
August 18, 1994 

To: Jennifer Klein 

From: Stephanie Cutter 

Subject: SMALL BUSINESS CAPS IN GEPHARDT/MITCHELL 

As requested, below are a few paragraphs regarding the small 
business caps in the Gephardt and Mitchell bills. Please let me 
know if you have any questions. 

In the Mitchell bill, subsidies for small businesses 
are based on the wage of the individual employee, not on the 
average wage of the firm. From 1997 to 2002, employers who 
expand coverage to all employees within a class -- i.e. 
part-time or full-time -- will be eligible for subsidies for 
currently uninsured employees. Firms paying 50 percent or 
more of the premium receive a subsidy for any amount above 
eight percent of the newly-insured employee's wages, up to 
50 percent of the premium. The self-employed may deduct 50 
percent of their health insurance costs. In 2002, a 50-50 
employer-individual mandate will go into effect in states 
with less than 95% coverage. Firms with fewer than 24 
employees will be exempted from any requirement to 
contribute. 

The Gephardt bill relies on firm-based rather than 
individual-based subsidies to relieve the burden on small 
businesses. In 1999, employers in firms with 100 or fewer 
employees would be required to contribute to the cost of 
private health insurance. Employers would be required to 
contribute 80% of the cost of their employees' premiums, 
with subsidies for small, low-wage employers. Employers 
with 50 or fewer workers and average payroll of less than 
$26,000 would be eligible for a tax credit which would 
reduce the amount they must contribute toward their workers' 
premiums. Firms with 25 or fewer employees would be 
eligible for a maximum subsidy of 50 percent of the 
employers' share, and firms with 26-50 employees would be 
eligible for a maximum subsidy of 37.5 percent of the 
employers' share. The self-employed may deduct 80 percent 
of their health insurance costs. 



THE.HOUSE BILL: POLICY ON SMALL BUSINESS 

Today,' small businesses have a hard time finding affordable insurance and offering their employees any 
choice of health plans. They are often· discriminated against by insurance companies, charged higher prices 
than large companies, or denied coverage altogether. The House bill c~ntains provisions to improve small 
business access to insurance, make sure that insurance is more affordable, and give employees of small 
businesses the same choices as all other Americans. 

I. INCREASED ACCESS 

The bill reforms the insurance market to eliminate the policies which have traqitionally been used to 
discriminate against small busi~ess.· · · · . · · 

. Guaranteed Issue,: Health plans cannot deny coverage to any eligible group. 
Guaranteed Renewability: Health plans must renew all eligible groups [i.e., can't drop a 
company.] 
Elimination of Pre-Existing Condition Exclusions: Health plans, will not be able to deny 
coverage for pre-existing conditions. 
Elimination of Experience Rating: Health plans will no lo_nger be able to charge small 
.businesses more based on the health status Qf their employees. 

II. SHARED RESPONSIBILITY 

Ill. 

• · £hared Responsibility: In 1999, employers in. firins with. l 00 or fewer employees would be 
required to co~tribtite to the cost of private health' insurance. Employers would be required to 

' contribute 80% of the cost of their e~ployee~· premiums,_ with subsidies for the s.malle~t low-
·Wage em.players. (see below] ·. . 

.·. 

• · Tax Credits for. Smallest Busines~es: Employers_ with. 50 or·:f~w~r workers and average payroll 
o:fless t~~'$2.6,b°po ~o.~ld·b~ ~1.i.gi!)l~. f?t k:.til.~.:cre.di(whid(wo~l'd r~duce the am~mnt.theY: must 
clmtrib,ut~. tow~d~ t.h~_ir ,~orkt'.rs\pr~rµi~s,.·:· f irm.s wit4 25: o_r fe\\'.ei .~rP.ployees ~o_uld be . 

. eligib.Ie fqra rriaximuih·stl,bsidy_of50 p'ercent of the employer~· shar~, and firrps with 26,.50 ' 
. employees wbtiid be eligible for' a'rrubdmllin subsidy of37.5 'percent:onp.e employers'' shar~. 

•,,· .. •, . . . . ·.. . .. 

AFFORDABILITY, . '·' . .. ·, 

• 

• I , 

·1' 

Purchasing Cooper~tives: Allow~ state~· t() (!stablishe voluntary or mahd~t~ry purchasing 
Cl~Operatives fo. increa5e bfilg~lrung power of sinail businesses. ,.Plans sold through the ' 
coo.perative would b~ ~old ata community rate: · · 

•• 1 ' - •• 

·I 

. -: . ,. ' . . ·-·. 



• Community Rating: Pure· community rating would apply to health plans sold to groups of 100 
or J_ess. That means that everyone pays the same pdce~ arid no small bu~iness·can be cha.rged · 
inore because it has old or sick employees. There can be no premium variations based on age in 
this market. 

• Self Employed Tax Deduction: The self-employed tax deduction is i~creased from 25% to 
80% of health insurance premiums. This is the amount of the employer contribution that will be 
required under the proposal. 

IV. EXPANDED CHOICES 

. Small empl9yers would have several choices of insurance for their ernployees. They could: 
• · Offer a minimum of two private insurance plans·-- a fee-for-service·and a managed care plan. 
• · Voluntarily enroll their employees in Medicare Part C :-- which will offer at least a fee-for­

service health care plan --. with unlimited doctor choice -- and a managed. care plan. 
• Join a voluntary purchasing alliance to consolidate their bargaining power with other businesses 

to get the most choices and th~ lowest priCes. · . · 
• Offer a Medical Savip.gs Acco~nt which would receive special tax treatment. 
• Employees of small fimis (fewer th~n I 00 employees) that offer private coverage could choose 

coverage urider a"newUniversal Fede~al EmpJOyees Health Benefit Program [FEHB
0

P], which . 
.. . today offer~ o_ver 300 choi_ces nationwide.. . . 

. ' .. ~ . - . . .. 

- V. . OTRJ./i?.:PROVISIONS RELEVANT TO SMALL BUSINESSES 

. :' ·'/ 

. ,· '. ·:. 

r.'. ·. ' '. '·' . . '.·.'.. ' . .· . . . . ' . .. . 
.. ·.. l .• - - . - .• ~ - . • . . . . { ••. ' .. ·. : ..... - . . . . ' . . . , 

. . · •. ·. Il11dependent ·contractof: ·Before J~u~· I; 1996, _the. :rreasury Departm~nt will submit a 
· · ·· -· ·1eg~~.l~tive·pr9posal pfovidi~g statufory sta:h.daids "fo~ t~e Classificat1o"il of workers as 

, . ,.· · . .. . . . . in.~ep_e~dent ~o~tract~is. · , ... · , ... ~ · .. · · . . , . .. .~;: · ... ,_ 
... :.-.:·,_:·:_:_~-3-',_ ~.--.. _~ ·: ... r·_ ,:;·.<- ·. ·.":. ·>>- "·· · __ .. · · '. < ·. · . . 
··. ~. ..".Subchapfer S Corporations: A 2% sharepolder's-pro-rata share of taxable income from a 

' ,. • ' I' • ' I ' \ ," ', I ' •, ~· ·' :! • • •t ' • • 

· ·. ·. :·: _: ~- · ~e;.V~l'.~-r~I~tep· bµs,in~ss .wotil? ~e ~r:eat~C;l. as ne~ -~~.ng~ frotp.· self~eniplOymeil_t. 
·: . ~: .. ::-:. ·.·:·:.-·-~ .. :·:.·~:·:'. ·:_'._ .. ~ ·. · . .-~.:·i:~.:~·\(:/·':1·~; :: ~ -~ .,. .. ':. :> ......... ~ ... :-. .. · ..... ·._: -..:. ~' ".':.··.-\'.'·· · ... :_ .. ~·. , . . . ' 

·· .·• . Reform Health Care-Part Of Workers' CoriipensatiOn:· To end unnecessary duplication and 

': f~!d~~ec~~ts f~r.·s·~alf~~:~~~~~-~~1· ~?~~~ea wor~eis w.m:.obt~·i·n\treatmerit thr~~-~h. their health' 
plans-for"work-relate.d 1munes: Employers woul_d:contmue to purchase expenence-rated 

· ·. ·"ror~e~s' .~o~pensati9ri.·fro~ -insurers~.- A Co~ss.~6n.owili 'b~ esi~blishe(i°to study the issues · · 
._ .· . lnyolved i~ full lntegrafioiran~rnake'detaiJed r.ecofrt:n~ndations· within 2 years which Congress 

.. ··-:.would have to consider. . : ' '. ' 
. ~ . . 
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THE. HOUSE BILL: GOOD FOR SMALL BUSINESS 

SUMMARY: The House bill ,,;akes·important changes to ·increase protectiOnfor s~all business, The 
leadership listened to the o\A.iners of small businesses -- and the new legislation has taken 
many additional measures to address their concerns -- with more choices, extra incentives to 
buy in,surance, and a longer phase in to make sure we do things right, 

PROHIBITS INSURANCE DISCRIMINATION AGAINST SMALL BUSINESSES: 
• The House bill eliminate~ insurance co_mpany practices' that inake s,maH businesses pay so much more 

for insurance than larger firms. Insurance companies will ,be prohibit_ed from dropping firms, denying 
coverage, or raising a small .company's premiums when even just one worker gets sick. All will pay the 
same "community" rate. -- no small business may be charged more for having older or sick workers. 

SMALL BUSINESSES GIVEN SPECIAL PROVISIONS-~ EXTRA TIMETOADJUST: . 
• Provisior!s for small businesses are phased in.over a long~r period of time, giving small businesses an 

extra two years to adjust 

OFFERS SJ..vfALL BUSINESSES BARGAINING POWER TO GET BEST RATES: 
• . It e~courag.es. ~mall b~sinesses to join voluntary purchasing alliances, t~ give them the same negotiating 

power th;;t aliows large firms to get"_ the bes.t rates and the ,most choices today. This will also reduce the 
administrative costs which burden. s'mall businesses today.· . . ' .' . . 

. . . ' . 

i>ROViDE.S ])IS(.:OUN!S, FOR THESMAiLEST LOW~JJIAGEF/~S: . . . 
• . The proposal offers generous provisions for the smallest firms _:.those with fewer than 50 employees 

and ari avetage:wage oflessth~ri $26,0QO ~-·to.help them.finally bririg·afford~ble insurance into reach 
' .' I .', , ',• • , • • •. . •. •', ' ' •• 

MORE.CHOICJ!$·:fOR-S}fALL, F!JWS,AiyD~T!fE_IR._EMPLOYEES: , . .. ' .. 
"' ~ ~· EmpJoy~ess qf ~~alf bµsinesse,s w~ll f~ally''g~tthe '¢hoices they;,ve ~een denie4 in the current system. 

,' . : . Th~y.'m.~YJ{?in'.tJ1~ fe.der~le~pfoyees he'.~lth ¢ate ~y~tem' -~:a P.rov~ri system with <rver .. 300 chokes . 
• • , 

0
: • natiorJ.wf,j~:;: .. pr.·~~a~l businesses .. rriay, de~ide to emo°II.~eir emp°Ioyees. in Medicate Part C -- a fee-for-

. ,·, sen:i~~ ii~~ai~:9~~ iJ.(a11,.-.a11<;)\ying:ihe·n1 ·tiJ cho<>.'s_e', .µiy <loctor ¢,¢{want. · · · . · : ·· · -
.: . ; '.'_ ... ·:~): ./ ;:<<:.·~: .... :~(·:.~-: :"·i) ·. :.> >·. :·: ..... ,:~ >:. ·~>;:i.-'., . )~ ·~.<:~~:': J . :/('~.: '::_':_:. '.~· :..- . ' ::" " . 
: . . ELIMINATES,~~HJDDEN.TAX" SMALL BUSINESS PAYTODAY: ,·. '· · , . · . 

. ,·· •. :.j.·.'. ... : .·· -· 1 .... -, :.:··'.:·1..~i"·,:.··.· . .. :. t .... :· ••• > ... ·.· .. ,,·- .. . ;: ~:: ·.:.:·: . ·. . ·. . · .. ·. 
·. · ; •. ,-.'Today;·sinall,btisiriesses ~hat pfovide iris~rancejJay 'extra:fdr tlie·qepeQdepts.oftheir employees who 

.~; :"w.6.rkfor cbirip~es· ·~fi6. do ·not.·p~oyidd °fqsW:ance.:;)yb¢ri,.all.'.'_e.~pfoye~s' ta.ke: ~t?Sponstbil°ity ,-costs will 
'. 'be subst~ritially:~educed for bu~lnesses-tllat curr~ntlf prbv.i<le':in.s"urance. . -~: . .' . . . :. :._ . 

.i'N:cdN;irist.~'i~c~M~NtA~·i£j.~~-li)Lt:·JiuiIJ~~s·~MA·lL BUsiN:ess:. · _ . 
• ." ' ', :, • •,.;, ,. ·'I,,· · •. '• ,' ',' ", ''• •" '"" 'r• • ·: ••\' 1•, ·, -,', t' - ' ' • .• 

·· • A recent study iffHealthAffairs c.ondudedthat: "Fofthqse' who bave.suggestedthatthe best policy 
. · .. : .m:~J;'be 1(1 f;~efdle thro~g~ wi_th.?e~ij/~ma~i~)~.~~~me~~~/.c.~qng~;, our an~lysis suggests that..'.' in the 

.. '.· years.' a/1eq.d, 30.per,cent of small. !Jusi~esses curren_tly 'providing _insurance will drop ~their insurance 

. " cove~age,he~~use oftiie high iosh''.' [Health ~-ffaii"s, Spring 1?'9_2]~ .·.. . . . . . . . . . . .... 
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THE SENATE. BILL: POLICY ON SMALL BU.SINESS 

.Today, small businesses have a hard time finding affordable insurance and offering their employees any 
choice of health plans. They. are often discriminated against by insurance companies, charged higher prices 
than large businesses, or denied coverage altogether. The ·senate bill contains provisions to improve sinall 
business access to insurance, make sure that insurance Is more affordable, and give employees of small 
businesses the same choices as all Aniericans. . . 

· /. INCREASED ACCESS 

. . . . 

The bill reforms the insurance· market to eliminate some of the policies which have been traditionally 
used to discriminate against small business. . . 

Guaranteed Issue: Health plans cannot deny coverage to any eligible group. 
Guaranteed Renewabilitj: Health plans must renew all eligible groups [i.e.~ can't drop a 
company.] 
Elimination of Pre-Existing Condition Exclusions: Pre-existing conditions will be phased out 
and eventually eliminated. 
Eliminates Experience Rating: Health plans will no longer be able to charge small businesses 
more based 9n the ~ealth status of their employees: 

II. SHARED.RESPONSIBILITY 

· • ·Shared Responsibility Only As A Back-Up: A requirement for shared responsibility will only 
go irito effect-if 95% of the pop~lation is'riot covered by the year 2000.~ TheCBO predicts. t_hat 

. t\le Mitch~ll.bill will "meet its target o/95% coverage" by 1997, using market fo~ces anii 
: s'ubsidies .. Onlyifthis goal has not'. been m~t will a 50-50 employer-individual inand~te go into . 

. ·. effect in 2Q02'in states .with less thari·95% coverage and then,·only if Congress ha$ not acted. on 
the reGorilrriendations of a Coverage .c;:cirillnis~i·on .. · . · . · · · . · 

. ·1. . ' • ~- . ~ ·' ·:. .. 

· ~ ~, :_ Sjn°~1i B~:sin~ss Exe~ption; :,.E~en )r th~ i:iack.,~p plan d~es go into effec.t, ·firms ·with fewer". than 
"< .· · .. ·.:. ·. 2~; empi6yees wiii'he··~xerilpt~d-·from··a~y req

0

~iremerit'to.contribut~.. . . - . -· .. -. :· . · .. 

-.. ,··.·~·: ._ .:. ~~hsi·~·;~~ ~or.~~p;a~Xi:~~·;~ov.~ra~~~:-~mplo·y~rs:who:p-~~ .cov2rage.to all ~mplo;~es ~it~·~·~. 
, .. ···-class·~~ i;~,·, parl~f_iq\e:of~H:.t~e .... wiH)e ~Iigible for s~bsiµ1es .for.ctirr~~tly uninsured .. _.·.. . - .. 
. e~nploye~s; beginning in 1997 <:µld av-~Oable for ~ years. Firms payirig ·5.0% or more of the · 
... premium re'ceive a subsidy f6r any 'arri'ounf above 8% of the .newly-insured employee's wages, up -

: · ... ·., .. ':' to 50% of the premitim .. ·, ·. . . . 
. . . ' ... \ . . :• . . . ' . . . . ' : 

·If.I.: .... - .AFFbRDABiLITY . 

·. · · .. :.: >. Pu~~hasirig C~opcratives: Requires ::;t~tes to establishes voluntary purchasing coop~ratives to '.. · 
. : _ · ... :···:_'\hcr.~ase h£irgainihg power.of small businesses: Plans sold through the cooperative wou_ld 'be sold 

. ' : . • ·. ·. ' . ·; I . . . 

'. ·. : -;- at ~ commuruty rate. 
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CommunitY Rating: Mqdtfiyd comn1uri'ity rating would apply to· health .plans soid to groups of 
500 or less .. That ineans that all ·busin~sses pay·s the same price, adj~sted only by a 2: I age band 
(eliminated in 2002). 

Sdf Employed T~x Deduction: Beginning in 1996, the self~erriployed tax deduction is i~creased 
from 25% to 50% of health insurance premiums. This is the amount of the employer contribution 
that would be required if the back-up system of shared responsibility goes into effect. . 

IV. EXPANDED CHOICES 

"v. 

.. 

Small employers (with fewer than .500 employees} would have several choices of insurance to offer 
their employ~es (with no. requirement to confribut~, except as· a pote'ntial back~up beginning in 
2002): 

• 

• 

. -. 

They must offer their employees the option of purcha.sing coverage through a voluntary 
purchasing alliance, consolidating their bargaining power with other businesses to get the most 
choices and the.lowest pric~s. °The purchasing cooperative will hav·e to ~ff er a minimum of three 
plans, including a fee-for-service· plan.. . . . . 
And, they may offer a minimum of three private insurance.plans_:.. a'fee-for-:service plan, a 
managed care plan, and a poin~-of..,ser\!ice plan -- in addition to the choices offered .under the 
purchasing cooperative. . . . : . . . . . . . . 
Employees of small1irms (with fewer than 50Q employ~es) may al~ays choose coverage under 
the F~deral Ernploy'ees Health Benefit~{Prngram. [FEHBP], which today offers' over 300 choices. 
nationwide. . · . · . · · . . 

. ·,, 

'\ 

.. . OTHER PROVISIONS RELEVANT TO SMALLBUSINESSES .. ·, , 

• • • Independent ~On t.,;ct~r: Bef J~~ j~Li.\·, i99~, ili~ i re~ury ;;~p~enl ;.Jill siibmit ~ . 
le!~islative prqpo~a.l"pfoviding statii"~or}');~da'.r<lsKor;the-da5sificatio~- of.wotkers as independ~nt 

._co~tra~to~.s:; : \ ') •·• ·: · ·, .•. ·': ·: : •. ·_·>· '. · ··· . < , • , , .··:} '- •• • : • . . ..• . .· 

. • Su1bchapter.S Corporafo>rls: All.2% sh;;ireholder~ who.provide significant service.s;~o.S . 
Corpor~tioris'.~ill: iri~lude~a·s· ne( efil:ili~·g-s"fr~m .seif--~mploynient the· l~~se'r·o.f:' "a} their ~et share ~f 

: •. . . - • : , .• • 1 . ~ • . . • • • 1 ,.. . \ . . . . ; . ; . . . : . . . . . . . . . . . 
·"income from the trade.or business;:or'b)·JO.o/o·oft}:ie Sqcial Sec.urity:'\yage base ($18,200). · . . 

' • • • ~ • • • • • : .:· •• ; ••• '\ • , • • 4 - • ~. : 1, •• • - ' • 

• Reform Health .. Ca~~ Pa~t or Work~~~;·i·c;ri~·p.~rl~a·;i~n; .. AC")~mission ~ill :be est~blished to .. 

study the issu~·s: rel~t~µ to ~he ·r~1aiionship be~et:n· health !pl<!iis hn:d w~rkers'. corripensatiqn> . . _ · = · 

medical serv~ces .. The. Commission will report to the President, as w¢il as the 'House Education & 
Senate Labor. and HUimµ1. Resoµrces cci~ittees, by 1Oil12000.". The 'pl~ als.o authorizes a 
number of state dem'Onsfratfon' project~'.\:Vl'th' r~'sp~ctto 'work-relateci'lllnes·s'es and injuries. 

: • • • ' • • ' ' ' ' .~ ' - •' ' '•" '• ' • • ,' .,• T , 
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THE SENATE BILL: GOOD FO.R SMALL BUSINESS 

SUMMARY: The Senate bill makes important changes to increase protection for small business. The 
leadership listened to small businesses owners -- and the new legislation goes to great lengths to 
addi·ess their concerns -- with greater jlexibiiity, more choices; extra incentives_ to buy insurance, 
and a longer phase-in lo make sure we do things right. 

SMALLEST BUSINESSES EXEMPTED FROM SHARED RESPONSIBILITY: 
• .Under the Senate bill, small businesses with 25 or fewer employees will be. exempted from any requirement 

to contribute to their workers' insurance -- arid they will h~ve a more accessible, affordable sy.stem if they 
choose to provide insurance. If these firms choose not to provide coverage, their eligible employees will be 
given subsidies to help them purchase insurance.on their own. 

PROHIBITS INSURANCE DISCRIMINATION AGAINST SMALL BUSINESSES:· 
• The bill eliminates insurance company practices that make small businesses pay much more for insurance 

than larger firms. Insurance companies will be prohibited from dropping firms or denying them coverage. 
Pre-existing condition exclusions ~- used to deny s.mall businesses insurance today -- will be phased-out. 
The variati_ons in rates that characterize the small business market today will be reformed; all businesses will 
pay the same "community" rate, adjusted only by a 2: 1 age band. 

OFFERS SMALL BUSINESSES BARGAINING POWER TO GET BEST RATES: 
• The bill offers small businesses voluntary purchasing alliances, to give them the same negotiating power 

that allows large firms to get the best rates and the most choices today. This will also.reduce.the · 
administrative burden on small businesses, who today pay eighttimes what large companies do for this. 

INCREASED INCENTIVES FOR BUSINESSES TO EXPAND COVERAGE: 
• Employers who expand coverage to a new 'class of employees -- i.e:, part-time or full-time :-will b.e eligible 

for subsidies for currently uninsured employees, beginning in 1997 and available for 5 years.· Firms paying 
.50% or more of the premium receive a subsidy for any amount above 8% of the newly~iilsured employee's 
wages, up _to 50% of the premium. · 

MORE CHOI(';ES FOR SMALL FIRMS AND THEIR EMPLOYEES: .· .. Employees of small businesses wilrtinally-get th~ choices they'~e·beeQ denied in the current system. They 
may join the federal employe.es health care system-·-· a proven system.with over300 chofoes riationwid~ -­
or choose from the range of options offered by the pu~chasingcooperatives their employ~rs must offer;them. 
And their employers may also choose to offer them a choice of three plans -- one of which must be a·fee-:for 
service plan .with unlimited choice of doctors. _ · · 

IN CONTRAST - INCREMENTAL REFORM STILL BURDENS SMALL BUSINESS: . 
. • A recent study in Health Affairs concluded that: "For those who have suggested that the best policy may be 

_lo muddle through with only small, incremental changes, our analysis SZfggests that ... in the years ahead, 30 
percent of small businesses currently providing insurance will drop their Insurance coverage because of 
the high cost." [Health Affairs, Spring 1992] 
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