
... 	 46603:# 2SENT BY:Xerox Telecopier 7021 7-25-94 5:49PM 

SENATE LEADERSHIP PROPOSAL 

QUESTIONS AJiD COMMENTS 71lS194 


. 0 	 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--bec:onsidered 
covered even jfthey hadn't entolled in a health plan? 

o 	 The t:lmeftBme for implementing the mandate if the trigger was pulled would 
be short. How could the infrastructure c.b.lnges that would be nece!Ury to 
switch from II. voluntary .to a mandatory world be accomplished i? a YeM7 

; Mandate 

. 0 	 How would two~worker families be treated in a mandate world without 
compulsory nlli&nces?To whom would non-enrolling employers makc 
payments? 

o 	 Who would be responsible for calculatins the extra-worker adjustments for 
employer premium payments? 

o 	 Would single and two-parent familieli be pooled for purposes ofdetenni.ning 
the employer's !hare-as in HSA7 . 

, 0 	 Iu currently written. all employers would be eligible for subsidies under the 
mandate. Is that correct? Would those subsidies be time-limited? 

o 	 What are the provisions for the IndJvidual mandate? 

o 	 . It is 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. (Sec prC'Yious memo.) 

MediYAlsi 

o 	 Would Medicaid continue to pay for emerien~y services for illegal aliens? 
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n 	 Under the propos.al, states would have to make general nia.inten.a.nce ofeffort 
payments on behalfofnon-cuh beneficiariel. AJ. written, all DSH paymentas 

not just thole attributable to non-cash beneficiaries, would be included in 
those payments. h that correct'? 

.Medicare DNa Benefit 

o 	 Medicare beneficiaries wuuld have the choice of a regular fee-fur-service drua 
benefit or a mana,ged benefil (PBM) fur drugs only. The skimming 
opportunity for the PBM! could increase lhe CUllt uf the drug benefit 
considerably.. IIow would Medicarc pay the PBMs? 

o 	 The proposal docs not include the addition.al robate ~hat is in the HSA Was 
that intended? (The rebate would protect Medicarc against rapid growth in 
drug prices that manufacturers could u&c to offset other rebates. ) 
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o 	 How would coverage be de.noed for purposes of determining whether tho 
trigger would be pulled7 For example, would everyone 'l.Vith income below 
the poverty leve1••who would be presumptively eligibIe-.be .considered 

. covered even if they hadn~ enrolled in a health plan? . 

o 	 The timeftame for imPlementing the mandate ifthe,trigger was pulled would 
be short. How could the inftastrUc:rure changes that would be necessary to 
.switch from a voluntary to a mandatory world be accomplished in a year7 

o 	 How would, two~worker families be treated in a mandate world without 
co~pulsory o1lillJlccs? To whom would non-enrolling. employers ma.kc 
payments? . 

'. 0 	 Who would be respons.iblo for calculating theextrtl-Worker adjustments for 
employer premium payments? 

o 	 Would single and two-parent familielbepooled for purposes ofdetennining 
the employer's !.hare-as in HSA'I 

o 	 AJ currently written. all employers would be eligible for subsidies under the 
mandate. Is that correct? Would those subsidies be time-Jimited? 

o . What !lIe the provisions for the IndMdual mandate? 

. 0 . It is possible that workers could get bigger subsidies In the mandate world 
than 'non~work.ers. but that would' depend on the iriteractfon between . 
employers' contributions and subsidies. (Sec;pr~ous memo.) 

;Medicai4 

o 	 .Would Medicaid continue to pay for emersen~y services for illegal aliens? 
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o 	 Under the propos.al, states would have to make general maintenance ofeffort 
payments on b6hatrofnon-cash beneficiaries. A.J written. all DSH payment!, 
not just those attributable to non-cash beneficiaries, would be included in 
those paymenu. Is that correct'? 

Medicare Drua.Benefit 

o 	 Mc:dic:a.re beneflciaries wuuld have the choice ofa regular fee-fur-service drui 
benefit or a ma.na.ged benefit (pBM) for druKs only. The skimming 
opportunity for tho PBMs could increase Lbo coat of the druK benefit 
considerably.. IIow would Medicare pay the PBMs? 

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

1996 

1. 	 Eligibility Medica.id coverage would be e:lCpanded as follows for the one-year. 
period between 1/1/96 until 1/1/97: 

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 '85 
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. 

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

a} Family option of employer plan: A state may elect to enroll children in 
a family option within the option of the group health' plans offered to' . 

, . the caretaker relative. ' 

b) 	 Family oPtion of state employee plan: a state may elect to enroll 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 Maintenance 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. 
'rhisenrollment option is in addition to any enrollment option tha.t a 
state might offer with respect to receiving services through a' health 
maintenance organization. 

OPllONAL fORM 99 {7-001 

http:Medica.id


07/26/94 21:25 '5'202 401 7321 HHS ASPE/HP -+-+-+ JENNINGS I4J 0021010 

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 sharing amounts, but. 
only for the services 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. 

3. 	 Financing The Federal government wOl:Jld provide the following Federal 
matching through Medicaid. 

8. 	 All current eligibility categories would c~:mtinue to matched at the 
state's regular Medicaid 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) 	 Coverage for .children up to age 6 with family incomes between 
133 percent ~nd 185 percent ofpoverty would be 100 percent 
Federally financed. 

3) 	 As of 1/1/9Ei, coverage for childrenborn· aft8r10/1/83 up to 
age 19 (chUdren ages '14.through'18) with family incomes 
above Ai=DC but below 1 OOp,ercent of poverty would be 100 
percent Federally financed~ . ... .. 

". '. '.,'".' 

4) . Coverage for children age 7 up.to age 19 with family incomes 
between, 100 percent and 185 percent of poverty would be 
100 percent Federally financed; 

5) 	 Coverage for children in 1,,.5 waiver states who are currently 
covered at various levels of income. would be 1 00 percent 
Federally financed up to 185 percent of poverty. Individuals 
covered through the 1115 waiver above the 185 percent 
threshold would no ·'origer be eligible for F·ederal finanCing; i.e., 
all Statewide waivers would be' terminated. 

6) . Childre,nin states that use more liberal 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; Le., all 1902(r) changes 
would be terminated. 

,. 	 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 eligible 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 required to. enroll all 
eligible dependent children. . 

. c. 	 Children who were covered under a state's Medicaid program (cash or 
noncash) as of December 1996 would not be required to meet the six 
month previousiy.uninsured test. . .. • . ' 

. ,2. 	 AmounlOf:Subsidy· 
p. 

8., 	 ~ligible children 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 average 
community-rated premium or the reference premium in the·HCCA) . 

. b. 	 Eligible children in families with incomes between 185 percent and 
240 percent 01 poverty wourd 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 subsidies Community·ratedhealtH plans would accept vouchers 
toward payment of coverage. 

a. Co~munity-rated health plans ~ould create two categories of 
•children's c9verage; single child and multip·'e 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 two-parent 
family policy and the multiple child policy might be one-half of the 
two-parent family p'remium. 

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

4. 	 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 (Le. full-time or 
part-time). ' 

5. 	 Dual Eligibility' For families that are eligible for a subsidy under the kids 
program and under the low !ncome or unemployed voucher program: 

s. 	 The family would receive the sum of: the v~ucher amount for the kids 
and the applicable .low-income (or unemployed) voucher amount'for 
the family. 

" b. The voucher for thelow inco~me vouther progra'ni ~ould be calculated 
, using the poverty level based on the entire famiiy, but the premium 
.would be the applicable premium for the entire family minus the 
premium applicable for the kids alone. . 

I 

c; 'A family may use the, children's voucher .aml thelow-il1cotne voucher' 
to purchase separate policies or combine their value toward one 
policy. 

. 6. 	 Wrap·around Benefits Current Medicaid rules governing covered services 
and recipient eligibility would be retained to cover services nototherwise' 
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. 
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C. 	 ADDITIONAL SUBSIDIES FOR PREGNANT WOMEN 

1996 

,. 	 EligibilitY Medicaid coverage would be expanded as follows for the one-year 
period between 111196 until 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 
p'ercent of poverty. 

b. 	 Pregnant women in 1115 waiver states whoar~ cOrrently 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 with income up to 185 
percen't 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) 	 Family option of employer Dian: A state m.ay elect to enroll pregnant 
women in a family option within the option of the group health plans· 
offered to the caretaker relative. . . 

b) 	 Family option of state employee plan: a state may elect to enroll 
pregnant women in a family. option ,within' the o'ptions of the group 
health plan or plans offered by the state t? state employees ... 

c) 	 Health Maintenance OrgartizatiOns:as\a:te may 'ele'ct to enroll 
pregnant women in a heaith maintenance ,organization in which fewer 
than half of the memb~tship are eligibletor,ecehie 'medical assistance 
benefits. This enrollment option is in addition t6 'any enrollment 
option that a state might offer with respect to receiving services . 
through a health maintenance 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 otherwise unable 
to obtain health insurance coverage . 

. Medicaid will pay for the full premium and the full cost sharing amounts, bu~ only 
for services currently covered by Medicaid. . . 
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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 ME,tdicaid 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 following Federal 

matching through Medicaid. 


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

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

2) 	 .coverage for pregnant women in 1 11 5 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 
financing; i.e., all Statewide waivers would be terminated. 

6) . 	 Pregnant women in states that use more liberal eligibility rules 
. under 190~rrr2rin families with incomes up to .185 percent of 

poverty would be covered at the levels indicated above. . 
Individuals coveted with family income above the 185 percent 
threshold would no longer be covered; i.e' l all 1902(r) changes 
would be terminated; 

1997 

1. 	 ;EligibiJity In generall pregnant women who have not been covered by health 
insurance for at least six months (could be a year if dropping employer 
cover'ageis 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. Pregnant women would not be eligible for this subsidy if they have 
available 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 
as~umption that employers would reduce coverage for dependertts·;. 
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note nondiscrimination rule!) toward the cost of a policy covering the 
women. 

b. 	 Pregnant women who are covered under a state's Medicaid program 
(cash or noncash) as of December 1996 would not be required ~o 
meet the six·month previously uninsured cr'iteria. ' 

c. 	 Eligibility 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 services 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 families with income up to 185 percent of poverty 
would receive avoucher for the full premium fora single policy 
(limited to the lower of the weighted average community-rated 
premium or the reference premium in the IiCCAJ,,' 

b. 	 ,Eligible women in familie~ with incoQles between '85 percent and 
240 percent of poverty would receive a vouche'r for a portion of the 
premium (calculated on a sliding scale, phasing out at 240 percent of 

, poverty) for the single policy (limited as in a. above). ' 

3. 	 Use of Subsidies Community-rated health plans would accept vouchers 
toward payment for coverage. A pregnant woman could use the voucher 
to'ward tt)e 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 eligible 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 income (or unemployed) 
voucher for the family. 
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b. The voucher for the low-income program would be calculated using 
the poverty level based on the entire family t but the premium would 
be the applicable premium for the entire family minus the premium . 
applicable for the pregnant woman alone. 

c. A family may use the pregnant woman voucher and the low-income 
voucher to purchase separate policies or combine their values toward 
one policy. 

d. 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-income (or unemployed) 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 simple 6-month extension, 
and then 8 more complex second 6-month extension. We recommend· 
eliminating the second extension and lengthening the first by 18 months to 
create 8 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 work 
incentives, we' recommend striking the '''termination for no dependent child" 
provision. 

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 
ctirrently uninsured would be eligible for this program. 

4. 	 Coverage ,through Private Plans Similar to the OBRA 19S0 provision, states 
are required to purchase g'roup health insurance coverage for Medicaid 
beneficia'ries wherecosretTec-tive ~as defined by the, Secretary. In addition, 

. state 	options include: , . 

,'aJ 	 Family option of employer plan: A state may elect to enroll a caretaker ... 
r,elative ,and dependent c::hildrenin a fi:1mUy 'option w.ithinthe option of 
the group health plans offered to the caretaker rel.ative. . 

b) 	 Family option of state employee plan:, a state may elect to enroll the 
caretaker relative and dependent' children in a family. option within the 
options of tile group 'health plari or plans offered by the state to state 
employees. 

c) 	 Health Maintenance Qrganizations: a state may elect to ~nroll the 
caretaker relative and dependent children in a health maintenance 
organization .in which fewer than half of the membership are eligible to 
receive medical assistance benefits. This enrollment option is in 
addition· to any enrollment option that a state might offer with respect 
to receiving s~rvices· thro~gh·ahealthmaihteriance organization. , . 
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d) 	 A state may elect to enroll the caretaker relative and dependent 
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 Medicaid. 

Current Medicaid rules governing covered services and recipient eligibility 
would 	be retained to cover services nototherwise 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 law income groups currently entitled to Medicaid. 

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

1. 	 EJigibility Welfare recipients who return to work would receive subsidized 
coverage for twa 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·incorile voucher as if it had 
income below 75 percent of the poverty level). 

3. 	 Wrap-around Benefits CiIrrenf Meaicaid rules governi.,g·covered services 
and recipient eligibility would be retained to cover services not otherwise 
provided under private health plans.· Because Medicaid isa secondary payer 
when a recipient has private coverage, the program would'ptbvide coverage 
for supplemental services for low income groups currently entitled to 
Medicaid. 
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MEMORANDUM 

To: Distribution List 

From: Chris Jennings 

Date: July 29, 1994 

Re: CBO Report on Senate Finance . 

Attached you will find the CBO report on the Senate Finance bill that you've all been 
awaiting. Enjoy ... 
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CONGRESSIONAL BUOOET OFFlCE . 
U.S. Congress . 

Washingwl'l. DC 20515 

Robert D. Rei~chauer 
Dlrecwr 

July 28, 1994 

Honorable Daniel Patrick Moynihan 
Chainnan 
Committee on.' Finance 
United States Senate 
Washington, D.C. 20510 

Dear Mr. Chainnan: 

. At your. request, the Congressional Budget Offioe and the loint Committee on 
Taxation have pnwared the er1c:Josed prelimina.ry analysis ofthe Health Security Aot, 
as ordered reported by the Committee on Finance on July 2. If you have any 
questiom about this anaiy&is or wou1d UJce ~er iritorrnation; piuse call me. or have 
your staffcontact Paul Van de Water (226·2800 Lind ilheinu!r (226-2673). 

. Enclosure 

cc: 	 Honorable Bob Packwood 
Ranking Minority Member 
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A PRE.I..nvUNARY ANALYSIS OF THE HBALTIl SECURITY ACf 

AS REPORTED BY THE SENATE cOMMlTTEB ON FINANCE 


July 28.1994 

The Congress of the United State. 

Congressional Budget Office 




·lNTRODUCTION 

The Coopsdcmal .Budsct Offl~ (CSO) and the Joi~ Con:u:p.!ttee C?n TaXation 
(JeT) have propared th.iJ p~ lUlaly.llof the Health Securlt)' Act, as 

. Orderc.d reported by the Sea.atB Comthlrree QJ1'Ff.n.anco on July 2. 1994. The 
analysts is baaed on the desoriptIon of the Cbainnsnls mark of June 28. the errabl 
sbeet of 1un~ 29, the amendments adopl5d durIns the ~mm1ttee', m.arkup. and 
infor~t!on provided by the Coinminee's staff. Althougb cao and ,J~ have 
worked closely with the stidf of the €ommitte.e. the estimate doe, not Rlf1.ect 
dCtai1~' llpecifications for 811 provislolU or final legislative langua:x" Md muse 
thcrefore be regarded as ~li:miDary. ' 

. .' 
The first part of the analysis is B reviow of the fiaanclal impact of the: 

proposal. The fin8.l1ClsllmJllysis includet estimatel of the proposal's eftecll On th£! 
federal budget. the budgets oEstalt 8.Qd loo.a1 governments, health insuranoe 
covctigc, am;i' natiow health expenditures:. 'I The analysis' also ineludel a 
description of the miUor assumptions that CDO has made affecting the ~timat:e. 

The .second part of the I lI.D.8lysis comprisei a brier assessment of con­
!iderations arising from the proposal's dcslsn th81 could affect its implementation. 
The issues examined in thl& discussion are aimnu to thoso considered in Chllpt.er& 
4 and 5 01·030'& analyse. of ~e Administration'. health proposal and the 
Manaaed Comp'tltion Aet. 

FINANCIAL IMPAct OF THE PROPOSAL 

The Health Security AI::t. as ordered reported by the Senatb Committee on Fin8I1cc, 
aims to flweue health insurance' covcra,c by. reforming the market for health 
insuraeo :md by subsidiziOS its purchase. In the Congte5slonal Budget Officet 

, . 

catimatiort; the Pt'9posa[ would add about 20 million people to the insurance rolls, 
and the number of uninsureQ would drop to ,8 percent of the population. Initially, 
the proposal would add to national health expenditures. but by 2004 national 
health cxpeadlmres would be alightIr below the. baseline. Over ~ period from 
1995 to 2004, the proposa1 would illgbtly reduce the fede1'3l budget deficit, and 
it wouId ultimately redue.e staUl and local ,ovemment spending as weD. 

'Tha estimated eff'cctI of the proposal are displayed. in the four tablet at the 
end cf this documenL Table 1 showl the effect on federal outlays, n:vetlU8!1. and 
the dcfidt. Table 2. shows tLe effects on the budscta of state and Iooal 
governments. Tables 3 end 4 provid~projections ofhcalth inSUraD.!;C coverage aDd 
national health eX~sJ re:spcctivcly. 

Like tho estimates of other proposals fb~ comprehensive! n:.form··such u the 
single-payer plan, ~e ~dministration'8 proposal. the Managed Competition Act. 
aad thB bill repor1lod by the ~mmi~a on Ways,and Means-CBO's estimates of 
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the effects of this propoul are unavoidably uncertain. Nonetheless, the .estimates 
provide· uscful comparative information on the relative costa a.od savings of the 

· , different proposals. In estimating the Finance Committee's proposal, CEO and 
Jcr have made· the following major assumptiODS about ita provisions. I 

Health 1I1iurana Benefits and Premium, 

· The Finance Committee's proposal wou1d cstab!ish a standard package ofhealtb 
, insurance bencfits. ,whose a.ctuapal value would be based 011 that of the Blue 
CrossIBluc Shield StJ!,Q.~ Option un~er the Pederal Employees.Health Benefits . 
program. The Congressional Research Service and CBO estimate that suoh 4 

benefit package would initially be 3 percent lela' costly than the averale benefit . 
of privately insured people today and 8 percent len eostly chan the benefit 
package in the Administration's proposal. 

,The proposal adopts the ~our basic types of health insurance units ~cluded 
'In the Administration's proposal--sinSlc adult. married ~ouple. one-parent family, 
and two·parent family. In generlil, workm in flIm! with fewer than 100 
employees (and their dependents) and people in families with no connection to the 
labor force would purchnec health insurance in a community-rated market. Firms 
employifig 100 or more workers would. be experience-rated. 'The estimated 
ayerage premIums in 1994 for the standard benefit package for th.e four types of 
policies arc as follows: 

Community­ Experleoco­
ilH9iI.Ppol Rated Pool 

Single Ad~lt $2.330 $2.065 
Married Couple $4,650 $4,130 
Ortc--PlQ'1::nt Pa.rD..ily $4,544 $4.027 
Two-Parent Family $6.175 S5,472 

· In addition. separate policies would be available for children ellg-iblo for subsidies•. 
as explained. below, Supplem~ntary insurance would be available to cover cost­
sharin, amounts and services not included io. the standard benefit package. 

I.. For dcllCl't,u.o.. 0( CDO', eadlnallI\J m,lhodoSoJ;1. ICJO CcrolTClslDnll Duda61· 0t!Sc:e, Nt A.NITYtfI tlf ,1M 
~n:atlarI',HHbJI Propom (february 1994). t.nd "'" "",,'ydl ofrlto MaIID,1Ji Caylllr/M A,,, (AprlllP94)., 



Subsfdj!1 

~ propoul would eatabUsh a system. of premium lubiidll~!\1 for low-lncomo 
people to encourage the purr:~ase of health. iniU1"8.llce. Pamllies w1th Income 
below 100 pereelll of the pove.ll)' level would be elisib1e for full EubsidIes, and 
those with iocomo between 100 perceDt and 200' perCent of poverty would, be 
e1!.Bible for pardal subsid4u. The partiallubsidies would be phased in between 
1997 and 2000 by gra~ual.ly iDcreuing:the income cUgibility level. In addition. 
children arid pregnant women With income up to 240 percmt of the povc:.rty level 
would be eligible for special subsidies. . 

, Indctclrl::!lining e~gibiliry f'orprcmium subliidiel. 8 famU)"al,Dcome would be 
.. compared· with the C~ po.vtny ~Iho]d for that family's sIze. except that the 

threshold would 'be the wne for famIUel wIth four or- more mcmben. The 
. estimate 8llmm.es that thii lim1",ti~n would apply for computtDg both regular 

subsidies and the apeciaJ !Subsidies for children and preSIlant women. 

The maximum wnount of the subsidy would be based on tamn)' 'income 
relative to the poverty level and on:the wcJghtcd average premium for community. 
rated health pllUls in the area. The: estJmltc assumes that a family's su.bsidy could 
not exceed the amount it psld for coverage in a qualified health plan. 'Therefore. 
if an employer paid a portion of the premium, the rubsidy c:ou'ld at most equal the 
fBIllily'a portion of the prcmi1Jm. The estimate also &!Sumes that. exCept m1997, 
the aame formula would be used in each year 10 compute the amount of the 
subsidy, but that durina the phase-in penod no subBidicB would be available to 
people above the applicable ,Ugibility ·level. 

Pamllieg would not be eIilible. the estimam assumes. far 'both regular 
premIum su.bsidies and special subsidies for children and preplmt wom~ but 
theY could chooso to receive the larger ene. Families could use tho special 
s~Bidies to belp pu.rclu1se covcroge Cor the entire fwnily, or they could purch"'Q 
coverage only for the ·,Ugiblc clilldrcn and .pregnant women. 

Famines. c~n. and pregnant women with income below the poverty 
threshold would. also be eligible for reduced cost sharing, IS dctc.rm.incd by tho 

. National, Health Benefits Bon. The estimate lSiUlllCl that the board wDuld 
require nomiDal: cost-sharing paymonts. Health insurance plans would be required 
to absorb the cost of this rcdllcc4 cost sharing. 1A addition, states would ha"e the 
option ofproviding subsidies for cost &baring for people with Income beNieen 100 
percent and 200 percent of the poycrty l~vc]. Th~ federal government would pay 
up to S2 billion a year to assist the states in providing theso optional cost.shmng 
subsidies. and states would have to pay the rest of the CORti 
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The system of lI~baidie8 would be Idministc:red by the stateil. States would 
. 'hive 'the option of providing wb&idies to e1i&lblc peopll beginning in 1996 and 

would, be req~d to provide subsidies startlns in 1991. Because of the 
difficulties involved In letting up the ncceua:ry administrative apparatus., lhc 
estimate usume.s tha.t atates would not beain paying subsidies un.ol 1997. 

Micliccald Ind Medicare 
" 

Medicaid bcncfidariesnot .!CICClving Supplemental S~ Income woald be 
inte.grated jnto the ,general 'progmm of health care rerenn and woUl4 be eligible 
for ~edertll subsidies in the S8IDC way as other low-income people.' Medicaid 
would continue to provide these beneficiaries with a wraparound benefit covering 
certain bcalth cw service,s net tncludcd In the stanlSanl beodit package. Statel 
WOUld' be relieved of their partioa of Medicaid cost!. Cor thcac beneficiaries but 
would be ~uircd to make maintenance.of-eff'ort payment! to the fcdClZll 
sovemmnt. The cstim= ASsumeS that these malntenanca-of-effon payments 
would equal the apprt!Priato po~cn of the states' Medicaid spending in 1994, 
increased in subsequent years by tho rato of growth ofnational health expenditures 
pluB an adj~atmenl factQr" Tho adjustment {aotor would equal 1 percentnge point
thraup 1997 and would be gmaually reduocd to zero by 2002. 

The proposal woulcl gradually phase oUI f=dcral Medicaid payments to 
disproportionate Ebare bospiws (OSHa)., The es~mato assumes that DSH 
paymtnts would be limited to 10 percent ofmedieal Issistanco payments in 1997. 
S p~l in 1998,.6 percent in 1999, md 4 porcent in 2000. In 2001, DSH 
payments would bl! repealed. and would be replaced by a program to mBko 
payments to vulnorable hospItals. That program would have an annual 
appropriation of $2.5 b1lllon. 

Among the proposed changes in Madlcaro la a reviBion in the method of 
relmburBing Medicare risk contraClOl1. 11lc cstimato ASsumes thAt this provision 

. is intended to c:veD out reimbUlicment rates without adding to total <:osts. 

Reyenue,. 

The 'CommlUJ:c's -.mendmcnt that adder:! the special subsidies Cor children and 
pregnant womeD also provided that the cost of these subsides would bo covered 
by proponiODal inmastl in all gf abe revenue-taising meuurea·U1 tb& proposal, . 
as needed to k~p. the propow ftoDllddlng to the deflql,. ThBeslimato include! 
additioDal revenue, of $13.6 bUllon over the 1996·2001 period as a result or thls 
provision. 
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Fail·Safe Mechanism 

In the f1resel1t 6ttima.tes, the fail-saf~ mechanism would not be calle4 into play. 
If necessary. however, the proposal would seale back eligibility for premium and 
C08t·Sharing &B5istanc::c. mucc the new tax deductions, and increase the out-of­
pocket limits in the stirlifud benefit package to prevent the proposal from adding 
to the deficit over Il period of yean. The deficit would be allowed to increase In 
anyone year, however. but by DO more than me amount of any ,umglalivc savings 
from previous yeats. 

Unfores~en cJrcumstanc:e~-6ueh as a major reeeuiot\, an ~eeletatioD in the 
srowth of health care eosts. or a more rapid increase in the number of. Medjeaze 
or Medicaid bcI:leficlarles--could cicatc B shortfall in fU:n.ding and trigger the fail· 
aafe mechanism. Although thc proposal would give the Administration some 
nexibility in offsetting any ulifinanced health spending, the bulk o~ any savings 
wQ\11rj bave to COJIlo from lim!ting· eligibility tQr subsidies. As a ~sultf 
application of the fail·safc mechanism could make previously eligible people 

. incligible for subsidics and would reduce me extent of hca11h insurance coverage. 

OTHER CONSIDERATIONS
"' ,,'! 

Like other fundamental refonn proposal!, tbeplan reponed by the Senate Com.. 
mittee on Fipaneo would require many changes in the currenl syatem of health 
insurance. For the proposed system to function effectively. new data would havc 
to be collected, new procedures and adjustment mcoh.~ams developed, aDd new 
institutions and administrative capabilities' created. In. preparing the quantitative 
eltimates pr;scJlted in this uscssmcnt, the Congressional Budgct Office .has 
assumed not oaly that all those. things could be done but also that they could be 
accomplished in ~ time frame laJd out in the propos&1. ' 

/ 

In CSO's judgn;lCnt, however, there exists a aignifu;ant chance that the 
substantial .changes required by this proposal-and by other systemic reform 
proposals-could noe be &thieved as assumed. The following discussion sum­
marizes the major areas of possibl~ difficulty u wen as some othet ~ossible 
conscq~nccs of the proposal. 

Rlsk.Ad]U8tmmt 

The proposal, like most ptherst assumes that an eff~tive system could be deslgned. 
and lmpIcmentedto adjust health plana' premiums for the actuarial.risk of their 
enrollees. In fact., the feasibility ofdeveloping and successfully implementing such 
a mechanism· in the foreseeable future is highly uncertain. Inadequato risk­
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urijaltment teclm1quc8 would have adverso CODs.equeaces far both th" ,ommwlity­
m.red and the experleQcc-rated healEh inaLU'lUlco markets. 

The prl.m.Bfy purpose of the risk-adJUltmeat system in tho eommW1!ty-rated 
~kel woul4 be ~ n:dimlbut8 premium plymonts among hoalth plans. 
ea:np'ensatiDg lhmn far differences in risk. Without effOCluvo risk adjustment.'the 
profitablUtY of hea1tb plw iD ~O'I marbu woald be partly determined' by the 
plaut Udil m:atiractiD, ~~ly hcalCby people. SiDCO higb-eost pllDl woDle! be 
lubjlSd tD a pRm'lium IU under th1s propoAl, an etrective riSk sdJu$tment would 
also be important to ensure that health plw were not weed because 1heir 
i!DJ'Olleel pre&cnted 8 JUaher risk. 

'While there would be no rlBk·lI1jWltmJ1'& paymemi lnthc experlence-l"Jmd 
market. each pl8ll1hat WU Dot self·1nsurcd would bave ED bave a risk-adjustment 
factor in order tD derirmine whether if wu Uable for lbe taX OD high-cost plafts, 
P~vclopJ.ns 8uch facton would be extraordirwfiy dJfficult b:eauee the liency 
reSpOnsible far doinS that weald have to coUect and 8Dalyzc dgolficant -.mounts 

. of inform.ation £tom the many h=bh p1anJ. lom= of which would be v~ small. 
dull made up the experience-rated market. 

Stote" iesnonsibiUtiea 

Virtually all proposals to, reltroctl.U"e the health care 8)'stem incorpomte lNIJor 
additional· adm.inistrative, monltorlns. and Dvcrsi,ht runctiODI dlat lome new or 
cXlstfD: a,oncios or DljwUdoaswouJd hay! to un"eJ"takc. A key questiol1 with 
any prOposal is whetlier tho dea.ign.a=cf otsanJ%a1ions would have. tho appropdate 
capahUitics ~ reaotGCI to p~onn their roles. In Ihc Senate Finance Com.. 
mit1eo'j propoaal, states would beM the bnmt of ID8Df of the responsibilities for 
implementation. IDd it il uncertain whether-aDd, if so, howliooo.-somc states 
would he ready 10 al55'DIDC them.. . ' 

The states· primary respon8l"bilitics under the proposal would faU into four 
broad areu: 

'0 	d~ cUlibilit)' for Ib new subsidies and !:he continuing 
Medicaid program; 

o 	 adminiitminS the subsidy and Medicaid programs; 

o 	 eata'blllhiftg th. infrutnJcture for the effsctlve runctioniD, of bealth 
CInt ~ts; mel . 

o 	 regulating and mDnitoriDg the hcal.th wnrance iaditstry. 

http:P~vclopJ.ns


PetermininBEIi&1"mW for Sl!bs!dia and Medicaid. The task of establishing and 
monitorins eUgibUity fot' luhsldiea woul!! be an enormous on~ far states. even 
without the CCIIilpli~ations rosulting from tho dual 81r1lctme that would Bubifdi2.0 

.pre~Wl11 using tWo Bet! ofrulea (discussed in more dotsn below). Acc:ordhlS to 
, CBO', estimates, in the year 2000; about 30 mllllou families and Bing!; 

individuals would be rccelWlg subsidies for Jwlth in.rwarJl~e premiums at any 
time. The aotual number of applicatJou'wpwd bo muCh JIUlef than 1hat becaUJe 
of ehaagca in cmplo)'mCDt, famlly statUs. Or seagraphlc JocatioA durinS tho year. 
In addition, because Medlcajd would bo RqWroa to provide wrapuound benefits. 
ltatea ~ould. have to contiguc to ope'tate thelr Medicaid eUgibiliry systems using 
inc:omc criteria for fa:m11ies with mom thaD faur membetl that were different from 
the ~terla Wiled by the premium subsidy propm. 

States would ~so' bear tho res~ibruty for the re.qWredend-of-yw 
reconciliation ~es8 in which, tho inc:o~ of. subsidized famlly was cbecked to . 
eDiUte that the family NceiVC)i .tho appro)ll;ar.;'}U'emlum subsidy. R.lx:on.elliatioD 
would be a' major undertaking .iace,although federal lnCODlD tax information 
could be us~ many of the famllles receiving subsidles would not be taX filers. 
Morcov". the process would teqUire e~tensive m~I1tatc eoopc::rati.on in DfC!er to 
track people who move4 from one state to another d.u.dDg the year. 

Administering me Subsidy !Ott Medleaid Promml. 1be states would hay! Olher 
major adminlstriltive tesponsibUitie& for Ibe subsidy 8lId Medicaid propms. In 
particular, they would mab aubsidy pllJi1llc:nta to hWth plans and tngagc in 
outreach efforts toenc:ourage emoDment of the low-iDcome l'apulatio~. Health 
plans would be requited to have an open-elU'ollmeat period of PO day. during the ' 
fU'St y~ar aDd otlly 30 days in all subsequent yOin. Establishins cff'ectiyo outreach 
'programs wCNld therefore be ellclltial to ensure tba.t low-income pcoplo etl!'Olled 
.in hc:a1th plans dudn, the open-cllmltment wlndow. . 

,Tho optional pmgmtnl in whic:h states could participare would also have 
major admillimtiYe c:omponcnts. 'States clectinlto subsjdize cost shariug fQr 
~ople with income botwoea 100 percent and 200 pefCDnt of th= poverty level 
would be respousible fot admiDistei'mg those lubaicSies. Similarly, s~s would 
bave to adm!nlster the complc% system of 8ubsidie, iDcoIpOr,ated iD. &he propocal 
if they ~OS8 to ex;and home· and 'commUDlty-based. service. for the djaablec1. 
Statu could also cboole to entoD beneftclarie.t of the SupplemCZltJil Security 
Income proeram in health plans,. jn which case they would have to negatJatJ: 
separate premiums. 

&,tabliibiDi the Jnfra£trycrure fol'" !be Meetlv; FupcdonJW! of Health Car; 

MAthtS. States would be ll'lqub:ed to Cfesianste lhe Seogtapblc bgun~aries fer lhl$ 

co.mmUDit)'-I8lin, areu &!II weD u the s=zvice arca.a fot implementing the 

provisipns regardJng essential community ptQvidcm. Tho liabWty for Ihe. tax on 
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high-coat community-rated and experieDee-rmd p18.ftl woDlfl be c:Alc::u1ated 
separately for each C01'1'1mUnJty..l"IU:lDg &rea. Irs addition••~a would bave to 
ipon.or or ~1ita.bllsh purchasinl coo;eratlVei to serve &hose community-muDS areu 
in which Iloaa were established vohmtadly. 

States would also have oDgoing mpoD,&lbilities for ensuring that health care 
.. 	 market. functioned effectively. TbosercspoDSlbil1tics would include cate.bllshing 

the system for adjustiDg pnmiums tor: risk. ope:mLUJS remSW'8.llco pools until tho 
rlsk-adjUltmellt system wu operating effcedvely, and redistribatblg lQAscs. 
resultl.Dg from the requimnent that plzms absorb tho COIt-ahlling expenses for 
people with ltJ.com.c below the poverty tbreibold. 

ProViding cOlUwnm 'With the r1cccssaly tntormadoD. to mal: lDfanned 
r:holoes among hoalth plazls would be another iUnCtioZl of the st'lllSl. States would 

; be required to ,Pl"Oduc:e 8llnusl, ~dan1i1ed infOnIlation comparing tho pedal· 
mance of health plana in each mmmun1ty~J'Bdag area: they would also distribute 
that information. cdu.cate anet proviae outreach to ~nsumera, and respond to 
complaints from 'OnJ\1mC!'S. To do allllmt effec;livcly would require that stAtes 
estabUsh extwivo systems for reportina lIlel anlllyziDJ cSata and qualitative 
iI1formazioD•. 'Ihey would &lao bo Hsponta'b1. tor ollSurin,s that health plaDs mot 
tT;dersl 51B.DdardJ for da%a reponing. 

RcplBUng and MoDltodni the Health Insurance Indulta· The responsibilities fer 
certifying iDsuredhealth plaite. sc1f..insUI1:d plans that opcmccUn ODe atam only, 
anel insurance pl. for lema-term carl' would all fall on thD states. So tao 'Would 
the task of enforcini the Dew hcalrh instftl'lCe standards. Consequently. tho duttes 
of ltate insurance depa.rtmClltl woUld.srow COft8iden1&ly. Not only would abey be 
r8sponsiblcfor many more healthplanR than they oversee today, huUbe actlvides 
they would bave to monitor would be much more exlcnsivll. Stall::l would be: 
_oumBed to usc private aeercaitatioD ora&blzatIODI to wist them Vtitb theso 
taRks. 	 . . 

Stab!s would. moreover, be required to act In d2e ,vent that health plaftl.9id . 
nol melt tedml .tandards. Por example, 'Chey mJght have to operate faUed. or 
nIJDcompliant health pIans for a transitionll perlod to ensure continued access for 
1ft: pJlDlt enrollees. develop comclivc pmgrams. or design other opticiml. 

Stnte.a Woclc:l have to develop and I.J:ilplement programs to =<)v,r payment 
from automobUe inlJuren for medical &ervices rcsultil:lS from a.uwmobJIe accidents. 
'Ihe.se programl would be l1!quire:d to have etectroll1c data bues. and include 
bchanisrns for resolvins lIabillty jesues or ~p1ltes npidljr. 
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A~ present, state in~urance departments vary widely in their capabilities. It 
seems doubtful, therefore, that all of them would be ready for such IUl expanded 
J.'t)le by 1997. 

The Dyel System of Subsidi§ 

The proposal includes t'\Vo subsidy seheciuleg·..oM for low-income families and the 
,other for low·in~omo children alld pregnant women. The twp subsidy schemes 
would have to be integrated because child.ren and pregnant women are a part of 
famllies; but integrating them in a sensible and administrable fashion would be 

,extremely difficult As now. stnlctured. the dual system of lIubsidies would create 
a~ont\lslng a.rray o,f optlOIlJ from' whfoh low-inoome fRmJll/;$ '\Val1lr;l hfWO to 
choose. would greatly complicate a~te administration of the already burdensome 
processes fot detenruning eligibility and reconciling subsidies at year-end.. and 
could result in real or perceived inequities in the treatml!nt of low-income 
families. ' 

Inmakins 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 la.:rger subsidy. PCmUtting families to participate in both 
programs concurrently-for example. by obwnins spccWlubsidies for the chil=n 
indlvidually as well as regular subsidies (or single or dual policies forth. parents 
..-eauId cause the estimated cost of tlie subsidies to be somewhat higher than that 
shown in Table 1. 

IgeumDce Com for Moderate:Site4 Firma 

As is the case under other proposIlls that limit participation in the ~ommunity~ 
rated market to smllll fJJ'Ins and nonwor1cel1, some moderate-sized fWlls-those . 
with 100 to 300 or 400 employees·..might face relatively bighcosts for coverage 
under the Semite l'inance Committee's proposal lust as they do under the current 
system. such firms would have to either sclf ..lnsurc or offer coverage through the 
experience-ra~ed market. Moreover, they would be required to provide their 

, employees with a choice of three plans, including I fec-for-service plan. Thus, 
the enrollment in some of those plans could be extremely amant especially since , 
some employees in families with two workers could obtain their coverage 
elsewhere. 

Small enrollments WOUld, in tum, result in high administrative costs. 
Furthermore. bec~usa the (lIm'S' P,Rmiurns would be experlence·ra~, a single' . 
employee with a costly medical problem could ralse the firm's pren:dums 
significantly. Some plans could end up with ever·increasing premiums and 
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shrinkina emC11ment u people who eould obtaln cheaper coverage through sheir 
spousc·, employ,! loft tho plan. misiq ju pmniums'furtbcr. At e minimum. 
employee. would no longer bave a zc:alisrio chgje. of three plw, aDd iD extrlme 
caaca. all Lhme plana miibt be quite cxpcwiw. In principia. individuals wid! 
iDcomc below the poverty loYCl enroUccJ msuch plan. would be fully IUbsldize4. 
but"iIl fact they'miJbt ba\'O to ccm1li1nlte ta 1he coats of their covarage if the 
premiuma for all rhrN plaDl wc:e above the avera&o fer the community-rated 
matbt. which .tmmlnc. the lDIXlmum posIIblo lubsldJ. 

Till on H"h.Coat Health Plop, 

The propoaed tal on bJgh-eost health plaDs would be dimcu1t to implomcct. It 
would, moreOV",. mult in ~nt effective tax rates Oil cxocss premiums of Ihe 
health planJ offered by different fasum'8 or IpoDIors. ThCsc cUfI'cma;cs miJbt be 
vlewe4 as adUtr9!)' becausetbey would VIr)' aisn1ficalllly within and amoog 
communlr~·rad.ng arw, ' 

The IIX would be imposed at a 15' percent rate an the'amcnmt by wlrlch wah· 
cost premiW'Di e"ce=dcd a taIpt premium set for each communlt1-radoa area. 
VariOUl adjustmCftts would be made to premium. to determine which plana would 
be c1uaif&Cd as having high coats. lbose adjuatments would be d.ift1cVJ.t CO make. 
Moreover, soma ofdie neces8ll1 adjuattneata....aclt 81 those for difrerenceaJD. risk 
and the Qast ,of ttvlna Don, IcOJl2lPJUe IRU-would.' rcqUiro data an4morho­
doloBiBs that do DOt now exist. 

The fdl'ectlv~ tax race on HCCU premiums would acnerally flo ~uch .JU,ber 
thaD. the statutozy nde of 25 pcm:et for two reasoDl~ FirSt. uatikc mDst other 
ftCise bWIS. this one would nct be a cleducdble CKpenle fot health plaDJ and .elf­
inI~ employers; in effe~ tho &IX would be'paid flom ..tax. rather than 
before..a.u, ·profi18. Second, JI iaaurers that oXpectccl to be 8'UJ)jeet to the tax 
iDcreased their premiums fD re~t d&e a&ti\ional _ Uability, both their cxci&e ta% 
aa.d income tax UabUitlca would also rile. AI. I result. the effective tax rate on 
aU•• health iDaorange premiums would Dot be ~ percent but 62.5 paceDt for 
molt ptans offend by taxable waren and 33 perceDt for nontaxable (nonprofit) 
iDsurers.. SoJf·inaured employers who Rduced other eompenaatloft to offset rbeir 
highu 'gPOAICI for health 'bc.notltl would ~ aD 6c:tlvc tax _ ot38.5 perccml 

if they wore taDble COIpomtiODs and 2S P~Dt if,tOy WCte nontax.l1ble BprmsDII 
at a health plan. 

Allho'up the tax would pmvido incentiv.es for insvera 10 offiJr )OWIf-oost . 
plans, how inswers would acEUall)' reapoDC11s unclear. Because tU c:a1clllllioD of 
1M tax 'wo\Jld 'bo based on the com'biDccl GOIIt of ItAndaPi and iupplemcDW, 
poIidcI, insmers mighl1 for oxamplo. t1y to discolll'llp emollces from purchasiD, 
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, supplement. by nislDa thDse pMmiumJ' cona:i~rably. A1~tlvely, they mtaht 
aot offer auppleaa.tal polloi.. at aU. A more fW1damaD1:al p:obIc.m for imurcr. 
is that they would not ~ow tb.cs tarpt pram!om·..aad, heDel, their potential til 
liability··at the timo they' e$tlbUJhed their pmmiums because those tarpts would 
be ~ PO days after the eacl of each opon-enraUmtIbl period. nw 
un;eJ1.Iinty w.oul4 r.cmd t.o lDcroase the IDIIJlDS betwceD. IDsutaDee prcm1uma IIld , 
upecred payoutl uiDsllten, attB~pted to piOtect dlemtelv•• from thepoadbWty 
that their plan would be comi~ a bipoCOiC plan and thUi subject to the tu. 

'lbe rax might be cauidtnd incqu1tabIa fot 8 varictr at fCIlIQD.S. In lome 
~9mm~n1ty·ratiac areas,. I &mIIl1 number of botlth plan.....parhapa two or t.b.r=•• 
apt dominate tM m.arlc.et. UaiD.g Iha crirerioa that bJah<ast plana covcnd 40 
~ of tfIe prjmary inaURd population ill an ~I could Decellilate .hiJbly 
arbitrlly decisions. hi the face of sueb iDdiviaibilUies. (For~plo, the highest~ 
priced plan miaht'covor 20 percent of tho primazy insured popu1aI;ioJl while'tho 
top .tWO ~18ll8 COVOnlQ. 60 percei'll) ID the oXpmleDCI-IafCd matbt-if accu:rato 
risk-adjQscr:aent fa~rs CIMotbe devcloped..amall plBDi willi DUl.: &bWt)' rc 
contrOl their premiums might well be ~ ones lUbject 10 the taX. Finally, plat1S 
,in some Ilea. Of the country with low PIfDlOIlt! to providers and parsimonloul 
,practice patterns m.f.Bbt be .abject to lb. tax eVer! though they' ware far leu costly 
(even 8ft.er the required adJLUiltments) than nomaxed plana in alber ereu. Tbla 
result ~uld occur in Ipib: Of ihe fact that pllDS with a4justed premiUID8 in the 
lowest quartile DlLtlonwido would Dot blll\lbjecc to ti=.tax. 

, , 

ReaUaeatiqo of Workers Amon. Finna 

Tbe proPOla1 would eDCOUtlII' a rea11ocatlOll ot·woitm ar.ocms fhm. ADd, in 
doing so, would increase III, bud,etaJ:y COll. This lIordng would oecur because tU 
subsidies could 'be rBdQ~ed 'b;y up to Ib8 amount that employel'l conm"'but.ed for 
inaUt6DCO; the.nstore, a worker employed by 8 finn thet paid tor haalth mlRll'iDCe 
would tea=ive a smaller Bubsidy thaD aworbr at a firm that did not pay. SaIne 
low-income workers could "ain thousanda of dollm in higher wases by moving 
to firm, that did 'not contnDutc to amployee bcllth inlUTInCC, and a alpificant 

, number of tbc:m would pio'ba'bly do 10. 'Ibal PrOI:CSS would occur gradually IS 
cmplo)'lDCllt .xpandod ill lome tlrma and contraated'ift other$. lD Iho caD 
eiumate. thfs'reaIioc:ation of lOW-Wille wwkra JUnoDI firins KGO\1I1ta far Sl2.~ , 
biUlon of the cost of thllUbsidies in 2004. 

III addition. lOme compw8 might alOp paying fot ~ but IhB effect 
at that actfon on the iovemmenttt COlts would probabl1 not be large. far aevenl 
reasons. FQr ODe 1hlDg, die J»wbezo of fimla mal would be likely to stop payiq 
is limited because, If fians cUd la, high-wlge workers in those finns wtn.1ld lose 
the IIX bencfitt of CXO,ludina bealth inauranco fro1n the payrOll ~ Manover, ~ 
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I1el addidODallUbaidy COlt to the SOVernmeaI from low~_ome wor1cm in ftrmA 
that dropped coverage would. be IlIlJeJy offset bf hlp taX. rcVeDUI;I from the 
workers because. without employ....pald ccwera.se. wspa would be lrl,sber. 

Lut. mdudrls lubsidlea by up to the amount that employers pi)' for iasUt'lW;e 
WOlIld m.c1U1 that people with iimUar iacomaad family cUcwnltance8 would Dot 
be troalD4 alike. In panicuJar. woikcri at firms that paid far i.ns'anDco would faco 
laraerCosti for th~lr WW1\Ilec rhail aimllarl)' pla;od C01mtaparq at firms that did 
not pay. 	 . ' 

Work Dtllpsepdm' 

Like other'reform plus vdth .ubstamlal mbsidlea, tba Senate Plnmcc Com­
mittee·s propo8l1 would di&coUl'lp certain 1ow·1ncamc people from womag mare 
hours Ort in 101M cues, &om ...a~ at an. becalJ&e lUbaidJes would be phased 
out as fl.D1i1y inCCIDII IDc:rea&Cd. For example, the D,idle. for Io..~ 

. families would be phued out.. family in=mo roso between ]00 p"rcent end 200 
percent of the povoi1y tbre5bold.1Iid thoso for low-iDcome chi1d1en and p~paat 
WOlm!n would be phaaecl o.ut "twcoD 185 porcoat and. 240 percent of povett)'. In 

. both caaea, many workers who elmld moll mODey within Ibe pba&eout range 
.	would have to pay more for their 0'WIl or their chiJckeft', health lnaurance, thereby 
cuttlDS into d1c Jncmlie lD their take-home wage. In eslellCe, phaslag out the 
tublidltl would implicitly tax their income fcvm work. 

. J!stimatJtli the pracbe mapitude or the implicit rax rates ~uire8 W'omw.:Ian 
that ilnot readily available, bUUDUah ea1culatiQnl'USSe5t that me ratUcould be 
8u&stlntill. In 2000. for example. tho cffogt{YO marJl,u11cvy OD l&bar oom.­
Ponsatkm could increase by Ii mUQh as 30 to 45 perccatagl poinu far worm in 
flU'DUies elJsible for lOw-income lubsidicl and 20 to 40 peRlentqO paints for 
WOrbm in fmniliea !;hoaaing the lubsid!ea for pregnant women and. Iow·income 
cbilclrtn. Moreover,.dlose levios would be piled OA top of tbo expUcit and implic::it 
marglDal CUel \hal such WorteN already pay throvp the lDcomo ~r the payroU 
laX, lhe plweout of the eamed. inc~me tal credit, and 1he JDSS of olfgibillty for 
food stamps. In !he end, some low..wqo worbrB wauld bep 81 nUla as 10'CCI1f. 
of evc!)' additioDll dolJar they ~ 

It the emplQyer did DOt pay for iDtIurance. the lmplll.'lit mqinal ~s !toin 
the phaseout of IDw·b:omo subsidies would apply to workers whoJO inl:Ol1'W was 
withfA the broad l1ll&C of 100 perecnt 10 200 pcrocnt of the poYtrty Jevel. B'O& if 
1M employer paid lome of tho ccsti for insurance, theao marsuw leviea would 
apply to warbn in a mllCl\ tmallef iDeome taDga. Althovp this.uelltmDDi of 
employer pa)"lDerlis would redl.1CIJ dao .Bizo of tho worJciqg population aff'"*, by 
hJiher tnlD'jlnaI levies, It. would m:ate &be previously described incentive lor
workers to move to 8rms thaldld DOt pay for WWD.DC8. 
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TABLE 1. - PREUMINARY ESTIJlATES OF THE FEDERAL BUDGETARY EFFECTS OF meHEAtllf SECURITY ACT 
- AS REPORTED BY neE CONJMTJEE ON RNA.NCf:: 

(By fiscal e. "b&nsordeAn) 

1995 1996 1991 1998 1999 2OQO 2001 2002 2aa:J ZD4 

MANDATORY OUTLAYS 

~ 
1 0ia::0nli1"l1bl ~ofADJe Cere o 0 -2<1.6 -35.7 _ -41.0 -tS.8 . -6'2 -56.9 -611 .f1!J.1 
2 Stale ~-ElJariPayments o [J -16..8 ·24..0 -26.2 -28.4 -3>B -33.4 -3&.2 -3!l.2 
3 ~..StIa'e~PaynJents . o 0 -4.1 ·7..0 -8.5 41.6 .t8.8 -'2!J..7 -22.9 ..:lS.2 
4lAl;J Term Care ~ fed Mf:'.Ilth H ~ ~ u ~ ~ d ~ ~ u 
& Ai.iuistrati'119 ,_ 0 0 .Q.3 .os .(JS -0.6 .07 .0.8 -0.8 .(t9 

t¥~~~u;;qt~t~~!t~..~~~±:~t~~~~~~mi/lj"~t·~~~tfj~~ .. :;"=jG~~~~~~~it.~J!~:K~;'~'i~~ft6i~#~~~~:=t,"R~~~I~~""1~~:~~~ ~"'~"'I".i;;·} ...·:g>~"'fi'.E,..... ;:~;:,"~~~.N"'I~r_~: .. ~ __ ~~~~~I:.t:!~r,~_!~ ~<c.rt~~~... _,,«, _ ......~"" ...~.. 2·"''''.~~,.;I!~~~___ .:. 

hkdQ;jy 

Ii PatA Redut60ns 


PPS UpdzIIes o o ..QJJ .2.3 -4.2 -8." -7.' -8.1 -8..9 .au 
~R2d.I:Wn a 47 ..Q1J -0.8 .(l9 -,.0 ·1.2 -t..3 ·1 .... -t.6 
Di!pQllCf1iol ~ SIRn HoIspltiI Reductbra (1 o o ..Q.9 -1.2 _ ·1.3 .1.. ·IS· -1.7 -1.9 
pp~~~ 0.1 0,1 0.2 0.2 0.2 U.2 ~.02: • 0.3 :1 D..3l 0.3 
SkiIBd1b1iing FaoiIJ ~ o ..0.1 -0.1 .()2 -0.2 .c.2 ..'" «Z ..02 -0..3 .0.3 
Sole Curm.n'IJ ~ II B. a II 

Meclarre Oeperdtri ~ a 0.' 0.1 {1.1 • iii 0.0 0.0 D.D 0.0 
tang ramQn~ II ..a.1 .{I.t -0.1 .()2 ..:' - ..0.2 ..[),3 .{I.3 -0.4•1 e..a&fAa1es6 CanmunlyJroapiitala 
MAF~ 0.1 0.1 0.1 0.1 0.1 Q..I 0..1 0,1 0..1 0.1 
fQn1 PriniIFy Cue ~ (RPCtQ PnQ 0.1 o.t 0.1 (1.1 0.1 0.2 0.2 . 02 D.2 02 

8 P.t B RedId:ians 
. Vpcfiea for Pf1r.sic:ia" Services .0.4 -0.& ...0.6 47 ..Q.8 .(J.U .0.9 ·1.0 -1.0 -1.1 

RI5If GOP forVoUne and hkm;iIy o o ..Q.3 -0.8 -t.6 ~ -3..3 .... .2 -S.3 ..s.s 
tfllfl ColiC Hosp\;fa o o o .0.5 .as ..QJJ ..0.9 .1;.0 
Elm FormI.i(a ~Ov!lpll)'....... .oS -1.3 -t.8 -2.3 .0." -'.0 

-• .0 ..J.2 -4.2 .0.5 ~;1-7.'
Eye .& EyeIEar SpeciaIf HoapbIa o o o o 0- o o 
UIbcr.doty COlrr:surarIoe _ ..(J.T -1.1 ·1.3 -1.<4 -'1.6 ·1.8 -2JJ .2.3 -2.6 :zs 
~ ffi:f foi Pwl B II -0.1 .0.1 ..o.t ..0.1 -02 -0.2 ..02 -0.2 -02 
~ BkI b Cini:allab SeNioes II '()2 -03 4.3 -03 ..0.4 .0..4 '().5 ..Q..S ~..6 
ttJrsa ~A.sIsbriDira::t PaynISlt o () 0.1 0.2 0.2 - D.3 Cl3 0.4 as 0.6 
~~of25'lCo Pmt 8 Pnnium a- OS 0.9 1.4 0.8 ..0..& -2.8 -5.2 ..a2 -10.6 

9 Pa1B A Wid B RiIcU::tiDna 
Macicare Seocnduy PII)'eI' 0 QI 0 a ·1.2 -1.8 ·'.9 -2.0 -'2 -2.3 
Expand CerienlCl'f &:lelel108 0 -0.1 .Q.1 -0.1 .0..1 4.1 • • 0 a 
HOlm HeIlIIh LiraiIa 0 0 .Q.3 .0..6 .o:J ..0.7 -0..8 .as --1.0 -t.o 
Risk CcIrir.1cIa a 0.1 02 02 Q3 03 flA. OA OS o.s 

~~'i-~~~1--~~~~~m~~;;~~~~~1~"~!tiF~::W~'~'~~~L~~:iI~~~r:4~~~'~~~~'it.I..~~" ...,. ... ... ~" _,..,....\I ..!~~S&"".:.~.~'""""',. ...~~~_~~~~.-~~~YSE::~..s.'G;.Ja~.,.n....~...~~~~.~~.~~~~~~~~ 

.... *".- -_ ........... "' .. -.... --_ ...... -_ ... _ .. -- -----­.. --------- .. !"'-.....~.-....... -- ...... •• ........ --_ .. -- .... _______ ___ ..... __ _
-- -- - --- - -_ .. -- - "'" "" ....... IfIIII ....... ..... _ ,... ........ .. 
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TA.Bt..E 1. COntinued 

1009 1997 t9!'J8 U!19 2000 20IH 2002 :zan 2CIOoI'995 

Ok! HeitIh PulGI'iIDS 
10 ~ tIo5pIiI PI!)'Inerb I) IJ D 0 0 0 2.S 2.5 2.5 2.5 
11 HomeandCanm.r.ltyBasedCa'ePropm I) 0 D.3 0.7 I.D 1." 1.6 1.7 1;.9 2.0 
12 Acaden*: HeDUlCertenI TruGCFt.nd 0 4.7 7.D liD 9.1 10.3 t1.3 ~2.3 '3.3 14.3 
1~Grad~&NI.RfngEd.Jc:afionTrustFl.l1d 0 27 c..o 5.8 6.9 7.6 8.2 8.9 1.8 10.4 
14 Medicate Tf3Ider· GraIiIate WedcaI ~ 0 -1.6 -2..2 .:2.A -2.5 -2.6 ·2.8 -2..9 -3.1 -3.3 
15 MeIicare Tnwt.!h- -Inchd MedtU Edu;ation D, -42 ......5 .-49 -5.4 ' -6.9 .;&.5 .7:J., -73 .a7 
1~,*:pm(li'~~f.nr1iini~~~~1~{i'~~in~~~<Wi'W'#iZ~~~"=~ik~t'fW{~"ftt.;:rZ:~!..~i,;~,t'f~a;e~fM~~~.Q:Ji{<~t~~A~~a=!~)"9..Jg;~li~~I.:!:~.t!~~'fiZ..;;.~ ..... ~"'. '"''''',,_ • .."i.~.. • ~. f ....,.h_~. __ ~_....J!P...... _~ ..~.~.•~.~ N»x:...;,;v'.... _v¥ t~~ ?;..... ''4:t'r:'~m».;. "':;:1'T~ .. ~:.;t>r ~~-~):.;':p~f¥lq:~;i..:..,..". U~~I ~ .·-~~t" w.r:~V.~. V",y< ~~~~~i:~tU...,..& ~.~":::;'~.~'!i:~4:l""""" .. .-., .... ~ 

Oesjg\ated lMJaotRtg HcQtJ Call!,6ret!rA 


,1!.~~~~=~~~".--."...~~~,~~-"~!~·~<!. ..."~~<~~~.",.,,.,,.,,,,,~.lLAra!i'_~·'!.",}!~·4.....u ....lo';~~~~llt".,,~.. <V~O.~
•••."' 'cc< ,~41l,"'~':';$.>m~~-"""""'m'~ ~~~::. _ ~~ ""'... , ., v. ~~,~t.;1:.:a::+iii:N-:.:..%!:-\".;~~:r.~v~:r-g.~1f!~1i';Vl ~M!~~ ~~~ri:~~j:~~~' ~ 'IF~'Y. ~~ - :·~U::!I:...~ ~~".-' - -_. ~ :~ .~_. ";' ~~.d :0.;;7;c<':~~1I~}i. "' .. _ .. _..... ' ...._.... ~i............~""""'!.~~..~~~~•.,.:...__"""'-=~_._.~" .•-:-..'!'o":t.:_.__ .. ~~.+t'il:V1;:... ~..,,:.:i;,Q('t~• .,..... RO-~ll"'~1!· ~y~~ ...: .. ~~w .".. _ ..... 4'''1l~'''''~ ·XIt~ .<.~ ~ " ....._
•. :.1 

~ 
, A-amitJ:m ~ 

17 PeIsombdMen~cif~ o , Ca 52A i86.2 97.6 109.3 121.0 1:0.6 1-47.3 161.2 
16- Pn::ganI Wmalllllf Kids ~ dPoweil1)' ··--,--·---!ndudedh Lh17--- ------: ­

~~ " . ' 

190 PenIonIJbe!weenQ..2llO%of~ bI' 0' 0 1.3 2.0 2.0' 2.0 2.11 2.0 2D 2.D 
m'~t,.'l'~;§1'lil~J~{~I5.J.,M,,~~~~:w:rt;;~~«f:!fs.>~n~~;;lf~~~~l~1'l~~~~~~-U!i*ll><>~~'(Ji'I":fIi~~~t:~.z:1lI~H!"!

• );..c.,~••_.;-}J.""...~.I~................ _-w~<t'.;.....:.ti •. ·~~;.;:{~1·b....~%~~~~..~..-~..v~........A.""'S:"". " .-. -.• ......~...n.. fI' ~Bl:.".",,,'Y" ....:<~~~ ~~~Q~~-~~"'Ji:t;~~~~~~ 


AdJni jst!l!l!ljwr EiqztweI 
,21) "8I'tI.fe'U:V hfl1litWlatNo ~ r:I a o 'ZA 4.0 -4.3 - 4.7 . .cS- u AB, '. s.D. 

'C MAHDA'roRY OUTLAY ctWIIGEB 1.4 1..8- '3.9 2fi.S 25.5 24.2 19.& 17.2 14..0 iDA. 

otscR.ET'IC)NAR.Y OUJI.AYS­

/AMl1stu!!II!te E)q;JeoteI 
21 Mlli'lis1Iil!:Nean:l Stut,UpCCIiIQ 0.5 1.0 t.o 1.0 1.0 1.0 1.0 'fD 1.D 1.t 

SIdes. ~t:h. &. he!UClIIIItII!Ifion!!I 
22 ftiwI:l1< lOJ Plan 0ew.I0pmcnI Gr.InI Program 0.1 0.2 Q.3 D3 0.3 0.2 02 0,2 Q.2 0.3 
2l 0peru&1g Aut -:Tdemedkine DemcaMlrJ1lli:lns 0.1 0.3 A... 0.4 0.'- -0.4 M 0.5 a.s 0.5 

..........". .................... -- .. __ ..............--:...._- ............. - ......... _-........ -: ...... _""!I- ................ -_ .... _-- ......... _-. _ .. - -_____.......... ______ ... ____.............__ ..... .., ... "" •• ____ ..... __..______ _ 
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TABLE 1. ContirwJed 

1995 1900 1997 t99B 199!J 2IXI.J 2COI ZJ02 :i!DO) 2tX)4 

24 Caplall~ - GfarJb 0.1 0.3 0.3 0.' Cl.:t O~4 0.4 0.4 0.4 0.4 
2!i BicmedaI1 & Betlllw.:nUtetad,TIUI5t Fwd 0 0.7 U 1.4 1.5 1..6 1.7 t .9 2..1 2.Z 
26 EACHJMIIIFJRIxaI TJiII'IItim ~lSbarions a 0.1 o. t 0.1 • a II II • • 
~~~~!~ittillf~~~~;~T<f~';fI*~~liS3!~'1-~~~~lt:~:Rq~:;-r.q-':~:r.'''il~f!~·'IJm~~.~.:mr.-mm~~~.~~~~~~.:hr-:::'f:t~. '.-00- .._;;0;- ..._, _ .... :;,.,..~-...... " ...... ~.~:.•..r••_.J'. :.. .,.. .~.::..:.:.',.'I........T"""""......,....:..:;.".....:..-.:..·~.~-RQ..,.:.A:;~~;.....q,,~+;;~ '<'l',"Y __.....-;~'N.~·.~·;t; ~:4;~ .. 1_.,..~~~:t~:! "It., .'i~-:.".;,·!..'":.:-r1li: ..'-...~ '.r",IN.~'t ...::i......~.f&.~{_. tr~~~~
...i... ': 

DliSCR.ETIONA.RYOO1tAYCHANGES 0.9 2.6 3.l 3.5 3.5 3.6 ---3.7 -- -~ 4~O - 4.2 -~4.51 

I lOTALOIlTlAYCHANGfS ....... 17.1 .... .... '11:1 .... ".2 102 001 

RECElPTS 

27 Incceasein T~mT~Pn:Id£1B 13.9 16.3 15.... 15D 14.3 13S 135 11.3 11.1 10.9 
28 1.15% E'xciseTill( Q'1 N He:aItt m Pn!niUna 0 3.5 6.2 72 7.8 85 02 10.0 10.9 '1,8 
'29 Mt MedIr:are Palt B.PI1Il'I"l.InaIor High-

InoameIIlIividI.ds 0 0 1.5 13 1.6 2.1 2.6 3..4 4..3 5.5 
3J Increase· Excise TlIXcn ~ Bc.&:I:a ,._-_·----Neg1Iigibio R~l.oIs --.----_•• ­
31 rrd.de Ccdain Svc-RetI ~in S£CA ~ 

Eld Certain ~ Incc:me tRIm SECA 

a) General Fuld Eft'ect 0 -o.t -0.1 -0.1 -0.1 -0..1 .0.1
-0.' -0.1 .0.1 
b) OASCf EIfe,r:! 0 0.1 02 0.2 02 0.3 0.3 o..:J 0.3 0.3 

32 Eldend ~ 0:Mnge & tflTmrbA/l stafe 
and~~..~ 0 1.6 1.& 1S ,.5 1.4 '1.41 1.3 • .2 12 

33 IrnpoI;a e.:ise Till( witl Ref.pett to PfaRs 
Faq eo Satisfy \IobIIaIy Cantribu1Xn RlBi 0 <II .. II .. It .. II 

34 Repeal FIe:dbfe ~Anas~ . D 0.3 00.5 0.7 1.1 1.3 .... 1.4 1.4 1S 
35 &tencf 25,. Oed rorHIIIaIh I..Costa orSeW· 

Emplared lntMi.aIs .0.5 .0,3 0 0 0 0 II 0 0 0 
35 Unl en Pn:payrnenld Md:aI P'JerniI.Irw ---··---··N'~Reve'n.Gain--- ••---~- • 
:rT 0edJcIC for fncfMd'ual!l f'uIdIasC "OWn Heanb In 0 -tA -6.5 :a1 -8.4 -8.7' .0.1 ....8 -10.4 .11.0 
3S Non-PnrfI HeaIIh Cafe.avnsrr..... Ckgns 

ProYi:Ing HeaIh I."& Prept HesaIIh c:..e Sv -- - •• - •• - -Heoligible RertaAue Eft'ect. - - - _••• - ­
39"mi ofCeI1an N Cowib Regard tD Sed 833 _••• - •• - ••Negligible Revenue E1fa:lt· • - _. -.--• 
.((J CiirIId To Exempt S1IIIus ID SIaIs N RA Polls .. .. 0 0 0 -0 fl 0 D0 
4' ~1150rJ6Ia BcnfC8ponNcn­
~ 501(c)(3l1lonM • • • -0.1 .0.1 ..0.1 .0.1 .Q.2 -0.2 ..0.2 

42 CItrify Til( Trnu( I.cmg Term care Int & Svca 0 It ..0..2 ..Q.2 .o:z. .02 .(1.3 -tl.3 -0.3 -0,4
43 Tax Tm of AI::c:da iIIEd 0eeIhBenefta Under 

lie tnamc:e eom.:b .. .0..1 ..Q.1 -0.1 -D.1 ~.1 ..(11 ..Q,1 4.1• .... her In R~Penalla for NOI'II!".p."t:ea 0 • II .. .. II • • • • . _ -~................ __ .... -..................... ""_ ...... _- .. _- ---- ......... ....... .. ---.--"" ......-.- -----......... ------------------ --_.......... -------- ......... ---- -------... ­
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TABLE 1. Contiu.~ 

1005 1996 1991 1998 1900 3lCQ 2001 2OQ2 2!JO:t 2IXI4 

45 Po:!;t.~ NOlI & I:.h Ins ~ 
46 t.bif,. COBRA~Cal: RI,Iee 
./fl Tax CmdI fer Pt......eiolwn" ~Ivea 
49 II'PIII1Se Expenq UN Jar Cer'tIi:lIioted Equip 
4& Tax Ctdb Cost rI. PersDnaf A:tssJ. SYC8 
~byE~~1II 

50 Oi&da!uv.t:I Rmm ..to StafJe IQenc:ies 
51 ExI:mpl DocIrJn; ftom Sectim.lf61lJ:Hts 
52 ~ PianTID( V'ib Rl!:apect IDCedain 

HiI#1 Cast Plans 
53 hired. TmI Beds of Changes ir! Ta TIlI'It cA 

& ~HeeIh 1m! S 

s 
a 

0 

II 
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Table 3. Health Inlurance Coverage 
(By cat.ftdt.t Jtet, ·In mllllona of people) 

1997 1998 1999 2000 2001 2002 2003 2004 


BI8811ne 

Intlolt9d 224 22t 2.28 221J 2.30 282 233 23' 

Unlnlur.d 40 iQ. !9. .41 42 it 43 44 

Total 264 268 2S8 270 272 .274 278 278 


Unlnlllur.d a8 percentage of Toto.l 16 15 15 15 15 18 16 16 

Haalth Security Act AI Reported by the CommItte. 01\ Finance 

Insured 241 244 246 249 261 2&3 255 257 
Uninsured· &! tt n it n n II n 
Totll 284 266 258 270 272 274 276 278 

Incrl8. In Inlured ,e . 18 19 20 20 21 22 23. 

Unlnlurld a9 Percemflge Of Total 9 ' e B 8 B 8 8 8 

SOURCE: Congrea~onal Budget OffICI. 



Table 4. ProJeotiona of Nat)""_' Health Expendllures ~. 
(By calendiu y••r, In billion, of doll_rt) 

lio, -
1997 1998 1099 2000 2001 20Q2 200i 2004 

~.. 

Sssellnl 1,263 1.'72 ',488 , ,S'S 1,748 1,89t 2,052 2,220 

Health Security Act as Reported 
by tn. Oommlttee on Flnanc. 1.297 ',.03 1,515 1,SSS ',761 1,903 2,056 2,218 

Ohange from eInlln. 34 32 'Z7 21 13 a ~ 
-,I ~ 

SOURCE: tonor.lslonal Budgll OffIce. 
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CONGRESSIONAL BUOOET OFACE . 

U.S. Congress . 
Washingwn. DC 205] 5 

Rohert D. Rei~chauer 
DiffCWT 

July 28, 1994 

Honorable Daniel Patrick Moynihan 
Chairman 
Committee on' Finance 
United States Senate 
Washington., D.C. 20510 

Dear Mr. Chairman: 

At your,request, the Consressionnl Budget Office and .the 10int Committee on 
Taxation have prepared the enclosed prelirninBl)' analYlis ofthe Health Security Act, 
as ordered reported by the Committee on Finanee on July 2. If you have a.ny 
questions about this analysis or would like ~er information, p1ease call mo. or have 
your staff contact Paul Van de Water (226-2800 Lind ilheimer (226-2673). 

, Enclosure 

cc: 	 Honorable Bob Packwood . 
Ranking Minority Member . 
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,INTRODUCTION 


The CoG,gre8s.fouat Budgot Offl~ (CSO) and the Joint Col3lJ]lJttee ~n Taxation 
(JCI") have prepared thiS p~ analysll of the Health Security Act, 8JI 

ord~ reported by ~ SeDab! Commlw on'Flnance on Juty 2. 1994. The 
anruyits is based au &he description of the Chllinnan's mark ot June 28, the errata 
sbeet of Ign~ 29, the amcndmMts adopted du.ri.ng the <;Ommlt.tee" mukup. and 
i.nfor~tlon provided by tho Coinmittee's staff. Although CDO and J~ have 
worked closely with the stiff of the €ommittee, the estimate does not roflul 

.dCtailc~l B~ificationl for all provi~ons or final legislative language BJld must 
therefore be reg;arded u p~limiDary. . . 

. 

Tho first part of the analysis is a review of th~ fioanclal impact of the 
proposal. The financial B.D8lysii includ..et estimate! of the proposal'& errecll on the 
federal budget. the budgets of state ~d loe.al govcmments. health insurance 
covctigc, mu:!' national hee1th expendi'turei. 'I The analysis' also ineludea 2l 

d~5c:.ription of the m~or assumptions that CBO has made a.ffCl;;ting the e~timate. 

The second part of thO! i.D.Illysis comprisei a brief assessment of eon· 
lIider.it.ions midng from the proposal'8 design that cou1d arfect its implementation. 
The iSllouell cxlUllined in tbj& discussion are simIlar to thos~ c::onsidered in Che.pt.en 
4 and 5 af·CllO', analyses at the Administration'. health proposal and the 
Manaaed Com~dt.ion Act. . 

FINANCIAL IMPAcr OF THE PROPOSAL 

The Health Security AI;t. as ordered reported by tho Senate Comrn.ittee on Finance. 
aims to Increase health insurance:covcraJc by reforming the market for health 
insurance Mld by mbsidlzlas its purchue. In the Congressional Budget Office', 
estimation; the PX'9posal would add about 20 million p!;oplc to the iruu.ra.ace roDs, 
and the number of uninsure(i would drop to'S percc.nt of ihc population. Initially, 
the proposal wouldadcJ to national health ex.penditures, but by 2004 national 
health cxpCnditures would be slightly ~low the baseline. Over tho period from 
1995 to 2004. the proposa1 would slightly reduce the federal budget deficit, 1Illd 
it would ultimately reduce StA~ and loeal ,ovemm.ent speeding as well. 

The r.s.tlmated effects of the: proposal are displayed. in the four tables at the 
eDd of this document. Table 1 shows the effect on federal DUtla.yS. revenues. and 
the deficit. Table 2 shows the effects on the budsctl of state and local 
governments. Tables 3 and 4 provide projections ofhealth lnsunmcc coverage aDd 
national health eXpenditu.res, ~spectivcly. 

LiJce the estimates of other proposals fo~ comprehensive rcfonn··auch as the 
single-payer planp ~e Administration'. proposal, the Managed Competition Act, 
IJ1d the bill ropoI1lod by tho Committee on Ways and Moana-CBO's estimates of 

http:DUtla.yS
http:percc.nt
http:Che.pt.en
http:du.ri.ng


the effects cif this proposal are unavoidably uncertain. Nonet.hcless, the estimates 
provide useful comparative infoJTl18tion on the relative costs and savings of the ' 

« 

· ,different proposB;lB. In estimating the Finan~ Committee's proposal, CEO and 
Jcr have made· the following major usumptiODS about its provisions,I 

Health Insurance BsmWts and Premiums 

· 1b.e Pinance Committee'. proposaI would estab~ish a standard package of health 
, insurance benefitll, .whose actuilrial value would be based 011 that of the Blue< 

CrossIBluc Shield StB,Q.~ Option und.er the Federal Employees Health Benefits 
program. The Congressional Research Service and cao estimate that such .tl 

benefit plh':kage would initially be 3 percent less costly than the average benefit 
of privately insured people today and 8 percent leStI costly than the benefit 
package in the Administration's proposal. 

,The proposal adopts the ~our basic types of health insurance unit!J ~cluded 
'In the Administration's proposal--aingle adult. ma.rrlcd couple. one-parent family, 
and two.pilrCnt family_ In general, workers in fmns with fewer than 100 ' 
employees (and their deperidents) and people in families with no connection to the 
labor fcrce would purchusc health insurance in a cornmunityarated market Firms 
employii1s 100 or more workers would be experience-rated. 'The estimated 
ayerage premiums in 1994 for the standard benefit package for the four types of 

< 

policies are as follows: 

Community­ Experlc.DC8a 
Rato;tPool Rated Pool 

. Single Ad~lt $2,330 $2,065 
Manied Couple $4,660 $4,130 
Onc"PJIl"Cnt PmuJy $4,544 $4.027 
Two-Parent Pamily $6,175 5S,472 

· In addition. separate policies would be available Cor children eligiblo for lubsidies. 
as explained. below, Suppleme"tary insurance would be avmlable to cover cost­

< 

shann, amounts and services not included ill the stnndard benefit package. 

I.. 	 'Par dollCli,P'Clo'll. of CDO',cadml.dl'll JIItlhodclo",. l1:'li CortltllllllD!'ll! DIld&61 cm~ AA ANll1f11 of .Itt! 
~n:aIl.M',HtIIbIt PI1'f1C- (Pebnwy 1994). lid Alt MIff'" tlrlto MtwlItJ Caftplllrl"" AI:f (Apdll~ 

.. 



Subsldj~s 

~ propoul would eatabU,h a system. of premium lubddle!il for low-income 
people to encourage the pun=~ase of ~ea1th, inrurance. families with income 
below 100 percent of the paVe.It)" level would be e11sible for full subsidies, and 
those with incomo· between 100 percent· and 200· percent of poverty would' be 
e~.glble for partial subsicU!I. The partialtubsidi.es would be phased In between 
~297 and 2000 by gra~uall)' iDereuing:lhe inrome eligibility level. In addition. 
children arid pregnant women With income up to 240 perc~t of the povmy level 
would be e1igiblt!l for special subsidies. 

. In determining e~gibility for premium lubsidies, a family'l i,ncome would be 
. ,compared·with the r~ po.ve:rty Qlrcshold Cor that family's sIz.c. except that the 

threshold would ·be 1M same for f'amiliol wtth fout Of more member&.. The 
, estimate aarnimes that thia llml~tl.Qn would apply for compuwli both regular 

Rubsidies and the RpeeW subsidies for children and preSJlant women. 

The maximum lUIlOl.1nt of thel subsidy would be based on family 'inc:omc 
relative to the poverty level and on ,the weJghted average premium for community­
rated health planlill the area. The cstlmll1c assumes that a famlly's su.bsidy could 
not exceed the amount it paJd for coverage in a qualified health plan. Therefore. 
if an employer paid apomen of the premium. the subsidy could at most equ.al the 
family's portion of the premium. The cstUnar:e also AS5umc:s that. except in 1997, 
the same formula would be used in each year to compute the amouDI of the 
subsidy. but that durin, the phase-in perioe;! nQ sublliclics would be availabl~ to 
people above tho applicable cligibilityIcnl. 

FamlIie!l would not be eliiiblc, the estimate assumes, for both regular 
premIum su~sidies and special Bubsidies for children and pI'CSTlBnl women. but 
theY CQuid choose to receive the larger ene. Families could use the special 
subBidies to help pu.re1u1se coveroge far the entire fo.mily, or they could purchAse 
covemgc only for thc 'cligible children and .pregnant women. 

Families. clilldrcn. and pregnant women wlth income below the poverty 
threshold would also be eligible for reduced cost aharing, IS determined by tho 
Nntional. Health Benefits Board. The estimate IS5UlllCl that the board w0l.11d 
require nominal· cost.sharing payments. Health insuranco plana would be required 
to absorb the cost of this rcducc4 cost sharing. In additiont states would ha"e the 
gption ofproviding subsidies for cost sbaring (or people wlthlncome b~tween 100 
pc~cnt and 200 pc:rccnt of the poverty level. nll~ federal government would pay 
up tQ$2 billion B Yeal ta assist tho states in providing these optlonal cost-shJring 
subsidies. and state& would have to pay the test of the coat. 

3 
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The system oI sqbsidies would be aihninistc:red by the state.. States woUld 
,havo 'the option of providing &1lbsidic. to clisJblc pcoplD beginning in 1996 and 
would, be requ.in:id to provide sub&idiel ItIU1JnS in 1991. Because of the 
difficulties involved In ·sctnns up the necessary adminJst:ratiV! appamtns., me 
estima.te usum.cs that states would not begin paying subsidies un.lil 1997. 

Mioii((aJd lod Medicm 

Medicaid beneficiaries not ,lCC~iving Suppleme.nt.el Security Income would. be 
integrated into the ,general 'progmm of health care refonn and would be eligible 
for (Qde:ral sobsidics in the SaIDC way as other low-incomo people.' MocUcaid 
would continue to provide these bencfigiarici with a wrtlparound benefit coverlnJ 
certain health care service,S Dot included In the standard benefit package. Statel 
WOUld' be relieved ofthcit portion of Medlcaid costs Cor· thDSO 'beneficiaries but 
would be requir=d to make maintcna.n~-o(-effonpaymen.t:s [D the fcdcml 
government. The estimatl: assumes that these malnten81'lCc-of-effort payments 
would equal the apPrt!Pnate portion of the states' Medicaid spending in 1994. 
incrciSed in subsequent years by tho rate of growth ofnational hosllh expenditures 
plus an adju,8tment factQr., The adjustmont !actor would equal 1 percentnge point 
through 1997 and would be iradually rcdUQcd 10 Zf:IfQ by 2002. 

The propOlai woulcl gradunlly phase out federal Medicaid payments to·. 
disproportionate Eba.re hospitals (DSHB)~, The estimate assumes that DSH 
paymenu would be limited to, 10 percent of modical IBSist&nco payments in 1991. 
8 p~t in 1998. 6'pcrcent in 1999, and 4 percent in 2000. In 2,oOl.DSH 
payments would be repealed and would be replaced ,by a program 10 mob 
payments to vuInerabl~ hospitals. That program would havo an annual 
appropriation of $2.5 b1lll0D. 

Among the proposed chm1gea In M8dlearo Is a revision in w method of 
reimbursIng MedIcare :risk conlnlctol1. The estimate assumes thAt. this provision 

"Is intcmdccl to even out reimbursement rates without adding to total costl. 

Reyenull. 

The Commltt:c'. ~endment that added the special subsidies for cbilQmn and 
pMgnant women also provided thlt the cost of these lubaidea would be covorod 
by pmponicnal in~ase8. in all of Ibe revenue-raising measures in 1ho proposal, 
as needed to k~p thl! pl'Opotal from addJns to the deflc11. The estimato includes 
additional revenue. of $13.6 bUllon over the 1996·2001 period as a resgll or this 
provision. 

http:Suppleme.nt.el
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fail:Safe Mechanism 

ll'l the pre~t11 eAt.i.ma.tcs, the fail·safc mechanism would Dot be called into play. 
If necessary, however, the proposal would scale back eligibility for premium and 
cost·stwing usismnce. Rduee th= new tax deductions. and increase the out·of· 
pOcket limits in the stiJiQUd 'benefit package to provent the proposal from adding 
to the deficit over Ii period of years.· The deficit would be allowed to increase in 
anyone year, however. but by no more than the amount of any c:umulativc savings 
from previous years. 

Unforese.en cirewmtan.ce~-such as s. major reeeA~iot!, an ae~letation in the 
grQwtb of health care costs, or a trlote rapId increase in the number of Medicare 
or Medicaid bet;tefielarles--could a'C8tc a shortfall in fuading and trigger the fail· 
safe mecbBDism. Althoush the proposal would live tho Administration some 
nexibility in offsetting any urUinanced. health spending, the bulk of any Ilvings 
wQ\11rJ have to eo~o from 1i.mltlng· eligibility for subsidies. As a result, 
application of the fail..saf'e mechanism could make previously eligible peop}" 

. ineligible for subsidies and would reduce the extent or health insuranco coverage. 

OTHER CONSIPBRATIONS 
st. f!" 

Like other fundamental reform proposal!, the plan reported by the Senate Com­

mittee; on PipaDCQ would require many changes ill the ''.In'tnl system of health 

msurance. For the proposed system to function effectively. new data would have 

to be collected, new procedures and adjustment mcch.wsmB developed, aDd new 

institutions and adminigrrative capabilities created. Iil. preparing the quantitative 

estimates prescnted in this u8casment, the Congressional Budget Office has 

assumed not only that all those. things could be done but also that they could be 

accompUshed in the time frame laid out in the proposal. 


In cao's judgn;lent, however. there exists a 8ignir~ant chanco that the 
substantial ,chansesRquired by this proposal-and by other systemic reform 
proposals-could not be achieved as assumed. The following discussion sum­
marizes the major area.s of posslble difficulty as VJell as SOMe othet possible . 
consequences of the proposal. . 

Rtsk.Acfju8tmont 

The. proposal, like most others, assumes U1at an eff~tive system could be designed 
and Implemented to adjust health plans' premiums for the aClUarial.rbk of their 
enrollees. In fact, the feasibility ofdeveloping and successfully implementing such 
a mechanism· in the foreseeable future is highly unconain. Inadequato rlsk­
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adjaltment techDlq",os would have a4veraG cODa&queaces for both tho community­
mred and the cxper1encc-ratec! health iD&\1IlUlco markets. 

'l'be primary pwposc of t.bc 1isk-adJustmeat system in tho Gommwrlty·mted 
p:w'ket woulcl be ~ recllctribut8 premium plymonts among h=a1th plans. 
c:ump'ensat:in8lhem. far diffcrmccs in:iS.k. Without efiocdyo risk adjustmcn~ 'the 
profitablUty of healdt plw 1a thos" marbu WOlIld bo partly determined by lbB 
pl11J1.' ak.iiI in:atirac1iD, ~vely h=althy people. S{DCO hfghooCOst plana woulcl be 
Jubjcct to a p~um tax under th1a proposal, an ,tractive riik adjustment .would 
also be imporllnt to ensure that bealth plw wsre Dot urced beeause Uleir 
~Jeel pr=8Cnteti a hiJber rial;. 

Whtle there would be no ri8k.adjustmem payments In the experience-rated 
market. each pIe that was Dot sclf·!D.surcd woUld ba.ve ED have a risk-adjustment 

factor in aIder to detirmfne whether if wu liable for 111e tal all hlgh-cast plans. 

~evelopln& such fllCton would be ~aarl1y dlftlewl b~au8e the ssency 

reSpOnsible tar doins that would have to colleet and 8Ilalyze s:1goJ.t1eant ~ountJ 


, of information from tho many health plaru. lome of wbich would be very smaU, 

rba.t ~ up the e.xperieacc-Md market. 

Statel' Becp<!nsibiUda 

Vit1ually aU proposals to, reJtrIlCblre the health care. system incorpomte major 
additional· ad.ministrarive, monltrlrlll8. asnd ovc::ai,ht functions lhat lome new or 
c:xlstJne Ileneiel at oriwzidonswoald. have to undertake. A key qUCltion with . 
any proposal ia whetller tho dcaignatcd orpni%atioDs would have. the: approprlat.e 
capabUities ~ resO\G1S to p=rfom'l their roles. In che SC1l8.t.e FiDIDCB Com. 
mittN'!i proposal. ataCOS would bcai the brunt of I1Wl)' of the responsibilities {or 
implementation. am! it i. uncertain whether-and, if so. bow soon-some states 
would be ready to 1151lme them. . . 

The ltates' prime.ry tesponaibilitiC$ under the proposal would laU Into foW' 
broZld areu: 

o 	 d~ dJSfbillty tor ~ MW subsidies md the continuing 
Medicaid ptOgram; 

o 	 admiDiatcriDS the subsidy and Mcd1cald programs; 

o 	 es1aollahinc tho infrutructure for the d'fe.ctlvc functioniaJ of health 
e&re ma.zkcts; er&d 
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Determining ElW"bDiW for SY,b11dia and MrQticaid. The task of establishing and 
monitcrinl cUJibility for' iubsld.les woulp be an enormous ODC for 8tare8. even 
withaut the ccmpll;aUons ",suIting from tho dWIl structure that would BUbsic1i.z:e 

.pre~UDlI using tWo lets of rules (diBcussBd in more dotan below). According to 
. esO'1 estimates, in Ihc year 2000; about 30 mlll10u famlUes and single 

lndivJc1uaIa would be receiving subsidies for health insuran,e promioms at any 
1ime. The Aemal number of appUcatioaS'w~uld be m~ JlWct than dlat becaUJO 
of cbSDgC8 in employmi:Dt, famlly staw. Or Seographic io=tion·durins the year. 
In addidon. Del:ause Medicaid would be :requi:cd to provide "M1lparouncl benefits, 
statel '!'ould. have to contipuc to ope'rate thea Medicaid eUgibiJiry systems uslng 
inCO!'l1.c criteria for famUies with more thm fout membtZl that were different from 
the aiterla. ustd by &be premium subsidy propam. 

States would ~so' beat tho m~i'bruty far the reqiWed end-of-ycu 
reconciliation proetSS in which. the inco~ of. subsldlz.ed fBnlily was checked to 
ensure thaI the family leCei~lhc Ippropria~'}n'emium IObBidy. ~onclliatio.o 
would be a' major undortaking siuce, alchoush fedc:rallncome tax ilUOImatiOD 
could be us~ many of the famllles receiving subsidIes would not be hiX fUers. 
Mon:ov,,". the proc:elS would require e~teIllive mtc1'5tatc coopctati.on in. or&:r to 
track: people who moved. from one state to another d.u.dDg the year. 

MmJntst¢ng me SUbFfdy !!J~ M$dfeltid Prommi. The &'Wes would have O1bBr 
major adminislDtive responsfbUidea for Ihe subs1dy and Me4icsid proarams. In 
pArticular, the)' would mate subsidy pl)'Mcnls to Ju:a1th plans and ~ngago· in 
outreach efforts to cnoourase cm.ranment of the low-iDcomCJ papvlati0l:!' Health 
plans would be requiied to have an opcft-enrollmcat period of90 days during the 
flnlt y~ar and obly 30 days in all subsequent years. Establishins cff'ectiyo outreach 
'posrams wwld tJ:weforo be ollential to wure that low-income pcoplo carolled 
in hc:a1th plans durin, the opea-cnroltment window. . 

The optional programs in which states could patticipsr.e would also have 
major admiaiattativc components. 'S~I clcctinl to lubaidiJ:c cost &haring tQr 
people with ineome botween 100 percent and 200 pefC8nt of the poverty level 
would be r:spoasi'blc for admiDisteiing those subsidies. Sim.i1ar1y. states would 
have toadmJn!stet the compJel( system of lubaidie, incosporated iIllhe proposal 
if they ~hose to expand 11=e· and 'conunlUlll)'-bued serviCeI for tho diaablec1 
SlaW could 111&0 ehoose to eruoJ] beneficfariu of the Supplcmezl!Bl Security 
Income proeram in health pl~•. in which case they would have to negotiate 
sepsmte premhuai. 

B,tab1imig, the tnfra&tnlcmf'l for· the RjfeCtive F!!pedAAing of Health Car; 
. Markets. States would he. requh:ed to -dcsipato the gcoppblc bQUn~arieI far thIS 

commUDity-lali.or ~uu .weD IS the s=rvlco areas fot ,implementing the . 
provisipns ~gud.int essential conunuruty'providm. Tho !lability for me tax .011 
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mp-cost C()gll'DurUty..ratcd and experieDee-rmd plana waul!l be caleulated 
~ep~tely for each ClommunJty..tatiDg ~ ID adciition, awea would bave to 
sponsor or ~stabll&hpurchu!ns cooperatlvea 10 servedlO&e comznunlty-ratlDg areas 
in which nODe WCt'D estabUshed voluntarily. 

States would also have ongoing ~POl1sibilitie, for enlwing lbat health =are 
.. 	 mar~tI fUnctionccl effectively. Those fCsponsibilities would ino1udc "tAbllshing 

the ayatem for adjusting promiwns far risk. operaliaS rei:tlS1ll'8llco pools UDtil the 
rlsk-adjURtment 'YiteDl wu open.tiDs effectively, aDd redistributing JOQSCB. 
resulting from the requitc:rnent that plms absorb the COIt-shains ex.pensil for 
people with Income below t1= pov&Uty tbrahold. 

ProViding COlUWDSI'i with tho ~ informadon to Jl'UIb lDfanned 
ehoicea amoDg hoalth plaDs would bo another f\LnCt:i04 ot the statss. Stales would 

; be required to ,PrOduce armua), rt8lldatdiucl infomlstion comparing tht; pedot­
man~ of b~th plw in each com.munlty~ra'dDg are4: they would also distribute 
that information, cduge.t.e and provide oweach to ~nsumc:l'I. ane! !Upend to 
complaints from I:onsumers. To do all dult effecdvely wou1cl require ~ states 
establish exiCElSivo systems for reponma lDei anillyzing cSam and qualftative 
il:l.fonnBlion. .They woulei 61ao bo Hapons,'bl. for ensurins that health pllDl mot 
fcderallumdardl for dam repordns. 

Resvl@tfnl and Moliltorlna tb, Health Ioswanc; Ioduna. The: responsibilities for 
certifying insurecJheallh'pmns. sc1f·iDsurcd. plinl that opcmtcdin ODe ~ onIy, 
and insurance plllDS for lona-term carI'woUld III fall all th6 states. So tao would 
the task of enforcing the Dew health inS'IDnCe standards. Consequently. the duties 
of state Insurance dcpartmC'lltl would,srow considerably. Not only woulcllbey bo 
responsiblcior many more healthpIanI than they overs~e today, but"the acdvides 
they would bave to monitor would be much more ex1cnsivc:. StaleS would be 
_oumBed to uso private =crccUtatiOD oreanJzatlODB to wist dunn with these 
Wb. " 

Sta.b!a woWQ. moreover, be required to act 1D the event that health plaas did 
not m~f:t federal standardl. For example, they znJgbi blve to operate failed"or " 
noncompliant health plan. for a transitional prmod 10 CDS~ continued aceeas for 
1110 pJIDI' cnrollc6s. dcveJop eomctivc: pmsrams. or design other optiam. 

Srnrea WoWc1 have to oln'elop and Implement progr8ln$ to fCQOvcr payment 
from automobUe ml1ltetS for medical .erviees resultillg!tom automobUe acciden.ta. 
Tbeae. programa would be required 10 have electronic data baaes and i:tlclude 
mechanisms for re!olving lIabllliy I&suea or d,i&putes rapidly. 
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At present, state In~ura.nce departments vary widely in their capabilities.' It 
seems ddubtful, therefore, that all of them would be ready tor such aD expanded 
role by 1997. . 

The Dyal System of Sub8idi~ 

The proposal includes two subsidy schedules-one for low-income famillea and the 
,other for low-inoomc ehilc!rcn and pregnant women. The tw~ subsidy schemes 
would have to be integrated because children and pregnant women are a pan of 
families; but integrating them in a sensible end admlnistrable fashion would be 

. extremely cIi.fl1culL AI DOW. strUctured, the dual system of subsidies would create 
a confusing amy o,f optlollSfrom; whlQh low·lnoomc fMUli¢$ woll1d. h~yO to 
choose. would greatly ccmpli~atc state administration of the already burdensome 
processes fot determining eligibility and reconciling subsidies at year-end. and 
could result in real or perceived inequities in the treatment cif low-income 
families. 

In making its estimates, CBO. assumed that no ta.mlly could pa.rt1cipate in 
both subsidy schemes at the same time 'but that families could choose whichever 
scheme gave them the la.:rger subsidy. Permitting families to participate in both 
programs concurrcnt1y-~or example, by obwnins spcciai.ubsidies for the children 
individually as well as regular Bubiidies for single or dual policies for thIS parents 
--could Cluse the esti.n1ated cost of the subsidies to be somewhat higher than that 
shown in Table 1. 

mSYADce COSh for Mogmt&-Size4 Eirm' 

As is the case under other proposals that limit participation in the community­
rated market to small fums and nonworken, SOJ:nC modeme-sized fUTDs-tho!e 
with 100 to 300 or 400 employees••might face relatively high costs for coverage 
under the Semite Finance Committee's proposal. lust as they do under the CUIl'ent 
system. such firms would have to either self·insure or offer coverage through the 
experience-ra~ed market. Moreover. they would be requ~ to pro..ide ~ir 

, employees with a choice of three plans, including I fee·for-:servic:e plan. Thus, 
the enrollment in some of those plans could be extremely amant especia11ysince 
some employees in families with two workers could obtain their coverage 
elaewhere. 

Small enrollments would. in tum, result in bigh administrative costs. . 
Funb.ermore. bee~u8o tho rlIII'lts' pmiums would be experlencc-ra.tcd, a single 
employee with a costly medical problem could raise the finn'B premiums' 
Significantly. Some plans could end up with ever-increasing premiums and 



~ , 
•• I _} 

shrinkina enrollment u people who could obtalD cheaper coverage through Iheir 

SPOUIC', employor 10ft tho plan. miam, its pmniwDs·furfher. At a minimum, 

employees would no lonpr .bave aI'CIIllstic choJeo. of tbree pllD8, IDd iD extreme 

ouea, aU three plaxll miaht b. quite: cxpcnaiw. fA prlncipla. individuals wilh 

same 'below ~c povCIty ~vel ,ntOUed in such plana lrould be Mly aubsld.lzc4. 


. but' us fact tMy mi&ht have to ccmtribute ~ the cosla of thtir coVBl'lge if the: 

premium. fbr an rhree plaDa Wc:D above tho Iverago far t'be communJly·l'I.tL'14 

markcI. which detaanJnCI the DIIXlmum poadblo subsidy. 

tg, on Hiih-Cost HatCh EllDI 

The propoacd to. on hJgh-COlit health :plaDs )Vauld be di.fticulc to implomea.t. It 
would. morcov~. mull in diffen:nt etfcctive 1U rates aD CXDCSI premlum.s of the 
health pla.al offered byd.ifftreat tuums or IpcnsCN~ ThCsc dlffcrcnl:C5 m.1Pt be 
viewe4 as arbitrary becIWlicthey wowd vary aisaJficantl)' within and. among 
comrnunit)'-ni1Dg areas. ' 

The rax would be imposed 8t a 25· percw rate aD the·amcnmt by whJch hip· 
COlt premiumr exceeded a tarpt premhun let for each commun1t)'-ndiDl area. 
VariDU8 adjustments would be IIlIGC ID ptemiums to delen:aine wblch plans would 
be clusifa.cd II havins hJgh COlts. lbDse adjustmeJits woul4 170 dUflcult to .tDID. 
Moreover, some ofme neceaaary adjwIttnears...sucb as thoe fer dtffemnceaJn risk 
and tho Clost.of tiviq BmOl\l ,c:O,raphi, areu-wouIc:t'require dam and mo&bo­
dataBies that do DOt now ,xist. 

The dClc:tl\'~ tax _ on OXCCSl prcmi\llD5 would pnerally be ~uchbi&'her 
dwl the SI:8lutory nde of 25 per;ent for two reasODJ. PInt. tmlib molt other 
escise taxes. this one would not be I deductible Clpeare for health plaDH ad .elf· 
iltJ~ cml'Ioyers; in effect. tho tax would bepllicl from aftar..tax. rather than 
before-zu, ·profits. Second. it wuren that·OXpected to be. 8UlJjed to the ta:t 
iDcreued their premiums to refle!:t 1he a&ti1iclnal laX liabUity, both their Geise taX. 
aDd income tax UabiJiticawould also rise.. AI. a result, the effective tax rats on 
acell health iDsarance premiums would ftot be·~ percent but 62;$ pcrcem for 
molt ptans offend by.taxabJe iDsuren aDd 3' pen:=t for Dontaxable (nonprofit) 
inauretSr Self-insured: ampJoym who reduced other eompcnsaUon 10 offset IheIr 
bigbu 'c.xpeD8CS for hc:alth bc.noftta would fa aD oflmIvc tax raft; of38.$ perccmt 
if they were taUbla COlpotitiODs and 2S P~Dt it tb.ey Were nontaxable 8p0s25C11 
at a health pbm. . 

Altboup 1ha tax. would poYido irlcentiv.u for inG\UCrllO of&t ]owu..oost 
plans. hDw inSUl1ll'8 would acaaelly respond ta undear. Because the c:a1culadOD of 
abc tax 'would be bued on the coaibiDcd.. cost of ItAndani IUld iupplOIllCDtal 
poIideaJ inmer& might. for oxampl., try to dia:c:QUfBP emoUeos from pUJdulsiD, 
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, aupplementl by ndsinS thD.c premiums' conli~ly. A1~tI~ly. thoy Dd&hc 
DDt offer aupplemrmtal poUole. at all. A more tUndamciDaU problem for wutel'l 
Is that they would not ~ow tbA taract pramlum-and, hcaco. their potential tax 
Bability··at the time thoy' estabU~ their pmmiwns because tboao tarp1S would 
be armpuaced 90 da)'1 after the eD4 of each open-cmaDmcDt period.. That 
unc:~ncy would cad to I:lcreasc the marpas berwcca IDsuraDea prcmlulDi IOd , 
g~ paYOUIi u iDsU1'Ul attS~pled to protect ibcmJelv61 !tom the poadbWl)' 
that their plaD would be cmu:iderecl a bip<Oit plan and thus lubject to th~ tax. 

,Tho bUt might be couidt.red incqu1tablo tot a varlerJ at reamns, In lome 
cQmm~nity·ratiDc areas" I small number of hallth plana-perhaps two or cbrcc·· 
miaht dominate the market. Udag the cdterlaD Ihat h1gh<aat plana covcnd 40 
~t of die prjmary insured. populAtion in an ml could. I1ceeuilate ,hi&hlY 
arbitruy decisions, iri tba ts= of BUch iDdivbibilUioa. (Por ~plo, the highest~ 
priced plan miaht'cover 20 percent of tho prilnlll)' insured popuWioll while'tho 
top .tWo pI8D8 cav_d, 60 percebL) III the expericmce·:ra:.od marbt-if accurate 
dsk.idjusCJDeQt fa~s cannot be devc1oped··small plabi with lJUle &bWcy to 
control their premiums mfght well be dle ClDes lUbject 10 the III%. Ptnally, plans 
in some mas Of the count:)' with low pa,monts to providers and panimonious 

,practice patterns ml&bt be 8ubjectlO tho au. eYeD lbough the)' were tar le. cosd)' 

(even after the required ~j~trnenfs) than non.taxed planK in other areas. Tb19 

Rault could 0CCDl' in Ipit& Of tho fact that pllD& with adjusted Pt:emiUDltl in the 

lowest quattiJc DAtloawidc woald not be subject 10 the tax.. 


lteellocatioo of Workers Amens Pinna 

'J'be propoaal would GDCOutlll' a rea11ocadan. ot· wodren arncini fhml aDd. in 
doing la, would increase Its, bud,etary COil Thi. lordng would oecUf becaue the 
subsidies could 'be reduced by. up tD tho amount thatemptoyen c:onm1mted far 
wurance; thcRfore, a worker employed by a firm thet paid tor hoalth iIllunmce 
would ~w 8 smaller subsIdy thaD. 'worker at 8 firm that did not pay. Same 
low-income workers couId gain thousands of dottm in higher WISes by moving 
mfIrrnI that did 'nm contribute to amp. bealth inllurance. and a slgDifieant 

. 'DUmber of them would probabJy do 10. That procClS would occur graduaU1u 
anploymcnt oxpamlcd ill lOme flrmI and COftnuted In othCD'8. ID the eso 
eitimcte, tbis'realiOQ&tioft of low-wile workers Amon, firms acgoanta fo: S12.~ , 
billion of the cost of the subGcf.ies iI12004. 

I'D addltion, 80me caml'miea ~ alOp paying tot iD.satIIDce. but ebe effect 
of that acdon on the goverbmerlt'l coati wauld probably DOt be large. fat aeveral 
reasons. For ODe tbiDg. the DUmber of linns lnal would be likely to *'p payilli 
is limikd because. Jf fians dld 10. hlgb-wige 'NOrkus in those firms wtIUld lose 
the lax benefits of e=.ludinl bealth inavrance from tho payrOll tax, Moreover. IU 
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· aet addltlcmalaublldy COlillO tile sovenunem from low..iDcoma worlcen iD. firma 
that dropped coverase woukt be IIlJeJ.y offset by hlp taX revOlluet ftom d:Je 
workers because. without employer-paid CIOYerBBCI, wases would be ht,gher. 

Lot. mduciDs lubsid,les by up to the amount that employCft pay for msuraDCc 
· woald mean that people with ilmUar mCOIna rmd famIJ)I c:iJwDlstanc:ea would Slot 

be treated. alike. In particular. WOJ:brs at fums that paid far Ir!sanDco would fICOJar,. Costs for their ins~t:C Ebail aimUarl), plac;od GOlDltapar'tS It fimu that c!id 
not PlY. . 

Work mllneepdm 

Like other morm plana 1lIith sUbstllDda1 sabsldIea, tba Scma~ PlruLllCC eom. 
mittcetll proposal would dilQ01l!'1Ip certain low·1ncomc people from wodiag more 
hourc Ct, in some Cuel, fu:ml wD~ at aU, becau&e rubsidJes would be phased 
ODt Ii fa.mily inC01l1D!nr:rcucd. For clmlplc, the sub8idie. for lo,,~ 
families would be phuflld ODt·as family iJx:omo roso bctwecl'llOO PIln:eDt and 200 
percent of the povony tbtcshold, IDd thoso for low·iDcome chilc1ren aDd PECiWlt 
'WOJ:IlOn would be phued D.Ut boN'CICID 18S pUCoDt anc1240 percent of poverty. Iu 

· borh casel, tt\aay workers who earned lDOte money within Ibe pbasoOUl mnge 
.	would have to pay more for their own or their children', heal1h Jnsunmce, thereby 
cutt!n; into !be increaae In the!r t.IIb-home wage. In esaeuce. plwlog out the 
subllid1cs would implicitly tax thdr income f.nJm work. 

. !!stimatiDj the pre.map_ofthe implicit rax ratea requires im'ormaticm 
that ia not readily available, but muSh cakulationl sugest that the raw could be 
wbstantial. In 2OCio, fOr ex&U'.Dp~ tho effoctivt marpllovy oalabar oom­

.	;onsalion. could increase by u much as 30 to 4S perceataga polnfa far worken In 
families eligible for lOw-lDcome subsidies and 20 to 40 percentaJO paints fot 
workml in familiea chooD, the 8ubsfdJel for presnw wozrion and Iow-inconus 
cbil4Nn. Moreover•.those lOriA would be pUed CD top of abo explicit and implicit 
marglDal cue. tbac Bum workers already pay Ibroqh tbc lDeomo ~, tho paymU 
taX, Ihe pbu~ ot _ eat'I1e4 iDc~me tal. credit, aDd 1he los; of en,ibDiry for 
fooclsta.mps. In the end, some low-wQe worbrB would bep ulitlle as 10 "nil 
ot c~ry addlticmal dDJLv they ~. 

If b employer did Dot pay tor lDsurance, the Implicit marginal r=& from 
the phaseout of Iow-ial:ome subsidies would apply to worbrs wboso iDC'Orl'le was 
Within the broad nnac of 100 pc%OCD.t CO 200 percent of the pow:Ity leYel. Bue if 
the employer paid 80me of thOcoatlfOf inaUtlDcc:. theso mtqiD.al Iovlea wou1c1 
apply to warken in a mach, .maller iDcome ruge.Altboulh this.ucatmeDI ot 
employer pa)'1ileDi& would reduce cbo .sizo gf tho worlWlg population aff'ecw.d by 
higher marginal levies. It.would ~ &be (ftvlously described incentive fer 
1Ir'Oi1an to move to 8rms that did Dot pay for WuraDCS. 
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TABLE 1. -PREUMINARYES1'IMTES OF THE FEDERAL BIIDGETARYEFFECTS OF THE HEALTH SECURITY ACT 
AS REPORlED BY neE COM....-rEE ON FINANCE 

(By fCscaI ~ ... tib'I!I of dc:IIIiJrl) 

1995 1995 1991 1998 1999 2IXO 3J)f 2002 ::zocn :1CD4 

MAN'DATORYOUTlAYS 

Medi:aiI 
1 Da:onIiI'd.lBd~vf~ C«8 '0 a -24.6 ..36.1 . -41D -45.& ' -5'2 -56.9 --63.1 _7 
2 State MI:ii lICeo..,uc:e-d-Elbt P8~men1a 0 11 ·16.8 ·24D ·232 ·21M ~.8 -33.4 -3ti.2 -3a.2 
3: CispClp)ltion;t.estJae~Paymenaa 0 0 -C..t ·7D -6.5 ·11.6 ·18.8 -7JJ.7 .22.9 .zi2 
4~Tamc.e~FedMBlth 2.5 2.8 3.' 3.5 3.9 4A c..g 5.5 &.1 6.9 
S AoiuiuisbalMJ ~ . 0 O·.Q.3 .0.5 --0.5 -G.6' .o:r . -0.8 -O.B .Q..9

"a"~---" .. ~~.' '-~~'~~.~""''l:'''''-''''~~J'':t ·""~'~·:~~"'~!:""·~~"""<l~>'.;fii~· ·'i-~iin>.~"~~-."l-r1:!\!>l\'l~'R-?" ~J:.,gd6'~#.~-4'iW:!!'&~~iI!J-"--.z..:~~~Je.1:~~~ ........ ~ .... ~,,~~~;~:~1F;;j:<:li~,,~~~lJ~}f~~~~!t~~~g~~A"t.,;;!!~~tP.c+f~~...s;~~~~l~~~~t!ii.c1~?J~~!~:~~~!r~~'$_ .: ~4l..~ 


t.k4c;iJ: 
6P11ltA~ 

P'PSt.JpdilIIeI o o -Q.8 .2.,3 -4.2 ..IU -7.' -8.1 .a.9 .QB 
~Re:b:tiln o 47 .Q.S .{J,8 49 -1.0 ·1.2 -1.3 -1.4 -t.6 
Dispap:lt1ioll@l'la SIRn ~ RedlIdIans o o o -0..9 -1.2 ...1.3 -1.4 -15 • .1.1 -1.9 
PP~~CbIqJes 0.1 o.t 1;1.2 0.2 0.2 D.2 02 • 0.3 " 0.3/ " 0.3P:o..z~-tb1;ing Fa::i'IJ ~ o -0.1 -0.1 -0.2 -0.2 .a.2 .'" .02 ..Q.3 -0.3 
S<* CaTnu1iIy HoqIIds & II e 
Medcare~~, a 0.1 0.1 0.1 .. a . OJ) 0.0 n.D 0.0 
lang Tam On Ha:ipiaI&. 11 ,.a, -0.1 -G.1 -0..2 .:: - -0.2 -0.3 ..c.3 -0.4•-7 ~k:oetit6 CorrmunIy KCIIIa1pi1:ab 
MAF~ . 0.1 Q1 0.1 0.1 0.1 ' Q.t 0.1 D.1 ,0.1, ., 0.1 
fQr.d PIimfy Cue ~ (RPcl-Q Pmfa 0.1 o.t 0.1 . 0.1 0.1 0.2 0.2 D2 Q.2 02 . 

8 Part 8 RsdJdians 
, ~ far Physician SeMc:e& ..0.4 ..0.6 ...Q6 .tJ.7 ..a.e -0.8 4.9 ·1.0 -1.0 -1.1 

Real GOP for VoIoo!e anr.t hta1GiIy o o -0.3 -O.B -'.6 $ -3.3 ....2 ...s.3 -6S 
tf¢ CollI Ho$p'Iafs o o o -O.S -O.B .Q.8 .()JJ -1.0 ·1;0.0."Elm F<IrrrUtII ~ OlllfpB)'IUIII Ita .os -toO -1.3 ·t.e -2.3 -3.2 -42 9.5 -7.' -8~1 
Ere & EyeIE.w Spec:SfJ ~ II o o o o o o o 
I..abc:r.doq ~ , -0.7 .1.1 ~1.3 .1.4 ·Ui -1.a -2JJ ..2.3 -2..6 ...2.9 
~~_"-1B It .0.1 .0.1 -0., -6.1 .0.2 -0..2 ..02 -0..2 -0.2 
~ lfld b Cini:aI Lab seMI:II!S II -02 -0.3 .0.3 -0.3 -0.4 --0.4 .o,S .as -OS 
ttJl'&8 PractIPhyt;AaosWa It Di1d Paynlel i o (]I 0.1 0.2 0.2 . Cl3 G.3 0.4 n.s 0.6 
P«maner-t ~ of:z5CIL Part 8 ~rn 0- e.G 0.9 U 0.8 4.8 -2.8 -62 ..a2 -10.6 

9 Parts AIII"IdB ~ 
Med'cae Seocrdovy PlI)'I!I 0 01 0 0 -1.2 -1.8 ·'.9 -2D ..u -.2.3 
E'.Jtopmd Cene.ufElD!Ier'Ioo 0 .{J.1 .0.' -0.1 .0.1 .0.1 • • 0 0 
HOJI'JIt Hedh LhlIiIa 0 0 .0.3 .0.6 .(J7 ..0.7 ..0.8 .Q.9 .1.0 -to 
Risk Ca1Ir.Id:a a 0..1 02 0..2. Q3 0.3 DA DA OS o.s 

~"l!~ii.T~~~~~~-m~~~'i!~~~~-m~~l!Jilt:.<!.lW~~~,*~~!~'ii!5i':i~~~~~~h~~~~'!~~.~1!~~;nt:~~~"___ ~ _ ........ "!~~~Jo":;.-.-.....~~".J.I..~ .....,>; ..... _~~~~~.-....,,~~~~~U_.~~lil~vt;........_ ......._~'.~"~~~~~~~~.e.~. 
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TABLE 2. PRfUMINAR.Y EStiMATES ot= THE STATE AND LOCAL 8UDGETARY EFFECTS Of THE HEALTH SECURITY ACT 
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Tabl,e 3. Health Inaurance Coverage 
(By oa16ftdat ,tat, In millions 0' people) 

1997 1898 1999 2000 2001 2002 2003 2004 


818811ne 

In'loll'td 224 221 228 229 230 2&2 233 23' 

Unlntur.d 40 4D 42 44
!9. .u ~ ~ 
Tel.1 264 268 268 270 272 274 278 278 

Uninsured all percentage of Toted 16 '16 15 15 15 18 18'6 
Health Security Act al,Reported by the Commlnee 0/\ Finance 

Insured 241 244 248 249 2.51 283 255 2S7 
Uninsured 23 :tt at 'n n i1 21 n
Total 284 266 ~68 27Q 272 .214 276 218 

Incrtsy In Inlured '8 . '18 19 20 20 21 22 23 

Unlnlufed as Percentage of Totef 9 8 B a B 8 .8 e 

BOUAC!: Cqngre8~Onal Budget OffIce. 



Table 4. Projections 0' National Health Expendliuros ~, 
(By CII,nda, , ••r, In billion, of dollllr.) 

10 ,. 

1997 '998 1999 2000 2001 2002 2003 2004 
'!;o. 

Ssaellne 1,263 1.'72 ',488 ',6t3 1,148 1,8;' 2.D52 2,~20 

Hl8lth Security Act as Reported 
by tnt Comm(tta8 on Flna.ne. 1.297 ',403 '.515 1,835 1,781 1,90:5 2,05$ 2.218 

Chang, from e11811n. 34 :J2 Z1 21 13 8 3 -2 , 
~ " 

SOURCE: Ccftgfllslonal Budglt OffIce. 


