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GENERAL DESCRIPTION Benefit Package: . 
· To reduce the cOsts of the mandate to employers in the first few years, two benefit 

packages, a basic package and a standard .package, would be defined. The basic package 
would be [20%] less than the standard package. Employer payment requirements would 
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-up to the value of the standard package. \ 

~ Savings would be assessed annually before benefits are expanded. 

Finns with more than 20 employees: 
· Employers would be required to pay 80% of the average premium for the basic 

benefit package. .\
' .. 

• ,-J. 

• 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. 

Finns with 20 or rewer employees ("exempt employers·): 
• Exempt employers would not be required 10 provide coverage. 

• Exempt employers with fewer than 10 workers. pay 1% of payroll. 

· Exempt employers with 11 to 20 workersp~y 2% of payroll. 

· Employers witD 20 or fewer employees that choose to cover Iheir workers pay 80% of 
tlie average premium for the basic package and are eligible for subsidies. 

• The exemption would be eliminated if 90% of currently uninsured workers are nOI 
insured by 1998 and 95% insured by 2000. 

Tax treatment: 
- Tax treatment of employer contributions is the same as in the HSA , ., 

Maintenance or Effort: 
OPTION, require employers Ihat currently contribute more than the cost of Ihe basic 

package to maintain effort (modelling should assume MOE). 
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GENERAL DESCRIPTION 
(Continued). 

Families: 
• 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 responsible for the full difference 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 percentage 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 ,Rating: 
• The threshold for community rating is reduced 10 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 benefit packages, 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 basic package. 

• All families, including families working for exempt employers, could choose either 
package. Families would pay the difference between the basic and standard package 
(';';thout 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 Energy and 
Commerce Staff Draft. 

~ package (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 1f!'eventive care (either with minor copayments 

or put in the wrap package for Children). , 
~ HMO package would closely resemble FFS package, with copayments rather 

. ~ than coinsurance. 
. /"..r. ,,J;.,../ " 

. ~ Federal deficit reduction tlfrgets would be incorporated into law. Annual reviews ).\;\) ,....< -. 
. ",~ would be conducted to determine if targets met. Benefit expansion would occur only if . 

deficit reduction target is met.~. " \ ,e>Jlr'a' ~ Deficit reduction target would be $50-100 B over ten years (assume lower 
, ~.\. a ...t-).~ . targets in early years). . , 
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Issues:'"C"'\\,.. 
• With two different levels of benefits, adverse selection against the standard benefit 

r 	 u.~ ~~ 'tJ~ 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 Finns with more than 20 employees: 

• Employers generally would be required to pay 80% of the average per worker 
premium for tbe basic benefit package. 

~ Employer payment for eacb worker would be capped at the lower of 80% of 
tbe average per worker premium or a specified percentage of tbe worker's 
wages (Scenario A scbedule). 
~ large firms (over 1000 tbreshold) would be eligible for subsidies based on 
tbe average per worker premium for community- rated employers in the area. 

• Exempt employers would not be required to provide coverage. 
~ Exempt employers witb fewer tban 10 workers pay 1% of payroll. 
~ Exempt employers witb 11 to 20 workers pay 2% of payrolL 

• Employers with 20 or fewer employees' tbat choose to cover tbeir 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: 
· OrnON 1. Self-employed people witb 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 witb working spouses make payments that are 
applied to reduce federal subsidies). 

'ornON 2. All self-employed people are eligible for exemption. 
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• Employer Payments Per worker premiums: 
(Continued) 

The per worker premium calculation would be base'd 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 fe::ver than 20 employee t,hat choose to provide coverage are counted in per 
worker premium calculation. 

• Family Paymellts for nonexempt firms (including exempt 

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


· Low-income families are capped at a percentage of income for the family share for 

the basic package. (Scenario A subsidies). 


working for exempt employers: 
· Families working for exempt employers pay the entire premium (a per worker, 

employer share and a family share) for the basip package. 

I 
· Families working for exempt employers are capped at a percentage of income for the 

entire premium. 
• The cap ranges from 4-6% (Kennedy schedule' for exempt workers). 

families: ' ' ~ 
· Nonworkers pay toward the employer share as under S_~ 

Families choosing standard package: 
· Families choosing the standard package are responsible for the full difference between 

the basic and standard packages. 

· No subsidies apply to the difference. 

Special rules for dual earners:, I 

· Families with a worker in an exempt 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. 

Employers: 
· 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 to all employers. 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% . 
[2OO%1J of poverrty a portion of the difference ~ould be subsidized (on a 
sliding scale basis). 

~ ff 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 people are treated as exempt workers unless they 
employ more than 'liJ workers in their firm. 



• Community rating threshold 

. Cost containment 

Firms with 1000 or fewer employees are part of community rated pools . 
· Large firms cannot elect to be community rated. 

· Taft- Hartley trusts and rural electric and telephone cooperatives can elect to be 
experi.ence rated. 

· State and local governments are community-rated employers. 

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

· Constrain initial premiums (as under HSA) and growth rates as follows: 
~ OmaN 1. HSA growth rates. 
~ OmaN . M~iI&r4 cgmpetitiQa 8f9wtk rales through 1998, HSA growth 
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DATE: 
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NOTE: 
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'Actuarial Research Corporation 
692B Little River Turnpike, suite E 

, Annandale , Virginia 22003 

,(70J) 941-7400 
:FAX (703) 941-:3951 

Date: 

" ,
-------"'--Pl'ease Deliver lmmediatefy---------­

To: 

From: 

'; 

; " 

Re: 

• 


Memo: 

We a.re transmitting 2 :pages (i.ncludinq this tC"dTlsmi cf:al sheet). 
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CCSOl Thursday, Hay 26, 1994 5:17 pn 

Fran Jim Hays 

SUbject : More COSt-sharing Variations - (Fee-for-service only) 

COpy : Ken Thorpe 

FoIlCllI'.inq up an your request for options to cut 10\, 15% /I and 20% 
off the ''HSi\-5\'' level, here are cost-sharing changes which should 
generate approx:imately these additional savings. 

Additianal l~ cut: 

deductible =6500/$1,000 
coinsurance = 25' 
cost-s.hilring rrax:imum ;: $2,5001S3 , 000 

Mditional 15% cut: 

deductible =$700/S1,400 r 

coinsurance = 25\ 

cost-sharing llilXirrun ;: 63,000/$3;000 ' 


Addi tional m cut: 

deductible = $1000/$2/1000 
coinsurance = 25\ 
cost-sharing nax.imLm = $3,Ooo/S3,OOO 

ccso1 
/a /s 
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MEMORANDUM ~ , 


,~ , 


TO: SENATOR MITCHElL DT:MAY25,' 1994 

FR: YOUR HEALTIIST 

RE: B:REtAux 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 bnlything he could tell us 
is that the proposal does not' include a mand3.te on individuals. , 

,"v\­
As you will recall, that creates its own' set o6P;oble~s because without universal 

coverage it becomes much more problematic to 96~- premi'!lm cap, and we have to' 
cutf?ack on the scope of insurance market reforms, including~mmunity rating and pre­
existing exclusion limitations. The more reform we c;lo, the', greater the potential 
instability we could create in the small, business insurance market. 

Moving beyond those questions, the basic question is what Breaux proposes to do 
to voluntarily expand employer coverage of 'health insurance. "What kind of community 
rating would apply? What kind' of pre-existing 'exclusions. ,'M,ore'importantly; what' kind ' 
of subsidies would be provided toen~ura~~ volwyary, co~;r~~e? ' 

And, if subsidies are provided,' ~ow 'ar~' they! financed? ,What.is the definition· of 
coverage of an employee, 80% of the' pre~um, :sOi%? ~atjs required of. dependeht ' 
coverage? How are part time and 'seasonal employees treated?, ,<..0 

, , ' , . "~.-e- "'" no rlN\\::J,icJ..... \~ 
Another important question, is what kind of,'subsid~Uld be assumed for ~ 1M. ~i).­

nonworkers and howwould those subsidies 'be financed? '::.Does this assume elimination I)...,~ 
of the prescription drug and long term 'health care benefits .for the elderly? . Does that ~:' ~ 
mean that the emRl9y~r subsidies would be financed in large part by cutting Medicare 
costs?f1,-,\'C\,A\ re(II..\.\~,,<~\j ('",l\b '?D~ \',.sr-.~l,' \ \. ~',"~, ~ 
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i 

....e....... b..b 01'.,0-'" -- \"\ \

" c.rM7V?:.-<&-, B,~-...,.yv",:," '. - \\ C 6~ 

If you add up his' trigger levels~ a'man~ate ibpuld bravoided wJi,iie !leavi'ng 4.2 
million employees without coverage. 'Just, gaessing~~we would:l~ssume'that would total 
about 10 million people after taking into:a,ccQuni;tl,teir dep~nq,ents.,· ~we'don't know 
how many more million would be left unoo'veted',from the flQDworking and part-time 
worker population. '1 " i " 

:;'1' 1 .:. I! !' .. 

We could fIll in our own ariswers~o!:ttie~e 4hestion~ b~i we ~eally don't know 
where to begin. Questions about subsidy levels, insUrance market reform., fmancing" 
benefits, etc. go to the very heart of the,prop,osal. And we'can;t start with the Cooper 
proposal because that is ,a system of hous,ehold' not emplc;yer:subsidies. " , 
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1. REVERSE TRIGGER: 

1 

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 retum 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 abuse in the transition, yet relies 
ultimately on competition to bring prices down. 

Presumption for Competition: FirSt: W,e start with the proposition that once we fIx the 
health care market, and ensure that it is up and running, competition -- not government 
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 r:;fi~ 
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 Cbarge More to Pay for Uninsured: Plans would be 
guaranteed that with universal coverage they would no longer 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. 



. . . 

3. Plans Must Engage in Competitive Bidding: In each area, plans must engage in a 
competitive bidding process designed to ensure the lowest cost and highest quality for 
consumers. 
4. Presumption of Competition Means Zero Price Regulation Where Competitive 
Markets Function immediately: 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 crosts from the high cost 
plans and use it to protect the government from increased costs to the deficit and 
consumers from being overcharged. . 

6. Competition that Protects tbe Deficit: After the two year period 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 high costs plans, would hold the federal government 
harmless. 

I 
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 t'J dictate from Washington not only that 
every state' must provide universal covera ,but one preferred. option for how every state 
must control costs. Why? President CHnto 's bottom line was universal coverage -- not a. 
specific mechanism for ensuring cost cont 01. Some Clintonites claim that health care can 
only work with premium caps. Others on e right say that states must make markets work 
right from the start -- with no authority t do anything to 'protect themSelves from escalating 
prices, temporary price fixing or windfall rofit hoarding. The fact is that· neither side knows 
for sure what is best, and we should let st tes be in the driver seats. 

Three principles: 

1. Universal Coverage: Each state would e required to provide a core universal package to 
their citizens. 

2. Deficit Reduction Thrc!!gh a Subsidy Entitlement Cap: States would· essentially receive 
. a "subsidy block grant" to ensure that the have adequate funds for universal coverage. Yet, 

states would have to live within their subs dy block grant to ensu're that .there is not a run on 
the federal deficit. 



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 re uire more funds from the federal budget. States 
have the option of a federal premium cap ption to ensure that their subsidy block grants are 
sufficient to pay for subsidies necessary fo universal coverage. States that. provide full 
coverage and use less than their block· gra t, are allowed keep their remaining portion. States 
that rely on cost-control provisions that fa l,to maintain costs, must find the additional ' 
revenues to ensure universal coverage . 

.. or: 1 ~ • 

, , .,:,;0, 

3. ~ompetition With State Option for miumCaps: Our starting proposition should be 
that competition will work. Therefore~ we hould allow states to rely on competition to get 
costs down. Yet, so that states can provide proteCtion to their families; businessesaQd --.. 
treasuries, the federal government should rovide stat~s the default position ~f premium caps, 
an a back-:up protection -- particularly in the first few years. of the plan . 
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Benefit Change Options for Pr '1.It'I Red.uctialS (I-\S A ""BOo'::oe '") 

1. 5% reduction. 

a. 	 Raise coiDsura.n.ce ran. 2 to .25 ' 
b. 	 Raise cost"'isharing" fran. Sl,5OO per: ~c:n to $2,500
C. 	 Raise deductible f ,em $200 per person to $325. 

2. 10\, reducticm 

a. 	 Raise c:oi:c.surance to S2,OOO, raise deductible to 
$325, and·cut menta ,health benefit to, Blue Crt:ss Standard Opt.icm. 
level. 

b. 	 Raise coinsurance to ·S2,ooO. raise deductible to 
S325, and eU.minate special preventive services pacltage. 

c. 	 Eliminate prescrip ali dr\:g ctwerage. 
d. 	 Eliminate mental, Ith coverage. 

3. 20\ reductian 

a. Raise coinsurance to $2,000, raise de:.iuctible to 
.,----./ 	 S300. eliminate men ~ health coverage, aDd. eliminate 

special preventive rvices package. 

b. 	 Raise cai.nsuraDce to 52,000, raise deductible to 
$325, eliminate pres tiption d.rug coverage, and eliminate 

" I, special preventive s rvices package. 

4.30\ reduction 

'a. 	 Raise coinsurance to $2.000, r~se coinsurance rate 
to .25. eliminate tal heal th coverage, elim:i.nate prescription 
.drug eoverage, and. e 'iminate speCial preventive services pac.kage. 

b. 	 Raise coinsurance to S2,ooo, raise coinsurance rate 
.to .25, raise deduct' l'e to 5325, elimin3.t:enental health coverage, 
and elil'ninate prescri ticn' dt"U9 coverage . 

. . .,.--.,--~----
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OPTION PACKAGE FOR 

J 
' ,~ I'n order to get "',10% 0 

'~ . .be needed: 
• l I ' 

IIf. .Change 

dJ 

'i Hosptial or specialized
~~ , 

facilities admission· 
deductible 

Emergency Room Use 
(includes physician cha 

Inpatient: Surgery 
(in addition to 

Delivery 

HHS ASPE/HP' 
~001/001

BRS ASPE/liP III 001 

'l'ABLE 2 
0% and 15% HMO RF.DUCTIONS (HSA BASE) 

, 15~ reduction all of the following would 

o $250 $400 

$10 SlOO $150 
qes 

$10 $100 S150 
al deductible) 

$10 $100 $150 
(in addi~ion to hospi al deductible) 

Outpatient Surgery 

(includes facility ch rge); 


outpatient hospita $10 $50 $75 
, 'Freestandinq, faci 'ty $10 $25 $35 
Offic~ Surgery $10 $15 $20 

Physician, dental 'visit " $10. $15 S20 
Other practioners 
(other than preventio ADM,I 

a11d vis ion) 

. ADM residential'or ~25 S35 $45 
outpatient 

RO\ltine vision exams $10 $25 $35 

Home Health Care $10 $15 . S20 

Ambulance o. S50 $75 

DME o 20% 30% 

Prescription' Drugs $5 $10 $15 
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Total Employer Payments 
1 Year (1994)($m) 

Average Employer 
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 

Govemment Subsidies: 
10 Years ($m) 

employer 
household 

Select Revenue Estimates: 
Corporate Assessment 
Other Revenue 
Total (5 Years) 

Select Revenue Estimates: 
Corporate Assessment 
Other Revenue 
Total (10 Years) 

Net Effect on Deficit· 
(5 Years) 

Net Effect on Deficit' 
(10 Years) 

Model 

226 847 

2192 

60398 

584 

82096 
34489 
47607 

35E 906 
14E 199 
21~ 708 

96~ 004 
41~ 144 
54S 861 

4C 600 
24600 
6= 200 

81200 
49 ,200 

·13C ,400 

394) 

(70 596) 

Model 1: An 80% employer mandate on fi msofaII sizes. 

Firms pay the lesser of the full err 
premium share or 5.5% to 12% 0 
is less. Cap is determined by firrr 
Firms of all sizes ara eligible for It 

Firms of 1000 workers or mora p~ 

Firms of 1000 workers or mora ar 
rating pool. 

Premiums are equal to the CSO 

ployer 

thatworker's wages, whichever 

size and average wage in the firm. 

esecaps. 


va 1% payroll assessment. 

outside of the community 

PJring 0 ftheHSA. 



, 

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

Average Employer 
Payments per Family 

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

Average Family Diract 
Premium Payments 

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

employer 
household 

Govemment Subsidies: 
5 Years ($m) 

employer 
household 

Govemment Subsidies: 
10 Years ($m) 

employer 
household 

Select Revenue Estimates: • 
Corporate Assessment 
Other Revenue 
Total (5 Years) 

Select Revenue Estimates: • 
Corporate Assessment 
Other Revenue· 
Total (10 Years) 

Net Effect on Deficit' 
(5 Years) 

Net Effect on Deficit· 
(10 Years) 

Mod 12 

2 8,242 

2,108 

7,430 

.555 

5,567 
0,800 
4,767 

3 1,567 
129,668 
2 1,899 

8 5,119 
3)8,060 
57,059 

1,000 
7,000 
8,000 

2,000 
4,000 

i ~,OOO 

( 1,533) 

(1 )3,081) 

Modal 2: An 80% employer mandate on fin nsofall sizes. 

Firms pay the lesser of the full em loyer 
premium share or 5.5% to 12% of hatworker's wages, whichever 
is less. Cap is determined by firm izeand a verage wage in the firm. 
Firms of all sizes are eligible for th se caps. 


Firms of 1000 workers or more pa\ 
a 1%pa yroll assessment. 

Firms of 1000 workers or more are outside 0 f the community 
rating pool. 

Premiums are 5% below the CSO ;coring of theHSA. 



.. 


, ',,. 

Model 3 

, Total Errployer Payments 
1 Year (1994) ($m) 207. 55 

Average Employer 
Payments per Family 2.06 

, Total Famlo/ Payments 
1Year (1994) ($m) 63. !20 
Average Famio/ Dil'lid 
Premium Payments 12 

Govemment Subsidies: 

1 Year (1994) ($m) 
 18 

errpioyer 
" 83. 

3025. 
household 58. i88 

Government Subsidies: 
5 Years ($m) 373,f82 
, errpioyer 130,f 12 

household 243'(69 

Government Subsidies: 
10 Years (Sm) 1.009, 31 

errployer 419.118 
household 590,,13 

Seiect Revenue Estimates: • 
Corporate Assessment 
Other Revenue 
Total (5 Years) 

'" 

45. 00 
36.80 
81.<:80 

Select Revenue Estimates: • 
Corporate Assessment 86.< 
Other Revenue 64.e ~ 
Total (10 Years) 150,2~ 

'Net Elfect on DencK • 
(5 Years) (2,3~8) 

Net Elfect on Deficll • 
(10 Years) (43.1 9) 

)Orethan 20 workers, 
11 after 3 years. 90% of workers in finns 

Model 3 : An 80% errployer mandate on firms of 
1200r less do not 

receive errployment based coverage, aullerrployer' 
mandate is,implemented, 

rofthe errployer 
premium share or 2,8% to 12% ollha! w 
Finns covering their workers pay the less 

rker'$ wages, whichever 
is less, Cap Is determined by firm size ClI daverage wage in the firm, 

yroll assessment 01 .1% 
r firm has 1-10 workers and 2"1. H11-20 
Firms not covering lhelr workers pay a IX 

I'Orkers, 

Firms 011000 workers or n10re are outsid~01\hecommun~y 
rating pool and pay a 1% payroll assessn ~nt 

Families nol receiving coverage through 1fleiremployer have 
their contrbutlons capp€d aI4-6% 01 inee me: appropriale cap 
Is determined by lamlly income, 

Premiums are 5% below the CBa $Corlfl\ ofthe HSA. 

, . 




·. 

Total Employer Payments 

1 Year (1994) ($m) 


Average Employer 

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 


Govemment Subsidies: 

10 Years ($m) 


employer 

household 


Select Revenue Estimates: 
Corporate Assessment 

Other Revenue 

Total (5 Years) 


Select Revenue Estimates: 

Corporate Assessment 

Other Revenue 

Total (10 Years) 


Net Effect on Deficit' 

(5 Years) 


Net Effect on Deficit' 

(10 Years) 


Modell: An 80% employer mand 

Firms pay the lesser of th 
premium share or 5.5% to 
is less. Cap is determine( 
Firms of all sizes are eligi 

Firms of 1000 workers or 

Firms of 1000 workers or 
rating pool. 

Premiums are equal to th 

IVbdel1 

226,847 

2,192 

. 60,398 

584 

82,096 
34,489 
47,607 

359,906 
145.199 
214.708 

962,004 
412.144 
549.861 

40,600 
24,600 
65,200 

81.200 
49,200 

130,400 

(394i 

(70,596) 

Ie on firms of aII sizes. 

full employer 

12% of that wo rker's wages, whichever 

by firm size and average wage in the firm, 

Ie for these caps. ' 


Inore pay al% payroll assessment. 

'nore are outside of the community 

CBOscoringo ftheHSA. 



'. 

L Model 2 

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

Average EmplOyer 
Payments per Family 

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

Average Family Direct 
Premium Payments 

Government Subsidies: 
1Year(1994) ($m) 

employer 
household 

Govemment Subsidies: 
5 Years($m) 

employer 
household 

Govemment Subsidies: 
10 Years ($m) 

employer 
household 

Select Revenue Estimates: • 
Corporate Assessment 
Other Revenue 
Total (5 Years) 

Select Revenue Estimates: • 
Corporate Assessment 
Other Revenue 
Total (10 Years) 

Net Effect on Deficit' 
(5 Years) 

Net Effect on Deficit' 
(10 Years) 

Model 2: An 80% employer mandab 

Rrms pay the lesser'of the f 
premium share or 5.5% to 1 
is less. Cap is determined b 
Firms of all si 

Firms of 1000 workers or m( 

Firms of 1000 workers or m( 
rating pool. 

Premiums are 5% below the 

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) 

on firms of all sizes. 

II employer 
% of that worke1'5 wages, Whichever 
firm size and average wage in the firm. 
r these caps. 

repaya l%payrcll assessment. 

re are outside 0 f the community 

eBO scoring of lheHSA. 



Mo~e!3 

Total ErJl)loyer Payments 
1 Year (1994) ($m) 

Average Employer 
Payments per FamRy 

Total Family Payments 
1 Year (1994)($m) , 
Average Family Direct 
Premium Payments 

Government Subsidies: 
1 Year (1994) ($m) 

efTllloyer 
household 

Government Subsidies: 
5 Years ($m) 

erJl)loyei 
household 

Govemment Subsidies: 
10 Years ($m) 

erJl)loyer 
household 

Seled Revenue Estimates: • 
Corporale Assessment 
Other Revenue 
Tolal (5 Years) 

Select Revenue Estimates: • 
Corporale Assessment 
Other Revenue 
Total (10 Years) 

Net Ellect on Defictt • 
(5 Years) 

Net Bled on Delich' 
(10 Years) 

Model3: An 800/. erJl)loyer mandate on fin 
II atter 3 years, 90% 01 wol1<ers in 
receive erJl)loyment based cove" 
mandale is implemented. 

Firms covering their wol1<ers pay It 
premium share or 2.8% to 12% ot 
is less. Cap is determined by lirm 

Firms nol covering their wol1<ers p 
• firm has 1·10 wol1<ers and2%H 

Firms of 1000 wol1<ers or more are 
rating pool and pay a 1 % payroll a! 

FamiUes not receiving coverage th 
their contrl:JUlions capped at 4·6% 
is delermlned by family income. 

Premiums are 5% below the CSO 

207,655 

2,006 

63,320 

612 

83,218 
25,130 
58,088 

373,982 
130,912 
243,069 

,009,331 
419,118 
590,213 

45,200 
36,080 
81,280 

86,200 

64,080 


150,280 


(2,398) 

(43,149) 

rsol morethan 20 wol1<ers. 
irmsot20 or less do not 
ge,alullerJl)loyer 

e lesserot t he erJl)loyer 
al woi1<er's wages, whichever 
ize and ave rage wage in the lirm. 

ya payroll assessment 011% 
1·20 woi1<ers. 

outside 01 the communhy 
sessrnent. 

ugh their emptoyer have 
tincome; appropriate cap 

,,-oringoltheHSA. 
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Bingaman PIon Savings VB. HSA 
'. ; .., ($ billions),..----=---....:...-----___-......jl 

Des~ription Individll sal wage caps from 4%-ll%~ bosed on firm 
51,.f. And average wage; Kennedy beneSt package 
(HSA-2 ~), ftnn~ with ~ 10 exempt if average wage s: 
$~4,OOO; S 5 non-offering and 1000"- pAy 1% of 
payroll, ~·10 non-offering pay 2% of payroll; e"~rrtpl 
worken; pay namore than 4·6% of AGI; 

1996-2000 subsidy SBvilll{lS IS 

1996·2004 subsidy savings 71 ' 

1996-2000 Revenue gains 49 
(assessments plus other 
revenue) 

97 
(assessments plus other 
revenue) 

1996-2004 Revenue gains 

", ), I. t , 



: 
I 

Model 3 : 

207, 55 

2, 06 

63, 120 

12 

83, 18 
25, 30 
58, 88 

373,~ 82 
130J 12 
243,( 69 

1,009, 31 
419,1 18 
590, 13 

45, 00 
36, 80 
81':: 80 

86,< 
64,e ~ 

150,2~O 

(2,3 ~8) 

(43,1 9) 

Tola! Errployer Payments 
1 Year (1994) ($m) 

Average Employer 
Payments per FamDy 

Tola! Famity Payments 
1 Year (1994) ($m) 

Average Famlty Dired 
Premium Payments 

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

errployer 
household 

Government Subsidies: 
5 Years ($m) . 

errployer 
household 

Government Subsidies: 
10 Years ($m) 

errployer 
·household 

Selec1 Revenue Estimates: • 
Corporate Assessment 
Other Revenue 
Total (5 Years) 

Seled Revenue Estimates:' 
Corporate Assessment 
Other Revenue 
Total (10 Years) 

Net Effec1 on DeficH • 
(5 Years) 

Net Effec1 on Deticft • 
(10 Years) 

Model3: An 80% errployer mandate on lirms of 
II aher 3 years, 90% of worKers in lirms 
receive errploymen! based coverage, a 
mandate is implemented. 

Firms covering their worKers pay the less 
premium share or 2.8% to 120/. ot that w 
Is tess. Cap is detennined by linn size aJ 

Firms not covering lheir worKers pay a pa 
I finn has 1·10 worKers and 2% U 11·20 

Finns of 1000 worKers or n10re are outsid 
rating pool a,nd pay a 1 % payroll ~"="n 

Famines not receiving coverage through t 
their contrbutions capped at 4·6% ot inee 
is detennined by family income. 

"lOre than 20 workers. 
1200r less do not 
ull errpIoyer 

rof the errployer 
rKer's wages, whichever 
daverage wage in the firm, 

yroll assessment of 1%­
vorl<ers. 

~ofthe communny 
nt 

reiremployer have­
me; appropriate cap 

Premiums are 5% below the csa sconOl oflhe HSA. 



. Estimated Differences in Premi m Inside' and Outside the Community Rate 

• We have provided 'back of the envelo 'estimates that the 'preIJlium' for a community 
rated pool including non-workers, publi 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 re ns that this does not mean ,that the premium inside 
the community rated pool will be 7% to 16% higher than the premium outside. 

I 

• First, these estimates refer to t e difference in 'benefits paid', and do not include 
amdinistrative loads. The admini trative load for plans in the community rate is likely 
to be 6% to 8% J;iigher than for lans outside the community rate. This larger load 
reflects factors such as the greatecosts. of collecting premiums from individuals and 
small employers and the 1.5% ad -on for academic health centers. 

• Second, the smaller communit. rated pool includes slightly under one-half of the 
community rated pool that includ all employees (this assumes that families with 
more than one full-time worker How the higher earner). If per capita benefits are 
\16% higher for a pool at 100 th in a pool including all workers, per capita benefits 
in the pool at 100 will be 34% h gher 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 i a pool containing all workers) correspond to 
estimates that per capita benefits e betweeen 16% and 34% higher in a community 
rated pool of employers at 100 d below than per capita benefits for employers 
outside of the community rated 1. 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 n administrative load and differences in per 
capita benefits, if employers above 10 are excluded from the ~mmunity rate, 
unsubsidized employers participating i the community rate will be paying premiums 
between 27% and 35% bigher than e ployers not participating in the community rate. 
This is likely to be perceived by small mployers as patently unfair} 

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

1 This assumes that per capita benef ts 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. 



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

employer 
household 

Govemment Subsidies: 
5 Years ($m) 

employer 
household 

Govemment Subsidies: 
10 Years ($m) 

employer 
household 

Select Revenue Estimates: 
Corporate Assessment 
Olher Revenue 
Total (5 Years) 

Select Revenue Estimates: 
Corporate Assessment 
Olher Revenue 
Total (10 Years) 

Net Effect on Deficit· 
(5 Years) 

Net Effect on Deficit· 
(10 Years) 

Net Effect on Deficit ••• 
adjusted by 500/" (5 Years) 

Net Effect on Deficit ... 
adjusted by 50% (10 Years) 

Modell: An 80% employer mand 

Rrms pay lhe ki.sser of lh 
pfOO'lium sha~ or 5.5% to 
is less. Cap is determinec 
Rrmso! all ,sizes a~ eligll 

Firms of 1000 walkers or 

Rrms of 1000 walkers or 
rating pool. 

P~miums~ equal to lh 

. Notes on the estimates: 
Revenue estimates a~ for tho 
Deficit effects ~ ~Iative to lhE 
Revenue estimates ~ p~limi 

l~odel1 

82,096 

34,489 

47,607 


359,906 

145,199 

214,708 


962,004 

412,144 

549,861 


40,600 

24,600 

65,200 


81,200 

49,200 


130,400 


(394) 
I 

(70,596) 

(197) 

i 
(35,298) 

Ie on firms of a II sizes. 

full employer 
12'1'" oLUlat waIker's wages, whichever 
by firm size and average wage in the firm. 
Ie forlhese caps.. 

~o~payal% payroll assessment 

ra~ a~ oUlside of lhe community 

CBOscoring oftheHSA 


e components I hat differ from lhe HSA. 

current system 

ary; lhey are nat official estimates. 


•• 	Sorting of firms is assumed to t p25%0!HSA sorting. 
This is a p~liminary estimate a d may underslate outsourcing effects. 

••• Due to lhe unofficial natu~ of t rase estimates, it is advisable to use a 
measure of conservatism in COl sidering lhese models. We suggest a, 
deficit reduction estimate lhat i1 half of lhat comlng out of lhe model 
as a ~sonable adjustment 



~.ULMHY Lb''::Jl! ll:l~ NO.UU(I D : 

Model 1 

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

Family Payments. ,Employer Payments 

$226,847$60,398Total (In millions) 

Average per Family $2,192$564 

Marginal rates used for Iculating household payments: 

HQysehold ("20%,,) share: 

Marginal rates applied to i come between $1 QQQ and 100% of poverty range. 

from 3.2 to 3.5%, dependi g upon family type. 

Marginal rate applied to in me between 100% of poverty and 150% of 

poverty is 5.7% for all fam Iy types. 

In addition, no family is re uired to pay more than 3.9% of their income 

for the household share. 

,Marginal rates applied to n n-wage income between $1000 and 100% of poverty 
range from 5.9 to 6.4%), d ending upon family type. ' . 
Marginal rates applied to n n-wage income between 100'%) of poverty and 250% of 

, poverty range fr.om10%tto 12.8%, depending upon family type. . 



M~e12 

Government Subsidies: 
1Year (1994) ($m) 75;507 

errployer 30,800 
household 44,767 

Governrnen Subsidies: 
5Years($m) 331;507 

elr()loyer 12:9,668 
household 201,899 

GovelTVJlent Sl.bsi::lies: 
10 Years ($m) 885,119 

efllJloyer 368,060 
household 517,059 . 

Select Revenue Estimales: • 
Corporate Assessment 41.000 
Other Revenue 27,OCXJ 
Total (5 Years) 68,000 

Select Revenue Estimates: • 
Corporate Assessment 82,OCXJ 
Other Revenue 54,000 
Total (10 Years) 136.OCXJ 

Net Eltect On Defd • 

(5 Years) (31.533) 

Net EIIect 00 Defd • 
(10 Years) (153,081) 

Net EIIect on Defd 
adjusted by 50".4 (5 Years)­ (15.767) 

Net Eltecl 00 Deftel • 
adjusted by 50".4 (10 Years)'" I (76.541) 

Mode12: An 60".4 efT'4JIOYer mandale 00 f~ of all sizes. 

Firms pay the lesser 01 the full emplo er 
premiJm shale Of 5.5% to 12% 01 IlK wo!1<.e(s wages. whichever 
is less. Cap is detennined by film siz and average wage in the firm. 
Firms 01 all sizes are eligible fOf ItIesE caps . 

. FIIT11S 01 1000 WO/1(ers or more pay a % payroll a ssessment. 

Firms 011000 wo!1<.ers or more ale 0\ Iside of the comrnuntty 
rating pool. 

Premiums are 5% bebw the CSO sc 

Notes on the estimates; . Revenue estimales are lor those compona 

Delicit effects ale relalive to the current sy~ 
Revenue estimates are preliminary; they a 

- Sorting 01 firms is assumed to be 25% 01 H 
This is ~ prel.iminaly estimate aM may und 

... Oue 10 the unolflcial nalure 01 UleSe estilTl2 
measure 01 conservalism in COnsidering ttl( 
deficit mduction eslimale thai is half 01 that 

as a reasonable adjustment. 

ring 01 the HSA. 

[us thaldifler from Ihe HSA . 

em. 
~ notolfidal estimates. 
j;A sorting. 
rstaleoutsourcing eftects. 
es, ~ is advisabte to use a' 
semodelS. We suggest a 
pming out of the model 



MHY Lb'';ji! ll:l~ NO.UU( ~.U~ID: 

Model 2 

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

Employer PaymentsFamily Payments 

) 

Total {in millions} 

Average per Family 

Marginal rates used for calcu 

Housebold ("20%/1) share: 

$218,242$57,430 

$2,108$555 

ating household payments: 

~ Marginal rates a,pplled tQ income between $1 QQQ and 100% of poverty range 
. from 3.2 to 3.5%, depending Jpon family type. 

Marginal rate applied to incon e between 100% of poverty and 150% of 

poverty is 5.7% for all family tVpes. 

In addition, no family is requir 3d to pay more than 3.9% of their income 

for the household share. ' 


~Qn-worker ,"80%") sham; 

Marginal rates applied to non-!Nage income between $iOOO and 100% of poverty 

range from 5.9 to 6.4%, deper~ding upon family type. 

Marginal rates applied to non-Nage income between 100% of poverty and 250% of 

poverty range from 9.3% to 1~ .0%. depending upon family type. 




Possible Mitchell-B aux-Boren-Like Com romlse 

• An 80% employer requireme t on firms of more than 20 workers. 
If after 3 years, 90% of wor ers and families in firms of 20 or less do not 
receive employment based co erage, a full employer mandate is triggered. 

• . Firms covering their workers ay the lesser of the employer premium 
share or 2.8% to 12% of tha worker's wages, whichever is less. 
Employer premium share is d termined by firm size and average wage i!1 
the firm. ' 

• . Firms not covering their wor 
. has 1=-10 workers and 2% if 

. rs pay a payroll assessment of 1% if firms 
1-20 workers. . 

• Firms of 1000 workers or mo, e are o,utside of the community rating pool' 
and pay a 1 % payroll assess ent 

• Workers and families not rece ving coverage through thei~ employer must· 
pay the full share of the prem urn, but their contributions are capped at 4 
to 6% of their income (cap Ie el determined by family income level); just 
as in HSA, non-workers recei e the same out-of...,.pocket protections and 
must pay the full share of thei premIUm. 

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



I'1HYLb'':::J4 11:1( NO.UU( ~.Ub 

Govemmanl Subsldlas: 
1 Yalll (1Q9.{) (Sm.l 83,218 
Q~loyer 21\,130 
oousernld £..8,088 

Ooverrtnenl SubsldlS3: 

6Yem(Sm) 359,142 
eCT'(lloyer 131.013 
l~uSQhold 228,129!. , , 

GoYGlTVIl9,t Subadlas: 
10 YMr6 ($m) ~9,1I07 
""l'Ioyer 01,261 
oolJ96l'old 548,646 

f:oIoot RovelllJO Ellkllllles: • 
Corporate Asso$SlTlOrC 46,?OO 
0Ir,91 RW6nue 36,060 
TOI!ll (5 Yoon;) 01.200 

Seled RavIIOO8 F~I()l::' 
CoIporllle Aasessmer1 8G200 
OIher Rwenue 64,060 
To.1II (10 YOIlrS) 60.280 

Nat Elfect all Delicl • 
(5 YaBnl) 17,238) 

Not Elf9CI on DefIcl • 
(10 Ye8l¥) ( 02.673) 

NIl. r.nod on OofIal, 

AcjJUSled tTf 50% (5 YIlani) - (A,R1A) 


Net f.n6Cl on DoIICl, 

A.c1Iwted by 50% (10 Years)'~ 61,7.87) 


mls. 

MocI913; An 8O'Yo arrpIoyer 1lWlfiR.16 (IIlllnllS """" \lIw.20 worketll, 
• liner 3 yalW, 90% ct wxken)n lin' 0120 or Iss5 Ii:> 001 
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Mltchell-Breaux-Boren-Llke Compromise 

Private Sector Payments 

In 1 Fully Phased-In Year, 1994 t 


! Family Payments Employer Payments 

t~ Total (In millions) 5207,655$63,320 

$2,006Average per Family $612 
.. 

" Assumes small firm exem ption in place. 
I 

Marginal rates used for calc lating household payments: 

Household ("20%") share; 

Marginal rates applied to in me between $1000 and 100% of poverty range 

from 3.2 to 3.5%. depending upon family type. 

Marginal rate applied to lnco e between·1 00% of poverty and 150% of 

poverty is 5.7% for all family ypes. 

·In addition, no family is requi ed to pay more than 3.9% of their income 

for the household share. 


Marginal rates applied to no wage income between $1000 and 100% of poverty 
range from 5.9 to 6.4%. dep ndlng upon family type. . 

Marginal rates applied to non wage income between 100% of poverty and 250% of 

poverty range from 10.5% to 13.4%>. depending upon family type. 
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HSA 

Govenvnenl SubGldie&: 
1 Year (19Q4) ($m) 88,170, 

omptoyGr 40,002 
household .46,088 

Government Subsidies; 
SYeMl{Sm) 396,000 

179,000 
houlI9hold 
emplOYGr 

217,000 

Goven'll1lQnt Subsldle,: 
10 YGars ($m) ;'082.000 

521,000employer 
hoosohold 661,000 

Select Rilvanue Estimates;'­
ColJXlfUt9 AS$Gssment 7,600 
Olhar Revenl/$ 19,300 
Toml (5 Years) 26,900 

Selilcl Revenue Estlmates: -
Corporuli A,,.ssm~nt 15,200 
Other ReI/GrIU$ i • 38,600 
Tow (to Years) 53.600 

Net Effect on Defidt' 
(5 Vears) 74,000 

Net Effect on Oolidt' 
(10 Years) 126.000 

Net Effect on Deficit. 
Adju::19d by 50% (S Years) . ­ 37,000 

NQt Effect on Defidt. 

Ac.iU8tG(.! by 50% (10 Yeers)'" 
 63,000 

HSA: hi 80% employor mand.."\tli on films of GIl slzas. 

ReglOflll 8lliance firms pay lhe ku ser of the employer premium 
sham for eacn worker In the linn. f3.5 to 7.9')(. of total payrCIII 
In ft1e finn, whichGvel is less. Cctp I, dGtennined by firm ei~ and 
aVGrogG wagEl ot the,firm. 
Firms of 5000 woJi(ers or monlcn lOsing to form thair O'MI 

COrpOIllt9 IlIliunoos are not eligible for $Ubsldies. 

Corporall;l alliance finns am ootsid 01 the community 
lilting pool QIoo PQY II. 1% ~yroll El eGs~enl. 

Note, on the elOtlmlltec: 
• 	 Rev~lM09 esllmot9s are for those oompopenta that dilfllr hom tllQ Other 

modoil~ preS41ntoo. [X,ficit Gffoctli are rel~6ve 10 the OJrrent ey<"tom. 
•• 	 Revenue e:>timates wld tTlulti.yel.'r wl!s ~y ils~matG!iI are conslstent 

with ella scoring. Revsnue estimates Ir dud.i 1995 sailings of $10 billion. 



ALTERNATIVE COMPROMISE PROPOSAL 

.This proposal builds on the MitchelllBr auxIBoren-type model, with the following changes: 

It allows for a voluntary insuran market to achieve universal coverage. 

Employers and families who cho se to purchase coverage receive subsidies to make 
coverage affordable (as in the M tchelllBreaux!Boren-type, model). 

For the working population, cov rage objectives are established by size of employer, 
and are evaluated over a five ye r period.· . 

For firms with 100 or ore employees: After three years, unless 85% of the 
currently uninsured famil' s with employees working for these firms are 
covered by their employe s, a mandate goes into e~fect for these firms .. 

For firms with 2S to 99 mployees: After four years, unless 80% c;>f the 
currently uninsured famili s with employees working for these firms are 
covered by their firms, a and ate goes into effect for firms with 25 or more· 
employees. . 

For firms with fewer th n 2S employees: After five years, unless 75% of the 
currently uninsured fami ies with employees working for these firms are . 
covered by their firms, a andate goes into effect for all firms. 

After five years, to ensure unive sal coverage, any family not covered through their 
employer must purchase coverag . 

lnsurance market reforms apply pon enactment (e.g., guaranteed issue of coverage 
and community rating), but speci I provisions are made so long as the purchase of 
insurance is voluntary . 

. ) 

lnsurers are permitted to pply a waiting period for pre-existing conditions 
when previously uninsure people purchase coverage. 

lnsurers are permitted to djust community rates by age, but not by health 
status) or other factors. 

To enhance competition and ens re fair application of fall-back premium caps, 
uncompensated care pools a.re fo ed so that the financial burden of serving the 
remaining uninsured is spread fa rly across all health care providers .. 

This approach achieves universal covera e while providing a similar amount of deficit 

reduction as the Mitchell!BreauxIBoren- ype modeL However, w'ithout premium caps, the 

deficit would be substantially increased, and employers and families would pay much more. 
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PARTICULAR CO EXITIES ASSOCIATED WITH 

A TRIGGER WITHOUT UN VERSAL COVERAGE AT THE START 


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

Universal coverage makes it asier to establish a competitive and fair 
insurance market, because uncomp' nsated care is eliminated and risk selection 
can be more easily controlled. 

A trigger without universal c verage from the start (i.e. -with no individual 
mandate to begin with) makes impl mentation more complicated in a number of 
ways, including: 

. 	 UNCOMPENSATED CA . _ Without universal coverage, 
uncompensated care will con inue to distort competition among providers 
and health plans. Uncompen ated are pools are needed to spread the 
financial burden of serving th rem~ining uninsured fairly across all health 
care providers. _Accurately asuring uncompensated care can be 
difficult, and uncompensated are pools require a new (and temporary) 
administrative structure. 

PRE-EXISTING CONDITI N EXCLUSIONS. 'To guard against 
. people delaying the purchase f insurance until they need health services, 

pre-existing condition exelusi ns for the previously- uninsured are 
necessary. 

AGE RATING. Similarly, u til universal coverage is achieved, age 

adjustments to premiums are ecessary to prevent: younger!healthier 

individuals from dropping exi ting coverage. Age rating is unfair, 

increases subsidy costs, and i more' complicated fot employers and 

families. 


MEASUREMENT. Evaluati g whether coverage objectives have been 
met (particularly if the objecti es vary by employer size) is more difficult 
and costly without universal c verage because there would not likely be 
an enrollment system that inel des information about all families. 
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.......--..May 24,1994 

NOTI 	 TO: Ken Thorpe 

FROM: Bri~qett Taylor 

Mauraen Teatoni, Senator B ueu.· o,trie., called, and. said that ahe 
,and Senator Curenbar er's 1'tice haci b••n working on tltri,9'9ar" 
options tor the • -They ware wondering it they could 
qet some idea from u. ~ow uch eavings would be lost, a••umin; 

, the HSA ba••line, it the p emium caps kicked in when States 
d1<1n,1 t lIl~et their taJ;:'vet. :t two, three or' four years out. Or 
put an~th.r way how much ,. vinqa would be ~ohieved it IOU applied 
a preml.WI1 tarqet to curren' baae11ne, but had it kick n two, 
three or four years out. Durenbarc;er'. attica hasb.en floating 
this by Kanne4y's peopl., ut they said. they can't qat eso 
numbers 80 wanted to know tva could q1va'thell a l::tallpark idaa). 

Maureen would. al~o like to know what would happan if the targets
only 	applied to Stat.swho • health care spen4ing cost. placed
them 	in the upper quartile at all states. . 

Maureen would '11k. to have a maetinq by th~ .nd of this week to 
discu... this if po.s,ible. 

Thanks. 

cc: 	 Jerry Xl.prier

Xaran Pollitz 

Chris Jenning'S 


, " 

I, 
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STA1EMENT OF THE PROBIEM 

• In a system based on voluntary purchase of insurance ~dong with guaranteed issue, 
it is possible that the risk pool of nsured will deteriorate: that the healthy will be 
more likely than they are today to be uninsured, and that premiums for those who are 

. insured will increase. This wOld be undesirable and we would want to protect 
against this scenario. 

IS IT UKELY THAT THE MANY OF HEALTIIY WILL DROP INSURANCE? 
(answer: It depends on what ass !.Ptions one makes about employer maintenance of 
effort.) 

• If.the subsidy schedule and treatment is such that it is reasonable to 
assume that most current empl yer effort will be maintained, then significant 
deterioration of the risk pool 0 er a three to five year time period is. probably not . 
a serious concern. The current on-group market is relatively small (approximately 
7% of the under-65 popUlation). Some of those who purchase non-group coverage 
might drop it as a result of movent towards community rating and guaranteed issue. 
However, if the community ratin pool is broad -- e.g., community rating up to 1,000. 
(or even 100) ~- the effects on t e overall composition of the risk pool should be 
relatively small.1 . 

• However, if the subsidies are enerous enough that significant numbers of 
employers would be expected to drop coverage, provide .a wage increase, and allow 
their employees to choose whet r or not to purchase insurance, then the numbers of 
people potentially purch~ing in he non-group market would increase. In this 
scenario, we might expect the 01 of insured persons to deteriorate over time as the 
healthy chose to exit. . . . 

HOW COULD WE MEASURE W'TTT"'1rtrTT"'R THE RISK POOL OF INSURED IS 
DEfERIORATING? . 

• If the average age of insured' persons is increasing, then we cOuld assume 
deterioration in the risk pooL uming we had some data system which indicated 
whether or not each individual or a sample of people) are insured, we could measure 
w~ether the average age of in ed persons increases during the pre-trigger time 

1 From the vantage point of indivi uals, 'relatively smalr might mean a premium increase 
of 2%-5% (e.g.). 'That is, premium' creases of this order of magnitude would be hard for 
the individual to distinguish from bac ground noise. However, in later discussions on how 
premium caps could be implemented' a system with voluntary enrollment,-fluctuations of 
this order of magnitude w'ould be rele ant and would require adjustments in the premium cap 
formula. . '. , . 
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peIjod. A similar data system will be required in order to detennine whether or not to 
'pull the trigger'. . 

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

• However, there are prob bly nc;> other good choices for obtaining reliable and 
timely measurement of wh ther the risk pool is deteriorating? ' '. 

IF THE RISK POOL IS DEfERIORA G, WHAT POLICY RESPONSES ARE ' 
POSSIBLE? 

• If we find that the pool of insu ed persons is aging, then we would want to protect 
the insured against the increased remiums that would result. 

• We could provide thisprotecti ,n, in theory, by providing an outside funding source 
. which would allow health plans t 	 reduce the premiums they charge to the insured. 
For exmaple~ to the extent we de ennined that deterioration of the risk pool was 
raising premiums for the insured, we might assess employers not providing health 
insurance.. 

• This money could be used to I uy down', premiums for the insured. The simples 
method would be to make a per pita payment to all health plans for each person 
insured; this would reduce premi ms to the insured to compensate for a deteriorating 
risk pool. Altematively, the out 'de funding source could be used to provide 
reinsurance for very high cost es -- e.g., for the 1.6% of hou~holds with 

2 Assuming we could get the data, e could examine the percent of insured persons with 
expense above some level -- e.g., $10, 00 or $30,000. Then,if the percentage of the insured 
with high expenditures increases from to year, we could assume that the risk pool 
det~riorated. However, there would be number of complications with such an approach. 
FromNMES 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 .5%. Differentiating an increase of this magnitude 
from the background effects of general edical care inflation, measurement error, white 
noise, and changed incentives for repo ing would be extremely difficult (and even worse if 
we were trying to do this at a state-by state level). Alternatively, we could add some 
questions to the CPS on self-reported ealth status to attempt to track deterioration inthe risk 
pool of the insured. While this might 've us some indication of the direction of change; it 
would not be sufficient to allow measu ement of the effect of 'any such changes on average 
premium. 
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expenditures 'above $30,000 per ye that account for 20.3% of expenditures. 

• This outside fupding source cau d be raised, for example, by an assessment on those 
employers who do not provide hea h iilsurance. As the number of people insured 
increased, both the need for the ass ssm~nt and the revenue from it would decline in 
tandem. . 

• It is not likely, however, that e will be able to do a good job of measuring the 
extent to which the risk pool is d teriorating or the effect of such changes on the 
average premium paid by the ins ' 

. MANDATORY REINSURANCE FOR HI 

red. 

The HSA specifies that prospecti e and retrospective 'risk.adjustment' should be • 
used to assure that plans with a dis roportionate number of high cost cases should not 

. be disadvantaged as a result. . 

. • 'A risk adjustment system, inc1ud ng, 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 adjust ent system will be greater when people are 
choosing whether or not to be insur than in a system. of mandatory insurance. 

• However, a reinsurance system ~ r high cost cases is neither necessary nor 
sufficient to deal with the potential roblem of deterioration, of the risk pool. H the 
healthy exit the insurance system, t e premiums for the remaining insured will 
'increase. Providing reinsurance for high cost cases (funded by an outside source) will 
protect against part of the effect on premium, but most of the effect will not be 
accounted for by such a mechaniSm 3 

3 H the healthy exit the insurance mark t, the insured will have a higher p~oportion of 
'high cost cases' than previously. A reinsu ance mechanism could protect against the effect of 
this on premiums. However, there will als 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 han 20% of expenditures, at least 80% of the 
effect of a deteriorating risk pool would no be compensatedJor by areinsurance mechanism. 
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SUMMARY 

• If the structure of subsidies' and he tax treatment of employer provided and . 
individually purchased insurance is such that it is reasonable, to assume that most 
employers will maintain effort, the we do not need to worry m.uch about deterioration 
of the risk pool and its effects on p emiums paid by the insured. 

• If significant numbers of emplo rs are likely to drop effort, then deterioration of 
the risk pool may be a problem. . wever, in this case we are unlikely to be able to 
doa good job of , either measuring t e magnitude of the ,effect, 'or of adjusting for it'. ' 

• Setting up a national reinsurance mechanism for high co~t cases will not resolve the 
major problems, that would be creat d if the iisk pool does deteriorate. 

• When considering how to imple ent premium caps' in a system with voluntary 
enrolhnent, careful attention must paid to the effects of. changes in the composition, 
of the risk pool on the level of pre ium increase that should be allowed., 

, , 
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I. 	 Proposed Policy 

This policy is aimed at expanding employer- ased coverage over a five.;.year period, at which time 
an individual mandate would be implemente. Within three years of enactment, the employer 
segment comprised offirms with over 100 e ployees would be required to cover 85% of their 
previously uninsured employees. Within a ur-year period, firms with 25-99 employees would 
be required to cover 80% of their previousl uninsured workers, and within five years, firms with 
less than 25 employees would be required to cover 75% of their uninsured workers. Ifany 
employer segment does not meet its covera e "trigger" within the specified timeframe, they would 
be subject to an employer mandate. 

ll. 	 The Problem 

It would be extremely difficult to implement this policy, due to: 

• 	 System Dynamics the volatility an complexity of both the labor force and the health 
insurance system 

• 	 Data Availability lack of sufficient baseline data and problems in ongoing data 
requirements 

ill. 	 Issues 

A. 	 System Dynamics 

• 	 Volatility Within a given year, milli 
of the ranks of the uninsured, and i 
how do we: 

- quantify the baseline of uninsured 

- measure compliance? 

- monitor ongoing compliance? 


• 	 Complexity The complexity ofbo 
numerous Definitional and measure 

• 	 Dual-Worker Families A 
two-worker families. How 
firms of different sizes? 

• 	 Definition and Measurem 

ns move into and out of the workforce, into and out 
0 and out offirms of different sizes. In light of this 

y firm size? 

the workforce and the insurance system raises 
ent issues. For example: 

ignificant segment of the labor force is comprised of 
ould we allocate these workers and their children to 

nt of "Employees" How is "employment" defined? 
For a given employer segm nt, is the target percentage applied to full-time 
employees, all employees, r all employees and families? Definitional changes 
affect both the baseline nu ber of uninsured and the level of responsibility placed 



on employers. 

• 	 Definition and Measurem nt of "Covered" How is "covered" defined? Does 
an employer segment get cr dit for coverage if the employee gets coverage 
through a non-employer sou ce? A smaller employer segment source? 

• 	 Does an employer se ment get credit only if an employer contributes to the 
premium? 

• 	 Does an employer g t penalized if an employee opts not to buy coverage? 

• 	 Does being insured a I through the year or part of the year constitute 
"covered" 

• 	 Definition and Measurem nt of "Coverage" How is "coverage" defined? Is 
there a minimum level ofbe efits that constitutes "coverage"? If so, how would 
we assess whether a firm is i compliance with this level of benefits, given the 
heterogeneity of current ins rance products? 

• 	 Definition and Measurem nt of "Uninsured" Is the number of uninsured 
measured at a point in time r over a period of time? the baseline number of 
uninsured and the magnitud of the coverage goals will vary greatly depending 
upon whether point-in-time r longitudinal estimates are used to determine the 
number of uninsured worke 

• 	 Definition and Measurem nt of Compliance What would it mean to be in 
compliance? Would an emp oyer segment be in compliance ifit reduced the 
number of previously uninsu ed workers by the specified percentage, or would 
compliance depend on achie ing a specified percentage of insured workers given 
the current size and makeup of the workforce? 

B. 	 Data Availability 

• 	 Data needed at the national evel: 

Number (and type) f employees by firm size 
Number of dual wor er families 
Number of depende ts by firm size 
Insurance coverage y firm size: source, type and duration of coverage 
Number of People s bject to probationary and waiting periods 

• 	 Current Data Sources: 



National Medical Ex enditure Survey (NMES) , 

National Employer Haith Insurance Survey (NEHlS) 

Current Population S rvey (CPS) 

National Health Insu nee Survey (NHIS) 


• Limitations ofcurrent data s urces 

Available statistics d not capture dynamics of system 
(employment fluctua ions, changes in insurance coverage) 

Lack of information n number ofdual worker families, 
number of dependent by firm size, and insurance coverage 
(source, type and dur tion ofcoverage) 
Long delay between ollection and availability of data 
Current data is cross- ectional. Point-in-time estimates of the uninsured 
are not representative of (underestimate) the number of people without 
coverage over a perio of time. 
Current data sources re survey-based. May be unable to disaggregate 
data to the firm size I vel. 


