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MBMBBRS: 	 HOUSE REPuBLICAN CAUCUS 
Did ArrMy, TX 	 JOINT EcONOMIC COMMITrEE 
Jim &.utDII. NJ 
Christoph~r CCU'. C4 359 Ford House Office Building 

.Jim RDmstod. MN 	 Washington, DC 20515 
(202) 226-4066 	 July 26, 1994 

MIDDLE CLASS LosEs UNDER CLINTONtS 
MANDATED UNIVERSAL HEALTH COVERAGE 

Dear ColleaSUe: 

The President is makin, a last-ditch attempt to tally public opinion behind his government-run 
health care proposal. His latest pitch contends that the middle class wo\lld benefit from mandated 
universal coverage. 

NothlDa could be further from the truth. 

The middle elw stands to. be hurt the most by the Clinton health scheme. Wealthy Americans 
will feel less of a pinch from the regressive payroll taxes financing the plan. and they will find ways 
around health spendinS caps desiped to ration care. Lower income Americans will be protected with 
huge government subsidies. Stuck in between, middle class Americans will bear the burden of the 
President's health reform pJan. 

• 	 The insurance market reforms in the President's plan will increase premiums for more than 65 
percent of AmeriC8DS.· Yoqer Americans with lower incomes will subsidize older Americans 
at their. eamiogs peak. 

• 	 The employer mandate, administered as a 7.9 percent payroll '", will cost the Nation between 
600,000 and 2.6 million jobs. And, a substantial number of these workers who do not lose their 
jobs will experience pay cuts.on the order of $2,268 per affected worker. 

• 	 The proposed limits on health care spending would force AmeriC8l'lS to8ive up $149 billion in 
medical spending in the year 2000. The typical household would have to give up $451 worth of 
medical services. Whi~ doctor visits would middle clusfamilies forego? 

• 	 The Conaressional Budaet Office and many others have found that the Clinton health plan will 
incnase the deficit, leac:ling to bigger debts and. hip future taxes for middle class Americans. 

RepubliCIW hB.ve put forward health refonns that address middle elass America's 
concem.s-affordability and portability-without endanse~ jobs and rationing care. Middle class· 
Americans wan~ and need health reform-and Republicans, not the President. are solidly in their comer. 

\ 	 Sincerely, 

~4 

Chris Cox (R-CA) 
Member, House Republican Caucus 	 Member, 
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MIDDLE CLASS LOSES UNDER CLINTON'S 

MANDATED UNIVER9AL HEALTH COVERAGE 


HiSh cost and restricted access to health insurance have been widely identified as serious 
problems currently besetting the health care industry. Issues like affordability, portability, pre
existing condition restrictions, and other aspects of the current health insurance market, are 
components of these cost and coverage problems. Under thC Clinton Plan and its congressional 
counterparts, all of these problems would get worse. 

Quality of care, innovation. accesS to care, bureaucracy, and income redistribution and 
class warfare surrounding the present health care system do not seem to be problems now. 
Under the Clinton Plan, they would become problems. 

President Clinton's health care plan would foree middle class families. to pay more for 
.	less health care. The Clinton Plan will raise the cost of health insurance and lower the quality 
of medical care available to families. Congressional committees now have passed four versions 
of the President's mandated universal health proposal. I For middle class American families, 
the Clinton: health plan and its congressional counterparts will t:ra.n.slate into higher costs, lost 
jobs and rationed care. . 

PAYING MORE FOR LEss • 

The Administration's mandated universal coverase proposal would make health insurance 
more expensive for many .midd1e class fimilies. In her testimony before the Senate Finance 
Committee, Secretary of Health and Human Services Donna. Sbalala estimated that 40 percent 
of all Americam would pay more for health insurance.2 

First. President Clinton's plan adopts a one-size-fits-all approach,_ Everyone would be 
forced to buy an expensive insurance pacbge designed by the· Federal government, paying for 
coverage of services they may not want Ol'naed. TheWhit.e House estimated that its mandated 
insurancepackap would cost $1,932 for individual coverage and $4,360 for family coverage. 
The Wyatt Company, an econol1)ic research firm, estimated that the Administration's premium 
estimates were off by 18 percent: individuals would pay $2,285 for coverage and families would 
pay $S,lSS.' Hewitt Associates, an employee benefits consulting firm, eoncluded that 

'House Educadon and Labor Committee - Health Security Act. H.a. 3600. House Education and Labor 
Committee - American Health Security Act of 1994 • B.R. 3960; Senate LaborlHuman Rt.:sourcea Committee 
Health Security Act. S. 2296; and House Ways and Means Committee - Health Security Act. H.R. 3600. 

lClymer. Adam. ·White Rouse Drops Talk of Capping U.S. Health Spendina.· The New Yort '1'iIn4s, Ootober 
29. 1993. p. A19. 

lThe Wyatt Compi.n)', 1'hi Bl4i1fus Ctnmcll on NOltoMl Health Policy. (WuhingtOn. OCt 1994). 
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premiums would be 26 percent higher than the Administration eStimates for individual coverage, 
and 59 percent higher than Administration estimates for family coverage.4 

Table I-Mandated PremIum Costs Under Clinton Health Plan 

AdmiDistratioll 
Estimates wyatt Company Hewitt Associates 

Sinale Coverage $1,932 


Family Coverage 54.360 


Second. the insuran(:C regulations-community rating and guaranteed issue-would mean 
higher premiums for most middle class familics. especially those younger Americans just 

.'0 	 entering the work force and just starting families. The American Academy of Actuaries bas 
estimated that pure community rating would increase premiums for 6S percent of the privately 
insured. no~lder1y population (19 percent would face premium increases of more than 20 
percent). Among small employers (less than 2S employees). 63 percent would pay higher 
premiums.s .The bigher premiums on younger, healthier workers would subsidize the bealth 
care costs of other workers leading less healthy lifestyles. 

. Guaranteed issue requirements and limits on pre-existing condition exclusioDS are 
designed to provide access to insurance for those who have been denied coverage or priced out 
of the market due to an illness or medical condition. According to the Depanm.ent of Health 
and Human Services, approximately one million·of the uninsured lack coverage because illness 
bas priced them out of the market.' Reguladng the entire· insurance market proves to be an 
expensive means of usisting ~ relatively small population. In order to make insurance 
avallable to these one milllon consumers, Suatanteed issue regulations would raise premiums for 
nearly all policyholders. According to the Council for Affordable Health Insurance, requiring 
insurers to take all applicants and cover all health risks raises the cost of insurance for small 
groups by as much as 50 percent.7 

"Yamamoto. Dale, P.S.A., Testimony before tl1C U.S. House of Reprcsentadves Committee on Energy and 
Commerce, Subcommittee on Health and the Environment. Waahlnaton. D.C., November 22. 1993. 

'American Academy ofActuaries. AnAntdysl1 DjMl:wJm«l Community.Rating, WUhl!lBton.D.C., Marth 1993. 

'Baaed on 1981 NMES aurvay. which found that apprOximately 2.S percent. of the uninsured under ap 6S -had 
been dented· health inaurance coverap or offered limited coverage because of their health." 

'Council for Affordable Health Insurance. -Guaranteed lsaue: Ouaranteed to Make the Problema il\ the Small 
Group Market Worae: Alexandria, VA, Novem~ 1992. 
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As the insurance regulations increase premiums paid.by employers, employers will pass 
those costs on to employees. Based on a reVIew of the lltenuure,I economists June and Dave 

'OtNeill assume that omployers pass on to employees 70 percent of the costs of the higher 
premiums by reducing employee wages.9 Economists Jonathan Gruber and Alan Kreuger 
assume that firms would pass on to workers approxinuuely 85 percent of the increase in health, 
insurance by lowering wages within a few years. 10 

'State experience shows that these regulations fall to achieve their twin goals of lower 
premiums and increased health insurance coverase. New York enacted commwiity rating. 
guaranteed issue, and a ban on p~x.isting condition exclusions in 1993. For some younger 
state residents. premiums increased by as much as 79 percent in one year. II And despite the 
huge new costs for younger policyholders, premiums for SS-year-old New Yorkers today an: . 
above 1m rates. ' 

AmJualPremiums Ira New York State 
'(Mutual of Omaha iDdividual premiums) 

l 
.!I 
'~" 

& 

2.000 
1,800 

',600 
1,400 

1.200 
1,000 

800 

800 

400 

200 

0 

'See, for example, Barrel'lt Heather, Tax IncidenCf: A. S4kcud BlblkJgriJPhy (Chlcqo: CPL BibllOpphies t 

1993). 
. . 

to'Nom, June Et and Dave M. O'Neill. -The Employmc." and Distributional Effectt of Mandated &nefitl, .. 
(Wuhinaton. D.C.: American Enterprise lnatitute)•. 1994. 

'. 
1000onnan, Jacob Alex and Dana Goldman, RAND Corporation, "Job Loss Due to Heald! Care Reform,· 

written testimony to the United States Senate, Committee on Labor and Human R.esourOO$, October 1993. 

. "Sciam, Leslio. "New York Ptnds Fewer People Have Health Insurance a Year After Refonn," waU Strett 
JQllrniJI, )My 27, 1994. 
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Not surprisingly, many young consumers dropped their insurance coverage. Some New 
York insurers report the average age of policyholders has 'increased three years or more 

t 
as 

young, relatively healthy consumers are priced out of the market. The number of New Yorkers 
buying individual and small group health insurance policies fell by 25,000 in less than one year, 
and likely will. continue to fall as insured New Yorkers face premium increaSes of 2S to 35 

. percent this year, 12 The New York Insurance Department reports that 43,666 individual policy. 
holders have canceled their policies since the law was passed. 13 . 

Health economists David Bradford and Derrick Max estimate that community rating 
under the Clinton Plan would overcharge young people by about $050 per year and subsidize 
older people by about $2,000. In other words, the Clinton Plan would tax people ases 25 to 43 
about $26 billion each year, while providing an annual subsidy of $33 billion to those aged 5S . 
to 64. 14 

The Kennedy bill in the Senate and the Williams and Gibbons bUts in the House mirror 
the President's proposal for insurance refonns. Middle class Americans would pay more for 
health insurance to subsidize those at their earnings peak. 

Even groups supporting these health reform bills have criticized the new insurance 
.regulations in them. Families USA. a group strongly committed to advancq government-run 
health care, commissioned an actuarial study of insurance reforms proposed in 1m! IS The 
study·examines the impact of the health insUrance reforms included in the Senate version of the 
1992 tax bill: modified commw:d~ rating, limits on pre-existing condition exclUSions, and 
guaranteed issue of insurance. The author, Gorden Trapnell Coasulting Actuaries Limited, 
concludes that "there would be. three to four times • many 'losers'-who would pay 

. considerably hisher prcmiums--as there would be ·winners.'" 

Even the so-called "moderate" Senate Finance Committee bill"includes "modified" 

community rating that will dramatically increase the cost· of insurance for the middle class. 

Modified community rating allows rate adjustments for age, sex. and geography t but still 

.increases premiums for most Americans. The American Academy of Actuaries calculates that 


11Ibid. 

tl-CommWlity Ratlnl A CUft Worse than the Discue," Brfef Analysis No. 1'14, Natlonal Center for Policy 

Analysis, Dallu.TX, lUi), 6, ~~. 


14Bradford, David. ind Derrick Mal, -Health R.efonn's RIting Roundelay, ~ Washington Times, February 8, 
1994. 

I$Pamilie.s USA, -The Senate's Small Group Insurance Reform: A Catastrophic Health Care Debacle in the 

Makin,?- Waah1naton. D,C., May 1992. 


"Senate Finance Committee - Health Security Act. 

http:Dallu.TX
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,under modified community rating. 79 percent ,of the privately insured, non-elderly population 
would pay ruper premiums. and 76 percentof small employers would pay more. The average 
.increase under modified community rating would be smaHer than under pure community rating 
but would affect more people. 

Losing Good Jobs at Good Wages 

The Clinton mandate requiring employers to pay for health insurance amounts to a 7.9 , 
percent payroll tax on most employen. Several econometric studies have estimated massive job 

. loss as a result ofthe mandate and the other taxes in the Clinton health plan. I' DRIlMcGraw
Hill puts the cost at 709.000 jobs.I' CONSAD research estimated job losses of 850,000. with 
potential job losses of 3.8 million. It ' 

Table 2-Esdmated Employment Effects of An Employer Health Care Mandate 
Study Author/Organization Probable Job Loss 

Office of Planning &: Research/State of California 
DRlIMoGraw-HilVCSE Foundation 
O'Neill &: O'NeilllEPl 
lEe/GOP Staff 
Klcnnan &:GoldmanIRAND 
CONSAD Research Corp.1NFIB 
'Fiscal AssociatcslNCPA 
Vedder &: Gallaway/ALEC 

2.6 million 

709,000 


780,000 - 890,000 

,710,000 
600,000 
850,000 
677,000 

1.0 million 
Source. JEC/GOP .taff stud)', MtJIIdote jor Dulructi.Dn, prepared at the request of ConJI'CSSmat\ 11m Saxton (R
N]), Member, Joint Economic Committee, House RepubUcanCaUQus, lu'!\e 1994. . 

This destruction ofjobs would affect low wage worlcCrs the most. Middle wage workers, 
on the other hand, face another prospect~substantial wase reductions. Economists Richard 

. Vedder and Lowen Gallaway estimate that the Clinton hea1thplan would reduce wages by $93 

"See .me/GOP staff studyt A MaJt4IJr, for Destruction, ptepared at the request of Repruen&&tive JIm Saxton 
(R-NJ), Member, Joint &QMmie Committee, JUIle.l994. 

"DRlIMcOraw-HUI, The Adminislration', .Hiztdth Cart R4f0rm Pkin: NQlItmtJI. MDCrotconomic Efftcu, 
(Washinaton, D.C., Citluns for a Sound Economy Foundation) February 1994. 

I~ationa! Pedcnstion Df Independent Business and the Healthcare Equity Action League, EmploylMlfi and 
Relilud EcDnDmic 1!IflCU 0/H,alth Care Rejonn, (Pittabursh. PA, prepared by CONSAD Research Corpomon) 
April 1994. 

http:Dulructi.Dn
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billion in 1998.20 That would amount to ~2.268 per affected wodccr. Workers earning 
between $14,000 and $30,000 per year staaCl to suffer most of the wage reductions. losing 
between'$660 and $2,300 per year in wages. LowinIVHI found that when depressed wages are 
factored in, morc than half of all working aie households (53.4 percent) would experience a ntt 
decreuein income in the tU'St year of the Clinton health plan.21 

The Williams and Gibbons bills in the House contain virtually identical employer mandate 
provisions and additional taxes on tobacco and. on large employers that threaten the job security 
of millions of working middle class Americans. The Kennedy bill mthe Senate has an even 
more destructive mandate than the ClintoD:proposaJ. The'Kennedy bill calls for a payroll tax 
of up to 12 percent for employers and an additional 3.9 percent for employees. According to 
CONSAD Research. this larger tax could cost up to 1.7 mlllionjobs. 

Waitiqln Line for Care.' 

At the ~ time that the Clinton health plan and its congreSsional counterparts 
· undcnnine job security and income security for the middle class. they all fall to provide "health 
security." Instead, they threaten to reduce the level of care now' consumed by middle class 
American families. ' . 

The Clinton health plant as well ~ the Kennedy, Gibbons and Williams bills,' would cap 
the Nation's spending on,health care. The President proposeS a cap so tight that it allows zero 
real growth in health expenditures after the year ZOOO-not even allowing for a growing 
population. According to DRlfMcOraw-Hill estimates. the ,Administration price caps' would 
,require Americans to give up $149 billion in medical spending in the year 2OOO.:n Had these 
caps been in .effect this year, DRIlMcGraw-Hill eStimates the average household would have to 
· pve up $451 worth of the medical serVic;es. 'A reduction in medical' spendi~g on this scale 
·would tranSlate into eishtfewer trips to the doctor's office annually per family. 

Rationing also threatens access to high-tech treatments. A National Health Board would 
.be vested with the authority to decide when certain treatments are l'medically necessary." 
Bureaucrats in Washington would ~ide if treatments are worth the expense~witbout even 
,seeing the patient. Doctors and patients would be forced to endure 'cook-book 

»Vedder, Richard, andLowcll Gallaway, ConcllZhd ColtS: 7M Rt4l11npacr OJlheA.dmbtistralum'S HtalJh Cal'f 
PImr on 1M Economy. ASt4le-by-&att Antzlysls. (Washington, DC: Amerlc:anLelialative Exchange COuncil), Maroh
1*. . , 

ll~Tbe Effects of rhe Health Security Act on Employee Watts ~ a:CompariiOn of the Bffi:cts of the Health 
:Security Act and the Individual Tax CRdit Protnun on Households and the Individual TaJ. Credit Proaram, 
Eadmated Cost and Impact," for the Kert. foundation. I.ewinlVlD. Fairfax, VAt March 9, 1994. 

22J)Rl/McGl1lw-HiII, 171, Administration',r HeallIr. Cart Reform PlIm: NfltiOMl MlJCT08COMmic FJI,as, 
(Wastdnston~ D.C., Citizens for a Sound Economy Foundation) Febl"UlU'y 1994. 
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medicine-accepting the procedures allowed by the National Health Board rather than looking 
for cost-effective trcatmentsand cures that suit each individual case. 

In nations that impose spending caps, access to these, trcatmentsis often rationed by 
politicians. The wealthy and thewel1·connectecl get care when they need it while middle class 
'families wait in line. In Canada today, nearly 180,000 people are waiting in line for surgery, 
with 4S percent reporting that they are in pain.23 Por many of these patients, the risk of dying 
'in line is greatertban the risk of dying on the operating table. The Clinton health spendins cap 
threatens to force middle class American families onto similar waiting lists. 

Layers of bu.reaucracy would stand between patients and their doctors. The 
Administration itself estimates that the health reform plan would require 50,000 new bureaucrats 
'to administer it.24 Dealing with insurers cOuld become u difficult as dealing with the post 
office or the department of motor vehicles. A series of gatekeepers would decide what insurance 
coverage a family must buy. what "network" of physicianS they would be allowed to see, 
whether or not they have direct access to specialists and what treatments are allowed when they 
need care.u 

Spending limits threaten the development of DeW treatments, as well. Fewer medical· 
innovations would occurt to improve the quality of life for ill Americans. For example, medical 
researchers made lifesaving innovations in the 1970s in kidney dialysis, CAT scanning and 
'pacemaker technology . These advances were far more widely available in the United States than 
in other nations with national health spending limits. The rate of pacemaker implantation in the 
United States during the mid~l97Os was almost 20 times that of Canada. and the treatment of 
kidney patients was more than 60 percent greater in the United States than in Canada.26 A 
government busy trying to restrain spending within strict limits denies its citizens access to 
lifesaving technologies. 

PWDa Debt Oil Us and· Our Families 

When the Administration released its proposal, it claimed. the plan would trim more than 
$SO billion from the Federal budget deficit. Soon after, the Congressional Budget Office (CSO) 
exposed this myth. notins that even if the President·s spending caps are tightly enforced, the 

2lPipes. Sally. 1'he Queue ZDIII, (San Francis,co, CA: Pacific Researeh Institute). lan~ 1994. 

24'foner. Robin. ·Wuhinaton Memo: 'AlIiarv;e' to Buy Health care~Bureauetat or Public Servant?· Th, New 
York 1'IIM', December S. 1993, p. Al. 

l!MeCau,hy, Bllzabeth, IINo Exit,· Nt!W Repl.lblic, PClbruary 1994, pp. 21·22. 

·Walker, Michael. and John Goodman. ·What lJresident Clinton Can I.a.m froM canada About PrIce Controll 
and Global Budpts.· Policy Backarounder No. 129. (Dallas. TX: National Center for Policy Analysis). October 
S, 19i)3. 

http:Canada.26
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Federal budget deficit. would increase by more than $84 biIlion.1.1 KPMG Pcat-M~ick 
calculated that if the spending caps are just SO percent effective, the deficit would explode by 
$282 billion over five years.2I . 

As the deficit skyrockets, middle class Americans will be faced with new tues. 

Simply put, the Clinton health plan and its congressional counterparts would force middle 
class Americans to pay more for less care. The Clinton· health plan means higher health 
insurance premiums, fewer jobs, lower quality and reduced availability of care for the middle 
class.. 

REAL REFORM FOR THE MmDLECI..AS§ 

The twin problems of excessive cost and restricted access to health insurance cali be 
tackled through a series of prudent changes to the taX code and the creation of government risk 
pools. The central ingredient in rising costs (higher than overall price inflation) is the third 
party payment system. In 1960, consumers paid 49 percent out-of-pockctfor medical expenses, 
and by· 1993 it was down to 19 percent. CBO predicts direct payment by co~ers will fall 
to 14 percent by the year 2000. !be expansion of government. programs like Medicare and 
Medicaid have contributed mightily to the inflation problem, of course, but third-party private 
insurance produces similar results. 

Another major cause of rising prices has been the tax code: most insUred people buy their 
health insurance throuSh their job because they can use pre-tax dollars rather than post-tax 
dollars, reducing the cost by as much as SO percent. considering all income and payroll taxes 
paid by a typical dollar of wages. Locking health insurance into the employment system bas 
produced various problems like fljob lockll and ~xisting conditions restrictions. 

The Democrat plans all attempt :to address these problems by giviq the Pederal 
government extraordinary authority to reJUlate the health care industry and to resuictindividual 
choice. The Democrat plans attempt to solve virtually aU of the problems in health care through 
command and control regulations fromWashington: to resolve thepre-existing conditions 
problem, they would enact a regulation preventing lnsurance companies from imposing pre· 

. existing conditions restrictions on coverage; to eliminate jOb-lock, the Democrat plans would 
mandate that every employer provide health care coverage; to control miq prices. the 

flCBO. An AMlysi.r D/IM Atl.mini.ttrQliolt 'j Heallh Proposal. rebnJlry 1994. 

21"An Analysis of H.R.. 3600: Tho Health Security Act of 1993." KPMG Pat Marwick, (Washinston. D.C.). 
Marcb 28. 1994. See also JBC/GOP staff study, ..t BIUlon DolUul Q Day: 'Iht PlntMfdng Shortfall III Pru4kru 
ClilfUm', Health Ow Proposal. prepared at the request of Congressman lim Saxton (R-NJ), Member, Joint 
Economic: Committee, January 1994. 

http:years.2I
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Democrats would impose a variety of price controls euphemistically ealled community rating; 
and to lower the apparent cost of insurance (t) consumers the. Democrats would mandate that 

, employers pay the bulk of the premium and would levy various taxes on insurance premiums. 
Like Kin.g Knut of the 12th Century legend who tried in vain, to ,defy the laws of nature by 
commanding the waves to stand still, the Administration's approach to health care reform is to 
command everyone to behave just as the President thinks they should, regardless of the laws of 
econonUcs. It won't work. 

There are sensible refonns that will work to make health care more affordable and more 
available for middle class Americans without killing jobs and destroying the quality of care. In 
the Senate, for example, 39 Republicans joined. Minority Leader Bob Dole to support the 
Alternative Health Reform Proposal (AHRP) which puts forth a package of health reforms that 
would solve many of the problems facins middle class Amerie8.ns, without imposing new taxes ' 
and new bureaucracies, or increasing the deficit. 

.Universal AffotdabWty. 

The key to reigning in the rising cost of health care and maldng it accessible to everyone 
is to allow every individual the same full tax deduction for health insurance that their employers 
alreadyeqjoy. Combining this tax reform with elimination of·state·mandated beilth insurance 
benefits, which drive up the price of insurance, and allowing individuals and families to set up 
Medical Savinas Accounts would ensure that market discipline is brought to bear on health 
industry priCing. 

States currently mandate that insurance cover a variety of treatments-including i1l vitro 
fertilization and hairpieces-that force middle class Americans to pay for coverage'they may 
never want or need. The AHRP eliminates these mandates, so that· families can buy only the 
coverage they want to buy-allowins them to reduce health insurance premiums by as much as 
20 percent.29 

Extending the current tax deduction for employer provided insurance to consumers who 
purchase insurance outside tbe 'Workplace will reduce the price of such health insUl'lllce to the . 
middle ~lasl by almost 40 percent.30 In addition. allOwing Americans to select high-deductible 
insurance and deposit the premium savings tax-rree into a Medical Savings Accouat (MSA) (the 
AHRP permits up to $2.000 for an individual and $4,000 for a family) would be a powerful 
restraint OD. rising prices. Punds in the MSA wo\lld cover aU routine medical 

'-. 

~Iuo CrOll Blue Shield Association. Int{JQCt of$tt:te lkuit: BSMjIJ Law$ 011 1M Uni1J.\'lll'fd,W8£hlnglon, DC, 
December 1992. 

3OAccording to lEe/GOP staff Ql)culatiol18. Middlt-elass r;(JlUumen cumntly buytna hr:a!th insuranc:e with 
lifter-tax income mU81 eam 55.000 to pay for II $3,000 insurance polley, given II 28 percent Ptderallncome tax me, 
a. 7.9 percent FICA IU. and an avcrase state Income tax of 4 percent. Allowin& them to use prc-tUlncome would 
thus reduce the required earnings by $2,000. a 40pcrcent decrease. 

http:percent.30
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services-including check-ups and other services often not covered today by traditional 
insurance. Money Dot spent each year on health care would earn interest in a special account. 
and would belong to the individual or family setting up the MSA. Since 80 percent of American 
families spend less than 53,000 on medical care in anyone year. most families would have' 
substantial funds left over at the end of the year. . 

According to an actuarial study conducted by Milliman and Robertson for the Council 
for Affordable Health Insurance. widespread use of Medical Savings Accoun~ would reduce 
health spending by almost $588 billion over five years." 

Total Portability 

The best way to make health insurance portable and guaranteed renewable at standard . 
rates is to make subsidized WUl'8DCe available through high-risk pools to people who can't 
purchase conventional coverage for a reasonable price. Middle class families no longer would 
bave to worry about insurance' companies canceling their policies or pricing' them out of the 
market wben a family member. gets sick. And middle class Americam could change jobs 
without losing their bealth insurance. According to the National Center for Policy Analysis. 
solving the problem of pre--cxisting conditions through risk pools would cost' less than 1110 of 
1 percent of our annual health care bill.» 

CoNCLUSION 

The ldnds of reforms discussed here, and in large part contained. in the AHRP. address. 
·the real needs of middle class Americans making health care and health insurance more 
affordable and ensurina that' coverage is never taken away due to illness or a change in jobs. 
As consumerstakc control over their own medical spending, health care costs will come 
down-without tho need. for a neW beaIJi-carc bureaucracy to· ration care and police individual 
behavior. 

:IlUtow, Mark. 71It FWrncial /1IfI*t of McdiccJ Savi"8$ ACCOunt 011 H«JJrh Care $pmdu., aM tJut Ft!deNJl 
Budg~t. (Alexandria, VA: Council for Affordable Health Insurance), Odober 1993. 

liNational Center for Policy Analysis, "Risk Pools: A Better Solution for Pn:existing Conditions,· Brief 
AnDlyli.t, No. 112. Dallas. TX. June: 30, 1994. 



" 
, < 

, 
" ; ", 

''': '.. :':r" , , 

, ,To; ,Greg 'Lawler, ,Laura Quinn, Christine', H~enai1> : .sBA. 

Frort.:, Walter Zelman 
 "i "" 

,RE:, 	 New da'ta 'onsmallbusine,sses, and the pur'eJiaseof irl.suran~e 
,: : 

,RWJ funded twa 
~" 

researchers who 'recently conduct.ad' a , p,oll, ori,' 
healthbenefits (1993'> and small businesses ( uride'r SO, ;emp16ye'~s)' ~:: " 
Some of this data, was published in a, journal. ,Some' has 'no,t been', ' " 
pll,blish~d,. ' 	 " , i ' " '::, ;:~, ,~,,':>' 

, We': should consider how to ~se this;' "~e'stim~~i'q)ef6r~ H~U~~; , 
,Small, Business? Press? " ':, " '.; :,.~ 

" " 

'OVERVIEW . ':'. 

,1. 	 ,8S%, of emplayers af2S-S0 empioye~s' af'fer, insurance plans, 
,70%' of emplayers .Of '10-24, employees,offer'insuranpe ,plans 

, 2~,,' 	 Small employers (1-50 emploYE!~s) 'ar~evenly, divided on the 
,mandate issue. ,Employers of 2S-49ind'iv).dua.lsr:: 'support a
,'inandate. " , , ,', ' 	 , "\" "'" , 

• 	 The' numbers of 'small 'emplayersstipp6rting.? itfandate are 
,i!lCreasirig ~:: " , , ,- ',,': " . " ", 

" , ;,' "~, J i,,.:' ii';;\'~i"';" :t:r<;;~:;:;,;:~:;,i' :,:;,:} :' 'r"':;.' ,/" i' ,,' , 
'3.: '~, ':Siii~ll' busine~~~s' can: afford" ins~rk'riC;e',1£ii;:,£;',iJ:l~f6rnted:'Iiiiirket'i:,', 

,,:" ',::;,';'The;,:great'i,rnpJoi{ty(o,(::s~a:~,]j<~itlp~9Y'~,;'~?~~h9fi~,gn:~¥1Y:i~~y~¢:~:'~ci~i.:,f)':~;~:; 
;', ,", , ,,_they :woul<:l iI1;,sure' if ,d~ir)g: 'so,' :w,ere,l, '~'~'~~t'E9~.:t;;F!~~;":" :'9up~;!dy: : '" "',:'r, :";'"

.\' ::;'/" :'s'chem9s,:'p'roposed ,wauld 'bring, costs: Delow:::wnat!':!:they:,:say, '.they' :'.: ';, i,:., ':,:. 
,,':;' >~,~puid.,t)ewillingtd pay.• '," .", '<'::'~~':'~;;::':'~·~;;~,t;;,<,<~." <,'F>~::; "'.' , 

. 'r 	 . ",<:", .. '~';':':, ,', ,'J"" ,:"~,""'" ,.,' ,,' ','::::")'<~ ;"'",::;:»;~J:~::~~'/'~Jt;~::,:,<".:.,::,:, ,'.cO': ',',' 
.: "r'4: ,,,- 66%, of small~,emplayerssupport;,'dveralh,'Titfii:' . 'I:', budgets 'OIl';',' :'r..... .,~-\. ':,.: -"'!. h"" l"t"hY' ~" .. ,t.. ··.£, '. !:.d;· ~,. ~'-""';'ff .:... :;:r~~~:::·::-~~~;~-;~:'1::;r~~~~t:.~~.<_.:;r~74:·\ ·y\.t:':\,-··'·~·:"';:;2;: .<..>.. :~: .." ,.:",~~~:

'",.-r, 	 .. '"i,'::'" ea care ,spen 1:ng.• " h ",~/, ""~-'r..>,;.\-"~,,,,~-, ,j:'--,.", "'-""" ,',', ..;""',

:;.":",>.>/: ,":,' ,,~'" <:<~;< ',:."",': : ' ' !(:,:':';:/'~ )X!}~':,' :', :':"'-:'.,-~,?'~',-/I,:,,;,,)~p:';~ ~ ~:')l!t- . ~,%j.'t;~:,;::.>t:~,~i~;;],L{;;\~,!?,i~~;}l~
:' 	: 'S.<', -':'fJIost :smal~,:e~ployers:'wha':offe~>o1ns,~~an "", ,,~;C~:OIl,l;Y,:;9I}~'!,'::,:;::;;:..;:;~;,:1;',: 

, ,
:, ~t 

.' :,,' ; ,":.:';, 

;1'., '", :,' '" :..:.' , 


" "~'<.:,;:::,N.UMBERS ()F.' ~MALL 
. , .', . ,':. . ~I: ,- ~> I :. t. ';'' 

, .: ,;. ,
',,' ,'.. 

".. ,' . 
", ;comparable,. ta, that .Offered 'bY:,'large:. f:p::ms.-, ~ ~,," ,.' ' '::::"!,(:::,,',,,~ 

.' 'r/,~ , , .; . , ',: , ,':::.j~·\~~Jt:;'i~E.~~~:+;::;.']:;:':i;':;;:~':~':' ;, -' , , 
, .': "2'. :,' 44% .Of firms ',w'ith '1-9 ,~mployees: 6fzt;¢r:~;~ri$,~:r:ai?¢¢:~ , \ 

/ • . ,,,,,j •• - • ""'_'. . .:- >:~ .,~::·i'. :'~';'~\.:~~r:··.~'·';' '::;A:!.·."·~·{:·,"'i!r',:,~~· . " '.:
". 3>"- '70%" of.; '£~tnis with' 'lo~is',,~niP16y~~s;~offe,r:';;:~n'~ur~h'ce";~' " 

':" '/,>?.', ': ":',:, ",: "::,f;:::'"",,: '/l' ":, ,", ' . ,r ::'~:';<;,:.':::'),:z>~;<" ::,'1,,' ':':,~;,:f~~\!Xi:;~': , ~:. ",', , ,i '~~" 
'3,;,:,":':.,,8S%, ,of", Ji;p1,ls", wi-t::h ?S:-?9 ;~~P'+9Y~~~~',P:1ff,~F~~JJ}~,~;:~n9~:'.~' >..:. ' .;. .:<": 

',1 ,'.:.~:.'::" ...\.,:\ 1"<""\'~' '.«~~'.~~:,:"~"~-' ,', '-' .. ,.::~~·:~~tc·,;;~~::'\~·:.::*1-::::~~~·:~s~:~}:' :~~<~.;:;::~:':'~\~' ~":~\;" ,.<~ _:.; :~~..i,:.1 
" "Analysis: Most .. small'"thj'sine'sses';, offeI;-' in'suia'Ilce'.\i',:i:~:ff',:'aHnandate',:" \"y',,~ (';';.":(" 
~ ,'?,: ", '::;~ " : we're':: not:;- impased \an',: the '''-~m~ii~;'st-F(;El~.kt;:i;;i'k~l-y'V '''-£6:) efuerg~':'i,:l,~'!"-"~,'i ·;,"l';:~:,t, 

~ 	 , t'" -,"• J • ~'I" ;. . i ') , ... I ~. ~'. .' • • y.... " " ~,~ .. 
, 	 -,', ;':': " ,: ,iIi ;' Con'g\ressionaL bili's) i\F~{,';'mahdcitEUm.tg'nthn6tn)e:; a.::,g:d:~at'~' ":,. "'::"C:·,~ ~:~: ',~f

• .... • , " II .' "- ~y ).' ,..-' t.<:' '" ';"~ j'j "., '~"~"".~)"" \.' .,'.1 :'.t"~" -/ ""1' ""', J .,. ... !h "" , , .. ' \ I" '.

': :-..-: ,: ..: ' a:dditionai' 'burden on" small-/bu'si:ries's"~;,;{,':,";;Tnis, wchnd,;be':'Y<;~. : :":1:' < ' ',:: 

,...' 	 .. ·'~;f~I~!I!ri~:~i'!~~r;r?;.2t:~·:.'fft1~lifji:;; 


http:conduct.ad


especially true if discounts are offered. With Such 
discounts many small employers w,ould save. 

SMALL EMPLOYERS AND MANDATES 

1. 	 Among small employers who offer insurance: 

• 	 51% support a mandate 
• 	 38% oppose 
• 15% neutral or don't know 

(i.e., only 38% oppose --others support or have no opinion) 


2. 	 Among all small employers --those who offer and don't offer 

• 	 42% support a mandate 
• 	 46% oppose a mandate. 
• 	 13% neutral/don't know 

3. 	 Among all employers 25-49 employees ". 

• 	 56% support a mandate 
• 	 36% oppose 
• 8% neutral/don't know 

4. 	 Among small employers who do not offer insurance 

• 	 29% support a mandate 
• 	 56% oppose 
• 	 15% neutral/don't know 

5. 	 Ainong e'rtIployerS of 25-49 employees who' offer insurance 

• 	 62~ support a mandate 
• 	 30% oppose 
• 8% neutral/don't know 

6. 	 Among employers of 1-4 individuals who do not insure 

• 	 25% support a mandate 
• 	 54% oppose 
• 	 20% neutral/don't know 

Analysis: 

• 	 It can't be said that small employers support a 
,mandate: 	but it can hardly be said'they oppose it. 

Those in the 25-49 c~tegory clearly support it, and 
those that insure support it. Even where opposition 
should be greatest (6) only 54% oppose a mandate. . 

• 	 Support for mandates among small employers may be 
growing: NFIB survey in 1989 showed that 24% supported 
a mandate, 67% opposed. 



WHY'SMALL BUSINESSES DON'T OFFER COVERAGE 

AND AT WHAT COST WOULD THEY DO SO 


1. 	 Main reason small employers don't buy insurance .is cost: 
I.e, they want to buy it. (90% say that one reason they 
don't buy it is cost --including volatility of price. 

- While data is not available, it is. likely that those 
very small employers not offering insurance face higher 
costs due to underwriting, experience' rating, 
administrative costs, etc .. 

2. 	 61% listed "profits too unc.rtain" as a reason for not 
insuring. (Reform may not address this concern) 

3. 	 52%'listed "premium increases too uncertain." (Reform can 
address this one. 

4. 	 40% of those who don't offer insurance say they would if the 
cost was $175 a month ($2,102). 

5. 	 75% of those who don't offer insurance say they would buy it 
if the cost were half that, or $85-90 a month. 

Analysis: 

-The vast majority'of small businesses want to insure 
their .mployees: they just cannot afford to. 

- Given that the employers least likely to insure are the 
smaliest, lowest wage firms, any reasonable subsidy 
scheme would get most of them to what they say are 
affordable numbers. (I.e., about'$l,OOO/year). This 
might be especially true if the employer share drops 

. fl;"om 80%. 

CLASSIFYING SMALL EMPLOYERS 

R.searchers classifi'ed small employers' surveyed according to 
their views on reform. They concluded that: 

- 53% were "reformers": favored a number of reforms 
- 17% were "defendersll of the present system: 
- 30% were "betwixt;" favored "reform" but not specific 

reforms. 



OTHER RELEVANT DATA 


COST 	 CONTROL 


• 	 66% of small employers approve of overall limits or 
budgets on health care spending 

INCREMENTAL REFORM 

The study reports that the great problem is cost --not 
access to insurance sellers or even pre-existing conditions or 
employee health conditions. 

They conclude that incremental reform won't help that much 
-because it won't reduce ,costs that much. The'things it will do 
won't help that much. 

Researcher also argues that voluntary efforts by states to 
increase purchase of insurance by small employers are not having 
much success. (information coming). 

CIIOICE 

.. 	 A solid majority of small firms offering insurance 
offer only one plan,' usually a traditional plan. 

• 	 I.e., small employees are not getting access to lower 
cost plans --or at least plans that entail lower out~ 
of-pocket costs. 

• 	 Small employers are buying the most expensive form of 
insurance. They may be paying more than they need to. 

Researcher: Gail Jensen, Wayne State University 
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The same ar;uments were made in 1974 when Hawaii passed its 
comprehensive retorm bill. There was the belief that it was unncessary
because there would soon be na.tional, comprehensive reform and' that 
JHawaii's bold initiative would frustrate national efforts. Instead, 
Hawaii and oth~r states have become models for reform. 

In addition, the federal government's administrative agencies are 
not prepared or capable of accepting thG1 mammoth new responsibilities
inherent in any unitary, and yet diverse, health care system. The 
Health Care Financing Administration's dismal performance in· 
monitoring Medicare fraud (a $15-20 billion annual hemorrhage by some 
estimates) is a harbinger of what a unitary system could inflict upon
the nation -- a train wreck with all Americans aboard. 

I would further add that Congress has not been succes:sful in 
recent years in confronting major, oomplex public problems. The 
,savings and loan debacle, the 1986 Tax Act and oatastrophic health 
care are all examples of how Congress has a q~eater interest in 
gettinq a bill passed than in truly solving problems. We may be at 
the point in this debate where certain compromise pOSitions will 
:sacrifit'lA effectiveness and reform for a Rose Garden ceremony. 

" 

Earlier this week, I listened to one plan being proposed ,on the 
,Senate floor. The Sonator arguQd for the plan, in part l pecause it 
was the result of a series of compromises on contentious components of 

i reform. As! listened to the compromise being discribed as a virtue, 
I I analogized this to two aviation engineers who cannot decide on the 

'/ 'wing-span of their plane. One says the wing-span should be 100 feet. 
i The other says the wing-span should be 150 feet. So they compromise 
i ... with disastrous results. They build a plane with one 50 foot wing 
I 'and one 75 foot wing. Both enqinners are happy, but the plane
/. crashes. Unlike the engineers, Congress must come up wi,th.8 design

,that works , and not one that compromises principles and threatens the 
health of all the passengers. . . . 

. The unitary,· centralized path 
r 

to reform will likely result in 
ineffective amalqamations and compromises o~ a highly partisan and 
closely divided final enactment .. The nation .wouldbe ill· served by 
either result. A narrowly-based, partisan health, care program passed 
.~h15 year would SOW the seeds for continued destructive sniping and 
controversy in the years ahead, and lead to an accelerated erosion of 
public confidence in the federal government. 

We cannot repeat the legislative failures of the eighties. The 
savings and ~oan debacle cost us $150-300 billion and was a 
significant factor in the most serious recession since the 1930's. A 
health care debacle could put millions of Americans at risk, damage
the world's highest quality health oare delivery .system and establish 
another unfunded entitlement which would contribute to record deficits 
by the end of this decade. ' 

Why Feqeralism~t It works 

There is a second path -- a federal-state partnership toward 
reform. . 

This Jeffersonian model. is· one that has been utilized time-and
time again. The Interstate Banking Bill, just passed by the 
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l;rINDAs 

" Coul<i YOU pleas8 verify (10, correct) the follow1nc; page ot 
payment ,calculations for the ~tchell Bill. , 

Dobby .ant us a copy ot the proposal and ,when we trled to 
plug tho numb9ra into a spread sheet using Clinton-ltko pr9miums, 
we came out with ve~ hi9h figures. 

, I 

Could you plea•• v.rify the calculations/premium a88~ptiona 
we are supposed to get back 'to ,Bobby thi.s afternoon. 

'As ' always I much obliged 

'. 
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To Chris Jennings 

From Arnie Epstein 

Date 7/29/94 

Re Comments qn potential Mitchell bill vs. Quality Management 

Per our discussion I am attaching a copy of the bill language we 
have received from Oliver Fein. He requested that we get back to 
him on "what'is wrong with th~ bill." We have a tentative meeting 
set up for today at 11 AM. I expect that Clif Gaus of OASH and . 
AHCPR, Steve Jencks of HCFA and possibly Lynn will attend. 

I am also attaching a copy of:comments that we plan to review 
with Fein (we don't expect to exchange paper). The large majority 
of them are technical, minor, or identify areas where the 
language and intent are unclear. The most controversial issue 
concerns the PROs; I have listed that one and others that should 
be on the screen below: 

1. The PROs The Mitchell bill does not include any mention of the 
PROs. We think it worthwhile to raise the question of whether 
this was on purpose and if so,suggest that they might consider, 
phasing out the PROs during a transition period after which the 
PRO functions are assumed by ,the Quality Improvement Foundations 
(QIFs). Do you feel comfortable with us doing this? As you 
remember the HSA eliminated the PROs with enactment. The idea of 
transition is a response to congressional concern that 
benefici,aries need protection currently provided by the PROs even 
though the current system has:a number of evident problems. 

2. Auditing data There is no clear provision for auditing the 
meas~res of quality performance, although there is a reference to 
having QIFs audit the profiling data. The former is important to 
ensure validity and reassur,e patients and providers about 
aC,curacy. I suspect this, was an error of omission. 

3. ,Funding There are no obvious sources or funding for the 
consumer survey, the calculation of performance measures by the 
states and certification of plans by the states. 

4. Data Protection and Avaiaability There is: no provision for 
data to transfer between QIFs for joint projects or between PROs 
and QIFs; no protection against disclosure for institutions that 
provide data; and no course of access to data for researchers. 
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Comments on Mitchell language 

Section 5001 National Quality Council 

General questions: 
How is Council authority exercised? What is its accountability? 
Will there be a Board? If so, can Council report to Board? 
All quality provisions should apply to all health J)la~, public and private, 
fee for service, managed care and self insured plans. 
How are PROs being addressed? Have you thought about how they would be 
coordinated, etc. 

(a) line 7: insert "J1atjonal program" 

re: (c): There is considerable difficulty with the Council performing operati.onaf 
functions such as establishing programs. There is only $4 million for the operation of 
this council. Therefore. suggest the Council "oversee" functions: 

(c) Duties 

(3) oversee the design and jmglementation of a program of national survey~ 
(of plans and) consumers 

(4) Qversee the design and production of Consumer Report Cards 
(5) oversee Quality Improvement FoundatiQns . 
(6) oversee State based Consumer Information and Advocacy Centers 

Section 5002 National Goals and Performance Measures 
pg 4 
line 25: "shall incorporate .9.Qals. identified by the Secretary ... " 

pg 5 
line 12: (h)(4): insert: Prevention of disease, disQrd§[s, disability. injuries and other 

h§alth conditions 
add (h}(6): Consumer satisfaction 

slJggest provision for audit function for measures 

Section 6003 Standards and Performance Measures 

pg. 5, line 18: Do these standards link to certification? Do states have to certify 
on quality or not? 

line 19: Does the Council establish national standards which may be used 
to assess aCcess or must be used for health plans? 
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pg. 6 suggest deleting lines 3·25. 


Insert to line 3: Qyality measures under this section shall relate at a minimum to: 


(1) 	 Access to health care services 
(2) 	 Agpropriateness of health care services 
(3) Consumer satisfaction 
(4) Outcomes of care 
(5) Disease prevention and health promotion 

Quality Standards under this section shall relate at a minimum to: 

. (1) Health plan compliance with member rights 
(2) 	 Quality Improvement and accountability. including demonstratjng the plan can 

wnnoe and improve the quality of care provided. 
(3) 	 erovider credentjaling and competency 
(4) 	 Management of clinical and administrative and financial information 

delete (7) 

pg. 7 

line 7: (b) which Board? Is this the Benefits Board orThE! Board? 
Does this provision enable the Council to determine feasibility of using 
standards andperfonnance measures for certification? Or does Section 5003 
mandate already that standards shall· be established? 

Section 5004 Plan Data Analysis and Consumer Surveys 

- note: Surveys are unfunded. 


pg.7 

line 13: do we need to survey plans? If not, delete "and glans" 


pg. 8 
lines 9-12: re: "plan-level": are consumer surveys from plan data? What does this 

mean? 

Section 5005 Evaluation and Reporting of Q. Performance 

--This is unfunded. 

-how do States get this information? 

-what is the difference among the four reports? . 


a) health plan reports- state compiled, 50 separate reports. detailed and 
technical for analysis 
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··what is the difference among the four reports? 
a) health plan reports- state compiled, 50 separate reports, detailed and 

technical for analysis . 
b) consumer report cards· above summarized like Consumer Reports 

line 23: who summarizes? 
c) quality reports- Council compiled. one detailed national report? 
d) state reports- does this require the CounCil to assi~t States in compiling 

(a) or (b) or both? 
- if (d) is an effort to provide for technical assistance for reports in (a), 

Council should provide "versight ofTA program 

line 22: what types of data are infered by (3)? 

Section 6006 , Practice Guidelines 

Making the protocols available to the public may make it less bureaucratic. Suggest 
inserting· a disclosure provision and deleting the requirement to develop standards. 

May need to insert new sections: 

(C) 	 Nothing in these proVisions shall preclude other ageocies ofthe Public Health 
~~rvjce from carrying out their guideline activities established under the public 
Service Act and the Food, Drug. and Cosmetic Act. ' 

(D) 	 10 carrying out the provisions of this section, the Administrator will coordinate 
with other agencies. as appropriate. Qf· the Pyblic Health Service. . 

Section 5008 Quality Improvement ,Foundations 


pg 13 ' 

line 9: delete "advisorY' 

line 16: confusing. (ii) somewhat akward grammatically 


pg 14 
lirie 25: (B) what do you mean by "and auditing samples of such data to assure its 

validityll? What does this entail? . 

pg 15 . 

line 12: insert innovative staffing "patterns" of health professionals 


pg16 
line 6: insert uare potentially sybject to substantial harm'" . 

delete: "are subject to potential harm" 

Confidentiality issue: apply 1160 rules of Soc.Security Act rules to protecting 010 data 
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(non disclosure) but add language on page 9: 

5008 (e):Th.e restrictions on discosure of information applicable to peer review 
organizations under section 1160 of the Social Security Act shall also apply to 
the Quality Improvement Organizations except that: 

1.. 	 QJOs shall make data available to Qualified organizations and jndividuals 
~search for public benefit. 

individuals and Qualified organizations shall meet standards consistent 
with PHS statutes and PQlicjes regarding. the conduct Qf scientific 
research including provisions related to confidentjalitv. privacy. peer 
review. P[QtectjQn Qf humans and shall pay reasQnable 

3... alOs and PROs may exchange information with QIOs (Section 1160) 

line 23: delete "health policy expe.rtise" and insert "health advQcacv expertiseli 


Section 5009 Consumer Information and Adyocacy Centers 


pg 17 

(3) make it clear these are not State offices. Rename State-situated organizations as 

"Consumer Information and Advocacy Centers" (CIACs-pronounced Kayaks)' 


line 12: insert "and insurance agents" 


pg 19 

line 16: delete E 


pg 20 
(d) Concerned this may be too broad. Substitute "neCessary" 


Section 5010 Appropriations 


-is there money for State ACE programs? 


Section 5011:·, Role of Health Plans 


pg 23 

line 4: (8) insert "where practicalll 


pg 24 

line 3: fix type.;o. should read "provider" 
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,lNTRODUCTION 

The Co~s.lonal Budgot Offl~ (CBO) and the Joint Conunlttee ~n Taxation 
(JCT) have prepared thlJ p~ anwysil of the Health Securll1 Act, al 

, tll"dcm:;d repo.t'ted by ~ Sloar.e CommIaea QJl'Flnanceon 1111y2, 1994. The 
analyw is based. au ~ description of t.bc Ch~·8mark of June 28, the errata 
sbeet of Iun!! 29, the amendments adopted du.rlng the c;om.mltte8's m.ukup. and 
iDfor~t:lon provided by the Coinmlttee', staff. Although CBO and rc:r have 

, worked closely with the 5tidT of the Committee, the esdmate does not rofl..ect 
'detailed'specifications for all provisJonS Ot final legislative langusBfl and must 
thCld'ore, be regarded as preliminary..' ., 

Tho first part of the analysis' is a reviow of th~ fiDanclal impact of the 
proposal. The fina.nclal analysis includet estimates of the proposal's effeets on the 
fcdml budge; the budgets of state ~d l~ governments, health insuranoe 
covc:tagc. ,&rId" natioDalhea1th expenditure.. 'I The analysis" also ineludel a 
d~&cription of the m~or assumptions that eso has made afi'cc;ting th~e~tima~. 

The second part of the I lI.l1alys.i5 c;:omprlsei a. brief assessment of ron .. 
siderations arising from the proposal'I.desigt.! that couJd affect its implementation. 
The issues examined in th!, discussion ere s1nular to thos~ considered in Che.pws 
4 and 5 of·enO's imalYSei of ~e Administration'. health proposal and the 
M.a.rs.aaed Competition Act. 

FINANCIAL IMPACT OF THE .PROPOSAL 

The Health Security Act. as ordered reporud by the Senafb Committee on Finllllcct 

aims to Increase health insunuicc'coverqe by reforminl the: market for health 
insur=o and by sul;lsid1ziOS its pwehBS.e. In the Congressional Budget Office'. 
eAtimatiod; the p~posal would add about 20 million people to th~ iruurane.e rolls, 
and the number of uninsured would drop to '8 percent of the population. Initially, 

. the proposal would add to national health expenditures, but by 2004 national 
health cxpCnditures would be alightly below ,the baseline. Over ~ 'period from 
1995 to 2004. the propOsal would slJ,ghtly reduce the federal budget deficit, and 
It would ultim.a.~ly reduee lte.~ 8.1'Id local ,ovemmerit speElding llS well. . 

The estimated effects of the proposal are dispillyed'in the four \ables,at the 
end of this document. Table 1shows the effect on federal outlays, revenues. and 
the deficit. Table l &hOWl tho e.tTeeta on the budscta of S1818 and local 
governments. Tables 3 end <4 provide projections ofhcalth lnsunmc::c coverage end 
national hWth eXpenditures, re.spcctivcly. . 

Like tho ostimates of other l>fopoaals for comprehensivo rcfOrm..·sueh as the 
single-payer plan, tl:!e Administration's propoBul. the Managed Competition Act, . 
8J1d the bill repo~ by tho Committea aD Ways ane! Means-CBC's estimates of 
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the effects of this proposal are unavoidably uncertain. Nonetheless, the estimates 
provide useful comparative information on the relative costs and savings of the 

..different prop09al5. In estimating the Finance Committee's proposal, CEO and 
Jcr have made· the following major BJsumptiODS about its provisions,' 

Health ItUUtMce B~nefit8 and Premiuml 

.' The .Pinance 'Committee'. proposal would estab~ish 8 standard package of health 
, W1U2Ulce benefits, ,whose actuapal value would be based 011 that of the' Blue 
Cross/Bluc Shield Sta,t;l~ Option und:er the Federal Employeel Health Benefits 
program. The Congressional Research Service and CBOestimatcthat such a . 
benefit package would initially be 3 percent less' costly than the average benefit 
of privately insured people today and 8 percent len costly than the benefit 
package in the Administration's proposal. 

,The proposal adopts the ~our basic types of health i~s~ce units included 
'in the Administration's propcsal-.sin,lc adult, manicd couple, one-parent family, 
and lwo-pm:ent family. In general, workers in fums with fewer rha.n 100 
employees (and their dopendents) and people in. fanu1ies with no connection to the 
labor forco would purchuse health ilisurance in a community-rated market, Firms' 
employil1g 100 or more workers would be experlcnc~rated. The estimated 
ayerage premiums in 1994 for the standard benefit package for tl:te four types of .. 
policies are as follows: 

Commuruty Experience- . 
Batedhol Rated Pool 

Single Ad~lt . $2,330 $2,065 . 
Ma.trl,ed Couple $4,650 $4.130 
Onc~Pat'Cnt Family $4,544 $4,021 
Two-ParentPamUy $6,175 $5.472 

.m additloft,separate policies would be avaHable Cor children ellglblo for aubsidi-es. 
liS explained. below. Supplemen.tary insurance would be available to cover cost
sharinJ amounts and services nOlincluded ill the standard benefit package. 

l.. Par .ICI'I~. err CDO', Cldma'llfll 1'II,\bcd*ir. laD CcllJTDIdONll DUda" ansce, M ANl11t11 Of ,hi 
Nl1ttlnI.tt~',NHbIt rl'fl/»JGl (february 1994). UIII;t" ANll'''' o/lltc MMoltd C:"'V'1I1l1011 A" (Apdtl"",). 
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'I.lu5 pIOpoul would catabU,h a 'YltetU of premium lubmdlcSt for low-income . 
poople to encourase the purc~ase of health, inmrance. Pamilies with income . 
below 100 pel'CeDl of the pove.I'tf levci would be eligible for full Bubsld.les. and 
those with income between 100 percent and 200 percent of poverty would, be 
el!.glble for penial subaicUeJ. 'The pilnial mbsidies would be phasod In between 
~997 and 2000 by gra~uall1 in~llIing:the income eligibility level. In addition. 
children arid pregnant women With income up to 240 percent of the poy~ level 
would be ellgibl~ for sped.al rubEidles. 

. In dctcrmininS e~pi1ity forprcmium lubsidie.s,a family' 8 i,ncome would-be 
- . compared·with the r~ pove:rty ~hold ror that family'. size. except that the 

threshold would -be the same Cor famiUel wIth fout or- more mcmbera. The 
. estimate asrumca that thii llml~1i~n would· apply for computitig bath· regular 

8ubsidiC58Ild Ihe apeeial !Subsidies for children and prcpant womlm. 

. The maximum' lUllOunt of the iubsidy would be based on ramily 'income 
relative totbc povc:ttY level and on;the we!ghted Ilvciage premium tor commurutj'" 

. rated health plans In the area. The estimate assumes that a family's subsidy could 
not exceed the amount it patd for coverage in a qualified health pl~. Therefore. 
if an employer paid a portion of the premium. the subsidy could at most equal the: 

. ~ly"B portion of the p~mium, The estima~ al5o.&ssumes that. ~i:ept in 1997. 

the aame formula. would be used in each y=ar to compute the amount of the 

subsidy, but that durlnathc phase-iD pcri06 no spbsidies wouIe! be availabl~ Co 

people above tho applicable eligibility level. 


families would not be elipble. ~ eatimam auumes. for: both regular 
premium su~sidiel and special subsidies for children and presnanl women. but 
theY eQuId choose to· receive the larger one. Families could usc tho special 
subsidies to belp purclulsc covCtoge fer the entire f&Unily, or they could purchase 
coverage only' for the 'cUiibJe clilldrcn and.pregnant womeD. 

familles, clilldrcn. and pregnant women. wJth income below the poverty 
threshold. would abo be eligible for reduced cost sharing, 15 detci:rnincd by the 
Nationlll. Health Benefits -Bon. The estimate II.5sum=a that the board would 
J'Cquirc nomiDal cost-sharing payments. Health insurance plans would be requftcd 
to absorb the cost of thls mduc:cdcost sharing. In addition. 8latu would have the 
option ofprovIding subsidies for cost sbarlng (or pCopI~wIth income between 100 
pcn;cnt and 200 pc:rccnt of the poyerty level. ThD federal govemment would pay 
up 10'$2 billion a yu.to asalst tho states in pmvidina theso optional cost-uulIing 
subsic!iesl and states would b,ave to pay the rest of the coal 
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The 8)'stem of s~bsidies would be administered by the state.. States would 
. hive 'the aption of providing SYbsidics to eligible peoplD beginning in 1996 and 

would- be required to provide subsidies startlns in 1997. ,Because of the 

difficulties involved In setting up the necessary adminIstrative apparams. the 

estimate US1UJlt.S that states would not bealn paying subsidies un.til 1997. 


MioIiQrJd Ind Mediem 

Medicaid beneficiaries not ,lCCeiving Supplemental-Seauity Income would be 
integrated into the .general 'program of be.alth CarD refonn and woUld be eligible ' ' 
tor (ederal subsidies in the S8IDC way as other low-incomo people.' Medicaid 
would contmue to provide theBe beDeficiuil:6 with awraparound bcn~fit covering, 
,certain health care service,S not included in the standard be~etit package. Statel 
would- be relieved of their pomonof Medicaid cosm for these 'bc;ncficimiel but 
would be mquircd to make maintcnance-of-effon: payments to the federal 
govommant. The elltimatr: asS'I.1mCS that thcac maintenancc-of-effort payments 
would Cl:Jual the apprqpria'te portj(;i2l of the Bta~S· Medicaid spending in 1994, 
increased In subsequent years by the rate of growth ofnational heal'fh expenditure. 
plus an adjQltment fact~r,. The adjustment !actor WQuld equal 1 percentnge point 

, rhtoup 1997 and would be £:rac1ually Rduood 10 zero by 2002. ' 

Tho proposal wolilrlgradually phase out federal Medicaid payments to 
disproportionate Ebare bospitals (DSHll).. .The estimate assumes mac DSH 
payments would be limited to 10 percent or m.edkal &scistanco payments in 1997, 
8 p~t in 1998. 6 percent in 1999, and 4 percent in 2000. In 2001. DSH 
payments wauIc;1 be repealed and would be replaced ~y a program to mob 
payments to vulnerable hDspitals. That program would' havo an annual 
appropriation of $2.5 billion. 

Among the proposed changes lD Madloaro ia a revision in ,the method of 

reimbursing MedIcare risk contractors. Tho estimate ISSU1;1CS th~t thispro.....ision 


'Is Intt:ndcd. to even out reimbunement rates without~dlng to total ,c:osts• 


.BeveDuea, 

The Commtttee'l amendment that added the special subsidies for chllclren 8.Ild 

pregnant women also provided that the cost of these flubaides would be covored 

'by proponioDll in~asel in all o(the revenue-raising measures in tbe proposal., 

as needed to ~p the proposal from addJni to the defJc:1,. The estimato includes 

additional revenue, Of $13.6 bUllon OYez the 1996.2001 pllfod asl result of tbls 

providon. 
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Fcp1*Safe Mechanism 

In the pre~t1t ettima,tes, the fail·saf~ mecb.anism would not be called into play. 
If necessary, however, the proposal would scale back eligibility for premium and 
cost-sluui.ng assistance. reduce the new tax deductions, and increase the out-of
pocket limits in the stiriiiUd benefit packag~ to prevent the proposal from adding 
to the deficit over 11 period of yem. The de(iclt would 1>0 allowed to increase in 
anyone year, however, but by no more than Ulc amount ofany cumulative savings , 
from previous, years. " ' 

! • 4 

Unfotes~encireu.mstlnce~-sueh as 1 major reeeuio1\, an a.e~leta.ti6n in the 
srowth of health care costs, or a ~ore r~pld increase in the nu~ber of Medicare 
'or Medicaid beneficiarles--could create I shortfall in fuAding and trigger the fail· 
safe mechanism. Although the proposal would give the Administration some 
flexibility in offsetting any urifinan.cedhealth spendicg. me bulk of any lavings, 
wQ\lld have to 'OJIlC from, limiting' eligibility, foraubsidics. As a r;sult, 

, application of the fail-safe mechanism could make pn::viously eligible people 
. ineligible for 8ubs~ies and would reduce the extent of health insurance ,coverage. 

onmR. CONSIDERATIONS 
II .,!! 

Like other fundamental retorm proposal!, the plan reported bytbe Senate Com· ' 
mittce on Fipanee would require many cwgcs in the c;urrcnt system of helith , 
insurance. Por the pl'tlposed system to function effectively. new data. would bave 
to be COllected, new procedures and. adjustment mcch.anisms developed, and new 
institutions and adminigtrative capabilities created. Iil. preparing the quanti~tive 
eltimatcs presented in this uscssment, the Congression~ Budget Office has 
assumed not only'that all thoBe.things'cQ1l1d be done but also that they could be 

" " acCOmplished in ,the time frame laid out in the proposal. . ' 

In cao'& judgment,. however, there exists a 8ignifl~ant ,hance tbat the 
substantial .chQ.ngesRC).uired by this ,proposal-and by other systemic reform 
proposals-could not be a.ehieved as assume,f; The following discussion sum· 
manus the major areas of poulble difficulty as well as som.e other possible 
consequences of the proposal. 

RiskAdlu8\ment 

The proposal. like most ~thers, asst.:lmes that an. eff'~tive system eould bedes!gnccl 
and Implemented to adjust health plans', premiums for the actuarial.risk of their 
enrollees. In fact, the feasibility ofdeveloping and successfully. implementing such ' 
a mechanism, in the foreseeable future is highly unc.~n. Inadequato risk

·s 
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adjustment teclmlq,,=s would have advena consequeaces fot beth the c;ommunity
nued and the experience-rated beaIlh iUW1lnCO marcts. 

The pri.awy purpose of the ri&l::..adjustmeat system in Cho c;ommWllty-rated 
~ket ¥lowd be co rectimibuta premium payments among hoalth. plans. 
com.Pens~ mlml for dtffcrincca in risk Withouleffoedyo risk a.c!justmcnr.. -the 
profitablUty ot healdJ plw.f.DmoIlB marta" would be partly determined by the 
pl&ikID In'atiracdn, ~vely healthy people.Sinco higb-eost p18.l1S would be 
lubjcct to a pRml.tum laX under tbls.propow, an efrective risk adju'tmertt would 
also be important to ensure that bea1th p1aAs were aot tAXed because thc:ir 
eintolleel pr=sented 8 JUshe:r risk. . , 

• , , 

While there would be no risk-adjustment paymeZl11l lD the cxperJ!ace-rated 
market. each plan that ,was Dot s=lf·lDsufcd. would have to have'a risk-adjastrrlJmt 
factor in order to derinnlne whether If WII Jiabl! for lbe ~ OD high~ost plans. 
l1evcloplft& such facton would be ~1lIrlJy dlttlcult b~au8e the asency 
reSpOnsible tor doinS that would havo to COU8Cl anel analyze dgnlfiea.nt ~ounts 

, of infonnation from tho DWly health plans. IOm= of wbieh would, be very small, 
rhat made up the expel'ienoc-t*d market. 

States' BespQnsibiUtfa 

Virtually aU proposals to, reat:racD.U.'e the health care syttemincOlpomfe major 
additional,adminiB~ad!1't monitodns. and Dvc:ai,ht functiollB lhat lome new or 

, cxlstl!1e Ironeie! ar ofswzidons would have to undertake. A key question with 
IIny proposalla whetlier the dcs.igri.atcd. ortaniZatioDs would have the appropdatc . 
capibUiacs ~ reaomes to pcrfoim ,their roles. ,In ·cbe Senate :Finance Com· 
mita'i propoall. slates would bcai the brunt of inany of tho respansibUitiea [ur 
implementatioD. and it il uncertain wbethcr-anc1, if SQ, how 5OOn"'some states 
would be ready UI asmmc tlwu. ' . ' 

The states' primary'tCsponsibilities under the proPO&al would fan intO foUl' 
~darcu:' 

o 	 d~ cUSibility tor the new subsidies and the COIltinUing 
Me4ic&id program; 

o 	 administcri.nS the subsidy and Medicaid programs; 

o 	 csta'blishinl the infrastructure for the eft'tlCtive functiorU:a, ot bealth 
CI.t"O ID.IIrk;ts; aDd ' 

'. ' 

o 	 regulating IU'ld monitotiag the health wtmlnce iadustry. 

6 
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Dote_oS EJi&ibUjty for S1!blldiClIUd Mcgicaid. The task~f establishing and, 
monitorini eUJibility'for'Bubsldiea woul~ be an enCl11Z1oua on~ for ,states. even 
without the compli~ations r=sulting tram me cIu4l s1l'Ucture that woul~ 8ubsidizo 
p:rez;rUllJllS using tWo sets ofrulea (diacusaBd in more dotail below). AccotdinB to 

. CBO"Cltimata, in the year 2()OO; about,30 m!ll1ou famiUcs' and single 
individuals wpuld be recciviDgsubddl~. fer health inmran~epremiDmS at aDy 
~e. The, ectQIJ. number of appUcatioAi Vr'pu1d bo m~ arwcr thB.D that because 
of chaagcs in employm=r. family statUs. Or Seographic JOc;ation durinS ~ year. 
In addition. because MedicaJd would, :bo, required 10 pzovid; WfiplVOUrld benc.fits, 
ltatea '!Iould have tocontiD\lctooperatctbeir M=dictUd eUBibiliry systems using , 
income critaia far famUies with mor& tbaz:l four membets that wmd.iff'~nt from" 
the aiterla used by the premium subsidy prognun. 

States would also' ~ ~" mponsibDiry tor the re.quited'end-of-year 
reconciliation process in which. the ib.co~ of. rubsidit.ec1 family wucheoked to 
eniute that the family received. me appro)uiate'premlum IUblidy~ Reconciliation 
would be a' major undertaking' siDee, although federal 'Income' tax io.formatia~ 
could be UI~ many of the famUles receiving subsidIes would not be taX ruen. 
Morcov=-, tho process would require'e~teDJlive mlcl'ltatc cooperation in order to, 

, "trac:k people who moved from DOe ·Itato to another dwf.ng the yell'. ' 

Mmlntitering the SUb~dy ana MediepjdPromml. Tbe &weI would have other 
major administrit.dve responsfbUitie& forlhesubsldy lDel Me4lcsid proarams. In 
particular, the)' wouldmab subsidy paymc:ll~ to hal~ plans ,ana, engage ia. 
outreach efforts ,to CDoourase emaDftlent ot the low-incomr: popUlation. Health 
plans would be requited to have an open-cnrollmeat pcrio/!of90 'day. dur,1ng tho 

, fU'St year BDd orily 30 day~ in alI subseqgeut yean. Establishing of(ectiye outreach 
'FOsrtmS would ch!refore be cllential 'ID eDSUrG lbatlow-incame people enrolled. 

" in health' plans dwiD,' tho open-eDIOllment window.' ' 

The optional ptOlram& in which states c;ould participsre' wouldaho 'have 
,tnajDr admiDimtiyO Qompone.n.ts. .St.at:ae1ectina tOlubaidize c:ost shariag iqr 

, , • ~ople with Income botween 100 percent and 200 pe:cent of th~· poverty leVel 
would be responsible tor acb:Dinistc:ii.ns 1hose subsidies. Similarly. states would 
have to 'admlnlsterthe COmplex sysr.ern Of.ubaidie, iDcotpOrate4 ill the proposal 
if they ~oso to expand bome· and 'commUlllty-based S!2'ViCeI fo~ tho disablecL 
Statacculd also cboose to enroll- beneficiaries' of the SupplcwcZtal SC'eurlty 
Income' proeram iii health planst . in wlUd! case they would have to DegQtJatt 
separate premiums, . 

" Establif.llfD8 the IilfrastaicrulJ f9r', the M'ectJve FUl1CtfonjOg of Health Car; 
: Mathts. States would be rr.qub:ed.to 'lbip s te Iha SecgapbJr:bwndariei far 1hc 

. ! "ccrnmUnity-raliJi, an;uu', well as 'thcsavlce arCa.s fOt implcinentlDg ~ , 
proYisipns fCgarding cBsentiarcommunity provl~rs, 'lb.o liability for ,Ill. taxon 

" '" • ., .• 1, _'. ", 
, , I' " 
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hip-coat community..ratcd and experieDce-rared plans wo'GlfJ be ~A1culat=d 
~ep~tely for each oommunIty"ra.ting area. In adcl1tion. stalea would bave to 
sponsoror ~iilablls.h porc:haslng coOpe1'8tlVellD, se:rvemo&e commumt)'-ratlng areu 
in which DODe Wtl'e eNblilhcd voluntarily. 

States would also have ongoing rc&plJnsibllitiea for ensuring Iha.t health ~are 
.. 	 markcti functioned effectively. Those fC8poDSlbilltics would include: eatabllshi.ng 

the system for adjustiDlPRmiums for risk. opetatinS reirilUl'84CG pools uatil tho 
rlsk-adjUltment, I)'Itettl WBJl opcratins effectively, and redisuibutil2g IOSSDS,' 
IesultlDg from the requin:menl thai: pllU1S absorb the COlt-shilling expenlles far 
people with lncomcbolow the poverty tbmabold. 

ProViding COftlWD81'li with tho rlCCCiSIr)' in!ormatioJl to J1lab informed 
choices amoDg hoalth plaDs would bo IDOmllT func:tioli of the StatsB. States would ' 

; be required to produce 8Dnual, ItMdardi%ad lDtomation comparing the penar
maru:c of be.alth plw in each commun1t)'~l'8t1ag area; they would also cUstri'bute 
rhat informatlon) cdWl&te and provide outreacb to ~nlUmcra. and. rap~d to 
complaints' from ~ODSumcrs. To do alllhat elfectlvcly ..v,ould require ~ states 
establish extwivo systems for reportinJ =4 aailyzingcSam. and qUalJtativi 
informuion. ,11Ioy woulcl81ao bo HSPOlll:1'blt for eDJI~B that' health plw.mot 
&deral AumdardJ for d.ua tepOmng. 

Resv1@dDi and MonltOrlDi lb, Health insurAnce IndYI'D.1bc responsibilities for 
ctttifying insured health PlaR8. Icl£..insu.rc::.i plans that opemtccUn ODO ItJ!m only, 
and insurance pllDS for lona~term c=arc' would ell falI OD tbD states. So tao would 
the task of enforcin,e the Dew health iastr:aDCt standards. Consequently. th,diItles 
of Btate wurlJice deplrtmeDti woUld.StOW coftlidet"lbly. Not only would Ibey bo 
'Iesponsiblefor m.any morehealrh plana than !hey Qverste today, bunbc acdvides 
they would ba.v, to monitor,Would be mu.ch tnOl'e exfc:nslve. Stall:l would be 
enooumsea 10 uso private ac:etCc1itation' oraan!zaUoDa to assist rh6n1 with theSl 
Wb. 	 ' 

StAt28 would, rftOl'COYer, be required to act In the event mat health pla~lI,Yid , 
not m~'t federal standards. For eumple, lhey might have to operate f&peel or 
noncompliant health plans for a tn.a5itiomd pmJod to c:D.SUr'I!I continued eCcess for 
,lbc· pIma' enrollus, dcvelopcon:-ocli'Yc pmsrams. or design other options. 

Stnrea \VoWd have to develop and lmpl=ment Pl'Ograma to %'C'CQvcrpayment 
ftoom aUlomobUe lnsuren for met1ieal aervic:e& resulting from lutomobUe accidBnts. 
These program.s would be required CO have eleotromc cSal:a bu. and lnclude 
DUlchanisms for resolving llabUhy j,suea orqi!putes Rpldty•. 
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A~ present, state ln~urance departments V8.l)' widely in their capabilities. It 
seems doubtful, therefore, that all of them would bo ready for such an expanded 
role by 1997. 

TIl! Dual System of Sub8idi§ 

The proposal include! two subsidy sehedules··one for low-income familiea and the 
.other for' low·incomc children and pregnant women. The twp subsidy schemes 
would hive to be integrated because children and pregnant women are a pan of 
families; but integrating them In a sensible and administrable fashion would be 

. extremely difficult AI now. strUctured, the dual system of Bubsi4ics would create 
a oo.nfusing NTay o,t opttoru from whicb low-income famUi~, wo\1l1;! havt to 
choose, would greatly complicate state administration of the already burdensome 
processes fot detennimng eligibility and reconciling subsidies at 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 family could participate in 
both subsidy schemcs at the same time but that families could choose whichever 
scheme gave them the lfl.:t8cr subsidy. Permitting families to participate in both 
programs con.current1y-~or example, by obwninS spcciallubsidies for the children 
individually as well as regular subsidieB for lingle or dual policies ror the parents 
..-could cause the est.imated cost of tlie subsidies to be somewhat higher than that 
shown in Table 1. 

Ipeumnce ~Qsts for Moderat&,Size4 Firma 

As is the case under other prOponls that limit.participation in the community· 
rated market to small fltDls and nonworkeR, lome modente-siz.ed rums-those 
with 100 to 300 or 400 employees..might face relatively high costs for coverage 
under the Semite l'.inance Committee's proposal. Just as they do under the current 
system. such firms wouldhav8 to either self·1nsure or offer coverage through the 
experience-ra;ed market. Moreover. the)' would be required to provide tMir 

. employees with a choice of three plans, including a feo-for-servic:o plan. ThUB, 
the enrollment in some of those plans could be extremely lim~r especially·since 
some employees in familics with two workers could obtain their coverage 
elsewhere. 

Small cnrollments would. in tum. result in high administrative coats. 
Fardiermore. because the f1IIIl's" :eremiums would be expcriencc-raJ.cd, a single 
employee with a costly medical problem could· raisc· the. finn's premiums 
significantly. Some plans could end· up with eYcl""incrcasiDg premiums and 
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shrinkina enrOnment u people who could obtalD. cheaper coverage through !heir 
spouse', cmptoy~r loft tho plan. misiDa Ita pn:miums further. At 8 minimum, 
employee. would 110 longer bave a zcal1stic choJee of tbree pl., IDd ill eXU'Bme 
oaaca. all duue plana miaht be quite oxpccJiw. In prlnclplA. iadividuala wtlh 
iDcome below ~e poverty level onrollccl tu such plana would be Atny wbsidlzcd. 
b\U'iD fact 1M), miJbt have to ccmtritrute to me costa of Iheir coYDrBge if the 
)OIDIum. for aU duM plafts were above the average far the community-rated 
marb'I. which detmmlnCI the lDIX1mum posablo lubslc1y. 

Iu on Hiib-Coat Ha'th Plu, 

The prtJpO&Cd tilt on hlBh-cOI[ health plabs )\'Quld be difficult to implemca.t. It 
would. morcov•• mult in ~nt e!fcetjve tax rates 011 CXDCS5 pnmilzms of the 
health plans offered by cti1'ftreat iasUlWS or lpon&a.rs. ThOse dlffcron=es mlJbt be 
vlewe4 as arbiO'lr)' becauscthey would VII')' aign1ficBl'ltly within and. among 
coDDmmiO'-ratJ.ng ILI'W. ' 

The cax would be imposed at a 25' percw rate aD abe' amouut by which biah
cost pmniUIDI exceeded a tarpt premium let for each corn.mun!l1-radq uea. 
VarloWJ ~JU8tmc:atu would be IIlIlde to premiums to determine which pluR would 
be cJusifaed 81 havins hlp costs. 'lbose adjuatmeJits wouJel be cUtflcul~ co !Dab. 
Moreover. some of Ibe nece.a88l)' adjuatrnema...sach as thOle for differenceaJD. rlIk 
and the Clost ,of tivia,a BmOltl,cOlrapJd, arcu-would'require data and ,mollJo.. 
dol0Sies that do Dot noW oxist. 

Tho effCl,tlv,e tax _ on exc:cu premiums would pnerally bo ~"&K;h JU,ber 
dum. the Ibdutory n.Ic of 2.S pm:.ent for two reasons. Pil'St, UIllike mOlt olher 
exdBe IBXeS. this one woul" 110t be B"educllble ClJ'eQSC for .health plaD. and self· 
iDl~ employers; in effect. tho tax would 'be ·plicl from aftar..tax. tather than 
Wore-taX. ,profits. Second, it mans that oXpected to b~ subject to the UIZ 
iDcreased their pmmiuma to ren~t the a&ti.lianaJ WI liability, bOth meir uciao tax 
aDd income tax liabilities would also rile. AI a rosult. the effective tax raUl on 
acell health iDsaranee l'remiwu would not be 2S percent bvt 62.S pcrc:em for 
maat plans offend by taxable wuren and 33 percut for nontaxable (nonprofit) 
iDsw:ersr Self-inJ1m1. empJoyea who reduced othereomplllaation to offset Cbe1t 
bighuexpensCI for bca1th bo,nofltl wowd lace ID efRetlvc tax rate of38.5 perccDt 
if they were taXable eorpomtiODS and2S P~Dt ifUmy were nontaxllble 8poJ1SCIII 
of a hcalrh plan. 

Altbouah the tax would proYido incenti~es for warms 10 oftit lOWlf-cost 
plans. bow insu.nm would acrually respond is undear. Because r.be ca1cul81l0D of 
abc tax 'would bo based on the c:ouibiDcd, CQSt of &tlDdani IDci iapplemcDW 
palidea, inmer. mighlt for ox~lo. try to d.ileourap emollces from purchasiDa 
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· Bupplemena by nlisiDS those ptemlum.' coftli(l.etably. AJ~tiwly. thay mlaht 
aot of&r IUpplemntal poUoiea at all. A mOM fUnCWucmm.l problem for imurCri 
is lbat thoy would nat ~ow ChJs taract pramlum..-8DcI, heace. their pOteDtial tax 
uabiUty··at the time they' estllbU~ their pmmiums because thOlJD tarpts would 
be ~ 90 da)'I after the cacl of ead:I opon-Clln1llmcnt pc.riocL 1bat 
Wl'ef!:.I1n&y woald cmJ toi:lCIDIBC the marams betwceD IDiuraneI promlua WId , 
u~ payouu u la.uterI BttB~pted to protect tI1emle1VeI frCIrA the poaalbWty 
that their plaD would be conddcRVl a Iqh-colil plan and thus subject to the tax. 

Tho Wt miaht be caasidmed incqu1tabla fat a 'V8.I'icq at reasons. In lome 
oo~n1ty.mtiDB areas., I IDmU number of hlilth planl-perbaps two or tbrco..• 
mipt domiMre rile market. Uaias the cdr.erioD !hat higb-caat plans covorod 40 
~ of the Pt1mary insured population in an area cou1c1 lleceaaiSate ;hiahIy 
arbitrary decisions iii tbA f,," ofsuch iDdiYiaibilUies. (For c:wnple. the highest.. 
priced plan miabt'cover 20 percent of tho prim:uy insanId populaJioD while'tho 
top ,tWO ~I8D8 covind, 60 pereen.t.) In the oxparicmce~IaZOd rruubt-if accurate 
riak·adJusqnent fa~rs cannot be devd.d...smal1 plmi w1dJ 11&110 IbW~ fa) 

conlrOl their ~m1wns might well be ~ on" IUbjcct 10 the tal. finally. plans 
in. some mls Of the ooun1:y with low payments to provic1ers and panimonloul 

,	practice patterns D1!jht be subject to abe tax sveo though they Wtft far lell costly· 
(even after the tequired adjLl.ltmenrs) thannontaxed plana In otberarea.s. This 
resalt ~uld 0I;CIIl' in apib= ill the fact that pllDS· with adjusted premiuma in the: 
lowest quartile Datlcawide would flat be subject to the tax. 

ReaJlocati~ of WomeN Amenl Firma 

The proposal would encourage' a rea11oc:adoD at·wmkm ~ ha aDd, in 
doing 50, would in=- its, budaetaJ:y call Thli sorting would ~CUf because th: 
subsidies could 'be reduced by up to the amount that employers conm"buted for 
in&ur8DC~; thcRtore.. a worker employed by a flnn thet paid tor healch maurance 
would recave B smlller subsIdy thaD • worker at a finn 1bat did nat pa~. Same 
low-income WorM could gain thousands of dottm in higher wages b7 moving 
to finn. tha.t did 'not contribute 10 employee bealth insurance, &ad a aIp;fir;ant 

, number of thc:m would probably do 10. Tbat proccss would. OCCI.lf gradaany as 
anplo)"lllCnt olpaadod in· lome firma BDd COfttraGted In o~ m·1110 CDO 
eitimcte, thun:eaIioc:alion of low·wlle woriera amoD, finnJ lICGOants for $12.6- ' 
bDlion of tho cost of the subsicties in 2004. . 

ID addidon. lOme com'p&Diea might alOp paying for iI1surrmce. but me effect 
of that acrlon on the govemmentl, costs would probably not be large. far several 
reUQJ1S. For ODe tblDg. the Dumber of firma that would be 1ibly to stop payins 
is limited because, If films cUd 60, hlgb·w.ge warkers in those finns would lose 
the ru benefits of exQludJn, balth insurance from the payroll tax. ~ver, ~ 
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aet additlODallUbaldy COlt to the BOvenutU!Ilt from low·mcorDa workm in ftrms 
thac droppDd coverage would be IlllJeJy offset by bJper taX revODUCI !tom the 
warkcn 'bec:Iuae. without IlDployer-pald oowmSe, w"., would be higher. 

Lut. mduciDs lubsidl". by up to th8IJDQunt thai employers PAY for iDS11I"IDCO 
would IDC811 that JIOOPlc wfth Similar IIlcoma ad famIly c:ilc:um&tanceI wou1cl Dot 
be treatecl alike. In patdcu181. woikera at firma thai paid for fnsarmco would face 
Iar,er Costa for their WI.ln\!lCC Ehail aimllarl)' p)"cd C01mtapans at firma chat did 
not Pill'. . 

Yiprk DJI'p;snJlva 

Like other Jd'orm pIma with wbstaDJial mbsldles, tba Scna1:&: Plrumcc C0m
mittee's propoSll would disco1lfl&O certain low-Income people from workiag mo.re 
boun. Or, in some Cuel, from wcs~ at an. becauiO wblidJes would ba phased 
out Ii fiJ!1i1)r inc:oma lacreascd. For Clarl1pJc. Ihc subaid1et for lOTi~ 
falies woald be plwed: outu family incomo roso between ]00 peICeDt end 200 
percent Df 1ha povoity tbtcahold. a.ad those for Iow-iDcome cbi1c1ren ud prepa.at 
WOlbn wouJd be pbued DJIt botwceD 185 pcrcoat and 2AO percent orpoverty. J:q 

. bod:!. cassa. many wotker& who eamld more mODty within lbo pbaseoUl range 
.would have to paYlDore for sheir 0WIl or their chUdreIlt heal1h Wur&Dce, Ebcrcby• 

cutdDS into the increase in lhea tab-home wage. In eBlODee., phaslag out the 
su'blid.li:a would Implicltl)' tax their iDCOtne ftgm work. 

. Eatlmatina the pracitc mapitudo or lho Implicit laX rates ~uitesinf~OD 
that iJ not madily available. but EDUlh cakulatioDllUSSest thl1t she ratu could be 
Ill},stlntial. In 2Odo. fOr cxlU'llp)c. tho effoc:t1vo mar_I levy Oil labor com
Pensation. could increase by lIS mu;b as 30 to 4S pcrceruage points far worm III 
fam.Uies eligible for lOw·JDcome subsidies and 20 II) 40 poi'I:entqO points for 
worbra in families ehoeains the ,ubrddiell foe presnant womon IJld low-income 
children. Moreover•.tboso levies would be piled on top of &ho expUeit and implicit 
marglDalla1te.1bat IUeA workers already pay Ibroup the lDeomo ~. the payroU 
IU. Ihs phas~ or _ eat'I1ed. iDc~me tal credit., and 1he loss of cUgibUily for 
food stamps. In the cad. lOme low.wase worlm wauld keep sa little sa 10 conts 
of CYeIY addldODal dollar they ~ 

If the employer did Dot pay tor WDrancc. the lmpUcit marginal ~s from 
the phaseout of Iow-~omo IUbsidlet woUld applf ta watkers whoso income was 
widilil cbc broad ranee of 100 percent to 200 percent of Ibe ~ Jr:vt\l. Bu, if 
Ibe employer pa.ld 80rM of tho coati for iftSW'lDcc, tbeao marsuw. levie.s woukl 
apply to worbn in a mIlCh *maller mcome rmgs.Althoup this.ueatmDD1 of 
employer pa)'ltMmia woulcl reQl.lce dso.sizo of the wOrlMg population lff'ccced by 
lUSher marginal levies, It would m:ate &be JRvlously de&eribec1 iDce.nUve for 
lIIOi'lw1 to move to firms mil did Dot pay far WW'8J1C8. 
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TABLE 1 •. PREUMINARY ESTRATES OF THE FEDERAL BUDGETARY EFFECTS OF THE HEAlllf SECURITY ACT 
AS REPORlED BY mE COMWfTEE ON FINANCE 

___ . (8y~}'SII' • .i"l1ll5on9 or daiLnl _ ~__ __ ___. __ , 

1995 1!l95 1997 ,11199 11m 2QIl) 2001 2OQ2 :zocn 2004 

MANDATORYOUTl.AYS 

~ 
1 Cls::«Jlinuad ~ 0{kI.IIe Cere o 0 -24.6 -36.7 -4t.D -45.8 ' -6t2 -56.9 -&.1 -«17 
2 Sia!Ie ~~ Payments o IJ -16.8 -24.0 .26.2 -28A -30B -33.4 .o3S.2 -3!l2 
3: ~tiona1eSIIIft ~ Payments o 0 -4. t -7.0 -8.5 -11.6 -18.8 -'2IJ.7 -12.9 .:IS.2 
4l..cqJ Term c.e ~ Fed Matrh 2.5 2.8 3.1 l.S 3.9 4.A d 5.5 6.1 6.9 
S Ar:i ..iuisbame - . ,. 0 0 .Q.3 -0.5 .(1,5 -O.G .07 -0.8 -0.8 .Q.9 
~,~~t~~~~ r~':"'>'~" "'''''~'''''<:S:='''-:·'1··;-··'''· ~~""''''M·'''~~m<~'''''}~J''tJ.i~· -.~-;;';:'I:~~"",,-~a~-"i;:O''''1>l!>''~Dli'R-?· '··;;oM'M;~#..m'~W~-;>;"",':fit.l'n;;[:F::1«f!"',;ftIr~ .. ~~4·"~~·~~~:~~~r~tlia:(:~~.zf:~~~~j~-'~ti;.~~:(!!~~~1;).~~~~~~~~~~:i~.1:~.!~~~~~1!.~~~ 

Mcdc:;U 
6 PId A Redudions 

PPS UpdiI(ea , o o -o.a -2.3 ......2 ..e... -T.' -8.1 .as ..Q.8 
~RI:d.a:IiJfl o -0..7 .Q1J .oB ..0.9 -1.0 -1.2 -1.3 -1." -1.6 
[)ispt~ I!M SIRn tbsipItaI RedlICtbna o o o -0..9 ·1.2 .1.3 -1 •• -15 • -1.7 -1,9 
PPs-e:Jrduded~~ 0.1 0.1 0.2 0.2 0.2 n.2 G.2 - 0..3 :, 113/ .' 0.3 
SkiIed"Nlning Fa::iIy ~ o -0.1 -D.' -0.2 .0.2 .n.2 ..,I ":u -0.2 -o..a ..0.3 
Sole Cc:rrnui1y ~ & .. I 
Me£ic:me [)epen::IIri ~ , «I D •• 0.1 0.1 a . 0.0 ' 0..0 D.D 0.0•ltII1g ram Can! ~ II -<11 ..(J.1 -".1 .0.2 .: • ..0.2 ..0.3 ..0.3 -0.4 '•1 ~~Commoni)'Jfoepiala 
MAF~ 0.1 0.1 0.1 0:' 0.1 0..1 0.1 D.1 0.1 0.1 
R1n1 Pmay em: Hos:pIaIB (RPcH) Pms 0.1 o.t 0.1 . 0.1 0.1 0.2 0.2 0.2 D.2 0.2 

8 Part B Roc.b:1irlns 
. ~ fat Pfrr-;icien SeNic:::ea .0." .:os -0.6 -0.7 ..a.8 ..(J.& .0.9 ·1.0 -1.0 -1.1 
RsI GOP _Vduna ant hkm:ily o o -0.3 .0..& -t.8 ..:z..s -3.3 -4.2 .s.! -6,s
t111.1l CociI Hosp'tn o o o .0..5 ..fl8 ...Q.8 -0.9 -1.0 -1.0.0."Elm Famufa ~OvdJ'llfYlil&a .os -1.0 -1.3 -t.8 -2.3 ..:t2 -4.2 -6..5 -l.t -B.l'
Ere & £yeIE.w SpeciaIf ~ • • • o o o o o a o
l..afxraIl:wr CGhsur.n:le ' .:0.7 -1.1 .1.3 -1.4 ,.1.6 -1.8 .;ut .2.3 -2..6 .:z.g 
~msbiPtrtB .0.1 .0.• -0..1 -0.1 -D.2 -02 -0.2 4.2 .:0.2• 
~ Iftd b c.-.i::aI1...aIJ SeNiOes -02 -0.3 ..(1,3 -03 .Q.4 .Q.4 .0.5 -0.5 -"Ii•
l'tJ..~/wIsI!!tantDnd PaylIIeIII« o o D.1 0.2 0.2 . Q.3 G.3 0.4 ns 0.6 
~~of25"l'Pd8~m o· ClS 0.9 1.4 0.8 48 -2.8 -5.2 ..a.2 -UtS

9Pn1A....B~ 
MecJc.e8eoc:rUuyPlrjef 0 0 0 0 -1.2 -1.8 -'.9 -2.0 ..u ...2.3 
~CerUocrfEllOelence 0 .0.1 ,.0.1 -0.1 .Q.1 .0.1 • • 0 0 
H'amIt HemIIh Uraia 0 0 .03 .0.6 .fJ:1 .0.7 -ae: .Q.9 -1.0 -1.0 
RiIk cCnr...:u • 0.1 02 0.2 Q.3 03 OA. OA 0.5 OS 

~~~T~8~~~~~!~~~~~o:~~~~8mR~!~~"'!i-~1i!.b~~~~:i~*~~~"'~~:<Iid'~lH'l''lII~"'.rii:~~"___~ _-"- "'!~~~";'-':'~",~~-"':~~~W2;"..!,~*,,.;ll~~'-""''OI'~~Yf.H.f....... .s:.'ita~:H~w........'':-_'_.--:' ~ .~ :t~~-......~M~~~~~ 
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TABt.E 1. CDnfirlJed 

t995 1900 . 1997 1008 199!J 2000 20Qf 2002 2m3 2004 

0lbeI HeaIh PRQnrns 
10 Vuhm!l!Ie Ha&piI.Ii PzJ)mefb 0 CJ .0 0 . 0 0 2..S 2.S 2.5 2.5 
11 K::me8rd~BasedC:are~ 0 0 D.3 0.7 1.0 1.4 1.6 1.7 t.9 2.0 
12Ac:afenjcKeal1'lCemnTrustFLI'Id 0 4.7 7.0 6.0 9.1 10.3 .1.3 '2.3 13.3 14.3 
13 GradMedic:el& NI.IIilifngE.cltc:aGonTIUlitFl,nj 0 27 c.o 5.8 6.9 7.6 8.2 8.9 9.8 10.4 
14 Me.:icare Tr.lInder". GracLab! MedIcal EciJc2tOn 0 .1.6 ·2.2 ..2A -2.5 .2.6 ·28 -2.9 -3.1 -3.3 
"15 Medcare T~·1nchdMedea Education D. -42 -t.s -4.9 -5.4 -6.9 ;.as .7.2 .:T.9 .a7 
1'~:VPj.aifi.~·~-~e"""-":"Ii'Ci~~~~1WZ~~~·'I~~~~'i$'~IF~"~~'1';.~i~·~6'fW~ijtllitZ~-i1Mt't;li'ii~':iA;~~:Q~~"'~~t~A:!'1~~j~l~~"~~i1i~~,2..S:;;'V·~~~·:f,..,,- .. ,",.l~_·.._.•_ .l.._...~_-_ ~j].9m!C=.~.~~~~;"'t'~':;:':"';';~..w.~~;'(p; ::.v·'-;:M-;~a;;i·~·b.=r.:~.. .",~:.;f'~·;€.~,,"".h;.t:._:.t!il't~;ji::.;wn·d;~-..-.::_~ ..... ~~?t.f..~":,...~/m.~4rafli=-."t".z..~~oI¢.~.¥t.f?JS;~~~~~"..::".!:i_,_ 
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TA8LE 2. ~EStwATES ()f= ntE STATE AND LOCAL BUDGETARY EFFECTS OF THE HEALTH SECURITY ACT 
AS REPORlEO BY llIE COMWTTEE ON FINANce. 
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.
': 1

~~. 



Tabla 3. Health (naure.nCe Ccrterage 
(By callftCil.t ,tat, In millions 0' people) 

1997 1998 1999 2000 2001 2002 2003 2004 

-
alsellne 

230 .In'loIrtCl 224 2N 22S 22D 242 233 23' 
Unlnlur.d 40 ~ 40 II 42 g 43 44 
Total 264 2Se 268 270 212 274 276 271l . 

Uninsured .a percentage of TotlJl 16 15 18 15 15 18 . 16 16 

Hulth Security A.ct aa Reponed by Ihe Committe. 0/\ Ftnance 

Insur.d 241 244 245 249 251 2&3 255 257 
Uninsured 23 21 21<n n .n n "n
Total 284 266 2sS 27Q 272 214 278 278 

IncflBNln Insured ,e . 18 19 20 20 21 22 23 

Unlnluf.d as Perca"mage of Tote! 9 8 8 8 e 8 8 8 

SOURCE: Congrea&lonaJ BlJdget OmCIt. 
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INSURANCE REFORM IN THE MITCHELL BILL 

Community-rated vs Experienc,e-rated P09ls ' 

.. 	 I~dividuals in firms ~ith 500 or fe~er workers much purchase at community 
rate~ which will be adjusted for age and geography only.' 

" ~ndividuals in .large (500 or more) firms purchase policies at experience 'rate. 
" If they offer any policies, employers ,must offer at least three plans and can 

contribute toward employees' policies at any rate. ' 
" 4 differe~ttypes of family classifications. 

Benefit Packages 

" 	 Standard benefit package with approximately 16 levels of 'services 
, 	 '\ ' 

" High Deductible package with Medical Savings Accounts' 

" . Individuals can purchase supplemental insurance ' 


AnilUal open enrollment period designated,by States ~ 

. Gmlranteed Issue with 6, month pre-existing condition exclusion 
, I 

Portability regulations similar to. those in,HSA (?) 

'I 

SelfEmployed (?), 

FEHBP 

" 	 In addition to buying poIl,cies through their employer, every individual will be 
able 'to purchase a policy, through the F.ederal plan. " , ' ' "', 

" IndividuaL brings in employer contributions, if any. . ' 
." Regional adjustm~nts of ' rates as ,in the pools purchased through employer. 
e' Federal employees will continue to get policies as they do today. . . ' , ,'.' 

.. 

AlIiancesIHPCC's 

" 	 8tatJs must establish yoluntary allian~es (purpose? do they have negotiating 
power?) 

Risk Adj ustment 

" 	 Ind~viduals ill both community-rated and experienc~ rated pools contribute,'fer 
poorer, sicker populations through an assessment. (?) .. 
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Health Division 
" 

Office of M(lnagement and Budget 
Executive Office of the President 


Washington, DC 20503 
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FROM:. L,,5 AI 

Fax Destination 
Organization: 
Phone Number: 

Number of Attached Pages: 

Notes: 

-

HD Fax Number: .202/395·3910 
Voice Confinnation: 2021395·4922 

2021395·4926 
2021395·3844 
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INet New Federal $ per newly insured person 

IBaseline uninsu ..d 

1994 
: 

38.3 
iNet Newly insured 

, 

I HSA 0 
I 7.18.c 0 
Subsidies , 

I HSA '0 

I 7.18.c 0' 

I

IMedicaid savings + State MOE 
I HSA' 0 
! 

7.~8.c 
, O' 

I 

I ~-

! ~~ i un 

~ Net new Federal $ per newly insured persons 
I HSA 0 

I 7.18.c. 0 
! 

I I 

1995 1996 
i 

38.8 39.3 

0 5.9 
0 0 

0 11 
0 0 

OJ 4, 
~O 0 

! 

o 1187.45 
f-----~ o 0.00 

: I 

I 
, 

- ~ -, ! i 
1997 1998 1999 2000 2001 2002' 2003 2004 

39.5 39.91 40.4~ 41.1, 41.9 42.6 43.3 44 

15.8 39.9 40.4 41.1 41.9 42.6 43.3 44 
17.5 21.5! 21.6 22.5 20.8 18 16: 12.4 

-

37 98 121 128 144 164 181 ' 197 
66.2 113.5 119.9 128.0 123.1 117.... 112.2 105.1 

I 

j 1 
16i 44~ 66 741 83 1 93 104 116 

45.7 80.S' ~ 89.9 99.9 110 120.5 131.4 143 
! i 

, 
1329.11l 1353.38 1361.391 1313.87 ~ 1455.85 1666.67 1nS.291 1840.91 
1170.62 1521.89, 1390.56 1247.96' ~ 630.02 -170.38! -1201.53 -3059.67 

I I I 
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IMPLICATIONS FOR MIDDLE·CLASS WORKING FAMILIES 

Insurance reforms provide protections: 

... If a family member gets ·sick: Premiums will not rise, coverage cannot be cancelled, and annual 
or lifetime limits cannot be imposed. Those whose premiums are high today because oia health 
condition will see their premiums fall. 

... If a co-worker gets sick: Premiums will not rise and coverage cannot be cancelled. 

... If a family member wants to change jobs or start a business: There can be no pre-existing 
exclusions or denial of coverage. 

... If a family member becomes unemployed: An unemployed person can obtain coverage witli no 
exclusions or limits at the same premium paid by employers with as many as 500 employees. 

... If your health plan becomes insolvent: The family is not liable for unpaid claims to providers, 
and can obtain new coverage with no exclusions or waiting" periods. 

Some will see premiums rise as a result: 

... In general, families who are now healthy and work for an employer with a healthy work force will 
see their premiums rise so~ewhat. 

... According to the LewinNHI study for the Catholic Health Association, incremental insurance 
reform will increase average premiums by about $4 per month per person. Most of this increase is 
paid by employers, and some is paid directly by families. 

---r,.JS CA~ 
~ cl~\'-\I 

_~t-

-,.... t-.... ~, 



IMPLICATIONS FOR MIDDLE CLASS WORKING FAMILIES 

Subsidies make insurance more affordable for the middle class as well as the poor: 

~ 	 People who lose their jobs: A family that becomes unemployed is eligible for subsidies, with 
income disregards that recognize the d~op in means. For example, for an unemployed family of 
four, about $900 per month in wages is disregarded in determining eligibility for subsidies for a 
family of fout. 

~ 	 Pregnant women and children: . Insurance is provided at no cost to pregnant women and children 
with income under 185% of poverty (about $27,000 a year for a family of four). Partial subsidies 
are provided up to 240% of poverty (about $35,000 a year for afamily of four). 

~ 	 Employers who expand coverage: Subsidies are available to employers who expand coverage to 
the working uninsured, many ..of whom are middle class. 

Sources of funds used to pay for subsidies will cost many middle class families more: 

~ 	 Cafeteria plans: Families will no longer be able to pay health care expenses with before tax 
dollars through cafeteria plans. 

~ 	 High cost plan assessment: Health plans that are unable to control premium increases will, be " 
assessed, and plans may pass a portion of the assessment on to businesses and families by . . . 
mcreasmg premmms. 

~ 	 Medicaid savings and increased coverage: Community rating the Medicaid population generates 
federal and state savings, but increases private premiums by a about one percent (after savings 
from reducing cost shifting are taken into account). Insuring non-workers in community-rated 
health plans increases private premiums by about x%. 
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TABLE 1. PRaMftARV.ESTIMArES OF 11ft: FEDERAL. BUOGE"~ EFFEC'TSOf CJPnoN 1 )( 
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., 
;: t.:))<;,(By &oeaf yew In tilQI'\!I at4011an) _ _ _ __ _ __ 
...... 0 
CD .... 

U19$ 1996 19i7 (9118 1996 2000 :lIltn 201>2 ADa::! 21J04 .. ... 
CJ 
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.... 

.0~ ..., . 

1 Dilll::an'lll154 C-.ge 'JlkdI! C_ Q B -2~E -36.1 --4U) ....S.!l -51.2 -65.9 -$:!.1 -69.7 
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i~~~E~~4i~~~~~~~~~~~~~~~ft~~i.1n -. 
c~ 
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Irpdllld f"PS WpdtIIes. 0 0 .Q..l -'-0 .UI -3..0 ·3.5 -13 --4.2 -4.6 If· 
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