 EXPANDING COVERAGE °
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The objective of this health care reform plan is to provide universal coverage
through a system of insurance market reforms, voluntary purchasing cocpcratxves,
and mcentlves and SUbSIdIeS!tO those who need them

The Congressional Budget Ofﬁce s preliminary estimate is that, if this plan is
enacted, 95 percent of all Americans will have health insurance by the year 2000
with no increase in the federal deficit. The plan will further establish a procedure

to prov;dc thercafter health msurance to all Amencans

MMH&M’M&SX&@& Targeted subsxciles will be avallable |

to encourage certain low income individuals and some firms to purchase
insurance. These SubStdlCS would be targeted to people who do not have

health i insurance cove:ragc today

A

o

"For low income 1nd1vxduals

MW Begmnmg in 1997, low income mdmduals
and families will receive -a subsidy worth a fixed percentage of the

average premjum in a health care coverage area. For those below

1100 percent of the Federal poverty level, the subsidies will cover

the full cost of health insurance coverage. The value of the subsidy

will be phased out between 100 percent and 200 percent of poverty.

; : women § hildren. Begmmng no later than
1997 pregnant women and chlldren under 19 with incomes up to
185 percent of poverty will be eligible to receive subsidies equal to |

© 100 percent of the' premium. The subsidies will be phased out

between 185 percent of poverty and 300 percent of poverty.
Community rated health plans will be required to offer two
additional categories of coverage: single child and multiple child, 50
that chﬂd orxly pohcxcs are available in thc markct

i Wmiﬂm Beginning with t.he January 1 1997

abolishment of the acute care portion of Medicaid for AFDC, all
AFDC cash assistance recipients will receive subsxdles equal to 100

pcrcent of the premium.

Former non-cash Medicaid eligible 5 Begmmj:xg in 1997, individuals

who would be medically needy or other non-cash recipients under
the current Medicaid program (except pregnant women, infants and
children) will receive subsidies covering 100 percent of the premium
for six months, then will be treated the same as othcrs based on
income. ‘ :
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For employers:

0

Qutreach and énrojlment. To maximize health insurance coverage,

low income individuals eligible for full subsidies (below 100% of
poverty generally, and below 185% of poverty for pregnant women

. and children) will be permitted to enroll in a health plan at any
~ time of the year (others may enroll only during the 30 day

enrollment period). Any pre-existing exclusion rules that apply to
the newly insured will be waived for these individuals, and a new
system will be dcvclopcd to sign up such individuals for bealth

- insurance coverage when they scek hea]th care service at a hospital

. or clinic. ;
MM&Q&WM Beginning in 1997 individuals

who were full time employees, insured for at least six months will be
eligible for enhanced income protection subsidies to purchase
insurance. Under this program, unemployment insurance benefits
and wages eamed in a month up to 75 percent of the poverty level,
will be dlsregardcd for purposes of determining eligibility for low
income subsidies. Individuals will be eligible for this program for up
to six months or until they find other full time work. This assists

* temporarily uncmp loyed individuals purchase insurance by

disregarding a; pomon of their income for the yeax so that they are
ehgxble for Lhe Iow income subsidics. e

i

[

MW.MM&QM&_M Begmnmg

in 1997, employers who expand coverage to all their employees in a
specific class (i.e., full time, part time) will receive subsidies to make
their employees’ premiums more affordable. Employers will pay the ‘
lesser of 50 percent of the premium or 8 percent of each newly
insured cmploycc s wages. The employee will.pay 50 percent of the

' premium. ‘Workers with incomes under 200 percent of poverty

eligible for the individual subsidies described above. This subsidy
will be avaxlable to employers for a maximum of ﬁve years.

Trigger to g ggyu-_e;mg t. On January 15, 2000, the National Health Carc
Cost and Coverage Commission will determine whether the voluntary

system has achieved 95 pcrccm; coveragg.

0

First Alterna;we -- Coverage I'a[ggi gmcy__cl If thc Commission

~determines that, on a nationwide basis, at least 95 percent of all

Americans had health coverage, it will send recommendations to the
Congress on how to insure the remammg uninsured individuals.

Congress will consider legislation to insure the remaining uninsured -
under an expeditcd process that requires committees to discharge by

~a certain date and that limits floor debate. The legislation will be
- fully amendable and require the President’s signature. No further -
~ action is required. ‘ .



©° Second Alternatwc - Coverage Target Not Achieved. - If coverage is
below 95 percent, the Commission will send to Congrcss by May 15,
- 2000 one or more legislative proposals on how to insure the
-,remammg uninisured individuals. ‘Congress will consider legislation
to insure the remaining uninsured under an expedited process that
requires committees to discharge by a certain date and that limits
-floor debate. The legistation will be fully amendable and requue
the President’s signature. If universal coverage lcglslatlon is not
enacted by December 31, 2000, an employer requirement will go -
~into effect on January 1, 2002 in those states with less than 95
" percent covcrage :

C.. &mﬂ% Ifa rcquxrcment is Lriggercd cmployers with 25
or more employees will have to pay 50 percent of their employees’

premium costs, with the employce paying the remainder. Firms employing
fewer than 25 workers will be exempt from an employer requirement. .
Individuals will be reqmred to have health insurance. Under a-
requirement, the targeted subsidies available under the voluntary system
will be replaced thh gencral subsidies de51gned to make insurance costs

affordable.

o - Employees with Adjustcd Gross Income under 200 percent of
~ poverty will be subsidized on their 50 perccnt share of the premium
on a sliding scale basis, so that those with incomes up to 100 percent
of poverty will pay no more than about 4 percent of income, rising
to no mote than 8 percent of income by 200 percent of poverty. No
family, regardless of income will pay more than 8 percent of income
on thelr 50 percent share of the premium.
. ‘ z

o Non-workers and those in exempt flrms wﬂl receive the same
subsidics for :hctr 50 percent share of the premium as employees in
covered firms. Those below 200 percent of income will receive
additional suqudles (on a sliding scale) to. makc the remainder of
the premlum affordable.

2. CONTROLLING HEALTH CARE COSTS

A LE@LM.&M_L A2S percent assessment would be unposcd on "hlgh
cost" health plans to the extent their costs exceed a target cost. The initial
target for ccm.mumty rated plans would be based on average per capita.
health care costs in the particular community rated market area.for 1994
trended forward at the rate national health expenditures increase. The-
target rate of growth thereafter would be CPI plus 3.0 percent for 1987, 2.5
percent for 1988 and 2.0 percent thercafter. The initial target for :
experience rated plans would be based on each plan’s actual experience
from 1997-1999, and then will increase generally by the same target growth
rate that applxcs to commumty rated plans

F

N
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Plans in a cornmunit)f rated area where the average premium is less than
the target would not be subject to the assessment. The health plan would
pay half the assessment and collect the other half from providers in
reduced reimbursements. The Secretary of Trcasury will have the authority
to adjust the reference premium to reflect changes in demographic
characteristics and health status. The tax would apply to corrmmmty—rated
p!ans after 1996 and to expenence -rated plans after 1999.

' # ; 3 erage pission. ' A National Health
Care Coveragc and C05£ Commxssmn will be established to monitor and
make recommendations with respect to trends in health insurance coverage
and costs. The Commission will consist of seven members to bc appomtcd
by the Prcmdcnt and conﬁrmed by the Senate. :

Bcginning in 1998, the Commission will issue annual reports detailing
trends in health care coverage and costs, broken down nationally, by state,

- and by health care coverage area,

Among other things, | ’the Corrimission will report on:

o Demographxcs and employment status of r.he uninsured and reasons
why they are umnsured :
0 S;ructure of hca]th dehvcry systems;
0 Status of insurfancc marke't» reforms;

o Development ; and operanons of health insurance purchasing

cooperatzves
|

0 Success of market mechanisms in expandmg coveragé and
- controlling costs among employers and households;

"0 Success of hxgh c05t health insurance premium tax in, controllmg

costs;
o Success and- adcquacy of subsxdy program in expandmg coverage

through employers and households;

The Commission wﬂl also issue findings on the per capita cost of health
care, including the rate of growth by type of provider, by type of payor,
within States and within health care coverage areas. Such findings will also
include the expcctcd rate of growth in per capita health care costs, the
causes of health care cost growth and strategies for controllmg such costs.



Beginning on January 15, 1999, the Commission will report each year on
the affordability of coverage for families and employers and on the success
of market incentives and other provisions of this legislation in achieving
cost containment. If the Commission finds that coverage is unaffordable or
that cost containment ‘efforts arc unsuccessful, it will make
recommcndations for improvcménts.

- If the Commission fmds that fewer than 35 percent of those cligible to
“enroll in the community-rated health plan are able to enroll in a plan with
‘a premium at or below the target premium for the area, then the

Commission will consider and recommend to Congress a means of
controlling health care cost growth to the target set in this legislation orto
an alternative target if the Commission determines that would be more
appropriate. Congress shall consider such Commission recommendation

. under the same expedited procedures as it considers the Commission

recommendation for achieving universal coverage. Consideration of such
recommendations under such procedures will not occur more than once in

a Congrcss

3.  INSURANCE MARKET RE-'FORMS

Al

_g;kgumgu.ta_md_bnmdg_&g Firms with fewer than 500 workers and

mdmdual pu.rcbasers (self-employed, nonworkers,. A.FDC-ehgbees) will be

in the community rated pool. . Firms with 500 or more workers, as well as
Taft-Hartley plans and rural cooperatives with 500 or morc members, will
be permitted to self~msure or purchase e:tpcncnce-rated coveragc

Q_nynwﬂ_r.aﬂmmmﬁm Community-rated plans could modify

their rates based on coverage category (e.g., single, family, etc.), geography,

-and age (with 2:1 band for population under 65 years of age until 2002).

Each community-rated health plan will be required to establish a single set
of rates for the standard benefits package applicable to all community-
rated ehgxble mdmduals and groups within the commumty ratmg area.

l
States draw boundaries for community ratmg areas. In drawing such
boundaries, states cannot subdivide metropolitan areas and must assure
that a commumty ratmg area contains at least 250, 000 individuals.

Qg_gmnr_m_d States shall be requued to estabhsh guaranty funds for all
community-rated health plans and in-state, self-insured plans based on
federal standards. 'I'he Deparunent of Labor would establish standards for

and operate a guaranty fund for multi-state sclf~msu.rcd plans
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Health Insurance l’,u;ghgsmg Co gggrg;img (mg;s_,) The plan allows for

multiple, competing, voluntary HIPCs. States certify HIPCs to serve state-
established commumty rating areas. States may certify more than one
HIPC for each such area. HIPCs must be non-profit. States and local
governments will be allowed to sponsor or establish HIPCs. If a. HIPC is

" . not available in a cor{nmumty rating area, the Federal Employees Health

Benefits Program (P'EPEP) will be required to establxsh or sponsor HIPCs
in such unserved a:eJas (see FEHBP below) ‘

HIPCs will be ;espor;mb]e for entering into agreements with. plans and
employers; cnrolling!:individuals in plans; collecting and distributing
premium payments; coordinating out-of-coverage with other HIPCs; and
providing consumner mforrnauon on plans quality and cost. -

HIPCs must accept all eligible individuals and firms; provxde enrollees a

choice of at least 3 plans, including 1 Fee For Service (FFS), 1 Point of
Service (POS), and 1 HMO. Requirement of 3 plans could be waived by
Govemnor in rural areas, but FFS must always be available. The Secretary
of Health & Human Services will set fiduciary standards for HIPCs.

HIPCs will be pemutted to negotiate discounts with plans reflecting
economies. of scale i FI administration and marketing.

Emplgyer Respo ggmhg Small employers (ﬁrms with less tha.n 500

workers) must offer to their employees a HIPC. They may also offer a
choice of at least three plans (including a FFS, POS, and HMO) to their

- employees. These s'mall firms could choose from among the HIPCs in

their commumty ratm g area.

In order to quahfy for an employer prermum contribution, cmployccs will
be required to purchasc health insurance through the three plans or the
HIPC chosen by theu' employcr If an-employer chooses to offer a HIPC
that is not the FEI-IBP HIPC in the area, that employer’s employees also
could choose from zhc plans offered by the FEHBP HIPC and still qualify
for any cmp!oyer pxemnum contribution.

Large cmploycrs (ﬁrms with 500 or more workers) must offer a choice of
at least three p!ans (including a FFS, POS, and HMO) to their employees.
Large employers can purchasc expenencc-rated health plans or self-insure.
Large employers can ]om together to form large employer purchasmg
groups, but cannot/j Jom HIPCs.

_Sg_l__l;;s_u_r_eg_mgg_g In general self-insured plans must comply with the
above rcspons:bzhtxcs and reforms, including employer and individual
premium contribution requlrements coverage of a comprehensive package

- of benefits, guarameed issue and renewal, and pre-existing condmon limnits.
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EIQ:LBP_ The Oﬁ”xce of Persorme Management will designate a state-
certified health msurancc ‘purchasing’ cooperative in each arca as the
FEHBP HIPC. Ifa statc -centified HIPC is not available, OPM wil] be
responsible for settmg up a HIPC. A HIPC run by OPM would have all of
the powers of a statel -certified HIPC.

Federal workers will iselect plans through their local FEHBP HIPC.
Premiums for federal workers will be based on the current methodology
and will not be age- ad]usted OPM will nnplemem rules to blend
premiums for federal workers with premiums for non-federal individuals

" over time. Federal workers and non-federal individuals will pay the same

commumty -rated prermum upon the phase-out of age-rating in 2002.

Workcrs in firms mqh less than 500 workers, nonworkers, AFDC recxpxcms,
the self-employed can also purchase coverage from the same -plans as.

- federal workers thmugh the FEHBP HIPC, but at the age-adjusted

community rate. Natxonal employees plans (e.g., Treasury) will have a one .
year transmon bcforle they are opened to non-federal individuals.

The federal govemmcnt and cmpioycc and retiree representatives will
negotiate to decide whether the federal government will offer and
contribute towards S}xpplemental benefits above the standard benefit
package for federal [workcrs ‘ :

Risk Adjustment. Risk ad;ustment will ‘occur between communu,y -rated
health plans to account for differences in health costs that result from
differences in their g:nrollecs health status, demographics, socioeconomic
status, and other factors. Community rated health plans must also
participate in a marlxdatory reinsurance pmgram run by the states.

i
In addition, expenex[lccd rated plans will be rcquucd to make transfers to
the community raxed plan pools to. ad_]USI for the increased costs in the

| - community rated pools

Family Coverage for Tndividuals up to Age 25. To further maximize
coverage, health plan.s must allow unmarried chlldren to be covered under

parents’ polxcxcs untﬂ they turn 25.
!

1

4. NATIONAL IIEALTH PLAN STANDARDS

Ae

M}W States vall cerufy heall;b plans based on

tfederal guidelines. ;HCdl[h plans will be subject to the following market -

reforms: guarantee issue and renewal, open enrollment, limit pre-existing

condition exclus1on§ to six months, and exit from market rules.
Supplemental health benefits plans must be priced and sold separatcly
from the standard health plan.

o |
!E 7
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-Willing-Provi r~. 'Ihc plan does not include any-wﬂlmg provider"

~ provisions. The anti- dxscnmmatmn provision prohibits a provider network

from discriminating agamst providers on the basis of their profession as
long as the state authorizes that prcfesswn to provide the covered services.
However, this prowswn does not require standard health plans to include
in a network any individual provider or establish any defmed ratio of
different categories of health professionals. :

Balance Billing. Each standard health plan must have an'angements with a
sufficient number and mix of health professionals that will acccpt the plan’s

payment rates as fulI

MJQ_MMEW Standard health plans that use

gatekeeper or similar process must ensure that such a process does not
create an undue burde:n for enrollees with complex or chronic heaith
conditions. Each standard health plan must demonstrate that enrollees

~ have access to Spwahzcd treatment cxpemse

.U_Jm_,.nmz:m’&l- Each standard health plan must dxsclose the

protocols and ﬁnanczal incentives which they are using to control utilization
and costs. o :

}

» l
BENEFITS PACKAGE I
|

M Thcrc arc 16 legislatively- dcfmcd categones of
covcrcd semccs n a "standard"bencﬁts packagc, mcludmg
Hospital semccs, .
Health professxonal services;
- "'Emergency and ambulatory mcdxcal and surgzca.l semccs,
Clinical preventive services;
Mental ilness and substance abuse services;
Family planmng and services for pregnant women;
Hospice scrvﬁ:cs,
Home health‘scmces,
Extended care services:
Ambulance semces,
Outpatient laboratcry, radiology and dlagnostxc semccs,
Outpatient prescription drugs;
Outpatient rehabxhtanon services;
Durable: mcdxca] cquipment, prosthetics and orthotics;
Vision, heanng, and dental care under 22 years of age;
Invesngatmnd treatments.
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The scope and duratxon of services are not specified in legxslatxon, but will
be defined by a Nanonal Health Benefits Board. For mental illness and
substance abuse, the board is instructed to seek parity (same copays,
coinsurance, dcductlb!cs) If the Board cannot irnitially design a benefit
package with parity, lt is permitted to place limits, first on hospitalizations
and subsequently on outpanent psychotherapy for adults. No copayment

~will be required for clxmcal prcvenuve and prenatal services.

@W Thc value of thc Standard benefits packagc will be
cquwalent to the actuarial value of the Blue Cross/Blue Shield standard
option under PEHBP The Benefits Board will specify three cost sharing

schedules: ‘ If '

.0 A low cost shz}{ring schedule, resembling an HMO.

d A high cost shanng schedule rcsemblmg fec-for-scmae

o’ A combmatlon cost sharing schedulc, rcscmblmg a pomt-of-servxcc
plan, in whxch in-network services would have lower cost sharing
schedules sxmﬂa.r to an HMO or PPO, and out-of-network services
would have hxgher cost sharmg schedules like fce-for-servxcc

‘ , i age. Indxvxduals will have thc
Optxon of purchasmg an alternatxve bencf' ts package. With a higher
deductible, this plamwﬂl be offered at a lower actuarial value than the
standard plan. W}ule it resembles a catastrophic plan in the size of the
deductible, it differs ;m that it must cover all 16 categories of services. It
will not be offered through employcrs, and supplemental policies will not
duplicate services or/pay for cost sharing below the deductible. Enrollees
selectmg this plan wﬂl be included in the community rating pool. These
provisions are deszgned to limit the potential for risk selection. - ‘

National Health Bengﬁ;s Board. Thc seven member National Health

Benefits Board will dctcrmmc the scope and duration of services and the

details of each cost sha.rmg schedule. In addition, the Board will develop
criteria and procedu}res for defining medical necessity and appropriateness.
Members will be appointed by the President, thh the advu:e and consent
of the Senate, to staggercd six year terms. '

ggg_ﬁp_mumx_d_x_g; AFDC recipients enrolling in a lower or

combination cost shanng plan at or below the average premium in the area
will pay only 20 percent of the regular cost sharing schedule (e.g., instead
of a $10 copay, they:pay only $2). If no such plan is available, they can get
a cost-sharing reduction in a higher cost-sharing plan (e.g., instead of a 10
percent copay on an doctor’s visit, they pay only $10).




[ o
f
For people who are under 150 percent of poversty and are not receiving
AFDC, cost sharing is only avaiable if they cannot buy a lower or
~ combination cost sharmg plan. If such a plan is unavailable, the person
can enroll in a hlgherfx cost sharing plan and havc their cost sharing reduced
to the lower cost shanng level. :

For people under 150 percent of poverty and not working, cost sharing is
only available if theyicannot buy a lower or combination cost sharing plan.
If such a plan is unavailable, the person can enroll in a higher cost sharing
plan and have theu cjost sharing reduced to the lower cost shanng cvel

For people under’ 159 percent of poverty who en:oll in a plan through an
cxpencncc-ratcd cmploycr, no cost sharing is available if the person can
enroll in any lower or combination cost sharing plan offered by their
employer through which they erroll. Otherwise, the person can enroll in 2
higher cost sharing plan and have theu* cost sharmg reduced to the lower

cost sharing level. |

]
it

6. EXPANDE.D BENEFITS FOR THE ELDERLY AND DISABLED

A Mn_n_m The plan includes scveral new initiatives to provide long
term care services tc[> the eldcriy and disabled. New programs mclude

o WMM&MM@ The plan

provides a’ capped federal entitlement to states to provide home and

commumty-based services 1o individuals with 3 or more deficiencies
in Activities of Daily Living (ADLs), severe mental retardation or
severe cogmtwe or mental impairment regardless of age or income.
Funding over the 1995- 2004 period totals $48 billion.

0 mwmmmm Private long term care -

insurance pohc:es will be subject to Federal model standards to be
developed by the Secretary of HHS in consultation with the '
National Assocxatxon of Insurance Commxssxoncrs within one year of
enact:mcnt. i

I
o ,IWMMW Expcnses for long

. term care services and insurance premiums shall be treated as
medxcal expenses Other tax clanﬁcanons are also mcluded

o ‘ mmmm The plan estabhshes a voluntaxy publxc

insurance program to cover the costs of extended nursing home
stays. Iudmduals will be given the option of purchasmg coverage
when they reach the age 35, 45, 55, or 65. The program is self-
financed and pre-funded. o

‘;_
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7. MEDICAID PROGRAM

A,

}
I

0 PACE Prggram_ The plan expands Medxcald s Prograrn of All-
Inclusive Care;for the Elderly (PACE), increasing authorized
- demonstrauon sites from 15 to 40. The Secretary of HHS is

required .to dcvelop provider and service protocols.

Medicare Drug. Thxs initiative gives Medicare beneficiaries three drug
benefit options: a fcc—for -service plan, a Prescription Benefits
Management (PBM) opnon. and an HMO option -- all effective January 1,
1999. Under this new program, beneficiaries will have an annual

deductible to be determmed by the Secrctaxy of HHS; a 20 percent copay, |

and an annual out-of-pocket limit of $1,275 in 1999. Medicare Part B
prermum would be mcreascd by 25 percent of the cost of the drug benefit -
estimatéd to be about $10 in 1999, with Medicare paying the remaining 75

l
percent. | 5,

Drug manufacturers wnll sign rebate agreements thh HHS in exchange for
no formulary under the fee-for-service option. Drugs used as part of
HMOs or capitated drug plans and drugs for the working aged will not be
subject to rebates. Jg o :

sf‘
Rebates for smglc sou:cc and innovator multiple source drugs will be 15
percent; rebates for generic drugs would be 6 percent; the Secretary could
cstablish a sliding scale from 2 percent to 15 percent for generic drugs as

long as the effect was equal to a 6 percent. From 1999-2004 this program
will cost $94.4 blllxon : .

[ : ] p ANAgE a.rzt :
Indmduals who become el1g1blc for MCdlCare rnay choos¢ to remain in
their current health pIans if such plan is 2 Medicare Risk Contractmg plan
under section 1876 of the Social Security Act, or is eligible to become such
a risk contract. Payments will be made beginning in the first month in
which the 1nd1VIdnal ris Medicare eligible. Payments under this provision
shall be the sole Mcdma.rc payment 10 which the beneficiary is entxtied

J

b
f
il
g

IMMMMMMM (See Coverage section above) Under

- this plan, the AFDC and non-cash population will be integrated into the ..

general health care 'rcform program and treated like other low-income
people eligible for federal subsidies and enrollment in certified health
plans. States will be required to make general maintenance of effort .
payments for SGI'VIC?S covered under the standard benefit package.

A_ED_Q Cash Medicaid rempxcnts (AFDC) will be eligible for full

premium subsidies as will other farmhes with incomes less than 100
_percent of poverty

S ¢
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Non-¢cash. Fulf premium subsidies will be available to all pregnant,
women and chx{.ldren up to age 19 with incomes up to 185 percent of

poverty. |
h in f rI ipien AFDC rcc1pzcnts in

HMOs will pay only 20 percent of the cost shanng amount otherwise
required. If no HMQ is available, AFDC recipients will pay the cost
sharing amount that would apply in an HMO, but not reduced to 20
percent. Noncash recipients will receive cost sharing subsidies like all
other low-income mdmduals -- up to. 150 percent of poverty.

E remium Pavments for Integrated Recipients. The
federal government will pay all of the premium subsidies for intcgrated
Medicaid recipients. /States will pay the federal government maintenance

of etfort payments for these intcgrated recipients. Specifically:

o Cash: States w[ﬁl be required to pay an amount equal t0: - (1) the
adjusted, ﬁscal year 1994 per capita cost of services covered (based
upon the state s current Medicaid payment rates) under the standard
benefits packagc for AFDC recipients multxptxcd by (2) the number
of AFDC recipients receiving a subsidy in a given year.
Disproportionate Share (DSH) payments attributed to Cash
recipients are not included in the calculation of a state’s per capita
cost of covered services. The per capita cost of services in fiscal
year 1994 will be adjusted for future years by the growth in per
capita national health expenditures.

o Ngn-gsb, States will be required to make gencra.l mamenance of
effort paymcnt for services (based upon the statc’s current Medicaid
payment rates), in fiscal year 1994, covered under the standard
benefits’ packagc for non-cash recipients. State DSH payments
which are attnbutable to the noncash population will be included in
the caleulation of general mainteniance of effort payment.  Such
MOE payments will increase at the same growth rate as national
health expcndlturcs

M,ﬁd_m_d_w SSI/Med:cald recipients will not be

included in the conunumty rated market, Medicaid will be retained as a
separate program, with current rules, for SSI and long-term recipients. -
States will have the ,opnon to pay a per cap1ta amount for each
SSI/Medicaid recipient (who is not enrolled in Medicare) that chooses to
enroll in a certified health plan. States shall negotiate with certified health
plans for rates for Lhc SSI population that are separate from the
community rate. No certified plan can have more than 50 percent of its
enrollment composcd of SSIchdlcald rccxpxents. :

Dual Eligible ggggmg ts. Dual eligibles -- persons eligible for Medicare
and Medicaid -- wﬂf remain under Medicaid and not be enrolled in heaith

plans.

Jf
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n- -D h ibl . These individuals

will remain under Medicaid, but as the low-income subsxdlcs phase-in (e.g.,

100 percent to 125 percent), these recipients (currently about 240,000) shall

be mtegrated and treated hke other low-income individuals.

&m@_&m Current Medicaid rules governing covered services
and recipient c!xglblhty will be retained to cover services not otherwise

| -provided through certified health plans. The current flexibility provided to

States to determine the optional services and groups it will cover will also

be retamcd , 4;

’l
1.

Mgmmd_gj In addltxon the plan:

o

!
allows states to expand eligibility for home-based Medicaid long

term care services for single persons by increasing the asset limit

from $2,000 to $4,000 for services including personal care attendant
services, the Scc 1915 waiver programs, and the f:axl clderly home
care opnon )
?

elunmatcs the msutuuonahzanon requirement as a condition of
eligibility for habﬂnauon services under a home and community
based waiver. | ,

l% .
eliminates the "cold bed" rule for home and commumty based

waiver prog:ams
|

requires Statc Medicaid programs to reimburse directly for services )

by certified regxstered nurses and anesthetists or clinical nurse .

specialists !hat are authorized to practice under State law, wher.her

- or not they Operatc under the supervision of a physxclan or other
- health care prevzder

!'s

HEALTH WORKFORCE AND EDUCATION/RESEARCH

Currently, only Medicare supports
graduate medical educatxon By supplcmemmg this with a 1.5

~ percent premium assessment, and allocating the total pool to

residency trammg programs and academic health centers, this plan
spreads medical education costs across all of the insured.

13
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. Heal fes ional rc . This initiative consists of: (1)

. phasing in prm}ary care rcsldcncy pOSlthl’lS from 39 percent in 1998

1o 55 percent in 2001; (2) reducing the number of total residency

~ positions from ;134 percent of US medical school graduates in 1998
"to 110 percent in 2001; (3) creating a National Council on GME to

implement these policies and modify the goals beginning in 2001;

~and (4) prowdmg transitional funding to residency programs which

reduce their number of residency positions.

i

. 'Qm&gﬂ.giﬁl_rmmzﬁmm Funding by account is as follows

GME Account $27 billion over S years;

AHC Account $42 billion over S years; .
Medical:School Account: $2 billion over S years;
Graduatc Nurse Training Account: $1 billion over 5 years;
Dental School Program: $250 million over 5 years;

Pubhc Health School Program: $150 mxlhon over 5 years

. Biomedical and ﬂgglth nggeg Research Fun g

fund is des:gncd to supplcmcnt N ational Insntutes for Health and
Agency for Health Care Policy and Research funding, which is

currently suffi cnent to finance only a fraction of the peer-reviewed -
grant subrmssxons :

rl’

__g__dw The plan s premium assessment will provxde

- additional funding for the NTH and AHCPR.

i
:I

M&Q_BM To strengthen our public health infrastructure, the
following programs reccxve new or additional funding: :

o

: aCtl\’lthS

M&Hﬁ.ﬁm Grants to states to unprovc and monitor the

- health of populatxon

MWW Grants to eligible

- providers to develop and implement innovative community-based

strategies'to prowde healtb promotmn and disease prevention

i

t . B

: I

Mgm.ﬂzmmm@_&m Grants to help mtegrate state

MH/SSA wrvxccs with those prov:dcd by health plans

4 Wﬁuﬂ.&aﬁhﬁgmm Grants to state education

agcnacs to mtcgrate comprehensive education programs in Schools
S
l
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) School-Rel g;gg Health §emce§ Grants 1o deveIop school based or

. school linked health seIvice sites.

0 Qther mma;;vcs Other initiatives mdude domestic wolence and
womens' health; occupational safety and health; and border health
unprovement i :

h : N : -

WIC. The bill supplcments existing appropriations for the supplemental

food program for women, infants and children (WIC) with $2.4 billion in

direct appropriations \ which will allow the program to serve all of the
pregnant women, mfantb and children chgxble for WIC benefits.

Mﬂ&m’ 'I'he programs of the Indlan Hcalth Service are

strengthened with grants and loans to improve and expand services.
Greater flexibility allows the programs of the THS to contract with health
plans to provide. sexvlces and receive third party reimbursement.
Furthermore, IHS health programs are eligible to apply and receive
fundmg under the public health pxograms

[
B
i

10, UNBERSERVED/ESSENTIAL COMMUNITY PROVIDER

‘B.

0 ng unity gg_l_g)_ E an and Network Pevel gpmg nt. Grams and

contracts are awarded to eligible health providers to develop
community hcalth groups to provide the standard benefit package in
health professxonal shortage areas or directly to medically
underserved populauon Grants and contracts are also made to
expand cxxstmg health dchvcry sxtes and services, and to develop
new ones. ! 4

i
|

o Qgpugl_gﬂg_l_qpmm Granns and loans are awarded for the capnal &
. costs of devclopmg community health groups and expandmg or

dcvelopmg ncw health delivery sites.

l

0 E&aﬂin&mi&apn&nmﬁsmm Grants and contracts are

awarded 1o eligible entities to assist in providing enabling and
supplemental services to the undcrscwed'prv.ﬂation.,
I‘
_mm_@mmumgﬁm Dc&g,ncd to ensure that vulncrable
populations enrollingiin health plans have aceess to traditional, safety-net
providers (e.g. commumty health centers and AIDS providers), the
essential community prowder provision requires that health plans offer a

- contract or agree to pay essential community providers in their service

area. i
;

;

A
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The plan creates two|categories of essential community providers and .
requires all plans to contract with every essential community provider listed
in Category | and oné from cach category listed.in Category II. .

o

~ Category I mcludc Migrant Health Ccmcrs, Community Health

Centers, Famﬂy planning grantees, Homeless Program Providers, -

" Ryan White grantees, State HIV drug programs, Black Lung Clinics,

Hemophilia Centers, Urban Indian programs STD and TB Clinics,
Nonprofit and|public DSH hospitals, Native Hawaiian Health
Centers, School Based Health Service Centers, Public and nonprofit
mental health/substance abuse providers, Runaway homeless youth
centers and transitional living programs for homeless youth Public
and nonprofit Matcmal and Child Health providers, Rural Health
Clinics, and Programs of the Indtan Health Service.

Catcgory II provxdcrs include Mcdlcarc dependent small rural
. hospxtals and Chlldrcn s hospitals.

0

'In 5 ycaxs, the Seactary wxll make recommendarions to Congress on
- whether or not the program should continue; and if so, with what changes.
~ Congrcss would t.hcn{votc up or down on the recommendation.

STATE OPTIONS

it

§
8
1
l
|

* States that want to move ahead early with the unplcmentatxon of Federal health

care reforms will be. allowed do so on a fast track. - The bill will also allow states

to unplernent a smgle payer systcm E.:ustmg state waivers wﬂl be gmndfathered

E:

QUALITY AND CONSUMER PROTECTION
A Qnamx ) } |

mmw This 15 member Council, compnscd of

. consumers, hcath plans, purchasers, States, health care providers
"and quality rcscarchers, will set national quality goals/standards and

establish rcgzonal and State-based orgamzatxons to implement the
goals. .| _

i
E@ﬁgmm_ga&ﬁm_;am_lm The National Council will
establish, performancc measures for health plans, including measurcs -
of access (waumg times, patient/provider ratios), consumer
satisfaction, hlcalth plan report cards for consumers and quality
improvement.; The Council will conduct surveys of consumers and -

«develop quahty reports.

|

i

i
i
i
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;

0 Research in quality improvement. The Council will make research

recommendauons 1o the Agency for Health Care Policy and
Research for outccmes studies and guideline development.

) Quality Imgrgvcment Egunda;;g s. These non—proﬁt, non-

governmental,iregional or State-based organizations will get federal

grants for quahty improvement (involving health plans and
practltzoners) on the local level. QIFs will look at practice
variations between health plans and different geographic regions.
They will engagc pracutloners in lifetime learning techniques and
provide technical assistance to health plaas to develop their own
quality unprovement programs.

0 gmwmmwi These State bascd

non-profit, non-govemmcnral organizations will disseminate
consumer Icport cards about health plans; open local offices to hear
grievances; and provide consumer education. A National Center for
‘Consumer Infonnanon and Advocacy will also be established to

- train local and State-based consumer advocatcs

o) ' Mmmm@m This Bureau of Health
Professwns databank will be opened for pubhc access.
_Simp_licgy, The. cnormous amounts of paperwork that insurance companies |
now generate and process will be reduced through streamlined and
computerized systems: Many consumers will no longer have to submit
claims to their insurance company, but if they did, they could usé one,
uniform claim form. Insuranw companies will be required to- use a
standard forrn to m.fonn consumers of theu' claim status. .

Because benefits will be standardlzcd consumers will be able, for the first
time, to easily compare plan prices. To help consumers compare prices,

~states will be requued to distribute. easy—to -read and understand report

cards on health plans

Consumcrs will also havc information about the results of health care

provided by each prov‘ide’r and plan in their area which can help consumers
make mforrned choxces when selectmg providers and plans

W@u These prov1swns xequue health plans to give

notice of benefit denial, reduction or termination and to establish an
expeditious appeals process within the plan. They will create State-run
claims review offices 10 provide claimants with options for alterative
dispute resolutlon State and federal judicial review are also p0351b1c

__F_rggg_gm_&gsg. The bill creates an all-payer fraud and abuse program, -

including State-based iraud control units funded wholly from settlement

revenues. E

|
[ ,
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RELATED ISSUES

il

;
i
N
IV

Privacy. Consurners' are assured that their mdmdually identifiable health

inforthation is protected by a law which prevents inappropriate disclosures
and punishes unlawful disclosures severely. Consumers have uniform legal -
rights to inspect, geticopies, and make corrections or amendments to their

 health records. Patients have the rlght to restrict disclosure of specific

health mformatmn |

Antltrust. Repcal of the McCarran Ferguson Act with fespect to health
insurance will sub]ect health insurance companies to antitrust actions. The
bill does not mcludeJmcreascd antitrust exclusions or safe harbors.

Malpractice B_gfgrm .| Malpractice reforms include: rnandatory State-based
alternative dispute resolutxon a certificate of merit requirement; a
limitation on the a:nount of attomney’s contingency fees to 33 percent of the

- first §150,000; and 25 percent above that amount; and periodic payment of
“awards. Studies and:demonstrations are proposed on medical negligence;

the use of practice gmdelmes and enterprise liability demonstration
project. . . :

s

-

|§

A Veterans Affairs |

) Enrollment. 'Ihe Depanmcnt of Vcterans may offer a VA health
plan to vcterans, individuals chgxblc for CHAMPVA, and their
family members.

-

0 Ehgxpgny Aﬂ compcnsable, semce-connectcd dxsablcd veterans,

' low-income veterans veterans who are ex-POWs, and veterans who
have been mcposcd to Agent Orange, radiation, or unknown toxins
in the Persian Gulf, who chose a VA health plan will receive the
standard beneﬁts vmhout a cost-sharing requirement.

0 E}gﬂm VA will continue to receive appropriations to its
medical care account VA will retain the premiums, copayments
-and dcductxbles it receives from higher income, nonservice-
connected vctcrans and dependents, the premiums VA collects from
the sale of supplcmental health plan, and payments it receives from
other plans for the furmishing of care to other plans’ patients. It
also will retain' Medicare reimbursement for care furnished to
hlgher~mcome,.Med1ca:c eligible veterans who have no service-
connected dlsabx}xtzes, and dependents. (VA health plans will be

‘ consxdered to be Medicare HMOs)

[
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FINANCING

§
1?,

o) é ini §gg gg Flexllgxhg VA health plans will have expanded

authorities to enter into contracts and sharing agreements for the
- furnishing of services to enrollees. VA facilitics not operating as
part of a VA health plan will continue to furnish health care
services undcr cuncnt Jaw.

NOTE: Because of techmcal Budget Act requucments, ccn’.am VA
program changes may have to be made on the ﬂ00r

)Yg__gr_’s_gpmp_gngmgg The plan creates a Commission on Worker’s

Compensation Medical Services consisting of 15 members charged to
consider a number of issucs related to the rclatlonshxp between health
plans and workers compensanon medical services. The Commission will
report to the Pres1dent, as well as the House Education and Labor and
Senate Labor and Human Resources Committees by October 1, 2000. The
plan also authorizes a number of State dcmonstranons with respect to work
related illnesses.and injuries.

i
t
I
;

This plan will not mcrcase thc fcdcral deficit over t.hc 1994-2004 penod

,'A'<

Revenues.

Medicare. Medxcare savmgs total about $54 billion over five years, and
$278 billion over 10 years. About $140 billion of that total would finance -
a new Medicare: prescnptlon drug benefit and a long term care’ cntxtlerncnt
for the elderly and thc disabled.

Mgg_ig_ﬂ The plan elumnatcs the acute pomon of Medlcaxd and instead

provides subsidies for;low income individuals to purchase health insurance
from private plans (tlns new subsidy absorbs $387 billion in ten year
Medicaid savings). In' addition, the plan saves another $129 billion in
Medicaid DSH paymcnts by reducing the pumber of uninsured. Finally;
states will be contrﬂ)utmg about $232 billion in subsidy payments over the
ten year period Which’represents their cxisting Mcdicaid costs, grown each
year at national healr.h expenditures. Since states’ existing Medicaid costs
arc growing at a much higher 12 percent, this MOE represents substantial
savings for the states. ;

i

!
it

) Inc in excj r . The plan will inctcase -

the excise tax ratc on smail mgarcttes by 45 cents per pack (for a
total of €9 cents per pack), phased in over five years on the
fcllowmg scbedu]e 15 cents in 1995 and 1996, 25 cents in 1997, 35
cents in 1998, and 45 cents in 1999 and thereafter. The excise tax
on other currently taxable tobacco products would be increased
propomonatcly
g; 19
]



|
.
I
l‘

WE&Q! The proposal will impose a 1.75 percent
assessment on'health care premiums. The net revenues derived

- from the Imposmon of this premium assessment would be used to
fund the. Graduatc Medical Education and Academic Health
. Centers TrustFund and thc Biomedical and Bebavioral Research
Fund. The assessment would be effective after December 31, 1995.
I ) .

_premjw e . As discussed earlier, a 25 percent
assessment would be placcd on health plans to. the extent they
exceed the target rate of growth.

Qg_gma_pj_am The proposal will climinate the exclusion for
employer-provided accident or health benefits provided through a
cafeteria plan or flexible spending arrangement, effective on and
after January 1, 1997, with a delayed effective date for collectively
bargained plans ; o

L .
ﬁnggggﬁgmﬁunmmm The following provusxons are taken
from the Finance Committee bill. A .

I

0 Add:txonal Mcdicare Part B premmms for high-income
‘ mdmduals .
. ) L .
) Increas‘e excise tax on ccrtai.tx handgun ammunition.
i
0 Modmcatxon to self-employment tax treatment of certain S

corporauon shareholders and partaers.

o Extendmg Medicare coverage of, and applxcatmn of hospital
msumnce tax to, all state and local government employees.

o Modxfy exclusxon for employer—prowded health cdre.

V

o . Repeal of volume cap for 501(0)(3) bonds.
0 Self~employcd deduction.

’I'he %-percent deduction for health insurance expenses of
self-cmployed individuals will be reinstated and extended for
taxable \years beginning after December 31, 1993, and before
January 1, 1996. Beginning January 1, 1996, self-employed
md1v1duals who are not eligible for employer-subsidized
health coverage will be entitled to deduct up to 50 percent of
the cosE of the standard benefits package. In the case of a
self—cmploycd individual with at least one full-time employee
who has been employed for at least 6 months, the 50-percent
deduction will be reduced based on the contributions. the self-
cmployed individual makes with respect to. coverage of the
mdxvldual’s employees.

b
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Ltmztauon on prepayment ‘of medical insurance prcxmurns

'Tax treatrnent of voluntary employcr health care

contrtbuuons
,4
Tax treatrnent of organizations providing healr.h care services

_and related organizations.

Tax trgatment of 1ong-tcrm care insurance and services.

|E
In addmon, reserves for long-term care insurance contracts
that constxtutc noncancellable accident and health insurance

: gcncrally will be determined in accordance with the reserve

method prescribed by the National Association of Insurance

Commxssxoners (NAIC).

Tax treatment of accclcrated death benefits under life
msu:anw comracts \

Deﬁmtxon of Employec

i ,
Increase in pcna]ttes for faﬂurc to fﬂc correct mformatton
retums with respect to non-employees

' Nonxefundable credit for certain primary hcalth seIvices

prowders

’ Expensmg of medical equipment used in health professronal

shortage areas.
I

Tax treatment of funding of retiree health benefits

Tax credxt for the cost of personal asswtancc services

rcquucd by individuals.

stclosu.re of taxpayer return information for admmxstranon

' of health subsidy programs.
CONTROLLING FEDERAL COSTS -- FAIL SAFE

The bill’s fail safe guards agamst future u.uanhctpatcd deficit increascs du¢ to thxs
legislation. After cnactment, OMB will publish an initial health care baseline
including its most up-to-date’ estimate of the net outlays and revenues from the
health reform bill, as well as all Medicare and Medicaid spending. Startmg with
fiscal year 1997, the Prcsxdent s budget will include an updated version of the
initial health baseline. If the updated baseline (excluding non-health-reform-
related differences) exceeds the initial baseline, reform spending (with the
exception of the subsidies for pregnant women and children) would be cut back to
eliminate the overage. Changcs made by the sequester order would not be
permanent, and the sequester would be suspended during a recession.

v 21



'REVERSING THE TREND
mtcmll Plan Reverses Dec!i‘ning COvme Trmd
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“How Mitchell Plan Helps the American People

® Provides security to Americans who have insurance now

o Expands choice of “décto‘rs and choice of health plan

| ré
| 1. Makes msurance more affordable for those wnthout
coverage -

® Creates cooperatives|to reduce health insurance costs for
- small businesses anq individuals

[

b
i

Provndes presc:np‘uonl drug beneﬁt for elderly and Iong
term care for elderly and disabled

Reduces upward spiral of premium costs




| -
[»

How Mitchell ,fHealth Care Plan Works™
Provides health care for all !Americans
- firms must offer ch{once of at least 3 health plans
- insurers cannot cut benefits or drop coverage

- - subsidies for busmesses and low-income families
- expanded coverage for chﬂdren and preghant women

- Controls health ca,re costs

- cooperatives keep down administrative costs for small
firms and lndlwduals
- assessment on faster-nsmg premlums

Greater Emphasis on Pr-imary and Preventive Care
- benefits package mcludes preventive and primary care -
- . -no copayments for preventive and prenatal care
- vision and dental serwces for-children under age 22
Greater Consumer Choice
- choice of at least ti{iree health plans
- choice of doctor |

- buy-m to Federal Elmployee Health Benef:ts Plan

‘Maintains ngh Quahty Careﬁ

- comprehensnve beneflts package
federal quality standards for health plans
- funds for medlcal research and educat:on

.I;
i
r
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- The Road to.

Universal Coverage

‘Voluntary sy?tem -

Voluntary pur

Insurance market reform

uninsured

chasing cooperatives




o 2000 then:

The Road to Universal Coverage

I voluntary system achuaves 95% coverage by the year

Commission recommends to Congress ways to provide
coverage to those Stll;l uninsured.

Congress votes on recommendauon on fast track
(amendable but not subject to fnhbuster)

“No further actlon requ;‘lred. -




- The Road to UniversaICoverage

If vo!untary system does not achleve 95% coverage by the year
2000, then: | X

‘By May 15, 2000, Commmssron recommends to Congress ways
to provrde coverage to those strll uninsured.

J

'Congress votes on recommendatlon on fast track
| ‘(amendable but notsub;ect to fihbuster) -

If Commrssron S recommendatlons are enacted mto Iaw by
- December 31, 2000 no further action requrred

If Commission’s recommen]oations are not enacted into law by
"~ December 31, 2000 then on January 1, 2002, requrrement takes
| Veffect | o | x

 Employers with 25 or more employees must provide coverage
to their employees -- 50% paid by employer, 50% pald by
employee. |

| Employ‘e’rs with fewe'r than 2'5'employees e)rempt. |

Individuals not otherwrse covered are requnred to purchase
~insurance.
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P The Congressmnal Budget Ofﬁce (CBO) and the Joint Comm1ttee on Taxatlon
- (JCT) have prepared this prehnunary analysis of Senate Majority Leader George
Mitchell’s health proposal, as mtroduced on August 9, 1994. The analysis is
. based on the text of S. 2357 as pnnted on August 3 and on subsequent revisions -
specified by the Majonty Leadelr s staff.” Because the estimate does not reflect
‘detailed specifications for all provisions or final legxslatwe language, it must be
regarded as prehrmnary S }g .
~ The first part of the analysxs is a review of the financial impact of the pro-
posal. The financial analysis - mcludes estimates of the proposal s effects on the
federal budget, the budgets of state and local governments, health insurance
coverage, and national health expendxtures It also includes @ descnptnon of the
aspects of the proposal. that dxffcr from 8. 2357, as well as other ma_]or assump-

tions that affect the estimate.. |

'I'he second part of the analysxs compnses a bnef assessment of cons:der-
“ations ansmg from the proposal s design - that could ‘affect its implementation. -
“The issues examined in this discussion are ‘similar to those consxdered in Chap-
ters 4 and 5 of CBO’s analyse<. of the Adrmmstratmn s health proposal and the
T Managed Competmon Act. . S _ A
. i
o FINANCIAL IMPACT OF THE PROPOSAL '

:

Senator Mltchell’s propesal a1ms to- 1ncrease health msurance coverage by re--

forming the market for health msurance and by subSIdlzmg its purchase. If these -

changes failed to. increase health insurance coverage to 95. percent of the. popula’ -
tion by January 1, 2000, coverage ‘would become mandatory in 2002 in states = . -

that fell short of the goal. Indzvxduals in those states-would be requxred to_pur-
I .

_ chase insurance, and ernployers with 25 or more workers would be requlred to

- pay half of the cost of i msurance for them and their farmhes "

J

In CBO’s esnmatlon the ]proposal would _}ust mcet its 'target of 95 percent~ ~

coverage without imposing a mandate Because the actual outcome could easily
fall short of the estimate, however this analysm shows the effects of the proposal
both without the mandate andr with the mandate in effect nationwide. In both
- cases, the proposal would shgﬂtly reduce the federal budget deficit, and it would

ultlmately reduce the pressure on state and local budgets as well. But the expan— -

~sion- of coverage would add tol national, health expendxtures

Thc estimated effects of. the proposal are dlsplaycd in the six tables at the

" end of this document Tablesjl and 2 show the effects on federal outlays reve-- .

~ nues, and the deficit. Tablés|3 and 4 show the effects on r.he budgets of state

f
I “
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and local governments. Tables 5,. and 6 provide pro_;ecnons of health insurance
coverage and national health cxpendjtures respectively.
l

Like the estimates of other plroposals for comprehensive reform--such as the
single-payer plan, the Admxmstrauan s proposal, the Managed Competition Act,
and the bills reported by the Cormmttees on Finance and Ways and Means--
CBO’s estimates of the effects) of this proposal are unavoidably uncertain.
- Nonetheless, the estimates provxde useful comparative information on the relative
costs and savings of the d1fferent proposals. In estimating Senator ‘Mitchell’s
proposal CBO and JCT have mi'idc the followmg major assumptions about its
provisions.! '

Health Insurance Benefits and Premiums '

Senator Mxtcheli’s proposal would establish a standard package of health insur-
ance benefits, whose actuarial | value would be based on that of the Blue
Cross/Blue Shield Standard Optlon under the Federal Employees Health Benefits
program. The Congressional Research Service and CBO estimate that such a
benefit package would initially be 3 percent less costly than the average benefit
of privately insured people. today‘ and 8 percent less costly than the beneﬁt pack-
- age in the Administration’s proposai :

The proposal adopts the fou‘r basic types of health insurance units included
in the Administration’s proposal--single adult, married couple, one-parent family,
and two-parent family. In addmon separate pohc1es would be avaxlable for
.children eligible for subsxdles as explained below. :

. L
~ In general, workers in ﬂrms thh fewer than 500 full»txme-equxvaient em-
ployees (and their dependents) and peop]e in families with no connection to the
labor force would purchase health insurance in a commumty»rated market. -
Firms employing 500 or more: workers would be cxpencnce-ratcd States would
operate a risk-adjustment mechamsm covering both community-rated and experi-
ence-rated plans, thereby narrowmg the differences between the average premi- -
ums in the two insurance pools: - The estimated average premiums in 1994 for

1. For descriptions of CBO's. esumaung methodé!ogy see- Congress}bnalv. Budget Office, ;Am
_ Analysis of the Administration :[Heallb Proposal (February. 1994), and An Analysis of the
. Managed Competition Act (April 1994), ,

|
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the standard benefit packagc for%the four types of pohc1es in both pools are as
follows

!
i
b
|
r

 Single. Adult | $2,22‘0 1
- Married Couple© | $4,440 -
‘One-Parent Family | = $4,329

Two-Parent Family |  $5,883

Supplemcntary insurance would ’be avaxlable to cover cost-sharing amounts and .
services not mcluded in the standard benefit package o :

E

Subsidies . .

R

l

|
i

. '
5

¥

i

Starung in 1997 the proposal would provxde subsxdles for low-mcome _people
‘and certain firms to facilitate the purchase of health insurance. The system of
subsidies would change somewhat if a-mandate to purchase insurance went into
‘effect. States would determme ehg:bxhty for sub51d1es and distribute subsxdy ’
. payments to health plans. y L

- Without a- Mandate in Effect. The- proposal would make low‘mcome families | ‘
. eligible for premium subsidies.' Rec:pxents -of -Aid to Famlhes with Dependent
Children (AFDC) and families thh income below 100 percent of the poverty
level would be ehglble fot full subsuhes. and those with mcorne ‘between 100
percent and 200 percent of poverty would be ehglble for pa.mal subsxdnes For
children and pregnant women, full subsidies would extend to 185 percent of the
- poverty level and partial subsmhes to 300 percent of poverty. ‘In addition, work-
. ers who become temporarily unemployed would be eligible for special subsidies
for up to six months. Familiés| ‘could become: eligible for more than one type of
~ subsidy at: the same time: Farmhes could use ' the special subsidies for children
~and pregnant women to help purchase coverage for the ‘entire farruly. or they
' could purchase coverage only for the ehgxble mdmduals L :

States would be reqmred to estabhsh and administer a program of enroll- :
- ment outreach that would allow people ehgxble for full subsidies of their pre-
mium to sign up for health i msurance with health care providers whenever they .
sought health care services. People eligible for health insurance under this pro-
“vision would be counted as msured in deterrmnmg whether the target of 95

, percent coverage is met. {' :
: In deterrmnmg cllglblllty ‘for prermum subsxdles, a famlly 3 mcome would
. be cornpa:ed with the federal poverty level. for. that farmly s size. The maximum
- amount of the subsidy would be based on farmly income relative to the poverty
_ level and on the welghted average premium for commumty-rated health plans m,

i . .
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the area. The estimate assume§: that a family’s subsidy could not exceed the
amount it paid for coverage in a Qualiﬁed health plan. Therefore, if an employer -
paid a portion of the premium, the su’osxdy could at most equal the farmly s
portion of the premxum . I'

: People with income up to! 150 pcrcent of the poverty level, as well as -

AFDC rcc:pxents would be. chgxb}e for reduced cost sharing if they were unable
to enroll in a plan providing a low or combination cost-sharing schedule. AFDC
recipients in low or combmano]n cost-sharing plans would also be eligible for
cost-sharing assistance. The amount of assistance would vary slightly for the -
" two groups. In both cases, hea}th insurance plans would be required to absorb
the cost of the reduced cost shanng

Employers who voluntarily expanded health i msurancc coverage to classes of
workers whom they previously dld not cover could also receive temporary subsi-
dies. Employers would bccomc; eligible for a subsidy if they began paying at
least 50 percent of the cost of coverage for an additional class of worker. In the
first year, the amount of the sub'éidy for each worker would equal the difference
between half of the average insurance premium in the area (or in the worker’s
plan, if lower) and ‘8 percent of the worker’s wage. Over the following four
years, the subsidy would be gradually phased out. ’

With Mandate in Effect. If a rrfgandatc to purchase insurance went into effect in
a state, the system of subsidies. would change. Subsidies for families with in-
come up to 200 percent of thc?poverty level would remain, as would subsidies '
for people who were temporanly unemployed. The special subsidies for children
and pregnant women would be! eliminated, however, as would the subsidies for
ernployers who voluntanly cxpanded coverage ‘

i
{ .
i

i

Medicaid and Medicare ' ;

Medicaid beneficiaries not réccmng Supplemental Security Income or Medicare
would be integrated into the general program of health care reform and would be
eligible for federal subsidies i m the same way as other low-income pcople For
these people, Medicaid would: continue to cover services not included in the
standard benefit package. For children, Medicaid would also continue to cover
services whose scope or duration exceeded that in the standard package. States
" would be required to make mamtenance«of-effon payments to the federal govern-

"' ment based on the amount by whlch their Medicaid spending was reduced in the

first year. The proposal would phase out federal Medicaid payments to dispro-
portionate share hospitals and replace them with a program to makc payments to

f

financially vulnerable hospltals.
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, Thc proposal would expand Mcdxcare by adding a prcscnptlon drug benefit
for outpatients starting in 1999. The Secretary of Health and Human Services
would set the deductible so that the net incurred cost of the benefit would total
$13.4 billion in the first year. Inx ‘CBO’s estimation, the initial deductible would
be about $700. The deductible Iwould be indexed in later years so as to hold

constant the proportion of Medlcarc beneficiaries receiving some drug benefit.

Reductions in Med:care spexidmg would provide a major part of the funding’
for the proposal. The growth i m reimbursement rates for hospitals covered by
Medicare’s prospective payment systern would be reduced by 1 percentage point
in 1997 and by 2 percentage points each year from 1998 through 2004. Pay-
ments to disproportionate share hospxtals would be cut in half. Reimbursements
to physicians and -other prov1ders of health care services would also be re-
strained. Beneficiaries would be required to pay higher premiums for Supple-
mentary Medical Insurance (SMI) and part of the cost of laboratory services and

home health care. !x

1

' t

Other Spending ;‘
i

The proposal would restructurc the system of subsidies for medical education
and academic health centers. Currcnt payments from Medicare for direct and
indirect medical education would be terminated. New programs would provide
assistance for academic health centers, graduate medical education, graduate
training for nurses, medical schools, schools of public heahh and dental schools.
i

The proposal would croat]e several additional mandatory spending  pro-
grams. A capped enuﬂement{:program would help states finance home- and
community-based ‘care for the severely. disabled; spendmg for this program .
‘would be limited to $48 billion over the 1998-2004 period. A biomedical and
behavioral research trust fund wouId be financed by a portion of the assessment
on private health insurance premiums starting in 1997. The proposal would also
provide direct Spcndmg authonty for a variety of public health initiatives totaling
‘almost $10 billion in the 1996~1999 penod and almost $15 brlhon in the 1996-
2004 penod f w : , ‘ S

I
H
i

The assurance of access to health insurance and the prowsxon of subsidies to
low-income families would encourage some older workers to retire earlier and
would raise outlays for Social ‘Secunty retirement benefits. -Over the long term,
Social Security would incur no additional costs, because benefits are actuarially
reduced for early renrement i
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- Revenues | L.
I
The Jomt Comrmttee on Taxauonf has csnmated the impact of the provxsmns of
the proposal that would affect federal revenues. The bulk of the additional reve-
nues would stem from an 1ncrcas§e in the tax on tobacco, a 1.75 percent excise
tax on private health insurance prermums, and a tax on health plans whose pre-
miums grew by more than.a specxﬁed rate. The proposal would also increase
SMI premiums for single mdmduals with income over $80,000 and couples with
income over $100,000. '

Fail-SaieMechanism ‘
The proposal would scale back e'hgxbxhty for prermum subsidies, increase the
deductible for the Medicare dmg benefit, and reduce every other new direct
spending program as necessary to offset an increase of more than $10 billion in
the cost of the bill and the Medxcare and Medicaid programs compared with the
initial estimate. Because the reducuons ‘would bé apphed proportionately, to the
“extent possible, to all the direct Spendmg programs in the proposal, the bulk of
~any savings would have to come from limiting eligibility for subsidies. As a
result, apphcahon of the fall-safe mechanism could make previously eligible
people ineligible for subsidies and would, in the absence of a mandatc reducc ,
the extent of health insurance co:veragc
N
i
Budg’egg Treatment of the Man'date

S !
A mandate requiring that 1nd1vxduals purchasc health’ 1nsurance would be an

unprecedented form of federal acnon The government has never required indi-

viduals to purchase any good onserwcc as a condition of lawful residence in the
United States. Therefore, ncxther existing budgetary precedents nor concepts
provide conclusive guidance about the appropriate budgetary treatment of a
mandate. Good arguments can; 'be- made both for and against including in the
federal budget the costs to mdmduals and firms of complying with the mandate.

It is only appropriate, Lhercforc, for policymakers to resolve the "issue through '
legxslatxon 7 ., f: 3 ,

Some budget analysts argt,xe that the costs of the mandate should be in-
cluded in the federal budget because these transactions would be’ predominantly -
public in nature. A second argument for inclusion, closely related to the first, is
. that the premiurns that people [would have 10 pay to comply with the mandate
- would be compulsory paymcnts! and should therefore be recorded as governmen-
tal receipts. A third argument 1s that mcludmg these costs in the budget would

f :



preserve the fedcral budget as a| comprehenswe measure - of the amount of re-
sources allocated through collecuvc polmcal choice at the national level.
J.

There are also cogent argumcnts agamst mcludmg the costs of complymg
with the mandate in the budget. :First, the costs would not flow through federal
agencies or other entities estabhshed by federal law. Unlike the Administration’s
proposal, this proposal would n?t require participation’ in. federally mandated
health alliances. Second, this approach would be consistent with the current
practice of excluding from the budgét the costs to private firms of federal regula-
tory mandates. Third, the costslof compliance could not be directly observed
and would not flow through the federal Treasury. : :

‘ |
OTHER CONSIDERATIONS |
. —

Like other fundamental reform proposals Senator Mltchell’s would require many
changes in the current system of health insurance. For the proposed system to
function effectively, new data would have to be collected, new procedures and
administrative mechanisms deve}opcd and new institutions and administrative
capabilities created. In preparing the quantitative estimates presented in. this
assessment, the Congressional Bt;xdg'ct Office has assumed not only that all those
_things' could be done but also that they could be accomplxshcd m the time frame

laid out in the proposal. l!

There is a sxgmﬁcant chancc that the substannal changes required by this
proposal--and by other systermc reform proposals--could not be achieved as
assumed. - The following dtscuss:on summarizes the major areas of potential
dlfﬁculty as well ds some other possﬁ)k: consequenccs of the proposal.

o s
Risk Adjustment - ‘ I
I

Most health care proposals that vx[lould create community-rated markets for health

insurance . also incorporate prov1§1ons to adjust health plans’ premiums for the

“actuarial risk of their enrollees. . These provisions are intended to redistribute

- premium payments among’ hcalth plans, compensating them for differences in.
 risk. Although effective nsk-adjustment mechanisms would be essential for the

functioning of community-rated markets, the feasibility of developing and imple-
menting such mechanisms succc§sfully in the near future is highly uncertain.
. E
The nsk-adjustment mechamsm in this proposal is more complex than those
in other proposals analyzed by CBO Most other proposals would restrict risk:
adjustment to the commumty -rated market; in Senator Mitchell’s proposal, risk
adjustment would operate in both' the community-rated and the experienced- -rated
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- markets in each commumty-raung area. The nsk-ad_;ustment mechanism would
_attempt to recompense plans forjthe higher costs associated with certain groups
of enrollees. It would also adjust payments to health plans to reflect the cost-
sharing subsidies for low-mcome participants that health plans would have to
absorb. Such transfers would ensure that plans enrolling large numbers of low-
income people were not placed': at a cost disadvantage. As discussed below,
implementing the risk-adjustment process would be a major undertakmg for the
states. ' , IS ,

|
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States’ Responsibilities J
1

Most proposals to restructure the health care system mcorporate major additional
administrative and regulatory furllctrons that new or existing agencies or organiza-
tions would have to undertakef Like several other proposals, this one would
place significant responsibility on the states for developing and implementing the
new system. It is doubtful that all states would be ready to assume their new
responsibilities in the time frame envisioned in the proposal - '

Under the voluntary system the states’ pnmary responsrbrlmes would fall
into four major areas: | '

i

0  determining ehglbllny for the new subsidies and the contmumg Medic-
aid program gf , :

E .

o} adrmmstenng the subsxdy and Medicaid programs,

o establrshmg the 1nfra‘stmcmre for the effective functioning of health
care markets; and {

o regulatmg and momt#xing the health insurance industry.

States would also have to: prepare for the. possibility that mandates requiring
firms with 25 or more employees to provide insurance and all individuals to
.obtain coverage might be mvokecl in 2002. If that occurred, those states with
coverage rates below 95 percent would need to have the necessary infrastructure
already in place. In addition, ithcy would have to be prepared to expand their
regulatory and monitoring functlons considerably.
l’ : L

Deten’nining Eligibility for Subsidies_and Mcdicaid As with other proposals,
~ determining eligibility for subsidies would be an enormous task for the states,
made more complicated by the three different subsidy programs for premiums
that would be in effect: regul%:\r subsidies for low-income individuals and fami-
lies; special subsidies for children and pregnant women; and special subsidies for

o0



people who were ternporanly unemployed The chgnbxhty criteria would be
different for each of these programs and would also differ from those of the
Medicaid program. (The role of Ithe: Medicaid program in paying for acute care
services would be significantly reduced The program would, however, cover
wraparound benefits for those spbsndxzcd families who would be eligible for
Medicaid under current law. It would also pay for emergency services for illegal
aliens and would continue to cover beneficiaries of the Supplemental Security -
Income program and Medicare bcneﬁczancs who qualified for Medicaid.) Some -
families would be eligible to paxﬁcxpate in more than one subsidy program con-
currently, and this proposal would allow them to do so in certain circumstances. -
They might also be entitled to recewe Medicaid wraparound benefits.

States would bear the rcsponsxbxhty for the required cnd -of-year reconcilia-
tion process in which the mcome of a subsidized family was checked to ensure
that the family received the appropnate premium subsidy. Reconciliation would

. be a major undertaking since, even if federal income tax information could be

used, many ‘of the families receiving subsidies would not be tax filers. Tracking
people who moved from one state to- another during the year would also be
difficult and would reguire cxtcnsxvc cooperanon among the states.

Admxmstenng the Snbmdx and I\I/chicald Program Thc states would have other

major administrative responsxbxlmcs for the subsidy and Medicaid programs. In

particular, they would make payimcnts for premium subsidies to health plans and
would be required to develop and xmplement a complex outreach initiative to
expand enrollment. : ;f -

The outreach program would be de51gned to ensure that pcople eligible for
full subsidies would be able to|enroll in health plans on a year-round basis and
would not be denied- coverage ;for preexisting conditions. They would also be
able to have their eligibility for subsidies established prcsumptxvely by certain
health care provxders at the pomt of service, enabling them to enroll in health
plans and receive full prermum subsidies for a period of 60 days during which
they could apply for connnumg assistance. States would not be held responsible
for premium assistance provxded to low-income families on a presumptive basis,
if those families subsequently proved to be ineligible for full subsndles Instead,
the federal government would bear those costs. .

l'
The program would guarantec that poor famlhes, as well as children and

. pregnant women with income" up to 185 percent of the poverty level, had finan-

cial access to the health care system when they needed care. It would, however,
be difficult to administer, and its success in enrolling low-income families in
health plans on a permanent basxs would depend on extensive outreach efforts by
the states to ensure that people declared presumptively eligible completed the
full proccss for determining chgxbxhty The program would be considerably more
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complex than the current presumpnve ehgxbahty programs for pregnant women
that are operated by Medicaid programs in about 30 states. Those programs are
dealing with a clearly defined target population of individuals and only one
health plan--the Medicaid program. By contrast, the system envisioned under the
proposal would be dealing with the enrollment of individuals plus their families
in thexr choice of health plan §=

Estabhshlng the Infrasrructuro !for the Effecnve Functioning of Hea]th Care

Markets. States would des1gnate the geographic boundaries for the community-
rating areas as well as the service areas for carrying out the provisions regarding
essential community providers. | They would also have ongoing responsibilities
for ensuring that health care mafkets functioned effectively. Those responsibili-
- ties would include developing and implementing the complex risk-adjustment
and reinsurance systern and prowdmg information and assistance to consumers.

Each state would be req’u_i;ed to establish a risk-adjustment organization.
- That agency would determine the adjustments to be' made to premiums for all
eommumty-rated and expenence-rated plans in each community-rating area in
the state. The agency would collect assessments from health plans and redistrib-
ute the payments to community- rated and expenence-rated plans whose expected
expenditures exceeded the average for enrollees in standard health plans.

| .

State risk-adjustment orgariizations would also have to address the special
issues raised by multistate ;:»Ians.i When such plans owed nsk~ad_}ustment assess-
ments, they would make payments on behalf of all their enroliees in different
states to a single state nsk-adjustment organization. The designated organization
would determine the apphcable assessments for the plan’s enrollees in each
‘community-rating area across the country and would make payments to other
state risk-adjustment orgamzatxons as requxred ‘ >

Another responsibility of tl;jc states would be to provide consumers with the
necessary information to make informed choices among health plans. States
would be required to produce annual standardized reports comparing the perfor-
mance of all health plans in the state, using data from surveys designed and
carried out by the federal goverfnment To do so effectively would require states

-to establish systems for anaIyzxng data and qualitative information. In each "

state, a private nonprofit orgatflzatlon under contract to the federal government
would distribute the reports, educate and provide outreach to consumers, and
help them to enroll in health plans. States would also be required to establish an
office in each commumty*ratmg area to prov1de a forum for resolvmg dlsputes‘
over claims or beneﬁts

Regulating and Monitoring the Health Insurance Industry. Like most other
health care proposals, this on€ would place major new responsibilities on state

i
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health insurance dcpartments They would have to ccmfy standard health plans
and health insurance purchasing | cooperanves (HIPCs), establish ‘separate 'guar-
anty funds for community-rated and self-insured health plans, monitor variation
in the markeung fees of HIPCs and other systems for purchasing insurance, and
~ ensure that carriers met rmmmum capital requirements. Moreover, the standards
that health plans would have to meet would be largely federally determined and
would include areas, such as data collection and reporting, that are outside the
traditional purview of i insurance| regulators. It is doubtful that all states could
.develop the capabllmes to perfor}m thesc funcuons effecnvely in the near future >

Preparing for and ImplemenﬂngI Individual and Employer -Mandates. If insur-
ance coverage nationwide was below 95 percent in 2000, those states in which

the coverage rate was below 95 percent would have to be prepared to implement -
individual and employer mandates in 2002--the year that those mandates would
go into effect. The affected states would have to establish mechanisms--possibly
through designated HIPCs--to cpllcct and redistribute premium payments from
employers with workers enrcllc?l in other employers’ health plans. They would
have to set up systems to ensure that employers and families complied with the
mandates, and they would have to prepare low-income farmhcs for the possibil-
ity that their subsidies could changc mgmﬁcantly :
: | :

: | o

The sttém of Multiple Subsidies

In order to. maximize voluntary enrollmént in health plans Senator Mitchell's
~ proposal would establish multlple schedules of subsidies for premiums, targeting
special populations as well as low-mcomc families in general. The basic system
of subsidies would cover 1nd1v1duals and families with income up to 200 percent
of the poverty level. Added to th15 would be subsidies for children and pregnant
women with family income up to 300 percent of the poverty level. In addition,
a special initiative would provide subsidies for workers and their families when’
* the workers were temporarily uinemploycd the subsidies would be available for
a period ‘of unemployment not to exceed six months. Integrating these three
subsidies in a sensible and admxmstrable fashion would be extremely difficult, '
especially as some families could receive subsidies frorn more than one program.

The submdlcs for people who were temporarily unemployed would be par-
ticularly hard to administer and monitor: It would be difficult, for example, to
determine whether people had left their jobs voluntarily or involuntarily, or
whether they could receive employcr contributions for health insurance through .
an employed spouse, Moreover. because of the way these subsidies would be
structured, significant horizontil inequities could result. That is, families with
similar income could receive qulte different subsidy amounts. In determining
their eligibility for subs1d1es people who were temporarily unemployed could

: .
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subtract from thexr fanuly income the lesser of their gross - wages or a flat
amount equal to 75 percent of diae poverty-level income for an individual for
each month the worker was employed.. In addition, they could subtract any
unemployment compensation they received while unemployed. Consequently,
“people who were unemployed for, several months could receive larger subsidies
“than year-round workers with similar annual income. Workers in seasonal busi-
nesses--construction workers andrresort employees, for example-—would be par-
ticularly favored. The incentives' mherent in this subsxdy could increase unem-
ployment slightly. } :

i

|

The Tax on High-Cost Health Plans

A | - o
Like the tax contained in the billgfreported by the Committee on Finance, the tax
on the premiums of “high-cost| health plans in Senator Mitchell's proposal
would be difficult to lmplement In addition, its contribution to containing
health care costs would be lumted and it might be considered mequxtable and an

impediment to expandmg coverage

The tax would be a 25 percent levy on the amount by which health i insur-
ance premiums for a standard jhealth plan exceeded a "reference” premium.
Separate reference premiums would be established annually by the Secretary of
the Treasury for each class of Cf)verage in each community-rating area and for
each experience-rated plan These determinations would be extremely complex
and difficult to make, requmng adjustments for demographlc characteristics (age,
sexX, and socioeconomic status), health status, current levels of health care expen-
ditures, uninsurance and undennsurance, the presence of academic health centers,
and other factors. Little rehable information of this sort is available, and the
Secretary would have to collect|a mass of new information. With the reference
premiums affecting not only tax liability but also prermum levels, the process
could prove to be quite controversml

Although the tax would not"be lmposed on commumty-rated plans operanng
in areas where the average prermum did not exceed the national average refer-
ence premium, few if any areas ;would meet that test for more than the first year
or two because the reference premiums would be constrained to grow far more:
slowly than the expected growth of health insurance premiums. In community-
rating areas, the growth would be 3 percentage points over the consumer price
index in 1997 declining to 2 percentage pomts over the CPI by 1999

Unhke the taxes contamecfi in the Managed Competmon Act and the blil
reported by the Committee on Fmance which would not affect the lowest-cost
plans, virtually all plans would be subject to the assessment called for in Senator
Mitchell’s_proposal. Such an assessment would increase premiums, and higher
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premiums would dxscourage parucxpatlon during the voluntary penod The tax

would be imposed in 1997 on plans in the community-rated market, in which

small firms and most of the unmsured would obtain coverage. In contrast, the

experience-rated market would not be subject to theé tax until 2000 and that
differential treatment might be vxclwed as inequitable. '

_Although the proposal would provxdc sponsors of health plans with the nght
to recover half of the tax from health care providers, providers would incorporate
their portion of the expected tax'r into their charges, so the right of recovery
would be unlikely to have any real effect on the cost of health insurance. More-
over, because the mechanics of enforcmg the right of recovery are unclear, the '
provision might lead to costly and unproducnve litigation. ~ '

The proposal would be, in cffcc_:t, a tax cap, but one 1mposed on the provid-
ers of health insurance rather the‘in its consumers. A tax cap is an important
element in the managed competition approach to controlling health care costs,
and a tax on providers could serv;e this purpose effectively. However, this tax,
by exempting cost-sharing and other supplemental policies, would provide much
less incentive for contammg costs‘ ‘

1

Research by the RAND Coi'poration and others indicates that a tax cap
might constrain costs in either of} two primary ways: by encouraging consumers
to choose health insurance plans Wxth greater cost sharing (that is, higher copay-
ments and deductibles) or by encouragmg the use of managed care providers like
health maintenance organizations (HMOS) that can control costs more effectively
than fee-for-service plans. This tax, however, would not apply to supplemental.
insurance policies that cover cost sharing. Workers whose employers provided
cost-sharing supplements would pay less tax than workers whose employers did
. not and instead paid higher wages, and the average employee probably would

pay lower copayments and. deducnbles under the proposal than under a tax cap
that applied to supplements as well as to basic insurance. Funhermore, HMOs
and similar types of managed carc arrangcmcnts which build the cost of the low
copayments and deductibles into thelr premiums, would be placed at a tax disad-
vantage compared with less’ cost-effecuve fee-for-service plans in which the cost-
sharing supplements would be Lax-frce '
‘[ R

‘ A final reason that the tax’ s pmmlsc of cost containment ‘would remain far
below its potential relates to the ‘method for calculating reference premiums for
- experience-rated plans. These premiums would be calculated based on actual
expenditures during the 1997- 1999 period, which could undermine the incentive
for expenence-rated pla.ns to economxzc before the tax took effect in 2000.
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. The Effects of Invoking Mandat:és

If less than 95 percent of the p’épulation had insurance coverage on January 1,

2000, and if the Congress did nBt enact alternative 'legislation before the end of
that year, mandates on employcrs and consumers would automatically come into
effect in 2002. The proposed mandatory system would be problernanc for sev-
eral reasons. '

The mandates would. be 1rnposed only in states that had failed to meet the
95 percent threshold for cover:?ge In those states, all firms with 25 or more
workers would be required to contnbute to the costs of health insurance for their
employees, and all individuals and families would be required to obtain cover-
age. These requirements would produce inefficient reallocations of business
activity. Some firms that did not wish to provide insurance would migrate to
states that were not included 1n‘ the mandate. Furthermore, because the transi-
tional subsidies for employcrs that voluntarily expanded coverage to additional
workers would terminate in mandaicd states, some firms might be attracted to
nonmandated states where these ternparary subsidies would still be available.

Moreover, the practical profblcrns of implementing mandates in some states
and not in others could be overwhelming, especially in border markets. What, .
- for example, would happen toii individuals who lived in mandated states but
worked for employers that did !not contribute to the cost of insurance in neigh-
bonng, nonmandated states? i -

i

The system of subsidies fg,'r families would also change significantly in the
mandated states, raising concerns about affordability and equity. The special
-subsidies for low-income chxldren and pregnant women would be dropped, mak-
ing health insurance more - expensxve for some low-income families without an -
employer contribution, even though they would now ‘be required to purchase
coverage. (For example, a faémly with income at 150 percent of the poverty
level and no employer contnbutlon in a mandated state would have to pay S0
percent of a family premium. A similar family in a nonmandated state might be
able to combine regular subsidies and special subsidies and pay far less than 50
percent of the premium for a f:irmly policy.) Concemns about the affordability of
health insurance under a mandatc would be heightened because the incentives to
contain costs in this proposal afe limited. -

, Bccause of the d1sruptxons, complications, and inequities that would result,

CBO does not believe that it &ould be feasible to implement the mandated sys-
- temn in some states but not in others the system would have to include either all.
states or none. Accordmgly,{ CBO’s cost estimates of thc mandated system
assume that a nationwide mandate would be in effect

14
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Reallocation of Workers Among Firms

Senator Mitchell’s proposal, iike{i many other reform bills, would encourage a
reallocation of workers among ﬁ‘i'ms in ways that would increase its budgetary
cost. That process would ‘occur: gradually as employment expanded in some
firms and contracted in others and as workers sought the _]obs that would provide
them with the largest combined amount of wages and premmm 'subsidies.

In the voluntary system, thls sorting would occur because the fannly subsi-
dies would be reduced by up to the amount that employers contributed for insur-
ance; therefore, a worker emp]oyed by a firm that did not pay for health insur-
~ ance would receive a larger sub51dy than a worker: earnmg the same wage at a
firm that did pay. (In addition to this reallocation, some companies might stop
paying for insurance, but the number of firms that would do so would be limited
because high-wage workers in those firms ‘would lose the benefit of excluding
health insurance from their taxable income.) Some sorting would also occur
because firms that expanded insurance coverage to classes of workers not previ-
ously covered would be eligible for temporary subsidies; workers employed by
those firms could receive higher take-home pay for a few years than could work-
ers at firms that currently provxde thern with insurance coverage :

In the mandated system, reallocatlon of workers would occur because some
workers would pay less for health insurance if they were employed by small
firms excluded from the mandazc than they would if they were employed by
firms covered by the mandate.| For example, many low-wage workers could.
receive a larger subsidy for thexr insurance costs in uncovered firms than in .
covered firms. -In addition, married couples with both spouses workmg would
have an incentive under the proposal to have one spouse employed by an uncov-
ered firm, because if both spouses worked in covered firms, they would each
have to pay something for msu{'anee A similar incentive exists in the current
system, but by requiring more ﬁrms to provide insurance coverage than do now,
the proposal would affect more people

|

Under both the voluntary and mandated systems some workers could gain
several thousand dollars in hxgher wages by moving between firms, and over
time a sxgmf“ cant number of them would probably do so. This reallocation of
workers among firms accounts for about $14 billion of the cost of the subsidies
in 2004 under the voluntary systcm and for about $8 billion in 2004 under the
mandated system. In addition to raising the government’s costs, the reallocation
of workers could reduce the efﬁmency of the labor market. '

Finally, the subsidy system would ot treat people with' similar incomes and
family circumstances alike: Under the voluntary system, for example, workers
eligible for subsidies. who worked at firms that paid. for insurance would face

{ .
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'larger costs for their insurance when the reduction in their cash wagcs is taken
into account than similar workers at firms that d1d not pay. :

L ‘ . . . ¢
Work Disincentives -

. { . .
Senator Mitchell’s proposal would discourage certain low-income people from
working more hours or, in some cases, from working at all, because subszches
would be phased out as family income increased. It is important to note that
work disincentives are an mhcrg:nt element of all health proposals that target
subsidies toward the poor and near-poor, and that these subsidies would signifi-
cantly improve the well-being of many low-income people by assxstmg their
purchase of health i insurance. . :
P o :

_ In both the volunta.ry and mandated systems, many workers who earned
more money within the phaseout range would have to pay more for health insur-
ance, which would cut into the increase in their take-home wage.. In essence,
these workers would face an implicit tax on their economic advancement.
Changing the design of the submdy systems in this proposal could reduce the
marginal levy on some people’s income, but it might raise the marginal levy
faced by other people or make msurancc unaffordable for some people.

The 'Volunm‘ System. Estirnating the. precise magnimde of the implicit tax
rates in the voluntary system requires information that is not readily available,
but rough calculations suggest that the rates could be extremely high for some
families. For workers whose employers did not pay for insurance, the implicit
margmal rates from the phaseout of subsidies for low- income families would B
apply to income between 100 percent and 200 percent of the poverty level, and
the phaseout of subsidies for chlld:en and pregnant women would apply to in-
come between 185 percent and 300 percent of poverty

In 2000, the effective margmal tax on labor compensation (wages and bene-
fits) could increase by as much as 30 to 55 percentage points for workers with
family income in the phaseout range. Moreover, those levies would be added to
the explicit and implicit marginal taxes that such workers already pay through
the income tax, the payroll tax, and the phaseout of the eamed income tax credit.
In the end, some low-wage workers would keep as little as 15 cents of every
. additional dollar they earned.

: [ . - .

For workers whose employ'{:rs paid some of the costs for insurance, these
marginal levies would apply to income in a much smaller range. However, such
treatment ‘of employer payments would also create ‘the .previously described
incentive for workers to move to; firms that did not pay for insurance..



- The Mandated System. Rough calculations suggest that the implicit marginal
rates from the phaseout of subsidies under the mandated system could also be
extremely high for some families. These rates would apply to income between
100 percent and 200 percent of the poverty level for workers in uncovered firms.
For workers in covered firms, these marginal levies would apply to workers in a
smaller income range. In 2002, the effective marginal tax on labor compensation
could increase by as much- as 35 to 55 percentage points for workers who re-
ceived subsidies. As in thé voluntary system, this new. levy would be added to
the explicit and implicit marginal taxes that these workers already face, produc-
ing total marginal tax rates of more than 95 percent for some workers.

The mandated system would also discourage some people who have spouses
working at covered firms from participating in the labor force or at least from
taking a job at a firm with more than 25 employees. If those people took a job
at a covered firm, their wages would be reduced by the additional cost for insur-
ance but they would receive no additional benefits. The current system also
discourages some of these people from working at firms that pay for insurance,
but by requiring more firms to provide insurance coverage, the proposal would
increase the number of people who were affected.

In the mandated system, the combination of the subsidies and the require-
ment to purchasc insurance would increase the effective income of people who
wanted insurance at the net-of-subsidy price, but would reduce the economic
well-being of people who would have preferred not to buy insurance. Because
the net-of-subsidy price (including employer payments) would be high for many
families, the number of people who valued insurance at less than its cost could
be large. For example, for a family of two adults (one working in a covered
firm) and two children, with income just below the poverty threshold in 2002, -
the firm contributing 50 percent of the premium would pay more than $5,000 on
the worker’s behalf for insurance; that would represent roughly one»quarter of
the fa:mly s income. d

Effect on Employment

If the voluntary system in Senator Mitchell’s proposal did not result in insurance
coverage for 95 percent of the population, mandates would be triggered unless
- the Congress adopted an altemative approach. Under the mandated system,
firms with more than 25 employees would be required to contribute to each
worker’s health insurance.  The imposition of the mandate would raise the cost
of employing workers at firms that do not currently provide insurance. Econom- .
ic ‘theory and empirical research both imply that most of this increased cost
would be passed back to workers over time in the form of lower take-home -
wages. Such shifting would not be possible, however, for workers whose wages

17



were close to the federally regulated minimum wage. Therefore, the net cost of
‘employing those workers would be raised by the mandate, and some of them
would lose their jobs.

Nevertheless, the quahtitatwc effect of the mandate in this proposal would
probably be quite small because the mandate would not be implemented until

2002. Market wages for low-income workers will rise over time, reflecting

- general inflation and, probably, some share of the nation’s real economic growth.
As a result, few workers will be earning the current minimum wage by 2002. If
the Congress did not raise the minimum wage, loss of jobs frcrn this - mandate

~ would likely be vcry limited. '

Employment would also be affected by the implicit taxes on work described -
above. In both the voluntary and mandated systems, some workers would volun-
. tarily withdraw from the labor force in response to the new mcennves they

faced.
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TABLE 1. PRELIMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL

WITHOUT MANDATE IN EFFECT

{By fiscal year, in billions of dollars)

1895 1996 1997 1998 1999 2000 2001 2002 2003 2004
MANDATORY OUTLAYS
Medicaid _
1 Discontinued Coverage of Acute Care ¢ 0 -23.8 =356 -39.7 -44 .4 -49.6 -55.2 -61.2 -£67.6
2 State Mainlenance-of-Effort Payments Y] 0 -18.5 -26.5 -28.7 -31.1 -33.6 -36.3 - -38.3 -42.4
3 Disproportionate Share Hospital Payments -0 0 -8.8 -13.4 -14.8 -156 .-18.8 -20.7 -22.9 -252
4 Increase Asset Disregard to $4000 for Home and : ) :
, Community Based Services a a a a a a
5 Offset fo Medicare Prescription Drug Program - -0 0 - I 0 0.7 -15
6 Administrative Savings 0 0 -0.3 05 05 -06
Total - Medicaid : a a 51.4 576.0° .. 844 9327
Medicare
? Part A Reductions .
Inpatient PPS Updates - 0 0 0.3 1.8 3.4 58 -8.0 -10.7 -13.8 -17.4
Capital Reductions” 0 -0.8 -1.0 -1.2 -1.6 2.1 -2.2 2.4 2.7 - 2.9
Disproportionate Share Hospﬂat Reduchons 0 .0 -1.7 2.1 -2.3 -2.5 -2.8 -3.1 -3.4 -3.7
Skilled Nursing Facifity Limits: 0 -0.1 -0.1 -0.2 -0.2 -0.2 -0.2- -0.2 -0.3 -0.3
Long Term Care Hospitals a a -0.1 -0.1 -0.1 -0.2 =02 -0.3 -0.3 . -0.4
Medicare Dependent Hospitals a 0.1, 0.1 0.1 “a a -0 0. 0 0
Sole Community Hospitals - a a a a a a . - a a a a
Part A Interactions 0 ) 0.1 0.2 0.4 0.6 0.7 - 0.9 1.1 13
8 Essential Access Community Hospitals ) : -
Medical Assistance Facility Payments 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.4 0.1
Rural Primary Care Hospitals {(RPCH) Pmts 0.1 0.1 0.1, 0.1 0.1 0.2 . 0.2 - 02 02 02
9 Part B Reductions . ‘ ‘ ' A
Updates for Physician Services 0.4 -0.6 06 0.7 0.8 -0.8 -0.9 -1.0 -1.0 -1.1
Real GDP for Volume and Intensity 0 0 0.3 0.8 -1.6 25 233 -4.2 -5.3 6.6
Efiminate Formula Driven Overpayments . -0.8 =10 -1.3 -1.8 -2.3 -3.2 4.2 -5.5 -7.1 9.1
Competitive Bid for Part B a -0.1 -0.1 -0.1 0,1 -0.1 0.1 0.2 -0.2 -0.2
Competitive Bid for Clinical Lab Services a -0.2 --0.3 - -0.3 -0.3 -0.4 -0.4 -0.5 -0.5 -0.6
Elimination of Balance Billing 0 0.1 0.2 . 0.2 0.2 0.2 - 03 0.3 0.3 03
Laboratéry Coinsurance -0.7 -1.1 -1.3 -1.4 -1.6 -1.8 -2.0 -2.3 -2.8 - -2.9
Correct MVPS Upward Bias o 0 -0 0 - 0.2 0.6 -1.4 =26 -39 55
Eye & Eyel/Ear Specialty Hospitals a a a 0 0 0 0 -0 0 0
Nurse Pract/Phys Asst Direct Payment 0 0 - 01 0.2 0.3 0.3 0.4 0.5 0.6 0.7
High Cost Hospitals 0 0 0 -0.5 -0.8 -0.8 -0.8 -0.9 -1.0 -1.0
Durable Medical Equipment Price Reductmn a a -0.1 -0.1 0.1 -0.1 -0.1 -0.1 -0.2 0.2
* Permanent Extension of 25% Part'8 Premium 0 0.6 0.9 1.4 0.6 -1.0 -5.0 7.7 -8

-2.8
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TABLE 1. 'PRELIMINARY ESTlMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL

-WITHOUT MANDATE IN EFFECT

{By fiscal year, in billions of dollars)

2000

2002

2003

1995° 1996 1997 1998 - 1999 2001 2004
. 10 Parts A and B Reductions " : :
Home Health Copayments (20%) -0.7 <34 4.2 -4.6 -5.0 5.5 6.4 7.0 . -7.6
‘Medicare Secondary Payer 0 0 0 0 -1.2 -1.8 2.0 -2.2 2.3
Home Health Limits 0 0 -0.3 0.6 -0.7 -0.7 0.9 - -1.0 --1.0
Expand Centers of Excellence 0 <01 -0.14 -0.1 -0.1 -0.1- a 0 0
Extend ESRD Secondary Payer to 24 Months -0.1 -0.1 -0.1 - 0.1 -0.1 -0.1 -0.1 0.2 -0.2
11 ‘Medicare Outpatient Prescription Drug Benelfit 0. 0 0 0 6.2 . 144 17.6 = 19.7 21.5
Totat - Medicare -2.4 66 - -102 .. -141 -14.7 ~14.37 28950238 4B
.Subsidies ) ’ - o ) L o L
12 Personhs between 0-200% of’ Poverty . 0 0 66.7 95.4 105.3 116.8 129.3 1427 167.3 1723
13 Pregnant Women and Kids 0-300% of Poverty L Included inLine 12------v-.-
14 Temporarily Unemployed ' 0 .0 0.0 50 71 7.7 8.3 9.0 9.8 10.6
15 Enrolfiment Outreach o 0 1.3 $33 5.2 6.9 8.4 9.9 108 . 113
Total - Subsidies 0 0. 680 .- 1037 1176 1343 | 1461 . 1616 A77.9- 1943
Other Heaith Programs . . .
16 Vulnerable Hospital Payments 0 -0 2.5 2.5 25 2.5 25
17 Veterans' Programs O 0 -1.7 -1.8 -1.9 2.0 T .21
18 Home and Commumty Based Care (348 bil. cap) 0 0 2.9 36 5.0 79 15.4
19 Life Care . 0 0 -1.1 -0.3 -0.3 -03° -0.3
20 Academic Heaith Centers 0 0 8.0 9.1 10.3 11.0 12.1
21 Graduate Medical and Nursing Education 0 0. 5.8: 6.4 6.6 .68 7.5
22 Medicare Transfer - Direct Medical Education 0 0 -2.5 -2.6 -2.8 -2.9 "33
23 Medicare Transfer - Indirect Medical Education 0 0 - -5.4 5.9 6.5 -7.2 -8.7
24 Public Health Schootls; Dental Schools 0 0. 0.1 0.1 .01 0.1 01
25 Women, infants and Children , 0 0.3 05 0.5 a 0 0
26 Administration of Enrollment Outreach 0 0 6.9 ) .
Total - Other Health Programs. L0 08 00 L
Eu_bﬁgﬁ&m »
27 Biomedical and Behavioral Research Trust Fund 0 0 0.9 1.4 15 1.6 1.7 1.9 21 22
28 Health Professions ' 0 0.1 0.1 0.1 0.1 0.1 0.1 0.0 0.0 0.0
29 Core Public Health 0 0.1 03 0.3 0.4 0.4 0.3 0.2 0.1 0.1.
30 Prevention 0 0.1 0.1 0.1 T 01 0.1 0.1 0.0 0.0 0.0
31 Capacity Building and Capital 0 0.3 - 0.5 0.5 - 0.4 0.2 0.1 0.1 0.0 0.0

Continued



TABLE 1. PREL!MNARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL
WITHOUT MANDATE IN EFFECT

(By fiscal year, in billions of dollars)

1995 . 1996 1997 1998 1999 12000 2001 2002 2003 2004
32 OSHA and Workfo}ce o ‘ 03 - 04 ﬂ:3 03 - 0.2 0.2 01 0.1 0.1
33 Supplemental Services 0 Q.1 02 0.2 0.2 02 01 a1 - 0.1 0.0
34 Enabling Services 0 0.1 0.2 0.3 03 03 . 0.2 0.2 0.1’ 0.1
35 National Health Service Corps (NHSC) 0 0.1 0.1 - 0.2 -0.2 0.2 0.1 0.1 0.1 0.0
36 Mental Health & Substance Abuse (CMMMHA&SA) 0 0.1 0.1 - 0.1 - 0.1 0.1 0.1 0.0 0.0 0.0
37 School Clinics 0 0.1 62 - 03 . 0.4 0.4 0.3 02 . 0.1 . 0
‘38 Indian Health Service "0 0.1 0.1 0.1 0.1 0.1 0.1 01 01 0.1
Total - Public Health Initiatives 0 1.4 32 . 39 40 39 43S0 30 - 287 - 28
39 Social Security Benefits ] 0 62 05 09 - 09 - 09 0.9 -08 - 08
. [__MANDATORY OUTLAY CHANGES 2.4 439 A - 247 334 41.3 39.2 390 378 35.9]
DISCRETIONARY OUTLAYS
Health Programs ’ :
" 40 Veterans' Programs : 1.2 06
41_Indian Health Supplementary Services 07 - 12
42 Misc. Public Health Service Grants Cooa a0
" Total Health Prcgrams : . N B R Y L
Administrative Expenses : . L
43 Administrative Costs - - ) ‘ 208 . 09
44 Costs to Administer the Mandate - ‘ 0 0
45’ Planmng and Start-Up Grants. ~ 01 04
Total Studies; Admamstrahve Expenses T SRR X - PR #< )
Studies, Research, & Demonstralions : o '
~ 46 EACH/MAF/Rural Transition Demonstrations : Ca 01
" Total Studies, Research] & Deriiohstrations - - - . . i . aish 00
{ ~ DISCRETIONARY OUTLA’YACHANGES, ‘2.5 3.2
TOTAL OUTLAY CHANGES N : 0.1 467 114 22.9 3ty 40.9 8.7 V,3,.6.3, s 33.0

Continued



TABLE 1. PRELIMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL

WITHOUT MANDATE IN EFFECT
(By fiscal year, in billions of dollars)

1905

- 1997

0.1

19986 1958 1999 2000 2001 2002 2003 2004
RECEIPTS
47 Increase in Tobacco Tax 0.7 s27 45 6.1 78 74 7.4 6.9 6.8 6.7
48 1.75% Excise Tax on Private Health Ins Premiums ] 35 6.1 7.1 7.7 ‘8.4 9.1 99 10.8 117
49 Addl Medicare Part B Premiums for High- ) : -
income Individuals {$80,000/%100,000) 0 0 2.0 2.0 28 35 4.4 55 6.9 -8.7
50 Increase Excise Tax on Hollow-PointBullets . emeeeaonn Neghigible Revenue Loss « -+ - -~ o= - -
51 Include Certain Service-Related income in SECA/
. Excl Certain Inven-Related Income.from SECA S : . J . . . o
a) General Fund Effect o -0.1 -0.1 -0.1 - 01 -0.1 -0.1 0.1 0.1
b} OASDI EHfect 0 0.1 0.2 0.2 0.2 03 0.3 03 0.3 0.3
52 Extend Medicare Coveragé & Hi Tax to All State ‘ C ’ ‘
and Local Government Employees 0 1.6 1.6 1.5 1.5 14 14 1.3 1.2 1.2-
53 Impose Excise Tax with Respect to Plans , o 5 '
Failing to Satisfy Voluntary Contribution Rules 0 a a .a 3 a a a a a
54 Provide that Health Benefits Cannot be Provided , ) : . S .
' thru a Cafeteria Plan/Flex Spend Arrangements 0 0.5 2.5 3.8 48 5.6 6.3 7.0 77 85
55 Extendfincrease 25% Deduction for Health : o
insurance Costs of Self-Employed Individuals -0.5 -0.6 -1.2 -1.3 -1.4 15 -1.6 -1.8 2.0 -2.1
‘56 Limit on Prepayment of Medical Premums B - Negligible Revenue Gain-----~-+--~.
57 Non-Profit Health Care Orgns/Taxable Orgns - S
- Providing Health Ins & Prepd Health Care Sves - S eeesan - - - Negligible Revenue Effect - -~ - - - - - - - )
58 Trmt of Certain Ins Companies Under Sect 833 0 0 0.1 0:1 0.1 0.1 0.1 0.1 0.1 0.1
59 Grant Tax Exempt Status to State ins Risk Pools a a -0 -0 0 0 Y 0. o 0
60 Remove $150 Million Bond Cap on Non-Hospital )
501{c}3) Bonds a a a -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 -0.2
61 Qualified Long-Term Care Benefits Treated as . :
Medical Care; Clarify Tax Treatment of Long- :
Term Care Insurance and Services 0 a 0.2 -0.3 02 0.3 -0.3 0.3 -0.4 -0.4
62 Tax Treatment of Accelerated Death Benefits. : : . )
Under Life Insurance Contracts . - a a -0.1 0.1 0.1 -0.1 - -0t - 0.1 -0.1 -0.1
63 Increase in Reporting Penalties for Nonemployees - 0 - a T oa a a 2 2 a a

Continued



TABLE 1. 'PRELIMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL

WITHOUT MANDATE IN EFFECT

(By fiscal year, in billions of dollars)

1996

1997

2003

1995 1998 1999 2000 2001 2002 2004
64 Post-Retirement MedicalLife Insurance Reserves LT Negligible Revenue Effect-w-warenn-
65 Tax Credit for Practitioners in Underserved Areas a -0.1 -0 2. -0.2 -0.2 -0.2 -0.% a a a
66 Increase Expensing Limit for Certain Med Equip a a a a a a 3 a 8 a
67 Tax Credit for Cost of Personal Assistance Svcs , : : , ) . -
Required by Employed Individuals 0 a -0.1 -01 0.1 -0.1 -0.1 -0.2 -0.2 -0.2
€8 Disclosure of Return Information to State Agencies R E TR No Revenue Effect - ~- -~~~ -« :
- 69 Impose Premium Tax with Respecl to Certain . . )
High Cost Plans 0 a 0.9 2.2 3 6.1 9.5 12.5 16.0 19.9
70 Limit Exclusion for Employer-Paid Health Benefits 0 0. 0 0 0 0 0 0 0 0.9
71 Indirect Tax Effects of Changes in Tax Treatment o a ) : . : '
of Employer & Household Health Ins Spending 0. -0.5 -0.3 -0.7 -1.3° 2.0 2.4 -3.0 -3.3 -3.7
L TOTAL RECEIPT CHANGES 0.1 7.1 15.7 20.2 24.5 28.2 314 37.8 335 51.2]
DEFICIT ) o
MANDATORY CHANGES -2.5 120, 46 ‘4.5 8.9 13.0 5.8 1.2 5.6 5.3
CUMULATIVE MANDATORY TOTAL -2.5 -14.5 -19.2 . -147 . -5.8 1.2 . 13.0 14.1 8.6 6.7
TOTAL CHANGES -8.7 -4.3 27 6.6 126 53 -1.5 -8.4 482
CUMULATIVE DEFICIT EFFECT 8.8 -13.1 -10.3 -3.7 i 8.9.‘ ‘ 14.2 12.7 4.4

138

SOURCES: Congressional Budget Office; Joint Committee on Taxation

_ NOTES:

The figurés in this table mc!ude changes in authonzahons of appropriations and in Social Security that would notbe counted for pay-as-you- go scoring under the. Budget

Enforcement Act of 1990.

‘Provisions with‘no cost have been excluded from this table.

a. Less than $50 million.



TABLE 2. PRELIMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL

WITH MANDATE IN EFFECT
(By fiscal year, in billions of doflars) -

Permanent Extension of 25% Part B Premium ™

0.6

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
MANDATORY OUTLAYS
Medicaid i : . :

1 Discontinued Coverage of Acute Care 0 4] -23.8 ©-356 -39.7 -44 4 496 -55.2 61,2 -57.6

2 State Maintenance-of-Effort Payments 0 0 -18.5 265 -28.7 31t -336 --36.3 -38.3 -42.4

3 Disproportionate Share Hospital Payments 0 a © -8.8 -134 -14.8° -156 -18.8 -20.7 -22.9 252

4 increase Asset Disregard to $4000 for Home and . ’ ‘
Community Based Services a o a a a a a . a 0.1 01 0.1

§ Offset to Medicare Prescription Drug Program 0 Q 0.0 0.0 0.7 -1.5 -1.6 -1.9 2.1 23

6 Administrative Savings’ ~Q 0 03 05 - 05 - 0.6 07, 0«08 . -0.8 09 .
Total - Medicaid 3 a 514 -76,0 -84 4 8320 1043 —114 B-a- 2426 25 -136 3

Medicare
7 Part A Reductions : .

" Inpatient PPS Updates 0 0 0.3 . -18 34 56 -8.0 -10.7 -138 -17.4
Capital Reductions ) 0 0.8 -1.0 To-1.2 -1.6 2.1 2.2 2.4 27 2.9
Disproportionate Share Hospital Reductions Q 0 -1.7 2.1 -2.3 -25 -2.8 .-3.1 34 -3.7
Skilled Nursing Facility Limits 0 04 -0.1 -0.2 0.2 -0.2 -0.2 -0.2 -0.3 - 0.3

. Long Term Care-Hospitals 2 a -0.1. -0.1 -0.1 -0.2 02 -0.3 -0.3 -0.4
Medicare Dependent Hospitals - a 0.1 .01 0.1 a a 0 0 -0 0
Sole Community Hospitals a a a a a a a a a’ a
Part A Interactions a a 0.1 0.2 0.4 06 0.7 0.9 1.1 1.3

8 Essential Access Community Hospitals’ ; ‘ . - C
. Medical Assistance Facility Payments 0.1 0.1 0.1 0.1 0.1 01 - 0.1 0.1 0.1 0.1

* Rural Primary Care Hospctals (RPCH) Pmls 0.1 0.1 0.1 0.1 0.1 0.2 0.2 0.2 0.2 0.2
9 Part B Reductions . : ! o . ;
Updates for Physician Services -0.4 0.6 0.6 0.7 - -0.8 -0.8 -0.9 -1.0 -1.0 -1.1
Real GDP for Volume and Intensity 0 0.0 .-0.3 -0.8 -1.6 -2.5 3.3 42 - -53 6.6
Eliminate Formula Driven Overpayments -0.8 -1.0 -1.3 -1.8 2.3 -3.2 -4.2 -55 - -7.1 9.1
Competitive Bid for Part B ' a -0.1 0.1 -0.1 0.1 0.1 -0.1 -0.2 -0.2 0.2
Competitive Bid for Clinical Lab Services a 0.2 0.3 -0.3 -0.3 -0.4 -0.4 “0.5 -0.5 -0.6
Elimination of Balance Biling 0 0.1 0.2 - 0.2 .02 0.2 0.3 0.3 0.3 0.3
Laboratory Coinsurance , -0.7 -1.1 -1.3 -14 -16 -1.8 -2.0 -2.3 -2.6 - -2.9
Correct MVP S Upward Bias -0 0 0. o -0.2 -0.6 -1.4 2.6 -3.9 5.5
Eye & EyelEar Specialty Hospitals 3 - a a 0 . 0 0 0 0 0 0
Nurse Pract/Phys Asst Direct Payment -0 0 0.1 02 0.3 0.3 04 0.5 06 - 0.7
High Cost Hospitals 0 0 -0 0.5 -0.8 -0.8 0.8 -0.9 -1.0 -1.0
Durable Medical Equipment Price Reducnon a . a -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0,2 -0.2
0 0.6 0.9 1.4 -1.0 -2.8 ~5.0 -1.7

98

Continued



TABLE 2. PRELIMlNARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL

WITH MANDATE IN EFFECT
(By fiscal year, in billions of dollars)

1995

1996

31 Prevention -

1997 1994 . 1999 2000 2001 2002 2003 2004
10 Parts A and B Reductions o .
Home Health Copayments (20%) 0.7 -3.4 -4.2 4.6 -5.0 5.5 - -5.9 6.4 -7.0 7.6
Medicare Secondary Payer 0 0 0 o -1.2 -1.8 -1.9 -2.0 T 2.2 2.3
Home Health Uimits S 0 0 -0.3 -0.6 -0.7 0.7 -0.8 -0.9 -1.0 -1.0
Expand Centers of Excellence 0 0.1 -0.1 0.1 -0.1 -0:1 a. a 0 0
. Extend ESRD Secondary Payer to 24 Months . -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 0.1 -0.1 -0.2 0.2
11 Medicare Outpatient Prescription Drug Benefit 0 0 : 0 0 6.2 14.4 157 175 19.7 215
Total - Medicare -2.4 6.6 -10.2 -14.1 -14.7 -14.3 - 21 1f - -2B18 i38i1 -48.4
Subsidies - ‘ o - - . ) : : : L
12 Persons between 0 200% of Poverb,e before Mandate 0. 0 - 66.7 95.4 105.3 116.8 129.3 331 0 - 0
13 Persons between 0-200% of Poverty after Mandate 0 0 0 0 0 1] 0 96.1 137.2 1486
14 Pregnant Women and Kids 0-300% of Poverty ---------- Includedin Line $2----«~-w-- ’
15 Temporarily Unemployed 0 0 0.0 5.0 7.1 7.7 - B3 125 14.7 15.9
16 Enrollment Outreach 0 0 1.3 33 - 52 6.9 8,4 25 . 0 . 0
Total - Subsidies 0 o 68 0. 1037 1176 1300352146, 00 14427 1518 G0 1655
Other Health Programs o . :
17 Vulnerable Hospital Payments -0 0 25 2.5 2.5 25 25 2.5
18 Veterans' Programs 0 .0 -1.7 -1.8 -1.9 -2.0 -2.0 -2.1
19 Home and Community Based Care -0 0 28 36 5.0 79 11.4 15.4
20 Life Care ‘ 0. 0. 11 -0.3 0.3 -0.3 0.3 0.3
21 Academic Health Centers 0 0. 8.0 9.1 10.3 11.0 115 12.1
22 Graduate Medical and Nursing Educanon 0. 0 5.8 6.4 66 68 72 75
23 Medicare Transfer - Direct Medical Education 0 0 2.5 -
24 Medicare Transfer - indirect Medical Education 0 0 -54
25 Public Health Schoals; Dental Schools 0 0 0.1
26 Women, Infants and Children 0 0.3 © 0.5
27 Administration of Enroliment Outreach o -0 LA
Total - Other Health Programs S0 © 0.3 10.0
Public Health Initiative : . . '
28 Biomedical and Behavioral Research Trust Fund 0 0 0.8 1.3 15 16 1.7 20 2.2 24
29 Health Professions ] 0.1 0.1, 0.1 0.1 0.1 0.1 0.0 0.0 - 0.0
-30- Core Public Heaith 0 0.1 0.3 0.3 0.4 0.4 0.3 0.2 - 01 0.1
0 0.1 0.1 0.1 0.1 0.1 0.0 0.0

Continued



TABLE 2. PRELIMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL
WITH MANDATE IN EFFECT

(By fiscal year, in bnlhons of dollars)

1995 1996 1997 1998 1999 ‘ 2000 2001 2002 2003 12004
32 Capacity Building and Capital 0 0.3 0.5 0.5 0.4 0.2 0.1 0.1 0.0 0.0
33 OSHA and Workforce 0 0.3 0.4 0.3 0.3 0.2 0.2 0.1 0.1 0.1
34 Supplemental Services a 0.1 02 0.2 0.2 0.2 0.1 0.1 0.1 0.0
35 Enabling Services 0 0.1 0.2 0.3 0.3 0.3 0.2 0.2 0.1 0.1
36 National Heaith Service Corps (NHSC) 0 g1 0.1 0.2 0.2 0.2 0.1 0.1 0.1 0.0
37 Mental Health & Substance Abuse (CMMHA&SA) a 0.1 0.1 0.1 0.1 0.1 0.1 0.0 0.0 0.0
38 School Clinics . a 0.1 0.2 0.3 0.4 0.4 0.3 0.2 0.1 0.1
39 Indian Health Service 0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 01
Total - Public Health Initiatives a 14 32 39 4.0 =39 as 31 3.0 30
40 Social Security Benefits 0 0 0.2 05 0.9 0.9 0.9 0.9 0.8 0.8
| MANDATORY QUTLAY CHANGES ' , 2.4 ‘4.9 - 110 ‘24.7 V33.4 - 41.3 39.2 21.7 12.1 72} '
DISCRETIONARY OUTLAYS
Health Programs )
41 Veterans' Programs ' 12 0.6 -2.9 4.8 -4.9
42 Indian Health Supplementary Services ) . 0.7 1.2 1.5 1.6 1.6
43 Misc. Public Health Service Grants ’ : a a ' 01 01 0.1
TotaLHeanhfPrograms o : AR B 0 S k3 -3:3.
" Administrative Expenses o
44 Administrative Costs o 05 - 0.9 1.0 1.0 .
45 Costs to Administer the Mandate. 0 - 0 0 0
46 Ptanning and Start-Up Grants - : 01 .. 04 . 0.3 0
Total Studies, Admmrstratxve Expenses S0 06 B N A3 1.0+

Studies, Research, Demogglratacns Other .

47 EACHIMAF/Rural Transiion Demonstrations .a‘: ),
Total Studies, Research; Demonstrations: Othet: - A 1
[ DlSCRETIONARY OUTLAY GHANGES 2.5 3.2 0.3 1.7 -2.3 0.4 0.5 0.6 0.8 £0.9]
TOTAL OUTLAY CHANGES . 0.1 -1.6 114 29 311 40.9 38.7 2L% 1.3 B

Continued



- TABLE 2. PREUMINARY ESTIMATES -OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL

WITH MANDATE IN EFFECT
(By fiscal year, in billions of dollars)

1996

2003

2004

64 Increase in Reporting Penalties for Nonemployees

1995 1997 1998 1999 2000 2001 2002
RECEIPTS
48 Increase in Tobacco Tax 0.7 2.7 45 6.1 . 76 7.4 7.1 6.9 . 6.8 . 8.7
49 1.75% Excise Tax on Private Health Ins Premtums 0 5 6.1 71 77 84 9.1 .10.4 115 124
50 Addl Medicare Part 8 Premiums for High- 4 o < _ . .
Income individuals ($80,000/3100,000) 0 0 2.0 20 28 3.5 4.4 5.5 6.9 8.7
51 Increase Excise Tax on Hollow-Point Bullets = ---mcuan-n Negligible Revenue Losg - -« v nnw- e :
52 Include Certain Service-Related income in SECA/
Exct Certain inven-Related Income from SECA : : o ‘ .
a) General Fund Effect . e 0 . -0.1 -0.1 0.1 -0.1 . -01 - -0.1. -0.1 -0.1 -0.1.
b) OASDI Effect 0 0.1 02 - 02 0.2 0.3 0.3 03 0.3 0.3
53 Extend Medicare Coverage & Hi Tax to Al State - .
* "and Local Government Employees 0 1.6 1.6 1.5 1.5 14 1.4 132 1.2
54 Impose Excise Tax with-Respect to Plans . :
Failing to Satisfy Voluntary Contribution Rules 0 a Ca a a a a a a a
55 Provide that Health Benefits Cannot be Provided o ' - : . . _
. thru a Cafeteria Plan/Flex Spend Arrangements 0 0.5 2.5 3.9 48 56 6.3 8.2 9.5 105
56 Extend/increase 25% Deduction for Health S '
) Insurance Costs of Self-Employed Individuals” 0.5 -0.6 C 1.2 -1.3 -1.4 -1.5 1.6 -1.8 2.0 © 2.0
57 Limit on Prepayment of Medical Premiums - ----e---- Negtlglb!e Revenue Gain-recnoeone
-58 Non-Profit Health Care Orgns/Taxable Orgns »
Providing Health ins & Prepd Health Care Sves ~-v-memun- Neg igible.. Revenue Effect-+-vc-na-s " ’
59 -Trmt of Certain ins Companies Under Sect 833 0 0 01 0.1 0,1 01 0.1 0.1 0.1 0.1
80 Grant Tax Exemnpt Status to State Ins Risk Pools a. a’ 0 0 0. 0 .0 - 0 0 0
61 Remove $150 Million Bond Cap on Non- Hospetal . ‘ . . . ' -
501(c)(3) Bonds | a. 2 a 0.1 -0.1 0.1 0.1 -0.2 -0.2 -0.2
62 Qualified Long-Term Care Beneﬁts Treated as
Medical Care; Clarify Tax Treatment of Long- : v
Term Care Insurance and Services - 0 a -0.2 --0:3 0.2 - -0.3 -0.3 -0.3 -0.4 -0.4
63 Tax Treatment of Accelerated Death Benefts o ' :
“Under Life Insurance Contracts a a -0.1 0.1 -0.1 0.1 0.1 -0.1 -0.1 0.1
-0 a a a a a a a " a 8

Continued



TABLE 2, PRELIMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL’S PROPOSAL

WITH MANDATE IN EFFECT
{By fiscal year, in billions of dollars)

1996

2001

2002

1995 1997 1998 1999 2000 2003 2004
65 Post-Retirement Medical/life insurance Reserves  --c--au-o- Negligible Revenue Effect - == -~ - - < - - | :
66 Tax Credit for Practitioners in Underserved Areas a 0.1 0.2 -0.2 -0.2 . D2 01 2 a a
67 Increase Expensing Limit for Certain Med Equip a’ a a a a . a a a a a
68 Tax Credit for Cost of Personal Assistance Svcs 4 , 3 . - :
Required by Employed Individuals 0 o a -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 0.2
69 Disclosure of Return information to State Agencies - ------ - - No Revenue Effect~«-«-~----
70 Impose Premium Tax with Respect to Certain ]
High Cost Plans -0 a 0.9 2.2 33 6.1 9.5 10.2 11.2 14.7
71 Limit Exclusion for Empioyer—Pald Health Benefits 0 0 -0 0 0 0 0 0 0 0.9
72 indirect Tax Effects of Changes in Tax Treatment ' . . - .
. of Employer & Household Heallh Ins Spendtng 0 -0.3 -0.3 -0.7 -1.4 2.4 - 2.6 -11.1 -15.8 -19.0
| TOTAL RECEIPT CHANGES 0.2 7.3 15.7 202 24.4 28.3 33.2 . 29.1 28.6 335}
DEFICIT _
MANDATORY CHANGES -2.6 -12.2 -4.7 45 ‘9.0 13.0 60 7.4 -iG.S ~26.3
' CUMULATIVE MANDATORY TOTAL -2.6 -14.8 -19.5 -15.0 6.0 7.0 13.0 5.6 --10.9 ~37.3
TOTAL CHANGES 0.1 849 43 i 2.7 8.7 12.6 55 8.0 <173 272 -
0.1 -13.4 -10.6 3.9 87 14.2 -11.1 <38.3

CUMULATIVE DEFICIT EFFECT

X

6.2

SOURCES: Congressional Budget Office; Joint Committee on Taxation

NOTES:

The budgetary treatmeht of mandatory premium payments is under review

-The figures in this table lnch)de changes in authorizations of appropnahons and in Social Security that would not be counted for pay-as-you-go scoring under the Budget

Enforcement Act of 1990.

Provisions with no cost have been excluded from this table.

a. Less than $50 milfion.
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TABLE 3. PRELIM!NARY ESTIMATES OF THE STATE & LOCAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL
' "WITHOUT MANDATE IN EFFECT

-{By fiscal year, in billions of dollars)

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
OUTLAYS
Medicaid o . : )
1 Discontinued Coverage of Acute Care 0 0 -17.9 -26.7 -29.8 =333 A2 -41.4 " -45.9. -50.7
2 State Maintenance-of-Effort Payments 0 0 18.5 265 287 31.1 3386 363 393 ‘424

3 Disproportionate Share and Vulnerable _ . - ‘ . . .
Hospital Payments af , 0 0 1.1 0.8 0.6 0.5 0.1 0.2 0.5 .08
4 Increase Asset Disregard to $4000 for Home and i S :

Community Based Services a a
5 Offset to Medicare Prescription Drug Program 0 0 -0.5
6 Administrative Savings .0 0 -0.4
Total - Medicaid 8 S 2.6
~ Administrative Expenses :
7 Expenses Associated with Subsidies , 0 0 5.5
8 Genera! Administrative and Start Up Costs -0 0 1.1
9 ‘Automobile Insurance Coordination ’ 0 0.3 0.1
Tota!.- Administrative Expenses- ) 0.3 6.7
Public Health Initiatives : o o o .
10 School Health Ciinics- R S ¢ . 0x 03
[ TOTAL OUTLAY CHANGES , - a 03 . 64 5.1 4.4
RECEIPTS
11 Revenue Collected for Subsidy Administration -~ 0 0 36 5.1 5.5 60 65 71 7.7 83
Total State Changes ‘ . - a 0.3 28 0.0 -1 2.5 C 24 4.9 6.4 8.0

SOURCE: Congressional Budget Office.

a. The estimate assurne;s that states will continue to provide some assistance to hospitals serving disproportionately large numbers of uninsured or underinsured peopté.

e e s R




1997 1998 1999 2000 2001 " 2002 2003 2004
Megfcaxd X o
1 Dtsconhnued Coverage of Acute Care 208 -33.3 © .37, 2 T 414 45.9 -50.7
2 State Maintenance-of-Effort Payments 287 311 336 36.3 39.3 42.4
3 Disproportionate Share and Vulnerable - , - o
Hospital Payments a/ 0.6 05 .- 01 -5.0 -5.2 -5.5-
4 increase Asset Disregard to $4000 for Home and- h ~
Community Based Services a a ~a a
5 Offset to Medicare Prescrsptwn Drug Program 0.5 -1 -1.2 71.4
6 Administrative Savings .04 0.5 05 -06
Total« Med(caid 26 R N IR "y??-ﬁ:ﬂ;x 2 R
A__mtratwe Exgen SES
7 Expenses Associated with Subsidies 5.5 6.0
8 General Administrative and Start Up Costs ¢ 1.1 1.
‘9 Amomobﬂe Insurance Coordination . -: 0, 0.1 0.
Totai Admlmstrahve Expenses BT T
Public Hgamg Initiatives ‘
10 School Health Clinics 0,3
(" TOTAL OUTLAY CHANGES _ 03 - 64 51 34
RECEIPTS
11 Revenue Collected for Subsidy Administration 0 '3'.6< o 51 55 6.0 - 65 C 75 8.2 839
" Total State Changes 0.3 2.8 0.0 -1.4 25 34 0 -1041 121 -14._3

SOURCE: Congressional Budget Office.

a. The estimate assumes that states will continue to provide some assistance to-hospitals serving disproportionately large numbers of unfnsured or underinsured people.
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Table 5. Health Insurance Coverage - |

{By calendar year, in millions of people)

2001

5 5

5 5

1697 1998 1989 2000 2002 . 2003 - 2004
Baseline
Insured - ‘224 226 228 229 230 232 233 234
Uninsured 40 40 40 41 42 43 43 - 44
Total 264 266 268 270 272 274 276 278
‘ Uninsured‘ as Percentage of Tofalf 15 15 15 15 15 16 16 18
Senator Mitchell’'s Proposai-Without Mandate in Effect
Insured* ' 250 253 255 - 257 258 261 262' 264
Uninsured A3 138 83 14 14 14 A4 14
Total 264 266 268 270 272 274 276 278
Uninsured as Percentage of Total 5 5 5 5 5 5 5 5
Senator Mitchell's Proposal-With Mandate in Effect |

Insured 250 . 253 255 257 259 274 276 . 278
Uninsured 1313 13 14 14 0. 0 _0
Total 264 266 268 270 272 274 276 278

Uninsured as Percentage of Total 5 ‘ 0 0

0

SOURCE:  Congressionial Budget Office.

a Includes peopie eligible for coverage under the enroliment outreach provisions of the proposal. -




Table 6. Pro;ectlons of National Health Expendnures
{By calendar year, in billions of dollars)

1997 1998 1999 2000 2001 2002 2003 2004

Baseline v . o 1,283 1,372 1,488 1613 1748 1,894 2052 2220
Senator Mitchell's Proposal-Without Mandate in Effect

' Proposal | : 1,301 1401 1519 1647 1779 1823 2,079 2,246

Change from Baseline | .38 20 31 . 33 - 31 29 2T 25
Senator Mitchell's Proposal-With Mandate in Effect

Proposal - 1301 1,401 1519 1647 1779 1943 2,093 2,254

48 41 34

Change from Baseline 3 29 0 3 33 31

SQURCE: Congressiona! Budget Office.
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Table 6. Projections of National Health Expenditures
(By calendar year, in billions of dollars)

A 1997 1998 1999 2000 2001 2002 2003 2004

Baseline - ~ 1263 1372 1488 1613 1748 1894 2052 2220
Senator Mitchell's Proposal-Without Mandate in Effect

Proposal ' S 1,301 1401 1519 1647 1,779 1923 2079 2,246

Change from Baseline . 38 ‘29 31 - 33 - 3 28 27 25
' Senator Mitéhell‘; Proposal-With Mandate in Effect |

Proposal | . 1,301 1401 1,519 1,647 1779 1,943 - 2,093 2,254

Change from Baseline S 38 29 - 31 33 31 48 41 34

SOURCE:  Congressional BUdgei Office.
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HHS ASPE/HP

Costs of Administering Subsidies in Senator Mitchell's Proposal

Fiscal Year

‘1997 4938 1999 2000 2001 2002 2003 2004
==
‘% on-Medicaid
— ouseholds 32.0 33.1 33.4 34 4.1 g 39 ag
- th Subsidies '
é Miltions)
ederal Subsidy Costs 6580 6819 7087 7431 7676 9042 9314 = 9,503
Millions $)
- 24-Aug
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|

Estimates of the Numbher of Uninsured Children Covered Um;!er the Mitchell Bill

(Persons in millions, 1897)

Eligibles (1) |Insured through Subsidies (2) Total
Covered by Covered by Covered
Low-Income Voucher {3} Children's Program {4)
Uninsured Children (<18yrs) ’
Less Than 100% Poverly 35 3.3 3.3
100-185% Poverly 3.2 0.0 3.0 3.0
185 - 300% Poverty 1.9 0.0 0.4 0.4
Greater Than 300% Poverty 1.2
All Uninsured Kids 9.7 3.3 3.4 6.7

{1) Based on March 1993 Current Population Survey. Profected to 1897 using CBO growth assumptions for the uninsured.

Note that "poverly” in (hese estimates includes transfer payments, which vill be excluded in the subsidy eligibility determination.

{2) Both the Low-income Voucher and the Children's Voucher may cover children. To make these calegories
mutually exclusive, i was assumed that lhe children viould be covered by the subsidy progiam that is most generous.
(3) Assumes 95% participalion for persons with full subsidies, and 20% participation for those with partial subsidies.
{4) These counts eslimate the incremental or additienal number of children covered by the children’s voucher program.
Assumes $5% parlicipation for persons with full subsidies, and 20% participation for those with partial subsidles.

Totals may nal sum due to rounding
24-Aug-94
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DRAFT Preliminary lllustration
Mitchefl Bill State Maintenance of EHort {MOE) Payments:

With and Without the Non-Cash Portion of Disproportionate Share (DSH) Paymants

(Dollars in m:llzons fiscal years)

1997°

1998

1999

2000

2001

2003

2002 2004
{IMOE (1) 185 | -26.5 | -287 | ‘311 | -336 | -36.3 | -39.3 | -424
DSH (2) 22 | 32 [ 35 | a7 | 41 | 44 | 48 | 52
MOE MinusDSH | -163 | 233 | 262 | 274 | -205 | -31.9 372

-34.5

*Represents 3/4th of a year, due to implemeniation on January 1, 1997.

(1) CBO estimates from the Mitchell Bitl Analysis

{2) Assumes noncash portion equals 29% of total DSH.

NOTE: Althcugh the "MOE" line was calculated by the CBO, the "DSH' and "MOE Minus DSH" lines were not calculated by CBO.

Thus, CBO may have a dilferent estimate of the non-cash portion of DSH inciuded in the MOE and produce a different estimate of the MOE minus DSH
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Mitchell Bill

Will Lowenr
Health Care Costs

92,510.80
| 82,400
82/400.00 -
ﬂaud.nu.
£2,200.00 -
82,100,004
1867 Premium* 1887 Pramium*

CURRENT LAW MITCHELL*

" "Basped an average cogts for an indlvidual In a small business with 10
workars, :

**Savings result fram reducing costs of uncompensated eare, and
raduoing administrative 8nd overhsad eoste.
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INTRODUCTION

o Universal coverage must be a goal of any reform effort. Not only is
universal coverage a humane objective, it is also necessary if we are to
control spiralling health care costs and treat fairly those employers
who now provide health care coverage

0 Some have suggested that we can achieve universal coverage without a.
mandate on employers or individuals.

o Today I'd like to chscuss the issue of mandates in health care reform,
-and why I think a mandate makes sense as the way to achieve
universal health care coverage.

o . The non-partisan Congrcssxonal Budget Office concluded that
universal coverage would not occur under a voluntary health care
system. State experience confirms that voluntary systems would leave
many Americans without health care insurance.

0 A mandatory health care system, on the other hand, would lead to
universal coverage in CBO’s estimation. State experlencc
corroborates this conclusion. :

o  And despite claims to the contrary, studies and state experience show
that an employer mandate would not have a large net impact on jobs.
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CURRENT VOLUNTARY SYSTEM' IS NOT WORKING

An increasing number of Americans are losing health insurance in
today’s voluntary market. In 1992, 39 million Americans were without
insurance, up from 34 million in 1989. By 2004, CBO estimates that
44 million Americans will lack insurance. Among the nonelderly:

o - Most individuals with private insurance -- 63 percent -- receive
coverage through an employer, while only 9 percent purchase
private insurance through other means.

0 Most of the uninsured -- 84 percent -- are either workers or
dependents of workers. -

o The number of Americans with employer coverage dropped by 3.
million from 1989 to 1992.

@003
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WHY WE NEED UNIVERSAL COVERAGE

Universal coverage is essential if all Americans are to receive
adequate health care. Studies show that the uninsured do not receive
timely or appropriate care. And when they finally do seek care, their

‘problems tend to be worse and more expensive to treat.

0 For example, the uninsured are twice as likely as the privately
insured to be hospitalized for diabetes, hypertension, and other
conditions which could be treated in a doctor’s office..

o And 71 percent of the uninsured report that they postponed
secking care which they felt they needed because they could not
afford it, compared to 21 percent of the privately insured.

Universal coverage is also critical to controlling health care costs. In
its analysis of Congressman Cooper’s bill, CBO stated that one of the
key features of any market-based mechanism to control health care
costs is universal health insurance coverage that eliminates cost shifts
from the uninsured to the insured.

o A 1991 ILewin study estimates that one-third of employers’
current premium costs result from various forms of cost shifting,
the largest part due to working spouses whose employers
contribute nothing today. HSA would eliminate most of this
cost shifting and sxgmflcantly lower per worker costs for those
employers who offer insurance today.

Furthermore, health policy e}iperts warn that health insurance market

- reforms without a mandate could actually increase the number of

uninsured as health insurance costs rise for low risk firms and
individuals, causing them to drop out of the system, further raising
premiums for those in the system, causing more low risk furms and

_ individuals to drop coverage, and SO on.



 05/13/94

14:57 @ doos

" EVIDENCE ON VOLUNTARY SYSTEMS

Some have suggested that we can achieve universal health care
coverage by introducing insurance market reforms and subsidies into
the current voluntary system. But both CBO analyses and state
experience demonstrate that such voluntary systems will not result in
universal coverage. :

CBO Analysis of Managed Competition Model:

O

In its recent analysis of the Cooper bill, CBO concludes that a
voluntary system of health insurance coverage which includes
insurance market reforms and large subsidies for lower income
households will not solve the problem of the uninsured. Even ten
years after enactment CBO predicts 26 million Americans (or 9.
percent of the population) would remain uninsured under Cooper.

And the Cooper plan’s partial solution -- which reduces the number of
uninsured by just 40 percent -- is achieved only -at a very large federal
cost. Assuming a benefit package comparable to HSA’s, subsidy costs
in the Cooper plan exceed savings by $300 billion from 1996 to 2004.

While providing health insurance to 91 percent of all Americans
moves closer to universal coverage, it still leaves out 26 million
Americans, and continues the massive cost shifting that occurs in the
current system.

State Fxperience:

0

State experience bears out CBO’s conclusion that a voluntary system
will not achieve universal coverage.

Several states have unsuccessfully tried to expand health care coverage

- by providing financial inducements to voluntarily purchase insurance.

o For example, the Robert Wood Johnson Foundation ran
demonstration projects in ten states designed to make health
insurance more affordable and available to uninsured small
businesses and individuals. Strategies included increased cost
sharing, premium subsidies -- up to 50 percent in some cases --
for small firms and limiting pre-existing condition exclusions.
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o  But these projects had modest impact: Tampa had the best
results, and even there only 17 percent of non-insuring firms
under 25 enrolled in the project.

Critics cite reasons for these dismal results: area businesses were
uninformed, the projects were too limited, and they took place in an
unreformed insurance market. :

o Yet Flonda s universal coverage initiative suggests that even a
well-publicized state-wide system which includes voluntary
alliances and market reform will not lead to universal coverage.

0 In testimony before the Finance Commxttee earlier this year,
Governor Chiles indicated that Florida’s voluntary market-based
system will fall far short of its universal coverage goal, insuring
only about 50 percent of the currently uninsured, and still leave
10 to 12 percent of all Floridians uninsured after reform.
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MAN DATORY SYSTEMS ACHIEVE UNIVERSAL COVERAGE

While a voluntary health insurance system would leave millions of
Americans uninsured, a system which requires health insurance
coverage would result in universal coverage.

In its analysis of the President’s health care bill, CBO concludes that
the HSA’s employer/individual health insurance mandatc would result
in universal coverage. :

Hawaii’s expericnce with a mandatory health insurance system
supports CBO’s conclusion that a mandatory system would achleve far
greater coverage than a voluntary system would. ‘

o In 1992, only 6 percent of Hawaii’s population was uninsured,
the lowest rate of any state in the nation, compared to 15
- percent nationwide. Coverage is not universal in Hawaii
because the state’s mandate excludes some groups, such as part-
time workers, the unemployed and dependents of workers.
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ECONOMIC IMPLICATIONS OF AN EMPLOYER MANDATE

Despite claims by some that an employer mandate would destroy jobs,
economists agree that an employer mandate with large subsidies for
small business as included in the HSA will not have a large net impact
on jobs. In fact, employers in general would be financially better off
under the HSA’s employer mandate, since HSA’s lower health care
costs and generous employer subsidies reduce businesses’ costs. In -
2004 alone, CBO estimates that businesses’ health costs would drop by

- $90 billion.

According to CBO, HSA’s net effect on jobs would be minimal, and
“would probably have only a small effect on low-wage employment."
Researchers at the Employee Benefit Research Institute, Lewin-VHI,
the Economic Policy Institute, the Rand Corporation, and the Council
of Economic Advisors agrcc that the HSA’s effect on employment
would be minimal.

While some economists‘ suggest there may be fewer jobs in the retail
and food service industries under HSA, they also suggest that any
losses in those areas should be offset with gains elsewhere, including
in manufacturing and health services.

And although many economists agree that the greatest effect of an
employer mandate could be on workers at or near the minimum wage,
recent studies even call into question that effect.

0 A Princeton study found that when California raised its
minimum wage by 27 percent in 1988, no job loss among low
wage workers occurred, and overall employment in the retail
trades was unaffected. Similarly, a Harvard-Princeton study
found no negative cmpk::yment effects in the Texas fast-food
industry when the federal minimum wage rose by 27 percent
between 1990 and 1991.

o) HSA, which would increase costs for the smallest minimum
wage firms by no more than 15 cents an hour, should have a
similarly small net impact on low wage firms. No firms receiving
subsidies under HSA would pay more than 34 cents more an
hour for minimum wage workers. In comparison, the last
minimum wage increase was $0.90 an hour.
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Actual experience at the state level supports these conclusions. While
Hawaii has had an employer mandate in place since 1975, its economy
performs better than the national average on several fronts.

o Since Hawaii instituted an employer mandate, its unemployment
rate has dropped relative to the national average, and private
non-farm employment has increased almost twice as fast as in
the United States as a whole.

0 Hawaii’s rate of business failure has been consistently lower
than the national average. And Hawaii’s small businesses have
one of the lowest bankruptcy rates in the nation, and one of the

- highest rates of business startups.
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INDIVIDUAL VS. EMPLOYER MANDATE

Up until this point, I have limited my discussion of mandates to
employer mandates. At this time I'd like to discuss how an employer

~mandate compares with an individual mandate.

The HSA, of course, requires both employers and individuals to
contribute to the cost of health insurance. Before subsidies,
employers pay 80 percent of the average per worker premium, families

pay no more than 20 percent of the average premium. Placing the

bulk of the rcspons1b1hty on employers makcs sense for several
reasons: :

0 It builds upon the current system, in which over 90 percent of
private insurance is purchased through the workplace w1th an
employer contnbutlon

o} 84 percent of the uninsured are workers and their families, so it

makes sense to cover them through an employer-based system.

"Moreover, poll after poll shows that the American people believe that

employers should contribute to their workers’ health care costs:

o  An Apiril poll found that 66 percent of Americans favor an
~ employer mandate. In contrast, by a 69 percent to 26 percent
margin, voters say the President should veto legislation that
covers everyone but requires employees to purchase insurance
without help from. their employers. |

0 A Februafy ABC/Washington Post poil found 73 percent of
Americans favor federal law requmng all employers to provide
health i 1nsurance .

o A Febmary CBS poll found that Americans favor an employer-
based system over an individual requirement 53 percent to 27
| perccnt

The alternative to an employer mandate is an individual mandate
which absolves businesses of any responsibility to provide health care
insurance to their workers. Yet an individual mandate raises several

“concerns:
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To make health care affordable to low and moderate income

" individuals, an individual mandate would require substantial

federal subsidies. Depending on how generous they are, these
subsidies could increase federal costs relative to HSA.

An individual mandate may reinforce the recent trend of
employers dropping coverage. Businesses currently providing
coverage may drop it under an individual mandate -- particularly
if federal subsidies provide a safety net for their workers.
Polling data indicate that this is exactly the outcome the public
fears in the absence of an employer mandate.

Some economists believe that even if employers do drop
coverage, workers would be no worse off because employers
would increase their wages to reflect any cut in health benefits.

- However, even if employers did passback wages to their

employees, there is no guarantee that it would occur
instantaneously, nor that it would be evenly distributed
among workers. |

-~ I know I would have trouble convincing my constituents
that they needn’t worry about losing their health care
benefits because some economists assure me that their
bosses will make it up to them with salary increases.

Ao11
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CONCLUSION

o  Despite huge and growing expenditures on health care, more and
more Americans are without health insurance. :

o If we are ever to control splrallmg health care costs we must assure
- that all Americans are in the -health care system.

o The only way to assure health care coverage for all Americans is to
mandate coverage. Let me remind you again, CBO estimates that the
HSA would result in health care coverage for all Americans,
compared to the 26 million left uninsured under a hlghly subsidized
voluntary system with managed competition.

0 State experiences confirm that voluntary systems would leave many
more Americans without health care insurance than would a
mandatory system.

0 State experience and economic analysis also demonstrate that an
* employer mandate would not significantly decrease net jobs, and
instead would enhance _]Ob opportunities for some.

0 An HSA-like employer mandate builds on our current health care
system and is favored by the American public. An individual mandate
is much less popular with the public, and could be more expensive.
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' ' Wnited States Senate |

Office of the Majority Leader
Washington, BEL 20510-7010

FOR IMMEDIATE RELEASE ) CONTACT: Diane Dewhirst
Friday, August 19, 1994 202/224-2939

STATEMENT OF SENATE MAJORITY LEADER GEORGE J. MITCHELL
REGARDING HEALTH CARE REFORM PROPOSAL

Upon introduction of my health care bill on August 2, I said
that I welcomed constructive suggestions and alternatives to my
proposal. Since that time a number of Senators have conveyed to
me their recommendations for how my bill could be improved. I
have taken all suggestions seriously and have given them careful
thought. '

Today I received the recommendations of a bipartisan group
led by Senators Chafee and Breaux. I am in the process of
carefully considering their recommendations. I hope to respond
early next week. I believe there are a number of areas on which
we will agree and others that may need to be resolved by the full
Senate. ‘ ' :

As I review these recommendations, I will consult with other
colleagues. I hope the result of all of our efforts will enable
the Senate to reach agreement on a bill that will give all
Americans the health care security they deserve.

, - 30 -
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Policy

Key policy elements of the President‘s plan can be summarized as
follows:

the plan provides universal coverage for all American
citizens and permanent residents through regional health
alliances;

a uniform comprehensive benefits package will be provided by
health plans through alliances;

employees of firms with 5,000 or fewer employees will obtain
coverage through health alliance; employees of firms with
more than 5,000 will obtain coverage through the firm’s
corporate alliance or, at the firm’s option, through health
alliance;

corporate alliances must follow many of the same rules as
health alliances; they will have flexibility on other
lssues;

Medicare, and Department of Defense (CHAMPUS) systems will
remain separate for the short-term; they may be integrated
into the larger system after a number of years;

Veterans and Indian health systems will operate like health
plans; Veterans and Indians will have a choice of enrolling
with their own systems or with health plans open to the
public;

all federal, state, and local government employees will be
part of health alliances (irrespective of size of employer);

employers will pay B0% of the average premium in the
alliance where employee lives; the employee will pay the
difference between the employer’s share and the premium for
the plan chosen by the employee;

services in the comprehensive benefit package will include
most services currently provided by major insurers and HMOs
and most BC/BS organizations;

states will be required to establish health alliances which
muet conform to minimum federal guidelines regarding size,
borders, premium rating, etc.; only one health alliance per
region

alliances must make sure premium increases meet federally
set budgets, but states will be responsible for overruns in
the long-term;

health alliances will negotiate with health plans to provide
benefit package; will the ability to refuse to contract
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because of price, quality, discrimination, etc.; and

there will be additional funds and programs to improve
public health infrastructure, gradually change delivery
systems, reduce administrative costs, and reform the
malpractice system.

While many issues have been resolved, there are a number of
unresolved issues:

the financing mechanism, i.e., the mechanism by which

employers and individuals will pay premiums, has not been
finalized;

other key, unsettled financial issues include: (1) the
amount and mechanism for subsidies for unemployed
individuals, low-income individuals, and low-wage businesses
and (2) the tax treatment of health benefits.

Medicaid recipients will be integrated intoc the system;

there are several options under consideration to determine
how such integration will occur.



