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GENERAL DESCRIPTION

Benefit Package:

* To reduce the

packages, a basic package and a standard .package, would be defined. The basic package

would be [20%]

be based on the basic package.

* Over a 5-year period, if federal saving are achieved, the value of the basic package

would be phased

» Savings would be assessed annually before benefits are expanded.

Firms with more than 20 employees:
* Employers would be rcqmred to pay 80% of the &verage premium for the basic

benefit package.

* Employers payments would be capped at a specified percentage of each worker's
wage. Smaller firms would receive more generous subsidies,

* All firms would be eligible for subsidies.

Firms with 20 o

- Exempt employers would not be required to provide coverage.
* Exempt employers with fewer than 10 workers pay 1% of payroll. -
* Exempt employers with 11 to 20 workers pay 2% of payroll.

* Employers with 20 or fewer employees that choose to cover their workers pay 80% of
the average premium for the basic package and are e]igiblc for subsidies.

* The exemption would be eliminated if 90% of curvently uninsured wotkcrs are not

insured by 1998

Tax treatment:
- Tax treatmen

costs of the mandate to employers in the first few years, two benefit

less than the standard package. Employer payment requirements would

-up to the value of the standard package.

AN

~

r fewer employees ("exempt employers™):

and 95% insured by 2000.

tof cmployer"contributions is the same as in the HSA.

# @/}vﬁa\.

’ ‘{‘? KJ'/{JA j4(+$f\‘ ll ‘&5 J’j?o/an/p ('(3

Maintenance of Effort: .
OPTION, require employers that currently contribute more than the cost of the basic A _> GQM
package to maintain effort (modelling should assurne MOE).
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GENERAL DESCRIPTION

{Continued). -

Families: . v
* Families working for nonexempt employers pay the difference between the 80% of the
average premium for the basic package and the premium of the plan they choose.

* Families working for exempt employers pay the entire premium.

* Families choosing the standard package are responsxble for the full mﬁerencc between
the two packages.

* Low~income families are capped at a percentage of income for the family share for
the basic package. .

* Families working for exempt employers are capped at perccmage of income for the
entire premium for the basic package.

* Special subsidies toward cost-sharing are provided for low-income families during
the phase~in period. -

Cost Containment:
* Reverse trigger approach.

Subsidies:
* Federal subsidy costs are capped as in HSA

Community‘Rnting: ) )
* The threshold for community rating is reduced to firms with 1000 or fewer employees.

* Firms above the threshold would pay a payroll surcharge of 1%.




DETAILED SPECIFICATIONS

. Structure .

* Each health plan would offer two bencflt packagcs, a basic package and a standard
package

* Employers would be required to pay 80% of the average premium for the basic
benefit package. Employers could pay more (toward the standard package or for
supplemental benefits). '

* Families would be required to have at least the baLsic package.
* All families, inc]uding families working for exempt employers, could choose either

package. Families would pay the difference between the basic and standard package
(without subsidies, although employers may contribute),

. Benefit package; phase-in

Two benefit packages, a standard package and a basic package. Basic package phases—up
to standard package over five years.

- Standard package:
* HSA benefit package (with 5% reduction),
» FFS and HMO packages as in HSA, with 5% reduction as in Encrgy and
Commercc Staff Draft

. Basic ;gackage (still under development):

%]' lower value than standard package.
» FFS package with higher (e.g., $1500 - $2000) hospital deducible and
_higher {e.g., 25%) coinsurance; reduce value of other benefits through higher
" cost sharing or limits. Preserve preventive care (either with minor copayments
or put in the wrap package for children).
¥ HMO package would closely resemble FFS package, with copa}ments rather
than coinsurance.

* Federal deficit reduction targets would be incorporated into law. Annual reviews
would be conducted to determine if targets met. Benefit expansxon would occur only if .
deficit reduction target is met.
¥ Deficit reduction target would be $50-100 B over ten years (assume lower
targets in early years). .

Issues:
* With two different levels of benefits, adverse selection against the standard benefit
package is a danger. Risk adjustment across the packages could increase the cost of the

basic package (Jim is working on this).

enarios should be tested, with the value of the basic package 10%, 15% and 20% less than the standard package.




. Employer Payments

S
\

* Employers generally would be required to pay 8B0% of the average per worker
premium for the basic benefit package.
» Employer payment for each worker would be capped at the lower of 80% of
the average per worker premium or a specified perceatage of the worker's
wages (Scenario A schedule).
» Large firms {over 1000 threshold) would be eligible for subsidies based on
the average per worker premium for community- rated employers in the area.

Exempt firms:

* Exempt employers would not be required to provide coverage.
¥ Exempt employers with fewer than 10 workers pay 1% of payroll.
14 Exempt employers with 11 to 20 workcrs pay 2% of payroll,

* Employers with 20 or fewer employees that choose to cover their workers are treated
as above. :

* The exemption would be eliminated if specified percentages of the population are not
covered by specified dates: :

» 90% of currently uninsured working families must be insured by 1998;
» 95% of currently uninsured working families must be insured by 2000.

—_—

Self-employed people:

* OPTION 1. Sclf-employed people with employees are treated as employees of
‘themselves and are eligible for exemption. Self-employed people without employees pay
as under the HSA (e.g., self-employed with workmg spouses make payments that are
apphed to reduce federal subsidies).

*OPTION 2. All self-employed people are eligible for exemption.




. Employer Payments
(Continued)

Per worker premiums:

The per worker premium calculation would be based on the employer contributions for
the basic package; employer contributions above the amount required (including any

payment toward the difference between the basic package and the standard package)

would be considered to offset family payment responsibility.

Firms with fewer than 20 employee that choose to provide coverage are counted in per
worker premium calculation.

. Family Payments

Families wo rkmg for n oncxemgt firms (including exempt firms that choose 10 grov;d
coverage):

* Families pay 20% of the average premium for the basic package.

* Low-income families are capped at a percenfage of income for the family share for
the basic package. (Scenario A subsidies).

Families working for exempt employers:
* Families working for exempt employers pay the entire premium (a per workcr
employer share and a family share) for the basxc package.

* Families working for cxempt employers are capped at a percentage of income for the
entire premium.
¥ The cap ranges from 4- 6% (Kennedy schedule for exempt workers).

Nonworking families: famxhes —
* Nonworkers pay toward the employer share as under

Families choosing standard package:
* Families choosing the standard package are rcsponsxblc for thc full difference between
the basic and standard packages. :

* No subsidies apply to the difference.
Special rules for dual eamers:

* Families with a worker in an e'(empt firm and a worker in a nonexempt firm are
treated as a family working for a nonexempt firm.




. Subsidies

Federal costs for subsidies are capped as under the HSA. '

Emglogers
- Employer payments for an employee for the basic plan are capped at 2.8% to 12% of

the employee's wages. (The Scenario A subsidy schedule applies.)

* Caps apply 1o all f:n;ployers For experience rated employer, payments are subsidized
only up to the level of required employer contributions for the basic plan in the
appropriate community rating area.

Families:
* Family payments for the family share of the basic plan are capped at 3.9% of income.
(The Scenario A subsidy schedule applies.)

* Families working for exempt employers are capped at 4-6% of income for the entire
premium obligation (Kennedy schedule for exempt workers),

* Payments for nonworking families for the employer share are based on nonwage
income and are capped as under the Scenario A approach.

* Special subsidies for cost-sharing are provided for low-income families during the
benefit phase—in period.
¥ Low income families enroll in HMOs (if available). For those under
poverty, the difference between the standard HMO cost-sharing and the basic
HMO cost-sharing is fully subsidized. For those with incomes below 150%
[20097] of poverrty a portion of the difference would be subsidized (on a
sliding scale basis).

» If no HMO'is available, low—-income families would be subsidized to the
same extent in a non-HMO plan.

Self-employed:

* OPTION 1. Self-employed people without employees pay as under Scenario A (e.g.,
self-employed without employees capped at small employer schedule).

* OPTION 2. All self-employed peop]e are trealed as exempt workers unless they
employ more than 20 workers in their firm.




. Community rating threshold

Firms with 1000 or fewer employees are part of community rated pools.

* Large firms cannot elect 1o be community rated.

* Taft~Hartley trusts and rural electric and telephone cooperatives can elect to be
experience rated. :

* State and Jocal governments are ccmmunity~ratéd employers.

* All experience rated employers (including state and local governments) pay a 1% of
payroll surcharge.

. Cost containment

* Constrain initial premiums (as under HSA) and growth rates as follows:
t P OPTION 1. HSA growth rates.
» OPTION 2. Managed campetitioa-growth-raies through 1998, HSA growth
rates thergéfter. /4_9 F.N — TN e_
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TO
cesot / Thursday, May 26, 1994 5:17 pm
MEMORANDOM
To : Jennifer Klein .
From : Jim Mays

2824562878

Subject : More Cost-sharirig Variations - (Fee-for-service only)

COpy' ¢ Ken Thorpe

Following up on your request for optiens to cut 10%, 15%, and 20%
off the "HSA-5%" level, here are cost-sharing changes which should

generate approximately these add1t1m1 savings.

ARdditional 10% cut:

deductible = $500/§1,000
coinsurance = 25%

cost-sharing maximum = $2,500/63,000 ‘

Additional 15% cut:

deductible = $700/$1,400
coinsurance = 25%

cost~sharing maximum = $3,000/53,000

Additional 20% cut:

deductible = $1000/$2,000
coinsurance = 25%
cost-sharing maximm = $3,000/$3,000
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MEMORANDUM

- FR: ' YOUR HEALTH ST ”

RE: BREAUX PROPOSAL

It is impossible to provide any thorough assessment of the Breaux plan without
knowing the answers to a slew of questions about just what he is proposing. We called
his staff over to meet with us to provide such answers but the only thing he could tell us

is that the proposal does not mclude a mandate on 1ndan;1duals
‘ &
As you will recall, that creates its own set o problems because without universal
- coverage it becomes much more problematic to dd a a premium cap, and we have to’
cutback on the scope of insurance market reforms, including communlty rating and pre-
existing exclusion limitations. The more reform we do, the greater the potentlal
instability we could create in the small-business insurance market.

Moving beyond those questions, the basic: questlon is what Breaux proposes to do :
to voluntanly expand employer coverage of health insurance. . What kind of community
rating would apply? What kind of pre-existing -exclusions. ‘More xmportantly, what kind
- of subsidies would be prov1ded to encourage voluntary coverage? ’

And, if subsidies are prowded how are they f1nanced? What is the defmltlon of
coverage of an employee, 80% of the premium, 50%? What is required of dependent
coverage? How are part time and seasonal employees treated? -~

/\\0/ o ‘w e Wm\ \ (/l/\ \M

Another unportant questlon is what kind of, subSIdy would be assumed for
nonworkers and how would those subs1d1es ‘be financed? “Does this assume elimination O’M
of the prescription drug and long term health care benefits for the elderly? Does that
mean that the emplg{yer ‘sgl‘;&s1d1es\aths)al\rl\lcyc;lﬁr be financed in large part by cutting Medicare
costs?fy L) rel"Bead (ol <oo
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If you add up his tngger levels, a'mandate could be: avcuded Wh,IIG 'leavmg 4.2
million employees without coverage. Just guessmg, we wouldjassume that would total
about 10 million people after taking into ‘account their dependents Then-we don’t know
how many more million would be left uncovered from the nonworkmg and part-time
worker population. :

Wfﬂf—"
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We could fill in our own answers to these qllCStIOHS but we really don’t know
where to begin. Questions about subsidy 1évels, insurance market reform, financing,
benefits, etc. go to the very heart of the proposal. And we can’t start with the Cooper
- proposal becatise that is a system of household not employer subsmhes
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1. REVERSE TRIGGER:

Set-up for Middle Ground Solution: Neither the Clinton Plan nor the Republican plan
adequately hit the middle ground necessary for a bipartisan compromise. The Clinton Plan is
good for providing protection for families, businesses and the federal government deficit, yet
it is not pro—competition enough because it calls for premium caps indefinitely —— not just
during a temporary transitional period while competition starts to work. On the other hand,
while some Republican plans rely purely on competition, they provide no protection against
initial abuses by insurance companies. The insurance industry has never been subject to anti-
trust enforcement, and while new competition and anti~trust enforcement should be fully
effective in a only a few years, the federal government, families and businesses need to have
protection against insurance companies jacking up prices or failing to return the windfall back.
to consumers. : ‘ ‘

What we need is a bipartisan middle ground protection that both has protection for
families, businesses and the government against temporary abusc in the transition, yet relies
ultlmatcly on competition to bring prices down

Presumption for Competition: First: We start with the proposition that once we fix the
health care market, and ensure that it is up and running, compctmon ~- not govcmmem
controls —— will bring down costs.

Fiscal Responsibility: Competition should be given every chance to work, but we should let
it do so within a framework that assumes that the deficit is not increased.

Temporary Provisions to Ensure Health Cost Security or Temporary Consumer / )

Protection: We also start with the proposition that in the first two years, both families,
businesses and the federal deficit need protection against insurance.companies hoarding
windfalls that should be returned to consumers or in any way undercutting the competitive
markets. The solution to this lies not in permanent premium caps, but a temporary windfall
profits tax (consumer protection recapture) that ensures that savings from uncompensated care
are returned to consumers and to protecting the deficit —— and are not hoarded by any party
other than consumers.

Such a pro—-consumer and pro--competition middle ground would work as follows:

1. Plans Relieved of Having to Charge More to Pay for Uninsured: Plans would be
guaranteed that with universal coverage they would no longcr have to pick up the
costs for those without coverage.

2. Plans Must Return Savings to Families and Businesses: Yet, because they no
longer. have to pick up the costs of those without coverage, insurance companies have
to do their part and no longer continue to charge extra on their premiums.



.

‘Three principles:

3. Plans Must Engage in Competitive Bidding: In each area, plans must engage in a
competitive bidding process dcs1gned to ensure the lowest cost and highest quality for
COnNSumers.

4. Presumption of Competltlon Means Zero Price Regulation Where Competitive
Markets Function iinmediately: In competitive markets excessive prices and windfall
profits should not happen. Because our starting principle is competition, there should.
be-a presumption that competition works and, therefore, in the cases where prices in
an area (alliance) show that overall —— on average, companies are not price—fixing or . ‘
hoarding windfall —- there will be no government regulation of any kind.

5. Temporary Consumer Protection (Windfall Profits) Recapture: Yet, for the first

- two years, where overall prices in an area show that the windfall is not being passed
back to consumers, the government will capture the extra costs from the high cost
plans and use it to protect the government from increased costs to the deficit and
consumers from being overcharged. ‘

6. Competmon that Protects the Deficit: After the two year pcrxod is over,

- competition should be allowed to exist —— as long as high cost plans do not have a
negative effect in driving up the deficit. In that case, all plans that are not driving up
the deficit should be held harmless, and those that drive up the deficit should be
allowed to charge -as high prices as they wish —— subject to the provision that these
high cost plans, and only these hlgh costs plans, would hold the fcderal government
harmless.

2. STATE OPTION

Set Up for Middle Ground Solution: Right now we are engaged in a debate of arrogance
from Washington. Ideolouges on both sides seek to dictate from Washington not only that
every state' must provide universal coverage, but one preferred option for how every state
must control costs. Why? President Clinton's bottom: line was universal coverage —— not a.
specific mechanism for ensuring cost conttol. Some Clintonites claim that health care can
only work with premium caps. Others on the right say that states must make markets work
right from the start —— with no authority t0 do anything to protect themselves from escalating
prices, temporary price fixing or windfall profit hoardlng The fact is that neither side knows
for sure what is best, and we should lct states be in the driver seats.

1. Universal Coverage Each state would be required to provide a core universal package to
their citizens. x '

2. Deficit Reduction Threugh a Subsidy Entitlement Cap: States would. essentially receive

" a "subsidy block grant" to ensure that they have adequate funds for universal coverage. Yet,

states would have to live within their subsidy block grant to ensure that there is not a run on
the fcderal deficit. ' »




L)

,or:

3. State Flexibility on Cost Control: Rat

er than having the federal government dictate one

way and only one way to do cost controls, states would have options to whatever way they
thought best —- as long as they did not require more funds from the federal budget. States
have the option of a federal premium cap option to ensure that théir subsidy block grants are

sufficient to pay for subsidies necessary fo

universal coverage. States that.provide full .

coverage and use less than their block grant, are allowed keep their remaining portion. States

that rely on cost—control provisions that fa
revenues to ensure universal coverage.

3. Competition With State Option for Py
that competition will work. Therefore, we
costs down. Yet, so that states can provide
treasuries, the federal government should p
an a back-up protection —— particularly in

1.to maintain costs, must find the additional

remium Caps: Our starting' proposition should be
should allow states to rely on competition to get
protection to their families, businesses and
rovide states the default position of premium caps,
the first few years of the plan.
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Benefit Change Options for Pre

1. 5% reduction

a.

.b.

’c‘._

2. 10% reduction

a.

b.

c.
d.

3. 20% reduction .

a(

4. 30% reductien
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15:41 FROM ACTURRIAL RESEARCH 10 2024562876

Tuesday, May 3, 1994 3:37 pm

num Reductions ( HS R BQS@)

Raise coinsurance firan .2 to 25

Raise cost-sharing mazimum from 51,500 per persan to $§2,500
Raise deductible f:cm $200 per person toc $325.

Raise coinsurance

to 52,000, raise deductible to

P.81

$325, and . cut mental. haalth benefit te Blue Crvss Standard Optien

level.
Raise coinsurance

to ‘82,000, raise deductible to

§325, and eliminate special preventive services package.
Elimdinate prescription drug ctverage.

Eliminate mental -

Razise coinsurance

1th coverage.

to $2,000, raise deductible to

$300, eliminate mental health coverage, and eliminate

special preventive

Raise coinsurance

rvices package.

to $2,000, raise deductible to

€325, eliminate prescription drug coverage, and eliminate

special preventive s

rvices package.

Raige coinsurance maximum to $2,.000, raise coinsurance rate
to .25, eliminate mental health coverage, eliminate prescription

Raise coinsurance maximum to $2,000, raise coinsurance rate

arxd eliminate prescription ‘drug coverage.

OPTIONAL FQHM a9 (7-90)
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drug coverage, and eliminate special preventive services package.

te .25, raise deductible to $325, eliminate mental health coverage,
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‘'ABLE 2
OPTION PACKAGE FOR 10% and 15% HMO REDUCTIONS (HSA BASE)

~

- § " In order to get a:il0% on 15% reductxon all of the following would
'?. be needed:
§§ ‘Change HSA -10% ~15%
i . e : ’ '
" Hosptial or specialized 0 ' < . $250 ; $400

1 facilities admission.
£ deduetible :

' Emergency Room Use $10 ’ $100  $150
g (includes physician charges
' Inpatient Surgery $10 ~ s100 $150
(in addition to hospital deductible) '
Delivery ' $10 : $100 ' 8150

{in addition to hospital deductible) -

S S R .

Outpatient Surgery
(includes facility charge):

~ Outpatient hospital $10 $50 . §75
" Freestanding facildty $10 8325 © 835
Office Surgery s$10 ‘ $158 $20

Physician, dental'visitf, 510 . $15 $20
Other practioners A
{other than prevention, ADM,
and vision) :

- ADM residential or 525 | $35 $45
outpatient ‘ S

Routine vision exams ' Sla : §25 $35

Home Health Care 510 | 515 520

Ambulance * 0. . o $50 §75

DME | 0 208 ~ 30%

Prescription'brugs ‘ $5 ( $10 £15

ORTIONAL FORM 99 (7-90)
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Model

Total Employer Payments

1 Year (1994) ($m) 226|847

Average Employar

Payments per Family 2192

Total Family Payments

1 Year (1994) ($m) §0/398

Average Family Direct

Premium Payments 584

Govemment Subsidies: : .

1 Year (1994) ($m) 82,096
employer 34|489
household 47607

Govemment Subsidies:

5 Years ($m) 359,906
amployer 145,199
household 214708

Govemmaent Subsidies;

10 Years ($m) 962,004
amployer 412,144
household 549,861

Select Revenue Estimates: 1
Corporate Assessment 40,600
Other Revenue 24,600
Total (5 Years) 65200

Seslect Revenue Estmales:

Corporate Assessment 81,200
Other Revenue 49200
. Total (10 Years) - 130,400

Net Effect on Deficit*

{5 Years) 394) |

Net Effect on Deficit*

(10 Years) (70|596)

Model 1: An 80% employer mandate on fi

Firms pay the lesser of the full em

premium share or 5.5% to 12% of
is less, Cap is delermined by firm
Fimms of all sizes are eligible for th

Fimms of 1000 workers or more pay a 1% payroll assessment.

ms of all sizes.

ployer

that worker's wages, whichever
size and average wage in the firm.
ese caps. .

Firms of 1000 workers or more are outside of the community

rating pool.

* Premiums are equal to the CBO scoring of the HSA.




Model 2

Total Employer Payments
1 Year (1994) ($m)

Average Empldye‘r
Payments per Family

Total Family Payments
1 Year (1994) ($m)

Average Family Direct
Premium Payments

Govemment Subsidies:
1 Year (1994) ($m)
employer
household

Govemment Subsidies:
5 Years ($m)

employer

household

Government Subsidies:

10 Years ($m)
employer

. household

Select Revenue Estimates; *
Corporate Assessment
Other Revenue
Total (5 Years)

Select Revenue Estimates; *
Comporate Assessment
Other Revenue’

Total {10 Years)

Net Effect on Deficit*
{5 Years)

Net Effect on Deficit*
(10 Years)

N

18,242
2,108
57,430

. 585

(1§3,081)

Model 2: An 80% employer mandate on firmps of all sizes.

Firms pay the lesser of the full employer

premium share or 5.5% to 12% of that worker's wages, whichever

is less, Cap is determined by firm size and average wage in the firm.
Firms of all sizes are eligible for thgse caps. :

Firms of 1000 workers or more pay|a 1% payroll assessment,

Firrnrs of 1000 workers or more are joutside of the community

rating pool.

Premiums are 5% below the CBO s$coring of the HSA,




Model 3

" Total Employer Pay&zents
1 Year (1994) ($m) -

Average Empiloyer
Payments per Family

" Total Family Payments
1 Year (1994) Sm}

Average Family Diract
Premium Payments

Govemment Subsidies:
1Year (1994) ($3m)

employer
household

Govemment Subskdies:
5 Years ($m)
«. empioyer

household

Govemnment Subsidies:
10 Years ($m)
employer
household

Select Revenue Estimates: *
Corporate Assassment
Other Revenue
Total (5 Years)

Select Revenue Estimates: *
Comporate Assessment
Other Revenue
Total (10 Years)

“Net Etfect on Deficit *
(5 Years)

Net Effect on Defict *
(10 Years) '

207,855

2,008

63,320

83,7
251

s

3734982

1308
2430

1,008,331

419,1
5802

454
36
81,2

86,2
844
1502

@3

(43,1

12
18

30

12
69

18
13

00
80
80

00
80
B0

o8)

hg)

Model 3; An 80% employer mandate on lirms of more than 20 workers.
It after 3 years, 80% of workers in firms ¢ f 20 or less do not

recelve employment based coverage, a
mandate is implemented. :

ull employer

Firms covering their workers pay the
premium share or 2.8% 1o 12% ol thal wqrker's wages, whichever
is less. Cap is determined by fim size

Firms not covering their workers pay a
¥ firm has 1-10 workers and 2% 1 11-20

r of the employer
average wage in the fim.

off assessment of 1%
porkers. ’

Firms of 1000 workers or more are outside of the communily

rating pool and pay a 1% payrol assessmernt.

B

Families riqi receiving ooveragé through their employer have
their contributions capped at 4-6% of incdme; appropriate cap
is determined by family income.

Premiums are 5% below the CBO scoring of the HSA,




odel 1

Total Employer Payrhents
1 Year (1994) ($m)

Average Employsr
Payments per Family

Total Family Payments
1 Year (1994} {$m)

Average Family Direct
Premium Payments

Govemment Subsidies:
1 Year (1894) ($m)
employer
household

Govemment Subsidies:
5 Years ($m)
employer .
household

Govemment Subsidies:
10 Years ($m)
employer
household

Select Revenue Estimates:
Cormporate Assessment
Other Revenue
Total {5 Years)

Sslect Revenue Estimates:
Comporate Assessment
Other Revenue '
Total (10 Years)

Net Effect on Deficit*
{5 Years)

Net Effect on Deficit*
(10 Years)

226,847

2,182

60,398
s

82,096
34,489
47,607

359,906
145,189
214,708

962,004 :
412,144 o
543,861

40,600
24,600
65,200

81,200
48,200
130,400

(394)

(70,596}

Model 1: An 80% employer mandate 6n firms of all sizes.

Firms pay the lesser of the full employer
premium share or 5.5% 1o 12% of that worker's wages, whichever
‘is less. Cap is determined by finm size and average wage in the firm,

Fimms of all sizes are eligi
Firms of 1000 workers or

Firms of 1000 workers or

rating pool.

le for these caps.
more pay a 1% payroll assessment.

more are outside of the community

Premiums are equal to the CBO scoring of the HSA,




Model 2

Total Employer Payments
1Year (1994} ($m)

Average Employer
Payments par Family

Total Family Payments
1 Year (1994) (§m)

Average Family Direct ‘
Premium Payments

Govemment Subsidies: -
1 Year (1894} ($m}
employer
housshold

Govemment Subsidies:
5 Years ($m)

employer

household

Govemment Subsidies:
10 Years ($m)

employer

housshold

Select Revenue Estimates: *
Corporate Assassment
Other Revenue
Total {5 Years)

Select Revenue Estimates: *
Corporate Assessment
Other Revenue
Tptal {10 Years)

Net Effect on Deficit *
(5 Years)

Net Effect on Deficit*
(10 Years)

. 218,242
2,108
57,430
555

75,567
30,800
44,767

331,567
129,668
201,899

885,119
368,060
517,059

41,000
27,000
68,000

82,000
54,000
136,000

{31,533)

(153,081)

Model 2 An 80% employer mandatd

on fims of all sizes.

Firms pay the lessar of the fyll employer
premium share or 5.5% to 12% of that worker's wages, whichever

isless. Capis determined b

- Firms of all sizes are eligible

Firms of 1000 workers or md

Firms of 1000 workers or md
rating pool.

Premiums are 5% below the

firm size and average wage in the fimn.
for thess caps.

re pay a 1% payroll assessment.

re are outside of the community

CBO scoring of the HSA.




Model 3

Total Employer Payments

1 Ysar (1994) ($m) 207,855

Average Employer

Payments per Familly 2,006

Total Family Payments

1 Year (1994) ($m) 63,320

Average Family Direct .

Premium Payments 612

Govamment Subsidies:

1 Year {1994) (3m) i 83,218
smployer . © | 25130
househokd 58,088

Govemment Subsidies:

5 Years ($m} 373,982
amployer " 1130812
househokd 243,068

Govemment Subsidies:

10 Years ($m} ) 1,009,331
employer 419,118
househoki 590213

Select Revenue Eslimates: * . .

' Corporate Assessment . 45,200
Other Revenue - 36,080
Total (5 Years) 81280

Select Revenue Estimates: *

Corporale Assessment 86,200
Other Revenue 64,080

Total (10 Years) 150,280

Net Efiect on Defictt *
(5 Years) (2,398)

Net Effect on Defict *
{10 Years) (43,149)

Model 3: An 80% employer mandate on firins of more than 20 workers.
If after 3 years, 90% of workers inffirms of 20 or Jess do not
receive employment based coverdge, a full employer
mandale is implementad. ’

Finms covering their workers pay tHe lesser of the ermployer
premium share or 2.8% 1o 12% of that worker's wages, whichever
is less. Cap is determined by firm $ize and average wage in the firm,

Firms not covering their workers pay a payroll assessment of 1%
¥ firm has 1-10 workers and 2% if 11-20 workers.

Fimms of 1000 workers or more are outside of the communtty
raling pool and pay a 1% payroll assessment..

Families not recelving coverage thrpugh their employer have
their contrbutions capped at 4-6% pf income; appropriale cap
is determined by family income. : )

Premiums are 5% below the CBO $coring of the HSA.
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Description individual vﬁage caps from 4%-12%, based on firm

size and| average wage; Kennedy benefit package

(HSA-2

), firms with < 10 exempt if average wage <

$24,000; < 5 non-offering and 1000+ pay 1% of

payroll, 6-10 non-offering pay 2% of payroll; exempt

workers pay no more than 4-6% of AGI;

(assessments plus other
revenue) ’

W@?—
3 H *

19962000 subsidy saviugs 15
1996-2004 subsidy savings 71
1996-2000 Revenue gains )
(assessments plus other

revenuc)

1996-2004 Revenue gains
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Model 3

Total Employer Payments

1 Year (1994) (3m) 207 55

Average Employer

Payments per Family 2,006

Total Family Payments )

1Year (1994 (Sm) 63,320

Average Family Direct

Premium Payments §12

Govemnment Subsidies:

" 1Year (1994) $m) 83,218
employer 25,130
household 58,088

Government Subsidies:

5 Years ($m) . 373482
employer 130412
housahokd 243,089

Govemment Subsidies:

10 Years (Sm} 1,009,331
employer 419,118
‘household 590,213

Select Revenue Edtimates: *

Corporate Assessment 45,200
Ciher Revenue 36,080
Total (5 Years) 81,280

Select Revenue Estimates: * .
Comporate Assessment 86,200
Other Revenue 64,080
Total (10 Years} 150,280

Net Ettect on Deficit * )

{5 Years) {2,3p8)

Net Etfect on Deficit

(10 Years) (43,149

Model 3: An 80% employer mandate on firms of

if after 3 years, 90% of workers in fimns ¢
receive employment based coverage, af
mandate is implemented.

Firms covering their workers pay the lass;
premium share or 2.8% 10 12% of that wg
is less. Cap is determined by firm size ar|

. Firms not covering their workers pay a pa
# firm has 1-10 workers and 2% i1 11-20 ¢

nore than 20 workers.
1 20 of iess do not
ull employer

Br of the employer
rker's wages, whichever
d average wage in the firm,

yroll assessment of 1%
workers.

Firms of 1000 workers or more are cutside of the community

rating pool and pay a 1% payroll assess

Farmilies not receiving coverage through t

ent.”

neir employer have-

their contrbutions capped at 4-6% of income; appropriate cap

is determined by family income.

Premiumms are 5% below the CBO scoring of the HSA.




.Estimated Differences in Premium Inside and Outside the Community Rate

¢ We have provided 'back of the envelope' estimates that the 'premium' for a community
rated pool including non-workers, public employees, and employees in firms below 100 will
be 7% to 16% higher than the ‘premium| for a community rated pool that includes all
employees. However, there are two reasons that this does not mean that the premium mmde
the community ratcd pool will be 7% to|16% higher than the premium outside.

o First, these estimates refer to the difference in 'benefits paid', and do not include
amdinistrative loads. The administrative load for plans in the community rate is likely
to be 6% to 8% higher than for plans outside the community rate. This larger load
reflects factors such as the greater costs of collecting premiums from individuals and

- small employers and the 1.5% add-on for academic health centers.

® Second, the smaller community rated pool includes slightly under one-half of the
community rated pool that includes all employees. (this assumes that families with
more than one full-time worker follow the higher earner). If per capita benefits are
16% higher for a pool at 100 than in a pool including all workers, per capita benefits
in the pool at 100 will be 34% higher than average per capita benefits for employees
outside the pool. The 7% to 16% estimates for per capita benefits in the pool
(compared to per capita benefits in a pool containing all workers) correspond to
estimates that per capita benefits are betweeen 16% and 34% higher in a community
rated pool of employers at 100 and below than per capita benefits for employers
outside of the community rated pool. The most likely part of this range is that per
capita benefits will be 20% to 25% higher in the community rated pool than outside.

¢ Combining estimates of differences in administrative load and differences in per
capita benefits, if employers above 100 are excluded from the community rate,
unsubsidized employers participating in the community rate will be paying premiums
between 27% and 35% higher than employers not participating in the community rate.
This is likely to be perceived by small employers as patently unfair.!

¢ The premium difference between employers in and out of the community rate cannot be
lessened by changing the treatment of cash Medicaid recipients; rather it results from loading
the higher costs of non-workers who ard not receiving Medicaid onto the community rate
paid by small employers. Since many people move in and out of employment throughout the
year, it is not clear that there is any feasible method of segregating the costs of non-workers,
even if we had extra funds to pay government subsidies for them. In order to bring equity to
a system that cuts off community rating at employers of 100 and below, it would be desirable
to raise money from employers who are putside of the community rate and use this money to
lower the average premium paid by employers who are participating in the community rate.

! This assumes that per capita benefits are 20% to 25% higher in the community rate and
that the administrative load is 6% to 8% higher. When combining these factors, they
multiply rather than add.




Model 1

Govemnment Subsidies:

1 Year (1994} ($m) 82,096
employer 34,489
housshold 47,607

Govemment Subsidies: .

5 Years ($m) 359,906
employer 145,189
housshold 214,708

Govemment Subsidies:

10 Years ($m) 962,004
employer 412,144
housshold 549,861

Select Revenue Estimates: 1
Comporate Assessment 40,600
Other Revenue 24,600
Total (5 Years) 65,200

Select Revenue Estimates: 1
Corporate Assessment 81,200
Other Revenue 49,200
Total {10 Years) 130,400

Net Effect on Deficit*

{5 Years) {394)

Net Effect on Deficit *

(10 Years) {70,596)

Net Effect on Deficit ***

adjustad by 50% (5 Years) {197)

Net Effect on Deficit *** :

adjusted by 50% (10 Years) {35,298)

Model 1: An 80% employer mandate on fims of all sizes.

Firms pay the lesser of the fu
premium share or 5.5% to
isless. Capis determined
Fimms of all sizes are eligib

Finms of 1000 workers or

Firms of 1000 workers or
rating pool.

Premiums are equal to the

full employer
12% of that worker's wages, whichever

by firm size and average wage in the firm.
le for these caps.

i

i

nore pay a 1% payroll assessment. '

more are outside of the community

CBO scoring of the HSA,

Notes on the estimates:

*** Due to the unofficial nature of

Revenue estimates are for tho
Deficit effects are relative to th

components that differ from the HSA.
cumrent system.

Revenue estimates are prelimirjary; they are not official esumates

** Sorting of fimns is assumed to
This is a preliminary estimate

measure of conservatism in
deficit reduction estimate that i
as a reasonable adjustment

25% of HSA sorting.

d may understate outsourcing effects.
se estimates, it is advisable to use a
sidaring these models. We suggest a
half of that coming out of the model
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Model 1

Private Sector 'Payments '
in 1 Fully Phased-In Year, 1994

k)

| Family Payments .  Employer Payments

Total (in mlilions)

$60,398 |  $226,847

Average per Family

gssa|  s2,192

Marginal rates used for cajculating household payments:

“ YA

Marginal rates applied to ipcome between $1000 and 100% of poverty range
from 3.2 to 3.5%, depending upon family type.

Marginal rate applied to ingome between 100% of poveny and 150% of
poverty is 5.7% for all family types. '

In addition, no family is requ
for the household share.

H a7

>

Marginal rates applied to n
range from 5.9 {0 6.4%, dg
Marginal rates appliedton
+ poverty range from 10%#o)

uired to pay more than 3.9% of their income

pn-wage income between $1000 and 100% of poverty
pending upon family typs. :

n-wage income between 100% of poverty and 250% of
12.8%, depending upon family type. ' ‘




Médel 2

Governimert Subsidies;

1 Year (1994) 5m) 75567
employer 30,800
household 44 767

Governmerni Subsidies:

5 Years ($m) 31,567
employer 129,668 )
household 201,899

Govemmert Subsidies:

10 Years ($m) 885,119 |
employer - 368,060
household ' 517069 °

Seled Revenue Estimates: *

Cormporate Assessment 41,000
Other Revenue 27 000
Total (5 Years) . 68,000

Select Revenue Estimates: *

Cormporate Assessmert 82,000
Other Revenue : 54,000
Tolal (10 Years) 136,000

Net Effect on Deficd *
 Years) : (31533

Net Effect on Defick
(10 Years) : : (153,081)

Netl Eﬁecl on Deficit

adjusted by 50% (5 Years)™ (15767)

Net Eftect on Deficl *

adjusted by 50% (10 Years)™ ) 76,541)

Model 2: An 80% employer mandate on fimsjof all sizes.

Firms pay the jesser of the {ull employer

premium share or 5.5% to 12% of tha} worker's wages, whichever
isless. Cap ks determined by frm sizg and average wage in the fion.
Fimns of alt sizes are eligible for thess caps.

Firms of 1000 workers or more pay a (1% payroll assessment.

Firms of 1000 workers or more are oulside of the community
rating pool.

Premiums are 5% below the CBO scdring of the HSA,

MNotes on the estimates:
© Revenue estimates are for those componefits that difer from the HSA.
Deficit effects are relative 1o the currert systern,
Revenue estimales are prefiminary; they ame not official estimates.
= Sorting of firms is assumed 10 be 25% of HSA sodting.
This Is a pretiminary estimate and may undérsiate outsourcing effeds.
- Due to the unotficial nature of these estimales, i is advisable to use a
measure of consevalism in considering t models. We suggest a
deficit reduction estimate thal is half of that poming out of the model
as a reasonable adjusimernt.
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Model 2 |

Private Sector Payments
in 1 Fully Phased-in Year, 1994

Famlily Paymeants

Employer Payments

-

“from 3.2 to 3.5%, depending

“9004"
Marginal rates applied ta inco

Marginal rate applied to inco
poverty is 5.7% for all family t

Total (in millions) $57,430 $218,242
Average per Family $555 $2,108
Marginal rates used for calcu ating.househo!d payments:

me between $1000 and 100% of poverty range

pon family type.
6 between 100% of poverty and 150% of

ypes.

In addition, no family is requirgd to pay more than 3.9% of their income :

for the household share.

] Qs W

Marginal rates applied to non-

wage income between $1000 and 100% of poverty

range from 5.9 10 6.4%, depending upon family type.

Marginal rates aepplied to non-

poverty range from 9.3% 1o 12.

wage income between 100% of poveny and 250% of
0%, depending upon famtly type..

11:15 NO.UUC F.US



Possible Mitchell-Breaux—Boren—Like Compromise

An 80% employer reQuireme nt on firms of more than 20 workers.
If after 3 years, 90% of workers and families in firms of 20 or less do not
receive employment based coyerage, a full employer mandate is triggered.

" Firms covering their workers pay the lesser of the employer premium
share or 2.8% to 12% of that worker's wages, whichever is less.

Employer premium share is determined by firm size and average wage m
~ the firm. '

Firms not covering their workers pay a payroll assessment of 1% if firms
“has 1-10 workers and 2% if 11-20 workers. |

Firms of 1000 workers or mofe are outside of the community rating pool
and pay a 1% payroll assessment

Workers and families not recejving coverage through their employer must-
pay the full share of the premium, but their contributions are capped at 4
to 6% of their income (cap level determined by family income level); just
as in HSA, non-workers receive the same out—of—pocket protections and
must pay the full share of their premium.

Premiums/benefits package are 5% below the CBO scoring of the HSA.




1.

1p:
Mllcholl{»Bmaux-
Borefi-llke
Compromise

Qovemmert Subsidias;

1 Year (1934) ($m) 83218
employer 26,130
household £8.083

Governmert Subsidigs:

6 Years (§m) -~ 359,142
employar 131,013
household i, ! 228,128

Govemynalt Subgddiea:

10 Years (3m) 640,907
employer 401261
housshold 548,646

Koot Roverwe Esthnates: * .

Corporale Assossmert ) 456200

Octwr Revenue : 36,080
. Total (6 Yoors) 01.200
Select Reavenue Fstimaitos: *

Comporale Assassment 86,200

Other Revenue 64,080

Total (10 Yoars) N60.280
Net Effact on Defick * .

(5 Yoars) 17.238)
No! Effec! onDefick *

(10 Yoary) ) (102,573)
Nat [foct on Dofiol, '
Adjusted by 50% (5 Yaars) *~ (3.818)
Net Effect on Dofick,

Adjusted by 50% (10 Yaarz) *~ 61,287)

Modsi 3: An 80% employsr manclate o fims ¢ ttre thun 20 workers,

q aller 3 yoars, 0% of workers jn fin
receive errpioyh\oﬂ based i
mardate b iImplamantad, .

Finrs covering thelr workers pay the
premium shae of 2.8% 10 129 of that

is leas. Cap s dolominod by fim size land average wago i U fina,

Firms not covoring thalr workers pay &
¥ firm has 1-10 workers and 2% U 11-.

Flens of 1000 workers of move are ot
raling pool and pay a 1% payroll

of 20 or tess do not

a {ul employas

of the employer
ere WAQMS, Whki uowsr

yioll Rraacaon of 1%
workers.

do of ha correnunty

2ment.

Famlies not recelving coverages Urough thek employer have
{helr contributiors capped at 4-8% of kxorme; appropriate cap

ts dalenmined by famly nomo.

Pramiums are 5% below e CBO scoring of thea HSA,

Notee on the ectimates:
* Revenue edimaies &re lof thoso componant
Defich afiads aro rolative to the current sysie
Rovenue astimales are prelininary; they are
" Sotting of firms bb assumad ta ho 25% of HSA

H that differ trom he 1SA.
m.

hot officlal estimates,
sorting.

This Is & prefiminary astimate and may undorslite oulsourcing effeds,

= Due to the unofticdal nalute of hese estimate
measura of aservadiam in

3, X (s advisalbio to use a

thesq modoals, We suggesta

dolicht reduction estimate that ts haX of thal cdming out of the modal

as a raasonsble adusimort,

T 1 Year subsidy oxlknntes assume a fully phased-In cauvo-oul youw.

MHY 2b 34
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MltéhelIéBreaux-Bore'n-lee Compromise

Private Sector Payments
In 1 Fully Phased-In Year, 1994 *

Family Payments | [:;mployef Payr{neln:ts
‘|* Total (in millions) : $63,320 $207,655
Average per Famlly 8612 $2,006

* Assumes small firm exemption in .plaoe. |

Marginal rates used for calct

L as W

Marginal rates applied to inct

from 3.2 to 3.5%, depending

ilating housshold payments:

hme between $1000 and 100% of poverty range
upon family type. ‘

Marginal rate applied to Income between 100% of poverty and 150% of

poverty is 5.7% for all family
In addition, no family is requi
for the housshold share.

4oy

-

Marginal rates applied to non-
range from 5.9 to 6.4%, depe
Marginal rates applied to nonr

poverty range from 10.5% to

types.
red to pay more than 3.9% of their income

-wage income between $1000 and 100% of poverty

nding upon family type.
wage income between 100% of poverty and 250% of

13.4%, depending upon family type.

11:1b NO.UU¢ F.u4
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HSA

Govemmenl Subddies: R

1 Year (1994) ($m) 88,170 .
employar 40,082
household . 48,088

Government Subsidiss;

§ Years ($m) 396,000 !
employer 176,000
household 217,000

Govemment Subsldies: :

10 Yoars (§m) . 1,082,000
employer £21,000
housahold 661,000

Seloct Revenus Estimates:*

Cofporats Assassment 7,600
Other Revenue 19,300
Total (S Years) 26,900

VSelect figvenua Estimatas: *

Corporate Assessmant 15,200
Other Revenus 38,600
Total (10 Years) 53,800

Not Effect on Deficit* .

{5 Yoars) 74,000

Neat Effect on Deficit®
{10 Years) 126,000

Nat Effect on Deficit,

Adiusted by 50% (5 Years) ™" 37,000

Not Effact on Daficlt,

Adiusted by $0% (10 Years) *** 63,000

HSA:  An 80% employer mandlate on fifins of ol 9&99.

Regional elliance fimns pay the lo

r of tha employer pramium

share for each worker In the firn, 91 3.5 1o 7.9% of total payroﬂ

in the firn, whichever is less. Copjls dala:mmed by firm size and
average wags of the firm.

Firrns of 5000 workers or more chaosing to form thear own
comporate alliances are not sligibls for subsidies.

Comporate alhance firns am outsi

ot the communlly ’

nating poot eind pay 8 1% ﬂayroil assgssment,

Notes on the sstimates:

-

Ravenus gstimotes are for those compehents that daﬁer from the other

models presented. Deficil offacts are relatve lo the cument eystom,
* Revenue estimates end muli-year subsldy estimates are consistent

with CBO scoring. Ravenus estimates Indude 1995 savings of $10 billion,



ALTERNATIVE| COMPROMISE PROPOSAL

This proposal builds on the Mitchell/Braaux/Boren-type model, with the following';changes:
It allows for a voluntary insurande market to achicve universal coverage.

Employers and families who chopse to purchase coverage teceive subsidies to make
coverage affordable (as in the Mjtchell/Breaux/Boren-type model).

For the working population, coverage objectives are established by size of employer,

and are evaluated over a five year period.

- For firms with 100 or more employees: After three years, unless 85% of the
currently uninsured families with employees working for these firms are
covered by their employers, a mandate goes into effect for these firms.

- For firms with 25 to 99 employees: After four years, unless 80% of the
currently uninsured families with employees working for these firms are
covered by their firms, a mandate goes into effect for firms with 25 or more
employees. ' ' ’

- For firms with fewer than 25 employees: After five years, unless 75% of the
currently uninsured families with employees working for these firms are
- covered by their firms, a mandate goes into effect for all firms.

After five years, to ensure universal coverage, any family not covered through their
cmployer must purchasc coverage.

Insurance markct reforms apply upon enactment (e.g., guaranteed issue of coverage

and community rating), but specipl provisions are made so long as the purchase of

insurance is voluntary.

. |

- Insurers are permitted to apply a waiting period for pre-existing conditions
when previcusly uninsured people purchase covcragc.

- [nsurers are pemntted to adjust commumty rates by age, but not by health
status’ or other factors.

To enhance competition and ensyre fair application of fall-back premium caps,
uncompensated care pools are formed so that the financial burden of serving the
remaining uninsured is spread fairly across all health care providers. .

This approach achieves universal coverage while providing a similar amount of deficit
reduction as the Mitchell/Breaux/Boren—type model. However, without premium caps, the
deficit would be substantially increased, jand employers and families would pay much more.




PARTICULAR COMPLEXITIES ASSOCIATED WITH
A TRIGGER WITHOUT UNIVERSAL COVERAGE AT THE START

Some proposals for triggered mandates require universal coverage from
the start (e.g. an employer requirement above a certain size, with an individual
requirement below that size), where the trigger applies only to whether certain
employers are required to contribute for employees and their families.

Universal coverage makes it feasier to establish a.competitive and fair

insurance market, because uncompensated care is eliminated and risk selection
can be more easily controlled.

A trigger without universal coverage from the start.(i.e. with no individual

mandate to begin with) makes implementation more complicated in a number of
ways, including: '

UNCOMPENSATED CARE. . Without universal éoverage,
uncompensated care will continue to distort competition among providers
and health plans. Uncompe:‘Eted are pools are needed to spread the

financial burden of serving the remaining uninsured fairly across all health
care providers. Accurately measuring uncompensated care can’ be

difficult, and uncompensated tare pools require a new (and temporary)
administrative structure. ‘

PRE-EXISTING CONDITION EXCLUSIONS. 'To guard against

~ people delaying the purchase pf insurance until they need health services,

pre—existing condition exclusipns for the previously uninsured are
necessary. : ‘

AGE RATING. Similarly, until universal .ooveragé is achieved, age
adjustments to premiums are necessary to prevent younger/healthier
individuals from dropping existing coverage. Age rating is unfair,

increases subsidy costs, and 1§ more complicated for employers and
families. ‘

MEASUREMENT. -Evaluati$g whether coverage objectives have been
met (particularly if the objectives vary by employer size) is more difficult
and costly without universal coverage because there would not likely be

- an enrollment system that inclpdes information about all families.
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" NOTE TO: Ken Thorpe
FROM: Bridgett Taylor

' Maursen Testoni, Senator Baucus' office, callsd and said that ghe
- -and Senator Durenberger's office had been working on "trigger"
" options for the » - They were wondering if they could
- get some idea from us how much savings would be lost, assuming
- . the HSA baseline, if the premium caps kicked in when States
- didn't mest their targets at two, three or four years out. Or
~ put another way how much savings would be achieved if you applied
a premium target to current baseline, but had it kick in twe,
threa or four years out. Durenbarger's office has been floating
this by Kennedy's people, bhut they said they can't get CRO
numbers so wanted to know if we could give them a ballpark idea).

Maureen would also lika to |know what would happan if the targets
only applied to States whose health care spaending aasts placed
then in the upper quartile of all States.,

Maursen would 1ike to hava a neeting by the éhd of thia‘éiak to
. dilcuss this it posaihlo. / _ R . ‘

‘:Thanks.‘

ce: Jerry Klapner | » o
Karen Pollitz "
¢chris Jannings

£

b
e~ ;ue"’ 5

‘v"qd‘(
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STATEMENT OF THE PROBLEM

IS IT LIKELY THAT THE MANY OF »
(answer: It depends on what asswmpt;’ons one makes about employer maintenance of

HOW COULD WE MEASURE WHE’I
DETERIORATING? .

. insured will increase. This would

¢ In a system based on voluntary
it is possible that the risk pool of
more likely than they are today to

against this scenario.

purchase of insurance along with guaranteed issue,
insured will deteriorate: that the healthy will be

be uninsured, and that premiums for those who are
be undesirable and we would want to protect

THE HEALTHY WILL DROP INSURANCE?

effort.)

¢ If the subsidy schedule and CJIX treatment is such tﬁat it is reasonable to

assume that most current empl

yer effort will be maintained, then significant

deterioration of the risk pool over a three to five year time period is probably not

7% of the under-65 population).

. a serious concern. The current pon—group market is relatively small (approximately

Some of those who purchase non—-group coverage

might drop it as a result of movement towards community rating and guaranteed issue.

However, if the community rating

2 pool is broad —— e.g., community rating up to 1,000

(or even 100) — the effects on the overall composition of the risk pool should be

relatively small.!

¢ However, if the subsidies are generous enough that significant numbers of
employers would be expected to drop coverage, provide a wage increase, and allow
their employees to choose whctb%r or not to purchase insurance, then the numbers of

- people potentially purchasing in the non-group market would increase. In this

scenario, we might expect the pool of insured persons to deteriorate over time as the

healthy chose to exit.

¢ If the avcragc age of insured

HER THE RISK POOL OF INSURED IS

persons is increasing, then we could assume

deterioration in the risk pool. Assuming we had some data system which indicated
whether or not each individual (or a sample of people) are insured, we could measure

whether the average age of in

ed persons increases during the pre-trigger time

! From the vantage point of individuals, 'relatively small' might mean a premium increase

of 2%-5% (e.g.). That is, premium increases of this order of magnitude would be hard for
‘'the individual to distinguish from background noise. However, in later discussions on how

premium caps could be implemented i

a system with voluntary enrollment, fluctuations of

this order of magnitude would be relevant and would require adjustments in the premium cap

formula.
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period. A similar data systcrn will be required in order to determine whether or not to
'pull the tnggcr’ o

® Average age is an extre ely weak proxy for measuring the deterioration of
the risk pool. With the appropriate age rating, there might be no change in
average age among the insured, but it could still be the case that the relanvcly
healthy (at any. given age) e exiting the pool of the insured.

e However, thcre are prob bly no other good ch01ces for obtalmng rellablc and
tlmcly measurement of whether the risk pool is detenoratmg

IF THE RISK POOL IS DETERIORA G, WHAT POLICY RESPONSES ARE -
POSSIBLE”

‘ 0 If we find that the pool of insured persons is aging, then we would want to protect
the insured agamst the mcrcascd remiums that would result

4 We could provxdc this protection, in thcory, by prowdmg an outside fundmg source

“ which would allow health plans to reduce the premiums they charge to the insured.
For exmaple, to the extent we determined that deterioration of the risk pool was
raising premmms for thc msurcd we might assess employers not providing health
insurance. ‘ o -

" 4 This money could be used to 'buy down' premiums for the insured. The simples
method would be to make a per ¢apita payment to all héalth plans for each person
insured; this would reduce premipms to the insured to compensate for a deteriorating
risk pool. Alternatively, the outside funding source could -be used to provide
reinsurance for very hlgh cost cases —— e.g., for the 1.6% of households with

% Assuming we could get the data, we could examine the pcrccnt of insured persons w1th
expense above some level —— e.g., $10,000 or $30,000. Then- if the percentage of the insured
to year, we could assume that the risk pool
deteriorated. However, there would be g number of complications with such an approach.
From NMES data, 8.1% of the under—§5 health insurance units have expenditures over .
$10,000 per year. If the healthiest 5% (of the currently insured chooses not purchase

“insurance, the 8.1% would increase to 8.5%. Differentiating an increase of this magnitude

from the background effects of general nedical care inflation, measurement error, white
noise, and changed incentives for reporting would be extremely difficult (and even worse if
we were trying to do this at a state-by-fstate level). Alternatively, we could add some
questions to the CPS on self-reported health status to attempt to track. deterioration in the risk
pool of the insured. While this might give us some indication of the direction of change; it
would not be suff1c1ent to allow measul ement of thc effect of 'any such changes on average
premium. : : , ;
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 be disadvantaged as a result.

~ 4 A risk adjustment system, includ

expcnditurcs‘abévc $30,000 per year that account for 20.3% of expenditures. .

4 This outside funding source .could be raised, for example, by an assessment -on those

employers who do not provide hea

h insurance. As the number of people insured

increased, both the need for the assessment and the revenue from it would decline in

tandem.

4 It is not likely, however, that we will be able to do a good job of measuring the -
extent to which the risk pool is deteriorating or the effect of such changes on the

average premium paid by the inspred.

¢ The HSA specifies that prospecti

GH COST CASES .

ve and retrospective 'riskfadjustmcnt‘ should be

used to assure that plans with a disproportionate number of high cost cases should not

ing, potentially, retrospective reinsurance for high

cost cases, would be required in a

stem without universal coverage as well. In fact,

the stress placed on the risk adjustment system will be greater when people are
choosing whether or not to be insured than in a system.of mandatory insurance.

- 4 However, a reinsurance system for high cost cases is neither necessary nor

sufficient to deal with the potential problem of deterioration of the risk pool. If the
healthy exit the insurance system, the premiums for the remaining insured will

increase. Providing reinsurance for
protect against part of the effect on

accounted for by such a mechanism|

high cost cases (funded by an outside source) will

premium, but most of the effect will not be
3 .

3 If the healthy exit the insurance market, the insured will have a higher proportion of

'high cost cases' than previously. A reinsurance mechanism could protect against the effect of
this on premiums. However, there will also be a higher proportion of ‘fairly high cost cases',
and of 'somewhat high cost cases'; we have| no good way of protecting against these effects.
Unless we are thinking of reinsuring more than 20% of expenditures, at least 80% of the

'cffgct of a deteriorating risk pool would nof be compensated for by a reinsurance mechanism.
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SUMMARY

# If the structure of subsidies and
individually purchased insurance is
employers will maintain effort, thex

he tax treatment of employer provided and
such that it is reasonable.to assume that most
we do not need to worry much about deterioration

of the risk pool and its effects on premiums paid by the insured.

¢ If significant numbers of employers are likely to drop éffdrt, then deterioration of
the risk pool may be a problem. However, in this case we are unlikely to be able to
do a good job of either measuring the magnitude of the effect, or of adjusting for it. -

4 Setting up a national reinsurance

mechanism for high cost cases will not resolve the

major problems that would be created if the risk pool does deteriorate.

¢ When considering how to implement premium caps in a system with voluntary
- enrollment, careful attention must be paid to the effects of changes in the composition,
of the risk pool on the level of premium increase that should be allowed. :

cot
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This policy is aimed at expanding employer-i

Proposed Policy

vased coverage over a five-year period, at which time

an individual mandate would be implemented. Within three years of enactment, the employer
segment comprised of firms with over 100 employees would be required to cover 85% of their
previously uninsured employees. Within a four-year period, firms with 25-99 employees would

be required to cover 80% of their previously,
less than 25 employees would be required to
employer segment does not meet its covera
be subject to an employer mandate.

IL

It would be extremely difficult to implement

The Problem

uninsured workers, and within five years, firms with
cover 75% of their uninsured workers. If any
e "trigger" within the specified timeframe, they would

this policy, due to:

System Dynamics the volatility and complexity of both the labor force and the health

insurance system

Data Availability lack of sufficient
requirements

Issues

System Dynamics

baseline data and prbblems in ongoing data

Volatility Within a given year, millions move into and out of the workforce, into and out
of the ranks of the uninsured, and inro and out of firms of different sizes. In light of this

how do we:

- quantify the baseline of uninsured by firm size?

- measure compliance?
- monitor ongoing compliance?

Complexity The complexity of both the workforce and the insurance system raises
numerous Definitional and measurement issues. For example:

. Dual-Worker Families A significant segment of the labor force is comprised of
two-worker families. How would we allocate these workers and their children to

firms of different sizes?

. Definition and Measurement of "Employees" How is "employment" defined?
For a given employer segment, is the target percentage applied to full-time
employees, all employees, o\r all employees and families? Definitional changes

affect both the baseline num

ber of uninsured and the level of responsibility placed




Data Availability

Data needed at the national |

on employers.

Definition and Measureme
an employer segment get cre

nt of "Covered" How is "covered" defined? Does
dit for coverage if the employee gets coverage

through a non-employer source? A smaller employer segment source?

> Does an employer segment get credit only if an employer contributes to the
premium?

> Does an employer get penalized if an employee opts not to buy coverage?

> Does being insured all through the year or part of the year constitute
"covered"

Definition and Measuremd
there a minimum level of _bexj

nt of "Coverage" How is "coverage" defined? Is
efits that constitutes "coverage"? If so, how would

we assess whether a firm is ip compliance with this level of benefits, given the

heterogeneity of current insy

Definition and Measureme

rance products?

nt of "Uninshred" Is the number of uninsured

measured at a point in time or over a period of time? The baseline number of

uninsured and the magnitude

of the coverage goals will vary greatly depending

upon whether point-in-time or longitudinal estimates are used to determine the

number of uninsured workers.

Definition and Measureme
compliance? Would an emp

nt of Compliance What would it mean to be in
oyer segment be in compliance if it reduced the

number of previously uninsured workers by the specified percentage, or would
compliance depend on achieying a specified percentage of insured workers given

the current size and makeup

- . Number (and type) o

of the workforce?

evel:

f employees by firm size

- Number of dual worker families

- Number of dependen
- Insurance coverage b
- Number of People su

Current Data Sources:

ts by firm size '
y firm size: source, type and duration of coverage
bject to probationary and waiting periods




- - National Medical Expenditure Survey (NMES) -

- National Employer Health Insurance Survey (NEHIS)
- Current Population Survey (CPS)

- National Health Insurance Survey (NHIS)

Limitations of current data sgurces

- Available statistics do| not capture dynamics of system
(employment fluctuations, changes in insurance coverage)

- Lack of information gn number of dual worker families,
number of dependents by firm size, and insurance coverage
(source, type and duration of coverage)

- Long delay between collection and availability of data

- Current data is cross-sectional. Point-in-time estimates of the uninsured
are not representative, of (underestimate) the number of people without
coverage over a period of time.

- Current data sources are Survey—based May be unable to disaggregate
data to the firm size level.




