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0 - The timeframe for implementing the mandate if the trigger was pulled would
i be short. How could the infrastructure changes that would be necessary to
- switch from & voluntary 10 8 mandatory world be accomplished in a year?

* Mandate

0 How would two-worker families be treated in a mandate world without
compulsory ealliances? To whom would non-cnrolling. employers make
payments? ‘ A

o Who would be responsible for calou]atmg the extra-worker ad)ustmcnts for
employer premium payments?

o Would smgle and two-parent families be pooled for purposes of determuung

L the ernployer‘x share~as in HSA7

gRY As cmremly written, all employers would be eligible for subsidies under the
mandate. Is that correct? Would those subsidies be txme-hmtted?

o What ere the provisions for the kszdual mandate?

.o Itis possible that workers could get bigger subsidies In the mandate world
than non-workers, but that would depend on the interaction between
employers' contributions and subsidies. (See previous memo.)

edical
o ‘Would Medicsid continue to pay for w;qgency sorvices for illegal aliens?
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How would coverage be defined for purposes of determining whether the
trigger would be pulled? For example, would everyone with income below
the poverty level--who would be presumptively eligible--be considered
covered even if they hadnt enrolled in 8 health plan? '
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o Under the proposal, states would have to make general maintenance of effort

' payments on behalf of non-cash beneficiaries. As written, all DSH payments,
not just those attributable to non-cash beneficiaries, would be included in
those payments. Ts that correct?

‘Medicare Drug Benefit

‘0 Medicare beneficiaries would have the choice of a regular fee-for-service drug
benefit or a managed benefit (PBM) for drugs only. The skimming
opportunity for the PBMs could increase the cost of the drug benefit
considerably. Ilow would Medicare pay the PBMs?

) The proposal docs not include the additional rebate that is in the HSA. Was
that intended? (The rcbate would protect Medicare against rapid growth in
drug prices that manufacturers could usc to offsct other rebates. )
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0 Under the proposal, states would have to make general maintenance of effort
payments on behalf of non-cash beneficiaries. - As written, all DSH payments,
not just those attributable to non-cash beneficiaries, would be included in
those payments. Is that correct?

Medicare Drug Benefit

) Medicare beneflciaries would have the choice of a regular fee-for-service drug

' benefit or a managed benefit (PBM) for drugs only. The skimming
opportunity for the PBMs could increase (e cust of the drug benefit
considerably. Ilow would Medicare pay the PBMs?

o The proposal does not include the additional rebate that is in the HSA. Was
that intended? (The rebate would protect Medicare against rapid growth in
drug prices that manufacturers could usc to offsct other rebates. )
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B. ADDITIONAL SUBSIDIES FOR UNINSURED KIDS

Ehgrbulrty Medicaid coverage would be expanded as follows for the one-year .
period between 1/1/96 until 1f1197 '

a. Infants who are currently covered to 133 percent of poverty, with an
option to 185 percent of poverty, would be covered up 185 percent
of poverty.

b. ~ Children up to age 6 who are currently covered up to 133 percent of

poverty would be covered up to 185 percent of poverty

c. Children between ages 6 and 19 who are currently covered up 100 to
' percent of poverty on a phased-in basis would be covered up to 185
percent of poverty.

d. Children in 1115 waiver states who are currently covered to various

' degrees would be covered up to 185 percent of poverty. States that
currently use 1902(r){2) to cover children at higher income levels
could continue to cover these persons, but with 100% Federal
financing only for those with income up to 185 percent of poverty.

Coverage through Private Plans Similar to the OBRA 1990 provnsr'on states
are required to purchase group health insurance coverage for Medicaid

. beneficiaries where cost effective as defined by the Secretary ‘In addition,

State options xnclude

a)  Family option 'gf employer plan: A state may elect to enroll children in
~a family option within the optlon of the group health plans offered to .
‘the caretaker re|atnve -

b) Family option of state emglgyee plan: a state may elect to enoll the

children in a family option within the options of the group health plan
or plans offered by the state to state employees.

c) Health Malntenang_e Organizations: a state may elect to enroll the
children in a health maintenance organization in which fewer than half

of the membership are eligible to receive medical assistance benefits.
This enroliment option is in addition to any enroliment option that a
state might offer with respect 10 receiving services through a "health
maintenance organization. :

ompuAL FORM 99‘(7—901
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d) A state may elect to enroll children in a basic state health plan offered
by the state to individuals in the state otherwise unable to obtain
health insurance coverage.

Medicaid will pay for the full premium and the full cost shanng amounts, but
only for the services covered by Medlcald

Current Medicaid rules governing covered services and recipient eligibility
would be retained to cover services not otherwise provided under private
health plans. Because Medicaid is a secondary payer when a recipient has
private coverage. the program would provide coverage for supplemental
services for low income groups currently entitled to Medicaid. :

Financing The Federal government would provide the following Federal
matching through Medicaid.

a. All current eligibility categories would continue to matched at the
state’s regular Medlcald matching rate (FMAP), except as noted
below.

1) Coverage for.infants with family incomes between 133 percent
and 185 percent of poverty would be 100 percent Federally
financed.

2) Covefage for children up to age 6 with family incomes between
133 percent and 185 percent of poverty wotild be 100 percent
Federally fmanced .

3) As of 1/ 1/96 coverage for chlldren born after 10/1/83 up to
age 19 {children ages 14 through 18) wuth family incomes
above AFDC but below 100 percent of poverty would be 100

: percent Federally flnanced

4) - Coverage for children age 7 up 10 age 19 with family incomes
between 100 percent and 185 percent of poverty would be
100 percent Federally fmanced

5} 'Covarage for children in 11 15 waiver states who are currently
covered at various levels of income would be 100 percent
~ Federally financed up to 185 percent of poverty. Individuals
covered through the 1115 waiver above the 185 percent
threshold would no longer beé ellglble for Federal financing; i.e.,
all Statewide waivers would be terminated.

6)  Children in states that use more lib‘e'ral eligibility rules under
1902(r)(2) in families with incomes up to 185 percent of
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poverty would be covered at the levels indicated above.
Children covered with family income above the 185 percent
threshold would no longer be covered; i.e., all 1902(r) changes
would be terminated. :

1. Eligibility In general, children up to age 19 who have not been covered by
health insurance for at least six months (could be a year if dropping
employer coverage is an issue) and who are in families with incomes up to
240 percent of poverty would be ehgrble for a voucher toward insurance
coverage. ‘

a. Children in a family would not be eligible for this program if the
children are eligible for coverage under an employer’s plan where the
employer offers to contribute at least 80 percent (could make it a
lower level if there would be an assumption that employers would
reduce coverage for dependents; note nondiscrimination rule!) toward
the cost of a single-parent or two-parent family policy.

b. To be eligible for the program families would be requ:red to enroll all
eligible dependent ch:ldren

- C. Children who were covered under a state’s Medrca:d program (cash or
noncash) as of December 1996 would not be required to meet the six
~ month prevrously umnsured test. . ‘

2 fAmoun; of: Subsndx

a. E!xgnble chr_ldren in families with income up to 185 percent of poverty
‘ would receive a voucher for the full premium for the appropriate
children’s policy (limited to the fower of the weighted aveérage -
community-rated premium' or the reference premium in the'HCCA}.

b. Eligible children in families wrth mcomes between 185 percent and
' 240 percent of poverty would receive a voucher for a portion of the
premium (calculated on a sliding scale, phasing out at 240 percent of
poverty} for the appropriate children’s policy (limited as in a. above}. .

3. Use of 3ubs|die Commumty-rated health plans would accept vouchers '
toward payment of coverage '

‘a. Commumty -rated health plans would create two categones of
‘children’s’ coverage, smgle child and multnple child.
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b. These categories would be tied to the premiums charged for two-
parent family coverage. The National Board (or HCFA) would
determine the average cost of insuring children and would express it
as a national percentage for family coverage. For example, the single
child policy might be one-third of the premium for the twao-parent
family policy and the multiple child policy might be one-half of the
two-parent family premium.

c. . Eligible children with a parent covered by a community-rated or
“experience-rated plan could use their voucher to be covered under the
parent’s policy.

Nondiscrimination To protect the subsidy program from the incentives for
employers to drop coverage (and/or contributions) for dependent children,
nondiscrimination rules would apply to employer’s decisions to offer
coverage and the amount they contribute for dependent children.
Nondiscrimination rules would apply by class of employee {i. e. full-time or
part-time). «

Dual Eligibility For families that are eligible for a subsidy under the kids
program and under the low income or unemployed voucher prqgram:

a.  The family would receive the sum of: the voucher amount for the kids

and the applicable low-income (or unemployed) voucher amount for
the famlly ' :
b.y The voucher for the'l Iow income voucher program would be calcuiated

_using the poverty level based on the entire tamily, but the premium
" 'would be the applicable premium for the entire famlly minus the
premlum applicable for the kids alone. ‘ ,
4
c. A famny may use the ch:ldren s voucher and the law-mcome voucher i
' to purchase separate pohcues or combme their value toward one
policy. o :

' Wrag~aroﬂnd Benefits Current Medicaid rules governing covered services

and recipient eligibility would be retained to cover services not otherwise:
provided under private health plans. Because Medicaid is a secondary payer
when a recipient has private coverage, the program would provide coverage
for supplemental services for low income groups Currently entitied to
Medlcald :
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C.  ADDITIONAL SUBSIDIES FOR PREGNANT WOMEN

f. | Eligibility Medicaid coverage would be expahded as follows for the one-year
period between 1/1/96 until 1/1/97: ~

a. Pregnant women who are currently covered to 133 percent.of
poverty, with an option to 185 percent, would be covered up 185
percent of poverty.

b. Pregnant women in 1115 waiver states who are currently covered to
various degrees would be covered up to 185 percent of poverty.
States that currently use 1902(r)(2) to cover pregnant women at
higher income levels could continue to cover these persons, but with
100 percent Federal financing only for those thh income up to 185
percent of poverty.

2. Coverage through Private Plans Similar to the OBRA 1990 provision, states
are required to purchase group health insurance coverage for Medicaid
beneficiaries where cost effective as defined by the Secretary In addition,
state options include:

a) . Fam:ly option of employer glén A s‘tate may élect' to enroll pregnant
women in a family option within the optlon of the group health plans -

offered to the caretaker relative.

b} Family ogtion of state employee - plan: a State' méy elect to enroll
: pregnant women in'a family optlon w:thm the options of the group

health plan or plans offered by the state to state employees. .

c) Health Maintenance Organgpgn a state ‘may elact to enroli ‘

pregnant women in a health maintenance. orgamzatnon in which fewer
than half of the membershnp are ehgtble to receive medical assistance
benefits. This enrollment optton is in addmon t0 any enroliment
option that a state might offer with respect to receiving services
through a health maintehance organization. :

d} A state may elect to enroll pregnant women in a basic state health
plan offered by the state to individuals in the state orherw:se unable
to nbtain health insurance coverage

-Medicaid will pay for the full premium and the full cost shanng amOunts but only
for services currently covered by Med!cald c
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Current Medicaid rules governing covered services and recipient eligibility would be
retained to cover services not otherwise provided under private health plans.
Because Madicaid is a secondary payer when a recipient has private coverage, the
program would provide coverage for supplemental services for low income groups
currently entitled to Medicaid.

3. " Financing The Federal government would provide the followmg Federal
matching through Medicaid.

a. All current eligibility categories would continue to matched at the
State’s regular Medicaid matching rate (FMA?} except as noted
below.

1} Coverage for pregnant women wuth family incomes between
133 percent and 185 percent of poverty would be 100 percent
Federally financed.

2) Coverage for pregnant women in 1115 waiver states who are -
currently covered at various levels of income would be 100
percent Federally financed up to 185 percent of poverty.
Individuals covered through the 1115 waiver above the 185
percent threshold would no longer be eligible for Federal
fmancmg, i.e., all Statewade wawers would be termmated

6)  Pregnant wor’nen in states that use more hberal eligibility rules
. under 1902(r{{2) in families with incomes up to 185 percent of
~ poverty would be covered at the levels indicated above.
Individuals covered with famxly income above the 185 percent
~ ‘threshold would no longer be covered; i.e., all 1902(r) changes
. would be terminated. o : : '

1.  Eligibility In general, pregnant women who have not been covered by health
insurance for at least six months (could be a year if dropping employer
coverage is an issue) and who are in families with incomes up to 240 .
percent of poverty would be eligible for a voucher toward insurance
coverage.

‘a.  Prégnant women would not be eligible for this subsidy if they have
' available an employer’s plan where the employer offers to contribute
. at Ieast 80 percent {could make it a lower level if there would be an
asgumptton that employers would reduce coverage for dependents;.
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note nondlscnmlnatlon rule!) toward the costof a pohcy covenng the
women.

b. - Pregnant women who are covered under a state’s Medicaid program
o (cash or noncash) as of December 1996 would not be required to
meet the six-month previously uninsured criteria.

c. Ehglbllity would continue for three months after delivery.
d. . Pregnancy would not be treated as a pre-existing condition.

Medicaid will pay for the full premium and the full cost sharing amounts, but
only for semces currently covered by Medicaid.

Current Medicaid rules governing covered services and recipient eligibility
would be retained to cover services not otherwise provided under private -
health plans. Because Medicaid is a secondary payer when a recipient has
private coverage, the program would provide coverage for supplemental
services for low income groups currently entitled to Medicaid.

2.  Amount of Subsidy

a. Eligible women in famlhes WIth income up to 185 percent of poverty
would receive a voucher for the full premium for a single policy
(limited to the lower of the weughted average community-rated
premium or the ﬂerence premtum in the HCCA } -

b.  Eligible women in famthes wuth incomes between 185 percent and
B 240 percent of poverty would reéceive a voucher for a portion of the
premium (calculated on a sliding scale, phasing out at 240 percent of
‘ povertv) for the single pchcy (limited as in a. above)

3. Use of Subsidies Commumty-rated health plans would accept vouchers

- toward payment for coverage. A pregnant woman could use the voucher
toward the purchase of a single policy or toward the purchase of a couple,
single-parent or two-parent policy, as appropriate.

4. - Dual Eligibility For families that are eiigible, for a subsidy under the pregnant
~women program and under the low-income voucher or unemployed program:

"a.  The family would receive the sum of: the voucher amount for the '
' pregnant woman and the applicable low mcome {or unemployed}
voucher for the fama[y : «
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The voucher for the low-income program would be calculated using
the poverty level based on the entire family, but the premium would
be the applicable premium for the entire family minus the premium
applicable for the pregnant woman alone.

A family may use the pregnant woman voucher and the low-income
voucher to purchase separate pohcnes or combine the:r values toward

" one policy.

A family eligible for the low income {or unemployed), pregnant
woman, and kids subsidy programs would be treated in the same way
as described above, except that the applicable premium for the low-
income (or unemployed) voucher program would be the applicable
premium for the entire family minus the premiums applicable for the .
pregnant woman alone and the kids alone.

- The applicable premium for the low—lncome (or unemp!oyed) voucher

program could not be less than zero.
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D. SUBSIDIES FOR PEOPLE LEAVING WELFARE FOR WORK

1. Policy To provide subsidies for people leaving welfare for work, the existing
Medicaid transition benefit would be extended to cover eligible individuals
for 24 months.

- 2. Duration of Coverage Current law allows for a srmple 6-month extension,
and then a more complex second 6-month extension. We recommend-
eliminating the second extension and lengthening the first by 18 months to
create a single 24-month transition benefit.

3. Eligibility Currently, the two-phased extension terminates if the family no
longer has a dependent child. In the health reform context, family policies
are provided to various family configurations, not just to couples with
dependent children. For this reason, as well as to provide additional wark
incentives, we recommend strrkmg the “termination for no dependent child"
provrsnon ' '

In addition to those who have been off of welfare for work for one year,
those who are in their second year off of welfare for work and who are
currently uninsured would be ehgrble for this program. :

4. Cr:verage through Private Plans Similar 1o the OBRA 1990 provision, states
are requrred to purchase group health insurance coverage for Medicaid
beneficiaries where cost effective 3s defined by the Secretary. In addition,

, state optrons mclude . :

| ;""aifr' ' Famrlg ogtnon of emgloyer glan A state may elect to enroll a caretaker
. relative and dependent children‘in a family option within- the opuon of
the group health plans offered to the caretaker relative.

- b) Fam:ly ogtron gf state emglozgg gla ‘a state may elect to enroll the
' ' caretaker relative and dependent children in a famrly option within the

options of the group health plan or plans offered by the state to state
employees ‘ :

c) Health Maintenance Organtzatlon a state may elect to enroll the
caretaker relative and dependent children in a health maintenance

organization in whrch fewer than half of the membership are eligible to -
receive medical assrstance benefits. This enroliment option is in

- addition to any enrol!ment option that a state mrght offer with respect
to receiving servrces through a hea!th maintenance organization.
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d) A state may elect to enroll the caretaker relative and depéndent
children in a basic state health plan offered by the state to individuals
in the state otherwise unable to obtain health insurance coverage.

Medicaid will pay for the full premium and the full cost sharing amounts, but
only for services currently covered by Maedicaid.

Current Medicaid rules governing covered services and recipient eligibility
would be retained to cover services not otherwise provided under private
health plans. Because Medicaid is a secondary payer when a recipient has
private coverage, the program would provide coverage for supplemental
sarvices for low income groups currently entitled to Medicaid.

5. Financing The Federal government would cover 100 percent of the expense
o related to this expansion.

1. Eligibility Welfare recipients who return to work would receive subsidized
coverage for two years.

2. Amount of Subsidy Instead of receiving Medicaid coverage, welfare
recipients returning to work would receive a full premium subsidy for the
entire family (i.e. the family would receive a low-incorne voucher as if it had
income below 75 percent of the poverty level).

3. Wrap-around Benefits Currént Medicaid rules governing covered services
and recipient eligibility would be retanned to cover services not otherwise
provided under private health plans. Bécause Medicaid. is a secondary payer .
~ when a recipient has private coverage, the program would provide coverage
for supplemental services for low income groups currently éntitled to
Medicaid.
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- INTRODUCTION

The Congressional Rudget Office (CBO) and the Jolnt Commitiee on Taxatlon
(JCT) have propared this preliminary enalysis of the Health Security Act, a3
. ordered tcpomed by the Senans Commlmes on'Flnance oo July 2, 1994, The
analyils is based on the description of the Chairman's mark of June 28, the errata
gheet of June 29, the amendmants adopted during the Committes's markup, and
informatlon provided by the Committes’s staff. Although CBO and JCT have
-worked closely with the staff of the Committee, the estimate does not reflect
detailed specifications for ell provislons or final legislative language and must
therefore be regarded as preliminary.

The first part of the analysis is a review of the financlal impact of the
proposal. The financial analysis includes estimates of the proposal's effects on tha
federal budget, the budgets of state and local govemments, health insurance
coverage, and national health axpenﬂfmrea. The analysis also includes a
descnpunn of the mejor assumptions that CBO has made a.ffocung the estimate.

The sccond part of the'analysis comprises 2 brief assessment of con-
siderations arising from the proposal's design that could affect its implementation.
The issues oxemined in this discussion are similar to thoss considered in Chapters
4 and § of CBO's analyses of the Administration’s heslth proposal and the

Managed Competition Act,

F&IANCIAL IMPACT OF THE PROFOSAL

The Health Security Act, as ondered reported by the Senate Cﬁmnvttea on Finmcc,
aims to increnss health insurarico’ coverage by reforming the market for health
insuranco and by subsidiziog its purchasa, In the Congressional Budget Office’s
estimation, the proposal would add about 20 million pzople to the insuranes rolls,
and the number of uninsured would drop to 8 percent of the population. Initially,
the proposal would add to netional 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 ultimataly redues stats and local government spending as well,

: The estimated effects of the proposal are displeyed in the four 1ables at the

end of this document. Table 1 shows the effect on federal outlays, revenues, and
‘the deficit, Tabls 2 shows the effects on the budgets of siate and logal
povernments. Tebles 3 and 4 provide projections of health hsumncc coverage and
national health axpendimres, respectively. i

Like the ¢stimates of other proposals for comprchensxvc reform--such as the

single-payer plan, the Administration’s proposal, the Menaged Competition Act, . -

and the bill reported by ths Committss on Weye and Means—CBO's estimates of
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the effects of this proposal are unavoidably uncertain. Nonetheless, the estimates
provide useful comparauve information on the relative costs and savings of the
. different proposals. In estimating the Finence Committee’s proposal CBO and
JCT have made the follomng major assumptions gbout its provisions.!

Health Jnsurance Benefits and Premiumg

. The Finance Commitiee’s proposal would éstablish a standard package of health

-insurance benefits, whose actuarial value would be based on that of the Blue
Cross/Blue Shield Standard Option under the Federal Employaes Health Benefits -
program. The Congresslonal Reséarch Service and CBO estimate that such a
benefit package would initially be 3 percent less costly than the average benefit
of privately insured people today and 8 percent less costly then the benefit
package in the Administration’s proposal.

The proposal adopts the four basic types of health insurance units included
in the Administration’s propesal--single adult, married couple, one-parent family,
and two-parent family. In general, workers in firms with fewer than 100
employees (and their dependents) and people in families with no connection to the
labor foree would purchase health insurance in 8 community-rated market. Firms
employing 100 or more workers would be experience-rated. The estimsted
average premiums in 1994 for the standard benefit package for the four types of
palicies are as follows ,

Community- Expcrl':pce-
Single Adult $2,330 $2,065
Married Couple : $4,660 - §4,130 -
One-Parent Family $4,544 ‘ 84,027

Two-Parent Family $6,175 $5,472

_ In additlon, separate policies would be available for children eligible for subsidies,
ag explained below. Supplementary insurance would be available to cover coste
sharing amounts and services not included in the standard benefit package.

L. . For descriptions of CBO's eadmating mothodology. aox Congresslonal Budgel Office, An Analyrir of the
Adminlstration's Health Proposal (February 1954), and An Analysl of the Managed Compailtion Act (Apll 1994).
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Subsjdieg

Ths pmpnul would egablith a system of premium 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
those with Incoms between 100 percent and 200 percent of poverty would- be
eligible for pardal subsidies. The pama! subsidies would be phasad in between
1997 and 2000 by gradually increesing ‘the income cligibility level. In addition,
children and pregpant women with incoms up to 240 peroent of the po\ccrty level
would ba eligible for spacial subsidies. -

In determining eligibility for premium subsidies, a family's income would be
. ,compared with the federa] povexty threshold for that family's slze, except that the
threshold would be tha same for families with four or more membars. The
. estimate asmimes that this limitation would apply for computing both reguler
subsidics and the epecial subsidies for children and pregnant women.

The maximum amount of the subsidy would be based on family income
relative to the poverty level and on the weighted average premium for communitys-
rated health plans in the area. The estimate assumes that a family’s subsidy could
not eéxceed the amount it pald for coverage in a qualified heelth plan. Therefore,
if an employer paid a portion of the premium, the subsidy could at most equal the
farnily’s portion of the premium, The estimate also assumes that, except o 1997,
the same formula would be used in each year to compute the amount of the
subsidy, but that during the phase-in period no subsidies would be avaﬂablc to
people above the applicable eligibility lovel.

Families would not be eligible, ths estimate assumes, for both regnlar
premium subsidies and specml subsidies for children and pregnant women, but
they could choose to receive the larger ome. Families could use the special
subgidies to help purchase coverage for the entire family, or they could purchase
coverage only for the -cligible children and pregnant women.

Famllics. children, and pregnant women with income below the poverty
thraghold would also be eligible for reduced cost sharing, as determined by the
National Heglth Benefits Board, The estimate assumes that the board would
require nominel cost-sharing payments, Health insurance plans would be required
to ebsorb the cost of this reduced cost sharing. In addition, states would have the
option of provlding sibsidics for cost sharing for people with income between 100
percent and 200 percent of the poverty level. The federal government would pay
up to $2 billion a year to assist the statss in providing these optional cast-sbanng
subsidies, and states would have to pay the rest of the cost.


http:8llmm.es
http:gra~ual.ly

The system of sybsidies would be administered by the states. States would

" have the optlon of providing subsidies to eligible peopls beginning in 1996 and

would- be raquircd to provide subsidies starting in 1997. Because of the
difficulties involved In setting up the necessary administrativs apparatug, the
extimats assumes that states would not begin paying subsidies until 1997,

Medicald and Medi

Medicaid beneficiaries not recelving Supplemental Sacumy Income warld be
integrated into the general progmm of health care veform and would be eligible

" for federal subsidies in the same way as other low-income people.” Medicaid

would continne to provide these beneficierics with 8 wraparound bencfit covering-
oertain bealth care services not included in the standard benefit package. States
would be relieved of their portion of Medicaid costs for these bencficiaries but
would be required to make maintenance-of-cffort payments to the federal
governmsnt. The estimate assumes that theac maintenance-of-¢ffort paymsnts
would cqual the eppropriate porticn of the states' Medicald spending in 1994,
incrensed in subsequent years by the rate of growth of national heelth expanditures
plus an adjustment factor. The adjustment factor would equal 1 percentnge paint
through 1957 and would be graduslly reduced to zero by 2002,

The propossl would graduslly phase out federsl Medicaid payments to
disproportionate share hospitals (DSHs)., The estimats assumes that DSH
payments would be limited to 10 percent of madical assistance payments in 1997,
8 percent in 1998, € percent in 1999, and 4 percent in 2000, In 2001, DSH
payments would be repealed and would be replaced by 2 program to make
payments to vulnerable hospltals. That program would have an annual
appropriation of $2.5 billlon. :

Among the proposed changes in Medlcare 13 & revision in the method of
reimbursing Medicare risk contractors, The estimate assumes that this provision

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

The Committee’s amendment that added the special subsidies for children and
pregnant women also provided that the cost of these subsides would be covered
by proportional increases in all of the revenue-raising measures in the proposel, .
as needed to keep. the proposal from sdding to the deflcit. The estimats includes
additional revenucs of $13.6 billion over the 1996.2001 period as a result of this

_provigion,
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In the presett estirnates, the fail-safe mechanism 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 stardard 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 year, however, but by na more than t.he amount of eny cumuletive savings
from previous years,

Unforeseen clrcumstances—such 2a 2 major recession, an accaleration in the
growth of health care costs, or & mote rapid increase in the number of Medicare
or Medicaid beneficlaries--could create & shortfall in funding and trigger the fail-
sefe mechenism, Although the proposal would give the Administration some
flexibility in offsetting any unfinanced health spending, the bulk of any savings
would have to come from limiting eligibility for subsidies. As a result,
~application of the fail-safe mechanism could make ptcv:ously eligible people

ineligible for aubsxdxes and would reduce the extent of health i msurance coverage.

OTHER CONSIDERATIONS

Like other fundamental reform pmposa&s. the plan reported by the Senaté Com-
mittee on Fipance would require many changes in the cumrent system of health
insurance. PFor the praposed system to function effectively, new data would have
 to be collected, new procedures and edjustment mechanisms developcd, and new
institutions and administrative capabilities ereated. In preparing the quantitative
estimates presented in this assessment, the Congressional Budget Office has
assumed not on]y that all those, things could be done but also that they could be
accomp!ished in the time frame laid out in the proposal.

. In CBO’s judgment, however, there exists & significant chance that the
‘substantial changes required by this proposal-and by other systemic reform
proposels--could not be achieved as agsumed. The following discussion sum-
marizes the major areas of possible difficulty as well as some other possible
consequences of the propoesl.

The proposal, like most otherg, assumes that an effective system could be designed
and implemented to adjust health plans’ premiums for the actuarial risk of their
crrollees. In fact, the feasibility of developing and successfully implementing such
a mechanism in the foreseeabls future is highly uncertain, Inadequate risk-
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adfustment techniques would have edverss conssquencss for both the community-
rated and the experlence-rated health insurance markets.

The primary purpase of the risk-adjustment system in the community-rated
market would be 1o redismibute premium payments smong health plans,
compensating them for differences in rick. Without effective risk adjustment, the
profitability of health plans in thoss markets wonld be partly dstermined by the
plans’ skl in attracting relatively healthy people. Since high-cost plans would bs
subject to a premium tax under this proposal, an effective risk adjustment would
also be important to ensure that health Plans were not taxed bocguse their
envollees presented a higher risk,

. While there would be no rek-adjusiment peyments inthe cxpetience-ratsd
market, each plan thar was not self-lnsured would have o have a risk-adjustment
factor in order ta detérmine whather if was lable for the tax on high-cost plans,
Developlng such fectors would be extraordinardly difficult because the agency
responsible for doing that would have to collect and analyze significant amounts
.of information from the many health plans, some of which would be very small,
that made up the experience-rated markst.

' Resnonsibi

Virtually all proposals to, restructure the health care system incorporate major
gdditional- adm.husn-anva, monitoring, and oversight functions that some new or
cxisting agoncies or organizations would have to undertake. A key question with
any proposal is whether the designated orpanizations would have the appropdate
capabilities &nd resources to perform thelr roles. In the Senate Finance Come
mittea’s proposal, states would besr the brunt of many of the respansibilities for
implementation, and it 1s uncertein whether~and, if so, how soone~some states
would bo ready to assume tham.

 The states” primary responsibilities unde.r the proposal would fall into four
broad arcas:

0 dcwrmining eligibility for the new subsidies and the continuing
Medicaid program; )

o  administering the subsidy end Medicaid programs;

o cstablishing the infrastructure for the effective funcuomng of health
errs markets; and

o regulating and mnnitodng the health insurance industry.
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i id. The task of establishing and
monitoring cugxbﬂny for subsidies would be an enormous ons for states, even
_withaut the complications resulting from the dual structure that would subsidize
premiums using two sets of niles (discusssd in more detail below), According to
- CBO's estimates, in the year 2000, about 30 million {amilles and singls
individuals would be receiving subsidies for hsalth insurance premiums at any
time, The actual aumber of applications would be much greater than that becauss
of changes in employment, family starus, ar geographic location during the year.
In eddition, because Medicaid would bo mqwed to provide wraparound benefits,
statas would have to contipue to opetute their Medicaid eligibility systems using
income criteria for families with mors than four members that were different from
the criteriz used by the premium subsidy program.

Statzs would also bear the responsibility for the required end—of—yw
reconciliation process in which the income of g subsidized family was checked to-
enstire that the family received the approprisis premium subsidy. Reconciliation
would be & major underteking sioes, although federal income tax information
could be used, many of the familles receiving subsidles would not be tax filers.
Moreover, the process would require extensive interstate cooperation in arder to
track people who moved from one state to another during the year.

MM&M&W The states would havs other
mgjor admin{strative responsibilities for the subsidy and Medicaid programs, In

particular, they would make gubsidy payments to health plans and engage in
outreach effdrts 10 encourage enrcllment of the low-income pepulation. Health
plans would bs required to have an openmnllment period of 90 days during the
first year and only 30 days in &ll subsequent years. Establishing effectiye outreach
‘programs would tharefors be essential 1o ensure that Iow—mcome peopls enrolled
in health plans ﬁuxing the open-enrollment window.

The optiona! programs in which states conld participate would also have
major administrative components. * States electing to subsidize cost sharing for
people with jucome 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 enbsidies incorporated in the proposal
if they choss to expand home- and ‘community-based services for the digabled
States could also choose to enroll beneficiaries of the Supplemeatsl Security
Income program in health plms. in which case they would have to negotiats
separate premiums, , .

‘ Mﬂd&l& Statns would be mquired 10 dcszgnam the geogrnphic boundanes for thu N
community-rating areas ay well as the service arcas for implementing the
provisions regarding essential community providers, The lability for the tax on
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high-cost community-rated and experience-rated plans would be calculated
geparately for cach community-rating area. In addition, states would have to
sponsor or establish purchasing cooperatives to serve those comuounity-rating aress
in which none were established voluntarily.

Statss would also have ongoing responsibilities for ensuring that health care

- markats functioned eﬁ“echvely Those responsibilities would include establishing
the system for adjusting premiums for risk, operating reinsurance pools until the

" risk-gdjustment system was operating effectively, and redistributing loesss.

resulting from the requircment that plans ebsorb the cost-shering expenses for
people with Income below the poverty threshold.

Providing consumers with the neccssary information to make informed
choloes among health plans would be another function of the statas. States would
. be required to produce apnuel, standsrdized information comparing the perfor-
mance of health plans in each community—ming areq; they would also distribute
that information, cducate 2nd provide outreach to consumers, and respond to
comnplaints from consumers, To do all that effectively would require that states
pstablish extensive systems for reporting and annlyzms data and qualitative
information. . They would 8130 be responcitils for easuring that health plans met
federal standsrds for data reportng. .

H g dustry. The responsibilities for
cmfying msm'ed heahh plans. sclf—msurad plans that operated in one state only,
and insurance plang for long-term cars would ell fall on the states. So oo would
the task of enforcing the new hezlth insurance standards. Consequently, the dutles
of state insurarice departments would grow considerably. Not only would they be
responsible for many more health plans than they oversee today, but the activites
they would have to monitor would bs much more exiengive. States would be
encouraged o use private accreditstion organizations to assist them with these

Stateg would, moreover, be required to act ln the gvent that health plans did
not meet federal standerds. For example, they might have 1o operate failed of
noncomplignt health plans for a transitional period 1o ensurs continued access for
the plana‘ enrolless, develop corrsctive programs, or design other options.

States would heve to develop and implement programs 1o recover payment
Tfrom sutomoblle Insurers for medical services resulting from sutomabile accidants,
These programs would be required 1o have elestronic data basez and include
machanisms for resolving Uablliry issues or disputes rapidly,
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At present, state insurance departments vary v}zdcly in their capabilities, It
seems doubtful, therefore, that all of them would bs ready for such an expanded
role by 1997. '

The Duysl System of Subsidies

The proposal includes two subsidy schadules--one for low-income families end the
other for low~incomc children and pregnant women. The two subsidy schemes
‘would have to be integrated because children and pregnant women are a part of
families; but integrating them in a sensible and administreble fashion would be
-exwemely difficult. As now. structured, the dual system of subsidies would create
a confusing array of options from which low-income families would have to
chooss, would greatly complicate state administration of the already burdensome
processes for dctcrmxmng cligibility and reconciling subsidies at year-end, and
could regult in real or perceived inequities in the treatment of low-mcome
families.

In making its estimates, CBO assumed that no family could participate in
both snbsidy 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 specizl subsidies for the children
individually as well as regular subsidies for single or dual policies for the parents
=-conld cause the estimated cost of the subsidies to be somewhat higher than that
" shown in Table 1. A

As is the case under other proposals that lunit participation in the community-

rated market to small firms and nonworkers, some moderate-sized firms—those -

with 100 to 300 or 400 employees..might face relatively high costs for coverage

- under the Senate Finance Committee’s proposal. Just as they do under the current
system, such firms would heve to either self-lnsure or offer coverage through the
experience-rated market. Moreover, they would bs required to provide their

_employees with a choice of three plans, including a 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
clsewhere,

Small enrcllments would, in tum, result in high administrative costs.
Furthermore, because the firm’s premiums would be experlence-rated, a single
employee with 2 costly medical problem could ralse the firm's premiums
significantly, Soms plans could end up with ever-increasing premiums and
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shrinking enfollment a3 people who could obtzin cheaper eoverége through their
spousc's employer left the plan, reising its premiums farther, At e minimum,
employees would no longer have a realistic chojce of thres plans, and in extrems

casee, all three plans might be quite expensive. In principle, individuals with |

income 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
pretoiums for all threa plans were above the mverage for the community-rated
market, which determines the maximum posaible subsidy.

Zax on High-Coat Health Plans

The proposed tax on high-cost health plans would be difficult ©o iroplement. It
would, moreover, result in different effective tax rates on cxcess premiums of the
health plans offered by different insurers or sponsors. Thase differences might be
viewed as arhitary because they would very significanly within and among
community-rating aress, ‘

The tax would be imposed et a 2§ percant rats on the amount by which bigh-
cost premiums cxceeded a target premium set for each community-rating area.
Verious sdjustments would be made to premiums to determine which plans would
be classified as having high costs, Those adjustments would be difficult to make.
Moreover, soms of the necessary adjustments--such as those for differences in risk
© and the cost of living emong geographic areas~would requxro data and metho-
dologi#s that do not now exist.

The effe::ﬁs{e tax rate on excess prerniums would generally be much higher
than the statutory rale of 25 percent for two reasons. First, unlike most other
excise tuxes, this one wonld not be a deductible expense for health plane and self-
insured employers; in effect, the tax would be paid from after-tax, rather than
bafore-tax, profits. Second, if insurers that expected to be subject fo the tax
increased their premiums to reflect the additional tax ligbility, both their excise tax
and income tax lishilitles would also rise. As & result, the effectivs tax rats on
excess health insurance premiums would not be 25 percent but 62.5 percent for
most ptans offered by taxable insurers and 33 percant for nontaxable (nonprofit)
ingurerg. Self-insured employers who reduced other compensation to offset their
higher cxpenses for health benefits would face an effective tax rate of 38.5 percent
if they were taxable carporations md 25 percent if they were nontaxable spcnsm
of a health plan,

Although the tax would pmvido incentives for ingurers to offer lowercost

plans, how insurers would actually respond is unclear. Because the caleulaton of

the tax ‘would be based on the combined cost of standard and supplemental

policies, insurers might, for example, try to discourage anrolices from purchasiog
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" supplements by raising those premiums’ considerably. Altematively, they might
oot offer supplemental policies at all. A more fundamental problam for insurera
is that they would not know ths target preminm--gnd, hence, their potential tax
Hability--at the tims they establishad their preminms because those targets would
bo ennounced 90 days after the end of esch open-enrollment period. That
uncertainty would tend to increase the marping between insurance premiums and
expected payouts e insurers attemptad to protect themselves from the possibllity
that their plan would be considered & high-cost plen and thus subject to the tax.

The tax might be considered inoquitabls for a variety of reasans. In scme
community-rating arees, a amall number of hsalth plans—perhaps two or three-
might dominare the market. Using the eriterion that high-cost plans covered 40
percent of the primary insured population in an ares could necessitate highly
arbitrary decisions in the face of such indivisibilldes. (For example, the highest-
priced plan might cover 20 percent of the primary insuréd populstion while the
top two plang covered 60 percent) In the experience-ratad markst—if accurate
risk-adjustment fagtors cennct be developed--small plans with Uttle ability
contral thelr premiums might well be the ones subject to the tax. Finally, plans
in some areas of the country with low payments to providers and parsimonious

. practice patterns might be subject to the tax even though they ware far less costly
(even after the mqum-.d adjustments) than nontaxed plans in other areas. This
result could ocenr in spite of the fact that plans with adjusted premiums in the
lowest quartilc natlonwide would not be subject to the tax.

eallocation of Workers N R

The proposal would encourage a reallocation of workers among firms and, in
doing s0, would increase its budgetary cost. This sorting would ocenr because the
subsidies could 'be réduced by up to the amount that employers conwibuted for
insurance; therefore, a worker employed by & firm thet paid for hsalth insurance
would receiva 8 smaller subsidy than a worker at a firm that did not pay. Some
low-income workers could gain thousands of dollars in higher wages by moving
to firms that did not contributs to employee health insurance, and a significant
" pumber of them would probebly do so. That process would occur gradually as
employment expanded in some finns and contracted in others, In the CBO
estimate, this reallocation of low-wage workers among firms accounts for $12.6
billion of the cost of the subsidies in 2004.

In addition, scome companiss might stop paying for insurunce, but the effect
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 5o, high-wage workers in those firms would lose
- the tax bencfits of exsluding health insurance from the payroll tax, Moreover, the
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pet additonal subsidy cost 1 the government from low-incoms workers ia firms
that dropped coverage would be largely offset by higber 1ax revenucs from the
wuorkers becauss, without employer-pald coverage, wages would be higher,

Last, raducing subsidies by up to the emount that employers pay for insurance
would mean that people with similar incomes and family clrcumstances would ot
be treated glike, In particular, workers at firms that paid for insurancs would face
larger costy for their insurence than similerly placed couhrpms at firms that did

not pay.

Werk Diglncentives

Like other reform plans with substantial subsidies, the Senatr Flnance Corme
miitce’s proposn.l wotlld discoursge cenain lowsincome peoplc fram working more
hours ér, in some cases, from warking at all, becanse subisidies would be phased
out as family income Increastd For example, the subsidies for low-income
. famnilies would be phased ot as family incomse ross between 100 percent and 200
percent of the poverty threshold, and those for low-income children and pregnant
women would be phased out batween 185 percent and 240 percent of poverty. In
. both cases, many workers who samed more money within the phaceout rangs
. would have to pay more for their own or their children’s health insurance, thereby
cutting into the increase in their take-home wage. In essence, phasing out the
subsidies would implicidly tax their income from work,

) Esﬂmaﬁngﬂxemclsnmagmmde of the imph:iusxmtes requires information
that is not readily available, but rough caleulations suggest that the rates could be
substantial. In 2000, for example, the effective marginal levy on lebor com-
pensation could increass by as much as 30 o 45 percentage points for workers in
families el.igxbls for low-income subsidics and 20 to 40 percentago polnts for
warkers in famjlies choosing the subsidies for pregnant women and low-incoms
children, Moreover, those levies would be piled oa top of the explicit and implicit
margipal taxes thas such workers already pay through the Income tax, the payroll
X, the phaseout of the eamed income wax credit, and the Joss of eligibility for
food stamps. In the end, some low-wage worker would keep as little as 10 cents
of every additional dollar they eamed.

If the employer did not pay for insurance, the implicit marginal rates from
the phaseout of low-income subsidies would apply te workars whose incoms was
within the broad range of 100 percent to 200 percent of the poverty level. Butif
the employer paid sorne of the costs for ingurance, 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 targinal levies, it would create the previously described incentve for
workers to move to firms that did not pay for insurance.
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TABLE 1. - PRELMINARY ESTRRATES OF THE FEDERAL BUDGETARY EFFECTS OF THE HEALTH SEGURITY ACT
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TABLE 1. Cmtxued

195 1995 1957  1®8 {9 2000  200f W02 200G 2004

o 0 0 -0 a 25 25 25 25

*- 10 Vuirrredie Hospilel Prymernts 0 :
11 Home and Cavennity Based Care Program 0 O 03 07 10 14 16 1 19 0
12 Acedernic Heakh Centers Trust Fund 0 4T 780 80 -89y 10.3 13 123 © 143
13 Grad Medical & Nureing Educafion Trust Fund 0 rag 40 58 69 76 82 89 48 104
14 Medicare Transier - Graduate bedical Education 1< 16 . -2.2 : 24 25 -2.6 *20 -?.9 34 33
15 Medicare Transfer - Indrect Medical 0 49 54 “-7.9 87

PP ]
LA RS2l RE 2

o v k'

Education -
ERECTHA T oS B Ppan S e R SR ey "“"f&ﬁkf S SRR R B

.f‘*’ﬁbﬁl..;fkﬁl SRReRE

: a5
43 smyﬁ.ﬁi:ééi‘%’& AEEERON,

W-x

0.4
: m&m’é’?’ /?“ﬁﬁi‘gﬁ&;‘éa e *“%:n

trmmmdm 0. 0o 524 862 &6 W93 1210 136 1473 . 1612

wﬁugmw\v‘mmmmom‘iw . _ oo meeenn inchaded 1 LN® 1T < n - me e mmn
19- Pm\amnm Huvecty 13

TSR

SR *;%&M%“%WW%&M’“@ S i E e S e a kB rA T e ?é?;@%ﬁ%‘@-‘?

20 Mandary Administrative Expeneses o T a e 24 40 43 - 47  4B- A9 . 49 50
1 MAMDATOHY OUTLAY CHANGER ) k 14 .5 39 2.5 25 A2 19.6 7.2 ‘ 140 104)
DISCRETIONARY OUTLAYS. | ‘

21 Maﬂwcm 05 . 18 10 10 10 10 10 £0 0 1
2 wmmmm GamiProgam - Qf 02 "3 03 02 02 0z 02 02 0.3
2 Opunﬁ'gm—Tm Demonsirsiions 3 at 03 - a4 04 04 -04 04 05 as 0.5


http:TruGCFt.nd

TABLE 1. Continied
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29 Add Medicare Pait B Prembuma for High- : . '
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31 Inckde Cestain Sve-Redn oorfe in SECA, and
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by OASD! Effext 0 a1 a2 02 a2 a3 03 a3 0.3 03
32 Extend Medicars Caverape 8 M Tax o AR Stede ’
and Lotwl Goverrimard Exmpleyoos (4] 1.6 16 15 15 14 . 14 1.3 t2 12
33 imposa Excive Tex witi Respect to Plang ;
Faling ¢ Baotisfy Voluntery Contribution Rdo ] a I3 ) ™ ‘o « 8 a .
34 Repeal Fiexible Amangements o 03 o5 a7 11 13 4 14 1.4 15
35 Exdend 25% Ded for Hexlth Ins Costs of Sell-
Employed Indviduais 0.5 03 4] 0 0 0 o 0 0 o
35 Umilon Prepaymantof Meded Premioms =000 cceecames - Neghgibie Reveniue Gain-- - wnrev=e ' -
37 Deduct tor individusls Purchasing Own Health in a 1A 55 81 44 87 - A | 58 104 1.0
33 Non-Profl Hextth Care Orgne/Taxable Orgna ] '
Prorvidingg Health (res & Prepd Health Cave Sv ———nemn e~ HNegigitle Revente Effect= - cnvevuvs
39 Tavt of Cortaln s Cowith Regard fo Secf833 =000 cececnvae. Neghpgible Reverue Effett~wsearmenn . :
40 Grant Tax Exeenpl Stotus bo Stels s Risk Pools ] n 0 0 D -0 1} o 0 0
41 Remove $150 milion Bored Cap on fion- . .
Hospital 5011 (cX3) Bonds " . & 01 0.1 L1 01 A2 02 02
42 Clanify Tox Trind of Long Temm care Ins & Sves [¢) s £H2 02 02 02 03 043 03 04
43 Tax Trnk of Acoelaralied Death Benefts Under
Lo lraurmnce Contracks a » 4.1 0.1 0.1 Q.1 0.1 0.1 -0.1 0.1
44 e in Reporfing Penaltics for Ronermpboyees 1) ™ o n " a a . ® a
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TABLE 1. Continued

9995 1996 1997 1988 1908 . 2000 . 2001 xm 203 2004
ﬁmmmﬂuéd&m'wm » “w o e vew e = Neghgible Reverwre Effoc ~ev emve mun
43 Modily COBRA ContinuainCareRules ™ = ==weemacew Neghigitie Reverne Efect - -« - on - == o
47 Tax Credit for Practitioners In Underserved Asea a 0.1 D2 a2 L2 0.1 01 - a q [
43 Incroase: Expensing Link for Certain Mot Equp a s - N » s . a a s
K9 Tax Crecl for Coxt of Personal Asd Sves
Requited by Employed tndividuale 0 a £1. Q.1 01 Q0.1 0.1 Q2 . 02 02
50 Distosreof Reben Infofo State Agencies ™ memceee- -« Mo Revente Effect - - =~ o= <~ <m
51 Exernpt Doctows from Seclion 457 Uity a 4.1 -0.1 0.1 04 0.1 Q1 01 0.1 01
52 wposa Prem Tex with Respoct to Cedam
High Cost Plans ' 0 a .09 1.4 153 1.7 1.9 14 .19 20
Sahi'zedtuEﬂedsdchmge:nTuTmid o :
& Houeehold Health Ing Spending - . 0 = 12 14 14 {4 1.4 16 16 15
[ TOTAL RECERPT CHANGES 13.3 19.8 213 19.8 203 211 21.8 203 21.3 226]
DEFICIT
HMANDATORY CHANGES 419 180 -TA &7 8.2 b | . Q2 -3.1 73 -122
TOTAL CHANGES 410 A4 4z o2 oy 68 s o a1 aq
CURULATIVE DEFICIT EFFECT 410 /A M8 203 118 4D a4 28 48 133

SOURCES: Congressionad Budget Office; Joind Commitee on Taneation

NOTES:
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Erforcemnent Actof 1990,

Proviviors with no cast herve beenexchaded from this table.

& Losae than $90 nikon,
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- YABLE 2, PRELIMINARY ESTMMATES OF THE STATE AND LOCAL Q‘UDGETARY EFFECTS OF THE HEALTH SECURITY ACT

AS REPORTED BY THE COMMTTEE ON FINANCE
- {Bdy fiscal yoerr, in billorys of dokare) ]

1095 1996 199 1938 1999 2000 2001 202 203 2004

184 275 207 343 384 427 4T3 523
168 240 22 24 0.8 n4 362 B2

D
0
05
0 02
0

12 14 02 0:0 03 - 0§
a9 RA 0S5 NS 06 06 a7
iese s e e i e R e R B e

AT T

o 12 1a. 15 15 15 15 16
7 Genersl Admin an! Start Up Coets o 14 22 24 24 2% 27 28 ap 32
.8 Aulomobie: Insurance: Coartnation 0 0.1
o ‘ - aﬂ $osann 2 ¥ o

|

a1 0.1 01 0.1 0.1
SR AL PR S A PAMAN s Dy R T I LR T e St X O b S RN WW o
R Epanses T i e A S R I S el R ey sl

Total State and Local Badgetary knpact ' o 17 Y N § 21 11 20 34 A7 42

] §OURCE: Cagmnlwotfm

a maﬁmammmmmmﬁmmmmmbwymmm m’mdumm«mimqm
b The states woukd hase the opion to provide funding for pool-sharing subsidics for persona below 200% of poverty.
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Tablio 3. Haalth insurance Covenmge
(By calsndsrs yéar, In millions of peopls)

1887 1888 - 1988 2000 - 2001 20ﬁ2 2003 2004

Basegline
Insured ‘ 224 226 228 220 230 282 233 234
Unlasured 40 40 40 41 42 43 43 44
Total 284 268 288 270 272 274 278 278
Lininsured as Percentage of Total 15 18 18 15 i 18 18 18

Health Escurity Act as Reported by the Committee on Finance

Insured . a4 244 248 248 2561 283 255 <14
Uninaured : 23 2 22 2l 22 2 o2 2
Tolal 284 268 268 2?6 a2 214 , 2718 278
(nerease In Insured (R 19 20 20 21 22 23
Uninsurad as Parcamags of Total -8 -8 - 8 - B g 8 -8 8

BOURCE: Congresgional Budget Otfice.




Tablis 4. Projacilons of Natinnal Health Expandiiures -
{By celendar your, in blillons of doliare)

— .

4,

2001

2003

1997 1888 1888 2000 2002 2004
Baseling 1,268 1,972 1488 1613 1748 1894 2062 2,220
Health Security Act aa Raported - »
by the Committes on Finance 1,267 1403 . 1,516 1,638 1,761 1,803 2056 2,218
Change trom Bassline 4 2 ' = 21 18 5 3 -2

SOURCE: Congressional Budgaet Office.
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- INTRODUCTION

The Congressional Budget QOfflcs (CBO) and the Joint Committee on Taxatlon
(JCT) have prepared this preliminary enalysiz of the Health Security Aot, es
ordered rcponzd by the Senats Comshirtes on Finance on July 2, 1994. The
analysls is based on the description of the Chairman’s mark of June 28, the errata
gheet of June 29, the amendments adopted during the Committes's markup, and
information provided by the Commitee’s staff. Although CBO and JCT have
‘worked closely with the staff of the €ommittee, the estimate does not reflect
detailed specifications for ell provisions or final leglslative langusage and must
therefore ba regarded as preliminary,

The first part of the analyms is 8 review of the financlal impact of thc
proposal. The financisl analysis includes estimates of the proposal’s effects on the
federal budget, the budgets of state and local governments, health insurance
coverage, and national health cxpenditmes. The analysis also includes a
description of the mejor assumptions that CBO has made affecting the estimate,

The second part of the! analysis comprises 8 brief assessment of con-
siderations arising from the proposal’s design that could affect its implementation.
The issues exemined in this discussion ere similar to thoss considered in Chapters
4 and § of CBO's analyses of the Adnumstmnon 8 heglth proposal and the
Managed Competition Act.

F[NANCIAL IMPACT OF THE PROPOSAL

The Health Security Act, as ordered reported by the Senate Committée on Fimmcc,
aims to incresse health insuranice coverage by reforming the market for health
insurance and by subsidizing its purchass, In the Congressional Budget Office's
estimation, the proposal would add about 20'million pzople to the insuranes rolls,
and the number of uninsured would drop ta 8 percent of the population. Initielly,
the proposal would add to national health expenditures, but by 2004 nationsl
health expeaditures would be slightly below the baseline. Over the period from
1995 to 2004, the proposs] would slightly reduce the federal budget deficit, and
It would ultimately reducs stats and local government spending as well,

: The estimated effects of the proposal are displeyed in the four 1ables at the

end of this document. Table I shows the effect on federal cutlays, reveauss, and
the deficit, Table 2 shows the effects on the budgets of state and local
pgovernments, Tebles 3 and 4 provide projections of health Insurance coverage ead
nationel health expenditures, respectively, .

Like ths estimates of other proposals for compfehcnswe reform--such as the
single-payer plan, the Administration’s proposal, the Managed Competition Act,
and the bill reported by the Committss on Ways and Means—CBO’s estimates of
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the effects of this proposal are unavoidably uncertain. Nonetheless, the estimates
provide useful comparanvs information on the relative costs and savings of the .
different proposals. In estimating the Finence Comrmittee’s proposal CBO and
JCT have made the following major assumptions about its provisions.!

He ts and

. The Pmanoe Commitiee’s proposal would éstablish a standard package of health

.insurance benefits, whose actuarial value would be based on that of the Blue
Cross/Blue Shield Standard Option under the Federal Employees Health Benefits
program. The Congresslonal Research Service and CBO estimate that such a
benefit package would initially be 3 percent less costly than the average benefit
of privately insured people today and 8 percent less costly than the benefit
package in the Administration’s proposal,

The proposal 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 general, workers in firms with fewer than 100
employees (and their dependents) and peopls in families with no connection to the
labor force would purchase health insurance in a community-reted market. Firms
employing 100 or more workers would be experience.rated. The estimated
average premiums in 1994 for the standu:d benefit packags for the four types of
policies are s fonows

Community- Bxperience-
‘Single Adult , $2,330 $2,065
Married Couple $4,660 $4,130 -
- Onie~Parent Family $4,54 ‘ $4,027
Two-Parent Family $6,175 $5,472

_ In addition, separate policies would be available for children eligible for subsidies,
as explained below. Supplementary insurance would be available to cover costs
sharing amounts and services not included in the smndard benefit package.

. . For doscripions of CRBO's caimating methodology. s Congrossional Budget Office, Aa Analyrir of ihe
Adminlntrotion's Heakk Proporal (February 1954), and An Anelyrls of the Managed Compyintion Act (Aprl 1994).
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Subsidieg

Ths proposal would egtablish a system of premium subsidies: for low-income
people to encourage the purchase of health Ingurance. Fzmilies with fncome
below 100 percent of ths poverty level would be eligible for full subsidies, and
those with income between 100 percent and 200 percent of poverty would be
eligible for partial subsidies. Tha pamal subsidies would be phased in between
1997 and 2000 by gmdua.lly increesing ‘the income eligibility level, In addition,
children and pregnant women with income up to 240 percent of the povcrty level
would be eligible for spacial subsidies. .

In determining eligibility for premium subsidies, a family's income would be
. .compared-with the feders] povexty 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 thia limitation would apply for computing both regular

subsidies and the specia! subsidies for children and pregnant women.

The maximum amount of the subsidy would be based on family income
relative to the poverty level and on the wejghted average premium for comemunity»
rated heelth plans in the area. The estimate assumes that a family’s subsidy could
not éxceed the amount it peld for coverage in a qualified health plan. Tharefore,
if an employer paid a portion of the premium, the subsidy could at most equal the

. farmily’s portion of the premium. The estimate also assumes that, excapt o 1997,
the same formula wounld be used in each year to compute the amount of the
subsidy, but that during the phase-in period no subsidies would be available to

people above the applicable chgxbmty lovel.

Families would not be eligible, the estimate assumes, for both regular
premium subsidies and special subsidies for children and pregnant women, but
they could choose to receive the larger one. Families could use the special
subgidies to help purchase coverage for the entire family, or they could purchase
coverage only for the ‘cligible children and pregnant women.

Famllies, children, and pregnant women with income below the poverty
thraghold would also be eligible for reduced cost sharing, as determined by the
National Heelth Bencfits Board, The estimate assumes thst the board would
require nominal cost-sharing payments. Health insurance plans would be required
to absorb the cost of this reduced cost sharing. In addition, states wonld have the
uption of providing sibsidics for cost sharing for people with incoms between 100
percent end 200 percent of the poverty level, The federal government would pay
up to $2 billion a year to assist the states in providing theso optional cost-sharing
subsidies, and states would have to pay Lhe rest of the coat.
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The system of sybsidies would be administered by the states. States would

“have ‘the option of providing subsidies to eligible peopls beginning in 1996 and

would- be requiréd to provide subsidies starting in 1997, Because of the
difficultiez involved In setting up the necessary administrative apparatng, the
estimats assumes that states would not begin paying subsidies mml 1997,

Medicald and Medi

Medicaid beneficiaries not rocciving Supplemental Swumy Incoms would be
integrated into the gencral program of health care reform and would be eligible

© for federal subsidies in the same way &s other Jow-incomo people.” Medicaid

would contine to provide these beneficianics with 8 wrsparound benefit covering.
certain health care sarvices not Included in the standard benefit package. States
would be relieved of their portion of Medicaid cost for these bencficiaries but
would be required to meke maintenanca-of-effort payments o the federal
govemnment, The estimate assumes that these maintenance-of-effort paymsnts
would cqual the eppropriats portion of the states' Medicald spending in 1994,
incrensed in subsequent years by the rate of growth of national health expenditures
plus an adjustment factor.. The adjustment factor would equal 1 percentnge point
throtigh 1997 and would be gradunlly redyced to zero by 2002.

Ths propozal would graduelly phase out federal Medicaid payments to-
disproportionate share hospitals (DSHs):, The estimate assumes that DSH
payments would be limited to 10 percent of madical assistance payments in 1997,
8 percent {n 1998, 6 pereent in 1999, and 4 percent in 2000, In 2001, DSH
payments would be repealed and would be replaced by 2 program to make
peyments to vulnerable hospltals. That program would have an annual
appropuation of $2.5 billion. ' :

Among the proposed changes In Medicars i3 @ revision in the method of
reimbursing Medicare risk contractors, The estimate assumes that this pravision

‘iz intended to even out reimbursement rates without adding to total costs.

Revenues

The Committee’s amendment that added the special subsidies for children and

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

by proportional increases in all of the revenue-raising meesures in the proposal,
ag needed to keep the proposal from adding to the deflclt, The estimate includes
additional revenucs of $13.6 billlon over the 1996.2001 period as a result of thig

_ provigion,
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In the present estimates, the fail-safe mechanism would not be called into play.
If necessary, however, the proposal would seale back eligibility for premium and
cost-sharing assistance, reduce the new tax deductions, and increase the out-of-
pocket limits in the stardard benefit package to pravent the proposal from adding
to the deficit over a period of years.- The deficit would be allowed to increase in
any one year, however, but by no more than the amount of any cumblative savings
from previous years.

Unforeseen circumstances—such a3 & major recession, an accsleration in the
growth of health care costs, or & mare rapld increase in the number of Medicare
or Medicaid beneficiaries--could create a shortfall in funding and trigger the fail-
sefe mechenism, Although the proposal would give the Administration some
flexibility in offsetting eny unfinanced health spending, the bulk of any savings

‘would have to come from limiting eligibility for subsidies. As a result,
application of the fail-safe mechenism could make previously cligible people

- "ineligible for subsxdxes and would reduce the exient of health insurancs coverage.

OTHER CONsmEunONs

Like other fundamental reform proposals, the plan reported by the Senate Com-
mittee on Fipance would require meny 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 developcd, and new
institutions and administrative capabilities created. In preparing the quantitative

estimates presented in this assessment, the Congressional Budget Office has . ¢

assumed not only that all those things could be done but also that they could be
accomplished in the time frame leid out in the proposal.

. In CBO’s judgment, however, there exists a significant chance that the
substantial changes required by this proposal-and by other systemic reform
proposels—could not be achieved as assumed. The following discussion sum-
marizes the major areas of possible difficulty as well as some other possible -
consequences of the proposal. ©

Risk Adjustment
The proposal, like most others, assumes that an effective systam could be deslgned
- and Implemented to adjust health plans’ premiums for the actuarial risk of their

crrollees. In fact, the feasibility of developing and successfully implementing such
2 mechanism in the foreseeable future is highly uncerain, Inadequate risk-

3
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edjustment techniques would have adverss conssquencas for both the community-
rated and the experience-rated bealth insurance markets. ‘

The primary purpase of the mk-adjustnent system in the community-rated
market would be to redistibute premium payments among Dealth plans,
compensating them for differences in risk. Without effective rick adjustment, the
profitabllity of health plang in thoss markeis would be partly determined by the
plans’ skill in attracting relatively healthy people. Since high-cost plans would bs
subject to & premium tax under this proposal, an effective risk adjustment would
also be important to ensure that health plans were not taxed bocause their
enrollees presented a higher risk.

: While there would be 2o risk-adjustment peyments in the experience-ratad
market, each plan thar was not selfulnsured would have to have a risk-adjustment
factor {n order ta determine whsther it was ligble for the tax on high-cost plans,
Developing such factors would be extraordinardly difficult becavee the agency
responsible for doing that would bave to collert and analyze sigalficant amounts
.of infermation fror the many health plang, some of which would be very gmall,
that made up the experience-rated market.

' Responsibi

Virtually 2!l proposals to, restructure the health care system incorporate mejor

sdditional administrative, monitoring, and ovessight functions that some new or

cxisting sponcies or organizetions would have to undertake, A key question with
any proposal i3 whether the designated organizations would have the appropriate

capebilities And resowrces to perform their roles, In the Scnate Finance Come

mittze’s proposal, states would bear the brunt of many of the responsibilities for

implementation, and it 18 uncertain whsther~and, if so, how soon=some states

would bo ready to assume tham.’

 The states’ primary responaibilities under the proposal would fall into four
broad arcas:

0  determining eligibility for the new subsidies and the continuing
Medicaid program;

o  ¥ministering the subsidy and Medicaid programs;

0  cstablishing ths infrastructure for the effective funcuomng of health
ears markets; and

o regulating and munitudng the health insurance indusry,

5
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i jgaid. The task of establishing end
monitoring eligibility for subsidies would bs an encrmous ons for states, even
_vnthqut the cozhphcazimw resulting from the dual structure that would subsidize
premiums using two sets of rules (discusssd in mors detail below), According to
- CBO's estimates, in the year 2000, abour 30 milion families and singls
individuals would be receiving subsidies for bsalth insurance premiums &t any
time. The actual number of applications would be much greater then that because
- of changes in eraployment, family stafus, or geographic location. during the yeer.
In eddition, because Medicaid would be required to provide wreparoung benefits,
statss would have 1o continue to apetnte their Medicaid eligibility systems using
income criteria for families with more than four members thet were different from
the criteria uséd by the premium subsidy program.

States would also bear the respensibility for the required end-of-year
reconciliation process in which the income of g subsidized family was checked to
ensure that the family received the appropriste premium subsidy. Reconelliation
would be 2 major undertaking sioce, although federal incoms tax information
could be uted, many of the familles receiving subsidies would not be tax filers.
Moreover, the process wonld require extensive interstate cooperation in order to
track people who moved from one state to another during the year.

ng the Subsid fep . The states would have other
mzjor admini{strative responsibilities for the subsidy and Medicald programs. In
pacticular, they would make subsidy payments to hezlth plans and engage in
outreach efforts to encourags enrcllment of the low-income pepulation. Health
plans would be required to have &n open-erroliment period of 90 days during the
first year and only 30 days in &ll subsequent years. Establishing effectiye outreach
‘programs would therefors be essential 10 ensure that low-mcam peopls enmlied
in health plans durin; the open-enrollment window.

The optional programs in which states could participate would also have
major administrative components. ' States electing to subsidize cost sharing for
people with incoms between 100 percent and 200 percent of the poverty level
would bz 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 services for the digabled.
States could also choose to enroll beneficiaries of the Supplemeatal Securlty
Income program in health plans. in which case they would have to negotiate
separete premiums, ,

‘ h{gﬂm& Sta!:a would be rrquixed todcszgnam the gcagraph.ic huundmesfor !hls
community-rating arcas as well as the service arcas for implementing the
provisions regurding essential community providers, The lability for the tax on

7.
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high-cost community-rated and axpenenca—med plans wonld be caleulated
goparately for cach community-rating ares. In addition, states would have to
sposor or establish purchasing cooperatives to serve those conununity-rating areas
in which none wers established voluntarily.

Statss would also have ongoing responsibilities for ensuring that health care

- markats functioned eﬁ'ecuvely Those responsibilities would include establishing

the system for adjusting prewiums for risk, operating reinsurance pools until the

risk-adjustment eystesn wag opersting effectively, and redistributing lnoeses

resulting from the requirement that plans ebsorb the cost-shering expenses for
people with lncome below the povarty threshold.

Providing consumers with the nccessary information to fnake informed
choloes among health plans would be anothar function of the states. States would
. be required t produce annual, mandardized information comparing the perfor-
mance of health plans in each community.rating ares; they would also distribute
thet information, educate 2nd provide outreach to consumers, and respond to
complaints from consumers. To do all that effectively would require that states
estsblith extensive systems for reporting and analyzing dam and qualitative
fnformation, They would also be responsible for ensuring that health plans met
federal mndardn for data reporting. ‘ _ V

‘ g1 dustry. The mponsxbilmes for
ccrbfying msursd “health: plans, sclf-msumd plans that operated in one state only,
and insurance plans for long-term care would 21l fall on the states. So too would
the task of enfarcing the new health ingurance standards. Consequently, ths duties
of state insurarnice departments would.grow considerably. Not only would they be
responsible for many more health plans than they oversee today, but the sctivitles
they would bave to monitor would be much more extengive. Statcs would be
encouraged to use private accreditation organizations to assist them with thess
tarks, ’

States would, moreover, be required to act in the event that health plans did
not meet federa] standards. For example, they might have to operate failed ar
noncompliant health plans for a transitional peried to ensurs contnued eccess for
the plans' enrolless, develop corrsctive programs, or design other options.

Stares wonld have to develop and implement programs to reeover payment
from automobile insurers for medical services resulting from sutomobile aceidents,
These programs would be required to have electronic data bazes and include
mechanisms for resolving Uabiliry issues or disputes rapidly,
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At present, state Insurance departments vary widely in their capabilities, It
seems doubtful, therefore, thet all of them would be ready for such an expanded
role by 1997. ._

The Dyl System of Subsidies

The proposal includes two subsidy schedules--one for low-income families and the
other for low-incame children and pregnant women, The two subsidy schemes
would have o be integrated because children and pregnant women are a part of
families; but integrating them in a sensible end edministrable fashion would be

-extremely difficult. As now.structured, the dual system of subsidies would create
a confusing array of options from; which low-income families would have to
choose, would greatly complicate state administration of the already burdensome
processes for detemnmng eligibility and reconciling subsidies at year-end, and
could regult in feal or percsived inequities in the treatment of low-income
families.

In making 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 cxample. by obtaining specisal subsidies for the children
individually as well as regular subsidies for single or dual policies for ths parents
~-could cause the estimated cost of the subsidies to be somewhat higher than that
shown in Table 1. . '

nsurance Costs for Moderate-Sized Firms
As is the case under other proposals that limit participation in the community-
rated market to small firns end nonworkers, some moderate-sized firms—those
with 100 to 300 or 400 employees«might face relatively high costs for coverage
under the Senate Finance Committee's proposal. Just as they do under the current
system, such firms would havs to eithet 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 a fee-for-service plan. Thus,
the enrollment in somie of those plans could be extremely small, especially since

some employees m families with two workers could obtain their coverage
clsewhere. .

Small enrollments would, in tum, result in high administrative costs.
Furthermore, because the firm’s premiums would be experlence-rated, a single
employee with 2 costly medical problem could raise the firm’s premiums
significantly. Some plans could end up with ever-increasing premiums and
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shrinking enrollment 13 people who could obtain cheaper coverage through their
spous¢e's employer left the plan, raising its premiums forther, At e minimunm,
employees would no longer bave a realistic chojce of three plans, and in extremes

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

~ income below the poverty level enrolled in such plans would be fully subsidized,

-but’'is fact they might have to contribute to the costs of their covarage if the
premiums for all three plans were above the average for the community-ratad
market, which determines the maximum possible subsidy.

Iax on High-Cost Health Flans

Ths propoicd tax on high-cast health plans would be difficult to implement. It
would, moreover, result in different effective tax rates on excess premiums of the
health plans offered by different fnsurers or sponsces. These differences might be
viewed as arbitrary becausge they would vary significantly within and among
community-rating aress. :

The tax would be imposed et a 28 perceant rats an the amount by which high-
cost premiums cxcseded a target premium set for each community-rating area.
Verious edjustments would be made to premiums to determine which plans would
be classified as having high costs, Those adjustments would bo difficult w make.
Moreover, soma of the necessary adjustments--such as those for diffsrences in risk
* and the cost of living among geographic arcas~would :vqmre dats and metho-
dologi¢s that do Dot now exist.

The effective {ax rate on excess premivms would generally be much higher
than the statutory rale of 25 percent for two reasons. First, ualike most other
excize texes, this one would not be e deductible expense for health plans and self-
insured employers; in effect, the tax would be paid from after-tax, ruther than
before-tax, .profits. Second, if insurers that expected o be subject to the tax
incressed thelr premiums to reflect the additional tax lisbility, both their excise tax
and income tax lisbilitles would also rise. As & result, the effectiva tax rate on
excess health insurance premiums would not be 25 percent but 62.5 percent for
most plans offered by taxable insurers and 33 percant for nontaxable (nonprofit)
insurers. Self-insured employers who reduced other compensation to offset their
higher cxpenscs for health beneflts would face an effcctive tax rate of 38.5 percent
{f they were taxable corporations and 25 pemnt if they were nontaxgble aponsm-s
of & health plan,

Although the tax would provide incentives for insurers to offer lower-cost -

plans, how insurers would actually respond is unclear. Because the calculation of
the tx would be based on the combined cost of standard and supplnmcnml
policies, insurers might, for example, try to discourage anrollees from purchasing
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" supplements by raising those premiums considerably. Altamatively, they might
not offer supplemental policies at all. A more fundamantal problam for insurers
is that they would not know ths target premium--and, hence, their potential tax
Hability--at the time they establishad their preminms because those targets would
be announced 90 days after the end of each open-cwrollment period. That
. uncertainty would tend to increase the marging berween insurance premiums and
axpected payouts a8 insurers stiempted to protect themselves from the possibllity
that their plan would be considered a highecost plan and thus subject to the tex.

~The tax might be considered inequitabls for a varicty of reasans. In some
community-rating arcas, a amall number of bealth plans—perhaps two or three-»
might dominate the market. Using the criterion that high-cost plans covered 40
percent of the primeary insured population in an area could neccasitate highly
arbitrary decisions in the face of such indivisibilities. (For cxample, the highest-
priced plan might cover 20 percent of the primary insured population while' the
top two plang covared 60 percent) In the experience-ratad market-if accurats
risk-udjustment fagtors camnct be developed--small plans with Uitle ability to
contral their premiums might well be the ones subject to the tax. Finally, plans
in some arcas of the country with low paymenis to providers and parsimonious
. practice patterns might be subject (o the tax even though they were far less costly
(even after the mqum:d adjustments) than nontaxed plans in other areas. This
result could occnr in spite of the fact that plans with adjusted premiums in the
lowest quartile patlonwide would not ba subject to the tax.

ocation of Workers or 8

The proposal would encousage & reallocation of workers among firms and, in
doing so, would increase its budgetary cost. This sorting would occur because the
subsidies could be reduced by up to the amount that employers contributed far
insurance; therefore, a worker employed by & firm thet paid for heelth insurance
would receive 8 smaller subsidy than 8 worker at a firm that did not pey. Some
low-income workers could galn thousands of dollars in higher wages by moving
to firms that did not contribute to employes health insurance, aad a significent
" purnber of them would probably do se. That process would occur gradually as
employment expanded in some firms and contracted in others, In the CBO
estimote, this realiocation of low-wage workers among firms sccounts for $12.6
billion of the cost of the subsidies in 2004.

In addition, some campanies m.ight stop paying fur {nsurance, but the effect
of that action on the government's costs would probably not be large, far several
reasans. For one thing, the pumber of firms that wouldbamaelyho stop paying
is limited beceuse, If firms did so, high-wage workess in those firms would lose
. the tax benefits of exsluding health insurance from the payrol] tax, Moreover, the
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. pet additional subsidy cost 10 the governmest from low-incoms workess in firms
that dropped coverage would be largely offset by higher ax revenues from the
warkers becguse, without employer-pald coversge, wages would be higher.

Last, rsducing subsidies by up to the emount that employers pay for insurance
* would mean that people with aimilar incomes and family circumstances would ot
be troated glike. In particular, workers at firms that paid for insurance would face
larger costs for thc!r insurence than sirnilarly placed counterparts at firms thet did
not pay.

Like other reform plans with substantal subsidies, the Senate Finance Come
mittce’s pmpoaal world discourage certain lowsincome people from working more
hours éf, in soma cases, from working at all, becauss subsidies would be phased
out 85 family income Increastd. For example, the subsidies for Jow-income
. fernilies would be phased ot as family income ros between 100 percent and 200
percent of the poverty threshold, and those for low-income children and pregnant
women would be phased out batween 185 percent and 240 percent of poverty. In
. both cases, many workers who eamed more money within the phaseout range
.would bave to pay more for their own or their children’s health insurance, thereby
. cutting into the Increase in thelr take-home wage. Inesmme, phasing out the
subsidies would implicitly tax their income from wcrk.

~ Estimating the precite magnituds. ofthe implicit tax rates requires information
that is not readily availabls, but rough calculations suggest that the rates could be
substantial. In 2000, for example, the effective marginal levy on lebar com-
 pensation could increass by as much as 30 to 45 percentage points for workers in
families eligible for low-income subsidics and 20 to 40 percentago points for
waorkers in familiss choosing the subsidies for pregnant wemen and low-incoms
children. Moreover, those levies would be piled on top of the explicit and implicit
marginal taxes that such workers already pay through the income tax, the payroll
1ax, the phaseout of the eamed income wx credit, and the loss of eligibility for
focd stamps. In the end, some low-wage workers would keep as Little 25 10 cents
of every additional dollar they eamcd

If the employer did not pay for insurance, the implicit marginal rates from
tha phazesut of low-income subsidies would spply ta workers whose incoms was
within the broad range of 100 percent ta 200 percent of the poverty level. But if
the employer pald some of the costs for insurance, these marginal levies would
apply to workers in a much ¢maller incoms rangs. Although this treatment of
employer payrments would reduce the size of the working population affected by
higher mmarginal levies, it would create the previously described incentdve for
workers to move to firms that did not pay for insurance. -
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AS REPORTED BY THE CORMITTEE ON FINANCE

TABLE 1. - PREUIMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF THE REALTH SECURITY ACT
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- TABLE 2, PRELIMINARY ESTWATES OF THE STATE AND LOCAL BUDGETARY EFFECTS OF THE HEALTH SECURITY ACT

AS REPORTED BY THE COMMITTEE ON FMNC‘E
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Tabie 3. Haalth insurance Coverage
(By oalsfidar ysar, In millions of peopls)

1997 . 1988 1583 2000 2001 2002 2003 2004

Baggline
Insured ' 224 228 228 220 230 292 233 234
Unlngured o - 40 40 40 41 42 . 43 43 44
Tolal : . 288 288 288 70 22 274 278 278
Unineured a8 Percentaga of Totel I TR 15 & 18 18 18

Haealth Security Act as Reported by the Committee on Finance

insured B e 244 248 248 251 283 255 257
Unlnaured o 23 22 22 ‘21 21 21 21 21
Total 284 28 258 220 - 272 214 278 278
incraase In Insured LI 19 20 20 21 22 23
Uninsured 83 Parcamege of Total _ 8 - 8 8 8 8 B 8

8OURCE: Congressional Budget Offies.




- Table 4, Projacilons of Natlonal Haalth Expendi{ures -
{By calendar yours, in blillons of doliars)

"n

-t

2003

1997 1888 1088 2000 2001  20p2 2004
gasellne 1,283 1,972 1488 1613 1,748 1,804 2082 2,220
Health Becurity Act as Reported _ .
by the Committes on Finance 1,207 1,403 - 1,518 1,638 1,781 1,803 2,056 2,218
Change trom Bessline 34 2 ' =z 21 13 9 3. -2

SOURCE: Congresslonal Budget Office.




