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ASSISTANT SECRETARY

TO:
FROM:
DATE:
RE:

‘" MEMORANDUM /\

K

SECRETARY BENTSEN , < \/ /
LESLIE SAMUELS

OCTOBER 8, 1993

ATTACHED MEMORANDA

Attached are additional memoranda on subjects related to health
care reform. As with the memos we sent earlier, these memos ask
for your approval and/or guidance regarding certain aspects of
the health care reform proposal.

Specifically, the memos address the following issues:
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Design of the Tax Cap

Independent Contractors and Outsourcing of Workers

‘Tax Treatment of Nonprofit Health Care Organizations

Tax Treatment of Managed Care Entities

~

Tax Incentives fér Health Care Providers in Rural Areas

In addition, we wanted you to be aware that the health care plan
currently contemplates two other tax changes that you may find of

interest:

Application of the HI tax to all State and local
government workers. As you know, this proposal was
made on a number of occasions by the Reagan and Bush
Administrations and was rejected by. Congress.

A means-related Medicare Part B premium beginning at
$100,000 for single individuals and $120,000 for
couples. We believe that the intent is that these
premiuns will be collected by the IRS. '

Treasury will be involved in the drafting of these proposals.

cc: R. Altman
A. Munnell
M. Weiss
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' WASHINGTON
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MEMORANDUM FOR SECRETARY BENTSEN

"THROUGH:

FROM:

SUBJECT:

- LESLIE B. SAMUELS
ASSISTANT SECRETARY (TAX POLICY)

JANET HOLTZBLATT (622-1327) AND
RANDY HARDOCK (622-0170)

Tax Treatment of Employer Provided Health Insurance Under Health
Reform

SUMMARY: This memorandum discusses a number of issues relating to the tax treatment
of employer-provided health insurance under health reform, including the 100 percent deduction

for the self-employed.

DISCUSSION:

. Overview.

‘Based on the September 7 draft and discussions with Mr. Magaziner, we believe that there
is general agreement on several key issues regarding the tax treatment of employer provided
health insurance:

Employer contributions for the comprehensive (i.e., standard) benefit package (up
to 100 percent of the costs of the package) would be excluded from income for
purposes of calculating individual income and employment taxes.

Employees would include in taxable income and wages the following items:
employer-paid premiums on supplemental plans; employee premiums, co-pays and

. de'ductibles\ paid by the employer through cafeteria plans, including flexible

spending accounts (FSA); and other employee co-pays and deductibles that the

employer voluntanly agrees to pay.

The health insurance deduction for self-employed persons would be increased to
100 percent of the costs of the comprehensive benefit package (thus, a cap would
also apply to the 100 percent deduction for the self-employed).

The tax cap would become effective Januai'y 1, 2003.
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Employee contributions for health benefits through cafeteria plans would be

disallowed, effective Januaryl 1997.

A number of other issues must still be resolved With respect to these issues, we
recommend that: :

The 100 percent health insurance deduction for self-employed taxpayers will apply
‘to contributions made to regional alliances. (As a consequence, a self-employed

taxpayer would be able to claim the deduction once his residence state establishes
a regional alliance, whether that is in 1997 or earlier.)

The 25 percent health insurance deduction for self-employed workers would be >

extended from January 1, 1994 to December 31, 1996.

Employers may pay all or part of the employee’s share of the premium.
Employers that do so must make the same dollar contribution for all employees
within a geographic area (generally a regional alliance) the same family status,
unless a bona fide collective bargaining agreement requires otherwise.

Employer contributions for the comprehensive health insurance package for
retirees under age 65 would be excludable from income and payroll taxes (under
the generally appiicable rules).

Federal subsidy payments for retiree health insurance benefits would be
excludable from income. However, the subsidy benefit would be taxed at the
same income thresholds as Medicare Part B premiums.

All employer contributions for health insurance benefits for retired workers, age
65 and over, would be excluded from income as under current law. Active
workers, age 65 or over, would be treated in the same fashion as younger
workers; 1.e., employer contributions toward the comprehensive benefit package

.would not be taxable, while contributions in excess of the comprehensive benefit

package would be taxable.

All other Federal subsidies for health insurance (e.g., subsidies to low—mcome
mdmduals) would be excluded from the income of the recipient.

OR

NN

Prepayments for qualifying medical expenditures under section 213 must be -

deducted over the period of the benefit.

Based on our initial discussions with Mr. Magaziner, we do not believe that he will object to
our recommendations. These and related issues are discussed in greater detail below.

[
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Effective Date and Transition Rules for Tax Cap: Under the September 7 draft, the tax cap
would become effective when a state establishes qualified health alliances. Employees within

the state would be exempted from the tax cap until 2003 if their firm offered a more generous
benefit package than the standard plan (as in effect in the year 2000) prior to January 1, 1993,
and their employer registered their plan with the Department of Labor during 1994.

Issue 1: Should there be a 10-year grandfather rule based on the specifics of existing
arrangements? ' .

~ There are significant (and perhaps insurmountable) administrative, policy and polmcal
problems with this proposal. Tracking employer health insurance plans over a ten-year period
would be a difficult task for either the IRS or DOL. We would strongly recommend that if a
decision is made to delay the impact of the tax cap proposal, that it be done on a uniform basis
with a delayed effective date, rather than with a grandfather provision that is based on the
specifics of existing arrangements that vary across industries and employers.

 On Labor Day, Mr. Magaziner stated that he was not anticipating much revenue pick-up
from the tax cap over the budget period. In subsequent conversations, he has stated that he was
willing to step away from the registry concept in response to Treasury’s concern about this
aspect of the proposal. Because of commitments made to labor unions, Mr. Magaziner is
adamant about the 2003 effective date. :

Mr. Magaziner has madc other statements to staff which suggest that he wants to phasc—m
some aspects of the tax cap proposal sooner than 2003 in order to increase consumers’ -awareness
of the costs of health insurance. As a consequence, he would prefer that the provision to
eliminate employee contributions in cafeteria plans become effective in 1997 (when all states are

-required to have health alhances operatmg)

Self-employed Health Insurance Deduction: In his speech before the Natmnal Governor’s
Association in August, the President announced that the health reform plan would include a

proposal to increase the health insurance deduction for self-employed persons to 100 percent.
As further specified in the most current drafts, this proposal would be limited to 100 percent of
the costs of the comprehensive benefit package and presumably could not exceed a taxpayer’s
total self-employed eamings. As under current law, the deduction would apply only to
individual income taxes. The proposal would also eliminate the current law restriction that the
deduction would not be available to self-employed individuals whose spouses are employed by
a firm which offers a health insurance plan. ' .

Issue 1: Shouid the self-emp oyed health insurance deduction be 11m1ted to 80 percent of
the costs of the comprehenswe benefit plan"

Allowing self-employed workers to exclude 100 percent of the costs of health insurance may

aa
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appear unfair because employees will typically be able to exclude only 80 Apevrcent of the costs

of the comprehensive plan (i.e., the portion required to be paid by employers) from individual
income taxes. However, employees will be able to negotiate with their employers to increase
their contributions up to the full costs of the plan. Employees can make similar arrangements
under current law, but employers may want their workers to directly bear some of the costs of
health insurance in order to constrain their demand for expensive policies. As a consequence
of health reform, employers’ costs would not generally rise as a consequence of their workers’

decisions to purchase more expensive policies, and thus more workers may be able to negotiate -

tax-preferred arrangements with their employers. We thus recommend that self-employed
workers be able to exclude 100 percent of their contributions. We also recommend that the
deduction be limited to 80 percent under certain circumstances (e.g., a self-employed person
who fails to provide similar benefits to his employees should not receive the full benefits of the
deduction). /
Issue 2: - Should self-employed workers be able to deduct contributions for the
comprehensive benefit package from the SECA base? -

As under current law, employees will be able to exclude the employer contributions for the
comprehensive benefit plan from both income and social security tax bases. In contrast, self-
‘employed persons will only be able to deduct the costs of the comprehensive benefit plan for
purposes of calculating their individual income tax liability. While there is much merit to a
proposal excluding health insurance premiums from the SECA base, we do not believe that this
is the appropriate time to make this recommendation. Mr. Magaziner has referred to
proposal as providing "rough justice” because it provides self-employed persons wnh somewhat
offsetting gains and losses relative to employees.

Issue 3: When will the 100 percent deduction for self-employed workers become effective?

OMB and Treasury staff have discussed making the effective date for this proposal January
1, 1997 (when all states are required to have established regional alliances). Alternatively, the
provision could become effective as states establish regional alliances (between 1995 and 1997).
Thus, self-employed workers who bought health insurance through regional alliances could
receive the 100 percent deduction. This would be somewhat more: difficult to administer during
 the transition period, but it would extend the benefits of the 100 percent deduction earlier to
many self-employed individuals and make the health reform proposal more attractive to the self-
employed. We recommend that the 100 percent deduction for self-employed workers become
effective as states establish regional alliances. o !

Issue 4: Prior to the imposition of the tax cap for erﬁployees, should the self-employed be
able to deduct the costs of any health insurance plan? '

We recommend that self-employed workers would only be able to deduct up to 100 pefcent
of the costs of the comprehensive benefit plan, beginning in 1997, rather than the full costs of
any plan prior to 2003. Small business may oppose this provision, because it effectively imposes
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the tax cap on the self-employed six years before the rest of the workforce. But on the other
hand, the proposal will still provide most self-employed persons with far more generous tax

. treatment than they currently receive. Providing them with an even more generous benefit --

which will then be cut-back in six years -- may create greater political backlash in the future.

We further recommend that the current 25 percent self-employed deduction be extended
between January 1, 1994 and December 31, 1996. '

Equal Contribution Rule: - The September 7 draft contains nondiscrimination rules with

respect to contributions made by employers towards the employee portion of the premium for
the comprehensive benefit package. The employee portion is equal to the full costs of the

benefit plan for the relevant family status minus 80 percent of the weighted average premium .

of plans for the relevant family status within the regional alliance.

Under the proposal, employers may pay all or part of the employee share of .the premium.

Employers that do so must make the same dollar contribution for all employees with the same

family status, unleSsA a bona fide collective bargaining agreement requires otherwise. Any
additional employer contribution may not vary according to the health plan selected by the

employee, and the employer must provide a rebate to the employee if the contribution exceeds

the employee's share of the premium. Such a rebate is taxable income to the employee.

Issue 1: Should the "equal contribution rules” reflect differences in the costs of health
insurance across regions? ‘

The rule that employers must make the same dollar contribution for every employee ignores
differences in health costs among regional alliances. ‘For example, an employer with plants in
New York and Alabama could be required to contribute the same dollar amount towards the
health insurance costs of workers located in the two states. Alternatively, the employer could
be required to provide the same percentage of the comprehensive plan to workers. An employer
who paid the full costs of one worker's plan would pay the full costs of all workers’ plans. This
option would resolve the regional disparity issue, but it would not encourage employees to

purchase cheaper plans.

Instead, we would recommend that employers be required to provide the same dollar
contribution for all employees W (generally defined as a regional alliance).
Employees would still be entitled to réceive a rebate if they chose a less expensive plan, but the
size of the rebate would reflect the costs of plans within their region of the country.

Issue 2: How should the "equal contribution rules" be administered?

The September 7 draft does not explain how the "equal contribution” rules would be
enforced. For example, employers could be denied tax deductions for health insurance
contributions for failure to meet these standards. Under this option, the IRS would have
responsibility for enforcing the provision, but at considerable cost. ' The IRS would have to

N
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monitor the costs of all comprehensive benefit plans within a region, contributions within a firm
by worker, and the family status of employees (since the size of the contribution will vary with

family status). Instead, we recommend that thése standards be enforceable by the Department
- of Labor subject to civil penalties and fines.

Retirees: The drafts of the health policy book have not included a discussion of the tax
treatment of employer contnbunons for renrees or older workers

. Issue 1: What should be the tax treatment of employer contributions for retirees under the
age of 65? :

¢/~

'We would favor treating employer contributions for retirees under the age of 65 (i.e., the -

péyment by employers of the employees’ share) in the same fashion as contributions made on
behalf of active workers. Subsidies provided by the Federal government would also be

excludable from income. On occasion, Mr. Magaziner has expressed interest in ‘means-testing.

the Federal subsidy for retired workers. This could be accomplished by taxing the Federal
subsidy in the same fashion as Medicare Part B premiums under the health reform proposal
(over $100,000 if single and $125,000 if fihng a joint return). We believe this would be
appropriate.

: Issue 2: What should be the tax treatment of health insurance beneﬁts for retirees age 65
and over?

On the whole, Medicare benefits will not be as generous as those received under the
comprehensive benefit package, and thus taxing employer contributions for the entire Medigap
policies would be unduly harsh. But, it would be administratively and politically difficult to try
to equate, and thus tax, some portion of Medigap contributions in a manner similar to that
contemplated for supplemental plans for younger workers. On balance, we recommend not
taxing employer contributions for Medigap policies for retired workers, as under current law.

The issue of the post-65 retirees is further complicated by another aspect of the plan. The
September 7 draft contains a proposal which would allow individuals to choose to remain in the
regional alliances when they reach age 65. 'If they remain in the alliance, they continue to
receive the nationally guaranteed comprehensive benefit package with the full range of options
available to individuals younger than age 65. Their premiums, however, would be determined
separately and likely would be higher than the community-adjusted premium for younger
workers. Medicare would pay a fixed amount to the regional alliance, and beneficiaries would
© pay the difference between Medicare’s payment and the plan’s premium. We would recommend
that employer contributions toward the comprehensive benefit plan within a regional alliance
should also be exempt for older retired individuals.

Issue 3: What should be the tax treatment of health insurance beneﬁts for active workers
age 65 and over?
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If older workers continue to be covered by their employer through the reglonal alliance, they

will be subject to the same rules as younger workers. _ %A‘L
Itemized Medical Deduction: There has been no discussion to date regarding the treatment

of the itemized medical deduction with respect to acute care.

[ssue 1: Should the deduction be limited to only mclude expenses related to the
comprehensive beneﬁt plan?

Since the basic benefit package contains limits on annual out-of-pocket expenditures, this
would effectively limit the deduction to the sum of the individual’s contributions on premium
plus out-of-pocket expenditures (limited at $1,500 for individuals and $3,000 for families).
~ These limitations could be justified on the grounds that only benefits within the nationally-
determined basic benefit plan should receive any tax-preferred treatment. The cost of care
beyond the basic benefit package would become more expensive as a result.

On the other hand, it may be difficult to argue that the taxpayer with $30,000 of medically
necessary nursing home care expenses or $5,000 for an experimental drug which is not yet part
of the comprehensive benefit package has the same ability to pay as the healthy taxpayer. '

Issue 2: Should prepayments for acute care be subject to the same limitations as those
contemplated for long-term care? (Mary Heath, 622-0868)

Under current law (section 213), individual taxpayers are allowed an itemized deduction for
expenses not reimbursed by insurance or otherwise, for medical care of the taxpayer, the
taxpayer’s spouse and dependents. The deduction is only available ‘to the extent that those
expenses exceed 7.5% of AGI. Medical care expenses are statutorily defined to include
payments for diagnosis, cure, mitigation, treatment or prevention of disease, transportation
essential to medical care, and insurance covering medical care. Treasury regulations contain
specific examples of qualifying medical expenses. The regulations also state that, while capital
expenditures are not generally deductible, capital expenditures that otherwise qualify as
expenses of medical care will not be disqualified medical expenses simply because they are
capital. Examples of these types of expenditures are cited in the regulations and include
wheelchairs, a seeing eye dog, artificial limbs, etc.

There has been an issue as to whether prepaid medical insurance or prepaid medical care
expenses are currently.deductible under the guidance of this regulation. Clearly, the allowance
of a deduction of this sort could serve to undermine the 7.5% limitation. The IRS has
concluded in several revenue rulings, however, that in cases where a liability to pay in advance
was incurred by a taxpayer (in one instance, the prepayment of medical care was included in a
lump-sum entrance fee for a retirement home; in the second instance, the taxpayer made
payments in advance for the care of his disabled dependent, with care to be provided only in the
event of his death or inability to care for the dependent), the full prepayment was quahfymg ‘
medical expense in the year pmd

A
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Recently, the IRS was requested to rule that an individual’s lump-sum contribution to a

VEBA which was to provide medical care to the individual for approximately the next 4 years -

was a currently deductible medical expense. The lump-sum was received by the taxpayer as a
result of its employer terminating its retiree health care plan, distributing the proceeds, and
advising recipients of the VEBA contribution option. The IRS believes that it may have to issue
a favorable ruling on this request, even though it sets a dangerous precedent and is bad tax

policy.

In order to avoid this treatment going forward, we recommend that section 213 be modified -

to prevent current deductions for lump-sum or prepayment arrangements for medical care 'in
advance. Long-term care provisions currently under consideration (and the subject of a separate

memorandum) would prevent this by their terms (i.e., long term care could only be funded over -

a period of time with level annual payments).
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MEMORANDUM FOR SECRETARY BENTSEN ‘
£7€%22-1341)

FROM: Catherine L. Creéc

Michael D. Thomsonﬂégzi-l334)
Attorney/Advisors 7>

'THROUGH: = Leslie B. Samuels
Assxstant Secretary (Tax Policy)
SUBJECT: Health Care: Independent Contractors/oOutsourcin
' Suﬁmggx

The Administration's mandate to employers to pay a
51gn1f1cant share of their employees' health insurance premiums
will increase the importance of proper classification of workers
as either employees or independent contractors. Thls employer
mandate will exacerbate the perceived noncompliance incentives
that already exist for workers to claim independent contractor
status. Under current law, the status of workers is determined
by applying a twenty-factor test derived from the non-tax common
law rules defining the employer-employee relationship. Because
these rules are subjective and extremely sensitive to the
particular facts, the current law is criticized as being
imprecise and unpredictable. 1In addition, proper classification
of workers is complicated by the provisions of Section 530 of the
- Tax Reform Act of 1978 (not a Code provision). Section 530
prohibits the IRS from correcting erroneous classifications of
workers covered by Section 530 as independent contractors for
employment tax purposes, including prospective corrections, as
long as the employer has a reasonable basis for that
classification. Section 530 does not, however, have universal
application, thus creating whipsaw situations and inequitable
competitive distortions. Section 530 also prohibits the IRS from
issuing any guidance regarding classification of workers. To
address these problems, we recommend that Treasury propose the
changes in law discussed below in connection with the
" Administration's health care reform proposal. ‘

Recommendations

* ‘Revise Section 530. To correct the distortions and
difficulties caused by Section 530, revise and codify
Section 530, including: allowing the IRS to issue guidance
on classification and to reclassify workers prospectively;
applying the revised Section 530 to all firms and workers
for all Federal tax purposes; clarifying certaln terms; and
making other technical modlflcations.

H
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* Grant Authority to Develop New Classification Rules. To
address the fundamental uncertainty in the current rules for
classifying workers, authorize the Secretary to develop a
new test (or tests) for determining workers' status, which

- could deviate substantially or entirely from the existing
test based on the common law employer-employee relationship.

* Enhance Compliance Rules. To lessen the incentive for
improperly classifying workers as independent contractors,
increase the penalty for failure to file required
information returns (i.e., Form 1099-Misc.).

* Adopt Limited Health-Care Anti-'"Outsourcing® Rules. To
: prevent firms from obtaining subsidies for their employees'

insurance premiums by reorganizing into a group .of commonly
controlled "small" employers, adopt a relatively strlngent
"controlled group" test for purposes of testing a firm's
ellglblllty for premium subsidies.

Discussiog

Revise Section 530. As long as the underlying _
classification test is difficult to apply with any degree of
certainty, Section 530 serves a useful function because it
protects taxpayers from large retroactive assessments. However,
because Section 530 originally was intended only as a "stopgap"
measure, as a permanent provision it requires substantial
revision and clarification. For example, its prohibition on IRS
gquidance has seriously impeded the IRS's ability to convey its
position to taxpayers other than in the context of an audit or by
nrivate letter ruling. This also increases the risk of
inconsistent application of the IRS's rules by its own agents;

In addition, Section 530 presently applies only to firms and
only for employment tax purposes, and excludes certain workers
and arrangements. Thus "whipsaw" situations may arise where the
firm claims one treatment under the protection of Section 530
"while the worker claims the opposite treatment under the common

law test. Similarly, the worker may be treated as a contractor
for one purpose but as an employee for other purposes. »
Furthermore, some taxpayers complain that Section 530 provides
unfair competitive advantages to flrms that are, in effect,
grandfathered under its safe harbors. These taxpayers believe
that Section 530 allows those firms that are within its
provisions to reduce their labor costs relative to other firms
that are compelled to treat their workers as employees under the
common law. Finally, as a result of a 1986 amendment, certain
technical service workers in three-party, or "brokered,"
arrangemerits are excluded from the protections afforded by
Section 530. There is no compelling policy justification for
continuing such patchwork application of the rules.
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We also recommend that certain terms in Section 530 that
apparently have created interpretive questions be clarified. For
example, a "substantially similar positian" should be clarified
to mean similar both in function and in the relationship between
the firm and the worker. 81m11arly, the safe harbor based on a
"long-standing recognized practice of a significant segment of
the [firm's] industry" should be clarified that (i) "long-
standing” does not exclude emerging industries; (ii) "significant
segment" may include less than a ma]orlty of the applicable
industry; and (iii) the "industry" is determined by reference to
the taxpayer's competition.

Along the same lines, the current consistency requirements
of Section 530 are very stringent. We recommend that these rules
be relaxed slightly to allow (i) employers to change worker
status from contractor to employee without losing Section 530
protection for prior treatment (to eliminate the current
disincentive to "come clean"); and (ii) minor reporting
deficiencies (to prevent loss of Section 530 protectlon due to
reporting " f oot faults"). .

4

C;ff | b!z &éree' Disagree Need to discuss
Authority to Deﬁise a New Classi tion Standard. The

subjective nature of the underlying common law test puts
tremendous strain on the administration of the myriad of
employment-based tax rules. It would be desirable to develop
clearer rules for determining employment status. However,
taxpayers and policymakers have been struggling with this issue
for over twenty years, ‘and it is not feasible to craft such a
rule within the context and timeframe of the initial health-care
reform package. For that reason, we propose that the
Administration's package simply direct the Secretary to write new
rules. While the fleXIblllty that the proposal would provide
would be optimal, we recognize that some may be skeptical of such
"blank check" authorlty, particularly given the perception that
the IRS is overzealous in its application of the common law.
Therefore, we will continue to work to develop a more detailed
proposal; such a proposal could concelvahly end up as a new
statutory definition or as guidance in legislative history to the
proposed sE:xute (directing the Secretary to develop a new rule).

| _L\"_&, M/ —— Disagree Need to discuss

co ance Measures. To emphasize the increased importance
of proper classification of workers, it is necessary to alter
some aspects of current law that perhaps encourage taxpayers to
claim independent contractor status. For example, there is
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concern that some workers use the less-restrictive rules
governing contractors to avoid full reporting of income. One of
the most effective tools to ensure full income reporting by ‘
independent contractors is the Form 1099 information reporting
requirements for payments made to individual contractors. The
penalty for failure to file a Form 1099, however, is only $50.

To encourage better compliance with these reporting requirements,
we recommend that the penalty be increased (with appropriate
relief for minor inadvertence). Many proposals have been made
recently in this regard, and we are reviewing these with the IRS
to develop a specific proposal. We are also reviewing with the
IRS whether any other compliance initiatives would be appropriate
in this package. ' ‘

7
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Limited Anti-"Outsourcing® Rules. Firms should be prevented
from obtaining greater government subsidies for their share of

their employees' premiums by reorganizing themselves into one or
more "small" employers (particularly of low-wage employees) that
remain under common control. In this situation, little has
changed economically, and a mere change in the form of the
business should not result in different premium costs. We
propose adopting the 50% control test in Section 52 of the Code
(pertaining to targeted jobs credits, and also used in other
contexts such as the "unrelated purchaser" requirement for the
nonconventional fuels tax credit in Section 29 of the Code).

We do not recommend that we make any attempt to restrain
"outsourcing" to unrelated firms (e.g., contracting with an
unrelated firm to perform low-wage tasks, such as janitorial
services, rather than hiring employees to perform these tasks).
We believe that such a rule would be difficult to administer. We
also understand that the White House is aware that the proposed
premium subsidy structure is likely to result in some amount of
this behavior.

NI
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DEPARTM.ENT QF THE TREASURY
) WASHINGTON

'MEMORANDUM FOR SECRETARY BENTSEN

FROM: ' Michael Schultz (622-1343) 744
- Attorney-Advisor

THROUGH:  Leslie B. Samuels
Assistant Secretary (Tax: Policy)

SUBJECT:

1.  Background: n

Hospitals. Nonprofit hospitals can qualify as charitable organizations exempt
from tax under section 501(c)(3). The standards that a nonprofit hospltal must meet to.
qualify for exempuon however are unclear.

The regulations provide that section 501(c)(3) uses the term "charitable” in its
.generally accepted legal sense, referring to the common law applicable to charitable
trusts. Under common law, the promotion of health is a charitable purpose.
Therefore, a nonprofit hospital is charitable, in the common law sense, even if it
provides services only to those able to pay the cost of the services.

A 1969 revenue ruling held that a hospital is a tax-exempt charitable
organization under section 501(c)(3) if it promotes the health of a class of persons
- broad enough to benefit the community and operates to serve a public, rather than a
private, interest. This "community benefit" test is to be applied based on all the facts
and circumstances. The following factors would support a finding that a hospital is
charitable: (i) the hospital operates an emergency room open to all without regard to
 ability to pay, (i) the hospital provides inpatient care to all who are able to pay for
the care, either directly or by third party reimbursement, (iii) the hospital is governed
by a board representative of the community, and (iv) the hospital has an open medical
staff, with staff privileges available to any qualified physician. The Internal Revenue
- Service has come to view the various factors cited in the 1969 revenue ruling as
preconditions to exemption. This position has not been adopted, however, in
regulations, revenue rulings or other precedential guidance.

"Staff Model" HMQs. A "staff model” HMO provides health care services to
its members at its own clinics, using its own medical staff. A nonprofit staff model
HMO can qualify for exemption under section 501(c)(3) as a charitable organization
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under the same standards that apply to nonproﬁt hospltals

MMHMQS A non-staff model HMO does not operate its own
clinics, but instead contracts with independent providers to provide medical treatment
to its members. HMOs of this type may pay providers on either a fee-for-service or a
"capitated” basis--that is, payment of a fixed amount per patient per period.

A nonprofit, non-staff model HMO qualifies for exemption, if at all, as a social
welfare organization described in section 501(c)(4). An organization of this type may
be disqualified for exemption under section 501(m). Section 501(m) provides that an
organization cannot qualify for exemption under section 501(c)(3) or (4) if the
provision of "commercial-type insurance” is a substantial part of its activities.
"Incidental” insurance of a kind customarily provided by an HMO, however, is not
commercial-type insurance.

The Service has adopted the position that whether the insurance provided by a
non-staff model HMO is incidental depends on the method by which it pays providers.
If the HMO pays at least its primary care providers on a capitated basis, the Service
views the insurance provided by the HMO as incidental. The Service reasons that if
an HMO pays providers on a capitated basis, it does not bear risk itself, but instead
transfers the risk to the provider. Under a capitated payment arrangement, the HMO
will pay the provider the same amount regardless of the amount of treatment required
by the patient. By contrast, if an HMO pays providers on a fee-for-service basis, the
HMO does bear risk.- Therefore, in the Service’s view, the insurance prcmded by the
HMO is not mmdcntal «

2. Impli ions f Health Reform

Health care reform may not require any change in the rules governing the tax
exemption of nonprofit health care organizations. Nonetheless, health care reform
may be an appropriate opportunity to clarify the standards that a nonprofit health care
organization must meet to be cxempt

It may be appropriate, in light of health care reform, to deny tax exemption to

- HMOs. This measure could be justified as a means of leveling the playing field for
all organizations that bid to provide coverage through an alliance. HMOs and
traditional indemnity insurers, however, do not compete on a level playing field today.
Indemnity insurers are subject to tax, while some HMOs—approximately one-third of
the total--are exempt from tax. It is not obvious that health care reform makes the
establishment of a level playing field more important than it is today.



3. Issues to be Addressed
A. reatmen nprofi Di

We assume that nonproﬁt hospitals wﬂl remain eligible for tax exemption after
health care reform. Although there is no clear policy rationale for exempting from tax
nonprofit hospitals, retention of the exempuon may be justified on the basis of long-
standing tradition. :

Tax exempnon for nonproﬁt hospltals may be defendcd bccause health care
- services benefit society as a whole. Maintaining a healthy work force, for example
may improve productivity and the general standard of living. This rationale is similar
to the rationale for the exemption of educational institutions. The demand for health
care services, however, is less elastic than the demand for educational services.
Therefore, the presence of external social beneﬁts is less likely to result in an
inadequate cuantity of health care services., As a result, this "external benefit"
 rationale may have less force in the case of health care than in the case of education.
Assuming that nonprofit hospitals remain eligible for exemption, health care
reform may provide an appropriate opportunity to clarify the standards that govern
their exemption. As noted above, the existing standards are unclear. The regulations .
and the common law definition of charity suggest that a nonproﬁt hospital qualifies as
a charitable organization simply by providing health care services, even if it limits
those services to patients able to pay the cost of the care. By contrast, those at the
Service who administer this area of the law have informaily adopted a more stringent
set of standards. In connection with health care reform, we could adopt standards
based on the common law, a more stringent set of standards such as those advocated
by the Service, or a third approach that would involve procedural rather than
substantive standards «

Alternative 1: g:gmmon Law Smdm;z Under the common law definition of
charity, a hospital qualifies as a charitable organization simply by providing health
care services to those able to pay the cost of the care. Explicit adoption of the
common law standards would offer several advantages. Because the regulations define
charity with reference to these common law standards, a good case can be made that,
notwithstanding the informal position of the Service, the common law standards
already govern the exemption of hospitals. Their explicit adoption could be viewed as
merely clanfymg instead of changmg the law _ ‘

Exphcu adoption of the common Iaw standards would be consistent with a trend
that began with the 1969 rulmg Prior to 1969 the Service took the position that'a -
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‘nonprofit hOSplta.l quahﬁcd for exemption only if it prowdcd care to the md1gent to the
extent of its financial ability. The 1969 ruling eliminated this requirement, largely in
 response to the enactment of Medicare and Medicaid and the rapid growth of medical
and hospital insurance. The United States Court of Appeals for the D.C. Circuit
upheld the validity of the 1969 ruling against a challenge by a welfare rights
organization. The court emphasized that the concept of charity is fluid, and that the
1969 ruhng that eliminated the charity care requirement was an appropriate response
to changes in the health care environment. Similarly, clarification that the
qualification of hospitals as charitable organizations should be governed by the -
relatively broad common law standards would arguably be an appropriate response to
the movement toward universal coverage effected by health care reform.

_mmmm__mmﬁmmgmmmm Those in the Service who
work in the area of health care have argued for a set of requirements that would be

more stringent thar: the common law standards. They suggest that a hospital be
required to meet a number of specific, objective standards to qualify for exemption,
including, for example, maintenance of an open emergency room, nondiscriminatory
treatment of Medicare and Medicaid patients and a board representative of the
community and not controlled by staff physicians. The principal advantage of this
approach is that, through the promulgation of numerous specific and detailed
requirements, tax exemption could be limited to those hospitals that provide the
greatest benefit to their communities. This approach, however, could be less flexible
than adoption of the common law standards. The more specific the requirements, the
less likely they are to take into account the differing circumstances of various
communities or to remain appropriate in the face of changes in the health care
environment. This second alternative would also be more difficult for the Service to
~apply: it would require many factual inquiries and difficult health policy judgments
regarding the value of a hospital’s services. - Finally, adoption of the standards
recommended by the Service could be politically difficult to the extent that those
standards are viewed as more stringent than current law. ,

The Service views an independent board requirement as important to prevent
physicians from controlling provider organizations. They are concerned that
physicians could use this control to divert to themselves the resources of the provider
organization by, for example, payment of excessive compensation. Current law
prohibits this type of acnvxty by denying cxempuon under section 501(c)(3) to any .
organization whose earnings inure to the bencﬁt of an individual. Current law does
not provide any prophylactic measures to prevent inurement. It may be difficult to
justify the enactment of prophylactic measures, such as an independent board
requirement, that would apply solely to health care providers. Some providers could
find it difficult to recruit board members who are independent but nonetheless

-

Cd
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knowledgeable about the health care field. On the other hand, the size of the health

care industry may make concern about murcment in that industry greater than in other
sectors of thc nonprofit community.

The benefits of any prophylactic measures to prevent inurement would be
reduced if new sanctions are enacted that would apply to inurement when it occurs.
Under current law, the sole sanction for inurement is the revocation of the
organization’s exemption. Revocation of exemption, however, may be
disproportionately severe in relation to the inurement involved, and may adversely
affect those who benefit from an organization’s services. The lack of a sanction for
inurement other than revocation has caused the Service difficulty in enforcing the
inurement prohxbmon The possibility of enacnng "intermediate” sanctions, such as
excise taxes, on inurement is being considered in connection with heanngs conducted
by the Ways and Means Oversight Subcommittee.

_ltcﬁmti_c_l._&_o_cgdnzgljmdmi It may be possible to adopt an approach
that would be less stringent than that advocated by the Service, but would provide

greater assurance of community benefit than would be provided by adoption of the
common law standards. This approach would focus on the process by which a
hospital determines the services it provides, instead of attempting to measure the
community benefits that result from those services. Under this approach, hospitals

- would be required periodically to analyze the health needs of their communities and
develop plans to meet those needs. To further insure that hospitals are responsive to
the interests of their communities, they could be required to involve community
representatives in their self-assessment and goal-setting programs.

Decision: ‘
. ( . ,
L Altern‘atix%e 1: Common Law Standards |
- Alternativé 2: Specific Objective Requirements ., L
i\;’%?’. : l“\f';"Altemative 3: Procedural Stahda;'ds | - | s

Let’s Discuss
B. Tr nt of HM
| Health care organizations may be arrayed on'a contixiuu‘m, with pure providers,

such as hospitals, at one end and traditional indemnity insurers at the other. Recent
changes in the health care environment, such as the growth of HMOs, have blurred
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the distinctions between these two poles. HMOs and other hybrid organizations may
be viewed as occupying positions along the continuum. Assuming that hospitals will
remain eligible for tax exemption and indemnity insurers will remain subject to tax, a
line will have to be drawn somewhere along the continuum of health care
organizations to separate those that can qualify for exemption from those that cannot.
As noted above, it is not entirely clear where current law draws the line between
potentially exempt and non-exempt organizations. |

‘ Staff model HMOs clearly can qualify for exemption under current law. The
eligibility of non-staff model HMOs for exemption is less clear. Under the Service’s
informal position, those non-staff HMOs that pay at least their primary care providers
on a capitated basis are eligible for exemption. Other non-staff HMOs are denied
exemption by section 501(m) o

m&L_QQd_ﬁs:m_oﬂanmﬂ_Semmngm Codification of the

Scrvxce s mformal position may be appropriate in connection with health care reform.
Under this alternative staff model HMOs would be exempt, as would non-staff model
HMOs that pay at least their primary care providers on a capitated basis. Other non-
staff model HMOs would be subject to tax. ‘ ,

- The General Counsel Memorandum in which the Service announced this
position represents the only authority on point, and is therefore the best evidence of
the current state of the law. Any position adopted as part of health care reform could
be easier to defend politically to the extent that it could be characterized as simply
clarifying existing law, instead of denying exemption to orgamzauons that are
arguably exempt today.

Alternative 2: Deny Exemption to All HMQs. Denying exemption to all
HMOs could be justified on the grounds that any organization whose operations
consist, in part, of providing insurance should be subject to tax. Obviously, HMOs
would oppose such a position. In particular, the staff model HMOs, including such
powerful organizations as Kaiser Permanente, could argue that they would be treated
unfairly in comparison with nonprofit hospitals. A staff model HMO, like a hospital,
provides health care services; it simply charges for its services on a prepaid, rather
_than a fee-for-service, basis. The staff model HMOs could argue that they provide
“greater social benefit than hospitals, because the manner in which they charge for their
services does not encourage overutilization and excessive costs. If we denied
exemption to all HMOs, staff model HMOs could be expected to reorganize by
dividing into separate entities their prov1der and insurance functions. In this manner,
the income attributable to their provision of services could remain exempt.
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Alternative 3: Deny Exemption to Non-Staff Model HMQs. A third alternative
would be to deny exemption to non-staff model HMOs, but allow staff model HMOs
to remain eligible for exemption. This approach could be justified on the grounds that
any organization that directly provides health care treatment should be exempt. Non-
staff model HMOs would, of course, opposc this approach. They would argue that
they would be treated unfairly in comparison with staff model HMOs--that tax
exemption should not turn on the relatively formalistic distinction of whether an

organization provides services through its own staff or through contractual
arrangements with independent provxders

In short, wherever the line is drawn between those health care organizations

 that are eligible for exemption and those that are not, those that are just on the taxable

side of the line will complain, arguing that they cannot be meaningfully distinguished
from those just on the exempt side of the line. Ultimately, the location of this line
may be best drawn on the basis of practical and political considerations, rather than on
the basis of any clear policy rationales.

-Deciston:

=5 12

Alternative 1: Codification of Informal Service Position

Alternative 2: Deny Exemption to all HMOs
_ Alternative 3: Deny Exemption to Non-Staff Model HMOs

Let’s Discuss
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MEMORANDUM TO SECRETARY BENTSEN

THROUGH: Leslie B. Samuels .
: Assistant Secretary (Tax Policy)
FROM: Beth A. Brooke
: Taxation Spec1allst
622-1332 -
SUBJECT: Taxation of Ménaged.Care Entities Under the Health

Care Reform Proposal

- The purpose of this memorandum is to highlight tax issues
and make recommendations for your consideration with respect to
the taxation of managed care entities that currently QXlSt and
that wlll emerge as a result of health care reform.

BACKGROUND

Managed care entities, which I will refer to generally as
health maintenance organizations, typically deliver comprehensive
health care to members on a prepaid basis. An HMO member is the
equlvalent of an insurance company's insured.

Over the years,~many dlfferent types of HMO have emerged.
Staff model HMOs operate their own facilities and employ
physicians who work exclusively for the HMO. An individual
practice association, or IPA, typically contracts with
independent physicians or physician groups to accept members on a

-prepaid basis or on a fee-for-service basis. Typically, the
member pays monthly premiums to the IPA HMO. When the member
‘needs medical care, he or she goes to the health care provider
that he or she selected as the primary care physician in the HMO
network. The primary care physician has contracted with the IPA
HMO to provide medical services to members and is paid a fiﬁifji 7
amount per month (capitation) based on the member’s age and Sex.—

or on a fee-for-service basis.

Under current law, the tax treatment of HMOs is uncertain.
It is unclear whether an HMO should be taxed as an insurance
company or as a regqular corporation. If taxed as an insurance
company,. the HMO is entitled to deduct an estimate of the
liability for services rendered to members prior to the end of
the tax year but for which a claim has not been received by the
HMO. These are referred to as incurred-but-not-reported claims
(IBNR) . Because IBNR claims are often significant, deductibility
is important. It is uncertain whether regular corporations can
sustain a tax deduction for IBNR claims due to the Supreme
Court’s decision in General Dynamics.

i
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In practice, most HMOs claxm a deductlon for their IBNR
liability regardless of whether they file as insurance companles'
or as regular corporatlons. If they file as insurance companies,
their IBNR liability is subject to discounting. Under the ’
discounting rules, approximately 96 percent of the IBNR liability
" is deductible. As regular corporations, 100 percent of the
liability is typically claimed as a deductlon.

The only. published authorlty with respect to the taxation of
HMOs as insurance companies is provided in Revenue Ruling 68-27,
1968-1 C.B. 315 and Private Letter Ruling 8424058. Revenue
Ruling 68-27 has limited practlcal application. It held that a
staff-model HMO was not an insurance company. However, in
practice, the Internal Revenue Service is unaware of any for-
profit HMOs that operate as staff models.

The Internal Revenue Service is currently contemplatiﬁg
revoking Revenue Ruling 68-27 because the rationale for its
holding is suspect. A technical advice memorandum will soon be
issued by the Internal Revenue Service that will conclude that a
for-profit IPA HMO is taxable as an insurance company. We are
currently discussing with the Internal Revenue Service whether to
also publish a revenue ruling to that same effect. The Service
would like to publish authoritative guidance so that IRS field
agents will stop inappropriately: attempting to broadly apply Rev.
Rul. 68-27 and argue that IPA HMOs are not insurance companies.

RECOMMENDATION )
our recommendation is that all for~grof1; HMOs and similar -

managed care .entities be taxed as property/casualty insurance é}/é—-'

entities under the provisions of. subchapter L of the Internal

Revenue Code. There is little distinction between the operatio

of HMOs and insurance entities. 'Taxing HMOs as insurance

companies creates a better matching of income and expense.

Premiums would be recognized over the period that coverage for

medical services is provided. Corresponding liabilities would be

accrued and deductible to the extent that the HMO is liable to

provide services. Accordingly, a deduction would be prov1ded for

accrued IBNR claims at year end.’ ,

We should allow the IRS to publish their technical advice
memorandum to treat an IPA HMO as an insurance company but not to L///
issue a similar revenue ruling. This should provide sufficient
direction to the IRS field agents without constralnlng our .

' options to resolve this 1ssue leglslatlvely in conjunction with
health reform.

ADVANTAGES

Lo} Under health reform, manaqed care is seen as the
vehicle to control health care cost in the future. Tax



policy needs to support the continued viability of
these organizations. Restricting the deductibility of
. IBNR claims could harm the financial viability of HMOs.

o  The taxation of HMOs must be clarlfled. Uncertainty
with respect to the taxation has existed far too long.

o During the past year, IRS audits of HMO entities has
proliferated. Issues that are being raised by IRS
agents are generally not being supported by the IRS

~ National Office. Accordingly, there is a significant
resource waste in the IRS audit process.

o HMOs would be taxed on 'a level playing field with Blue
Cross and Blue Shield organizations and other ‘indemnity
insurers with which they compete.

o . If we assume as a baseline that HMOs can deduct their -
IBNR liability under current law, our recommendation to
tax them as insurance companies should raise revenue,
but not a significant amount. When taxed under the
insurance provisions, the IBNR liability would be
subject to discounting, unearned premium reserves would
not be fully deductible, and 15% of certain tax-exenpt
interest would be taxable.

DISADVANTAGES

o ' To the extent that HMOs are projected to grow in
number, had we recommended that HMOs not be taxed as
insurance companies and statutorily clarified that IBNR
liabilities are not deductible, the prov151on would
probably have raised revenue.

o Treatment of HMOs as insurance companies could have.
implications with respect to tax-exempt HMOs. We have
discussed this matter with Internal Revenue Service and.é)fiv_

. they believe they can continue to draw an appropriate
distinction between for-profit and tax-exempt HMOs.
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- THROUGH: . - LESLIE B. SAMUELS
ASSISTANT SECRETARY (TAX POLICY)

SUBJECT: = PROPOSED HEALTH CARE REFORM PROPOSALS FOR
| ‘ HEALTH CARE PROFESSIONALS IN CERTAIN AREAS

A. Overview

The draft description of the health care reform proposal contains four incentives
aimed at certain health care professionals practicing in rural areas. Three out of these four
were included in legislation introduced by Senator Pryor earlier this year and last year. We.
understand that the decision has been made to extend these mcenuv&s to health care
professionals practicing in certain urban areas.

Since the early 1970s, the problems of shortages of health care professionals in
certain geographic areas have been the target of the National Health Service Corps (NHSC)
program. Pursuant to NHSC, participating health care professionals who agree to practice in
"health professional shortage areas” may receive scholarships, monthly subsidy payments, or
amounts that are used for the repayment of educational loans. According to the September 7
description of the hemlth care reform plan, the NHSC (and related programs) would be
expanded. . _ .

Given this proposed expansion of the existing spending programs, we have serious
concerns about potential problems that may be associated with the addition of tax benefits to
the incentive package. For example, it will be virtually impossible for the Internal Revenue
Service (IRS) to monitor the validity of deductions and credits on tax returns where eligibility
for such benefits depends on obligations under the NHSC program. In fact, having two
federal agencies (L., HHS and IRS) overseeing different incentives creates the potential for
inconsistent levels of compliance and enforcement.

We also are concerned that adequate consideration has not been given to limiting the
new tax incentives to those that (i) represent more efficient mechanisms (compared to
existing or proposed spending programs) for achieving the desired goals, and (ii) do not
duplicate existing incentives. In addition, one couldl. make a strong argument that all of , _—
these incentives should be reduced (or eliminated) for high-income taxpayers.

Notwithstanding our serious concerns, 1t‘may not be possible for us to get these
incentives removed from the reform proposal for political reasons. At this point, therefore, a
critical issue may be whether we devote energy to that end.



B. The Proposed Tax Incentives

Q;sgmngn Thxs proposal would prov1de a $1 0001month tax credlt for physmans
.(and a $500/month credit for physician assistants and nurse practitioners) who work in rural
health professional shortage areas. To be eligible for the credit, the individual must first -
apply for/certification, and be certified, by HHS (in a manner similar to that currently in
effect under the NHSC program). The maximum number of months for which an individual
is eligible for the credit would be the 60-months of a "mandatory service period." -
Previously claimed credits would be subject to complete or partial recapture if the full
mandatory service period i is not completed. 4

The NHSC program appears to target primarily health care professionals who are just
completing their education. The proposed tax credit would provide an incentive to other
health care professionals (e.g,, those who are more experienced) to establish a practice in
health professional shortage areas. As currently contemplated, the credit would not be -
_ available to health care professionals that already have established practices in health
- professional shortage areas. In an effort to coordinate this tax incentive with NHSC
programs, individuals who are participating in NHSC programs, or who had defaulted on
NHSC obligations, would not be eligible for the credit. We heartily agree with these %A/M
. limitations. . |

We have specific concerns about the inability of the IRS to monitor a taxpayer’s
eligibility for this credit — ¢.g,, whether the taxpayer claiming the credit has a full-time
practice in the health professional shortage area. Other significant administrative concerns
stem from (i) taxpayers forgetting that the credit is only available for 60 months, and (ii) the
likelihood that noncompliance with the recapture rules may be fairly high.

The certification requuement has been strengﬂxened in an attempt to limit the number
of taxpayers who improperly claim the credit.” At the same time, however, the close
relationship to the NHSC program and the necessary involvement of HHS raises the concern
about other federal agencies being able to bestow, at least in part, federal tax benefits.

As far as we are éware, no thought has been given to dropping this incentive in favor
of developing alternative incentives, or expanding existing incentives, in the NHSC program.

Recommendation. We should strongly'récommend that this incentive be dropped, in
favor of attempting to develop appropriate expansions of the NHSC program

Decision. S \ﬁ
Agree Disagree . Let’s discuss l/[/
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- Description. This proposal would exclude from income any payment made on behalf
of any taxpayer by the NHSC Loan Repayment Program. Under the current NHSC program
(ie,, without regard to any proposed expansron), annual loan repayments may be as much as
$35,000.

More generally, however, the need for the proposed exclusion is highly questionable
in light of the current law requirement under the National Health Service Act that HHS make
"gross up” payments to reimburse the individual for increases in federal, State, or local
income tax liability resulting from the loan repayments. These gross up payments equal 39
percent of the loan repayments made under the program (so, for example, a participant
benefitting from $35,000 in loan repayments would receive a $13,650 gross up payment).
Certainly participating health care providers should not be able to exclude the repayments
from income and receive the gross up.

While there is agreement on this point, we are concerned about the implications of
replacing the gross up payment mechanism with an exclusion from income. While the
exclusion may be less costly (i.¢., many NHSC participants will be subject to an effective
federal tax under 39 percent), this change would shift of a significant portion of the Loan
Repayment progmm s cost from HHS to Treasury. We question the advisability of such a
shift, especially in light of the IRS’s limited ablhty to monitor a practitioner’s compliance
with his or her NHSC obligations.

- Recommendation. We should suggest that this incentive should be dropped as
unnecessary, given HHS’s current gross-up obligation.

Ea)

Decision. S ;o \
Agree” / ! \—;/ Disagree Let’s discuss
3. Incr Expensing for Medi Equi

- Under this proposal, an additional $10,000 of expensing under section 179 would be
available for property used by a physician in the active conduct of such physician’s full-time
trade or business of providing health services in a rural health professional shortage area. As
OBRA 93 increased the general section 179 annual limit from $10,000 to $17,500, that limit

~ would be increased to $27,500 under this proposal. (Senator Pryor’s bill would have

provided a $15,000 increase, from the prior-law-maximum of $10,000 to..$25,000.)

Assuming that there are shortages of medical equipment in health professional
shortage dreas (that market forces are not likely to resolve), we would recommend that this
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proposal be limited to physicians ‘(including partnerships consisting solely of physicians) who
use the equipment themselves. There are at least two important reasons why this incentive
should not be available to investors who purchase such equipment and then lease it to
physicians. First, it is unlikely that very much of this subsidy (in the form of immediate cost
recovery) would be passed along by the owner to the physician in the form of reduced rent.!
Second, it will be extremely difficult for the IRS to monitor whether the owners in such
cases are eligible for the expensing (i.e,, an examination of the investor’s records will not in

every case establish that the equipment is actual]y bemg used i ina physman s fuﬂ-ume
practxcc in a health professional shortagc ar&)

In addition, we have concerns about developmg an appropriately-narrow statutory
deﬁruuon of medical equipment.

Recommendation. ‘We should recommend that this proposal be dropped as
unadministrable or, if not dropped, hmxted to equipment owned directly by the physician(s)
using the equipment.

DE1§IQQ. ’ﬁ %
Drop Limit/_V V& ’s discuss

4,

This proposal would allow certain health care provxders to deduct up to $5 000 per
year in interest paid on student loans. The individuals eligible for this deduction are those
who (i) satisfy the definition of a qualified health services provider (for purposes of the
monthly credit described above, including the HHS certification requirement), and (i)
perform services under agreements with communmm which are designated as health

_professional shortage areas.

i

This pmvision was not part of Senator Pryor’s bill. Thus, we may have a better
chance at having it dropped. In addition to having doubts as to whether it, in and of itself,

‘will provide much of an incentive, we are concerned about it being a precedent that leads to

a further expansion of student loan interest deductibility. - Also, given the numerous technical
definitions involved (e,g,, "qualified education loan interest,” "qualified health services
provider,” "qu.alxﬁed h1gher education expenses,” and quahﬁed tuition and related
expenses”), the provision will raise undoubtedly raise numerous admlmstranve pmblems for
both affected taxpayers and the IRS.

N
oy

' On the other hand, it is conceivable that physicians in shortage areas may only be
able to afford to rent, rather than purchase, certain items of medical equipment. If this is a
common problem, resmcmng this mcentwe to phy&cmn—owners may defmt the purpose of

the incentive. . /
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Recommendation. We should strongly recommend that this incentive be drapped,
perhaps in favor of encouraging States and communities to provide appropriate incentives.

Degision. / / .
Agree‘TT m;agree 3 Let’s discuss _



93-126189

D_EPARTMENT OF THE TREASURY
' WASHINGTON

ACTION

AssmTANTseceETARY October 8, 1993
\ .

MEMORANDUM FOR SECRETARY BENTSEN
- DEPUTY SECRETARY ALTMAN

FROM: Alicia Munnel

SUBJECT: State and Local Governments are not Subject to
: Health Care Payroll Cap’

SUMMARY

As you know, under the Health Securlty Act, no private
sector company will be forced to pay more than 7 9 percent of its
payroll on health care premiums. Premiums which exceed this cap
will be subsidized by the federal government. Last Saturday, the
White House announced that state and local governments will
be eligible for this federal subsidy. On Monday, representatives
of state and local governments objected strenuously to this
policy at a House Government Operations Committee hearing.

This memo summarizes HHS's rationale for not extending the
premium caps to state and local governments and our concerns _
about this decision. Our understanding is that the decision was
made without any estimates of the costs of providing the subsidy.
We would like to ask HHS to estimate the costs of extending the
subsidy.

DISCUSSION
George Greenberg from HHS gave the followlng rationale for
th1s policy:

1) S8tate/Federal Relationship: It is not appropriate for the
federal government to subsidize the costs of state and local

' governments. These governments have their own tax base, unlike
the private sector, and have the ability to raise revenues.

2) cost: Given the large size of the total government workforce,
the cost of such a subsidy would be substantial. While no.
estlmates of this cost have been done, the number would "not be
trivial. The financing aspect of the President's initiatives
already face tough scrutiny, and it would be difficult to justlfy
such additional costs. Note: if the costs are indeed
substantial, the concerns of the state and local officials are
not misplaced.-- if the cost were small, there would be no issue.

.\

Edward S. Knght
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3) Jobs:  The subsidies were originally put in place to refute
any arqument that the plan would cause a loss of jobs. The
subsidies will enable small businesses which do not currently
cover their workers to do so at a discounted cost, minimizing job
loss. States and localities that already insure thelr workers
will not be faced with such increased costs.

4) Political Necessity: The subsidies were also meant to attract
the support of small business and business in general. No
similar judgement has been made as to the political necessity of
providing subsidies to state and local governments.

5) Mitigating Circumstances: States and localities will benefit
from other aspects of the Health Security Act. For example, the
rate of growth of Medicaid will be reduced, saving state “
resources. In addition, states will benefit from community
rating and elimination of "cost shifting." :

Oon the other hand, not exténding the subsidy raises two
fundamental issues of" fairness-

1) Fairness -- Payroll Costs: The payroll costs of local
governments per employee vary directly with taxable capacity:
governments in wealthy communities pay higher wages than
governments serving poor communities. Thus, the relatively fixed
cost of the standard benefit package will be a larger proportion
of the payroll costs of a government serving a poor central city
than of a government serving a comfortable suburb. It follows
that the 7.9 percent cap would direct the federal subsidy to

poorer local governments. Likewise, without the subsidy, the

employer mandate would be more burdensome for poor communities
than for rich ones, contrary to the President's principle of
faimes:? »

2) Fairness -- Tax Base: Essentlally, the price of a public '
service is the tax rate facing a local taxpayer. Even if payroll
costs were the same in high and low income communities, tax
prices would be different. A government's tax price partly
depends on the value of its tax base. The richer the tax base,
the lower the tax rate necessary to finance a given level of
public services. The cost per employee of the standard health-

. care package is likely to be the same throughout a metropolitan

area. Given the disparities in tax bases, the tax price of the
public employer s health care obligation will vary substantially:
the tax price will be higher for poor governments than for rich
ones. Phus,)the failure to apply the cap to state and local
governments heans that the plan will be further skewed against
governments with weak tax bases.
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The next step in evaluating this policy would be to
determine the cost of treating state and local governments like
the private sector. In addition, it would be helpful to assess
the impact on state and local governments of not providing the
subsidy.

Do you approve of asking HHS to estimate the costs of

extending the subsidy?

'Approve«’,‘l“x;;gzsapprovef - Let's Discuss
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WASHINGTON

Octebar 13, 1993
MEMORANDUM FOR SECRET ARY BENT SEN AND DEPUTY SEWRY ALTMAN A
FROM: LESLIE SAMUELS ALICIA MUNNELL JERRY MURPHY,
. AL ANV(’QHEN AND MARINA WEISS =

- SUBJECT: Issues Relating To Federal Health Care Subsidies

The Administration’s Health Care Reform plan calls for Federal subsidies to low-income
individuals and to emplovers to help pay for the health care of all Americans. The specific
mechanism bv which the Federal government provides such support is, however, not clearly
spelled out in the September 7 draft (and. to the extent it is clarified in HHS legislative drafting,
may be done so in a manner Treasury may find obiectionable). This memorandum notes several
keyv policv issues relating to the mechanism by which Federal subsidies are provided We would
like to discuss these issues with vou, as well as the question of how, and in what forum, these
issues should be raised within the Administration.

L Should Federal subsidies to Iow-income individuals, early-retirees, and employers be
treated as an entitlement program, a capped entitlement program, or a dls...reuonary program
requinng annuat approonanons!’

A.  The Sentember 7 draft of the oroposal refers to the subsidies as open-ended entitlements.
However. we understand that the draft legislation calls for the employer subsidy to be treated
as a discretionary program and the individual subsidy (about 2/3 the total) as an open-ended
entitlement program. We recommend against treating all (or some) of the Federal subsidies as
a discretionarv program. This would create undue uncertainty as to the availability of the .
subsidies. without which health care coverage cannot meaningfully be extended to all Americans.
We recommend that the subsidies be made into an entitlement. (The issue of whether this
entitlement program should be capped is discussed below.)

_ Agree W Disagree

_B. . An uncapped entitlement program, together with what are likely to be viewed as
uncertain sources of funding (savings in Medicare and Medicaid, increased income tax receipts,
etc.). mav lead to unacceotable increases in the Federal deficit. A reasonable cap can serve as
assurance that, if the estimates understate the actual cost, the total deficit exposure would be
limited and the program would have to be re-examined. Although it would be clear that the cap
could be raised legislatively after such re-examination, the cap would make fiscal control easier.

Let’s discuss
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However. the existence of a cap could make firms and individuals worry that their full
subsidies might not be paid. Moreover, legislative intervention can always be taken to protect
against increasing the deficit. regardless of whether the entitlement is capped or not. While this
is a difficult issue. on balance. we recommend that the entitlement be capped if at all possible.

Agree ﬂ&&  Disagree _____ Let'sdiscuss _______

. Should the subsidies be paid out of a smzle account (wmch would not have trust-fund

mbebured mm Sy Frawasd'd
[ETOFHRVY SR F PR S I FE T TSN

A. . We recommend a single account. not a trust fund. Since health care reform is funded

through many sources. none of which are expressly dedicated for this purpose, a trust fund does

not appear approoriate. Moreover. the establishment of a trust fund would place the issue under

the jurisdiction of the Ways and Means committee. As vou know, the White House thinks
" unsdiction beiongs eisewhere.

. Agree __;%_4./& Disagree ; .. Let'sdiscuss

B. A separate issue is whether other new health-related Federal expenditures, such as those
for administrative costs. should be merged into a single account with the new subsidies. This
should onty be done if separate sub-accounts remain for each expenditure. Separate sub-accounts
would ensure that the fiscal effect of each part of the program could be separately analyzed.
Similarly, if anv sources of funds are earmarked for new expenditures, they must be assigned
to specific sub-accounts unless we have agreement on how to allocate the funds among the new
outlavs Accordingly, we recommend separate sub-accounts.

Agree %@ Disagree _____ _letsdiscuss

IM.  Should various sources of funding be expressly earmarked for hmlth care subsidies?

We are against such earmarking, especxallv in case of savings from Medxcare (which
would imply that some Medicare funds would be used for the non-elderly) The Federal
contribution to health care reform is expected to be funded through savings in Medicare and
‘Medicaid. though increased tobacco taxes, and though increased income and payroll taxes. Yet
" no mechanism exists by which the Medicare savings (which may merely prolong the solvency
of the HI trust fund). Medicaid savings. or the anticipated increase in tax revenues, are (0 be
dedicated to paving for health care reform. In fact, no such mechanism is needed; the monies
for the subsidies can all come out of the General Fund (as is the case for Medicaid). On the
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~ other hand, there may be political advantage in earmarking to show that they are all being used
for their anticipated purpose. In addition. some Medicare savings might be specifically
dedicated to pay for the cost of adding prescription drug benefits to tms program.

X J
i &MM Disagree Let’s discuss _

Iv.. Shnuid the subsxdxes be paid to the states or o the alliances. and should they be paid as
biock grants or oniy when premiums are due?

We recommend that pavments be made directly to the alliances on a "when-due” basis.
Because very large amounts are being transferred. direct pavment to the alliances on the "due
date” will allow Treasury to keep the monev longer, and reduce the interest cost. If the funds
were first transferred to the States they could hold them for some time before transferring them
to the alliance (where they are needed). Likewise. making payments in block grants allows the

 funds to be held by the ailiance for some period before they are needed. :

..... Am_j% Disagree _ _Let's discuss.

,-,A.M._.A_Sho.dld the long-term care and prescription drug’beneﬁts be included as Part A Medicare

‘ While this issue is not directly related to the health care subsidies, because it touches
upon vour responsibility as managing trustee of the Social Security Trust Funds we wanted to
bring it to vour attention. The cost-saving effects of health care reform are expected to increase
the size of the HI Trust Fund (which funds Part A Medicare benefits) in the near term; such a
buildup of revenue may create pressure to lower payroll tax rates. Politically, including these-
new programs in the HI Trust Fund would be very difficult (Cong. Waxman feels strongly that
the benefits should be treated as Part B Medicare benefits). Nevertheless, the fact remains that,
as a fiscal policv matter. both programs stiould be included in Part A. Moreover, there may be
political advantages to having the HI trust fund appear to be paying for benefits for the elderly.

Should we discuss this issue with HH‘SL:)%/Q/_.__
a—/—_/—‘ )

CAgree __ Insagree ___ let’s discuss
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VI.  Are the compliance mechanisms relating to the subsidies adequate?

We are quite concerned about the laxity of compliance envisioned in the September 7
draft. In most respects. we are leaving to the States the determination of the specifics of subsidy
administration. including subsidy application. information update. and reconciliation procedures;

~+ delivery mechanisms (such as premium discounts and rebates); coordination of State agency,

emplover. and alliance functions (such as periodic eligibility determinations, employee paycheck
withholdings effected by emnlovers. and alliance billing and accounting); and enforcement
(including collection of amounts due’and penalties for fraud or other noncompliance). This may

- not be the best system, and will be criticized, but it is dictated by the White House s desire to

make this a State-alliance ievei program as much as Dosswle
'I'hese soecifics are part of the nlan for implementation of health reform tha.t each State
submits to the National Health Board (and must be satisfactory to the Board, in consultation with

_other Federal agencies). but such limited oversight leaves much to be desired for a system that

will provide subsidies to millions of Americans. Although HHS and DOL will audit the
subsidies provided to ascertain the extent of noncompliance in each State, we believe that there
is insufficient audit/monitoring/incentives to prevent significant misuse of funds at the State,
alliance. emblover. and provider levels. Moreover, the September 7 draft does not require the
States to audit the alliances to ensure that administrative expenses are reasonable and necessary.

In order to orovide some accountability. we propose that States bear all or a major
portion of the risk of noncompliance with the subsidy eligibility requirements and of errors and
defaults in the subsidy scheme. THe States could not make up the shortfall by raising premiums
or imposing emplover-based taxes: revenues would have to come from other sources. We have
heard from the Heaith Task Force staff. however, that the Administration has promised the
governors that the States would bear no risk (and, therefore, potentially no responsibility for
improver subsidies being provided). We also recommend that health subsidy information be
made available to the IRS. so that information flows in both dxrecuons

Agree :% Disagree Let’'sdiscuss

@doos



THE DEPUTY SECRETARY OF THE TREASURY ) :
WASHINGTON‘A’

" October 13, 1993

Mem m for B n
From; Bmﬁ_ltman\“f .
Subject; H mber

- Both OMB and Treasury have completed their re-estimates on health care reform.
There has been $67 billion of slippage over the 1995-2000 period. In other words,
the September 7 plan would have reduced the pre-reform deficit by $80 billion and
the new estimates have that figure at $13 billion. The variances are widely
distributed. At a meeting this afternoon with Ira, Leon and others, a few directions
emerged for coping with these changes. :
-
There is a general sense that we should restore much of the lost deficit reduction. ; 25 L
Otherwise critics will claim this is just the ﬁrst shppage in a plan which ultimately P
will cost the taxpayers a ton. . /,/ k '

. This could

be done any ‘Tumber of ways but the main ones mclude

~ delay the beginning pomt of the phase-in from January 1995 to October } O / é“
1995 ‘ ,

~ g0 w:th a higher tobacco tax, e. g., addmg 90 cents instead of 75 cents Cl{'/*t X
'\1

~ delay the early retiree provision by one year (.)L_?'/)L 0. S
~  impose a temporary prermum surcharge on larger employers Ea (/“Z» / \Q‘/

There is also a series of smaller-rnoney options. All of these are bemg costed out
and should be available over the next 48 hours. At that point, there wiil be an NEC
meeting and the options will be presented

- ce: Lé.s Samuels
Alicia Munnell
Marina Weiss
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ASSISTANT SECRETARY

s

MEMORANDUM FOR SECRETARY BENTSEN

| * . DEPUTY SECRETARY ALTMAN e ﬁ A
FROM: .‘ ~ Alicia H. Munnel ' ‘ \\(}
Assistant Secretam%::ononnc Policy 0<7D A
SUBJECT:. The Medicare Experience in Projecting Health Care Costs

" Skeptics of the budget forecasts in the President's health care reform plan often
point to the experience of the Medicare program. When the Medicare legislation was
enacted in 1965, the program's long-range cost estimate was that hospital insurance (HI,
or Part A) benefit payments would be about $9 billion in 1990. Actual 1990 benefits were
more than $66 billion, about 7.5 times the predicted amount.

To a great extent, this criticism is exaggerated and unfair. Some of the reasons for
the forecasting error are economically insignificant, or were unforeseeable in 1965. One
reason is that overall U.S. inflation has been much more severe since 1965 than the
forecast assumed it would be. A second reason is that conscious decisions were made to
expand the Medicare program, particularly in 1972 when legislation extended coverage to
the disabled and those with chronic kidney disease.

Adjusting for economy-wide inflation and Medicare program expansion reduces
the proportional forecast error from 7.5 to about 3. However, this smaller error is still
cause for concern. Unexpectedly high utilization and costs in Medicare's startup years led

- to almost immediate upward revisions in the forecast. Subsequently, large increases in the
relative price of hospital care caused a continuing divergence between predicted and actual
benefits. Although it is reasonable to expect that our tools and methods of forecasting
have improved greatly since 1965, the sobering lesson of history is that the new health
care systém mlght have costs that are greater than we predict.

Discussion

Simple comparison of the $66.239 billion in 1990 Hospital Insurance benefit
payments to the $8.797 billion forecasted when the original Medicare legislation was
enacted in 1965 exaggerates the significance of the forecast error. For example, the 1965
forecast projected hospital costs largely on the basis of an assumed 3 percent annual
growth in nominal earnings. Actual nominal earnings growth between 1965 and 1990
averaged 6.4 percent, primarily as a result of unexpectedly high inflation in the overall
U.S. economy. Another important reason for the increase in benefit payments was the
1972 legislation that extended HI coverage to non-elderly persons who were disabled or .
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who suffered from end-stage renal dxsease These persons now account for more than
one-ninth of HI benefits.

Unexpected inflation caused an underestimate of 1990 benefits in nominal, but not
in real, terms. Moreover, it did not jeopardize the financial viability of the Medicare
system, since revenues are a function of nominal earnings. Similarly, Medicare's expansion
to new beneficiary groups was a result of conscious decisions made after 1965, and should
not be counted as a forecast error. Increasing the 1965 prediction for both earnings
growth and program expansion yields an adjusted forecast of about $22.3 billion in 1990
benefits.- Dividing this value into $66.239 billion gwes 3.0, not 7.5, as a more appropriate
ratio of actual to predicted benefits. ,

o Robert Myers, the former Chief Actuary of the Social Security Administration, has
suggested a different approach to evaluating Medicare's forecasting record, focusing on -
the projection of program costs as a percentage of taxable payroll. The 1965 forecast was
that program costs, including both benefits and administrative costs, would equal 1.61
percent of taxable payroll in 1990. However, the 1965 forecast was very conservative in
projecting the taxable earnings base. In particular, the maximum amount of annual taxable
earnings was assumed to stay at $6,600 throughout the forecast period.. According to
Myers, had this maximum been assumed to rise with overall wage growth, the projected
cost as a percent of taxable payroll would have been only 1.1 percent. The taxable
earnings cap has, in fact, increased more rapidly than wages since 1965, raising the
proportion of earnings that are subject to tax. If we adjust the 1.1 percent figure
downward to reflect this change, and upward to reflect coverage of the non-elderly

“disabled and those with chronic kidney disease, we obtain an adjusted forecast that

Medicare costs would equal about 1.02 percent of 1990 covered earnings. The actual
ratio of costs to taxable payroll was 2.71 percent in 1990, so by this measure the actual
cost was about 2.7 times the projection. This provides rough verification for the 3.0 ratio
obtained above by a different method.

These results demonstrate that the errors in the early Medicare projections were
due in large part to innocuous factors. However, serious forecasting errors remain after
those factors are taken into account. In Medicare's startup years, hospital prices and
utilization were both well above expectations, and skilled nursing expenditures were also
higher than expected. As a result, by 1968 the forecast of 1990 benefits had already been
nearly doubled, from $8.797 billion to $16.830 billion. Subsequently, even this latter
forecast was outstripped as the price of hospital care continued to rise much faster than
prices in general. : '

A set of talking points on this issue follows below.
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TALKING POINTS
Medicare Cost Projections

~ Skeptics of the budget forecasts in the President's health care reform plan often

point to the experience of the Medicare program. When the Medicare legislation was
enacted in 1965, the program's long-range cost estimate was that hospital insurance (HI,
or Part 'A) benefit payments would be about $9 billion in 1990. Actual 1990 benefits were
more than $66 billion, about 7.5 times the predicted amount. [Adjusting for inflation and -

* program expansion, a more fair ratio of actual to predicted would be about 3to 1.]

This criticism is exaggerated and unfair.

Much of the divergence between the actual and projected dollars in benefit
payments has nothing to do with health care: the general price level is
simply much higher than anyone would have predicted in 1965.

\ !

Another reason that the prediction was too low is that the Medicare
program has been broadened. For example, non-elderly disabled persons
and those with chronic kidney disease are now covered. Failure to predict

- these new expenditures is not a forecast error.

Times have changed, and our ability to forecast has improved.

The people who are préparing the budget estimates for health care reform
have more data and better computers than their counterparts had in 1965.

We also have accumulated almost three decades of experience in projecting
Medicare and Medicaid expenditures.

At the same tnme we recognize the dlfﬁcu ty and importance of getting the
numbers right.

Treasury and other agencies are making every effort to make our budget
prowctlons accurate. ‘

We have even called in outside experts to review the estimates.

— Office of Economic Policy, October 15, 1993
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WASHINGTON

October 19, 1993

MEMORANDUM FOR SECRETARY BENTSEN

DEPUTY SECRETARY ALTMAN
FROM: Marina L. Weiss |
SUBJECI: : ‘Health Reform Subsxdles as a Capped Entitlement
ACTION FORCING EVENT: 0pposxt1on from House Democrats

RECOMMENDATION: That you instruct staff to work with HHS and OMB
on some options for a contingency plan if the President and

' Congress fail to act to raise the cap if subsidy funds run out.

OPTIONS: .
Staff to work with OMB and HHS on contingency plans
Let's discuss

other:

'BACKGROUND/ANALYSIS: Apparently Congressman Waxman has been told

of the "capped entitlment" discussion that took place at the
meeting with the President on Monday. I am advised that Mr.
Waxman is very upset and that the White House is concerned he
will not cosponsor the Administrationt's bill unless the
entitlement to subsidies is open ended.

Majority Leader Gephardt’s office has reported that, without
Waxman's support, the Black Caucus and other 11berals will not
support the initiative. .

The crux cf Congresman Waxman's concern is that if the estimates
are wrong and the cap is reached, low income people [and small
businesses] will lose their subsidies. He worries, in the face
of last week's debate over extending unemployment benefits, that
the Congress may not act to avert a crisis.

Clearly} if the Federal government limits its liability for the
subsidies through a cap, and the President and Congress fail to
act in the event of a shortfall, something undesirable will

“happen. Among the optlons are:

1. Alllances raise premiums charged other businesses and

individuals;

2. States will have to make up the shortfall;



3. low income individuals and small businesses have their
subsidies reduced or lose them altogether; '

4. A blended response which includes all of the above.

HHS has suggested that a small group of staff from HHS, OMB and
Treasury get together to develop some options for consmderatlon
by the Secretaries, the First Lady and the President if

- necessary.

The question they would like to try to answer is what the
Administration's preferred outcome would be under a "doomsday"
scenario; and whether it would be desirable to write a
contingencv plan into the legislative language or whether it is
preferable to be silent on the issue in the legislation.

The question of who bears the ultimate financial risk has been
discussed throughout the development of the legislation, though
there was never any clear indication from Ira as to how he
thought the dilemma should be resolved. :

In my ]udgment, thls may be the single most important issue [both
political and financial] surrounding this legislation, and I was
frankly surprised that it was so qulckly disposed of at the
meeting earlier this week.

Congressman Waxman's reaction offers an opportunity to focus
greater attention on the issue to ensure that everyone is

comfortable with the decision -- and prepared to defend it.

Assuming the decision stands, and the entitlement will be capped,
staff will need some guidance for drafting purposes.
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DEPARTMENT OF THE TREASURY v S2e
WASHINGTON

October 26, 1993

MEMORANDUM FOR SECRETARY. BENTSEN

FROM: Kevin Varney£¥
Scheduling Office

SUBJECT: Presentation of Health Care -Legiélation to Congress

Date & Time Wednesday, October 27, 1993

Location - H-204 Speaker’s Ofﬁce'(Cabinet holding room)

- PARTICIPANTS:  Secretary Bentsen President Clinton
' ' ‘Secretary Shalala Vice President Gore

Secretary Jesse Brown Mrs. Clinton
Secretary Riley ‘
Erskine Bowles
Laura Tyson
Leon Panetta

PRESS: Yes

SCENARIO: - 10:30am - Meet the President and other
- Cabinet Secretaries in H-204.

10:40 am Cabinet Secretaries will pfoceed to
VIP seating in Statuary Hall.

10:45 am  Speakers on health care: President Clinton
‘ : V Vice President Gore
Mrs. Clinton
Senate Majority Mitchell

Speaker Foley
Majority Leader Gephardt

12:00 pm Secretary Bentsen departs for Treasury. v
(The President will be hosting a lunch following his
speech for Cabinet Secretaries and selected members of
Congress in the Madison room. We have arranged to
have you leave at the conclusion on the President’s
speech).
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DEPARTMENT OF THE TREASURY
WASHINGTON

November 3, 1993

ASSISTANT SECRETARY

' MEMORANDUM FOR: SECRETARY BENTSEN
' DEPUTY SECRETARY ALTMAN M
FROM: | Alicia Munzell
' Assistant Secretary for Economic Policy
SUBJECT: ~ The National Health Care Proposals of Presuients Truman
and Nixon :

This memo provides background on proposals for national health insurance by the
Truman and Nixon Administrations.

Truman

Background. In a November 19, 1945 message to Congress, President Truman described
five major problems with the U. S. health care system: the unsatisfactory distribution of
health care providers, inadequate public health services, the need for more medical research
and professional training, the high cost of medical care, and the loss of income from
prolonged illness. Private health insurance coverage was spreading rapidly, however. For
example, the number of people with some hospital insurance coverage rose from under 6
million in 1939 to about 75 million (about 50% of the population) in 1950. However, only
about 3-4% of the population had comprehensive health insurance coverage in 1950.

Health Care Proposal. In his November 19th message President Truman called on
Congress to pass a national program that would assure every American citizen the "right to
adequate protection from the economic fears of sickness." To address these problems he
proposed adoption of a comprehensive and modern national health program that would:
(1) provide federal grants for construction of hospitals and other health éenters;

(2) expand public, maternal and child health services;
3) provide giants for research programs and medical education;

(4) protect against wage loss due to accident or sickness; and

(5) provide workers and their dependents comprehensive medical services pald for through
social secunty taxes.

Outcome. Truman was a fervent advocate of compulsory national health insurance in
which employers would be required to offer and help pay for the health insurance of their
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| - employees. He was the first presrdent to exphcrtly support such a program and he repeated ‘

his message in a 1949 address to Congress. Truman’s national compulsory health insurance
plan was highly controversial and, as a legislative item, it never even cleared a committee.
Intense and successful opposition was mounted by the American Medical Association, which
was given credit for defeat of Truman’s national insurance health plan. By 1950, the
attention of the Truman Administration turned to Korea, mitigating any further effort to
pass national health insurance. = | o |

The expansion of private health insurance around the time of the Truman
Administration, noted above, also inhibited the push for national health insurance. As a
fringe benefit, private health insurance was tax-favored and exempt from the wartlme freeze
on wages

Nixon

Background. Rxsmg health care expendrtures were of much concern dunng the late
1960s. National health care expenditures as a share of GNP rose from 5.9% in 1965 to

" 7.1% in 1970. A background report prepared by the Ways and Means Committee in 1971

described the following problems with the U. S. health care system: maldistribution of

* physicians and facilities (physicians were increasingly engaging in research, locating in .- -

metropolitan areas, and becoming specialized), fragmentation of the delivery of medical care
resulting in much inefficiency, 'and inadequate financial access to health insurance (the poor

had little health insurance protection and the unemployed relied on government programs) '
In the late 1960s, Senator Kennedy was pushing strongly for a national health msurance_

program.

Health Care Pmposaf On February 18, 1971, President Nixon announced a
comprehensive national health insurance program. The program had three main parts:

(1) National Health Insurance Standards Act to require employers to provide basic health
insurance coverage to employees and their families. Employers would pay 75% of
premium amounts. : '

(2) Family Health Insurance Plan to replaee Medicaid for the poor and near-poor with
children, financed partially by premiums paid by enrollees and graduated by income
class (no premiums paid by the lowest class). Coverage would be less generous than
employer -based plans. ‘ :

| (3) a proposal to encourage estabhshment of Health Maintenance Organizations (HMOS)

According to Nixon, "such organizations provide a strong incentive for better prevenuve
care and for greater efﬁmency :

Outcome. The third part of Nixon’s program was the only one to see Congressional
action. .Eventually, the Health Maintenance Organization Act was passed in 1973. This Act
provided for grants and loans to develop new HMOs, and required employers with more
than twenty-five employees to offer an HMO option in their health benefit plan if a



qualifying HMO were located within the vicinity.

In 1974, Nixon approved a national health insurance plan 51m1lar to but more generous
(no difference in the minimum benefits between employer-provided plans and a plan for the
non-employed population) than the 1971 proposal. However, other political events became
dommant

Similarities and Differences in the Health Care Plans of |
' Presidents Clinton, Truman, and Nixon

Truman promoted the "economic bill of rights" initiated under President Roosevelt
which included the right to adequate medical care. Expansion of health insurance coverage
was a primary goal of his administration. In his 1945 message to Congress, Truman stated
that "Our new Economic Bill of Rights should mean health security for all, regardless of

- residence, station, or race - everywhere in the United States." Health care costs were
- regarded as less of an issue to Truman, who said that medical care "absorbs only about 4

percent of the national income. We can afford to spend more on health."

‘During the Nixon Administration, rising health care costs had become a problem which
increased the receptability for a national health insurance program such as the one then
being pushed by Senator Kennedy. _ :

Both Truman and Nixon proposed health care reform plans that would build on the -
employer-based insurance system that grew dramatically during the 1940s and 1950s.
Employers would be required to offer and help pay for the insurance coverage of their
employees and families. - Both proposals sought to achieve universal coverage, though

. neither includned an individual respon51b1]1ty to enroll in a hea.lth care plan.

President Clinton stresses the health secunty concept of President Truman. Clinton also
faces the problem of rising health care costs. As in the case of Truman and Nixon, Clinton

. proposes to build on the employer-based system but goes further toward achieving the goal

of universal coverage by combining an employer mandate to offer and contribute toward
insurance coverage with an individual mandate to enroll in a health plan.
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DEPARTMENT OF THE TREASURY
A WASHINGTON, D.C. 20220

December 23, 1993

MEMORANDUM FOR SECRBTARY BBNTSEN'

FROM: Marina L. Weiss A | )
SUBJECT: 'Health Care Reform

ACTION FORCING EVENT: - Request from the White House

RECOMMENDATION: That preliminary contacts be made at the staff
level to ascertain information about issues of concern to the
Member or CEO. In the case of Members of Congress, inquire about
how you could be of most help in educating their constituents on
the specitfics of the President's plan. That you then use this
information to converse by telephone with the Members and CEO's
to obtain the information requested by the White House and to

offer your assistance personally.

IONS»

fﬁglee with staff recommendation, staff contacts to
be made as quickly as possible

Prefer that no preliminary staff contact be made, will
place calls myself ‘

Other:

e d

,X; \y¥'BACKGROUND/ANALYSIS: As you know, the White House has asked you

Texas, Stenholm, and Senators Boren, Johnston, and Nunn].

! and other Members of the Cabinet to "target” members of Congress

and the Senate for special outreach during the congressional
recess. You have been assigned 10 individuals [Congressmen
Pickle, Andrews, Tauzin, Roemer, Green of Texas, Chapman of

In addition, the White House has asked that you and other Cabinet
Members take responsibility for communicating with certain CEO's
on a reqular basis [a minimum of once per month is recommended].
The purpose of the communication is to: "educate them on changes
in the plan; receive their input on recommended changes; and to
take the general pulse of the business community." You have been
assigned two CEO's -~ Pete Silas of Phillips Petroleum and :
Michale H. "Mike" Walsh, President and CEO of Tenneco. Both of .
these individuals are characterized by the White House as /).
"undecided" on tne President's plan.bt&hnAA«*.S1éaﬂp 2 - =
(,gf — o vl O otdLALT -
Information you .otain from these cd cts is then to be given to
the White House. office of CongreSSLOnal Affairs and/or the Office
of Business Liaison for use in modifying the legislation as it is

considered by the Congress.
[(.
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. W

I would recommend that an initial contact be made at the staff
level to provide you with background information from which to (i
speak to the Member/CEO. Calls to Member offices would be s‘/ Zg(
coordinatec with Treasury's office of Legislative Affalrs, call

to the CEO's with Treasury's Public Liaison.
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WASHINGTON D.C. 20220
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December 30, 1993

,
MEMORANDUM FOR SECRETARY BENTSEN
" DEPUTY SECRETARY ALTMAN

FROM: Marina L. Weiss
SUBJECT: Health Care Reform
ACTION FORCING EVENT: Post-Christmas return to Washington.

BACKGROUND/ANALYSIS: To enable you to "hit the ground running,"
I thought you might like to have a chance to review some recently
released health reform materials at your leisure and prior to
your return to D.C. Attached for your purusal are the following
items: o '

o A pictorial account of one of the earliest recorded attempts
to encourage the use of "managed care."
. _ . CY
o} Recen11y'released Department of Commerce statistics on the
' rates of growth in the health care industry and in national
health care spending.

I have also included not yet released data from the- HCFA
actuaries on the 1993 rates of growth in Medicare spending.
[As you know, the most complete and accurate Federal

health spending data relates to Medicare...so this
information will weigh heavily in cost estimates prepared by
the Administration actuaries and by CBO].

o A chart developed by the staff of Senator Arlen Specter. The

‘ staff describe the ‘effort as a "serious attempt to diagram
the Administration's health reform plan -- the purpose of the
chart was to serve as a visual aid in explaining the plan to

the Senator." The chart has had gome limited coverage in
the print media. ,VZ;§4 GQL*VL&\

o A paper written by former Treasury employee Michael Graetz,
"one of the major architects of President Bush's health reform
proposal. I've included Mike's paper in this packet so that
you can see what kind of advice is being given to Senator’
Chafee. As you know, there are serious operational problems
associated with an individual mandate -- chief among them are
the upheaval that would occur in the current employer based
system, the difficulty that individual‘'s would face in
evaluating and purchasing insurance, and the cost and
complexity of a tax credit/deduction structure.

o A copy of a speech given by Bob Stone [Associate general
Counsel of IBM] to Fortune 100 representatives who attended a



special meeting of their benefits trade association held @ ,\corace-
earlier this month to review the Administration's health
reform proposal. I also include the Executive Director's

cover letter to me so that you can see the list of companies
represented on the association's Board of Directors.

A WASHINGTON POST article on the latest twist in the FOIA
litigation over the Health Care Reform Task Force internal
memorancdia. o

Finally, you should be aware of the status of.two on-going
efforts. g ~

First, the health care Quantitative Analysis group, -
[generally staff associated with NEC member agencies] are
trying to pull together a state-by-state analysis of the
impact of the President's health reform proposal. The
available data is, in a word, awful. But we're giving it
a go.

Second, Treasury staff met with staff from the Federal Office
of Personnel Management [OPM] in an effort to move ahead on
the development of a health reform brochure for distribution
to Departmental staff. We are approaching the project with
the hope that Treasury can be the prototype for a government
wide effort to inform Federal workers of the impact of the
President's proposal on the Federal Employees Health Benefits
Plan [FEHBP]. Our objective is to produce a generic brochure
which includes a letter of introduction from the Secretary --
that way, the brochure which we develop here at Treasury can
be used by other Departments [with appropriate
modifications to accommodate a greeting from other Cabinet
Secretaries to their employees]. The White House is, of
course, fully informed about our interest in taking the
initiative on this project. Apparently the War Room
expressed some interest in doing a similar project earlier
but had to abandon the plan due to lack of sufficient
funding.

HAPPY NEW YEAR !!!



MEMORANDUM FOR SECRETARY BENTSEN

© FROM: Marina Weiss

Andy Rittenberg

SUBJECT: Health Care Reform

-Action Forcing Event:

The White House has requested that
for you to release.

i
| :

. _7 -~ (z g
DEPARTMENTOFTHETR%ASURY ‘%/7 c 7
WASHINGTON, B.C. 20220

|
January 25, 199?

we prepare a statement

As you know, Senator Gramm is expected to introduce as early

as today a health insurance reform bill

similar to your proposals

of 1991 and 1992. The health care "Delivery Room" (as contrasted

with earlier "War Rooms") has requested

that you release a

statement when and if Senator Gramm 1ntroduces the proposal. A
draft sta?ement is attac?gd for your rev1ew and comment.

Apptrove as drafted '77 \v 4:>

Approve with noted edits

Other
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DRAFT : DRAFT

In 1991- 1992 in my former post as C%alrman of the Senate
Committee on Finance, I introduced four bllls that, taken
together, were designed to address some of the most egregious
problems of the American health care system. At the time, it was
the most that could be achieved in my ju?gment.

Today, we have a President who is epthu91astic about taking
the lead and doing what is necessary to guarantee health security
to every American. We have all the 1ngréd1ents to make history
in this country. Universal coverage is essentlal both because it
will enable us to contain costs and because it is long overdue.

I can only say that it would be tragic 1f we were to miss this
opportunity when the American people so clearly want us to join
together in a bipartisan effort to reform our nation' s health
care system. ‘
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Department

to: of the Treasury

Oﬁ‘ice of the

|
room: date: Executive Sgcretary

1/25/94

CLOSE HOLD DOCUMENT

Do not distribute to anyone without
permission from Ed Knight - or Roger
Martin.- *

Roger Martin

¢
|

rooim 3413
ph?ne 622-0064
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DEPARTMENT OF THE TREASURY Vz;y1¢3,

) 94-131604

WASHINGTON

| - HFORMATION

ASSISTANT SECRETARY » ‘MarCff 14, 199%

MEMORANDUM FOR: SECRETARY BENTSEN |
DEPUTY'SECRETARY‘ALTMAN{

THRU: Franka. Newman f , :
- Under Secretary of the Treasury
Domestic Finance |

? |
%éirald Murphy ;

FROM: , ,
X& Fiscal Assistant Secretary

l
SUBJECT: Health Care Reform Issues of Concern to Treasury
r .
The attached memorandum hlghllghts a number of issues, three of
which I would llke to brlng to your attentlon.

(1) The potential for unlimited llablllty created by the
Secretary of Labor’s full guarantee of payment to
corporate alliance providers.

(2) The potentlal of a health care problem similar to that
faced with failed S&Ls, created by'the Secretary of
Labor’s ability to assume open-ended trusteeship of an
insolvent corporate alliance in oqder to get it back on
sound flnanc1al footlng

¢ ! ’ I3
(3) The disincentive a full guarantee?of benefits creates
re: providers collecting their own receivables.

In reference to Item (1),'whlle Treasury staff was successful in
limiting our exposure in terms of borrow1ng authority from
Treasury to pay guaranteed corporate alllance provider benefits,
-a second reading by our attorneys 1ndlcates that the Secretary of
‘Labor’s guarantee is probably backed by the full faith and credlt
of the United States. It appears that|while the borrowing
authority is capped, the obligation to pay all defaulted self-
insured corporate alliance provider benefitS-may not be.

In reference to Item (2), Treasury staff strongly protested this
provisiocn in the draft document, and was told that it would be
removed. The Secretary of Labor’s role as receivership to
insolvent corporate alliances could eﬁpose the Government to:
(a) Expensive and time- consuming lltﬂgatlon with
allegations of premature and unwarranted intervention,
as with the S&Ls.

(b) Questionable chances of success 1n turnlng around the

flnanc1al condition of these alllances
. I

|
|
|
|
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(c) Requests for large emergency approp&iations.from
Congress, as the insolvency fund finances both trustee
operations, and the defaulted prov1der benefits
mentioned above.

We recommend that Treasury contlnue to vagorously oppose this
provision. |

In reference to Item (3), fully guaranteglng payment of all
provlder services gives the provider less incentive to function
in a business~like manner to collect amounts due the provider -
particularly delinquent debts which take a disproportionate
amount of effort to collect.

’cc: Munnell
Samuels
Weiss
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2 March 1994

MEMORANDUM TO: ~Marina Welss
Deputy Assistant Secretary
{Economic Policy)

(Initialea) GM

THRU: Gerald Murphy
Fiscal Assistant Secret%ry
: » : —
FROM: Diane Dogan Hilliard 5 de\d++

Office of the Fiscal Assistant Secretary

SUBJECT: Corporate Alliance Guaranteed Benefits

In the proposed "Health Security Act, ‘Senate Bill 1757, the
Secretary of Labor guarantees the payment of benefits to
providers of corporate-alliances with self insured sponsors. It
appears that we may have an unlimited llablllty here. In
pertinent part, the proposed Act prov1des. ‘

"The Secretary of Labor‘shall guarqntee-the'payment of

" all benefits under a corporate all%ance health plan
which is a self-insured plan while: such plan is under
the Secretary’s trusteeship..." S. 1795 103rd Cong.,
l1st Sess, Sec. 1396(a) (1993) [empna51s added}

- |
"The Secretary shall not cease to éuarantee benefits on
account of the failure of a designated payor to pay any
assessment when due." Sec. 1397(f),

and

Based on a presumption, histerically reﬁlected in opinions of the
Attorney General, gee 6 U.S. Op, Off. Legal Counsel 262 (1982),
that federal agency obligations are supported. by the full faith
and credit of the United States, unless|the statute authorizing
such obligations expressly provides otherwlse, these provisions
raise the likelihood that Labor’s guarantee is backed by the full
faith and credit of the United States. !ThlS result is very
likely even if the restraints earlier added at the suggestion of
Treasury, such as the $500 million cap on the borrowing authorlty
- of the Corporate Alliance Health Plan Insolvency Fund, Sec.
1396 (c) (3, remain 1ntact . ;
Against the bacquound of this concern that we have informally
verified with legal counsel, the follow1ng proposals are
presented that, 1f adopted, would contrlbute further to
controlling the potential for unlimited|obligations.
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Proposal #1. Modify the provision which allows the Secretary of-
Labor to become trustee of an insolvent| self-insured corporate
alliance under Section 1395 to exclude assisting an insolvent
corporate alliance to get back on a sou?d financial footing.

{
Sec. 1385(a) states:

"Whenever the Secretary ot Labor determlnes that a

corporate alliance health plan whlch is a self-insured

plan will be unable to provide beneflts when due or is

otherwise in a financially hazardous condition as

defined in regulations of the Secretary/ the Secretary

shall, upon notice to the plan, apply to the

appropriate United States dlstrlct§court for

appointment of the Secretary as trustee to administer

the plan for the duration of the insolvency. The plan

may ‘appear as a party and other lnterested persons may

intervene in the proceedings at the discretion of the

- court. The court shall appoint the Secretary trustee

if the court determines that the trusteeship is

necessary to protect the interests| of the enrolled

individuals or health care prov1ders or to avoid any

unreasonable deterioration of the financial condition

of the plan or any unreasonable 1ncrease in the ’

liability of the Corporate Alliance Health Plan

Insolvency Fund. The trusteeship of the Secretary

shall continue until the conditions described in the

first sentence of this subsection are remedied or the

plan is terminated." :

i

Comments: ‘
‘ a. Adopting a system that contemplates an 1ndef1n1te open-
ended Government role in helping an insolvent self-insured
employer get back on sound financial foptinq is a high risk
proposition. . | ,

b. Particularly in a single employgr alliance, the Secretary
of Labor cannot become trustee withoutkimpacting the operations,
management, and p0551bly the- reputatlom of the sponsor firm. If
the trusteeship is successful, an additional subsidy will have-
been given the sponsor firm, at the expense of employers whose
assessments funded the Insolvency Fund' and the Federal
Government. If it is unsuccessful, llS possible that
corporation whose alliance was taken over will accuse the
Government of early and destructive intervention which caused the
corporation to fail, flounder and/or lose the confidence of and
credit in the marketplace Consider S&L litigation where the
Federal Government was charged with premature and/or unwarranted
intervention. Litigation requires dlsproportlonate gquantities of
Government and company time and money.

! « ;

c. The goal is to establish a system which will provide

individuals with uninterrupted health care, and providers with a

2



safety net. This may not, require oceratlnq an alllance. e are
not in the business of saving companies., Intervention of this
type is premature, expensive, inapproprilate, and runs a nigh risk
of being unsuccessful. . ’ ‘ :

d. The current plan allows the Secﬁetary of Labor to serve
as trustee until the hazardous flnancmal conditions are remedied.
How many years will that be? Lndeflnltely° How many times can
the Secretary become Trustee to the same employer/alliance? This
open-ended intervention could merely prolong the inevitable, at
added expense to the Guarantee Fund contributors and the
Government, not to mention the negative |publicity the Government
'Will receive. Any Government intervention in the operations of a
corporate alliance should be well defined ;and limited in time.

e. DOL lnterventlon as a trustee 1n the operation of a
- corporate alliance is appropriate at the point when DOL revokes
the status of a corporate alliance, and/ 'transfers covered
employees to reglonal alllances. W

| .

f. The role of trustee may turn o&t to be a morass. This
role, combined with fully gquaranteed pr0v1der benefits, could
have DOL applying to go to Congress for huge emergency
appropriations - a health care RTC. 1

|

g, Bu51ness might be more amenable to a plan whereby the
right to have a corporate alliance is termlnated if the sponsor
~doesn’t live up to the conditions spec1f1ed by the Government,
rather than having DOL running a troubled alliance.

!

Proposal az. Modify S8ec. 1396 whereby éhe Secretary of Labor
shall guarantee all benefits of the sel§ insured plan. Guarantee
only somewhere between 80% to 95% of the benefits. It is
important to retain sufficient incentives for providers to
operate in a business-like fashion. |

a. Much can be gained by only partially guaranteeing
benefits of a self-insured plan. If the providers were only
assured of 80% or even 90%, they would be much more assiduous in
pursxng amounts due them, and sending out signals when there were
signs of alliance weakness, nhot to ment;on assessing up-front
risk. '

b. Fully guaranteeing provider benefits gives the provider
less incentive to function in a business-like way to collect
amounts due the provider - particularly|delinquent debts, which
take a disproportionate amount of time and effort to collect.

: !
‘c. Does the Covernment really wanﬁ to fully guarantee a
self-insured plan? What incentive syetem does this create? Are
we trying to get more employers to adop? a self- 1nsured plan?

3
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d. The'goal 1s to provide a saretv net for providers. and
employees - not a Jomb Partvially quar?nteelnq benefits would
allow the market place to work more naturally.

e. The Government has nad a great|deal of experience with
fully guaranteed lcans - most of it unfavorable. '

f. This is both a cost reduction and a risk reduction
measure. '

Proposal #3. Should an alliance default, do not pay the

providers immediately if there are no f?ndsAin the Insolvency
Fund. If possible, wait until employer assessments can be
collected.

| .
a. Anyone in business, by,definit%on, assumes some degree
of risk. ' ' ! '

b. The providers will still get péid,--just not as soon -and
not as frequently from funds borrowed f?om the Government.

. !

c. Eliminating the borrowing’ and payback steps would
streamline the operational requirements. It would not eliminate
the Government’s ultimate guarantee, - ‘

S

Proggsal #4. TIdentify trigger events that will initiate well-
defined Department of Labor (DOL) 1nterventlon in the operatlans
of a corporate alliance for each employer category. e.g,:
Partially self-insured single employer
Fully insured multl -employer - unl?n mandated
. \ . i
Process: | | |
1. Focus on what the Government is attemptlng to do.
‘The goals appear to be: . i
(1) To prov1de unlnterrupted serv1ce to
individuals, and
(2) To provxde a safety net for the
, participating providers. l :
2. Focus on the optimal time to 1ntervene, e.g.,:
. (a) Before the benefits to be paid are too great.
(b) At the time the employees premiums/ provider
benefits can no longer be supportei by the corporate
alliance.

summary: ‘ :
(1) Modlfy the prov1smons fully guaranteelng the payment of
benefits to providers.
(2) There is no need for DOL to intervene as trustee in the

4
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operation of a corporarte alliance for lengthy periods of time, at
much risk and cost. DOL need not intervene as trustee until it
is determined that a corporate alliance cannot turn its financial
situation around. l

(3) The key is to minimize, losses |by revoking corporate
alliance status promptly when an alllance does not meet the terms
~under which it was granted this status,ie .g., not paying their

premiums and/or providers. .

(4) Action should be quick to mlnlmlze the liability to the
Insclvency Fund and the Federal Government.‘ At the point of
intervention as trustee, DOL should be prepared to immediately
enroll employees in a regional alllance.

(5) .The measures being considered to assess insolvency
should foc¢us on the critical event, i. ej, is the corporate
alliance promptly paying its premiums (1f insured) or providers
(if self-insured), or paying at all? Dellnquent payments could
be the focus of a DOL early warnlng sys%em.

i
[
|
!
i
f
!
‘1
|
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TO: ' Secretary Bentsen and Deputy. Secretary Altman

FROM: Mark Iwry & 1

THROUGH: - Les Samuels &5 |

DATE: ~ April 13, 1994 }

SUBJECT: Health Care Reform: Ira Magazmer Comments at White

House Meeting With Five MaJor Corporatlons

i
SUMMARY -- This memorandum summarizes a number of comments made
by Ira Magaziner to representatives of Ford Eastman Kodak,
Procter & Gamble, TRW, and Xerox at a recent health care meetlng
at the White House.

ACTION -- This is for your information only.

|
DISCUSSION -- The five corporations llsted above comprlse what
the White House calls the "joint consultatlve team", an ad hoc
group of companies that has commented on health care reform
issues of particular concern to major corporatlons These
companies are generally representative of the group of employers
that are most likely to support health care reform.

After submitting position papers to Ira!Magaz1ner on a number of
issues raised by the Administration's Health Security Act, the ad
hoc group was asked to meet with Ira and other White House staff.
At the meeting (which Marina Weiss and I also attended, together
with Department of Labor representatlves), Ira commented briefly
on some of the concerns .the companies had raised. His comments
included the following:

e beriefit package: In response to the companles"crltlcism
of the Administration's benefit package as too costly, Ira
‘'said that CBO had characterized the cost of the benefit
package as being comparable to the!52nd percentile of
Fortune 500 corporate plans. He indicated that this was
about where the Administration had wanted to be, "so the
benefit package is pretty well pitched."

!
® repeal of tax-favored treatment of health care in
cafetieria plans: One of the corporate representatives also
serves as President of the Employers Council on Flexible
Compensation (an organization ded1cated to promoting
cafeteria plans). He asked Ira whether there might be any
hope for cafeteria plans. Ira observed that,” according to
Administration estimates, repeal of tax- favored treatment
for cafeteria plans would raise a great deal of revenue, but
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|

that CBO had scored it as raising far less. He speculated

that the amount CBO estimated mlght not be worth fighting

for, and said he therefore suspected Congress might preserve.

cafeteria plans. |

H
1
|

. ggrgorate alliances: Ira agreed with the companies that .
some of the impediments to formation of a corporate alliance
should be removed, but disagreed W1th the companies®
recommendation that the 1% assessment on corporate alliance
employers be eliminated 'in favor of an alternative “broad-
based" tax. . :

® regional alliances: The bu51ness representatives expressed
concern about the amount of regulatlen contemplated for the
regional alliances. Ira responded that community rating
could be achieved through either voluntary or mandatory
alliances, but opined that it could not be done without some
degree of regqulation.

QP

1
e ERISA preemgtlon of state regulatlon. Ira said he agreed
with the companies that too much state—by—state variation in
the requirements imposed on health plans was not desirable,
but said that the state—by-state 51nqle-payer option should
be retained and that, in general, |the role of the states was
an issue on which "we'll just have to disagree". '

e claims for benefits and related!legal remedies: Ira
expressed general agreement with the companles' concerns in
this area. He added that some of |the prov151ons of the
Health Securlty Act relating to these matters may have been
"jinadvertent" and ‘that the prov181ons of the blll "probably
were too specific". ' .

e premium caps: Ira expressed dlsagreement and puzzlement at

the companies' criticism of the premium caps as interfering

with the competitive market and - festerlng inefficiencies.

s

Although Treasury staff were asked to attend and to participate
in this meeting, Treasury was ‘informed| of the’ meeting by
accident. Papers prepared by the ad hoc corporate group were
only made available to Treasury three weeks after receipt by the
White House, and then not. through OfflClal channels. It would be
helpful if some procedure were 1mplemented to ensure Treasury
access to business reaction to the proposal and 1nvolvement in
all relevant meetlngs of this nature. !
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MEMORANDUM SECRETARY BENTSEN

FROM: Staff working on health reform. Memo regarding
outsourcing and subsidies by Eric Toder; Pay-go rules changes by
Alan Cohen and Marina Weiss: cover memo |and update on
miscellaneous issues by Marina Weiss. |
SUBJECT: Health Reform ;

ACTION FORCING EVENT: Status report on; ' several health reform
issues of interest to Treasury. : '
BACKGROUND/ANALYSIS: Attached are 4 memoranda intended to
provide you with backround information on a number of health
reform issues. The items are as follows*

1. A descrlptlon of work underway in Tax Policy on modifications
to the subsidy provisions of the Health Securlty Act as
submitted to Congress. In addition to the review of
alternative ways to structure the subsxdies, the memo
outlines the state-of-play with regard to the difficult issue

of outsourcing and its impact on the estimates of the cost of
the subsidies. i
~ o
2. Staff is deeply concerned about. the erosion of funding for
the plan. Using material developed by the Office of Tax
Analysis plus information from CBO and the Ways and Means
Subcommittee staff, we have developed a "scorecard" of what
we believe to be a rough approx1matlcn of the current deficit
in flnanc1ng That deficit is attributable to several
factors, the most significant of whlch are listed below.

a. CBO's re-estimate of the Health Securlty Act concludis
that the Administration's bill would add $74b to the deficit
over the years 1994-~2000. j

b. It is w1dely assumed by the commlttees of jurisdiction
that the level of _QXLnQ§__IQE.&QQAQ_IE__BQ_EQQLQQLQ proposed
by the Administration exceeds what Members of Congress are
willing to support. Thusfar, onﬂy the Ways and Means Health
Subcommittee has taken action on 'cuts in Medicare, reducing
the level of available "sav1ngs"‘by $8b in the year 2000.

No estimate has been made of the;S year effect of this

less aggressive cut in the rate, of growth in Medicare
spending. : ;

1

i, .
c.. The "premium.cap" cost co tainment provisions of the
Health Security Act were scored by CBO as 100% effectivex

|
|
|
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Other proposals for savings, however, may not be viewed by
the estimators as foolproof. For example, the Ways and
Means Subcommlttee "global budgets/maXLmum payment rate"
limits are presumed to be only 50% effectlve. 0f course,
there are v1rtually no savings a85001ated with the managed

care provisions of the Cooper bill.

d. Finally, there is reason to belleve that some of the

revenue provisions proposed by the Admlnlstratlon may be
modified, phased- 1n more slowly or dropped -altogether.

3. As you are aware, the Budget Resolgtlon now under
consideration in Congress would modify the year by year portion

of the pay-go rules for mandatory spendlng and revenues. This is
good news for health reform and Alan Cohen has provided for your
review a status report on the Conqre551onal negotiations over
this initiative as well as an explanatlon of how the change could

impact the health reform bill.

4. Finally, we have included an update on recent developments in
' on the Senate Democrats'

health reform, with particular emphasis
weekend retreat, the NFIB job-loss study, and the new Cooper bill

estimates. 1
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 MEMORANDUM FOR SECRETARY BENTSEN |

FROM: , ERIC TODER ¢ {J ,
DEPUTY ASSISTANT SECRETARY (TAX ANALYSIS)

SUBJECT: Effects of Outsourcmg on Employer Subsidies Under HSA
|

SUMMARY -- Under the Health Security Act (HSA!), a firm’s required contributions for
the comprehensive benerit package would be capped at 7.9 percent of its payroll. This approach
ensures that no firm in the regional alliance would pay mpre than 7.9 percent of its payroll for
the costs of the comprehensive benerit package. Employer subsidies will generally be provided
only to lowero-wage firms. |
' l

At the Prnasxdennal mcenngs last summer, Treasury supportcd an individual wage cap over
a firm payroll cap. During the past month, other Admxmstrauon officials and Hill staff have
expressed interest in replacing the firm payroll cap with an individual wage cap. In large part,
this renewed interest .in individual wage subsidies is based on CBO’s analysis that the firm
payroll cap may raise employer subsidy costs by as much as 23 percent, in the long-run, because
of the effects of outsourcing.

On Apnl 12, Marina Weiss and 1. along with represenLaUVes from OMB and HHS, met w1th
John Hilley of Senator Mitchell's staff to discuss opuons which will be presented at the Senate
Democratic retreat.  These options included replacing the 7.9 percent firm payroll cap with a
12 percent individual wage cap. Senator Kennedy’s :sLaff have also raised questions with
Treasury staff about the effects of an individual wage cgp

“In addition, the interagency health reform policy éroup (under the chair of Alice Rivlin)
requested a presentation by Gillian Hunter, of the Ofﬁce; of Tax Analysis, comparing the effects
of a firm payroll cap and an individual wage cap. Copies of the preliminary analysis were also
provided to OMB staff with the approval of Deputy Secretary Altman. The analysis used a
methodology similar to CBO for predicting the impact of outsourcing on the costs of employer
subsidies in the long-run: The principal findings are: ;

. i .
o Using the CBO estimates of the costs of the comprehensive benefit package, a 7.9
percent firm cap.could be replaced wuh a 10 percent individual wage cap for
roughly the same budget costs.

1

i An 8 percent individual wage cap could be combined with a reduction ip the
' benefit package. For example, a scaledf—back benerit package could vbe designed
| |
I

'
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- to cost as much as the Administration’s estimates of the current benefit package.
Using the lower premiums, an 8 percent mdxvxdual wage cap would cost as much
. as the 7.9 percent firm payroll cap with CBO s higher premium estlmates

. With the 7.9 percent firm cap, the costs of the subsidies are roughly the same
regardless of the firm size cut-off for joining regional alliances. The effects of
outsourcing largely offsets the effect of reducing the size thresholds for firms
eligible 10 join the regional alhance and ob&un subsidies

BACKGROUND -- At the Presidential meetings last summer, Treasury argued in favor of
an individual wage cap instead of a firm payroll cap. An 1nd1v1dual wage cap can better mitigate
the etfects of an employer mandate on low-wage workers. In response to an employer mandate
to provide health insurance. firms will likely reduce the wages of their workers who are
currentdy uncovered or receiving less cosdy benefit packages For low-wage workers, these
reductions may be significant as a share of their total income. An individual wage cap would
ensure that firms pass on only a portion of the costs of the employer mandate to their low-wage
workers. In contrast. a firm payroll cap does not provzde‘any subsidy for firms with high
average wages. Consequently, a firm cap of 7.9 percent could still cause some low-wage
workers to suffer a wage reduction of more than 7.9 percent.

A firm cap may also cause high-wage firms to reorganize in order to obtain the benefits of
the HSA's employer subsidies. For example, a firm could spin off their low-wage workers into
a separate entity. Alternatively, they may contract (or "outsource") with a low-wage firm to do
the work their less skilled workers once did, or they may purchase intermediate products rather
than producing the products in-house with low-wage workers. Although low-wage workers will
remain employed, they may find it more difficult to advance in a firm which specializes in low-
skilled labor. Moreover. the segregation of low-wage Wworkers in low-wage firms could cause

them to lose pension coverage and other beneﬁts tvplcally provided by large firms with a
diversified workforce.

An individual wage cap will generally be more expensive than a firm payroll cap, unless the
individual wage cap is higher than the firm payroll cap! But some firms would pay more than
7.9 percent of their payroll for health insurance with, for example, a 9.5 percent individual wage -
cap. The prospect that some low-wage firms would pay mere than 7.9 percent of payroll for

healith insurance under an individual wage cap was a cnucal factor in the President’s decxsxon
1o support a ﬁrm payroli cap.

Three events are causmg a reconsideration of the individual wage cap. First, Congressional
staff have expressed interest in an individual wage cap. Second, the Chamber of Commerce,
reportedly the onginal promoter of the 7.9 percent firm' payroll cap, did not support the Clinton
plan. Third, new estimates of the effects of alternative subsuiv approaches on outsourcing lower
the budgetary savings from using a firm payroll cap|instead of an individual wage cap and
highlight the potential economic and social dxsrupnons from policies that encourage outsourcing. -

i
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Financing Shortfalls to Date
' l

- -~ ($Bilions) |
i
2000 1994 — 2000
CBO's Reestimate of HSA's Effect on Deficit 1/ 10 74
50% Effectiveness Rating on Premium Caps 2/ ' 14[ “ 31
Medicare Changes in Stark Bill’ 8I , . na.
Tobacco Tax 3/ -3 37
3 ' !

Total 3s ‘ 142+

Aprii 15, 1994

Notes: -
1/ According to Administration's estimates, HSA would have reduced the deficit
by $58 billion between FY 1994 and 2000. In contrast, CBO estimates
that HSA will increase deficit by $74 billion over the same period.-
, i
2/ Assumes that Congress passes HSA with its premium caps but eliminates
some of the enforcement toois contained in the Administration’s bill.
Further assumes that CBO would give the enforcement mechanisms a 50
percent effectiveness rating. " |
. | |
3/ Assumes that Congress enacts a 50 cent increase in the tobacco tax which
is phased —in over five years. ’
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BUDGET ACT PAY-GO RULES AND HEFLTH REFORM

Under the pay-go rules currently undeq‘discussion ip the
Congress, legislation must be deficit neutral in the first year,
over five years, and over the second fivq years. )

! +

There is some possibility that the requirement for qefic1§
neutrality for the second five years will be further liberalized.
Under such liberalization, the legislation would need to avoid
causing a gignificant increase in the deficit, rathe; than being
precisely deficit neutral. However, such/liberalization may not
occur in the final language for the point of order in this year's
conference report on the budget resoluti?n.

In addition, it is worth noting that ?nlike the situation in
previous years, it will no longer be a rgquirement to have the
legislation be deficit neutral year by Yyear.

These modifications in the year-by*yehr scoring of pay-go
provisions are critical to enactment of health reform, as it is
highly unlikely that the final bill will! be perfectly deficit
neutral in each year of the phase~in. The current thinking 1is

- that the tobacco tax increase may make ﬁt‘possiblé to meet the

first year deficit neutrality requiremedt (in fact, CBO and
Administration estimates suggest that the Health Security Act
would actually reduce the deficit in 1995 by about $10 to $11b],
but that the plan will not be deficit neutral in each of the

subsequent years. e
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- - UPDATE ON HEALTH REFORM
Bgzgggz; Majorlty Leader Mitchell is scheduled to make a health
reform presentation at the Senate Democratlc retreat in
Williamsburg this weekend. The presentatlon was characterized by
Pat Griffin's office as covering the "levers for modifying the
Health Security Act." Griffin's office also indicates that an
effort will be made to have Chairmen Kennedy and Moynihan sit at
the table with Mitchell while he makes his remarks. Both the

President aihd First Lady are expected to attend a portlon of the
" retreat. 1 .

Specifically, Mitchell is said to be prepared to discuss
alternative subsidy schemes, with partlcmlar emphasis on
approaches that target subsidies to flrms on behalf of actual
wages paid to individuals as opposed to the structure under the
HSA which targets subsidies to firms based on average wages paid.
This is the same issue that was debated before the President last
year, and there is a growlng concern in the Congress over the
approach incorporated in the Admlnlstratlon s bill.

l
Mitchell will ‘also present some deficit reduction options to
address Members' desire that the Senate bill include budget -
savings -- at least in the out-years of the 10 year estimating
period. ’ 'OMB indicates that the savings options under
consideration include reduced subsidies;' a downsized benefit
package; more revenues from the 1% corporate assessment -- by
reducing the 5,000 threshold to 1,000. Also under discussion.
among some Members is an increase in the tobacco tax, though it
is not clear that Mitchell will 1ntroduce a tobacco provision as
part of his list of options. o

\
You might be 1nterested to know that Mitchell had wanted to
present an option to reduce the employer contribution under the
mandate te 50% [instead of the 80% proposed in the President's
bill], but Ira Magaziner told Mitchell's staff that the
Administration would prefer he not present that option =--
however, if it came up as part of the discussion then the
Administration would not oppose Mitchell's offering some comments
on it. Treasury has not been provided paper describing these
‘prcposals" though it is clear that White House and OMB staff were
involved in developlng the options.

!

NFIB Study: We are scheduled to. recelve a copy of the full NFIB
study this afternoon, and will provide you with a more complete
review early next week. According to NFIB staff, the study was
the second in a series done for NFIB by CONSAD, a private
estimating firm that uses county level data to estimate the
number of individuals/firms eligible for subsidies and the cost
of the subsidies. NFIB staff also report that independent
reviewers of the CONSAD assumptions [iﬁcludlng former CBO staff]
concluded that the estimates of subsxdles and the job loss
fiqures are "reasonable " , |
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- Cooper. Bil) Estimates: CBO has not released its final estimate
of the Cooper bill, but Cooper's office has been told that the
target for public release is next Wednesaay. Copper staff say
. the Congressman is bracing for what he expects will be a
"terrible" week, though after last year's CBO estimate showed a
$70b over 5 year deficit increase with enactment of the Cooper
bill, he added $40b in Medicare cuts, altered the Medicaid
baseline, and jawboned CBO to alter the estimating assumptions
about the scope of the benefits package. :
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"April 21, 1994 i
MEMORANDUM FOR SECRETAR? BENTSEN

FROM: Marina L. Weise

SUBJECT: Health Reform_

{
1
!
‘ | ‘ : L L.
ACTION FORCING EVENT: DSCC Speech/Q and A's (VAR

| A , |
BACKGROUND/ANALYSIS‘ , .{

I have just learned that you may take some Q and A's after your
noon speech to the DSCC on health reform The list of attendees
suggests that most will be from the Washlngton lobbying
community, therefore I would expect questions on the state-of-
play for congressional action. The following guestions strike me
as most tlmely*

1. OQuestion: Mr. Secretary, Senator ﬁltcheli last weekend
flcated a possible compromise on the employer mandate that would

‘lessen the employer's contribution from the 80% of premium

proposed by the Administration to 50%. ' ‘Mitchell's proposal could
be adapted for the smallest employers only or applied to the
entire employer population. What is the Administration's
reaction to the Leader's plan...weren't you involved in preparing
the plan for his presentation to the Democratic retreat?

!
Draft Resgonse° The Administration proposed an 80/20 split on
the premium because we wanted to be sure that individuals and
families were not overly burdened by the cost of their insurance
premium. However, you are correct, Senator Mitchell and others
have been looking at variations on the 80-20 split, with
simultaneous adjustments in the 1nd1v1dual subsidies. Of course,
the Administration has taken the p051tlon that we will not
comment on isolated issues under discussion on the Hill -- we'll
need to look at the entire bill proposed by the Senate. As your
point about the Administration helping Senator Mitchell prepare
information for the weekend retreat, that is correct. We are
trying hard to be responsive to the Leadershlp -- ineluding
Committee Chairs -- when they ask for ‘technical help. Our
assistance should not be viewed as anlendorsement of any
particular proposal. |

+
i

'[Hr. Secretary, Stan Greenberg has doﬂe some polling that shows

the 50-50 plan to be very unpopular wﬂth the American public.
The results of that poll were known to Mitchell when he made the
weekend presentation -- but he went ahead anyway. The White
House is adamant that the Admlnlstratlon not reveal it has done
polling on this issue.] :

|
I
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2. Question: Mr. Secretary, Chairman Dlngell has floated a plan
to exempt altogether from the mandate employers of 10 or fewer; '
with employers of 11-20.given a choice as to whether they offer
insurance or pay a 1% payroll tax [pay cr play]; and employers of
21-25 or 29 given a choice with a 2% payroll tax. What is your
view of this proposal? Won't Treasury and CBO be concerned about
"outsourcing," that is, restructuring of businesses to take
advantage of the opt out for firms of féwer than 109

‘Draft Response: Again, ‘we are not taklng a position on any

particular proposal. Chairman Dingell, /like the President, is
trylng to soften the impact on small bus1ness of guaranateed
prlvate insurance. ; :

Co |
Treasury is concerned about incentives for outsourcing, and we
intend to work with the‘Congress\to do ﬁhe best we can to
eliminate or keep to a minimum such incentives. I am advised by
staff that the premiums as calculated by CBO take into account
expected outsourcing under the Admlnlstratlon s plan --
suggestlnq we may well be able to reduce the cost of the
compromiseé plan if we address that problem.

[A way to address it, of course, is to target subsidies to
individuals -- a technlque under con51deratlon by Mitchell,
Rcstenkow 35ki and others.]

3. Question: Mr Secretary, Pat willlams [D-Montana], Chairman
of one of the Education and Labor Subcommlttees in the House was
scheduled to begin to mark up today. He is described as
considering a strategy under which he reports out two bills -- a
single payer proposal similar to H.R. 1200, the Mc Dermott plan,
and a bill that resembles the White House proposal but is more
generous with women's health coverage [mammograms} and preventive
services. Do you know how he plans to pay for these add-ons’

that do you think of hls 2 bill stx:‘ategy'>

Draft Response: I haven't seen a copy of his proposed

modifications to the Administration plan -- of course we would

all like to see the most comprehen51ve package of benefits
possible, but paying for coverage is essential. We made some
tough choices when we put together the Pre51dent's plan, and I
trust Congressman Williams will pay for ‘his proposal as well.

On the issue of 2 bills, having been a ¢hairman, I can understand
his need to develop a strategy tailored to his Committee -- the
Education and Labor Committee has many members who favor single-
payer, ancd I'm sure that is a factor. | :

t
'

4. Question: Mr. Secretary, Senator conrad and others who are

-flirting with the Jackson Hole managed competltlon concept are

floating an idea that would have the leglslatlon include a
"trigger" so that, initially, there would be no employer mandate
or cost control on private spending. If certain levels of
coverage were not reached by some date npercent of uninsured is
reduced], then a mandate would "trigger" on. And in the case of



|
| |

cost gontalnment some mechanism would trlgger if costs got out

of hand. What is your reaction to that .approach, especially

since it seems to have some currency with Senator Moynihan.

Draft Response: Jackson Hole has appeaﬁ for a number of Members,

and again, I ‘am sure that different variations of phase-ins will

be given the closest attention in the mark-up process.

But, without some form of compu151on --}an individual mandate, an

employer nandate or a large public program -~ it is difficult to

see how one can reach universal coverage, that could be a problem

for millions who would be left out in the cold.

Also, wlthout some fornm of cost contalnment, it is not clear to
me that CBO and the Actuaries will give managed competition the
savings we need to make this systenm work.

I'd say we're interested, but we have questions.

5. Question: Mr. Secretary, who on the Hill will handle the
taxes in this bill? We understand that the Energy and Commerce
Committee and perhaps the Labor Committees as well intend to
write prenium and corporate assessment prov151ons -- even under
the Administration's rhetoric the premlum has a 1.5% set aside
that is considered a tax; and of course the corporate assessment
is undeniably a tax. What is your view on the rationale for
taxes being handled by the Energy and Commerce ‘and Labor
committees? 3

P

Draft Response: It is my understanding|that the Ways and Means

~and Energy and Commerce Committees were sent the entire

Administration bill, while the Educatlon and Labor committee was
given specific portlons of the bill. They'll have to sort out
their respective plans when they get to|the Rules committee --
but if I know Chairman Rostenkowski, he will see to it that Ways
and Means handles the tax features of this b111...and maybe even
a little mnore. : ‘ :

6. ‘Question: Will chairman Dingell bed'n mark-up next Tuesday
" as advertised? ‘

j
!

Draft Response: I don't think Chalrman Dingell has set a
spe01f1c date, he is worklng with his Members to develop a
majority, that takes time and effort. If I know John Dingell,
he'll go to mark-up when he's ready, and not a moment sooner.
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MEMORANDUM FOR SECRETARY BENTSEN f
. ’ !
FROM : Linda Robertson F

Marina Weiss i
RE: Health Care Reform ‘5

ACTION FORCING EVENT: TONIGHT'S MEETING FITH'THE PRESIDENT,
FIRST LADY, AND OTHER ADMINISTRATION PRINFIPALS

BACKGROUND/ANALYSIS: We understand that Harold Ickes was
principally responsible for setting up this evening'’s health care
reform strategy meeting with the President, First Lady, and other
Administration principals. The purpose of the meeting is to
address "next steps" with respect to health care. This memo
attempts to provide some background for the meetlng and the
latest developments with respect to health care. Marina Welss
will also call you about 5:30 p.m. to dlscuss this in person.

MEETING AGENDA: We understand there are three prlmary questions
that the group will address: a) what is the "bottom line" on
universal coverage (i.e., can we accept a delayed trigger
approach and, if so, can it be a "soft trigger"); b) what is the
role of the President and his leglslatlve team (as you know there
is not a unified position with respect to the question of the
President’s role); and c¢) what happens if the Senate Finance
Committee is unable to report leglslatlon

DIVISIONS WITHIN ADMINISTRATION: As you are well aware, there is
a very lively debate within the Administration as to our current
health care strategy. In one camp, Mac McLarty and David Gergen
argue that it time to cut a deal with Republlcans, to admit that
something less than full universal coverage is acceptable. A
‘second camp, largely dominated by the President’s media advisers
and consultants, argues that we should draw a bright line, that a
hard trigger is the very least that is acceptable It appears
the President, the First Lady, and Ira fall into the second camp.
We understand that both camps perceive your role in this meetlng
as being the one person who is both a senior adviser with in -
depth knowledge of the Senate and an acurate understanding of
Senator Moynihan. Given your experlence3w1th Chairman Moynihan
and that *"you alone know what’s on his mind", both camps are
likely to give your suggestions consider?ble weilght.

CURRENT DEVELOPMENTS:

|

a) Ways and Means. On Friday, the Ways\and Means Committee
adopted three amendments to the Chairman!s health care mark. By
unanimous consent, the Committee adopted}an amendment by Rep.

-

b
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Jacobs exemptmg the Amish and Menncnite congregat:.ons from
coverage. Also adopted by UC was an amendment by Reps. Jefferson
and Kopetski to assure that educational employees who work less
than 35 hours per week in the classroom nonetheless require an 80
percent employer contribution. - The most slgnlflcant amendment,
however, was a substitute by Rep. Neal which had the effect of
lowering from 250 in the Chair’s mark to 100 the size of firm
allowed to self-insure. As you may recall in the Chairman’'s
mark firms with 250 or more employees were allowed to self-
insure; under this amendment the limit was lowered to 100. It
was adopted 36-2 after Republicans unsuccessfully trled to lower
the limited even further.’ ‘ 4 ;

b) Moynihan on Meet the Press. This morning Chairman Moynihan
appeared on Meet the Press. When asked if the President would be
sent a bill which provides universal coverage, Chairman Moynihan
said that he hoped they would produce a bill which substantially
achieves this objective. He said that he|and Senator Packwood
met with the President Tuesday, and then re-read the statement
glven after that meeting, i.e., that there is not now a majority
in the Senate Finance Commlttee supportlng any. bill. He said
that he would work on a bipartisan basis to produce a bill which
would eventually cover most Americans.

He said the White House fails to recognlze how positive some of
the alternatives are: for example, he cited, the
Breaux/Durenberger bill would subsidize over 100 million
individuals, while Chafee .would subsidize about the same amount .
"He said his mark would subsidize about 110 million individuals.
The program then replayed the veto messag% segment of the State
of the Unicn Address. The Chairman said that an approach with
triggers would go a long way toward the goal of "guaranteeing
every American" health insurance. He said that with insurance
reforms and subsidies very significant progress would be made.

He noted that when social security was passed in 1935 only 60
percent were covered. Not:until 1933 were spouses and survivors
added to the social security program. Hel observed that there was v
no chance we would get immediate universal coverage.

In response to a question from David Broder, Chairman Moynihan
noted that a trigger approach with fast track authority at a time
certain would be an acceptable process. When pressed, he noted
that a time certain would be 2002 or 2004. The Chairman noted
that the President, to date, is not willing to accept something
less than universal coverage. But the Chairman was hopeful by
the President’s willingness to explore a bipartisan track in the
Senate. Broder then asked about the fact that Chairman
Moynihan'’s mark drops the seniors’ drug benefit. Among other
items, the Chairman noted the provisions for academic health
centers would benefit seniors.

Lisa Meyers asked if a bill which prov1des only 91 percent

coverage is a failure. Moynihan said no. He then noted that the
Breaux/Durenberger approach went a long way toward universal

l
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-hour and a half.

thank you, 
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June 17, 1994

Mr. Secretary: o ?

V-Your Sunday HEALTH CARE MEETING at the
' White House HAS BEEN CHANGED to 7:30 PM,

rather than 6:00 pm as orqunally
scheduled.,

' The meeting will be held in the Map Room

in the Residence, and is set to last an
i

¢
. i
robin i
¢
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MEMORANDUM FOR DEPUTY SECRETARY ALTMAN
.MARINA WEISS

f
FROM: George Muiioz :

Assistant Secre (Management)/ |

Chief Financial Officer !
;
) ) . {
Two weeks ago, the White House asked that we review the cost implications to Treasury of
the health care reform proposal developed by the House Ways and Means Committee. The
Congressional Budget Office (CBO) had scored total start up‘and administrative costs for the
bill at $90.5 billion over ten years, but admitted that their estlmatmg techmques were fairly

gross. The White House believes the CBO estimates were excesswe

SUBJECT: Health Care Estimates

We have worked closely with ofﬁc:lals from Health and Human Services (HHS) and the
impacted Treasury bureaus over the past two weeks to develop a more refined estimate of .
‘the costs. Last Friday we notified you that our estimate was around $3.7 billion but could
increase as IRS estimate for years before FY 1998 had not been developed. We have now
revised the IRS estimates based on the IRS Commissioner’s review of the costing and added
some funding for information systems using the assumption that IRS Tax Systems
Modernization may not be funded. In addition we added add1t10nal enforcement personnel to
deal with the possibility that employers will have more inceritive to misclassify employees as
independent contractors in order to lower their health care costs Attached are our current
estimates for Treasury, which shows a ten year cost at shghtly over $5.1 billion. HHS .
estimated their costs to be $43.9 billion over the same penod for a combined total of $49

billion - well below the CBO estimate, ;.

OMB has asked that we share our numbers and backup data with them for review. With
your concurrence, we will do so.

Agree: _ Disagree: ‘ Let’s Discuss:

Attachment



HOUSE WAYS AND MEANS COMMITTEE HEALTH CARE PLAN
PRELIMINARY COSTING, JUNE 1994

FY 1928

" Note: Asof 3:00 PM, June 28, 1994.

CADATAN23FORMULTNHEALTHATRSCOSTI WK4

FY 1995 EY 1996 FY 1997 FY 1999 FY 2000 FY 2001 FY.2002 EY. 2003 FY 2004 Total
Amount Amount Amount Amount Amount Amount Amount Amount Amount Amount Amount
EIE  ($000s) FIE  ($000s) EIE (85000s) FIE  ($000s) FIE (£000s) FTE (50005} FIE (80005} ETE  (5.0005) FIE (50009 FIE  (£0005) EIE (3 000s)

Bureau of Alechol,
Tobacco and )
Firearms . . 20 2,800 20 2,800 20 2800 0 2,800 20 2,800 . 5 325 5 325 5 325 5. 325 120 15300
Departmental Offices - . 3 200 3 200 200 3 200 3200 3200 3 200 3 200 3 200 27 1800
Financial ’
Management Service - - 5 300 5 300 300 5 300 5 300 5 300 5 300 s 300 5 300 45 2,700
Intenal Revenue B
Serviee . 109 148,630 200 213,839 1,040 271667 5383 301,541 12586 714388 12,104 641488 12,191 660,227 12347 684,117 12,510 708289 12689 733,729 81,160 5077915

Treasury Total 109 148,630 229 217,139 1,068 274967 5411 304,84% 12,614 717,688 12,132 644,788 12204 661,052 12360 684942 12,523 709,114 12,702 734,554 81,352 5,097,715


http:IY.lJ!.OO
http:f.Y.l2.22

HOUSE WAYS AND MEANS COMMITTEE HEALTH CARE PLAN
PRELIMINARY COSTING, JUNE 1994

Internal Revenue Service

EY 1995 EY 1996 FY.1997 EY 1998 EY 1999 EY 2000 EY.2001 EY2002 FY 2003 EY.2004 Total
Amount Amount . Amount Amount Amaunt Amount Amount Amount Amount Amount “Amount
FIE (8000s) -~ EIE  (5000s) FIE (S000sy FIE (8000s) EIE ($000s) FIE ($000s) ETE (3000s) EIE ($000s) EIE ($0005) FEIE ($000%) ETE (5 00051
Retums Processing hd - - 2,635 90,867 2826 99,971 » 2,134 79475 2,264  B4,638 2406 91,122 2,556 91978 2,720 105,425 17,540 649,476 -
Tax Forms, Publications . ) :
and Commiunications - - 29 1,305 57 7,805 57 8,047 57 8,296 . §7 . 8554 57 8819 57 9,092 57 9374 428 61,292
Taxpayer Service * . - - - - 587 32,240 587 33,239 587 34,270 $87 . 35,332 587 36428 587 37,557 587V 38‘72‘1\ 4,109 247,787 l
Chief Counsel - - 59, '4.'425 88 6,600 17 8,’}75 17 3,047 17 9,327 117 9,617 I)l? 9915 117 10,222 117 10,539 966 78,467
Document Matching . - - - - . 50 1,500 500 17,310 750 24,980 750 25,754 750 26,552 750 21375 750 28,224 4300 151,695
Examination . - - . . 400 24000 600 36,000 3,168 195972 3,168 202,048 3,168 208,311 3,168 214,769 3,168 221427 3,168 228291 20,008 - 1,330,817
Collection * . . - - - 300 18,000 4,036 199,885 4,036 206,082 4,036 212,470 4,036 219,057 _ 4,036 225847 4,036 232,849 24516 1,314,190
Criminal Investigation - - - - - 45 3,375 - 45 3,480 45 3,587 43 3.699 45 3,813 45 3932 45 4,083 318 25,939
EP/EO ' ‘. . 25 1,500 50 3000 T 6,660 1 6,866 1Ht 7079 ¢ t 7,299 tt 7,525 ) Lit 1,758 t 7,999 852 55887
Information Sysiems * 100 147,000 100 206,000 387 223220 437 26,220 100 6,186 100 6,378 50 3,288 50 3,390 50 - 3,495 50 3,603 1424 628779
Support (RM, HR, 18) ' 9 540 17 994 86 5,152 444( 26,668 1039 62,354 99 59966 1,007 60,397 1,019 61,168 1,033 61,976 i‘()f{ﬁ‘ 62,861 6,701 402,075
Unallocated hdi\r_oc( Su;;port 0 1,090 0 920 0 8,390 0 43430 0 72,030 -0 0 0 870 0 1,560 0 1,630 0 1,790 0 131,710
IRS Total 109 148,630 201 213,839 1,040 271,667 5,383 301,541 12,586 .714'388 12,104 641,488 12,191 660,227 12,347 684,117 12,510 708,289 12,689 733,729 81,160 5077914

Note: TRS Costing as of 3:00 PM, June 28, 1994,

CADATAV23FORMULTN\HEALTHMRSCOST3 WK4

= Data supplied by IRS otherwise costed with percentages from [987 Tax Reform Costing.
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FOR: ‘ Roger Altman/Marina Weiss
FROM: George Muiioz
THROUGH:

SUBJECT: - Health Care Estimates ’ F

i

|

NAME (Please Type) | INITIAL | DATE | OFFICE | TEL. No.
- INITIATOR (8) \ : :
Trac; Pierrot » é- -9y | office of%Budget 622-0730
REVIEWERS | | |
John Murphy % @ lg/ 7/ Office of Budget | | 62220730
Edwin Verburg 7 | ‘ ggy%, ' Director, FSD/DCFO 622-0750
| | i |
W. Scott Gould | ' DAS, (D\ieptl Finance & 622-2400
f
,
|

COMMENTS:
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