
Alternative Triggers 

I. 	 Gephardt ~- Delayed One-time Mandate Trigger . ~ \ l ~ -. '1 '1 

• No employer or individual mandates Untill~'"1f/J . or 
• 	 no premium caps until 1999, subsidies tied to p'temi~1;sJin"""""~ 

interim to protect government:. r . ) . 
. / (\c1- yov.. rc,- Lo~ tA­

--	 bidding assessl11ents + fallback Medicare Part C program 
to accomplish premium control during interim in under 
1000 sector, no constraint on 1000+ sector in interim 

• 	 up to 1 % payroll assessments on firms with S 1000 workers that 
do not offer until the mandate (0.5% in 1996, 0.75% in 1997, 
1.0% in 1998), 1 % assessment on firms with 1000+ worke'rs 
from 1996 on. 

•. 	 Pur:e individual wage caps (5.5%-12%) for firms and HSA-Iike 
subsidies for households. 

• 	 5 % lower benefit package. 

• 	 No benefit expansion in 2001 and no S&L subsidies. 

Results: 

o 	 $IIIB deficit increase in 1995-2000 (HSA was $74B). 

o 	 $21Bdeficit reduction over 1995-2004 (HSA was $126 
deficit increase). 

o 	 Fiscal problems driven by giving subsidies to currently 
insured, de facto faster phase-in than HSA. 

o 	 options considered for closing short run deficit problem: 

reducing benefit package another 5% ($16B) 
reduce employer subsidies by 1/2 until 1999 ($57B) 
delay 	start of program ($55B) 
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II. 	 Mitchell-Breaux •• Sequential ndate Trig~ers 

• 	 ?~'"7~ t ~ 0 1-S-Firms with 100+ triggered in 199 26-99 in 1999, 2-25 and 
indhliduals mandated in 2000. , 

of-	 ~~a.-,• 	 HSA Premium caps assumed. ~;")~ I 
• 	 2% payroll assessment on 26-1000 until they offer, 1 % on 1000+ 

that do offer from 1996, 3% on 1000+ until they offer. 

• 	 Mitchell (2.8-12%) individual wage caps for firms and HSA-like 
subsidies for households. 

• 	 5% lower benefit package. 

• No benefit expansion in 2001 and no S&L subsidies. 

Results: 

o 	 $88B deficit increase in 1995-2000 (HSA was $74B). 

o 	 $36B deficit reduction over 1995-2004 (HSA was $126 
deficit increase). 

o 	 Fiscal problems driven by giving subsidies to currently 
insured, de facto faster phase-in than HSA. 

o 	 options considered for closing short run deficit problenl: 

reducing benefit package another 5% ($22B) 
reduce employer subsidies by 1/2 until 2000 ($67B) 
1/2 empJoyer subsidies until mandate ($48) 
no subsidies to currently offering firms ($60B) 
delay start of program ($55B) 
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III. 	 Mitchell-Breaux-Bradley-Finance 

• 	 Combines Mitchell-Breaux with Bradley's alternative to 
premium caps and some elements of Moynihan's mark. 

• 	 100+,26-99, 2-25 and individuals triggered as in Mitchell­
Breaux (1998, 1999, 2000, etc.) [although we are considering a 
variant that triggers in 1999-2001]. 

• 	 No hard premium caps, but plans are taxed for bids above the 
target. This serves to constrain bids somewhat, and works like 
a tax cap for consumers at the same time. Tax rate set to keep 
government whole for higher household subsidies and revenue 
loss from higher business spending. 

• 	 . Employer subsidies indexed to shift risk of higher premiums to 
. firms from government. 

• 	 8% lower benefit package. 

• 	 Less generous household subsidies (5% instead of 3.9% on the 
20% share, only up to $30,000 instead of $40,000). 

• 	 No Iong term care, no Medicare drug, no early retiree subsidy, 
and lower Medicare program savings. 

Results: 

o 	 Not estimated yet. Very complicated set of interlocking' 
assumptions. Good numbers not possible in less than a week. 

o 	 Given reduction in overall benefits, numbers may appear to 
work, but they will always have more inherent uncertainty than 
those derived from assumptions about complete mandates with 
premium caps. 
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Subsidy cost: 

HSA 
Trigger 

Assessment 
Revenues: 

HSA 
Trigger _ 

Number 
uninsured 

HSA 
Trigger ". 

1996 


11 

58 


1 

12 


33 

34 


1997 


37 

64 


2 

13 


23 

31 


1998 


98 

72 


2 

14 


() 

25 

1999 


122 

74 


2 

14 


0 
20 

2000 


128 

114 


1 

15 


0 

0 


1996-2000 


396 

382 


4\,- \-~ 

8 

68 " 


1996­
2004 

\()1) 'itt! 
1082 1,,\3· ~ 
948 10+~

----~ 

t,\~-:.\ . ~~~ , -+ tl. J 

12 
 ,. c.e......-_ 

v128 ,tNI.'W 

-/ 

Subsidy cost of Trigger assumes: 	 No benefit package expansion in 2001, 8% growth in subsidies after 2000, 25% of the 
HSA level of outsourcing after 2000, no subsidies for state and local governments 

Assessments: 	2% of payroll on firms with 26-999 workers that don't offer health insurance, 1.5% for firms with 1000+ 
workers that do offer, 3% for firms with 1000+ workers that don't offer. 
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Element., of Trigger Model 6.1.94 to Keel) in Mind 

1996 1997 I 1998 __ 1999 

Premiums, vs. liSA +5% +5% . +2% -1% 

Cap Growth rates 4.5% 4.0% 3.5% 3.0% 

Potcntial Savings losses. 
--­

Medicaid 2 5 15 22 

Medicare 1 2 6 8 
--­ --­

Other. Federal 1 2· 9 11 
Programs 

Cafeteria plans 0 1 2 3 
restrictions 

--­

Potential Revenue gains 

Revcnue from the ? ? ? ? 
r .. c­ . -. . 

Mandate, Cost 
Containment, and 

I 
Suhsidies 

2000 

-5% 

3.0% 

26 

8 
.. 
15 

4 

?. 

I 96-00 

70 

25 

38 .I 

10 > 

?. 

",. $"oC 

"\$ ~ 

I) 
IJY .-'3a 
.\* 1 

\ 

-lcadcl'\(riggcr.ol2 
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), 

1998 	 2000 
.~"F~~--Ell 1997 1 \1999 1 I1996-wOO I~~~:--------... 

.1 . 
Subsidy cost: 

'-b 

i~ 

HSA 

Trig 


J ~ Ass¢ssment 
Revenues: , 

,: HSA, 

i 
~c3 

1 2 
Trigger 12 13 

Number 
uninsured 

".L 

HSA 33 23 
Trigger 34 31 

,~ 

~ 

98 
72 

2 
14 

,.,w."­

o 
25 

122 128 
74 1 114 

~-. 

14 
2 11~ 

o o 
20 o 

396 1 1082 " 
948 '~82 

,'!~ :. 

128 
12868 

Subs~.dy cost of Trigger assumes: 	 No benefit package expansion in 2001, 8% growth in subsidies after 2000, 25% of the 
HSA level of outsourcing after 2000, no subsidies for state and local governments 

Assessments: 2% of payroll on firms with 26-999 workers that don't offer health insurance, 1.5% for firms with 1000+ 
'~orkers tha~ d: offer, 3% for firms with 1000+ workers that don't offer. ,\ 1 ..... 
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SUBSIDY COSTS (BILLIONS) 

1996-2000 1996-2004 

Mitchell Carve Ou·t 
with HSA-5% 

$370 $980 

Mitchell Carve Out 
With HSA-10% 

$340 $890 

Mitchell Carve Out 
With HSA-15% 

$310 $810 

Mitchell Carve Out 
With HSA-5% and 
reverse, trigger; 
hsa growth through 
1998 then managed 
competition; no 
2001 benefit 
increase and no sll 
subsidies 

$400 $1115 

Mitchell Carve Out 
with HSA-5% and 
reverse trigger; 
hsa growth through 
1999 then managed 
competition; no 
2001 benefit 
increase and no sll 
subsidies 

$380 

, 

$1030 

HSA $396 $1082 
ALL ESTIMATES ARE PRELIMINARY AND NOT OFFICIAL 
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OPTION 

5% Reduction 

Option 1: 

Option 2: 

Option 3: 

10% Reduction 

Option 1: 

Option 2: 

Option 3: 

Option 4: 

Option 5: 

Option 6: 

Option 7: 

Option 8: 

• ' 

TABLE 2 
PACKAGES FOR 5% and 10% REDUCTIONS (HSA BASE) 

FOR FEE-FOR-SERVICE 

Raise coinsurance from .2 to .25 

Raise cost-sharing maximum from $1,500 per person 
to $2,500 

Raise deductible from $200 per person to $325 

Out-of-pocket maximum $2,500/$3,000, .25 
coinsurance; $250 hospital deductible 

Out-of-pocket maximum $2,500/$3,000, .25 
coinsurance; deductible $350/$700 

Out-of-pocket maximum $2,500/$3,000, .25 

coinsurance; deductible $275/$550; eliminate 

dental and vision 


Out-of-pocket maximum $2,500/$3,000; deductible 
$500/$1000; eliminate dental and vision 

Raise out-of-pocket maximum $2,000/$3000, raise 
deductible to $325, and cut mental health benefit 
to Blue Cross Standard Option level. 

Raise out-of-pocket maximum to $2,000/$3000, raise 
deductible to $325, eliminate special preventive 
services package 

Eliminate prescription drug coverage. 

Eliminate mental health coverage . 
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TABLE 1 
OPTION PACKAGES FOR 15% REDUCTIONS (HSA BASE) 

FOR FEE-FOR-SERVICE* 

Each option contains a set of changes all of which must be done 
to obtain 15%. 

Option I 
, 

Raise Cost Sharing ..20 to .25 
Raise Out of Pocket $1500 to $2500 
Raise deductible to $400 
Add a $250 per hospital admission deductible 

Option II 

Raise Cost Sharing .20 to .25 
Raise Out of Pocket $1500 to $3000 
Cut Mental Health benefit to Blue Cross Standard 
Change Prescription Drug cost sharing (.2 to .6 in higher) 

Option III 

Raise Out of Pocket $1500 to $2500 
Eliminate Prescription Drug or Mental Health 

Option IV 

Raise Out of Pocket $1500 to $2,000 
Raise deductible to $250 
Eliminate preventive services package 
Cut mental health benefit to Blue Cross Standard 

*To get full 15% will need comparable reductions in HMO benefits. 
See Table 2 for HMO package. 
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OPTION 
TABLE 2 

PACKAGE FOR 10% and 15% HMO REDUCTIONS 

In order to get a 10% or 15% reduction all of the 
be needed: 

Change -10% 

Hosptial or specialized 
facilities admission 
deductible 

o $250 

, Emergency Room Use 
(includes physician charges 

$10 $100 

Inpatient Surgery 
(in addition to hospital ded

$10 
uctible) 

$100 

Delivery 
(in addition to hospital deductible) 

$10 $100 

Outpatient Surgery 
(includes facility charge): 

Outpatient hospital 
Freestanding facility 
Office Surgery 

$10 
$10 
$10 

$50 
$25 
$15 

Physician, dental visits, 
Other practioners 
(other than prevention, 

and vision) 
ADM, 

$10 $15 

ADM residential 
outpatient 

or $25 $35 

Routine vision exams $10 $25 

Home Health Care $19 $15 

Ambulance o $50 

DME o 20% 

Prescription Drugs $5 $10 

(HSA BASE) 

following would 

$400 

$150 

$150 

$150 

$75 
$35 
$20 

$20 

$45 

$35 

$20 

$75 

30% 

$15 
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DRAFT~ 
Trigger Model 6.1~94 

Subsidy cost: 
HSA 

, ' 

, Trigger 

Assessment 
Revenues: 

HSA 
Trigger 

Number 
" 

uninsured 
HSA 

",. ~. 

Trigger 

1996 

,~

11/ '4 !B 
58-=:ar:-_.,,­

1 
12 

33 
34 

,"" 

, 

0-, f 

1997 

~ 
37 
64 

2 

13 ", 


23 
31 

1998, 

~;.r 
lcf"" I~ 

I ,l 
98"'~ 
72'" ~, 

2 
14 

0 
25 

1999 

122 ' 
74 

2 
14 

0 
20 

2000 

128 
114 

1 
15 

0 
0 

1996-2000 1996­
2004 

-----~ 

396' 1082 
382 ' 948 

128 
1"2868~ 

" ~ 
>¢~ 

~~\ y. 
Subsidy cost of Trigger assumes: 'No benefit package expansion in 2001, 8% growth insubsidies after 2000, 25% of the 

HSA level of outsourcing after 2000, no subsidies for state and --local governments 

A.ssessments: 	2% of payroll on firms with 26.;.999 workers that don'! offer health insurance, 1.5% for firms with 1000+ 
workers that do offer, 3% for firms with 1000+ workers that don't offer." 
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SUBSIDY COSTS (BiLLIONS) 

1996-2000 1996-2004 

Mitchell Carve Out 
with HSA-5% 

$370 $980 

Mitchell Carve Out 
With HSA-10% 

$340 $890 

Mitchell Carve Out 
With HSA-15% 

$310 $810 

Mitchell Carve, Out 
With HSA-5% and 
reverse trigger; 
hsa growth through 
1998 then managed 
competition; no 
2001 benefit 
increa:se and no s/l 
subsidies 

$400 
I 

" 

$1115· 

Mitchell Carve Out 
with HSA-5% and 
reverse trigge~r; 
hsa gr'owth through 
1999 then managed 
competition; no 
2001 benefit 
increase and no s/l 
subsidies 

$380 

.. 

: 

$1030 

HSA $396 $1082 
ALL ESTIMATES ARE PRELIMINARY AND NOT OFFICIAL 
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MJ~MORf,\NDUM FOR THE RECO~D 

3.V\
FROM: Len Nkhols 

Derivation of Estimates Provided to Nexon 5/26194· 

DATE: 5/26/94 

1. 	 Overall subsidy savhlgs of Kenncdy mark: 21 

Urhnnesque AHCPR S year subsidy total: 375;3 
CBO's 	liSA: I.! 396 

ThJs is $lOb ~:reater than previous savings estin'lutcs, delivered prior to the ce­
calibration to Urban. 

2. 	 Better targeting (individual wage cap 
vs. firm 118yroll cap) 35 

This is 	the pure effect of moving to the 
individual wagc cap. I us cd HSA • Mitchell model 1 

(UI) (396-360). J subtracted 1 to make the whole 

thing odd to 1.1. 


3. 	 More generous household subsidies: .27 

Urb1l11CS(Jue AHCPR 5 year IIH subsidy total: 243.8 

CUO's lISA: 217 


4. 	 Employer subsidy savings from the 
SS )worker exemptio.n: 13 

I took employer subsidies to firms S 10 from AHCPR's HSA (#239) model and' 
subtracted R~: subsidies to firms S; 10 from AHCI'R's 241b (Kennedy Mark), 
muUII)Jied by lhe UIIAHCPR ndJ. factor, 40/51.2. Then, I multiplied by therallo 
of llayroll for finns with S 5 to IJayroli for firms with 5-10 from VT. 

5. 	 Imbedded in (~nch of these estimates is the effect of a 2% lower premIum. 

6. 	 Business snvInlgs: 

I took 	Ken's memo from Jim Mays who h,.d c.~lIculnted busines sllvhigs from the 
HSA con~istcl1it with CBO's analysis andba~elinc. From our earlier assumption 
lhol the revenue errecl~ llf Kennedy ore roughly similnr to those estimated' for Ul 
model 	141,] ill1ferred that business savings must be greater under Kennedy. lIow 
much 	more is the fundamcntal and unknowable answer.' Tn mindlessly as~igning 

i. 
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. I. i. 

Model 141 's revenue estimates to Kennedy's bottom line under extreme lime 
Ilrcssure during the evening of 519, I bad "given" Kennedy $15h in "other 
revenue" vis a vis the lISA. This would require, given Treasury's usual 113 rule 
of thumb, nn addItional $45b in business savings. Given that the HSA only had a 
total savings of $30b according to Jim, this didn't seem credible. In addition, 
AllCPR's model output showed virtuaJly identical total eml)loyer spen~ing 

. between Kennedy and the HSA, excluding corporate assessments. So, I decided 
to lower .lhe estimate of other revenue gains originally given to Kennedy by about 
112. This is consistent with the revenue estimate for lJJ Model 132 (Mitchell 
Model #2), and Kennedy's model ought to generllle something close to or grcHtcr 
than that. [Clearly we sbould now ask Trca.~ury to estimate the revenue effect. .. of 
the Kennedy model and the Bingaman alternative]. This meant) had to get 
enough extra business savings to l)ay for $8b In revenuc, or about $24b.. 1 then 
multlplied eadl year of Jim's business savings betwecn 1996·2000 by 
1/[30/(30+14)]=1.8. For the 10 year estimate, I needed $14b in revenue which 
requires $42b in extra business savlngs. I had already generated $24b for 1996­
2000, so I allocated the next $18b as simple additions of 4-4-4-6 during 2001·2004. 
I the)l added the cautionary footnote and called Lowell Solomon and told him just 
h~w rough these nU~lbers 8rre• 

,.. I. .. 
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Overall S year subsidy sa~ 01 Kennedy Mark vs.. USA 21 
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Better Targeting (individual wage cap vs. firm payroll caps) 35 
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IMBEDDED IN EACH OF 11:IESE IS THE EFFEcr OF A 2% PREMIUM REDUCflON. 

PRELIMINARV UNOFFICIAL STAFF ESTIMATES AFTER CONSULTATION wrru CBO AND THE 
ADM.lNISTRATION. 
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IV) 

o 
o 

Business Savings Per the Kennedy Mark 
IV) 

01 

00 

2002 I 2003 I 2004 
1996 

q 
en 

Business 1 
 1.5 1 
 126
16 
 36 
 40 
 62 
 88 

I" ­
01 
 savings 
>­
a: 
::E 

nlESE ESTIMATES ARE EXTREMELY ROUGH. TIlEY ARE DERIVED FROM A CBO BASELINE AND STAFF 
ESTIMATES OF THE EFFECTS OF mE lISA AND THE KENNEDY MARK.. THEY SHOULD ONLY 8E USED FOR 
R.LUSTRATIVE PURPOSES AND DO NOT REPRESENT OFFICIAL FSTIMA TES. 
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1996 11m 11998 I 1m 12000 1 2001 1 2002 1 2003 1 2004 . 

Business I0.7 IM 1 
0 

. 
7 lu Iw I~9 Isal IM.4 IU3~!. • 

savmgs 
t 

>­
a: 
E SOURCE: Jim Mays of ARC via· Ken Thorpe, using eBO baselines and HSA trajectories. 
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May 19, 1994 

MEMORANDUM TO 	 DANA HYDE· 

CABINET AFFAIRS 


FROM: 	 KATHRYN HIGGINS 

CHIEF OF STAFF 


SUBJECT: 	 Health Care Reform 

On Tuesday, May 17 the Secretary rnade·three phone calls to 
members of Congress to discuss health care reform. The following 
1s a report on these discussions. 

LYNN SCHBN1t (D-CA) 
House Energy and Commerce Committee 

Rep. Schenk told·Reich that "Dingell knows that if he can* 
get the other 11 swing" votes, . I'll be with him. fl . 

. She mentioned 	the fact th~t Dingel1 has promised her that he* 
will oppose HSA's Epstablishment of .a panel to push for lower 
prices on new drugs. Ira Magaziner reasaured.her that 
"there would be no backroom deals by the White House to back. 
off on [this deal]." 

She's pro-choice; she's asked the President, Dingell, and* 
Waxman on several occasions that "there be no backroom 
deals" on abortion. She wants to make sure the WhiteHouse 
goes to the mat on this.· . 

She thinks we made a big mistake on the alliances by making* 
them so.big, bureaucratic, and flincompX"ehensible," but she 
will support the voluntary ones in the Dingell mark . 

.She suggested that the House postpone the August dis.trict* 
work period until they pass a bill. 

We've got to do better job of countering NFIB on small 
business. 
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. I. 

WILLIAM com (D-PA) 

Hous.e Ways and Means Committee 


* 	 Rep. Coyne mentioned that he was happy to see that the 
Prp.sident will be meeting with the Committee chairs and 
congressional leadership. He wants to see some direction 
among all the competing bills. 

* 	 He supports single payer but knows that there aren't eno~gh 
vot'es to pass the measure. . 

Thinks that individuals should have the option to choose a 
rnedicalproIessional. 

.. 	 Feels strc>ngly about the need for cost containment. 
Believes we have.a real. problem with escalating health care 
COS1:S. 

TIM ROEMER (D-IN) 

House Education and Labor 


* 	 Thinks the President did a good job of getting.the debate 
started and hopes that he can vote with the President. 

'* 	 Concerned about treatment of children, especially for 
immunizations, inoculations, and preventive care. He said 
he plans on presenting an amendment at 'full committee to 
strengthen and clarify the HSA provisions in these areas. 
He did not say exactly what he had in mind but we will 
follow up. 

* 	 He said that many businesses in his state support an 
employer mandate, but he expects to see more flexibility 
than what .already exists. 

* 	 On premium caps: he likes the idea. of a trigger mechanism. 

*. 	 He mentionec:i that he.is not a co-sponsor of HSA.and does not 
support Cooper or any Republican proposal. He said he'S . 
closer to HSA than any oUler proposal but wants 1:0 see some 
modific,ations made before he signs on. 

* 	 He wants to help the Presid.ent and First Lady but he feels 
that getting bipartisan support will be necessary. 

* 	 He has concerns about several issues but hopes he can vote 
with the President in the end. 

Health Care Contact ; Monica Healy ~ 219-6141 



NO EMPLOYER MANDATE, BUT ALL EMPLOYERS 

SUBJECT TO HARD TRIGGER 


FIRMS WITH 100 OR MORE EMPLOYEES: .threeyears after enactment, 
.ifmarket reforms in a voluntary system do not result in 85% of 
the currently uninsured employees of firms in thi~ category 
gaining coverage, a mandate would go ihto.effect. . 

%.of employees in this category who are uninsured ... ll% 
.# of unirisured employees in this category~ .~ ... 7.4 million 

(B5% of 7.4 million =6.3 mill~on) 

% 0 faIl firms..,.......... L 6 % 

% of all employees .... : .~0.8% 

.. 	 FIRMS WITH 25 TO 99. EMPLOYEES: four years after enactment, if 
market reforms in a voluntary system do not result in 80% of the 
currently unins·ured employees of firms in· this category gaining 
coverage, a mandate would go into effect. . . 

% of employees in.this category who are uninsured ... 21% 
# of uninsured employees. in this category ...... 3:3 million· 

(80% of 3.3 million = 2.6 million) 

% of all firms .........:.. 6 . 5.% 

% of all employees.~ .... 15.9% 


FIRMS WITH FEWER THAN 25 EMPLOYEES: five years after enactment, 
if market reforms in a voluntary system do not result in 75% of 
the currently uninsured employees of firms· in this category 
gaining coverage,amandate would go into effect. 

% of employees in this category who are uninsured ... 26% 
# of uninsured employees in this~category ...... 9.B million 

(75% of 9 ..8 million = 7~4 million) 

% of· all firms .......... 91.9 % 

% of all employees ...... 23.0% 
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RECAPTURING EXCESS FEDERAL COSTS USING 
A IDGH COST PLAN ASSESSMENT 

There are no premium caps. Health plans may charge whatever· price results from a 
more competitive market. 

To protect the federal budget from the risk of higher premiums, excess federal costs 
are recaptured through an assessment on high cost health plans. 

The assessment serves two purposes: To maintain budget neutrality, and to exert 
downward pressure on premiums. 

(The federal budget is at risk for subsidy payments and tax revenue loss resulting from 
higher premiums. Higher premiums could be caused by- windfall payments reSUlting 
from universal coverage ":'-particula:rly in the short term -- or by a failure of 
competition, to bring down premium increases over time.) 

The assessment on high cost plans could work as follows: 

It couldbe applied only in states (or substate areas) where competition is 
ineffective. It is triggered automatically in a state if. the average premium 
exceeds the "target premium" in that state. ' 

The target premium for a stat~ (or substate area) is based initially oncurrent 
health care costs, but with added funding for the uninsured and aSsuming no 
windfall for providers or insurers. The target premium grows from year to year 
at' pre-established rates based on reasonable expeCtations for a more 
competitive health care marketplace. 

b. 	 It' could be structured in a variety of ways. Two options are: 

1.' 	 The assessment for a health plan, is X% of the difference betWeen the , 
plan's premium' and the, target premium. 

, 	 ' 

ii. 	 The assessment is applied to a plan's entire premium, but the percentage 
assessment rises by Y percentage points for each dollar the plan's 

, premium is above the target premium. ' 

'(Note: After the first year, the assessment could be applied based on a health 
plan's.rate of growth instead of its premium relative to the target premium.) 

c.' 	 The assessment could ,be applied after the fact (i.e. lagged a year) or set 
prospectively based on bids from health plans. 

d. 	 The assessment could be administered as a tax, or as an offset to payments to 
health plans (assuming there is a premium clearinghouse or reinsurance pool of 



some kind). 

If administered as an offset to payments to health plans, the assessment would 
in tum be used to offset federal subsidy payments to the state (or substate 
area). 

e. 	 The percentage assessIJ1,ent is set nationally each year, and is calculated in 
order to recoup excess federal costs. While the same assessment percentage 
applies everywhere, it is triggered only in areas where competition is 
ineffective. If the assessment raises too much or too little revenue to recapture 
excess federal costs, the percentage is adjusted accordingly in the following 
year. 

4. 	 The assessment would apply to community rated plans, but could be broadened to 
experience rated and self-insured plans as well (with some modifications). 

~jl?-'~ 

I' 
Dr (' ~rrvJ~ Cv-{.....JvN.tJ. 
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PRELIMINARY DRAFT 
May 16, 1994 (10:S1am) 

GENERAL DESCRIPTION Benefit Package:· 
• Two benefit packages, a basic package and a 

standard package, would be defined. The basic 
package would be [20%] less than the.standard 
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. 

Firms with more than 20 employees: 
• Employers would be required to pay 80% of the 

average premium for the basic benefit package. 

• Employers payments would be. capped at a 
specified percentage of each worker!s wage. 
Smaller firms would receiye more generous 
subsidies. 

• All firms would be eligible for subsidies. 

Firms wi th 20 or fewer employees (II exempt 
employers") : . 

• 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 
eligible for subsidies. 

• The exemption would be eliminated if 90% of 
currently uninsured workers are not insured by 
1998 and 95% insured by 2000. 



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 fo~ the full difference between the 
two pa'ckages. 

• 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 for cost-sharing are 
provided for low-income families during the 
phase:-'in period. 

Cost Containment: 
• Premium caps would be in place for first three 

years of system. 

Subsidies: 
• Federal subsidy costs are capped as in HSA. 

Community Rating: 
• 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 6ffer two benet:it 
packages, a basic package and a standard package. 

• Employers would be required to a percentage of 
the basic package. Employers could pay more 
(toward the standard package or for supplemental 
benefits) . 

• Families would be required to have at least 
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 (without subsidies, 
although employers may contribute) . 

• Benefit package; Two benefit packages, a standard package and a 
phase-in 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 ain Energy and Commerce Staff 
Draft. 

Basic backage: 
• 	 [20%]1 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 copayments rather than 
coinsurance. 

• Federal deficit reduction targets 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 mE;t. 

~ Deficit reduction target would be $50-100 
B over ten 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. 

Three scenarios should be tes wi th the' value of the 
basic package 10%, 15% and 20% less than the standard package. 



• Employer Payments Firms with more than 20 employees: 

• Employers generally would be required to pay 
80% 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 
percentage 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. 
~ Exempt employers with 11 to 20 workers 

. 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 the population must be insured by 

1998; 

~ 95% of the population must be insured by 

2000. 


Self-employed people: 

• OPTION 1.. Self-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. 

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

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 consideretl 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 working for nonexempt firms (including 
exempt firms that choose to provide coverage) : 

• 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) . 

Families working for exempt employers: 
• Families working for exempt employers pay the 

entire premium (a per worker employer share and a 
family share) for the basic package. 

• 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) . 

Nonworking families: 
• Nonworkers pay toward the employer share as 

under the'HSA. 

Families choosing standard package: 
• Families choosing the standard package are 

responsible for the fuli difference between the 
basic and standard packages. 

• No subsidies apply to the difference. 

Special rules for dual earners: 
• 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 HSA. 

• 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. A portion of the 
difference would be subsidized (on a 
sliding scale basis for those between 100% 
and [150 200%) of poverty.<'\'J. l-~ 

-. ~ .'(," 'U =~",..-.--+-_ 

~~. 
 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 t~ey 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 to be community 
rated. 

• Taft-Hartley trusts and rural electric and 
telephone cooperatives can elect to be experience 
rated. 

• State and local governments with more than 
1000 employees can elect to be experience rated. 

• All experience rated employers (including 
state and local governments) pay ci .i% of payroll 
surcharge. 

• Cost containment • Constrain initial premiums (as under HSA)·and 
growth rates for first three years: 

~ OPTION 1. HSA growth rates through 1998. 
~ OPTION 2 .. Managed care growth rates 
through 1998. 

• Constraints are removed after 1998. If growth 
exceeds projected rates, constraints are applied 
in following year. 
[what are we recapturing? what is permitted rate 
of growth?] 


