiums, premiums would 
be capped at one-half the oche™se applicable rate. ranging from 2.8 to 6.0 percent of 
each worker's wage. Eligibility for a subsidy would be based on the individua.l 
worker's wage; however. the amount of the subsidy would be based on firm size and 
the average wage of the finn. 
[ndependenr contrac[or and S-corporation shareholder anci-abuse provisions \.VOuld be 
included 

f\/. Benefits 

.-\. Mental illness services would have paiicy with services for ocher medical conditions. 
The Secretary of HHS would develop standards for the appropriace managemenr of 
these benefits. 

B The benefit package would have an actuarial value equivalent to the Blue Cross/Blue 
StUeld Standard Option under che FERD progran~. . 

C. Cost~sharing options described in statute would include co-payments, co-insurance, 
• and deductible cu,nounts fqr services other than clinical preventive services. 

D. Plans would be required to offer a standardized set of covered services. 
E. Cacegories of covered services specified in starute 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 biolog]cals; outpatient rehabilitation; durable medical 
equipment, prosthetic and orthotic dev1ces; v\sion and dental care for children; and 
investigational treatments. 

F. National Health Benefits Board 
l A National Health Benefits Board would be established in the Depanment of 

HHS co clarify 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 investigacional 
treatments; and propose modifications co the benefits package that would go 
illto effect unless voted down by Congress under fast-crack procedures . 

., The Board would have 7 members nominated by the Presidenc and con.firmed 
by the Senate. They would serve 6 year, overlapping ccrms. 

Page 2 or9 



v. 
."'... 

B 

c. 

D. 

E. 

F 

06/09/94 3 :49 PM 
Draft Outline for Senate Finance Committee Chairman's Mark 

Health Insurance Purchasing Cooperatives 

\.oiuma.r;.· Panic;pati.:ir, >b em~lo:-'er or individual would be required co purchase 
rhrough a co0peracive. ~ndividuai::. a.n~ employers eligibic: r~ purchase insurance 
through a cooperative could elect to purchase insurance ac modified communiry races 
through a broker or insurance company. 
Eligibility: Finns with fewer rhan 500 employees (and their employees), self-employed 

~ individuals, and; individuals not connected to rhe workforce, as well as dependents of 
rhose persons. would be eligible to purchase insurance through 3. cooperative. 
Competing Cooperatives 
l. Cooperatives would be permitted to contract seleccively with certified health 

plans. If a cooperative negotiates a price lower than the communiry rate, that 
~rice becomes the plan's new community rate. 

.J. 

Nothing would prevent a cooperative from serving more than one area. 
If a cooperative were not established in every area by 1996, the Seate would be 
required to sponsor or establish a cooperative. In such cases, che Stace 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 :.?.-10 
employees who contributed at least 50% of the cost of health insurance would be 
permined to enroll their employees in a FEHB program at the same premium price 
(both employer and employee share) paid by federal employees, plus an administrative 
fee. 
Rules for Cooperatives 
I. Cooperatives would be required to accept all eligible individuals and employers 

within the area. 
. ., 
t, -· 

.J, 

4. 

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 co comply. 

Choice of Health Plans/Cooperatives 
1. Enrollees, not employers, would choose a health plan within the cooperative 

2. 

.J. 

4 

Employees of the same employer could choose different health plans. 
Employers above the community raring threshold would be r_equired to provide 
employees with a choice of at lea.st three health plans. [ncluding a fee-for­
s.ervice plan. 
Employees of finns with 20 or fewer employees whose employer contributes ac 
least 50% of the cost of heal ch insurance could enroll in a cooperative chosen 
by the employer. Employees could purchase insurance at modified community 
rates elsewhere, but the employer would nor be required to make the same 
contribution to insurance coses 
Employees of firms with 20 or fewer employees whose employers do nae 
contribute ac least 50% to the case of health insurance could enroll based on 
either residence or worksite. 
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Governing Structure 
l. Cooperatives would be non-profit organizations governed by a board of 

") .... 
directors decred by members of the cooperative 
Insurers would be prohibited from fomling a cooperacive, but would tie 
permined to adminisrer a cooperative. 

Duties of Cooperatives 
l Cooperatives would be required to enrer into agreements wirh health plans. 

2. 

employers and individuals; collect and for.i.-ard premiums co health plans: 
coordinate with other cooperatives; Jnd provide a complaint process. 
Cooperatives would be expressly prohibited from approving or enforcing 
provider payment rares: performing any activity relating to premium payment 
rates: and bearing insurance risk. 

Cose Containment. 

Managed competition would help contain costs by encouraging consumers to make 
informed health care purchasing decisions based on the price and qualiry of a 
standardized benefit package, by banding consumers inro large purchasing pools 'With 
lower administrative costs, and by encouraging providers to form more efficiently 
organized delivery systems. 
Premium Targets 
1. Targets for changes in per-capita premiums would be set by law at CPI plus or 

minus an adjustment factor that would take imo account increases in real per­
capita income, changing demographics and health starus indicators, and 

2. 

3. 

changes in medical technology and rhe use of services. 
An independent National Health Cost Commission would be established to 
monitor per-capita premiums The Commission would have 7 members 
nominated by che President and confirmed by the Senate. The:- would serve 6 
year. overlapping terms. 
If the Commission determines that the targets have been '!X.ceeded, it would 
recommend appropriate actions for consideration by the Congress under fast-
track procedures. 

Federal Deficit Control 
I. OMB wo,~ld deter11fine annually, through 2004, whether enactment of health 

.., .... 
care reforin had caused an unprojected increase in the deficit. 
Any deficit increase would trigger automatic reductions in subsidies unless 
Congress enacts alternative budget reductions (considered by fasr-track) or 
O~ determines that GDP growth has fallen below 0% for 2 consecutive 
quaners. 

Malpractice Reforms 
I. 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 

2. Contingency fees paid to artorneys would be limited to a sliding-scale schedule. 
J Awards would be reduced by the amount of any payment for the same injury 

from another source. 
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6 

7 

8. 

Payments of over S l 00.000 could be made on a periodic schedule determined 
by the court. 
Demonstration projects would be authorized for limiring liability ro health 
plans rather than physicians. 
Demonstration projects would be authorized for adopting medical practice 
guidelines as the standard of care in medica..l liabiliry actions. 
Federal law would preempt inconsistent State laws except to the e:iaent such 

laws imposed greater restrictions on attorney fees or a ;:>erson's liability, or 
pennined additional defenses to malpractice actions 
Federal law would govern actions in State coum and would not establish a 
basis for bringing malpractice actions in federal couns. 

Administrative Simplification and Paperwork Reduction 
I. Establish a process for setting health in.formation standards for paper and 

electronic trans.actions. 

..l. 

4 

5 

6. 

Fraud 
1 . 

2. 

Create a public/private health information network to facilitate cost effective 
administration and practice of health care including aucomated coordinarion of 
benefits and claims routing. 
Issue health identification cards using the Social Security number . 
Require all health providers and plans ta use standard electronic trans.actions to 
conduct:Qusiness 4fier a grace period for implementation. 
Fund demonstration projects in telemedicine and electronic medical record 
systems in primary care. 
Cenify organizations to produce aggregated data for quality 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 
enforcemenc activities; a portion of the fines and ci1,il penalties collected from 
such activities would go to the trust fund and the remainder to che Treasury. 

VII. Financing (unofficial estimates) 

A. Revenue Raisers (over 5 years) 
I. Increase tobacco excise tax to S2 00 per pack ;;; $86 billion . 
.., Increase handgun ammunition excise tax to 50% (except .22 caliber) = 5140 

million. 
3. Impose a I% employer payroll assessment on fim1s of 500 or more employees 

"" $50 billion. 
4. Extend 1-p: tax to aV State and local employees= $6 billion. 
5. Recapture Medicare part B subsidies for individuals v.-ith incomes over 

$90,000 and couples with incornes over S 115,000"" S4 billion. 
6. Health benefits provided through a flexible spending arrangement would not be 

ex:cludable = $2 billion 
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7. Levy an assessment on heJ.lth insurance premiums, phased up to 2.5% of 
premiums by 1999, for acadenuc health centers and medical education and 
research= $40 billion. 

8. Payroll assessmencs on small firms chac do nae proVid~ coverage"" SI O billion. 

B. Revenue Losers (over 5 years) 
I. Provide 80% self-employed health in:;urance deduction=- (S5) billion. 

'. 
C. Medicare Savings (over 5 years)= $33 billion. 

\/'ill.. Medicaid 

IX. 

x. 

A. Mainstreaming of AFDC and Non-Cash recipiencs: Boch groups would be treated like 
other low-income individuals and families for purposes of community rating, 
enrollmenc in health plans and subsidies. States would pay a maintenance of effort 
based on current spending on these groups for services covered in the benefit package. 

B. SSI recipients: Those not enrolled in Medicare could enroll in health plans. States 
could make premium payments based on negotiations with certified health plans. 

C. Services not covered in the standard benefit package: Retain current Medicaid 
mandatory and optional eligibiuty groups for provision of services nor orhervrise 
provided by health plans. States could negotiate with health plans to provide 
supplemental services. 

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

A 
B. 
c. 
D 

A. 
B. 

c. 
D. 
E. 

Long-Tenn Care 

, Retain Medicaic;!,!ong-terrp 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 
1?!igible for Medicare. 
Medicare Select would become a pennanem opcion in all States. 
Medicare risk contracts would be improved. 
Improvements in hospital payrnenc methodologies would include: 
I. Medicare Dependent Hospital E:aension, 
2. EACH/RPCH program improvements and extension to all States. 
3. making Medical Assistance Faciliries permanent and available 10 all Sr:ites, 

4. extending the rrnal health transition gran[ program, and 
5. rebasing PPS exempt hospitals. 
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.~c.ademic Health Centi',.,; !lnd Medic3l Education and RC3carch 

.-\c:~rlr.mic: Health Centers (AH(3) Trust Fund 
1 A trust htnrl for AHCs would be esiabli£h~d 'vith contribucions from the 

M~dicare indirect mect1c:~I ~riuc:arion (!ME) adjustmc!nt lt curr~nt In·.., lcv~ls, 
µlus a portion of revenues frnm a l. 5% a.ssessmenr on premium~ llld on 

1. 

. 
-'· 

µ1c:1nium equivale!ltS for self-insur~rl plans. 
Pay1m:ms would be made to all AHC.~ and teaching hospiti!s in a manner 
modeled after the current !ME adjustment 
Pnymcncs would cocal 56.28 billion in 1996, S7.25 billion in I l:l97, -~)< ?~billion 

in 1998, S9.4 billion in 1999, and SI0.64 billion in 2000, incre3.Scd annually 
thl'rea.fter by the change in the notional premium ta.rgccs. 

Biomedicai and Hl'h~vioraJ Research 
I. A Health Research Tm~t. Fund would be established to fund e:<pll!ldcd 

., uiomedical and behavioral research rhrough NIH. 
The ti"~~l fun<l wbuld be financed With an a.~.~l"ssmem on premiums and 
premium equivc<lc11b equal to 0.25% in 1996, O . .:i0% in 1997, n. 75% in l 998, 
ilnd \ .0% in 1999 and sulJ:;c1.1u1:m years. Also. the tax code would hi' :i.mended 
to authorize pcrJons filing federal 1.u 1c1urns to elect to make contributions tn 

the trust fund or to donate ta.x overpayments 10 the trust fum.l. 
Graduate Med1c;1.I ~nrl Nursing Education Trust Fund 
1. /\ trusr fund for graduate ml'rlir.al and nursing education l!1d for tra.n:Jitionru 

..;u:;b would be established with concnh11tiC'.'lns from Medicare direct medical 
education coSL:i dL ~urrent law levels. plus a µortion rif revenues from the I. So/o 

2. 

., 
-'· 

1i33c33mcnt on premium~ i:1m.I premium ~uivalems. 
Graduate medics.I education paymc:11L:; would be made to qualified applicants 
operating approved residency programs or pa.ni~iµatinK in voluntary consonia. 
a) Payment> would be based on hi5torical cosu of individual piug1 dlll:i. 
b) Payment~ would total $3.2 billion in 1996, S3.55 billion in 1997, and 

S~ 8 billion in [ 9'78, inc:rPJlSed annually ther~afler by lhO: cn:inse in the 
uaLivnd! premium targecs. 

Graduate Nuning Edu~d.tivn 
:i) Pnymcnt3 would be made: 1u qualified applicants operating gra<111:>.TP 

b) 

nur~e training prograrm ba:;cJ vn nacional average costs with a 
geographic adjustment factor. 
Payments would total $200 million in 1996, inrn.:a~e<l annually by the 

, ::hange in r,he national premium te.rgct3 
Medical School Ar.rount 
a) Payments would h~ m;1t1~ 10 medical schools to l!:Si$t in meeting 

b) 

dO<.li1ionaJ teaching and researc:h c:osts ;issociated u.;th the transition to 

md.11agcd Lumpetition and expanded amhulatriry teaching. 
rayments woulJ lvlal $200 million in 1996, ~mo milliM in I 997, ~41)0 
million in 1998, S:iOO million in 1999. and SciOO millinn in 1onn, 
increased ~n.nuallr liic:iccillt:r by the change in thr natinn11I prerruum 
t~rgcrs 
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.-\ccess Issues in Urban and Rural Areas 

' .A. trust fund based on a pbrtion of receipts from the tobacco tax (approximarely S 1 :; 
billion per year) would be established for infrastructu~e developmenr. Ir would 
provide funding for the development of health plans and capital investmem for 

hospitals and other facilities 
Provide rax incentives for practitioners chat locate in designated urban and rural areas 

Srate Flexibiliry 

States ~ould have the opcion to establish a single-payer system . 
Scates would have the oprion ro implement ocher systems designed ro 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. 

Privacy and Confidentiality 

Protect aJI health infom1ation which could be related to a specific individual, regardless 
of form or medium. 
Specify appropriate and necessary uses and reasons for release of protected 
information 
Reduce the amount of information released cc the minimum necessary to perform 

' authorized casks'.: t 

Other uses and release of protected infonnation, 'J.lithout specific authorization by the 
individual concerned, would be subject to penaJtics 
Define individual rights to access, annotate, and limit release of protected information. 

Health Plan Srandards 

National standards for health plans would be set by the Secretary of ID1S for: 
1. Cap1ral and solvency standards, including guaranty fund, capita! requirements, 

.., 

·'· 

and risk adjusrmenc/reinsurance: 
Qualiry standards for quality improvement and assurance, continuity of care . 
physician credentialing, utilization management, and medical recordkeeping; 
Patient protection standards for advance directives. physician incentive plans. 
panicipation by physicians in policymaking, anti-dis.crirn.inarion, grievance 
procedure, confidentiality, marketing, and c::thical business conduct; and 

4. Access standards for specialized services and essential community providers. 
Accreditation and Enforcement 
l. States would certify thar health plans meet the national standards using a State 

J 
"-· 

program or private accreditation organization. 
Federal grams would be available to Scates to help fund their enforcement 
programs .. 
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X\'1. Quality and Consumer Informacion 

.-\. Provide Federal funding to St,;pport research on appropriacen~ss and out~omes or· 
medical treatments. 

B The Secrerary of HHS would provide grants ro qualiry improvement foundations co 
disseminate research findings to improve provider practice patterns 

C. States would be required to provide health care consumers wirh cornpararive value 
information on health plans Federal grams would be available ro Scares co help fund 
rheir programs. 

D • Stares would bc:!:required [o esrablish a standardized appca.ls process for bcndir denia.1. 
reduction or termination. 

E. Modify Federal remedies for benefit denials. reductions or terminations. 

XVII. Tax Treatment of Health Care Organizations 

A. Strengthen current law "community benefit" standard for tax exemprion for non-proiit 
hospitals. 

B. Repeal cap on tlX-exempr bonds for section 50 l (c)(3) organiz.ations. 
C. Repeal special deduction for Blue Cross/Blue Shield organizations. 
D Limit tax exemption for I-™Os to "staff' or "dedicated group" model 
E. Impose cerujn penalty excise taxes ("intermediate sanctions") on tax-cxempc hea.lrh 

care organiz.a.tions for transactions involving private inurement. 
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