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MIDDLE CLASS LOSES UNDER CLINTON’S
MANDATED UNIVERSAL HEALTH COVERAGE

Dear Colleague:

The President is making a last-ditch attempt to rally public opinion hehind his government-run
health care proposal. His latest pitch contends that the middle class would benefit from mandated
universal coverage. ‘

Nothing could be further from the truth.

The middle class stands to be hurt the most by the Clinton health scheme. Wealthy Americans
will feel less of a pinch from the regressive payroll taxes financing the plan, and they will find ways

around health spending caps desxgned to ration care. Lower income Americans will be protected with
huge government subsidies. Stuck in between, :mddle class Americans will bear the burdem of the

President’s health reform plan.

® The insurance market reforms in the President’s plan will increase premiums for more than 65
percent of Americans,  Younger Americans with lower incomes will subsidize older Amﬁncans
at thm earnings peak. .

® The employer mandate, administered as a 7.9 percent payroll tax, will cost the Nation between
600,000 and 2.6 million jobs. And, a substantial nurmber of these workers who do not lose their
jobs will experience pay cuts on the order of $2,268 per affected workar

® The proposed limits on health care spendmg would force Americans to give up $149 billion in
medical spending in the year 2000. The typical household would have to give up $451 worth of
medical services. Which doctor visits would middle class families forego?

| The Congressional Budget Office and many others have found that the Clinton health plan will
‘ increase the deficit, leading to bigger debts and higher future taxes for middle class Americaas.

Republicans have put forward bhealth reforms that address middle class Amenca s
. concermns—affordability and portability—without endangering jobs and rationing care. Middle class:
\ Americans want and need health reform—and Republicans, not the President, are solidly in their corner.

Sineérei&,

Chris Cox (R-CA) Jim Ramstad (R
Member, House Republican Caucus , - Member, House Republican\ -
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MIDDLE CLASS LOSES UNDER CLINTON’S
MANDATED UNIVERSAL HEALTH COVERAGE

High cost and restricted access to health insurance have been widely identified as serious
problems currently besett‘mg the health care industry. Issues like affordability, portability, pre-
existing condition restrictions, and other aspects of the current health insurance market, are
components of these cost and coverage problems. Under the Chnton Plan and its congressional
counterparts, all of these problems would get worse. .

Quahty of care, innovation, access to care, bureaucraéy, and income redistribution and
¢lass warfare surrounding the present health care system do not seem to be problems now.
Under the Clinton Plan, they would become problems.

President Clinton's health care plan would force middle class families. to pay more for
.less health care. The Clinton Plan will raise the cost of health insurance and lower the quality
of medical care available to families. Congressional committees now have passed four versions
of the President's mandated universal health proposal.' For middle class American families,
the Clinton health plan and its congressional counterparts will translate into higher costs, lost
jobs and rationed care.

PAYING MORE FOR LESS -

The Administration’s mandated universal coversge proposal would make health insurance
more expensive for many middle class families. In her testimony before the Senate Finance
Committee, Secretary of Health and Human Services Donna Shalala estimated that 40 percent
of all Americans would pay more for health insurance.? ‘

First, President Clinton’s plan adopts a one-size-fits-all approach. Everyone would be
forced to buy an expensive insurance package designed by the Federal government, paying for
coverage of services they may not want or need. The White House estimated that its mandated
insurance package would cost $1,932 for individual coverage and $4,360 for family coverage.
The Wyatt Company, an economic research firm, estimated that the Administration’s premium
estimates were off by 18 percent; individuals would pay $2,285 for coverage and families would
pay $5,155° Hewitt Associstes, an employee benefits consulting fitm, concluded that

'House Education and Labor Cammlt!eé - Health Security Act. H.R. 3600; House Education and Labor
Committee - American Haalth Secarity Act of 1994 - H.R. 3960; Senate Labor/Human Resources Committee -
Health Security Act, 8. 2296; and House Ways and Means Committee - Health Security Act, H.R. 3600,

Clymer, Adam, "White House Drops Talk of Capping U.S. Health Spending,” The New York Times, October
29, 1993, p. AlS.

The Wyatt Company, The Businass Council on National Health Policy, (Washington, DC, 1994),
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premiums would be 26 percent higher than the Administration estimates for individual coverage,
and 59 percent higher than Administration estimates for family cuveragc

Table 1—~Mandated Premium Costs Under Clinton Health Plan

Administration :
Estimates Wyatt Company Hewitt Associates
W
Single Coverage $1,932 $2,285 $2,337
Family Coverage $4,360 $5,155 $6,662

Second, the insurance reg:ulauons-commumty rating and guaranteed issue—would mean

- higher premiums for most middle class families, especially those younger Americans just

entering the work force and just starting families. The American Academy of Actuaries has
estimated that pure community rating would increase premiums for 65 percent of the privately
insured, non-elderly population (19 percent would face premium increases of more than 20
perceat). Among small employers (less than 25 employees), 63 percent would pay higher
premiums.’ The higher premiums on younger, healthier workers would subsidize the health
care costs of other workers leading less healthy lifestyles.

* Guaranteed issue requirements and limits on pre-existing condition exclusions are
designed to provide access to insurance for those who have been denied coverage or priced out
of the market due to an illness or medical condition. According to the Department of Health
and Human Services, approximately one million of the uninsured lack coverage because illness
has priced them out of the market.® Regulating the entire insurance market proves to be an
expensive means of assisting this relatively small population. In order to make insurance
available to these one million consumers, guaranteed issue regulations would raise premiums for
nearly all policyholders. According to the Council for Affordable Health Insurance, requiring
insurers to take all applicants and cover all health risks raises the cost of insurance for small
groups by as much as 50 percent.’

“Yamamoto, Dale, F.S.A., Testimony before the U.S. House of Representatives Committee on Energy and
Commerce, Subcommittee on Health and the Environment, Washingten, D.C., November 22, 1993,

SAmerican Academy of Actuaries, An Analysis ofMandmd Commumity Rating, Washington, D.C., March 1993.

“Based on 1987 NMES survey, which found that apprdxima!eiy 2.5 percent of the uninsured under age 65 "had
been deniad -health insurance coverage or offered limited coverage because of thelr health.”

- "Council for Affordable Health Insurance, "Guargnteed Issue: Gusranieed to Make the Problems in the Small
Group Market Worse,” Alexandria, VA, November 1992. ‘
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As the insurance regulations increase premiums paid by employers, employers will pass
those costs on to employees. Based on a review of the literature,® economists June and Dave
'O'Neill assume that employers pass on to employees 70 percent of the costs of the higher
premiums by reducing employee wages.” Economists Jonathan Gruber and Alan Kreuger
assume that firms would pass on to workers approximately 85 percent of the increase in health
insurance by lowering wages within a few years. '

‘State experience shows that these regulations fail to achieve their twin goals of lower
premiums and increased health insurance coverage. New York enacted community rating,
guaranteed issue, and a ban on pre-existing condition exclusions in 1993, For some younger
state residents, premiums increased by as much as 79 percent in one year.!! And despite the
huge new costs for younger policyholders, premiums for 55-year-old New Yorkers today are
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%See, for example, Barrern, Heather, Tax Incidence: A Selected Bibliography (Chicago: CPL Bibliographies,
1993). :

%0'Neill, June E, and Dave M, O'Neill, *The Employment and Distributional Effects of Mandated Benefits,”
(Washington, D.C.: American Enterprise Institute), 1994.

WKlerman, Jacob Alex and Dana Goldman, RAND Corpémion, "Job Loss Due to Health Care Reform,”
written testimony to the United States Senate, Committee on Labor and Human Resources, October 1993,

Sciam, Leslie, "New York Finds Fewer People Have Health Insurance a Year After Reform,* Wall Streer
Journal, May 27, 1954, S ‘
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Not surprisingly, many young consumers dropped their insurance coverage. Some New

York insurers report the average age of policyholders has increased three years or more, as

young, relatively healthy consumers are priced out of the market. .- The pumber of New Yorkers

buying individual and small group health insurance policies fell by 25,000 in less than one year,

and likely will continue to fall as insured New Yorkers face premium increases of 25 to 35

. percent this year.'? The New York Insurance Department reports that 43,666 individual policy-
holders have canceled thcxr policies since the law was passed.”®

Health economists David Bradford and Derrick Max estimate that community rating
under the Clinton Plan would overcharge young people by about $650 per year and subsidize
older people by about $2,000, In other words, the Clinton Plan would tax people ages 25 to 43
about 326 billion each year, while providing an annual subsidy of $33 billion to those aged 55

to 64.

The Kennedy bill in the Senate and the Williams and Gibbons bills in the House mirtor
the President’s proposal for insurance reforms. Middle class Americans would pay more for
health insurance to subsidize those at their earnings peak.

Even groups supporting these heaith reform bills have criticized the new insurance
regulations in them. Families USA, a group strongly committed to advancing government-run
health care, commissioned an actuarial study of insurance reforms proposed in 1992, The
study examines the impact of the health insurance reforms included in the Senate version of the
1992 tax bill: modified community rating, limits on pre-existing condition exclusions, and
guaranteed issue of insurance. The author, Gorden Trapnell Consulting Actuaries Limited,
concludes that "there would be three to four times as many ‘losers’--who would pay

- considerably higher premiums—as there would be wmners "

~ Even the so-called "moderate” Senate Finance Committee bill" includes "modified”
community rating that will dramatically increase the cost. of insurance for the middle class.
Modified community rating allows rate adjustments for age, sex, and geography, but still
increases premiums for most Americans. The American Academy of Actuaries calculates that

le’

"'Commumty Rating A Cure Worse than the Discase, Brief Amlysis No. 114, National Ccmcr for Pollcy
Aralysis, Dallas, TX, July 6, 1994

“Bradford, David, and Derrick Max, "Health Reform’s Rating Roundelay,” Washington Times, February 8§,
1994. | »

SFamilies USA, "The Senate's Small Group Insurance Reform: A Catastrophic Haalth Care Debacle in the
Making?" Washington, D.C., May (992,

"Senate Finance Committet — Health Sccurity Act.
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.under modified community rating, 79 percent of the privately msured non-elderly population
would pay higher premiums, and 76 percent. of small employers would pay more. The average
increase under modified community rating would be smaller than under pure community rating
but would affect more people.

Losing Good Jobs at Good Wages

The Clinton mandate requiring employers to pay for héalth insurance amounts to a 7.9
percent payroll tax on most employers. Several econometric studies have estimated massive job
loss as & result of the mandate and the other taxes in the Clinton health plan."” DRI/McGraw-
Hill puts the cost at 709,000 jobs.'® CONSAD research estimated job losses of 850,000, with
potential job losses of 3.8 million."

Table 2—Estimated Employment Effects of An Employer Héalth Care Mandate

Study Author/Organization . . ' Probable Job Loss
Office of Planning & Research/State of California 2.6 million
DRI/McGraw-Hill/CSE Foundation ; 709,000
O’Neill & O’NeilVEP1 780,000 - 890,000
JEC/GOP Staff 710,000
Klerman & Goldman/RAND ' ‘ 600,000
CONSAD Research Corp./NFIB 850,000
‘Fiscal Associates/NCPA , 677,000
Vedder & Gallaway/ALEC 1.0 million

Source: JEC/GOP staff study, Mandate for Destruction, prepamd at the request of Congressman Jim Saxton (R
NI), Member, Joint: Economic Committee, House Republican Caucus, lune 1994,

This destruction of jobs would affect low wage workers the most. Middle wage workers,
on the other hand, face another prospect—substantial wage reductions, Economists Richard
'Vedder and Lowell Gallaway estimate that the Clinton heaith plen would reduce wages by $93

See JEC/GOP staff study, A Mandare for Des:mctim, prepared at the request of chmmnve Jim Saxton
(R-NJ), Member, Joint Economic Committee, June 1994,

 MDRUMcGraw-Hill, The Adminisiration's Health Care Reform Plan: National Macroeconomic Effects,
(Washington, D.C., Citizans for & Sound Economy Foundation) February 1994.

“National Federation of Independent Business and the Healthcare Equity Action League, Employment and
Related Ecoromic Effects of Health Care Reform, (thtshmgh PA, prepared by CONSAD Research Corporation)
April 1954.
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billion in 1998.% That would amount to $2,268 per affected worker. Workers earning
between $14,000 and $30,000 per year stand to suffer most of the wage reductions, losing
between $660 and $2,300 per year in wages. Lewin/VHI found that when depressed wages are
factored in, more than half of all working age households (53.4 percent) would expenence a net
decrease in income in the first year of the Clinton heaith plan u | ‘

The Williams and Gibbons bills in the House contain vu'tually identical employer mandate
provisions and additional taxes on tobacco and on large employers that threaten the job security
of millions of working middle class Americans. The Kennedy bill in the Senate has an even
more destructive mandate than the Clinton proposal. The Kennedy bill calls for a payroll tax
of up to 12 percent for employers and an additional 3.9 percent for employees. According to
CONSAD Research, this larger tax could cost up to 1.7 million jobs. B

Wéiting 'in Line for Care

At the same time that the Clinton health plan and its congressmnai counterparts
‘undermine job security and income security for the middle class, they all fail to provide "health
security.” Instead, they threaten to reduce the level of care now'consumed by middle class

‘ Amencan families, ,

The Clinton health plan, as well as the Kennedy, Gibbons and Williams bills, would cap
the Nation’s spending on health care. The President proposes a cap so tight that it allows zero
real growth in health expenditures after the year 2000—not even allowing for a growing
populatmn Accordmg to DRI/McGraw-Hill estimates, the Administration price caps would
‘require Americans to give up $149 billion in medical spending in the year 2000.2 Had these
caps been in effect this year, DRI/McGraw-Hill estimates the average household would have to
give up $451 worth of the medical services. A reduction in medical spending on this scale
: would translate into eight fewer mps to the doctor’s office annually per family.

, Rauomng also threatens access to high-tech treatments. A National Health Board would
be vested with the authority to decide when certain treatments are "medically necessary.”
Bureaucrats in Washington would decide if treatments are worth the expense-—without even
‘seeing the patient.  Doctors and pauents would be forced to endure 'c00k-book

®yedder, Richard, and Eowell Gallaway, Canccalad Costs: The Real Ipact of the Administration’s Health Care
Plan on the Econony, A State-by-Sicte Amlym (Washungton. DC Amerlcun chxslative Exchange Council), March
1994, ’ |

3"The Effects of the Health Security Act on Employee Wages md a Compmscn of the Effects of the Heaith
Sacunty Act and the Individuai Tax Credit Program on Hous¢holds and the Individual Tex Credit Program,
“Estimated Cost and Impact,” for the Herlnge Foundation, Lewin/VHI, Fanrfu VA, March 9, 1994.

NDRIMchw-Hm The Adminisirazion’s Healt): Care Reform P!an National Mamconomr Effects,
(Washington, D.C., Citizens for a Sound Economy Foundnucn) Fcbruary 1994, L
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medicine—accepting the procedures allowed hy the National Health Board rather than looking
for cost-effective treatments and cures that suit each individual case, :

In nations that impose spending caps, access to these. treatments is often rationed by
politicians. The wealthy and the well-connected get care when they need it while middle class
families wait in line. In Canada today, nearly 180,000 people are waiting in line for surgery,
with 45 percent reporting that they are in pain.? For many of these patients, the risk of dying
‘in line is greater than the risk of dying on the operating table. The Clinton health spending cap
threatens to force middle class American families onto similar waiting lists.

Layers of bureaucracy would stand between patients and their doctors. The
Administration itself estimates that the health reform plan would require 50,000 new bureaucrats |
‘to administer it.* Dealing with insurers could become as difficult as dealing with the post
office or the department of motor vehicles. A series of gatekeepers would decide what insurance
coverage a family must buy, what "network” of physicians they would be allowed to see,
whether or | not they have direct access to specmhsts and what treatments are allowed when they
need care, X

Spending limits threaten the development of new treatments, as well. Fewer medical.
innovations would occur, to improve the quality of life for ill Americans. For example, medical
researchers made lifesaving innovations in the 1970s in kidney dialysis, CAT scanning and
‘pacemaker technology. These advances were far more widely available in the United States than
in other nations with national health spending limits. The rate of pacemaker implantation in the
‘United States during the mid-1970s was almost 20 times that of Canada, and the treatment of

‘kidney patients was more than 60 percent greater in the United States than in Canada.?
government busy trying to restrain spending within strict limits denies its citizens access to
lifesaving technologies. .

Piling Debt“on Us and Qur Families

 When the Administration released its proposal, it claimed the plan would trim more than
$50 billion from the Federal budget deficit. Soon after, the Congressional Budget Office (CBO)
exposed this myth, noting that even if the President’s spending caps are tightly enforced, the

“Pipes, Sally, The Queue Zone, (San Francisco, CA: Pacific Rmrch Institute), January 1994,

*Toner, Robm. "Washington Memo: ‘Allxanoa to Buy Hca3th Care: Bumucm or Public Servant?® The New
York Times, December 5, 1993, p. Al.

5McCaughy, Elizabeth, "No Exit,” New Republic, Februzry 1994, pp. 21-22.
¥Walker, Michael, and John Goodman, *What President Clinton Can Learn from Canads About Price Controls

and Global Budgets,” Policy Backgrounder No. 129, (Dallas, TX: National Center for Policy Analysis), October
5, 1993.
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Federal budget deficit would increase by more than $84 billion”” KPMG Peat-Marwick
calculated that if the spending caps are just 50 percent effectwe, the deficit would explode by
$282 billion over five years.?

As the deficit skyrockets, middle class Americans willf be faced with new taxes.

‘o ‘ Simply put, the Clinton health plan and its congressional counterparts would force middle
class Americans to pay more for less care. The Clinton health plan mesns higher health
insurance premiums, fewer jobs, lower quality and reduced availability of care for the middle
class. - .

REAL Rr.pom FOR mi: MIDDLE CLASS

The twin problems of excessive cost and restricted access to health insurance can be
tackled through a series of prudent changes to the tax code and the creation of government risk
pools. The central ingredient in rising costs (higher than overall price inflation) is the third
party payment system. In 1960, consumers paid 49 percent out-of-pocket for medical expenses,
and by 1993 it was down to 19 percent. CBO predicts direct payment by consumers will fall
to 14 percent by the year 2000. The expansion of government programs like Medicare and
Medicaid have contributed mightily to the inflation problem, of course, but third-party private
insurance produces similar results.

Another major cause of rising prices has been the tax code most insured people buy their
health insurance through their job because they can use pre-tax dollars rather than post-tax
dollars, reducing the cost by as much as 50 percent, considering all income and payroll taxes
paid by a typical dollar of wages. Locking health insurance into the employment system has
produced various problems like "job lock" and pre-existing conditions restrictions. :

The Democrat plans all attempt to address these problems by giving the Federal
government extraordinary authority to regulate the health care industry and to restrict individual
~choice. The Democrat plans attampt to solve virtually all of the problems in health care through
command and control regulations from Washington: to resolve the pre-existing conditions
problem, they would enact a regulation preventing insurance companies from imposing pre-

* existing conditions restrictions on coverage; to eliminate job-lock, the Democrat plans would
mandate that every employer provide heaith care coverage; to control rising prices, the

ACBO, 4n Analysis of the Administration’s Health Proposal, February 1994.

*An Analysis of H.R, 3600: The Health Security Act of 1993," KPMG Peat Marwick, (Washington, D.C.),
March 28, 1994. See also JEC/GOP staff study, A Billlon Dollars a Day: The Pinancing Shortfall in President
Clinton’s Health Care Proposal, prepared at the request of Congmsmm Jim Saxton (R-NJ), Member, Joint
Economic Committee, January 1994,
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Democrats would impose a variety of price controls euphemistically called community rating;
- and to lower the apparent cost of insurance fo consumers the Democrats would mandate that
- employers pay the bulk of the premium and would levy various taxes on insurance premiums.
Like King Knut of the 12th Century legend who tried in vain to defy the laws of nature by
commanding the waves to stand still, the Administration’s approach to health care reform is to
command everyone to behave just as the President thinks they should regardless of the laws of
economics. It won't work.

~ There are sensible reforms that will work to make health care more affordable and more
available for middle class Americans without killing jobs and destroying the quality of care. In
the Senate, for example, 39 Republicans joined Minority Leader Bob Dole to support the
Alternative Health Reform Proposal (AHRP) which puts forth a package of health reforms that
would solve many of the problems facing middle class Americans, without imposing new taxes
and new bureaucracies, or increasing the deficit.

Universal Affordability

~ The key to reigning in the rising cost of health care and making it accessible to everyone
is to allow every individual the same full tax deduction for health insurance that their employers
already enjoy. Combining this tax reform with elimination of stata-mandated health insurance
benefits, which drive up the price of insurance, and allowing individuals and families to set up
Medical Savings Accounts would ensure that market d:scxphne is brought to bear on health

industry pricing.

States currently mandate that insurance cover a variety of treatments—including in vitro
fertilization and hairpieces—that force middle class Americans to pay for coverage they may
never want or need. The AHRP eliminates these mandates, so that families can buy only the
coverage they want to buy—allowing them to reduce health insurance premiums by as much as
20 percent.”

Extending the current tax deduction for employer provided insurance to consumers who
purchase insurance outside the workplace will reduce the price of such health insurance to the .
middle ¢lass by almost 40 percent.® In addition, allowing Americans to select high-deductible
insurance and deposit the premium savings tax-free into 8 Medical Savings Account (MSA) (the
AHRP permits up to $2,000 for an individual and $4,000 for a family) would be a powerful
restraint on rising prices. Funds in the MSA would cover all routine medical

o

#Bive Cross Blue Shield Associstion, Impact of State Basic Benefit Laws on the Uninsured, Washington, DC,
December 1992, ’

XAccording to JEC/GOP staff calculations, Middle-class consumers currently buying health insurance with
after-tax income must earn $5,000 to pay for 2 $3,000 insurance policy, given a 28 percent Federal incoms tax rute,
a 7.9 percent FICA mx, and an average state income tax of 4 percent. Allowing them to use pre-tax income would
thus reduce the required earnings by $2,000, & 40 percent decrease.
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services~including check-ups and other services often not covered today by traditional
insurance. Money not spent each year on health care would eam interest in a special account,

- and would belong to the individual or family setting up the MSA. Since 80 percent of American
families spend less than $3,000 on medical care in any one year, most families would have -
substantial funds left over at the end of thc year.

; According to an actuarial study conducted by Milliman and Robertson for the Council
for Affordable Health Insurance, widespread use of Medical Savings Accounts would reduce
health spending by almost $588 billion over five years.!

Total Portability

The best way to make health insurance portable and guaranteed renewable at standard
rates is to make subsidized insurance available through high-risk pools to people who can't
purchase conventional coverage for a reasonable price. Middle class families no longer would
have to worry about insurance companies canceling their policies or pricing them out of the
market when a family member gets sick. And middle class Americans could change jobs
without losing their health insurance. According to the National Center for Policy Analysis,
solving the problem of pre-existing conditions through risk pools would cost less than 1/10 of
1 percent of our annual health care bill.® ‘

CONCLUSION

The kinds of reforms discussed here, and in large part contained in the AHRP, address.
the real needs of middle class Americans making health care and health insurance more
affordable and ensuring that coverage is never taken away due to illness or a change in jobs, -
As consumers take control over their own medical spending, health care costs will come
down—without the need for a new health-care bureaucracy to ration care and police individual
behavior.

This study was prepared by JEC/GOP stafy economist, Michelle Davis.

Litow, Mark, The Financial Impact of Medical Savings Account on Health Care Spending and the Federal
* Budget, (Alexandria, VA: Councll for Affordable Health Insurancs), October 1993,

National Center for Policy Analysis, "Risk Pools: A Better Solution for Pteexis:ing Conditions,* Bﬁef
Analysis, No. 112, Dallas, TX, June 30, 1994,
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o '[RE'Z New data on small bu31nesses and the purchase of 1nsurance

. RWJ funded two researchers who recently conducted a. poll on '
‘health beneflts (1993)" and small businesses (under 50 employees)
-Some of this data was. publlshed 1n a- Journal. Some has not been
publlshed. - , . : o :
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'Ql.‘ 85% of employers of '25-50 employees offer 1nsurance plans
70% of employers of 10 24 employees offer 1nsurance plans

;2111 Small employers (1 50 employees) are evenly d1v1ded on the
mandate lssue. Employers of 25 49 lndlviduals support a
mandate.f L

I The numbers of small employers supportlng‘a mandate are
1norea51ng : .



http:conduct.ad

‘especially true if discounts are offered. With such
discounts many small employers would save.

SMALL EMPLOYERS AND MANDATES

1. Among small employers who offer insurance:
. 51% support a mandate
. 38% oppose
. 15% neutral or don't know
(i.e., only 38% oppose --others support or have no opinion)
2. Among all small employers --those who offer and don't offer
. 42% support a mandate
. 46% oppose a mandate.
. 13% neutral/don't know
3. Among all employers 25-49 employees
. 56% support a mandate
. 36% oppose
. 8% neutral/don’'t know
4. Among small employers who do not offer insurance
. 29% support a mandate
«+ . 56% oppose .
. 15% neutral/don’'t know
5. Among employers of 25—49 employees who offer insurance
. 62% support a mandate
. 30% oppose
. 8% neutral/don't know
6. Among employers of 1-4 individuals who do not insure
. 25% support a mandate
. 54% oppose
. 20% neutral/don't know
Analysis: A
. It can't be said that small employers support a

. mandate: but it can hardly be said they oppose it.
Those in the 25-49 category clearly support it, and
those that insure support it. Even where opposmtlon
should be greatest (6) only 54% oppose a mandate.

. Support for mandates among small employers may be
growing: NFIB survey in 1989 showed that 24% supported
a mandate, 67% opposed.



WHY SMALL BUSINESSES DON'T OFFER COVERAGE
AND AT WHAT COST WOULD THEY DO SO

Main reason small employers don't buy insurance is cost:
I.e, they want to buy it. (90% say that one reason they
don't buy it is cost --including volatility of price.

+  While data is not available, it is likely that those
very small employers not offering insurance face higher
costs due to underwriting, experience rating,
administrative costs, etc..

61% listed "profits too unceértain" as a reason for not
insuring. (Reform may not address this concern)

52% listed "premium increases too uncertaln. (Reform can
address this one.

40% of those who don't offer 1nsurance say they would if the
cost was 8175 a month (§2,102). :

75% of those who don't offer insurance say they would buy it
if the cost were half that, or $85-90 a month.

3

- Analysis:

. ‘The vast majority’ of small busznesses want to insure
their employees: they just cannot afford to.

. Given that the employers least likely to insure are the
smallest, lowest wage firms, . any reasonable subsidy
scheme would get most of them to what they say are
affordable numbers. (I.e. about $1,000/year). This
might be especially true 1f the employer share drops

- from 80%

CLASSIFYING SMALL EMPLOYERS

Résearchers classified small employers surveyed according to

thelr views on reform. They concluded that:

. 53% were reformers"* favored a number of feforms
. 17% were "defenders"” of the present system:
. 30% were "betwixt;" favored "reform" but not specific

reforms.



OTHER RELEVANT DATA
COST CONTROL

. 66% of small employers approve ofboverall limits or
budgets on health care spending

INCREMENTAL REFORM

The study reports that the great problem is cost --not
access to insurance sellers or even pre- exlstlng conditions or
employee health conditions.

They conclude that incremental reform won't help that much -
~because it won't reduce costs that much. The things it will do
won't help that much. '

Researcher also argues that voluntary efforts by states to
increase purchase of insurance by small employers are not having
much success. (information coming).

CHOICE

° A solid majority of small firms offering insurance
offer only one plan, usually a traditional plan.

o I.e., small employees are not getting access to lower
cost plans --or at least plans that entail lower out-
of-pocket costs. :

. - Small employers are buying the most expensive form of

insurance. They may be paying more than they need to.

Reséarcher: Gail Jensen, Wayne State University
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The same arguments were made in 1974 when Hawail passed its
comprehensive reform bill. There was the belief that it was unncessary
because there would soon be national, comprehensive reform and that
/Hawaii‘s bold initiative would frustrate national efforts. Instead,
Hawaii and other states have becama models for reform. '

In addition, the federal government's administrative agencies are
not prepared or capable of accepting the mammoth new responsibilities
inherent in any unitary, and yet diverse, health care system. The
Health Care Financing Administration’s dismal performance in-
monitoring Medicare fraud (a $15-20 billion annual hemorrhage by some
estimates) is a harbinger of what a unitary system could infllCt upon
the natlon -- a train wreck with all Americans aboard.

; I would further add that Congress has not been successful in

. recent years in confronting major, complex public problems. The
savings and loan debacle, the 1986 Tax Act and catastrophic health
care are all examples of how Congress has a greater interest in
getting a bill passed than in truly solving problems, We may be at
the point in this debate where certain compromise positions will
sacrifice effectiveness and reform for a Rose Garden ceremony.

Earlier this week, I listened to one plan being proposed on the
Senate flooxr. The Senator argued for the plan, in part, because it
| was the result of a series of compromises on contentious components of
reform. As I listened to the compromise being discribed as a virtue,
I analogized this to two aviation engineers who cannot decide on the
wing-span of their plane. One says the wing-span should be 100 feet.
The other says the wing-span should be 150 feet. 5o they compromise -
- with disastrous results. They build a plane with one 50 foot wing -
and one 75 foot wing. Both enginners are happy, but the plane
crashes. Unlike the engineere, Congress must come up with a design
that works, and not one that compromises prlnclples and threatens the
‘health of all the passengers.

, The unitary, centralized path to reform will llkely rasult in
ineffective amalgamations and compromises or a highly partisan and
closely divided final enactment. The nation would be ill. served by
either result., A narrowly-based, partisan health care program passed
.this year would sow the seeds for continued destructive sniping and
controversy in the years ahead, and lead to an accelerated erosion of
public confidence in the federal government. :

We cannot repeat the legislative failures of the eighties The
gsavings and loan debacle cost us $150-300 billion and was a
‘gsignificant factor in the most serious recession since the 1930°s. A
health care debacle could put millions of Americans at risk, damage
the world‘s highest quality health care delivery system and establish
another unfunded entitlement which would contribute to record deficits
by the end of this decade.

Why Federaliam?s It Works

There is a second path -- a federal-state partnership toward
reform. ~

t

. This Jeffersonian model is one that has been utilized time~and-
time again. The Interstate Banking Bill, just passed by the

3
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Executive ()fjﬁce of the President |
Office of Management and Budget
Health Policy -

725 17th Street, NW, Room 7021
Wagshington, DC 20503

FAX: (202) 395-3910° Voice: (202) 395-3844

To: . Chris Jennings
FAX # 67431

Voice #: ~ 6-5560

From: Linda Blumberg

Notes: - v . : ;

Chris'l received this today by fax. Please call these people and tell them that it is
inappropriate to send me work to do for them. It seems they are confused about who it
Is that I work for. ’

Number of Pages (induding cover sheet): 5 , 1 . "
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LINDA: A Ry .
Could you please verify (ie, correctl the following paqe of
payment calculations for the Hitchell Bil '
Bobby sent. us a copy of the proposal and when we tried to
plug the numbaere into a spread sheet using Clinton-like pzemiums,
we came out with very high iiguzes. ,

Conld you please verify t}m calculationa/premium assumptions
-- wo are supposed to get back to Bobby this afternoon.

As always, much'obliged :

forte
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AFFORDABILITY OF INSURANCE

DUAL PARENT ($5,565)
INCOME
- $ % POVERTY
- 7391, ..__.r,m
1108 - . 76
14781 100
18476 '_4_135 '
22172 150
25867 178
28562 200
ewsr 25
36953 . 250
”40548 “275
‘44348 900

WORKING

FAMILIES

403

551

1438

1881

2788
2768

% OF
INCOME

. 38%

3.7%

' 54%

- 65%

7.3%
7.9%
0%
CT5%
6.9%

. 68%

35%

NONWORKERS
EMPLOYER  FAMILY
T e 6
P
591 551
917 994
1244~ 1438
1570 1881
tes6 235
. f&é 2661
1896 2788
1896 2769
1896 2788,

the actual cost of repaying the family credit (due to the carve ouf)

\tcw

TOTAL

1142

1912

3451

4221

4857

4664

4684
- 4884

 %OF

INCOME

7.2%
7.5%

T7.7%

- 10.3%

12.1%

- 133%
14.3%
18.7%-
127%
| 11.5%
105%

| nb. assumes.clinton premiums; for ompkiyo: share a proporiomt ‘per—wdkei"ptemkm Is usod —— which may ﬁndsrstale

¥0'd T10°ON ¥Z:¥T

a1

F6.6Z NL



P.@a

93953916

T0

JUL-29-19%4 10@:56 FROM

AFFORDABILITY OF INSURANCE: THE MITCHELL BILL
MARGINAL RATES
WORKERS: 4% (§1,000—100%); 12%(100— 200%); 6% (>200%)
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To Chris Jennings
From Arnie Epstein
Date 7/29/94

Re Comments on potential Mitchell bill vs. Quality Management

Per our discussion I am attaching a copy of the bill language we
have received from Oliver Fein. He requested that we get back to
him on "what is wrong with the bill." We have a tentative meeting
set up for today at 11 AM. I expect that Clif Gaus of OASH and
AHCPR, Steve Jencks of HCFA and possibly Lynn will attend.

I am also attaching a copy of .comments that we plan to review
with Fein (we don't expect to exchange paper). The large majority
of them are technical, minor, or identify areas where the
language and intent are unclear. The most controversial issue
concerns the PROs; I have listed that one and others that should
be on the screen below:

1. The PROs The Mitchell bill does not include any mention of the
PROs. We think it worthwhile to raise the gquestion of whether
this was on purpose and if so suggest that they might consider
phasing out the PROs during a transition period after which the
PRO functions are assumed by the Quality Improvement Foundations
(QIFs). Do you feel comfortable with us doing this? As you
remember the HSA eliminated the PROs with enactment. The idea of
transition is a response to congressional concern that
beneficiaries need protection currently provided by the PROs even
though the current system has a number of evident problems. '

2, Audltlnq data There is no clear provision for auditing the
measures of quality performance, although there is a reference to
having QIFs audit the profiling data. The former is important to
ensure validity and reassure patients and providers about
accuracy. I suspect this was an error of omission.

3. Funding There are no obvious sources or funding for the
consumer survey, the calculation of performance measures by the
states and certification of plans by the states.

4. Data Protection and Availability There is: no provision for
data to transfer between QIFs for joint projects or between PROs
and QIFs; no protection against disclosure for institutions that
provide -data; and no course of access to data for researchers.
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Comments on Mitchell lémguage

Section 5001 National Quality Council

General queshons
- How is Council authority exemsed" What is its accountability?
- Will there be a Board? I so, can Council report to Board?

- All quality provisions should apply to all_health plans, public and private,
| fee for service, managed care and self insured plans.
- How are PROs being addressed? Have you thought about how they would be

coordinated, etc.
(a) line 7: insert "nati ram"

re: (c}: There is considerable difficulty with the Council performing operational
functions such as establishing programs. There is only $4 million for the Operatlon of
this council. Therefore, suggest the Council "oversee" functions:

(¢) Duties

(3) oversee the design and jmplementation of a program of national surveys
(of plans and) consumers

(4) oversee the design and production of Consumer Report Cards

(5) oversee Quality Improvement Foundations

(6) m&a@wﬁmmnwmm_s

Section 5002 Naﬁonal Goals and Performance Measures

Pg4 ,
line 25: "shall incorporate goals identified by the Secretary..."

pg 5 : , V
line 12: (h)(4): insert: Prevention of disease. disorders. disability, injuries and other
add (h)(6): Consumer satisfaction
- suggest provision for audit function for measures
Section 5003 Standards and Performance Measures
pg. 5, line 18: Do these standards llnk to certification? Do states have to certify
on quality or not?

line 19: Does the Council establish national standards which may be used
to assess access or must be used for health plans?
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pg. 68 suggest deleting lines 3-25.

Insert to line 3: QWMMLMM:
(f) Wﬁﬁﬂhﬁm

(2) Appropriateness of health care services

(3) Consumer safisfaction

(4) Qutcomes of care
(5) Di r jon an lth p ion
lity ards under this section shall rel mini
(1) H lan ian ith m igh
(2) mpr in m ing th an
mﬂgmimmmﬁ.guam.&wiﬁi
(3) Provider credentialing and competency
4 e fini administrativ financial informati
delete (7)
pg. 7

line 7: (b) which Board? Is this the Benefits Board or The Board?
Does this provision enable the Council to determine feasibility of using
standards and performance measures for-certification? Or does Section 5003
mandate already that standards shall.be established?

Section 5004 Plan Data Analysis and Consumer Surveys

-~ note: Surveys are unfunded.

- pg.7
line 13: do we need to survey plans? If not, delete "and plans”

pg. 8 :
lines 9-12: re: "plan-level™. are consumer surveys from plan data? What does this

mean?

Section 5005 Evaluation and Reporting of Q. Performance

--This is unfunded.
--how do States get this information?
—~what is the difference among the four reports?
a) health plan reports- state compiled, 50 separate reports, detailed and
technical for analysis
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--what is the difference among the four reports?

a) health plan reports- state compiled, 5§0 separate reports, detailed and
technical for analysis

b) consumer report cards- above summarized like Consumer Reports
line 23: who summarizes? :

c) quality reports- Council compiled, one detailed national report?

d) state reports- does this require the Council to assist States in compiling
(a) or (b) or both? :
— if (d) Is an effort to provide for technical assistance for reports in (a),
Council should provide gversight of TA program

line 22: what types of data are infered by (3)?
Section 5006 ‘Practice Guidelines

Making the protocols available to the public may make it less bureaucratic. Suggest
inserting a disclosure provision and deleting the requirement to develop standards.

May need to insert new sections:

(C) Nothing in th isions shall pri ther agencies of the P
with other . ri the Public Health

Section 5008 ~ Quality Improvement Foundations

pg 13 |

line 9: delete ”adv:sory‘
line 16: confusing. (ii) somewhat akward grammatically

pg 14 ' -
line 25: (B) what do you mean by "and audmng samples of such data to assure its
validity"? What does this entail? :

pg 15 ‘ ‘
- line 12: insert mnovatwe staffing "patterns” of health prefessxonals

pPg 16
line 6: insert "mmmmm@mm

delete: “are subject to potential harm"

Confidentiality issue: apply 1160 rules of Soc Secunty Act rules to protecting QIO data
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(non disclosure) but add language on page 9:

resea i i isions rela jali rivacy, peer
review i hall r

3. QIQ§ and PROs may exchange information with Q|Os (Section 1160)

line 23: delete "health policy expertise” and Insert “health advocacy expertise”
Section 5009 CoAnsumer Information and Adyocacy Centers

pg 17
(3) make it clear these are not State offices. Rename State-situated organizations as

"Consumer Information and Advocacy Centers” (CIACs—pronounced Kayaks)

line 12: insert “and insurance *agents"

pg 19
line 16: delete E

pg 20
(d) Concerned this may be too broad. Substitute "necessary

| Section 5010 Appropriations
—is there money for State ACE programs?
Section 5011:: Role of Health Plans

pg 23
line 4: (B) insert "where practical"

pg 24
line 3: fix type-o. should read "prowdef'
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- CONGRESSIONAL BUDGET OFFICE -

- .S, Congress
Washington, DC 20515

Robert D. Reischauer

Dinctor .
| July 28, 1994
Honorable Daniel Patnck Moynﬂxan '
. Chagirman t
Committee on Finance

United States Senate

- Washington, D.C. 20510 |

Dear Mr, Chalnnan

At your request, the Congrssmnal Budget Office and the Joint Comnnttee on
Taxation have prepered the enclosed preliminary analysis of the Health Security Act,
as ordered reported by the Commirtee on Finance on July 2. If you have sny
questions about this analysis or would fike further information, please call me, or have
your staff contact Paul Van de Water (226-2800) or Lindg Bilheimar (226-2673),

oBefi D. Reischauer

- Enclosure -

cc:  Honorable Bob Packwood
Ranking Minority Member -
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AS REPORTED BY THE SENATE COMMITTEE ON FINANCE

July 28, 1994
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- INTRODUCTION

The Congressional Budget Office (CBO) and the Joint Committes on Taxation
(JCT) bave prepered this preliminary analysic of the Health Security Ast, as
' ordered reported by the Sznam Comrittes on'Flnance on July 2, 1994. The
analyils is based on the description of the Chairman’s mark of June 28, the errata
sheet of June 29, the amendments adopled during the Committes's markup, and
informatlon provided by the Committee’s staff. Although CBO and JCT have
. worked closely with the staff of the Committee, the estimste does not reflect
dstailed specifications for all provisions ar ﬁnal leglslatlve language and must
therefore be mgardad as preliminary.

The first part of the analysis is a review of the finsnclal impact of the

2], The findacial analysis includeg estimates of the proposal's effects on the
federal budget, the budgets of state and local govemments, bealth insurance
coverage, -and national health axpendimres. The analysis 2lso includer a
description of the major assumptions that CBO has made affecting the estimate.

The second part of the!anslysis comprises a brief assessment of con-
siderations arizing from the proposel's design that conld affect its implementation.
The issues exemined in this discussion are similar to thoss considered in Chapters
4 end 5§ of CBO's analyses of the Administration’s health pmposal and the

- Managed Comp:tmun Act, (

: FWANCU& IMPACI‘ OF THE PROPGSAL

The Health Security Act, as ordered raported by the Senate Comnnttm on F‘nmcc,
aims to Increass health insurarice coverage by reforming the market for health
insurance and by subsidizing its purchase, In the Congressional Budget Office’s
estimation; the proposal would add about 20 million pzople to the insurancs rolls,

" and the number of uninsured would drop ta § percent of ths population, Initielly, .=

" the proposal would add to nstional health expenditures, but by 2004 national

health expenditures would be slightly below the baseline. Over ths period from

1995 to 2004, the proposal would slightly reduce the federal budget deficit, and
it would ulnmately reduce stats and local gcvmwnt spending as well

. The estimated affcets of the proposal are dSsplnyed in the four 1ables. &t th

end of this document, Table | shows the effect on federal outlays, reveaues, and
the deficit. Table 2 shows the effects on the budgets of siate and logal
povernments, Tables 3 end 4 provide projections of heelth insurance coverage and
nationel health sxpenditures, respectively. . '

Like the estimates of other proposals for comprehensive reform--such aq the
single-payer plen, the Administration’s proposal, the Managed Competition Act,
and the bill reported by the Committas on Ways and Means--CBO’s estimates of
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the effects of this proposal are unavoidably uncertain. Nonetheless, the estimates
provids useful comparative information on the relative costs and savings of the
- different proposals. In esumanng the Finence Committes's prcposal CBO and
JCT have made. the following major assumptions about its pmvisions.

Heal efits and

. The Pinance Comumitiee's proposal would éstablish a standard péckagc of health
. insurance benefits, whase actp'a;ial value would be based on that of the Blue

Cross/Blue Shield Standard Option under the Federal Employees Health Banefits

program. The Congresslonel Reséarch Service and CBO estimate that such a- |
benefit package would initially be 3 percent fess costly than the average benefit

. of privately insured people todsy and 8 percent less costly than the benefit

packaga in the Administration’s proposal,

The pmposa! adopts the four basic types of health insurance units included
in the Administration’s proposal--single adult, married couple, one-parent family,
and two-parent family. In genersl, workers in firms with fewer than 100
employees (and their dependents) and people in families with no connection to the
labor force would purchase health insurance in a community-rated market. Firms -
employitig 100 or more workers would be experiencesrated. The estimated
average premiums in 1994 for the standa:d benefit package for the four types of
policies are as follows

Community- ’I . Experience-

Single Adult S 182,330 - '$2,065°
Maried Couple . $4,660 o $4,130
One-Parent Family A 84,544 - 84,027

© Two-Parent Family CS6175 - 854m2

_ In addition, separatc policies would be ava:lable for children eligible for subsxdxcs,
a8 explained below, Supplementary insurance would bs available to cover costs
shanng amounts and services not mcludcd in the standard bcncﬁt package.

L . For descripiom of CBO's caimating meihodology, 30 Congroasional Budgar Office, As Analyrir of the
Admintstration’s Health Proposal (February 1954), and An M;lytb o the Manoged Compaitrion Act (Apl 1994).

2
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Ths proposzal would esrablish a system of preminm subsidies: for low-income .
people to encourage the purchase of bealth insurance. Families with income
‘below 100 percent of the poverty level would be eligible for full subsidies, and
thoss with income between 100 percent and 200 percent of poverty would: be
eligible for pardal subsidiss. Tha pamal subsidies would be phased in between
1997 and 2000 by gradually i incrersing the income eligibility level. In addition,

children and pregnant women with income up to 240 percent of the poverty level
would ba eligible for spsdal subsidies, '

In detenmmng ohgxbxhty for preminm suhsxches. a family's jocome would: be
. compared-with the federa] poverty threshold for that family's size, except that the
threshold would be tha same for families with four or mare members. The

" estimate asmimes that thiz limitation would apply for computing both reguler

subsidies and the specisl su‘bsidics for children and pregnant womea.

 The maximum amount of tha subsidy would be bued on family income
relative to the poverty level and on the welghted average premium for community
rated health plens in the area. The estimate assumes that a family’s subsidy could
not éxceed the amount it pald for coverage in a qualified heelth plan. Therefore,
if an employer paid a pottion of the premium, the subsidy could at most equal the
- farnily’s portion of the premium, The estimate also sssumes that, excapt fo 1997,
the same formula would be used in each year ta compute the amount of the
subsidy, but that during the phase-in period no subsidies would be available to
plc above the applicable chgxbmty levcl.

Families wmﬂd not be ehgﬁ:le. the estimate @ssumes, for both regular
premium subsidies and special subsidies for children and pregnant women, but
they could choose to receive the larger ome. Families could use the gpecial
subgsidies to help purchase coverage for the entire family, or they could pur:has:
coverage only for the cngblc children and ‘pregnant women. :

Familics, children, and pregnant women with income below the poverty
thrashold would also be eligible for reduced cost sharing, as determined by the
Nationnl Heglth Benefits Board, The estimate assumes that the board would
fequire nominal cost-sharing peyments, Health insuranco plans wonld be required
to absorb the cost of this reduced cost sharing. In eddition, states would have the
wption of providing sibsidics for cost shating for people with income between 100
pereent end 200 percent of the poverly level. The federal povernment would pay
up (0 $2 billion a year to asgist the statsg in providing thess optional cost-sharing
subsidies, and states would have to pay the rest of the cost. .
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The systcm of subsidies would be s.dmuustaed by the states. States would

"have ‘the option of providing subsidies 1o eligible peopls beginning in 1996 and *-

would- be rsquircd to provide subsidies starting In 1997.  Because of be
difficulties involved in 2etting up the necessary administ;ntivs spparatug, the
estimats assumes that states would not begin paying subsidies until 1957,

Medieald and Medi

Medicaid beneficiaries not recelving Supplmental Secunty Incoms would be
integrated inte the gencral program of health care reform and would be cligible

© for federel subsidies in the same way as other low-incoms people.” Medicaid

would continue to pmvidc these beneficiarics with 8 wraparound benefit covering.
oertain beelth care services not Included in the standard benefit package. States
would be relieved of their portion of Medicald cost for those beneficiaries but
would be requircd lo make maintenance-of-effort payments o the federal
government, The estimate assumes that thcse maintenance-of-¢ffort payments
would cqual the appropriate portion of the states' Medicaid spending in 1994,

incrensed in subsequeant years by the rate of growth of national health expenditures
plus an adjustment factor.. The adjustment factor would equal 1 percentage pomt

- throtigh 1997 and would be graduslly rcducgd to 2ero by 2002.

© Ths propoesal would greduelly phase out fcd:ral Medicaid payments to
disproportionste share hospitals (DSHs)., -The estimate assumes that DSH
payments would be limited to 10 percent of madical agsistance payments in 1997, .

-8 percent in 1998, € percent in 1999, and 4 percent in 2000, In 2001, DSH

peyments would be repealed and would be replaced by 2 program to make
paymenis 1o vulnersble hospltals, That program would have an anmual

appropiation of $2.5 Billlon.

Among the proposed chnngea In Meadlesre is 2 revision in ths method of
reimbursing Medlcare risk contractors. The cstimate assumes that this provision

‘{5 Intended to even out reimbursement rates without adding to total costs.

‘The Commltiee’s smendment that added the special subsidies for children &nd

pregnant women also provided that the cost of these subsides would be coversd

. by proportienal increases in all of the revenue-raising measures in the proposel,

as needed to keep the proposal from adding to the deflclt. The estimate includes
‘additional revenucs of $13.6 billlon over the 1996-2001 padod as & msult of thig

_ provision,



"-‘ echan

In the present esmhates, the fml-safc mechanmm would not be called into play
If necessary, however, the proposal would scale back eligibility for premium and
cost-sharing assistance, reduce the new tax deductions, and increase the out-of-
pocket limits in the stindrd benefit packege to prevent the proposal from adding
to the deficit over a period of years. The deficit would be allowed to increase in
any one yesr, however, but by no more than the amount of any cumulanvc savings .

from previous years,

Unforeseen circumstanceg—such aa & major recesszen n accelerauﬁn in the
growth of health care costs, or & more rapid increase in the number of Medicare

‘or Medicaid beneficladies--could create a shortfall in funding and trigger the fail-

safe mechanism. Although the proposal would give the Administration some
flexibility in offsetting any unfinanced health spending, the bulk of eny savings.
would have to come from liniting eligibility for subsidies. As a result,

_application of the fail-safe mechenism could make prev:ously eligible people
mcﬁgxble for subsxdxcs and would reduce the extent of health i insurence covemge '

OTHER CONSIDBRATIONS

Like other funda.mcntal reform pmposals, the plan reported by the Senat¢ Com-

mittee on Fipance would require many changes in the current system of health.
insurance. For the proposed system to function effectively, new data would have
to be collected, new procedures and sdjustment mechanisms developed, and new
institutions and administrative capabilities created. In preparing the quantitative -
estimates presented in this ssse¢sment, the Congressional Budget Officc has
assumed not only that all those things covld be done but also that they could be

- accompushed in the time frame laid out in the pmposal

. In CBO's judgment,- however, there exists a a:gmﬁ:ant chance that the
substantial changes required by this proposale-and by other systemic reform
proposals—-could not be echieved as assumed:. The following discussion sum-
marizes the major areas of possible difficulty as well as some other possible
consequences of the proposal : ,

dius

The pmposal like most others, assumes that an effective systam conld be deslgned

and implemented to adjust health plans’ premiums for the actuarial risk of their
- enrollees. In fact, the feasibility of develt:pmg and successfully implementing such -

a mechamsm in the fomsecab!e futm is highly uncermm Inadequate nsl;-,
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adjustment techniques would have adverse consoqucncas for both the community-
rated and the cxparlcncc—ramd h&al:h insmnco muhem . , :

. The primary pumasc of t.hc nsk«ad,]umeut system in the communlty—rated

market would be (o redistibute premium payments among hsalth ‘plans,
- compensating them for differénces in risk. Without effoctive risk adjustment, the
profitability of health plans {n thoss marksis would be partly determined by the
plans’ skill in attracting relatively healthy people, Since high-cost plans would bs
_ subject to a premium tax under this proposel, an effective risk adjustment would

alto be important to ensure that health glm wers not taxed becguss thelr
enrgllees presented a higher rigk. .

While there would be no rigk-adjustment paymemi in the experienceratsd

market, each plan that was not self-insured would have w have a risk-adjustment
factor in onder ta determine whather i waa lisble for the tax on high-cost plans,
- Developlag such factors would be extrecrdinarily difficult becave the sgency
responsible for doing that would bave to collect and analyze significant amounts
-of infermation from the many health plans, some of which would be very small,
that made up the axpenencc-mh:d miarket,

States” Responsibilifies

Virtually 2l proposals to, rextmcmre the health care system. incorpomtc msjor o
sdditional- adnﬁmstrmva. monitering, and oversight functions that some new or
* existing agoncies or prganizetions would have to underteke. A key question with
any proposal is whether the designated organizations would have the appropdate -

- capabilities &nd resources to perform thelr roles, -In the Senate Finance Com- -

mittee's proposal, states would bear the brunt of many of the regponsibilities for
implementation, and it 18 Vocertain whether—and, if $o, how saon-some siates
would bo ready to assume them. v

. 'The states® primary mponu’bxlnics under the proposal would faﬂ into four |
broad arcas: -

0  dewruining eligibility for the new subsidies and the continving
Medicaid program; )

o admxmstcﬂns the subsidy and Mcdica!d programs;

o establinhmz the infrastructure for the effective ﬁlucuomng of health
erre markets; and : ‘ ‘

o  regulsting and moﬁitbdng the heglth insurance industry, -

s
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. ronitoring eligibility for subsidies would be an enormous ons for states, even
' _thhaut the ccmphcatim reculting from the dual structure that would subsidize
© premiums usmg two sets of rules (discussad in more dotail below), According to
. CBO's estimates, in the yea.r 2000, about 30 million familles and single
individuals would be receiving subsidies for health insurance premiums at any

~ time. The actual number of applications wpulﬁ be much greater then that bscause

of changes in employment, family status, or geographic Jocation during the year.
In addition, because Medicald would be raqmred 1o provide wrspatound benefits,
statss would have 1o continue to opetate their Medicaid eligibility systems using. -
incoms criteria for families with more than four mrembers thet were dxfferem fmma
the cnteria used by the pn:mium snbs.\dy progmm. : 4

States would also bea: the mponsibmty for the required end-of-year
reconciliation process in which the income of g subsidized farnily was checked to -
ensure that the fnmaly received the appropriste premium subsidy. Reconcilistion
. would be &8 major undertaking sigce, although federal income tax information
could be used, many of the familles receiving subsidies would not be tax filers.

Morzover, the process wonld require extensive interstate cooperstion in order to

. t:ack pocpie who moved from one state o anoth:r durlng the year, ..

A ‘ i Medicnid Prog ‘ §. The 51828 would have ct.ber
mzqoc adminis:mivs rcsponsfumﬁee fnr the subsidy and Medicald programs. In
pasticuler, they would make subsidy payments to health plans &nd engage in

 outresch efforts to encourags enrollment of the low-income papulnhon Health
plans would be required to have an open-en:o!lmcnt period of 90 days during the
 first year and only 30 days in &ll subsequent years. Establishing effectiye outreach

‘programs would therefore be essential 1o ensure that Iow—menme peoplc camlled

. in health plans :lurlng the ope.n-enmllment window L

'The optional programs in which states cou]d participate would also have
_major administrative components. ' States ‘clecting to subsidize cost sharing for-

- ‘people with income between 100 percent and 200 percent of the poverty level

would be responsible for administering those subsidies. Similarly, states would
have to administer the complex system of subsidies incorporated in the proposal
if they choss to expand home- and community-based sarvices for the disabled.
States could elso choose to enroll beneficlerias of the Supplemental Security
Income program in health plans. m whzch case they would have 1o negoliate
separnte premiums , ‘

":.,. Mam Statcs wouldbercqu!red todcaxgnamthageogmptdc huundanea forthc .
* community-rating areas as' well as the service arcas for implernenting the -

provisions rcgudlng essential comznunity pmvidcrs. The l!abihty for the tax oz .
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high-cost community-ruted and experiencs-ratsd plans would be caleulated
gopsrately for each community-rating ares. In addition, states would have to
SpORSOT OF establish purcheasing cooperatives to serve those commu:ﬂty-mlng arews
© in which none wers established voluaterlly,. -

States would also have ongoing mponsibilities for ensu:ing that health care

- markets functioned em:cuvely Those sesponsibilitics would includs establishing

the system for adjusting premiums for risk, operating reinsurance pocls until the

risk-adjustmient systemn was opersting effectively, and redistributing Ioeses:

resulting from the requirement that plans sbsorh the cost-shering expenses for
oplc with incomc bclow the povuty threshold, _ ,

- Providing consumers with the necessary information to mah informed
* choloes among health plans would be anothar finction of the states. States would
. be required 1 produce annual, tandardized information comparing the perfor-
mance of health plans in each community.reting ares; they would also distribute
that information, educate and provide outreach to consumers, and respond to
complaints from consumers. To do all that effectively would require that states
petsblish extensive systems for reporting and ana]yzms dam and qualitative
~ {information, They would slzo be responaibls for ensuring that heal!h plans met

‘ fcderal mnda:dn for data rcpordns 4

H N2 g ‘I‘hc mponnbihncx for
cmfylng msured heahh plms. s:lf-msumd plnn: that operated in ope state only,
and insurance plang for long-term care would ell fall on the states. So too would
the task of enfarcing the new heglth ingurance standards. Consequently, ths duties
of state insurarice departments would.grow considerably. Not only would they be -
‘respansible for many more health plans than they oversee today, but the sctivitles
they would bave to monitor would be much mors extcngive, Statcs would be
encouraged to use private accreditstion organizations to assist them with these

States would, moreover, be required to sct in the event that health plans did
not meet federl standerds. For example, they might have 1o operats failed or
nuncomphant health plans for a transitional peried to ensurs condnued eccess for
the plans’ enrolless, develop corrsclive programs, or design other options.

Stares would have to develop and imphmnt programs to movcr payment
from automobile Inpurers for medica) services resulting from gutomobile aceidants,
These programs would be required to have electronic data bases and include .
mechanismg for regolving llabihxy issuee or dxxpuues rpidly,
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At present, state insurance departments vary widely in their capebilities, It
seems doubtful, therefore, that all of them would be ready for such an expanded
role by 1997 . ]

The Dyal System of Subsidies

The proposal includes two eubsidy schadules--ona for low-income families and the
other for low-income children and pregnant women, The two subsidy schemes
would have 6 be integrated because children and pregnant women are a part of
families; but integrating them in a sensible and administrable fashion would be
' exu-emely difficult. As now.smuctuced, the dual system of subsidies would ereate
a confusing armay of optlons from which low-income familiss wounld have to
choose, would grcatly complicate state administration of ths already burdensome
processes for dctcrrmmng eligibility and reconciling subsidies at year-end, and
could resnlt in real or pereezved inequities in the treatment of low-income
families.

In maiung its estimates, CBO assumed that no family could participate in
both subsidy schemes at the same time but that families could choose whichever
scheme gave them the larger subsidy. Permitting families to participate in both
programs concurrently—for example, by obtaining special subsidies for the children
individually as well as regular subsidies for single or dusl policies for the parents
=-could cause the estimsted cost of the subsidies to be somewhat higher than that
shown in Tablc. 1. .

As is the case under other proposels that limit participation in the community-
rated market to small firms and nonworkers, some moderute-sized firme~those
with 100 to 300 or 400 employees«-might face relatively high costs for coverzge
under the Senate Finance Committee’s proposal. Just as they do under the current
system, such firms would hava to either self-Insure or offer coverage through the
experience-rated market. Moreover, they would bs required to provide their

_employees with a choice of three plans, including & fee-for-service plan. Thus,
the enrollment in some of those plans could be extremely small, especially since
some employees in families with two workers could obtain their coverage
clsewbhere,

Small enrollments would, in tum, result in high administradve costs.
Furthermore, because the firm’s premiums would be experlence-rated, a single
employee with 2 costly medical problem could raise the firm's preriums
significantly. Some plans could end’ up with ever-increasing premiums and
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shrinking entollment a8 people who could obtain cheaper coverags through their
spousc’s employer left the plan, mising its premiums forther, At @ minimum,
employees would no longer have a realistic chojes of thres plans, and in extreme

cases, all three plans might be quits expensive. In principle, individuals with

incoms below the poverty level enrolled in such plans would be fully subsidized,
but'in fact they might have to contribute to the costs of their covarage if the
prewmiums for all thres plans weze above the average for the community-rated
market, which determines the maximum possible subsidy.

Jax on High-Cost Health Plans

The proposed tax on high-cast health plans would be difficult to implemeat. It
would, morcover, result in different effective tax rates on excess premiums of the
health plans offered by different insurers or sponsers. These differences might be
viswed as arhitrary bacause they would vary tignificandy within and among
community-rating areas.

The tax would be imposed g1 a 25 percent rats on the amount by which bigh-
cost premiums cxcseded a target premium set for each community-rating area,
Various adjustments would be made to premiums to determing which plans would
be classified as having high costs. Those adjustments would be difficult to maks.
Morcover, soms of the necessary adfustments--such as those for differences in risk
- and the cost of living among geographic areas~would require data and metho-
dologieés that da not now exist.

The effective tax rate on excess premiums would generally be much higher
than the statutory rale of 25 percent for two reasons. First, unlike most other
excise texes, thiz one wonld not be e deductible expense for health plans and self-
insured employers; in effect, the tax would be paid from aftar-tax, rather than
before-tax, profits, Second, if insurers that sxpected to be subject to the tax
increased their premiums to reflect the additional tax lisbility, both their excise tax
- and income tax lishilitles would also rise. As & result, the effective tax rata on
excese health insurance premiums would not be 25 percent but 62.5 percent for
most plans offered by taxable insurers and 33 percent for nontaxable (nonprofit)

ingurers. Self-insured employers who reduced other compensation to offset their -

higher expenses for health benefits would face an effective tax rate of 38.5 percent
{f they were taxable corporstions and 25 percent if thay were nontaxeble sponsm
of a health plan. ‘

Although ths tax would pmvlde incentives for insurers to offer lower-cost

plans, how insurers would actually respond is unclear. Because the caleulation of
the tax would be based on the combined cost of standard and supplemeatal
policies, ingurers might, for example, try to discourage enrollces from purchesing

10


http:coDDmmiO'-ratJ.ng
http:lpon&a.rs

" supplemtients by raising those premiums considsrably. Alternatively, they might
oot offer supplemental policies at all. A more fundamental problem for insurérs
is that they would not know ths target premium--and, hence, their potential tax
Lisbility--at the tims they establishad their preminms becauss those targets would
be anncunced 50 days after the end of each open-enrollment period. That
uncertainty would tend to increase the marging between insurance premiums and

expected payouts as insurers attempted to protect themselves from the possibllity
that their plan would be considered a high-cost plan and thus subject to the tax

The tax might be considered inaquitabls for a variety of reasans. In some
community-rating aress, a amall mumber of health plans—perhaps two or three-
might dominate ths market. Using the criterion that high-cost plang covered 40
percent of the primary insured population in an ared could neccssitate highly
arbitrary decisions in the face of such indivisibillies. (Por ecxample, the highest-
priced plen might cover 20 percent of the primuyimmdpapulmnwh:letho
top two plans covared 60 percent) In the experience-rated marknt—if accurate
srigk-udjustment fagtors cannot be developed--small plans with Uttle ability to
‘contral thelr premiums might well be the ones subject to the tax. Rinally, plans
in some arcas &f the country with low paymenis to providers and parsimornious

. practice patterns might be subject o the tax even though they were far less cosdy
(evan after the mquuzd sdjustments) than nontaxed plans in other areas. This
result could occur in spite of the fact that plans with adjusted premiums in the
lowest quartile natlonwide would not be subject to the tax.

eallocat 'cf'w ers Amon 8

The proposs! would encourags-a reallocation of workers among firms and, in
doing 50, would increase its budgetery cost. This sorting would occur because the
subsidies could 'be réduced by up to the amount that employers conuibuted for
insurancs; therefore, a worker employed by & firm thet paid for bealth insurance
would receive 8 smaller subsidy than 8 worker at a firm that did not peay. Some
low-incame workers could gain thousands of dollars in higher wages by moving
to firms that did ot contribute to employes health insurance, and a significant
" number of them would probsbly do so. That process would occur graduslly as
employment expanded in some firms and contracted in others, In the CBO
estimote, this reallocation of low-wage workers n.mong firms accounts for $12.6
billlon of the cost of the subsidies in 2004,

In addition, some ccmpams might stop paying for insurance, but the sffect
of that action on the government's costs would probably not be large, for several
reasons. For one thing, the number of firms that would be likely to stop paying
is limited because, If firms did so, high-wsge workers in those Srrns would lose
- the tax benefits of excluding health insurance from the payroll tax, Moreover, the
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net additional subaldy cost 1o the government from low-incoms workers in firms

_ that dropped coverage would be largely offset by higher tax revenucs from the

workers because, without employer-pald coversge, wages would be higher,

Last, rsducing :ubsidies by up to the amount that employers pay for insurance
would mean that people with similar incomes and family clrcumstances swould aot
be treated alike, lnpanicular. workers at firms that paid for insurance would face.
larger costs for th:ir insursnce than similarly placed counterparts at firms that did
not pay.

Like other reform plans with substantisl subsidies, the Senate Flmance Com-
mittee’s propoaa! would discourage certain lowsincome people from working more
hours ét, in some cases, from working at all, becauze subsidies would be phased
out as family incoms Increastd. For example, the subsidies for low-income

. families would be phased out a5 family income rose between 100 percent end 200

percent of the poverty threshold, and those for low-income children and pregnant
womsn would be phased out between 185 percent and 240 percent of poverty. In

. both cases, many workers who eamed more monsy within the phaseout range
.would have to pay more far their own or their children’s health ingurance, thereby
. cutting into the increase in their wke-home wage. In esunce, phasing out the

subsidles would implicitly tex their income from work.

~ Estimating the precise magnituds of the implicis tax rates xeqmres infonmation
that is not readily available, but rough calculations suggest that the rates could be
tubstantiel. In 2000, for example, the effective marginal levy on leber com-
pensation could increass by as much as 30 to 45 percentage points for workers in
famities eligible for low-Income subsidics end 20 to 40 percentago points for
workers in families choosing the subsidies for pregnant women and low-incoms
children. Moreover, thoze levies would be piled on top of the explicit and implicit
marginal taxes that such workers already pay through the Income tax, the peyroll
tax, the phaseout of the eamed income wax credit, and the Joss of eligibility for
food stamps. In the end, some low-wage workers would keep as little a3 10 cents
of every additional dollar they eamsd. '

If the emplayer did ot pay for insvrance, the implicit marginal ratss from
the phaseout of low-income subsidies would apply ta workers whose income was
within the broad range of 100 percent to 200 percent of the poverty Jevel. But if
the employer pald some of the costs for insurance, these marginal levies would
apply to workers in a much ¢maller income rangs. Although this treatment of
employer payments would reduce the size of the working population affected by
higher tnarginal levies, It would create the previously described incentve for
warkers to move to firms thst did not pay for insurance.
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TABLE 1. - PREUMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF FTHE HEALT’H SECURITY ACT
AS REPORYED BY THE COMMTIEE ON FINANCE

(By fiscal year, in %o of doftars)
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TABLE 1. Continued
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TABLE 1. Continued
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TABLE {. Continued
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50 Disciosurs of Return Info to State Agencies cnmmwnwess Mo Revenie Effect v waennecm . '
51 Exempl Dociors from Seciion 457 Umits . a 0.1 01 Q1 0.1 01 a4 01 0 0.1
52 Wposa Prem Tix with Respoct fo Certain :
High Cont Plang 0 - 09 14 16 17 19 18 19 20
53 trdirect Tex Effects: of Chenges in Tax Trmt of : - :
Employer & Houmehold Health Ino Spending o . a 12 14 14 14 1.4 18 16 15
) | TOTAL RECEIPT CHANGES 13.3 19.8 213 19.8 203 21.1 218 203 k) 226]
DEFICIT
MANDATORY CHANGES T J80 14 &F 82 33 22 31 I3 422
TOTAL CHANGES ‘ 410 154 42 102 oy 65 s o9 a1 g
CUMULATIVE DEFICIT BFFECT . 418 284 208 203 18 FY) a4 28 A8 133

SOURCES: Cangressiona! Budged Office; Jord Commiiee on Teombion
KOTES:

mig-mhuumm mmhmdmwnwwmmmumhmwmmuw
- Erflorcernent Actof 1990,

Provisions with no cos! hewve bean exchted from this table.

&  Lesa than $50 milion.

b The states would tarve the option to provide funding for costsharing subsifies for persana befow X30% of poverty.
-6 Ststes would ave eubstantial administrative responebilties under this plan. “
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YABLE 2, PRELIMINARY ESTWATES OF THE STATE AND LOCAL BUDGETARY EFFECTS OF THE HEALTH SECURITY ACT

AS REPORTED BY THE COMWTEE QN FINANCE
- (Bly fisead yoar, in billores of do¥are) L

1995 1596 19T 188 1909 2000 2001 2000 2008 2004

484 275 207 343 384 427 411 £23
168 240 282 284 08 B4 ¥z W2

05 09 12 14 02 00 03

Qe QO

a4z a4 04 05 05 05 06 ,
e e T eI T g S I ST R s B e e S ST L X BN R SIS S S
Sedd <t i ] e iR fe e e e PR T R & R

PG I Tep,

4 -0 13

et B YT BRIt R B s Gt
£ e A s et o =iy o3 Kee N 2
R P e PR S I R i g

o a8 . 12 12 5 15 15 15 18

AdmriistrEve

6 BErpemes Associalad with Sutsidies 4] S

7 General Adiin and Start Up Cosls ] 14 22 24 2.4 25 27 28 a0 32
g

.8 Aulomoble: surance: Coandination ‘ UL J 03 e OO 0] B 1 a1 . a1
e g RS S T e S S A e A A PN SRS s R R s i s e ey e 2 " L TS e
L35 ol SRV e e B e et U B e g e B R 3 ¢ Y

s DL ST, N

Totut State and Local Budgetany Impact .0 17 3 27 21 20 34 47 42

. SOURCE: Cangressional Budgst Offioe.

8. The esfinato assumes thal sixies wil contiraue to provide same mesistance fo hosphals berving disproportionately larpe raribers of Linirsured of undewisured pecple.
b The states woukl have the opéon: b provide Sunding for noat-sharing subsidies for person beiow 200% of poverty. '



Table 3. Haalth Insurance Coverage
{By caldfidar yddr, in mililons of peopls)

1987 1988 1999 2000 2001 2002 2003 2004

Basgline ;
Insured 224 208 228 220 280 282 233 234
Unlnsured K . 40 40 40 41 42 4 43 44
Tolal 2 , 264 288 268 270 272 274 278 278
Uninsured as Percentaga of Total 16 15 18 15 i 18 . 18 18

Health Securlty Act as Reported by the Committae on Finance

insured , 241 244 248 248 261 - 288 235 257

Unlnaured. , X = 2 2 2a 2 2 a
Tolal  oma 268 258 210 772 214 278 278
(neragss In Insured % 18 19 20 20 21 22 2
Uninsurad s Percenage of Total 8 8+ 8 . 8 B 8 B 6

 BOURCE: Congressional Budget Otfica.
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* INSURANCE REFORM IN THE MITCHELL BILL

Community-rated vs Experience-rated pools .

)

. < Individuals in firms wrth 500 or fewer workers much purchase at community
~rate, which will be adjusted for age and geography only. '
. Individuals in large (500 or more) firms purchase policies at’ experlence rate.
' . . If they offer any policies, employers must offer at least three plans and can
e contribute toward employees’ policies at any rate. ‘ <
e 4 dlfferent types of family: classifications. '

I

Beneﬁt Packages

"_) , Standard benefit package with approxrmately 16 levels of services

+  High Deductible package with Medical Savmgs Accounts
. " Individuals can purchase supplemental insurance .

Y

Annual open enrollment pe‘nod designated by States‘ ,
; Guéranteed‘Issue with 6-month pre—elcisting condition exclusionl_
. ’Portabllrty regulatlons srmllar to those in. HSA (’?)

Self Employed (‘7) A

+  In addmon to buymg polrcres through their employer, every, mdrvrdual wrll be
~ able to purchase a polrcy through the Federal plan.
. Individual. brings in employer contributions, if any. : \
e Regronal adjustments of rates as in the pools purchased through employer
> ‘ Federal employees will contmue to get polrcres a$ they do today.
AllrancesfHPCC’
. States must estabhsh voluntary alliances (purpose‘? do they have negotratmg
power?) : . ,

A

Risk Adj ustment ‘

. Individuals in both commumty -rated and experrence rated pools contrrbute fer
poorer srcker populatrons through an assessment (‘?) '
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iNet New Federal $ per newly insured person’
3994|1995 1996 1997 1998] 1999| 2000  2001| 2002’ 2003| _ 2004
[Baseline uninsured ' 38.3]  38.8] 393 395 390/ 4041 411l 418] 426 433 aa
Net Newly insured ' ‘ :
, HSA 0 0 59 58] 399 404 A4 a18]  426] 433 4
= 7.48.c ., 0 0 0 175] 215 216 225 208 18 16 124
Subsidies : ‘ !
HSA 0 0 1] 37 98 121 128 144 164 181 197
748.c 0 0 0] 662 135 1198 1280 123.4| 1i7.4] 1122| 1054
Medtcald savings + State MOE _ ; : .
HSA 0 TR 16 a 66 74 83, 93 104 116
7AB.c 0] 0 0  45.7] 80.8] . 89.9] 999 0] 1205|1314 143
‘L ]
"Net new Federal § per newly insured persons ‘ ~ ] o
HSA (] 0| 1187.45 1329.41| 1353.38| 1361.39: 1313.87| 1455.85| 1666.67 1778.29] 1840.94
7A8.c 0 0] 0.00[ 1170.62] 1521.89] 1390.56 1247.96  _ 630.02] -170.38. -1201.63] -3059.67
! ] i — 1
PRECiminary
7/29
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IMPLICATIONS FOR MIDDLE CLASS WORKING FAMILIES

Insurance reforms provide protections:

Some will

~orehny Coxp/

- QL\MW

>

>

-
o - R l\&'r '

- If a family member gets sick: Premiums will not rise, coverage cannot be cancelled, and annual

or lifetime limits cannot be imposed. Those whose premiums are high today because of a health
condition will see their premiums fall. :

If a co-worker gets sick: Premiums will not rise and coverage cannot be cancelled.

- If a family membér wants to change jobs or start a business: There can be no pre-existing

exclusions or denial of coverage.

If a family member becomes unempldyed: An unemployed person can obtain coverage with no
exclusions or limits at the same premium paid by employers with as many as 500 employees.

If your health plan becomes insolvent: The family is not liable for unpaid claims to providers,
and can obtain new coverage with no exclusions or waiting periods.

see premiums rise as a result:

In general, families who are now healthy and work for an employer with a healthy work force will
see their premlums rise somewhat.

According to the Lewin/VHI study for the Catholic Health Association, incremental insurance
reform will increase average premlums by about $4 per month per person. Most of this increase is
paid by employers, and some is paid directly by families.



IMPLICATIONS FOR MIDDLE CLASS WORKING FAMILIES

Subsidies make insurance more affordable for the middle class as well as the poor:

> .

People who lose their jobs: A family that becomes unemployed is eligible for subsidies, with
income disregards that recognize the drop in means. For example, for an unemployed family of
four, about $900 per month in wages is disregarded in determining eligibility for subsidies for a
family of four.

Pregnant women and children: " Insurance is provided at no cost to pregnant women and children
with income under 185% of poverty (about $27,000 a year for a family of four). Partial subsrdres
are provided up to 240% of poverty (about $35,000 a year for a family of four).

Employers who expand coverage: Subsidies are available to employers who expand coverage to
the working uninsured, many .of whom are middle class.

Sources of funds used to pay for subs1d1es will cost many middle class families more:

>

- Cafeteria plans: Families will no longer be able to pay health care expenses with before tax

dollars through cafeterra plans.

High cost plan assessment: Health plans that are unable to control premium increases will be .
assessed, and plans may pass a portion of the assessment on to businesses and families by
increasing premiums.

Medicaid savings and increased coverage: Community rating the Medicaid population generates
federal and state savings, but increases private premiums by a about one percent (after savings
from reducing cost shifting are taken into account). Insuring non-workers in community—rated
health plans increases private premiums by about x%.
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