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'HOW OUR PLAN WORKS

Ensures that evervone will have health insurance by 1999,

> Jlccompllshes universal cov erage through employ er-
employee shared responsibility -- 80/20. |

P Provides subsidies for small employers & families.

P  Medicare Part C-- option for:

P> low income families.
seasonal and part-time workers.
unemployed.
small business employers and their employees

Constrains federal costs directly and contains private sector costs
thru competition.

> Cholce of health care plans:

P> At least one managed care;

B At least one choice for your own doctor;
» For some, FEHBP; |

» For some, Medicare Part C;

» Medical savings account

P> Nationally guaranteed benefit package including
prescription drugs, women's health, mental heaith,
preventative care and long-term care.

P> Brings doctors and lngh quahty health facilities to i inner
cities and rural areas.



>

Provides guaranteed health insurance that cam never be
taken away. o |

i vou c!mnge jobs, you don’t lo.se cgverage.
No pre-existing conditions/exclusions.
l’mvﬁdes choice of doctor.

E\'ccps nsuxmme costs down.

Pcople with heaﬁm insurance covemge Now -- smys the same
or gets better.



How will our plan affect

people who already have
health insurance?

P> Present coverage stays the same or gets better.

P> Can’tlose coverage because of illness.

P Won’t lose coverage if you change jobs.

Parents get prescnpnon drugs through
Medlcare

»

More long t‘erm care.

v

Increases number of prowders in rural and |
urban areas.

B simipiiﬁes forms.



NO mandatory alliances.

NO new, large government bureaucracies to run the system.

NO automatic price controls, as government would serve only as a back-up to
private sector cfforts. |

NO disr upt:on to the large marjonty of Amerncans who already have health

msurance.

Guarantees every American the right to choose their own doctors and health

plan.

BN F |hl|~.hu a federal safcty-net insurance plan to ensure that an affordable
msurance plan s available to every American.
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(Preliminary Estimates) ‘

In the first 5 years = Reduces deficit by $2 billion

in the second 5 years = Reduces deficit by $15 billion



Most of the cost of the program will be covered by contributions from
cmployers and individuals. |
Additional funds will be required to pay for improvements to the current

Medicare program, the new long-term care program, subsidies for low

~income individuals and small, low-wage companies, and assistance to
academic medical centers. Funds to cover these costs will be raised in ﬁbm‘

sensible and Msr ways:
> Savings from slowing the rate of growth in Medicar}eand Medicaid costs;
> A gfadua! and moderate incr‘ease of 45¢ in the tax on tobacw m'@ducts; |

) AN ammatmg the tax subsidy for health benefits provided Kﬁnmugh
cafeteria plans; . |

P and a 2% surcharge on private health insurance premiums.



EE calth Insurance Premium @Mégmm
louse Bill |

Under |

INustrative Examples

i

Fxample 1:

.\'inglc-!’arcnt Werking Family

’Example 2:

| | ’Ewo—?axent Working Family

- with One Child with Two Children
Annual Actual Annual Actual
[ncome | Farm; Monthly Income o Monthly
‘amily : Family .
[.evel Premium Premium Level Premium Premium
u Owed ' | Owed
- $11,500 $834 $0.00 |  <$16,000 $1,134 $0.00 |
$19.550 | $834 $35.00 $27.200 $1,134 $47.25
$23.575 $834 $52.00 $32,800 $1,134 $70.75
$27.600 | 5 $38 400 |
and up $834 $(’()-5() and up $1,134 $94.50




Protections for Law W&ge Workers and @@am

Income Levels: . ,ﬁ - Income LCVQH_S;
> Individual: up to $7,400 i > Individual: $7,400 - $17,760
> Single-parent family with onc | & > Single-parent family with one chxld
child: up to $11,500 | O $11,500 - $27, 600
& Two-parent family with two i - » Two-parent family with two children:
children: up to $16,000 - o $16,000 - $38,400

Key Features of Bill:
> Prcmlum subsidies on shdmg—scale basns

I

Key Features of Bill:

> No premium obligation

2

LN,

> No cost-sharing for pregnant women,
children and cash recipients up to 200%
povcrty threshold

> No cost-sharing for health benefits

T S NP

» Comprchensive supplemental benefits
for children to 200% poverty threshold

> ( ’mn|wchcn~;ivc supplemental
benehits for children

T R e e G P e SRR



' Acme Shoe Company

(Employs 4 low wage workers)

In four years, ACME is required to cover 80% of their
cmployees’ health insurance. ACME can do this by:

> Enro!ﬁing: employees in Medicare Part C.

> Offering choice of at least 2 private péans:

‘» Choose own doctor
» Managed care

> Medical Savings Account.

> Unitversaﬁ FEHBP,

Thése payments are fully deductible to the company.

ACME will be subsidized for 50% of their empﬂ@yees heamg
care costs.



CONGRESSIONAL BUDG‘ET Omce :

~ U.S. Congress
_ Washingron, DC 20515

Rohert D. Reischaver.

Director -

Tuly 28, 1994

Honcrable Daniel Patrick Moymhan
Chairman

Committee on Finance

United States Senate

Washington, D.C. 20510

Dear Mr, Chairman:

At your request, the Congmsmnnl Budget Dmae and the J oint Commmee on
Taxation have prepared the enclosed preliminesy analysis of the Health Security Act,
as ordered reported by the Committee on Finance on July 2. If you have eny -
- questions about this analysis or would liks further information, please calf me, or have
“your ataff contect Paul Van de Water (226-2800) or Lindg Bilheimer (226-2673).

»cbezft D. Reischauer
- Enclosure

ce:  Honorable Bob Packwood
: Ranking Minority Member -



A PRELIMINARY ANALYSIS OF THE HEALTH SECURITY ACT
AS REPORTED BY THE SENATE COMMITTER ON FINANCE

. July 28, 1994

The Congress of the United States
'Congressional Budget Office



. INTRODUCTION

The Congressional Rudget Office (CBQ) and the Joint Committee on Taxation
' (JCT) have prepared this preliminary snalysis of the Health- Security Aot, es

ordered reported by the Senats’ Comsines on Flnance on July 2, 1994, The
analyts is based on the description of the Chalrman's mark of June 28 the etrate
sheet of June 29, the amendments adopted during the Committes's markup, and
information provided by the Commitiee’s staff. Although CBO and JCT have
-worked closely with the staff of the €ommittes, the estimate does not reflect
detailed specifications for all provisions or final Iegixladve langusge and must
therefore be regarded as preliminary.

The flrst part of the analysis is a review. oE the finenclal impact of the
proposal. The financlal analysis includes estimates of the proposal's effects on the
fedaral budget, the budgets of state and local govemments, health insurance
coverage, znd national health nxpendimres. The analysis also jncludes a
description of the major assumptions that CBO has made affecting the estimate.

The second part of the!enalysis comprises & briel assessment of con-
sid:raﬁons arising from the proposal’s design that could affect its implementation.
The iszues exemined in this discussion ere similar to thoss considered in Chapters
4 and 5 of CBO's analyses of the Administration’s heslth pmpoxal and the

Managed Compr.unan Act

FINANCIAL IMPACT OF TI{B PROPDSAL

_The Health Sscunty Act, as erﬂered reported by th.e Senate Camnmtee on Finmcc,
aims to increase health insurarico’ coverage by reforming the market for health
insurance and by subsidizing its purchess, In the Congressional Budget Office’s
estimation; the proposal would add about 20 million people to the insuranes rolls,
‘and the number of uninsured would drop to § peccent of the popilation. Initielly,
the proposal would add to national health expenditures, but by 2004 national
health expenditures would be slightly below the baseline. Over ths period from
1995 tg.2004, the proposs! would slightly reduce the federal budget deficit, and -
It would ulnmats’iy reducs stats and local government spcnd.mg as well,

: The estimated effests of the pmpasal are displayed in thc four xables gt the
end of this document. Table 1 shows the effect on federal outlays, revenues, and
the deficit. Table 2 shows the effects on the budgets of state and local
povernments. Tables 3 end 4 provide profections of heelth insurance covcraga and

"national health expenditures, respectively, . V

Like the estimates of other proposals for comprehensxvo reform--such ag the
single-payer plan, the Administration’s proposal, the Managed Competition Act,
‘and the bill reported by ths Committas on Ways and Means—C’BO's estimates of
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 the cffccts of this proposal are unavo:dably uncertain. None:helcss, the es&mates
provide useful comparauve information on the relative costs and savings of the

o .different proposals. In esumanng the Finence Committee’s proposal CBO and

JCT have made the followmg majur asaumpﬁons gbout jts provisions.!

- He o its and

. The Pmancc Commitiee’s proposal would estabhsh a standard package of health
.insurance benefits, whose actuzrial value would be based on that of the Blue

Cross/Bluc Shield Standard Option under the Federal Bmployees Health Benefits -
- program. The Congmslonal Reséarch Service and CBO estimate that such a
benefit package would initially be 3 percent less costly than the average benefit
of pnvat:ly ingured people today and 8 percent less costly than the benefit
package in the Admmist:ation 8 proposal.

The pmposal adopts the four ‘basic types of health insurance units included
in the Administration’s proposal--single adult, married couple, one-parent family,
and two-parent family. In general, workers in firms with fewer than 100
employees (and their dopendents) and people in families with no connection to the
labor force would purchase health insurance in a community-rsted market. Firms
employing 100 or more workers would be ‘experience.rated. The estimated
average premiums in 1994 for the sumdnrd benefit package for !.h: four types of
polxcxes are as follows

Community- Experiencey

Single Adult $2,330 - §2,065
Married Couple S $4,660 $4,130 -

~ Onie-Parent Family - $4,544 34,027

Two-Parent Family 6175 L s5Am

. In addition, separate pohmca would be available for children eligxble for subsxdxes,
as explained below. Supplementaxy insurance would be available to cover costs
shannz amounts and services not mclud:d in the standard bcncﬁt packape.

1. TFor descripons of CBO's catimating mothodalogy, soe Congrossional Budges Offics, Ax Andlyrts of ihe
Administration's Healik Proposal (Fehruary 1994), end An Anclysly of the Managed Comparirion Act (April 19M).

2
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‘Ths pmpoml would umbﬁsh a symm of premjum subnidles» for low-income
people to encourage the purchasa of health insurance, Families with income
~ below 100 percent of the paverty. level would be eligible for full subsidies, and .
those with ipcome between 100 percent and 200 percent of poverty wonld: be
eligible for partel subsidies. Tha partial subsidies would be phased in between
1997 and 2000 by gradually increasing ‘the income eligibility level, In addition,
children and pregnant women with income up to 240 pemmt of the pov:ny level -
would be eligible for spedal subdd.ica L

- In datetmmmg ehgxbzhly for pmmum submdzea. a famﬂy 8 incom would be
. .compared-with the federal povexty threshold for that family's size, except that the

 threshold would be the same for families with four or mare membars: The =
- estimate asmimes that thia limitation would apply for computing both tegular -

_subsidies and the spacml subsidies for chddmn and pregnant womes.

The maximum amount of the subs:dy wculd be based on- family i income
relative to the paverty level and on the weighted average premium for communitys -
rated health plans isi the area. The estimate assumes that a family’s subsidy could
not exceed the amount it pald for coverags in a qualified health plan. Therefore,
if an employer paid & portion of the prerium, the subsidy could at most equal the
farnily’s portion of the premium. The estimate also assumes that, except fn 1997,
the same formula would be used in each yrar to compute the amount of the'
subsidy, but that during the phase-in period no subs:dnes would be avaxlablc to
people a‘bovc tha appbmblc chgzb:hty lovel: - S _ , o

- Fsmﬂies weuld not bé elngxble. the est;mam pssumes, for boﬂ: regular
_premiuim subsidies and spec:al subsidies for children end pmgnm women, but

" they could ‘choose to receive the' larger ose.  Families could use the' epecial

_ subsidies to help pm-chasa poverage for the entire furmly, or they could pun:hase -
coverage only for the: chg1ble clnldrcn and p:cgna.nt womcn. . '

Fs.mllics. chﬂdmn. and pregnant women ‘with incoma below the poverty‘ -
thrashold would also be eligible for reduced cost sharing, as determined by the. -
National Health Benefits Board, The estimate assumes that the board would
Tequire nominal cost-sharing payments. Health insurance plans would be reguired

“to absorb the cost of this reduced cost shering. In addition, states would have the -+

_uption of providing sisbsidica for cost sharing for people with income between 100
percent and 200 percent of the poverty level. The federal government would pay

up to $2 billion & year to assist the states in providing thess optional cost-shanns ‘_ .

subsxdlcs. and states would hnve o pay ths rest of the coat.
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The system of subsidies would be administered by the states. States would

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

would be required to provide subsidies starting in 1997. Because of the

difficulties involved ln setting up the necessary administrative spparatus, the - .

extimate assumes that states would not begin paying: subsld:es unnl 19917,

M- !o 1! - III iv

Medicaid bcncﬂcxmes not mciving Supplmtal Smnty Income wonld be
integrated into the genceal prograr of health cars reform and would be eligible

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

would continne to provide these beacficiarics with 8 wraparound bencfit covering.
ocrtain health care services not included in the standard benefit package. States
would be relieved of thei portion of Medicaid cosz for these bencficiaries but
would be required to meke msintenance-of-effort payments t the federal
government, The cstimate assumes that these maintenanco-of-¢ffort payments
would cqual the eppropriate portion of the states' Medicaid spending in 1994,

increased in subsequent years by the rate of growth of national health expenditures
plus an adjustment factor.. The adjustment factor would equal 1 percentage point
through 1997 and would be gradually rcduoed 10 zero by 2002,

Ths proposal would greduclly phese out fcd:ml Medicaid payments to
disproportionate - share hospitals (DSHs)., The estimate assumes that DSH
payments would be limited to 10 percent of madical assistance payments in 1997,
8 percent In 1998, 6 percent in 1999, and 4 percent in 2000, In 2001, DSH
payments would be repealed and would be replaced by 2 program to make
payments to vulnerable hospltals, That program would have an annuel
appropdatlon of $2.5 binlon , ‘ ,

Among the proposed changes In Mediea.re ia & revision in thn method of
relmbursing Medicare risk contractors, The estimate assumes that this provision

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

The Commities’s amendment that added the gpecial subsidies for children and
pregnant women also provided that the cost of these subsides would be covered
by proportional increases in all of Lhe revenue-raising measures in the proposal,
as needed to keep the proposal from adding 1o the deflclt, The estimiats includes
additiopal revenucs of $13.6 billion over the 1996-2001 pexlod as a resu!t of this

_provision,



il ech

In the present astimates, the fail-safe mechanism would not be cailed into play.
If necessary, however, the proposal would scale back eligibility for premium and
cost-sharing assistance, reduce the new tax deductions, and increase the out-of-
pocket limits in the standird benefit package to prevent the proposal from adding.
1o the deficit over a period of years. The deficit would be allowed 10 increase in
any one yesr, howcve:, but by no more than the amount of eny cumblative savings -
from previous years. . .

Unforeseen circumstances—such 83 & major recession, an asseleration in the
growth of health care costs, or & more rapid increase in the number of Medicare
~ or Medicaid beneficiaries--could create & shortfall in funding and trigger the fail-

safo mechanism. ‘Although the proposal would give the Administration some -
flexdbility in offsetting any urifinanced health spending, the bulk of any savings
would have to come from limiting cligibility for subsidies. As a result,
, .apphcntion of the fail-safe mechanism could make prevxously eligible people

* mchgxble for subsxdxcs and would reduce the extent of health insurance coverage.

OTHER CONSIDERATIONS

Like other fundamental reform proposals, the plan reported by the Senats Com-
mittee on Finance would require meny changes in the current system of health
insurance. For the proposed system to function effectively, new data would have
© to be collected, new procedures and sdjustment mechanisms developcd, and new
institutione and administrative capabilities created. In preparing the quantitative
estimates presented in this sssessment, the Congressional Budget Office has
assumed not onIy that all those things could be dene but also that they could be
:accomplished in the ume fmmc leid out in the pmposal .

. In CBO’s judgm:.nt. howcvcr, there exists a significant chance that the
substantial changes required by this proposal-and by other systemic reform
proposals-—could not be achieved as assumed. The following discussion sum-
marizes the major areas of possible difficulty a5 well as some other posszble
consequences of the proposal. , ‘

djustm
The proposal Iike most others, assumes that an effective xystzm could be designed
and implemented to adjust health plans’ premiums for the actuarial risk of their

enrollees. In fact, the feasibility of devalopmg and successfully implementing such
a mechamsm in the foreseeable future is highly uncenain, Inadequate risk-

S
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| gdjustment techniques would have adverss conssquences for both the community-
raed and the expeﬂ:ncc-mmd heaalth insuranee markets. _

- The primary purpase of the nsk-adjuttmeut sysiem in the community-rmd’
market would be 10 redistibute premium payments among health plans,
" compensating them for différences in risk. Without effective risk adfustment, the
profitabllity of health plans in those markets wonld be panly determined by the
plans’ skdll in attracting relatively heslthy people. Since high-cost plans would bs
subject to & premium tax under this propossl, an effective risk adjustment would
alzo be important to ensure that health plans were pot’ :axeﬂ becausa their
enrollees presented a higher rigk.

. While there would be zo rlsk-adjuamm paymenm in the expeﬂence-rmd :

markest, each plan thar wes not self-Insured would have to have a risk-adjustment
factor in order ta detérmine whather it waa ligble for the tax on high-cost plans,
Developlng such fectors would be extracrdinarily difficult because the sgency .
responsible far doing that would bave to collezt and analyze gignificant amounts
.of infarmation from the many health plang, some of which would be very smal],
that made up the experience-rated market, ,

States’ Responsibilitics

Virtgally all pmposals to, restmcmre the health care system incarporste ms,jor
edditional administrative, mon.{mns, -and oversight functions that some new or
cxisting sgencies or prganizetions would have to undertake. A key question with
any proposal is whether the designated organizations would have the appropdate
. capebilities &nd resources to perform their roles. In the Scnate Finance Com-
mittee’s proposal, states would bear the brunt of many of the regponsibilities for
implementation, end it is uncertain whether-and, if 0, how soon—-some states
. would bo ready o assume them. *

© The states® primary rcsponsibdstics undcr the proposal would fal! into four
broad arcas: - .

0  determining eligibility for the new subsidies and the conu.nulng '
Me&zcaid program; , “

o admmut:rlns the subsxdy end Medicaid progxams,

o  establishing the m&utrucmre for the effective funcuonmg of hc.al:h |
ears murkets; and

o  regulsting and monitoriag the health insnrance industry.

6
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i id. The task of esteblishing and
monitoring eligibility for subsidies would be an enormous one for states, even
_wzthqut the wmphcuim rosulting from the dual structure that would subsidize
premiwms usmg two sets of nules (discusged in more dotail below), Aceording to
- CBO's estimates, in the year 2000; about 30 million familles and singls -
- individuals would be receiving subsidies for bealth insurance premiums at any
time, The actual number of applicaﬁon! would bs much greater then that bacause
of changes in employment, family status, &r geographic location during the year.
In sddition, beceuse Medicaid would be requxred 1o provide wraparound benefits,
statss would have to continue to opefate their Mediceid eligibility systems using -
incoms criteria far families with more than four members that wers dxﬁ'mn: from '
the criteria used by the premium subsidy program.

Statzs would also bear the respensibility for the required end—of-ycar
reconciliation process in which the incoms of g subsidized family was checked to
ensure that tha fnmzly received the appropristz premium subsidy, Reconcllietion
would be & major underteking siocs, elthough fedanl income tax information
could be uted, many of the familles receiving subsidies would not be tex filers.
Morzover, the process would require extensive interstate cooperation in arder to
track psople who moved from one stats to’ another durlng the year, :

ng the Subsid i i . The states would havs other
magjor admirdstraﬁve responsibilities for the subsldy and Mediceld programs. In
particular, they would make subsidy payments to health plans and engage in
“outreach efforts to encourage enrollment of the low-income population. Health
plans would bs required to have an open-enrollment peried of 90 days during the
first year and only 30 days in all subsequant years. Establishing effectiys outreach
‘programs would therefore be essential 1o ensure thet low-mcome peopls earclled
in health plans durlnz cha open-enrollment window.

The optional programs in which states could participate would also have
major administrative components. * States electing to subsidize cost sharing for
paoplée with income between 100 percent and 200 percent of the poverty. level’
would be responsible for administering those subsidies, Similarly, states would

- have to administer the complex system of subsidies incorporated in the proposal -

if they chase to expand home- and community-based services for the disabled
States could slso choose to enroll beneficieries of the Supplemental Securlty
Income program in health plans, in which case they would have to negotate
sepamtc premiums; .

o Mam Statr:a would be mquired mdwgmm the geographic houndanea for thn
community-rating arcas as well as the service arcas for implementng the
prov:sipus regurding essential community pmvidcrs, Ths liabﬂzty for the tax on

7
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high-cost community-ratcd and experience-rated plans wanld bs calculatsd
separstely for each community-rating area. In addition, states would have to
~ sponsor or establish purchasing cooperatives to serve thoss comumunity-ratlag aress

in which none were established voluntarily. '

States would also have ongoing responsibilities for ensuring that health care
- markats functioned eﬁ'ecbvely Those responsibilities would include cstablishing
the system for adjusting premiums for risk, opetating reinsurance pools until the
tisk-adjustmient system was operating effectively, and redistributing loeses
resulting from the requirement that plans absorb the cest-thng expenses for
people with lacome below the povarty threshold.

Providing consumers v-lth the neccssary mfcrmaunn to mak: informed
eholoes among bealth plans would be anothar function of the stites. States would

' ;'be required 10 produce epnual, nandardized information comparing the perfor- -

mance of health plans in each community-rating zrea; they would also distribue

‘thet information, educste and provide outreach to consumers, and respond to

complaints from consumers, To do all that effectively would require that states

establish extensive systems for reporting and anplyzing dats and qualitative
information,  They would 830 be responsible for ensuring that health plans met

fcderal smnda:dx for data reporting.

H BN fustty. The respensibilities for
sccrnfying msured heelxh plans. self—msumd phms that opemtcd in one state anly,
and insurgnce plans for long-term care would ell fell on the states. So too would
the task of enforcing the new heglth ingurance standards. Consequently, the duties

- . of state {nsurarice departments would grow considerably. Not only would they be

responsible for many more health plans than they oversee today, but the activities
“they would have to monitor would be much mors extznsive. Statcs would be
- encouraged to use private accreditation ofganizations to assist them with thess

. States would, moreover, be required to act in the event that health plans did
not meet fedoral standsrds. For example, they might have to operate failed of
noncompliant health plans for a transitional period to cnsure continued access for

- the plans' enrolless, develop corrsctive pmgmns. or dcsngn other options.

. States would have to develop and !mplement programs 1o recover payment-
from automobile Insurers for medical services resulting from sutomoblle accidents,
Thesc programs would be required to have electronic data bases and include
mechanisms for resolving Uisbility issues or dmpuncs :apidly
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At present, state |nsurance departments vary widely in their eapabilities, It
seems doubtful, therefore, that nli of them would be ready for such an expanded
role by 1997 o ‘ o

The Dyal System of Subsidies

The proposal includes two subsidy sehadules--one for low-income familles and the
other for low-income children and pregnant women, The two subsidy schemes
would have 10 be integrated because children and pregnant women are a part of
families; but integrating them in a sensible and administrable fashion would be

- extremely difficult. As now. structured, the dual system of subsidies would create

& confusing amay of options from which low-income families would have to
choose, would greatly complicate state administration of ths already burdensome -
processes for detcrmxmng eligibility and reconciling subsidies at year-end, and.
could reeult in real or pcmxved mequiues in the weatment of lovi-income
families.

In making its estimates, CBO &ssumed that no family could part:capate in

both subsidy schemes at the same time but that families could choose whichever

- scheme gave them the larger subsidy, Permitting families to participate in both

programs concurrently—for example, by obtaining speeial subsidies for the children

individually as well as regular subsidies for single or dual policies for the parents

=-conld ¢ause the estimatad cost of the subsxdxes to be somewhat higher | than that
shown in Tablc 1.

As is the case under other proposels that limit participation in the community-

rated market to emall firms and nonworkers, some moderute-sized firme~those

* with 100 to 300 or 400 employees--might face relatively high costs for coverage
under the Senste Finance Committee’s proposal. Just as they do under the current
system, such firms would havs to either self-Insure or offer coverage through the
experience-rated market. Moreover, they would bs required to provide their

_employees with a choice of three plans, including 8 fee-for-service plan. Thus,
the enrollment in some of those plans could be extremely small, especially since
some employees in families with two warkers could obtain thexr coverage
clsewhere. :

Small enrollments would, in tumn, result in high administrative costs. -
Furthermore, because the firm’s premiums would be experience-rated, a amgle
employee with a costly medical problem could ralse the firm's: premiums .
significantly. Some plans could end up with ever-increasing premiums and.

o



shrinking enrollment a2 people who cculdio'mih chesper coverage through their
 spouse’s employer left the plan, reising its premiums forther. At 8 minimum,
© employees would no longer have a realistic chojce of three plans, and in extrems

cases, all thres plans might be quite expensive. In principle, individuals with .

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

but'in fact they might have to contribute to the costs of their covarage if the
premiums for all thres plans were above the averags for the community-rated
merket, which determines the maximum possible aubsidy.

The proéoned tax on high-cost health plms would be diffieult to iroplement. It

would, moreover, result in different effective tax ratcs on excess premiums of the
health plans offered by different fnsurers or sponscrs. These differences might be

viewed as srhiorary bacauge they would vary tignificantly within and among

community-rating aress.

. The tax would be imposed et a 25' percent rats on the amount by which hizh-

cost premiums exceeded a targst premium set for each community-rating area.
Various adjustmeats would be made to premiums to determine which plans would
be classificd as having high costs. Those adjustmerits would be difficult to make.

Moreover, soma of the necessary adjustments--sach as those for differences in risk

© and the cost of living among geographic areas—~would require data and metho-
dologies that do not now emt. o

The effestive tax rate on excess premivms would generally bo much higher
than the statutory rale of 25 percent for two ressons. First, uslike most other

exclse texes, this ons wonld niot be e deductible expense for health plans and self.:

insured employers; in effect, the tax would be paid from after-tax, rather than
bafore-tax, .profits. Second, if insurérs that expscted to be subject (o the tax
increased their premiums to reflest the additional 1ax lisbility, both their excise tax
and income tax lisbilities would also rise. As & result, the effectiva tax rate on
‘excess health insurance promiums would not be 25 percent but 62.5 percent for
most plans offered by taxable insorers and 33 percant for nontexable (nonprofit)
insurers. Self-insured employers who reduced other compensation o offset thelr
higher cxpensed for health beneflts would face an effective tax rate of 38.5 percent
if they were taxable corporations and 25 percent if they were nontaxeble sponsm
of g health plan,

Ahhaugh the tax would provide incentives for msﬁm to offer lower-oost

plans, how insurers would acmally respond is unclear. Because the caleulation of
the tax would be based on the combised. cost of standard and mpplemcnml
pohdcl, ingmrers might, for cxamplc. try to discourage amvllces from pmhasmg

10
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- supplemients by raising those premiums considerably. Alternatively, they might
oot offer supplemental policies at all. ' A more findamentel problem for insurers

is that they would niot know ths tarpet preminm--and, hencs, their potential tax
Lisbility--at the time they establishad their premiums because those targets would -
be ennounced 0 days after the end of each open-enrollment period. That
uncertainty would tend to increase the marging berween insusance premliums and
mlpecwd payouts a8 insurers attempted to protect themselves from the possibility
that their plan would be considered a  kighecost plan end thus subject to the tax.

The tax mxghtbecnnsxdmd mnquitabh foravmctyufmmns In some
- qommunity-rating areas, a small fumber of health plens—perhaps two o thres-»
might dominam the market. Using the eriterion that high-cost plana covered 40

o percent of the primary insured population in an area could necessitate highly

arbitrary decisions in'the face of such indivisibilitiss. (Por example, the highest- -
_pricsd plan might cover 20 percent of the pximaryimmpopulnnon while the

- _top two plang covered 60 percent) Io the experience-rated marknt—if accurate

risk-adjustment fagtors cannot be developed--small plans with Utde ability o |

control their premiums might well be the ones subject to the tax. Pinslly, plans

in some areas of the country with low paymeais to providers and parsimonious
. practice patterns might be subject 10 the tax even though they ware far less costly

(even after the mqmnd adjustments) than nontaxed plans in other areas. This
" result could ocenr in épite of the fact that plens with adjusted pmnnumx in the

: Iowest quartile mﬂonw:ds would not be mbject 1) the tax. o

llocatia ofw Von‘ 8

The pruposal would encouuge X reallocaﬂon of wnzkers amm:g ﬁxms nnd. in
doing so, would increase its  budgetery cost. “This sorting would oceur becauss the . -
subsidies could e réduced by up to the amount that employers conmributed for
insurance; therefore, a worker employed by & firm that paid for health insurance.
‘would receive & smaller subsldy than a worker st a firm that did not pay. Sam :

low-incame workers could galn thousands of dollars in- higher wages by moving - -

. to firms that did ot contribute to employes health insurance, and 8 significant
" pumber of them would probably do so.  That process would occur gradually es
mploymcmcxpandndm»mﬁmmdmmcdinom -In the CBO

~_estimate, thig realiocation of low-wage workers among ﬁrms sccounts fot 312.6 e

- billlon of thc oost of tbe aubs:d:as in 2004.

4 In nddiﬁau, ‘some eumpmn might stop paying for insnrancs. hut :he effect -
of thar action on the government's costs would probably not be large, for. several

~ yeasons. For one thing, the number of firns that would: be likely to stop paving

is limited because, if firms did so, high-wage workegs in those firms would-lose

- the tax benefits of mludinz health insurance from the payroll tax, Moreover, the

St
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net addidenal suhn!dy cost 15 the government from Jow-incoms workers in firmg

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

: wm'kas because, without employer-paid coversge, wages wmﬂd be higher

Last, raducing subsidies by up to the amount that employers pay for insurance
would mean that people with similar incomes and family ciscumstances would not
be troated alike. In particular, workers at firms that paid for insurance would face
larger costs for their insurnce :hm similarly placed counterparts at firms that did
not pay. .

.

Like other reform plans with substantial nbsidias. the Senatc Flnance Come
mittee’s proposﬂ wotld discourage certain lowsincome people fram working more
hours ét, in some casas, from working at all, becanse subisidies would be phased
out as family income Increased. For example, the subsidies for low-income
. fernilies would be phased out as family income rose between 100 percent and 200
percent of the poverty threshold, and those for low-income children and pregnant
women would be phased out between 185 percent and 240 percent of poverty. In

. both cases, many workers who earned more money within the phaseont range

. would have to pay more for their own or their children’s health insurance, thereby
. cuttlng into the increase in thelr take-home wage. In eaunce, phasing out the
subsidies wou]d implicitly tax their income from wm-k

’ Es&matiug the precise magnituds of the imphclt tax mtes :eqmres information
that is not readily available, but rough caleulstions suggest that the rates could be

:  substantial, ' In 2000, for example, the effective marginal lovy on lebor com- -
- pensation could increase by as much as 30 to 45 percentage points for workers in

families ‘eligible for Iow-Income subsidies end 20 to 40 percentage points for
warkers in families choosing the subsidies for pregnant women and low-incoms
children. Moreover, those levies would be piled oa top of the explicit and implicit
marginal taxes that such workers already pay through the income tax, the payroll
tax, the phaceont of the eamed income tax credit, and the loss of eligibility for
food stamps. In the end, some low-wage wotkers vecum kaep as lirtle as 10 cents
of every additional dollar they eamcd :

- If the emplayer did not pay for insnmce. the impﬂéxt mazginal ratecs from
the phasesut of low-income subsidies would apply to workers whose income was

within the broad range of 100 percent to 200 percent of the poverty level. Butif

the employer paid some of the costs for insurance, these marginal levies would-
. apply to warkers in a much ¢maller income range, . Although this treatment of

employer payrents would reduce the eize of the working population affected by

higher marginal levies, It would create the previously described incendve for
~ workers to mova to firms that did not psy for insurance. '

12
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TABLE 1. - PRELIBINARY ESTNATES OF THE FEDERAL BUDGETARY EFFECTS OF THE HEALW SECURITY ACT
AS REPORTED BY THE COMMITEE ON FNAHCE

(By fiscal year, in Nons of doftars)
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TABLE 1. Continued
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TABLE 1. Continued
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' TABLE 2, PRELIMINARY ESTIMATES OF THE STATE AND LOCAL EUSGETARY EFFECTS OF THE HEALTH S’EUURHY ACT
AS REPORTED BY THE COMMTTEE ON FINANCE

- (By fisoad yoar, nbiomddvhs)

1035 1906 1997 1988 199 200 2000 2002 X3 200

1 Discortirwsnd Covernge of Acule-Care : 84 275 207 S343 284 427 -Ar3 - 513
2 State Maltenance-ol-Effard Payrments . 168 240 - 22 284 a8 134 362 2
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. SOURCE: Cangressional Budget Offioe,
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| Table 3. Haalth insurance Coverage
"' (By caldndar ysat, in millions of peopls)

i

:

J

x 1887 1888 1888 2000 2001 2002 2003 ' 2004

| | | ‘

; Baseline

Insured 22¢ 228 228 220 ' 20 22 233 25

| Unlngured 40 40 - 40 41 42 43 43 4

| Total 264 268 268 270 272 274 278 278

| Uninsured as Percentage of Total - 16 18 15 15 1 16 18 18

: | | Health Gecurity Act as Reported by the Committes on Flnincn

| Insured 24 246 248 248 251 288 255 o7

- Uninsured. -2 @ 22 21 2l 21 21 2

| Tolal 284 288 268 2 22 274 278 278

{ Incragse In Insured - 18 18 19 20 20 21 22 23
8 8 8

Uninsurad 85 Percenags of Total

i
!
|
i
i
!

g - & 8 8 8

8OURCE: Congresslonal Budget Office.




{8y celendar yous, in blllions of doliars)
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. Tabls 4. Projections of National Health Expenditures -

.

—

1997

1888

1888

" 2000

2009

2004

2001
Bassling 1,283 1,872 1488 1613 1748  1.884 2062 2,220
Heaslth sicuﬂty Act as Reported ' - o ‘ _
_ by the Committes on Finence , 1.29‘7 1,403 < 1,515 1,838 1.?61 1.90; 2,058 2,218
Changs trom Baseline % 2 ' oz 21 13 8 3 -2

SOURCE: Congresslonal Budgat Office.




