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- INTRODUCTION

The Congressional Budget Offles (CBO) and the Joint Committse on Taxatlon
(JCT) have prepared this muminaty enalysis of the Health Security Act, as
ordered rcportad by the Senam Commires on Financs on July 2, 1994. The
analyils is based on the description of the Chairman’s mark of June 28, the errata
sheet of June 29, the amendments adopled during the Committes's markup, and
information provided by the Commitie’s staff. Although CBO and ICT have
‘worked closely with the stafT of the Committee, the estmate does not reflect
detailed specifications for ell provisions or final Iegislatlve language and must
therefore be regarded as ;:mh:mnary. .

The flrst part of the analysis is a review of the financlal uapact of the
proposal. The financlal analysis includes estimates of the proposal’s effects on the
federal budget, the budgets of state and local governments, health insuranice
coverage, and national health axpendimres. The analysis also includex a
description of the major assumptions that CBO has made affecting the estimate,

The second part of the!analysis comprises 2 brief assessment of con-
siderations arizing from the proposel’s design that could affect its implementation.
The issues examined in this discussion are gimilar to those considered in Chapters
4 and § of CBO's enalyses of the Administration’a health proposal and the
Managed Competition Act.

FINANCIAL IMPACT OF THE PROFOSAL

The Health Security Act, as ordered reported by the Senste Committes on Finance,
aims to Incresse health insuranco’coverage by reforming the market for health
insurance and by subsidizing its purchase, In the Congressional Budget Office’s
estimation, the proposal would add about 20 million people to the insuranca rolls,
and the number of uninsured would drop ta 8 percent of the population. Initially,
the proposal would 2dd to netional health expenditures, but by 2004 national
health expenditures would be lightly below the baseline. Over the period from
1895 to 2004, the proposal would slightly rednce the federal budget deficit, and
it would ulmnmly reducs stats and local government spcndmg as well,

: The estimated effects of the pmpo:al are displayed in the four 1ables at the

end of this document. Table 1 shows the effect on federal outlays, revenues, and
the deficit. Table 2 shows the effects on the budgets of state and Incal
governments. Tables 3 end 4 provide projections of health insurance coverage and
national health expenditures, respectively, )

Like the estimates of other pﬁposals for compiehenswc reform--such s the
single-payer plan, the Administration’s proposal, the Managed Competition Act,
and the bill reported by the Comrmﬁsa on Ways and Means—-CBO's estimates of
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the effects of this proposal are unavoidably uncertain. Nonetheless, the estimates
provide useful comparauvo information on the relative costs and savings of the
~ different proposals. In esnmaung the Finance Committea's proposal, CBO and
JCT have made the following major assumptions about its provisions.!

Heal its and

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

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

The proposa! adopts the four basic types of health insurance units included
in the Administration’s proposal--single adult, married couple, onc-parent family,
and two-parent family. In general, workers in firms with fewer than 100
employees (and their dependents) and people in families with no connection to the
labor force would purchase health insurance in 2 community-rated market. Firms
emiploying 100 or more workers would be experience.rated. The estimated
average premiums in 1994 for the standard benefit package for the four types of
policies are as follows

Community- Experience-
Single Adult ; $2,330 $2,065
Married Couple $4,660 $4,130 -
One-Parent Family - $4,54 $4,027

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

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

L . For descripions of CBO's catimatng methodology, sx Congrovsional Budger Office, A Analysts of the
Adninistration's Health Propasal (February 1994), and An Anclysls of the Managed Compasition Act (April 1954).
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Subgjdies _

Ths proposal would establish a system of premium subsidies: for low-income
people to encourage the purchase of health ingurance. Families with income
below 100 percent of ths poverty level would be eligible for full subsldies, and
thoss with Income between 100 percent and 200 percent of poverty would be
eligible for partial subsidies. The partial subsidies would be phased in between
1997 and 2000 by gradvally increasing’ ‘the income cligibility level. In addition,

children and pregnant women with income up to 240 peroent of the poverty level
would ba sligible for spacial subsidies. :

In determining eligibility for premivm subsidies, a family's income would be

- . compared: with the feders] poverty threshold for that family's size, except that the

threshold would be the same for families with four or mare membars. The

" estimate asmimes that this Iimitation would apply for computing both regular

subsidies and the epecial subsidies for children and pregnant women.

The maximum amount of the subsidy. would be based on family income
relative to the poverty level and on the weighted everage premium for communitys
rated heelth plens in the area. The estimate assumes that a family’s subsidy could
not éxceed the amount it pald for coverags in a qualified health plan. Therefore,
if an employer paid a portion of the premium, the subsidy conld at most equal the

- family’s portion of the premium. The estimate also sssumes that, excapt [n 1997,
the same formula would be used in each year to compute the amount of the
subsidy, but that during the phase-in period no subsidies would be available to
people sbove the applicable cligibility level.

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

Famlllcx. children, and pmgnant women with income below the poverty
thrashold would also be eligible for reduced cost sharing, a8 determined by the
National Health Bencfits Board, The estimate sssumes that the board would
require nominel cost-sharing payments. Health insurance plans would be required
to absorb the cost of this reduced cost sharing. In addition, states would have the
option of providing sibsidies for cost gharing for people with income betweea 100
percent and 200 percent of the poverty level. Ths federal government would pay
up (o $2 billion a year to assist ths stateg in providing thess optional cost-sharing
subsidies, and states would hava to pay the rest of the cost.
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The system of subsidies would be administered by the states. States would

"have the option of providing subsidies to eligible people beginning in 1996 and

would- be requiréd to provide subsidies starting in 1997, Becsuse of the
difficulties involved In setting up the necessary administrative apparatug, the
estimats sssumes that states would not begin paying subsidies until 1997,

Medicald and Medi

Medicaid beneficiaries not recelving Supplemental Security Income wonld be
integrated into the gencral program of health care reform and would be eligible

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

would continue to provide these beneficiarics with 8 wreparound bencfit covering.
cortain bealth care services not included in the standard benefit packege. Statex
would be relieved of their portion of Medicaid costs for these bencficiaries but
would be raquired to meke maintenence-of-effort payments o the federal
government, The estimate assumes that these maintenanco-of-¢ffort paymeants
would cqual the appropriate portion of the states' Medicald spending in 1994,
increased in subsequent years by the rate of growth of nstional heelth expenditures
plus an adjustment factor.. The adjustment factor would equal 1 percentage paint
throtigh 1997 and would be gradually reduced to zero by 2002,

The proposal would gradually phess out federal Medicaid payments to
disproportionste share hospitals (DSHg)., The estimate assumes that DSH
payments would be limited to 10 pereent of madical assistance payments in 1997,
8 percent in 1998, 6 percant in 1999, and 4 percent in 2000, In 2001, DSH
peyments would be repealed and would be replaced by 2 progrem to make
payments to vulnerable hospltals. ‘That program would have an annual
appropriation of $2.5 billion. :

. Among. the proposed changes In Medicars ig 2 revision in the method of
reimbursing Medicars risk contractors, The estimate assumes that this pravision

‘{5 intended to even out reimbursement rates wuhout adding to total costs.

Revenves
The Commities’s amendment that added the special subsidies for children sad
pregnant women also provided that the cost of theze subsides would be covered
by proportional increasea in ali of the revenue-raising meesures in the proposal,

as needed to keep the proposal from adding to the deficdt. The estimats includes
additional revenucs of $13.6 billion over the 19962001 period as & result of this

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

Unforeseen circumstances—such 24 & major recestion, en acneletahan in the
growth of health eare costs, or & more rapld increase in the number of Medicare
or Medicaid beneﬂciarles--could create & shortfall in funding and trigger the fail-
sefo mechanism. Although the proposal would give the Administration some
- flexibility in offsetting any unfinanced heelth spending, the bulk of any savings

would have to come from limiting eligibility for subsidies. As a result,
application of the fail-safe mechenism could make prcwously eligible people
"ineligible for subsxdxcs and would reduce the extent of health insurance coverage.

OTHER CONSIDERATIONS

Like other fundamental reform proposals, the plan reported by the Senaté Com-
mittee on Finance would require meny changes in the current system of health
insurance. For the proposed system to function effectively, new data would have
to be collected, new procedures and sdjustment mechanisms developcd, and new
institutions and administrative capabilities created. In preparing the quantitative
estimates presented in this assessment, the Congressional Budget Office has
assumed not only that all those things could be done but also that they could be

accomplished in the time frame laid out in the proposal.

. In CBO’s judgment, however, there cxists a significant chance that the
substantial changes required by this proposal~and by other systemic reform
ptoposa!s—-could not be echisved as assumed. The following discussion sum-
marizes the mejor areas of possible difficulty as well as some other possible
consequences of the pmposnl

dius
The proposal, like most others, ‘agsumes that en effective system could be designed
and implemented to adjust health plans’ premiums for the actuarial risk of their

enrollees. In fact, the feasibility of developing and successfully implementing such
2 mechanism in the foreseeable future is highly uncertain, Inadequate risk-
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adjustment zechﬁques wéuld have edverss conssquencss for both the community-
rated and the experience-rated bealth insurance markets.

The primary purpase of the rishadjustmnt system in the community-rated
market would be to rediswibute premium paymsnts among bealth plans,
mpcnsaﬂng them for differences in risk. Without effoctiva tisk adjustment, the
profitability of healih plans in those markets wonld be partly dstermined by the
plans’ skill in attracting relstively healthy paople. Since high-cost plans would bs
_subject to & premium tax under this proposel, an effective risk edjustment would
also be important to ensure that health plans were got taxed bacanse their
enrollees presented a higher mk.

. "While there would be no risk-adjustment paymem {n the cxperience-ramd
market, each plan thar was not self-insursd would have to have a Hisk-adjustment
factor in order ta detérmine whsther it was ligble for the tax on high-cost plans, .
Developlng such factars would be extracrdinarily difficult because the agency
responsible for doing that would bave to collert and analyze gigalficant amounts
. of information from the many health plang, some of which would be very gmall,
that made up the experience-rated market.

' Responsibi

Virtually 21 proposals to, restructure the health cars system incorporate major
additional- adminisgative, monitering, and ovezsight functions that some new or
cxisting egoncies or organizations:would have to undertake, A key question with
any proposel i3 whether the designated organizations would have the eppropriate
capabilities &nd resources to perform their roles, In the Scnate Finance Com.
mittee’s proposal, states would bear the brunt of many of the respansibilities for
implementation, and it is uncertain whether~and, if so, how soons=some states
would bo ready 1o assume them.

~ 'The states* pnmary msponsibxhtics nnder the propcsal would fall Into four
broad arces: :

0  determining eligihﬂity for the new aubmdxes and the conmmling
Medicaid program; ‘

o  administering the subsidy and Medicald programs;

o esta‘blishmg ths mhstructurc for the effective funcmnmg of health.
 ecsre markets; and : _

o  regulating and mumtarlng the heelth insurance mdumy

E:
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i id. The task of establighing and
monitoring ellgibility for subsidies would be an enormous ons for states, even
_withqut the ccﬂ:phcatim resulting from the dual structure that would subsidizs
premiums usmg two sets of nules (discusged in more detail below). According to
- CBO's estimates, in the year 2000, about 30 millicn families and =ingle
individuals would be receiving subsidies for bealth insurance preminms a¢ any
time, The actual number of applications wpuld be much greater thaa that because
of changes in employment, family status, or geographic location during the yeer.
In addition, because Medicaid would bo required to provide wraparound bensfits,
statas would have 1o continue to opetste their Medicaid eligibility systems using
income criteria for famniliss with more than four members that wers different from
the erileria used by the premium subsidy program.

States would also bear the responsibility for the required end-of-year
teconciliation process in which the incoms of § subsidized famlly wae checked to
ensure that the ﬂumly received the approprists premium gubsidy. Reconcilistion
would be & major undertaking since, a!thnugh federal Income tax information
could be uted, many of the familles receiving subsidles would not be tex filers.
Morcover, the process would require extensive interstate cooperation in arder to
track people who moved from one stats to another dusing the year.

ng the Subsid icpi . The sates would have other
major administmtva responsibilities for the subsidy and Medicald programs. In
particular, they would make subsidy paymeats to heslth plans snd engape in
outreach efforts to cncourags emroliment of the low-income pepulation. Health
plans would be required to have an open-cn:ollmcnt period of 90 days during the
first year and only 30 deys in all subsequent years. Establishing effectiye outreach
‘programs would therefors bs essential to easurs that low-incoms peopls earolied
in health plans during the open-enrollment window.

The optional programs in which states could participate would also have
major administrative components, ' States electing to subsidize cost sharing for
peoplé with jncoms bstween 100 percent and 200 percent of the poverty level
would be responsible for admisistering those subsidies, Similarly, states would

"have to administer the complex system of subsidies incorporated in the proposal
if they chass to expand home- and community-based services for the disabled.
States could also choose to enrcll beneficlarias of the. Supplementsl Securlty
Income program in health plans, in which case they would have to negotiste
separate premiums. , . ,

’ Mam Statna would be mquired lodcsxgnam the gccg:aphic houndanea for thc
community-rating arcas as well as the service ercas for implementing the
provisions regurding essential community providers. Ths lability for the tax on

7


http:andMedics.id
http:m&ulti.ng

high-cost community-rated and axpenance—rmd plans wonld ba caleulated
separately for each community-rating area. In addition, states would have to
$ponsor o establish purchasing cooperatives to serve thoze comupunity-rating areas
in which nona were established voluntarily.

States wwld also have ongoing responsibilities for ensuring that health care
~ markets functioned effectively. Those sezponsibilities would include establishing
- the system for adjusting premiums for risk, operating reinsurance pools until the

risk-gdjustment system was opersting effectively, and redistributing losges

- resulting from the requirement that plans sbsorbh the cost-shmng expenses for

people with Income below the povarty threshold.

Providing consumsrs with the necessary information to make informed
eholces among health plans would be another fiinction of the states. States would
. be required 15 produce apnual, standardizad information comparing the perfor-
mance of health plans in each community.rating ares; they would &lso distribute
thet information, cducste and provide outreach to consumers, and respond to
complaints from consumers. To do all that effectively would require that states
sstablish extensive systems for reporting and aaalymg datn and qualitative
information,  They would 8120 be responsible for ensuring that health plans met
fcdcral standards for data rcpordng ‘

H a1 fustry. The mpensxbihues for
ccmfying msured heahh plsns. salf-msurcd plm: that operated in one state only,
ang insurgnce plans for Jong-term cars would ell fall on the states. So too would
the task of enforcing the new health insurance standards. Consequently, ths duties
of state insurarice departments would grow considerably. Not only would they be
responsible for many more health plens than they oversee today, but the sctivitles
they would have to monitor would be much more exicnsive. Statcs would be
encouraged to use private accreditation ofganjzations to assist them with these

States would, moreover, be required to act in the event that health plans did
not meet fedoral standerds. For example, ey might have to operate failed of
noncomplient health plans for a transitional period 10 ensurs contnued access for
the plans' enrolless, develop comrsclive programs, or design other opticns.

States wonld have to develop and implement programs to recover payment
from automobile lnsurers for medical services resulting from sutomoblle accidants,
These programs would be required to have electronic date bases and include
mechanisms for resolving Habllity jssues or disputes rapidly.
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At present, state insurance departments vary widely in their capabilities, It
seems doubtful, therefore, that all of them would be ready for such an expanded
role by 1997. o

Tha Duysl System of Subsidies

The proposal includes two subsidy schedules--one for low-income families and the

other for low-income children and pregnant women. The two subsidy schemes

~ would have 0 be integrated because children and pregnant women are a part of
families; but integrating them in a sensible and 2dministrable fashion would be

- extremely difficult. Az now.structured, the dunal sysiem of subsidies would create
a confusing array of options from which low-income families would have to
choose, would greatly complicate state administration of the already burdensome
processes for dctcrrmmng cligibility and reconciling subsidies ar year-end, and
could result in real or perceived inequities in the treatment of low-income
families,

In making its estimates, CBO assumed that no farmly could pam:xpnte in
both subsidy schemes st the same time but that families could choose whichever
scheme gave them the larger subsidy, Permitting families to participste in both
programs concurrently—for example, by obtaining special subsidies for the children
individually as well as regular subsidies {or single or dusal policies for ths parents
=-conld cause the estimated cost of the subsidies to be somewhat higher than that
shown in Table 1.

As is the cage under other proposels that limit participation in the community-
- rated market to emall firms dnd nonworkers, some moderate-sized firms—those
with 100 1o 300 or 400 employees--might face relatively high costs for coverage
under the Senate Finance Committee’s proposal. Just as they do under the current
system, such firms would have to either self-lnsure or offer coverage through the
experience-rated market, Moreover, they would bs required to provide their

~ employees with a choice of three plans, including & fee-for-servics plan. Thus,

the enrollment in some of those plans could be extremely smell, especially since

some employees in families with two workers could obtain their coverage
clsewhere,

Small enrollments would, in tum, result in high administrative costs.
Furthermore, because the firm's premiums would be experience-rated, a single
employee with a costly medical problem could ralse the firm's premiums
significantly. Soms plans could end up with ever-increasing premiums and
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shrin&ing enrollment as people who could obtain chenper coverage through their
spouse's employer left the plan, reising its premiums forther, At 8 minimum,
employees would no longer have & realistio chojcs of three plans, and in extreme

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

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

but in fact they might have to contribute to the costs of their covarage if the

pretoiums for all thres plans were above the average for the community-rated
market, which determines the maximum possible subsidy.

Jax on High-Cost Health Plans

The proposed tax on high-cest health plans would be diffioult to implement It
would, moreover, result in different effective tax rates on excess premiums of the
health plans offered by differsat insurers or sponsors. Thase differences might be
viewed as srhitrary because they would vary tignificantly within and among
community-rating areas.

The tax would be imposed et a 25 percant rats on the amount by which hizh-
cost premiums cxcseded a target premlum set for each community-rating area.
Verious adjustments would be made to ptemiums to determing which plans wonld
be classified ag having high costs. Those adjustments would be difficult to maks,
Morcover, soma of the necessary adjustments--such as those for differences in risk
- and the cost of living among geographic arcas~would require data and metho-
dologies that do not now exist.

The effective tax rats on excess premivms would generally be much higher
than the statutory rals of 25 percent for two reasons. First, unlike most other
excize taxes, this one would not be & deductible expense for health plans and self-
insuted employers; in effect, the tax would be paid from after-tax, rather than
bafore-tax, profits, Second, if insurérs that sxpected o be subject to the tex
{ncresged their premiums to reflect the additional tax lisbility, both their excise tax
and income tax lishilitles would also rise. As a result, the effective tax raie on
excess health insurance premiums would not be 25 percent but 62.5 pexcent for
most plans offered by taxable insurers and 33 percant for nontaxable (nonprofit)
insurers. Self-insured amployers who reduced other compensation to offset their
higher cxpensea for health beneflts would face an effective tax rate of 38.5 percent
{f they were taxable corposations md 25 percent if thsy vvere nontaxable spaasm
of a health plan,

Although ths tax would provide incentives for ingurers to offor lower-cost

plans, how insurers would actually respond is unclear. Because the calculaton of
the &x ‘would be based on the combined cost of standard and supplemeatal
policies, insurers might, for example, try to discourage enrollces from purchasing

10


http:rubsldlz.ed
http:pn:miu.ms

- supplements by raising those premiums considecably. Altemnatively, they might

not offer supplemental policies at all. A more fundamental problem for insurers
is that they would not know ths target premium--and, hence, their poteatial tax
Hability--at the time they established their preminms becaquse those targets would
be anncunced S0 days after the ¢nd of esch open-enrcllment period. That
unsertainty would tend to increase the marging berweea insurance premiums and
expected payouts as insurers attemptad to protect temselves from the poaslbmty

that their plan would be considered a high-cost plan and thus subject to the tx

nemwghthzmnsxdnnémnquimbhforavmmdfm In some
community-rating areas, a small mamber of health plans—perhaps two or three-»
might dominate the market. Using ths criterion that high-cast plang covered 40

.. percent of the primary insured population in an area could pecessitate highly

arbitrary decisions in the face of such indivisibilltiss. (For cxample, the highest-
priced plen might cover 20 percent of the primary insured population whils the

top two plang covared 60 parcent) In the experience-mated marknt—if accurate -

sisk-adjustment fagtors cannot be developed--small plans with Vide abilicy o
control their premiums might well be the ones subject to the tax. Finally, plans
- in some arcas of the country with low paymeuts to providers and pamsimonious

. practice patterns might be subject (o the tax even though they were far less costly
(even after the mqmmd sdjustments) than nontaxed plans in other areas. This
result could occnr in spite of the fact that plans with adjusted premiuma in the
Jowest quartile mtlonwxda would not be subject to the tax.

eallocat ofw on i 's

The proposal would ensouraga a reallocation of ‘wurkers emong ﬁxms nnd. in
dolng so, would increase its budgetary cost. This sorting would occur because the
subsidies could be réduced by up to the amount that employers contributed for .
insurance; therefore, a worker employed by 2 firm that paid for health inswrance
would receive 8 smaller subsidy than 8 worker at 8 firm that did not pay. Some.
low-income warkers could gain thousands of dolters in higher wages by moving
to firms that did ‘not contribute to ‘employes bealth insurance, and & significant
" pumber of them would probably do so. That prosess would occur gradually as
employment expanded in some firms and contracted in others, In the CBO
estimate, this realiocation of lnw-waxc workers among frms acsounts far $12.6
billlon of the cost of the subsidies in 2004.

In addition, some eompams might stcp paying for insurance, but tha offect

of that action on the government's costs would probably not be large, for several = -

reasons. For one thing, the number, of firms that would be likely to stop paying
is limited because, if firms did so, high-wage workers in those firms would lose
- the tax benefits of excluding health insurance from the payroll tax, Moreover, the
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net addidonal subaldy eost 1o the governmans from low-incoms workers in firms
that dropped coverage would be largely offset by higher ax revenucs from the
warkers because, without employer-pald coversge, wages \vould be highar.

Laat raducing subsidles by up to ths amount that employm pay fori msurawe,

would mean that people with aimilar incomes and family clreumstances would not
be troated alike, In particular, workers at firms that paid for insurance would face

largey costs for tb:ir insurence than similarly placed coutapnns at firms that did -

Tt pay.

Like other reform plans with substantial 'mbsidles; the Senatc Flannce Come
mittee’s proposal would discourage certain lowsincome people from working mare

hours or, i some cases, from working at all, becauso subsidies would bo phased

out as family income Increastd  For example, the subsidies for low-ncome
. families would be phazed out as family incoms rose between 100 percent and 200
percent of the poverty threshold, and those for low-income children and pregnant
women would be phased out between 185 percent and 240 percent of poverty, In
. both cases, many weorkers who samgd more money within the phassout range
.would bave to pay more for their own or their children’s health insurance, thereby
. cutting into the increase in their take-home wage. In esscnna, phasing out the
subsidies would Implicldy tax their income from waork,

~ Estimating ths precise magnituds of the implicit mxmtcs requires information B

that is not readily available, but rough caleulations suggest that tha rates could be
substantial. In 2000, for example, the effective marginal levy on labar com-
‘ponsation could increase by as much a3 30 o 45 percentags poinits for workers in
families eligible for low-income subsidies end 20 to 40 percentage points for

workers in families choosing the subsidies for pregnant women and low-incoms -

children. Moreover, those levies would be plled oa top of the explicit end implicit

marginal taxes that such workers lready pay through the Income tax, the payroll -

tax, the phaseout of the eamed income wx credit, and the loss of cligibility for
food stamps. In the end, some low-wage workers would keep as lirtle &3 10 cents
of cvery additional dollar they umad ,

If the employer did nok pay ror insurance, the implicit margiual ratcs from
the phaseout of low-income subsidies would apply to workers whose income was
within the broad range of 100 percent ta 200 percent of the poverty level. But if
the employer pald some of the costs for insurance, these marginal levies would
apply to workers in a much émaller income range. Although this treatment of

employer payments would reduce the size of the working population affected by |
highar inarginal levies, it would create the previously described incendve for:

WOTKers to move to ﬁrms thae did not pay for huurance
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TABLE 1. - PREUMINARY ESTIRATES OF THE FEDERAL BUDGE!’ARY EFFECTS OF THE HEALTH SECURIW ACT
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Table 3. Haalth Insurence cbverlga ,
(By cafsndar ydar, In miliions of peopls)

1997 1se 1989 2000 . 2001 2002 2003 2004

Bassoline
Insured 224 oo8 228 220 230 282 233 234
Unlnsured . 40 49 @ 4 42 A 43 - 4
Tolal 286 288 288 270 772 24 278 278

Lininsured as Parcentaga of Total 16 T 18 18 15 i8 18 - 18 16

Haaith sé:urlty Act a8 Reponed by the Committes an Finance

insured s ) 241 246 248 248 261. 283 255 - 257
Unlnaured . 23 &L 2R 2l & 2 21 2
Total | 284 288 268 270 212 214 218 278
incragse In Insured %: 18 9 20 2 2. 22 2
Uninsured as Percantage of Total o 8. 8. | é 8 8 8 8 &

BOURCE: Congressional Budget Office.




Tabis 4. Projactions of National Haalth Expenditures -

{By celendar your, in tlllions of doliars)

2002
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CHAIRMAN : Py Starr DIRECTOR
T

Anisted States Benate

COMMITTEE ON FINANCE
WASHINGTON, D.C.

May 13, 1594

Dear Harold:

"As the chairman raced to the airport
this afternoon, he asked me to send you
the clips on the President’s trip to New
York. As today’s Newsday editorial makes
clear, the net effect of the trip was to
make it impossible for the Chairman to
support comprehensive health care reform
legislation that does not change the
medicaid formula.

We didn’t know what the trip was
designed to accomplish, but now we know
what it did accomplish.

Lawrence O’'Donnell, Jr.

Mr. Harold Ickes

Assistant to the President &
Deputy Chief of Staff

The White House

1600 Pennsylvania Ave., NW
Washington, DC 20500
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Thanks But. .

Clinton admits Medzcazd fundzng is unfair to New Ybrk he mustn’t wait to correct it.

In addition to the traflic jams that always
accompany his visits to the Big Apple,
President -Bill Clinton brought something
more positive when he visited New York
City on Monday: an admission that the fed-

eral-Medicaid formula discriminates against

New York State and ought to be changed.
‘To call it a frank admission might be
stretching it a bit. What Clinton said was that
“states like New York with high per-capita
incomes but huge numbers of poor people are
not treated quite fairly under a formula that

only deals with per-capita income.” And while
he conceded there was “no question that the
formula should be changed,” the president
clearly doesn’t want this change to be part of
his already bulky health-care package.

He'd rather appoint a commission to study
the whole issue until 1995. He mustn’t be al-
lowed to get away with this. New Yorkisin an
excellent position right now to improve the
Medicaid formula, and its position will almost
certainly be weaker next year.

The state’s two top Democrats have a pow-
erful interest in making sure the formula is
dealt with in the health-care reform process.
Gov. Mario Cuomo is running for a fourth
term, and a bigger helping of Medicaid fund-
ing from Washington would play very well in
the state’s voting booths. And Sen. Daniel
Patrick Moynihan, as chairman of the Fi-
nance Committee, has great leverage be-
cause health-care reform must pass through
his bailiwick on its way to the statute books.

In New York and other relatively prosper-
ous states, Washington currently covers only

-50 percent of Medicaid costs; in others the

federal share runs as high as 83 percent. This
is partly because New York is more generous
with Medicaid benefits than Mississippi-— but
then living costs in Babylon or the Bronx are
considerably higher than they are in Biloxi.
Officials here have come up with a Medic-
aid formula that would bring the state as
much as $1.1 billion more a year from Wash-
ington, but getting more favored states to
give up some of their funding won't be easy.
All the more reason for Clinton to reconsider
his opposition to any increase in broad-
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Health Security Act of 1994

Insurance Reforms

Guaranteed Issue: Require insurers to accept all applicants.

Guaranteed Renewal: Prohibit insurers from terminating or failing to renew coverage.

Pre-Existing Conditions: Prohibit insurers and employer plans from imposing any

exclusions for pre-existing conditions.

Modified Community Rating

1. Permit variation for family size, geography, and age {with limits so that the
highest age-adjusted premium for a given family size and geographic area
would be no more than twice the lowest age-adjusted premium).

2. . Require all firms with fewer than 500 employees to purchase community rated
insurance and prohibit self-insuring below this level. '
3. Treat existing Taft-Hartley and rural cooperative plans with 500 or.more

employees, and bona fide multiple employer plans (MEWAs) with 1000 or
. more employees;, as large employers; however, prohibit MEWAs from self-
insuring and limit each such plan to its present size.:

. Risk adjustment and reinsurance mechanisms: The Secretary of HHS would develop

mechanisms for implementation by the States. :
Antitrust Reform: Repeal health insurance immunity from antitrust suits under the
McCarran-Ferguson Act.

Coverage: Employer and individual mandate with special rules for small business

All employers with more than 20 employees would be required to pay 80 percent of

- the average premium for a qualified standard health plan; employees would be required

to pay 20 percent, or less if the employer elects to pay more. (Non-workers and
workers in exempt firms would be responsible for the full cost of the standard plan.)
Small employers (20 employees or fewer) would have the option to be excluded from
the 80 percent mandate; firms exercising the option would pay a payroll assessment of
1 percent if they have 1-10 employees and 2 percent if they have 11-20 employees.
Trigger: The employer mandate would be imposed on small employers
1. -atthe end of 1998 if 97% of all employees (and their dependents) are not

-- receiving employer-provided health insurance or
2. atthe end of the year 2000 if 98.5% of all employees (and their dependents)

are not receiving employer-provided health insurance.

Subsidies: Payable to both individuals and employers (1nc;lud1ng firms with 20 or fewer
workers that voluntarily provide coverage)

Individuals: Family payments for the 20 percent share would be capped at.5 percent
of income up to $30,000. Families with incomes below 150 percent of poverty would
pay less, based on a sliding scale. Workers in exempt firms who are responsible for
paying the full premium would be eligible for income-based subsidies that cap total
payments atSto7 percent of i income up t to_ $3O 000 :

JM‘
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B. Employers: In general, employer contributions would be limited to no more than 12
percent of each worker's wage. For firms with 11-75 employees with average wages
below $24,000, the cap on contributions would be as low as 5.5 percent. For low
wage firms with 10 or fewer employees that elect to pay premiums, premiums would
be capped at one-half the otherwise applicable rate, ranging from 2.8 to 6.0 percent of
each worker's wage. Eligibility for a subsidy would be based on the individual
worker's wage; however, the amount of the subsidy would be based on ﬁrm size and
the average wage of the firm.

C. Independent contractor and S-corporation shareholder anti-abuse provisions would be
included.

Iv. Benefits

C? Mental illness services would have parity with services for other medical conditions.
The Secretary of HHS would develop standards for the appropriate management of
these benefits.
C@ The benefit package would have an actuarial value equwalent to the Blue Cross/Blue
Shield Standard Option under the FEHB progran.. .
C Cost-sharing options described in statute would include co-payments, co-insurance, .
and deductible amounts for services other than clinical preventive services.
D Plans would be required to offer a standardized set of covered services.
E Categories of covered services specified in statute would include: hospital services;
health professional services; emergency and ambulatory medical and surgical services;
4 clinical preventive services; mental illness and substance abuse services; family
y planning and services for pregnant women; hospice care; home health care; extended
[}l bogx care; ambulance services; outpatient laboratory, radiology and diagnostic services;
Y outpatient prescription drugs and biologicals; outpatient rehabilitation; durable medical
equipment, prosthetic and orthotic devices; vision and dental care for children; and
investigational treatments.
F. National Health Benefits Board
1. A National Health Benefits Board would be established in the Department of
HHS to clarify covered services and cost-sharing; define medical necessity and
appropriateness; consult with expert groups for appropriate schedules for
covered services; refine policies regarding coverage of investigational
treatments; and propose modifications to the benefits package that would go
into effect unless voted down by Congress under fast-track procedures.
2. The Board would have 7 members nominated by the President and confirmed
by the Senate. They would serve 6 year, overlapping terms.

Page 2 of 9
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V. Health Insurance Purchasing Cooperatives

A Voluntary Participation: No employer or individual would be required to purchase
through a cooperative. Individuais and employers eligibie to purchase insurance
through a cooperative could elect to purchase insurance at modified community rates
through a broker or insurance company.

B. Eligibility: Firms with fewer than 500 employees (and their employees), self-employed
individuals, and individuals not connected to the workforce, as well as dependents of
those persons, would be eligible to purchase insurance through a cooperative.

C. Competing Cooperatives
1. Cooperanves would be perrmtted to contract selectively with certified heaith

plans. If a cooperative negotiates a price lower than the community rate, that
price becomes the plan's new community rate.
2. Nothing would prevent a cooperative from serving more than one area.
3. Ifacooperative were not established in every area by 1996, the State would be
required to sponsor or establish a cooperative. In such cases, the State would
. only be required to establish or sponsor one cooperative that.could serve all
unserved areas within the State.

D. Federal Employees Health Benefits (FEHB) program: Employers with 2-10

. employees who contributed at least 50% of the cost of health insurance would be
permitted to enroll their employees in a FEHB program at the same premium price
(both employer and employee share) paid by federal employees plus an administrative

fee.
E. Rules for Cooperatives
oL Cooperatives would be required to accept all eligible individuals and employers
within the area. A
2. Individuals not connected to the workforce would enroll based on residence.
3. . Cooperatives could require payroll deductions for employed individuals. -
4. If employees ask their employers to make payroll deductions for a cooperative,

employers would be required to comply.
F. Choice of Health Plans/Cooperatives

1. Enrollees, not employers, would choose a health plan within the cooperative.
Employees of the same employer could choose different health plans.

2. Employers above the community rating threshold would be requxred to provide
employees with a choice of at least three health plans, including a fee-for-
service plan. ~

3. Employees of firms with 20 or fewer employees whose employer contributes at

least 50% of the cost of health insurance could enroll in a cooperative chosen
by the employer. Employees could purchase insurance at modified community
rates elsewhere, but the employer would not be required to make the same
, contribution to insurance costs. ,
4 Employees of firms with 20 or fewer employees whose employers do not
contribute at least 50% to. the cost of health insurance could enroll based on
either residence or worksite.

Page 3 of 9
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Governing Structure

L.

2.

Cooperatives would be nca-profit organizations governed by a board of
directors elected by members of the cooperative.

Insurers would be prohibited from forming a cooperative, but would be
permitted to administer a cooperative.

Duties of Cooperatives

1.

Cooperatives would be required to enter into agreements with health plans,
employers and individuals; collect and forward premiums to health plans;
coordinate with other cooperatives; and provide a complaint process.
Cooperatives would be expressly prohibited from approving or enforcing
provider payment rates; performing any activity relating to premium payment
rates; and bearing insurance risk. '

Cost Containment

Managed competition would help contain costs by encouraging consumers to make
informed health care purchasing decisions based on the price and quality of a
standardized benefit package, by banding consumers into large purchasing pools with
lower administrative costs, and by encouraging providers to form more efficiently
organized delivery systems. :

Premium Targets

1.

Targets for changes in per-cap|ta premiums would be set by law at CPI plus or
minus an adjustment factor that would take into account increases in real per-
capita income, changing demographics and health status indicators, and
changes in medical technology and the use of services.

An independent National Health Cost'Commission would be established to
monitor per-capita premiums. The Commission would have 7 members
nominated by the President and confirmed by the Senate. They would serve 6
year, overlapping terms.

If the Commission determines that the targets have been exceeded, it would
recommend appropriate actions for consideration by the Congress undcr fast-
track procedures.

Federal Deficit Control

1.

2.

OMB would determine annually, through 2004, whether enactment of health
care reform had caused an unprojected increase in the deficit.

Any deficit increase would trigger automatic reductions in subsidies unless
Congress enacts alternative budget reductions (considered by fast-track) or
OMB determines that GDP growth has fallen below 0% for 2 consecutive
quarters.

Malpractice Reforms

1.

Alternative dispute resolution (ADR) procedures would be established by

health plans and malpractice claims could not be brought in court until they had

gone through the plan's procedures.

Contingency fees paid to attorneys would be limited to a sliding-scale schedule.
Awards would be reduced by the amount of any payment for the same injury
from another source.

"~ Page 4 of 9
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4. Payments of over $100,000 could be made on a periodic schedule determined
by the court.

5. . Demonstration projects would be authorized for limiting liability to health
plans rather than physicians. '

6. Demonstration projects would be authorized for adopting medical practice
guidelines as the standard of care in medical liability actions.

7. Federal law would preempt inconsistent State laws except to the extent such .
laws imposed greater restrictions on attorney fees or a person's liability, or
permitted additional defenses to malpractice actions.

8. Federal law would govern actions in State courts and would not establish a

‘ basis for bringing malpractice actions in federal courts. ‘

-E. Administrative Simplification and Paperwork Reduction
‘ 1. Establish a process for setting health information standards for paper and
~ electronic transactions.

2. Create a public/private health information network to facilitate cost effective
administration and practice of health care including automated coordination of
benefits and claims routing.

3. Issue health identification cards using the Social Security number.

4. Require all health providers and plans to use standard electronic transactions to

' .conduct business after a grace period for implementation.
5. Fund demonstration projects in telemedicine and electronic medical record
. systems in primary care.

6. . Certify organizations to produce aggregated data for quality assessment, public

health, research, and planning.
F Fraud

1. Federal sanctions would be applied to all health care fraud that affects federal
subsidies or other federal outlays. :

2. A health care anti-fraud trust fund would be established to ﬁmd federal

enforcement activities; a portion of the fines and civil penalties collected from

“such activities would go to the trust fund and the remainder to the Treasury.

Financing (unofficial estimates)
A .

Revenue Raisers (over 5 years)

— 1.

—2.

Increase tobacco excise tax to $2.00 per pack = $86 billion.

Increase handgun ammunition excise tax to 50% (except .22 caliber) = $140
million.

Impose a 1% employer payroll assessment on firms of 500 or mc.e employees
= $50 billion.

Extend HI tax to all State and local employees = 36 billion.

Recapture Medicare part B subsidies for individuals with incomes over
$90,000 and couples with incc mes over $115,000 = $4 billion.

Health benefits provided through a flexible spending arrangement would not be
excludable = $2 billion.
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7. Levy an assessment on health insurance premiums, phased up to 2.5% of
premiums by 1999, for academic health centers and medical education and
research = $40 billion.

8. Payroll assessments on small firms that do not provide coverage = $10 billion.

B. Revenue Losers (over 5 years)
1. Provide 80% self-employed health insurance deduction = ($5) billion. .

C. Medicare Savings (over 5 years) = $33 billion.

VII. Medicaid

A Mainstreaming of AFDC and Non-Cash recipients: Both groups would be treated like
other low-income individuals and families for purposes of community rating,
enrollment in health plans and subsidies. States would pay a maintenance of effort
based on current spending on these groups for services covered in the benefit package.

B. SSI recipients: Those not enrolied in Medicare could enroll in health plans. States
‘ could make premium payments based on negotiations with certified health plans.
C. Services not covered in the standard benefit package: Retain current Medicaid

mandatory and optional eligibility groups for provision of services not otherwise
provided by health plans States could negotiate with health plans to provide
supplemental services.

D. Federal matching payments: Enhance matching payments for Medicaid home and
community based long term care services, and change overall federal Medicaid
matching formula.

Long-Term Care

A Retain Medicaid long-term care program with improvements.
B. Establish federal long-term care insurance standards.
C JInclude tax credit for cost of personal assistance services for working disabled.
D Exclude certain accelerated death benefits from taxable income.
N2 g Asn
Medicare

Maintain Medicare as a separate program.

Individuals could maintain coverage through private health plans when they become
eligible for Medicare.

Medicare Select would become a permanent option in all States.

Med: zare risk contracts would be improved.

Improvements in hospital payment methodologies would include:

Medicare Dependent Hospital Extension,

EACH/RPCH program improvements and extension to all States,

making Medical Assistance Facilities permanent and available to all States,
extending the rural health transition grant program, and

rebasing PPS exempt hospitals.

moo Wy
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XI. Academic Health Centers and Medical Education and Research
A Academic Health Centers (AHCs) Trust Fund

1.

/

2.

3.

A trust fund for AHCs would be established with contributions from the
Medicare indirect medical education (IME) adjustment at current law levels,
plus a portion of revenues from a 1.5% assessment on premiums and on
premium equivalents for self-insured plans.

P;é'yi?lats would be made to all AHCs and teaching hospitals in a manner
modeled after the current IME adjustment.

Payments would total $6.28 billion in 1996, $7.25 billion in 1997, $8.22 billion
in 1998, $9.4 billion in 1999, and $10.64 billion in 2000, increased annually
thereafter by the change in the national premium targets.

B. Biomedical and Behavioral Research

1.

2.

A Health Research Trust Fund would be established to fund expanded
biomedical and behavioral research through NIH.

The trust fund would be financed with an assessment on premiums and
premium equivalents equal to 0.25% in 1996, 0.50% in 1997, 0.75% in 1998,
and 1.0% in 1999 and subsequent years. Also, the tax code would be amended
to authorize persons filing Federal tax returns to elect to make contributions to
the trust fund or to donate tax overpayments to the trust fund.

C. Graduate Medical and Nursing Education Trust Fund

L.

A trust fund for graduate medical and nursing education and for transitional
costs would be established with contributions from Medicare direct medical
education costs at current law levels, plus a portion of revenues from the 1.5%
assessment on premiums and premium equivalents.

Graduate medical education payments would be made to qualified applicants

operating approved residency programs or participating in voluntary consortia.

a) Payments would be based on historical costs of individual programs.

b) Payments would total $3.2 billion in 1996, $3.55 billion in 1997, and
$5.8 billion in 1998, increased annually thereafter by the change in the
national premium targets. '

Graduate Nursing Education

a) Payments would be made to qualified applicants operating graduate
nurse training programs based on national average costs with a
geographic adjustment factor.

b) Payments would total $200 million in 1996, increased annually by the
change in the national premium targets.

Medical School Account

a) Payments would be made to medical schools to assist in meeting
additional teaching and research costs associated with the transition to
managed competition and expanded ambulatory teaching.

b) Payments would total $200 million in 1996, $300 mullion in 1997, $400
million in 1998, $500 million in 1999, and $600 million in 2000,
increased annually thereafter by the change in the national premium
targets.

Page 7 of 9
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XIT. Access Issues in Urban and Rural Areas

A A trust fund based on a portion of receipts from the tobacco tax (approximately $1.3
billion per year) would be established for infrastructure development. It would
provide funding for the development of health plans and capital investment for
hospitals and other facilities. ‘

'B. Provide tax incentives for practitioners that locate in designated urban and rural areas.

XHI. State Flexibility

A. States would have the option to establish a single-payer system.

B. States would have the option to implement other systems designed to increase
coverage, control costs, or fund uncompensated care, but which do not have a
significant adverse impact on the administration of plans maintained by multi-State
employers.

XIV. Privacy and Confidentiality

A. Protect all health information which could be related to a specific individual, regardless
of form or medium.

B. Specify appropriate and necessary uses and reasons for release of protected
information.

C Reduce the amount of information released to the minimum necessary to perform
authorized tasks.

D. Other uses and release of protected information, without specific authorization by the
individual concemned, would be subject to penalties.

E. Define individual rights to access, annotate, and limit release of protected information.

XV. Health Plan Standards
A. National standards for health plans would be set by the Secretary of HHS for:
1. Capital and solvency standards, including guaranty fund, capital requirements,
and risk adjustment/reinsurance;

2. Quality standards for quality improvement and assurance, continuity of care,
 physician credentialing, utilization management, and medical recordkeeping;
3. Patient protection standards for advance directives, physician incentive plans,

participation by physicians in policymaking, anti-discrimination, grievance
procedure, confidentiality, marketing, and ethical business conduct; and

4, Access standards for specialized services and essential community providers.
B. Accreditation and Enforcement ‘
1. States would certify that health plans meet the national standards usmg a State
program or private accreditation organization.
2. Federal grants would be available 10 States to help fund their enforcement
programs.
Page 8 of 9
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XVI. Quality and Consumer Information

A. Provide Federal funding to support research on appropriateness and outcomes of
medical treatments.

B. The Secretary of HHS would provide grants to quality improvement foundations to
disseminate research findings to improve provider practice patterns.

C. States would be required to provide health care consumers with comparative value

information on health plans. Federal grants would be available to States to help fund
their programs.

D. States would be required to establish a standardlzed appea]s process for beneﬁt demial,
reduction or termination. -
E. Modify Federal remedies for benefit denials, reductions or'terminations.

XVII. Tax Treatment of Health Care Organizations
A Strengthen current law "community benefit” standard for tax exemption for non-profit
hospitals. '
Repeal cap on tax-exempt bonds for section 501(c)(3) organizations.
Repeal special deduction for Blue Cross/Blue Shield organizations.
Limit tax exemption for HMOs to "staff" or "dedicated group" model.
Impose certain penalty excise taxes ("intermediate sanctions") on tax-exempt health
care organizations for transactions involving private inurement.

Mmoo
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"ME MORANDUM

TO: Hillary Rodham Clinton ‘ » February 24, 1993
FR: Chris Jennings X-2645 : ‘

RE: Thursday Hill Visits with Moynihan Sasser and Riegle

cc: Melanne, Ira, Steve R., Howard P.

Tomorrow, starting at 4:30, you are sCheduled to hold "

 consecutive meetings with Finance Chairman Moynihan, Budget

Chairman Sasser, and Finance Subcommittee on Medicaid Chairman
Riegle. The timing of these meetings are particularly opportune
because of the relevance of these Members (especially Moynihan'
and Sasser) opinions and responsibilities with regard to
reconciliation and health care reform,

Following this memo, you will find a brief description of

“the three Members and their health care records.

Before summarizingvthe Senators',heaithVbackgrounds, I think
it would be useful to fill you in on two late night conversations

. I had with the Chief of Staff of Majority Leader Mitchell's

office, John Hilley, and the chief health analyst of the Senate
Budget Committee, Kathy Deignan. (John debriefed me on today's

~afternoon meeting with the Chairmen and Kathy updated me on some.

budget resolution issues that are extremely important)
Highlights include:

* John stated that there remains a consensus (although I am
not certain where Appropriations Chairman Byrd stands) among
the Senate Chairmen (no women chairs) that there will not be
a sufficient number of votes for two tax bills and that a
one-vote reconciliation strategy remains the best (and
probably the only) option to pursue if there is a desire to
pass health reform this year in the Senate. (FYI, Sasser
shares this position and, although Moynihan has not yet
focused on this because he has been sick, Hilley is
confident he will stick with Mitchell on this issue).

* John (who used to be the Staff Director of the Senate Budget.
Committee) said that it would be difficult to impossible, on
both procedural and political grounds, to develop -- much
less pass -- a second reconciliation bill. Assuming a second
bill is even possible (and that is not even clear to him)
he. cited 3 primary other reasons why it would be
problematic' _ _ :



(1) it is difficult’ to see how a second reconciliation.
package would pass a budget rules test known as the
- reconciliation "preponderance" test because, to do so, the

bill must fundamentally be a deficit reduction bill. He

believes it would be virtually impossible for a health | ‘
‘reform bill to meet this test because it is difficult to see

how it would be possible to come up with the taxes and, cuts

'~ necessary to meet the deficit reduction test AND to :

underwrite the costs of a health care package.

(2) any attempt to get around the preponderance test
(perhaps by splitting up the deficit reduction provisions
between the two separate packages) would likely invite even
more. political problems for the first reconciliation bill.
This is because the tax to cuts ratios would likely be. even
more difficult to defend than they are now. :

(3) it is extremely difficult to see this Congress finishing
action on even one reconciliation package before September..
Even if they break a record in this regard and pass it in
the summer, it is virtually unthinkable to see a second
reconciliation process completed this year or next.
(Congress rarely takes a bite out of the deficit in any
significant way ‘more than once every "two years).

‘In order to accomodate the concerns of both the House and
" the Senate, ‘one budget reconciliation/health care strategy

could be as follows:

(1) Pass the budget resOlution with a health reform plus

(see discussion below) around March 20th;

(2) Immediately bring up and pass the stimulus package with
a commitment- that cuts will be in the reconciliation
package; .

(3) Have the House pass its reconciliation bill first.
WITHOUT health reform (sometime in late Mayfearly June),

(4) Have the Senate -- as it usually does in 'its more slow
and deliberate way -- pass its reconciliation bill WITH
health reform after the House passes its bill;

(5) Have the House pass a protected health reform bill that

they can bring to a joint Senate/House conference; and

(6) Go to conference in September and work out a deal that
can pass the Congress and be presented to the President.-

John endorses the above strategy and it may well be ,
attractive to the House leadership as well. We may ‘find
this approach attractive to because we would not be
refereeing the dispute and leaving the decision up to the
Congress. :



4

My conversation with Kathy Deignan of the Budget Committee -
centered around what provisions in the Senate budget ‘
resolution would be necessary to assure that the President
would need only 51 votes to pass a reconciliation bill WITH
a health reform package attached. Two health "plugs" are
apparently necessary are. S »f‘4" o

-'(1) A “Reserve Fund" provision that allows spending on’

health reform (reform can be very broadly defined) to be
payed for by new revenues without a 60 vote budget point of
order must be included in the budget resolution. (Our last .
two Senate budget resolutions have had this provision, so
there is precedent; nothing is easy in the Senate, though,
and most Republicans are likely to oppose ) -

(2) A separate waiver of a budget provision known as the

"Byrd" rule will likely be necessary to be incorporated into.

the resolution to assure that the health care provisions
imperative for the passage of the bill are not stripped on
the Senate floor because they do not come’ into line with the
rule. \ ‘

There are a number of provisions of the Byrd rule, but one
of the most far reaching is one that disallows any provision

.-that is "extraneous" (defined as has no impact on the

budget) to the bill.  (This could include, for example,
insurance market and medical malpractice reform because they’
have no cost impact). - I know of no such waiver related to

‘health that has ever been attached to protect unnamed health
'prov1sions in a Senate pudget resolution.

/
The Byrd waiver will be . more difficult to get included in .
the budget resolution than the "Reserve Fund" provision. I
do not believe that Senator Byrd has taken any formal
position on whether he would support such a waiver.

‘Although it will be difficult to get the two "plugs"

included in any budget resolution, it will not be oo
impossible. ‘If the above provisions are not incorporated,
however, it appears likely. that the President and you will

‘have to find 60 votes to pass health care. 'John Hilley

believes they can find the votes for a "plugged" Senate
resolution. While Kathy's confidence does not match John's,
she does believe it can be done. The bottom line, though,
is that it must be done because we cannot count on 60 votes.

‘Lastly, in today's meeting with Senator Sasser it may be

advisable would be wise not only to get his opinion about
what we should do with regard reconciliation, but to ask him
for an update on any discussions he and/or his staff has had

~with Sentor Byrd. If Senator Byrd is not supportive of a

Byrd waiver provision, it will be extremely difficult to get
that particular health plug in the reconciliation bill.
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April 10, 1993
Dear Mx. President,

The weekend press accounts of the
briefing given by your aides on the
health plan made it known that you plan
to "give all Americans a ‘health securitly
card.’" This strikes me as a splendid
idea, especially if it is a real card --
hologram, that sort of thing -- unlike
our 1930-ish paste board Social Security
caxd. I have Dbeen trying to get them to
issue a genuinely new card for some
seventeen years now, but with no success.
It occurs to me, however, that we might
merge the two cards into one. In any
event, we surely should consider having
just one number. ‘As you know, children
now get their Social Security number at
birth.

More generally, I am concerned that
the Social Security system has entered a
period of protracted crisis. Or so I

‘believe. 1In part this is generational.

You will perhaps recall my going on
television in the New York primary with
the simple message that Jerry Brown’s
flat tax would put an end to Social
Security as a contributory insurance
plan. It would have done. May yet do.
Not because Governor Brown is opposed to

social insurance. Quite the contrary.



But for some reason this particular (New
Deal?) program simply does not make a
sufficient claim on their attention. Or,
well, loyalty.

Yet it is the only such program we
have, and is, of course, very much a
health insurance system (e.qg.,
DisabiliLy, Medicareé) as well as a system
that provides retirement benefits. It
~has a perfect half century record of on=-
time payments. Yet a majority of non-
retired adults do not think they will
"get" their Social Security. All too
easily this could become self-fulfilling.
Already two of the last three Social
Security Administrators are heading
nationwide mass mailing campaigns telling
the citizenry thalt we are looting the
Trust Funds and planning huge benefit
cuts. ‘

If a large portion of the citizenry
feel the Federal government is cheating
them of their retirement savings, would
it not be prudent to ask just how much
faith they will have in a promise of
universal health coverage?

: I made a considerable effort last
winter to see if we couldn’'t get the
administration to propose that all
working adults receive an annual
statement of their Social Security
contributions and expected benefilLs. As
they do in Canada. No one ever turned me
down; there was simply no interest.



In the meantime, the position of
Social Security Commissioner has been
-vacant for more than half a year. This
used to be a position of honorable tenure
in the American government. No longer.
. There were six occupants in the 1980s.
You can, of course, change this. Tor I
certainly hope we will address the
problem of this long established program
before we set about constructing a new
one. : - :

Respectfully,

T o
bl

The>President
The White House
Washington, D.C. 20500
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