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·lNTRODUCT!ON 

The C'Oagreuicma1 Dudset Oft'lf?O (CSO) II%Id the Jolat Conunlttee ~n Taxation 
(JeT) have prepared tblI p~ analyst. of the Health Seeurll)' Act. as 
ordered reported by the SeMbS CommIttee OD:Fl.n.ance on. Juty 2, 1994. The 
analyils is baaed on 1hc descriptiDn 'Of the Chairman's mark of June 28, the errata 
sheet 'Of Illn~ 29, the amCDdmMts adopted durJ.n.s the «;Ommlttea t

, markup. and 
infoflI.\itfon provided by the Coinmittce'. staff. Although eBO and 1~ have 
worked closely with the staff otthc €ommittee. the e.!ItiIIlBte does not rcfle.ct 
.dCtailc~r specifications for Bli proViS:ionJ or final legislative langUfIBe and must 
therefore be reguded as preliminary. . . 

Tho first part of the analysis is a review 'Of the fiDanefal impact of the 
proposal. Thefin8..D.ClalllDJllyail include.!testimatel of the proposal's eCrectJ on the 
federal budget. the budgets of state 8.Qd loc.al govcm.mcnts, health insuran:cc 
covctqc. 1Jl.d' national hoalth expenditurei. 'I The analysis' also inelude. Zl 

de5criptian of the major assumptians that CBO has made affccting the e~timam. 

The second part 'Of tho I analysis comprises a brief assessment 'Of con.. 
sidcrmons arisingftom the proposal's dcs)sn thatcouJd affect its implementation. 
The i85UCS examined in thl!: discussion are sir.nllar to thO!!!) considered in Clapl:l!nl 
4 and S of·CDO', analyse! of ~e Administration'. ~alth propDsal and the 
.Manqed Competition Ac;t. . 

FINANCIAL IMPACT OF THE PROPOSAL 

The Health Security Act. as ordered repolUd by the Senate Committee on Finmcc. 
aims to Increase health insunuicc: coverage by l:eformin, the market for health 
insuraneo 1Uld by subsidizlOS its purchase. In the Congressional Budget Officc's 
estimation. the prI?Posai would add about 20 million people ta the imuranee rolls. 
and the number of uninsureD. would drop to'8 percent of the population. lrutialty, 
the proposal would add to national health !:ltpenditures, but by 2004 national 
health cxpCnditures would be alightly below the. baseline. Over tM pericd from 
1951S to 2004. the proposal would slightly reduce tbe federal budget deficit, and 
it would ultimately reduee lta~ arid Joea! ,ovemm.ent spending as well. 

The estimated effcets of tht: proposal are displayed in the four 18blet at the 
end of this document. Table 1 shows the effect on federal Dutlays, reVenues. and 
the dc:fidt. Table l ahows 'tho e.ffectJ 00. the budscta of' state and local 
,governments. TabIcs 3 end 4 provid~projections ofhealth insurance (;Ovcrqe and 
naJioaal health mcpend!tures. n:spcctiv~ly. 

Like tho estimates of other proposals for comprehensive rcf'orm··such as· tho 
single-payer plsn, ~e Administration'a propOsals the Managed Competition Act, 
llid the bill repor1led by the Committee on Ways and Means-CBOili esUmates of 
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the cffects of this proposal are unavoidably uncertain. Nonethelcss, the estimate. 
provide useful comp.arative infoJl1'Uition on the relative costs aDd savings of the 

. ,different proposals. In estimating the Finance ColMlittee's proposal, CEO and 
JeT have made· the following major usumpdOD8 about its provisions, I 

Health Iruuranxc Benefits and Premiums 

. The Pinance Committee'll proposal wciuld cstab~ish a standard package of health 
, insurance benefits •.whose actuarial value would be based on tha.t of the' Blue 
CrossIBluc Shield St!p.~ Option und:er the Federal Employees Health Benetlts 
program. The Congrc5l1onal Research Service and cao estimate that such 4 

benefit package woul4 initially be 3 percent leli costly than the averaae benefit 
of privately insured people today and 8 percent len costly than the benefit 
package in the Administration's proposal. 

,The proposal adopts the ~out basic types of health insurance units ~oluded 
'in the Administration's proposal~-singlc adult. married couple. one-parent family, 
and two-parent family. In general, workers in fums with fewer than 100 
employees (and their dopendenu) and people in families with no connection to the 
IBbor force would purchuse health insurance in a community-rated market, rums 
employitlg 100 or more worker! would be cxperienc~mted. The estimated 
ayerage premIums in 1994 for tho standard benefit packase for the four types of 
policies arc as follows: 

Community Bxperlence.. 
Rated.Pool Rated Pool 

Single Ad~lt $2,330 $2,065 
Mamed Couple $4,660 $4,130 
OnCo-P~nt Family $4,544 $4,027 
Two..Parent Family $6,175 55,472 

.In addition. separate policies would be available for children ellgible for lubsidfes. 
as explained below. Supplementary insurance would be available to cover cost
sharin, amounts and services not included in the standard benefit package. 

I.. 1'cIr dotiCripUOli. of CBO',cadtna1l1\l m,r.bodoSol1. ICIII ~lrDlIlO!IIl BIld&61 aI!~M ANJlyt11 "J ,iii 
AIIirIlnJltI'llllt.1tt',IIMlzlt P"pual (Pebrualrlt94), t.nd All AM'"," o/rlto MtwlIttJ CDlllPIlIlIOll Allf (Apdll994). 



SubsidiES 

'n:u!l propoul would catabUsh a system of pIl!mium lubaidlesl for low.lncome 
people. to eru::ouraa8 the pUl't!~ase at health ,lnilll'8Ilce. Pamllies with income 
,below 100 peteent of the poveftY level would be eligible for full Bubsidles, and 
those wIth incomo between 100 pexceot and 200 percent ot povC:r1y would, be 
e¥.glble for partial subsicUes. The pa.rtial subsidies would be phased in between 
~997 and 2000 by gra~ually inmasing:the income eligibility level. In adWtiOll., 
children mid pregnant women with income up to 240 perc~t of the povmy level 
would be ellsib1e for spedal subs:idlts. 

. In determining e~gibUity !arpn:mium subsidies, a famll)"11 \neome would be 
.compared· with the r~ po.veny ~lbQld for that family's sIze. except abat the 
thn;shold would 'be ~ ~e for familiel wtth four Qt more member&. The 

, cstitnatc asmmea that this 1lm1~tlQn would apply for compufuig both regular 
subsidies and the Bpceiat lubsidies for children and pregnant wome::D~ 

The maximum &UllO\1ot of the subsidy would be based on famIly 'income 
relative 10 the poverty level and on:the wclghtcd average premium for community. 
rated health plll.I1l in the 8.t"e1.. The cstlma1c assumes that a family's subsidy could 
not exceed the amount it paid (or coverag~ in a qualified health plan. 1llerefore. 
if an employer paid a portion of the premium, the subsidy could at most equal the 

, flUDily'B portion of the premium. 'I'M estimate. aha AS5UInIS that. exCept In 1997, 
tho lame formula would be used in,each y~ar to compute the amount of the 
subsidy,' but that durlnJ the phase-in perioc.i no sublidies ,would be av&ilabl~ to 
people above the applicable eligibilitylcvl:J. 

Pamllies would not be eli,iiblc. the ea!im8.!B UIUm.eS. far both regular ' 
premium B'Il~lidies and special Bubsilfies for chUdren and presnan1 women. but 
theY could choose to receive the larger on0. Families could U8C the special 
subridies to help pu.:n:bnsc coverago Cor the entire flUnily. or they could purchaSe! 
covc:mge only for the 'eligible childr~ and .prcgne.nt women. ' 

Pami1les, c~n. and pregnant women. wJth income below the poverty 
tMls~old wou14 also be eligible for,reduced cost aharing, as determined by the 
National. Health Benefits Board. The estimate 15fl'Wn08 ~ the hoard would 
m;tUrc nommucost-sharlng paymonts. lkalth insu1'8l1cc plans wouJd be required 
to absorb the cost of tbia reduced cost sharing. ID addldoft. states would ha"e thl; 
option ofprpvldlng silbsidic:a for cost sharing (or people with income between 100 
pcrecnt and 200 pcn:cnt of the poverty lcvc]. Th~ federal govemment would pay 
up to' $2 billion a year to assist the states in pmvidinr these optional cosHbaring 
subsidies. and SOltes would have to pay the rest of the coat. 
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The system of .~bsid1el would be a.dminist.c:red by the state.. States would 
, hive 'the option of providing liUbsidies 10 eligible people beginning in 1996 and 
would, be required to provide 5ubsidies sta.rtJns in 1997. Because of the 
difficulties involved In letting up the n~essat)' administrative 8.pparatu.s. the 
estimate U5um.es that atates would not bestn paying subsidies un.til 1997. 

M~i!(ald ,ad Medieam 

Medicaid beneficiaries no~ ,lCCcivin, Supplemental SecwiE)' Income woald be 
integrated into the .!~ncral program of bwth care rerom and wouIc1 be eligible 
for ~edens1 subsidies in the SaIDC way as other low-incomo people.' Modic;aid 
would continue to provide these bencfioilril:l with a wraparound bcncfitcovering, 
certain bcalth care service,S not lrIclucWi in the standard beoetit package. Statel 
WoUld' be relieved of their portion of Medicaid coati far these bencficimiea but 
would be ~uircd to make mamtenance-o(-tff'on payments In the fcdcm1 
govemment. The estimate IiSSJ.tmCS that these maintenaneo-of-cffort pa~ts 
would equal the apPrt!Pnate po~on of the states' Medicaid spending lD 1994. 
incre~ in subsequent years by tho rate of growth ofnational bosllb expenditures 
plus an adj~at:rnent fact~r•. Tho adjustment !actor would equal 1 percentnge point 
through 1991 and would be gIad.u~ly rcduood to zero by 2002. 

The proposal 'WOuld gradually phase out fodcral Medicaid payments to 
disproportiona.tc !Ohare hospitals (OSHa).. The estima.to assumes that DSH 
payments would be limited to 10 percenl of 1'Mdiea1 assistinCO payments in 1997. 
8 p~t in 1998. 6 percent in 1999, and 4 porc=nt in 2000. In 2001,' DSH 
payments would be repeaIe4 and would be replaced by a program to nW:o 
payments to vulnerable hospitals. That program would have lUI. annual 
appropriation of S2.S bllllon. 

Among the proposed changes In MBdicuo ia a revision in IhD method of 
reImbursing Medicare risk contractors. The estimate AS$U.S that this pro'r'isioll 

.is intended. to oven out teimbuncment rates without adding to to~ costs. 

RevenUe!. 

The COmmlU:c'1 Q,mendment that added the special subsidies for children and 
pregnant women wo provided th!t the eose of these subsides would bo covore4 
by proportional inmasea. in all of the revenue-railing ml.'lU11l'CS iA Ihe proposal, 
as needed to k~p the proposal from adding 10 the deflc!,. The estimato include.s 
additional revenues o£ $13.6 bUllon Oyez the U196.2001 pmod as a result or tb.ls 
provi&ion. 

4 

http:estima.to
http:disproportiona.tc


fail.Safe Mechanism 

In the pre~l1t eatirna,tes, the fail"safe mec1uni.sm would not be called into play. 
If necessary, however, the proPosal would scale back eUgibility for premium and 
cost-shari.og assistance. reduce the new tax deduotions.and increasotbc out"of
pocket limits in tho stlriC18rd benefit package to p~ve:at the proposal from adding 
to the deficit over 11 period of ycm. The deficit would be allowed 10 increase in 
anyone yeat, however, but by no mare than. the amount of any ~umL11atiy= savings 
from previous ycatl. - . 

Unforese.en cJreumstance~-5ueh as a major ree6uioft, an ~eeletAtion in the 
srowth of health care costs, or; a ~ore rapid increase in the nu~ber of Medica:e 

or Medicaid bcneficlarles---could create a lhortfall in fun.di:aS and trigger the fail

aaIc mechanism. Although the proposal would give the Administration somo 

flexibility in offsetting any uDtinanced. health spencUag. the bulk of any savings 

wQ\llrJ h~ve to COJIlO from limiting cligibWty for 8ubBidics. As a r;sult, 

application of the fail-safe mechanism could make previously eligible, people 


, ineligible for subsidies and w01l1d reduce the extent of health insurance coverage. 


OTHER CONSIDERATIONS· 
'S'ml! !! 

Like ether fundamental re{orrrl proposals, tbcplan reponed by the Senate Com· 

mittce on Fifl~CC would require many cWICS in 'the I:\1rrcnt system of J1ealth 

insurance. For the praposed system to function effectively. new data would have 

to be collected. new procedures and adjustment mccb,anlsms developed,. and new 

institutions and adminilurative capabilities created. 1ft. preparini the quantif4tive 

estimates p~sented. in thi~ ~se8smcnt, the Conpssional Budget Office has 

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

accomplished in the time frame laJdout in the proposal. 


In CSO's judgn;lCnt. -however, there exists a 8ignir~ant chance that the 

rubstantial ,changes -Rquired by this propos~-~d by other systemic reform 

proposals-could not be achieyed as assumed. The following discussion 8m

maries the major areas of pOssible difficulty III well IS some other ~ossible 

consequences of the proposal. i 

Risk.Adlu8tmont 

The proposal, like most pthers, -assumes that an eff~tive system could be designed 
and Implemented to adjust hellth plans' premiums for the actuarial.rbk of their 
enrollees. In fact, the feasibility ofdeve10ping and successfully implementing such 
a mechanism. in the foreseeaple future is highly uncertBin. Inadequato risk
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, 
IIodjuIt:ment tecl:n.dquoa would have adV6n8 consequences far both the QommW'lity
rared md the cxperlel'lce-rated ~£h iD&LU1UlCO markets. 

ne prims.ty purpose of the risk-adJUltmeat system in the ~ommunlty·rat6d 
_leet Wowcl be Ia n:d!mibute premium paymonts among hoald\ planst 

campensatlns them for dlffcn:ncc. m:riBk Withoul effocitivo risk adjustment.-the 
profitablUtY ot healdl plw 1D \bOGI markets would be partly ~tctmin=4 by Che 
plaas.t ,kill m:atiractin, ~vely healthy people. Sinco high-«>st p18.l1l woulci W 

. subject tn a p~um laX underthls proposal, all. effective nskadJula:neftt wo'\tld 
alsQ be important to ensure that health pJ.w wsre cot tAXed bBeause· their 
e:ru'Ol1eel pre&ented a hisher risk. 

.'While there would be no riak.adjustmem paymeDt:B In the experiecce-:ated 

market. each plan that WU Dot self·f.nsumd would have ED have a risk..adjustmal1t 

factor in. onkr to datmnlne whether if WII Hable for ~e Wt OD high",ost plans, 
 ! 

P~ycIopInt such fKIan would be ~aarily d1ffl~uJt b"ause the qency 
tUpOftsfble tor doinl that would have to coU~ anel analyze dgolficant ltJDounts 

,of information from the many he;&1tb plaN. lome of wbIch would be very small, 
Ebat :made up the experieocc.~cl market. . 

Stlte" Re&}?2n&ibUltl,. 

Virtually all proposals to, reltmcl:Ul'e the: h=alth c:a.re. syStem incarpomte major 

additional· adminislralivo, monlttldns. and ovc::si,ht functions dlat 80me new or 

cxlstiD: .eoncicl or grjanlUtloos:would have to Undertake. A key question with 

BJly pmpolalla whether tho designated organIzatioDs would have tho appropdate 

capabUitica ~ resources to pmOm their roles. In·the Scm.te Finance Com

miUco's propcall. ltatos would bear tho bNnt of many of the responsibilities [fir 

imp1emematioD. IDC1 it f. uncertain wbatbor-and, if so, how 500D-SOr= states 

would 'be ready 10 assume. thUD.· : . 


The states' primary. reaponuollides under the propolal ~ould faU .Into four 

broad areas: 


o 	 . d~ cUSibility£Of the new subsidies and the continuing 
Medicaid pro~: 

I 

o 	 adminiatcrlnS the subsidy and Medicaid programs; 

o 	 csta'bllshinJ the inf'rutrUctuIC for the effective mnc;tionLag of bealth. 
elilCB rrwkctaj aD4 . 	 . 

o 	 regulating and mDnitoliag the health lnsurance industry. 
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D£1ermining Eliglpmty for Sybol4iCJ and Medicaid. The task of establishing and 
monitorinl eUJibility for 'll1.1bsidies wOulfi be lU1 enormou& ODe far 8tatea. even 
without the camplil:&tions m&ulti.ng from the dWUstruC1U:e that would Bl.lbaidiz.u 

.pre~ums using tWo seta of rules (di.8CNssBd in mare detail below). According to 
. CBO', utimates. in abc year 2000; about 30 m!1Uon families and Bingle 

Individuals would be receiviDg&ubsldiea for health inaurmu:e premioms at any 
time. The ac;w'al number of appUcatiou'would bo muCh JIUlcr than Ih&t beca.uao 
of chqell in employment. famlly BtaW. Or Seographlc location during rho yeu. 
In addidon. Decause Medicaicl would bo requi:ed to provide wrapamund bcMfits. 
states '!'ould have to conthnu~ \0 opeii'atc thelr Medicaid ellgibilily systems using 
income criteria far famWes 'With mom thaD four membe:r.s that were different from 
the crile:rla used by &be premium rub!idy propm. 

States would also' bear the n:sponaibDity for tho required end-of·yw 
teCOOCiliatiOD process in which, the in.co~ of. IiUbsldized family was ~heoked to 
BDiUte that the family received the appropriate'premium lubaidy. Reconciliation 
would be a' major undertaldng ,iDee, although fedcn1 mega tax information 
could be us~ many of'tho familles receiving subsidies would not be te.X filers. 
Mo~v". tho process would require e~teD&ive mtcramt.c c:oopc:nation in order to 
tra~k people who moved from one state to another during the year. 

AgmlnJi1sina the Subddy !D~ M~ieajd.Promm§. lbe states would have ather 
major adminisaative teEponsibllitieR for Ihe subsIdy andMedics.id proarams. In 
particular, they. would. make subsidy pl)'m~nt.s to hr:a1Ih, plans and engago in 
outreach efforts tOCDQOUrASt emoUment of the low-mcomc populatio~ Heelth 
plans would be requited to have 11ft open-enrollrncDt period of 9D day. durlng tho 
first year m:i obly 30 days in alI SUbSClcp!Zlt )lOan. EstabUshins cflectiyo outreach 
'P08f8m$ would. ch!reforo bo ellenti81 to eaBure tiW low-income people enrollocl 
in hea1thplans durin. Cbe open-elW11ment window. 

The optional ptOgrarNI in whieh states could participar.e would also have 
fI1fUor admiDlmtivc oomponcnts.' State•. clectinJ to lubsidiz.e cost &baria,g fQr 
people with income between ,100 percent and 200 percant of the povcrf:y level 
",auld be responsible tot admi.D.isteiiDg mose Bubsidies. Similarly. sta~s would 

,	have to ar.t.mmlster the complex system of .ubsidie, iDcolpOrated ill the p.roposal 
if they ~hose to expaDd bome- and 'commtmlt1-based servieel for the diaahle4. 
Stars could I1so choose to enroll bendIcIari.e.t of the, Suppl"mcatal Security 
lnc:omc proeram in health plans" in wruch case they would have to negQtJa~ 
separate premiums. 

BJ1pblimfDi she tnfhultmCNt! for, the Meetlv! F!!p!(rhmlng of Healm Cam 
Mamts. States would be mqulz:ed to Q.es'pste tba geoppblc bDU~ariel far thIS 
co.mmuaity-ratiDl mu 'as wen as the senloe IVCU tOt implementing the 
provitipn! re,arc!iDg cs&entiaf community providers. 'Ibo llabllityfor Ibe tuon 
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hip-coat community..ratcd and experience-rBl!d plB.DI wo~ be c:alcula~ 
~ep~ly for 4*h oommunity-raWiS &rea. 1D adc!ltion. 8~a would have to 
sponsoror ~&tabll&hpurcbasSq Cooperatlyea to serve lbo&. commun1Ey-ratlag are:u 
in which DODe were edablished.vobmtart1y. 

States would also have ongoing r;aponslbilities tor ensuring that health care 
.. 	 markets functioned effectively. Thoso JCspo:o.slbilltics would include "rabllshing 

Ibe system for adjustirJJ premiums Car ;isle. operatiDS reinsutUcc pools until the 
rlsk-adjUlbtleDt systeM wu operating effectively, and redistributing IDflscs. 
resultI.c.a from the requ.i~t that plms absorb the cost-shilling expengU for 
people with lnJ::omc below the povorty thrBahold. 

ProViding COnlWll8l1 with tho n=ssary informadoll to ~ mfanned 
r:hoioes &mODI hoalth plaDs would be another f\1nctiOIl of the statSs. States would 

; be req1limd to ]'ItIduOe IIDDUaJ, rtsndBtdlUd mtcnIlation comparlna w perfor· 
mance of bealth pla.at in each eom.ttlllnlty"ntfag area; they 'Would also distribute 
that information. educa.te and provi!1e outro&l:b to CODsumc:ra, an4 respond to 
complaints from consumers. To do all d:mt effectively would require ~ states 
establish measlYo 8ystclDl for reponiDa aDd anillyzin,g data and qualitative 
Wormadon •. They would also be Hspooaa"b1t for ollSurlnS that health pll.l1l mot 
&deral sta.t1dan:lll far dala reporting. 

RcSU11dng aDd MOllltorlna th~ Realm romance IndVlta. The rapoDsibllitics for 
certifying insured.heahh plaits••c1f..iDsw:cd plans that opemk.d.in ODe st.a.te onIy, 
and insurance PlIDI for 10ll&~tenn CIl"I,woUld all faIl 04 tba 8t1lt.eJ. SO teo 'Would. 
the task of cniorein& the new health inS1nDCe standards. Consoquently. tho duUes 
of Btate lDsuranc:e departmClltl would.StOw considerably• Not only would &hey ~ 
responsible for IIWlY more health plana than. they oversee today. bunbe acdvides . 
they would have to monitor would be much more exlcnsiv/:. Statel would be 
encourasec1 to WlO private a=rccljtation organlzatloaa to usist them with thellt 
WIkB. 	 . 

States would, moreover. be required to act in the evenlmat health plaft8. ~d . 
Dol meet federal .t.B.ndlldl. POt example. they mJght have to operate failed. or 
noncompUBIlt health plans for I trmsitionll perlcd 10 cnsu.te continued aeeeu for 
the pllDJ' enrollco.. develop COII'DCtivc programs. or design other optiOt1.!l. 

. Srare.a Woald have to d.velop and implement progra.rna to =o\'cr payment 
from 8utomohUe losUteta for medical services ftlsulrll1g from automobJIe accidents. 
Thes~ programs would be required to have electronic &ua 'bUt5 and include 
znechanisms for resolving l1.abllhy J'lluea or d,isputes rapidly. . 
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A~ present. state in~\ll'anc:e departments vary widely in their eapabilities. It 
seems doubtful, therefore, that all of them would be ready for such an expanded 
role by 1997. 

The Dyal System of.Subsidie§ 

The proposal includes two subsidy schedules..·on.e for low-income families and the 

,other for low·in~omc children and pregnant women. The tw~ subsidy schemes 

would have tObc intevated because children and pregnant women are a part of 

families; but integrating them in a sensible and administrable fashion would be 


, extremely difficult AI now. strUctured. the dual system of subsi4ics would create 

a .confilslng array o.t opttollS from whi~h low·lncomc fMlUi~~ wol1If;! h~yo to 

~boose. would greatly complicate state administration of the already burdensome 

processes fot determining eligibUity and reconciling subsidies at year-end.. and 

could result in real or perceived inequities in the treatml.mt of low-income 

families. . 


In making its estimates, CBO assumed that no family could participate in 
both subsidy schemes at the same time but that familie5 could choose whichever 
scheme gave them the Ifl::lier subsidy. Permitting families to participate in both 
programs concU1TCnt1y-~or example, by obtainins special subsidie~ for the children 
individually as wen as regular subsidies for lingle or dual policies foruus parents 
--could cause the estimated cost of tlie subsidies to be somewhat higher than that 
shown in Table 1. 

laBymnce CostafO[ MQ@rAtfcSizeQ Firms 

As irs the case u~der other proposals that limit participation in the ~ommunity-
. rated market to small iums and nonworkeR, some moderate-sized flII'Ds-those 

with 100 to 300 or 400 employees·..might face. relatively high costs for coverage 
under the Semite Pinance Committee's proposal. lust as they do under the current 
system. such firms would have to either selt-insure or offer coverage through the 
experience-ra~ed market. Moreover, the)' would be requited to provide their 

. employees wilh a choice of three plans, including a fec-for-service plan. ThuB, 
the enrallment in some of those plans could be extremely aman, especially since 
aome employees in families with two workers could obtain their coverage 
clacwhet8. 

Small enrollments WOUld, in tum, result in· bigh administrative cosU. 
FurtJiermore. 'bec$use the rumts'P.temiwns would be expcrience"r&;tcd, a single 
employee with a costly medical problem could ralse the .firm's premiums 
Significantly. .Some plans could end up with ever-increasing premiums and 
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sbrinkina enrollment u people' who eould obtaill cheaper coverage through their 
spouse', employer loft tho plant mlaiDs ita pn:miu.ms. further. At a minimum, 
employees ~le!l1o longer bave a J'CI11stio choJoe of t1:Iree p11Da, aDd ill ex~me 
CUC&a all three plana miaht be quite oxpcnslw. In principle. iadiYiduals with 
.iDcame below ~c poverty lovclcnroUcd in such plana would be tun)' rubsldlz.ed, 
bul'm fact 1hoy mipt have to ccmtributl to Ibe costs of their coverage if the . 
premiums for an duM plaDa wm abave the average for the community-rated 
marlcct. which .tmmJnel the IDIXimwn poaaibJe lubsldy. 

lax on Ut&h·Coot Haith Plan. 

'1be p1'Op)lCd taJ. on hiBh-cost health phms ~uJd be ctifticu1t £0 implemcal It 
would. morcov.... mult in ~D.t cffcc:dve tax rates all exccss premiums of !he 
health plaas offeree! by differea' lus\.lm" or IpcnsOfS. '1'hCsc dlfferen;es miabt 'b8 
viewed as aibiUlr)' becauscthey would vary aign1ficantl)' wimill and among 
couummilJ-rat1ng arw. . 

The &ax would be imposed at a 25 percw rate em the' amauut by which hip· 
COlt premiU1'Dl exeetdcd • tarpt premium set ror each co%nmunlty-radq area. 
Varioua adjustments would be IUdc 10 premiums to determine which plans would 
be clusif&Cd as haviDa hlp COlts. nose adjuatmetits would be d1fttcult co .make. 
Mon:ovcr, soms ofdie nece&w:y adjuattneDE8u guch as those for differenccain rlsk 
IDCl tho cost ,of !ivins am~ ,cOiraphJc arcu-wauld'rcquiro data and moiho.
doloJiis that do DOt now ox.ist. 

The flffo,ti~, tax litO on oxc:cu premium. would aenerally bel l1\1U:h biiber 
thaD the It81utory rato of 25 pc=eDt for two NasODi. Fiat, alike malt other 
esd!e taxes. this onl Vlould -not be '8 deductlble expell5C tor.health plantlDd .elf· 
inJ~ employers; in effect. the t.IX would 'be paid flom ..tax. ratber than 
bef'ore-lIDC. ·profits. Second. it illans that oXpected to be subject to the .. 
iDa'euecS their pmmIunia tD n:n~t the additional lax liabUity, both their GCisetu. 
aDd income tax Uabilidca would also rise. AI a result. the effective tax rata on 
acellJ health iDSl'Iraru:e PNmlums would not De ~ percont'but 62.S pCl'elat for 
molt plans offered by uabJe msorera aDd 33 perc=t for nontaxable (nonprofit) 
ms\lIWS.. Self..insured employen who reduced other ~pcnsatloft 10 offset Ibeir 
biPrCXpe1l805 for health ~et1t1 would face III offcctIvc fIX rate of38.S pcrccDt 
if they were ta:table COIpo:atiODs and 2SP~Dt ifthey Were nODW:lble BpoDSCII 
of a bca1rh plan. 

Aldwuab tha tax would pmYldo incentiy,es for wwcrs 10 offer lower-oost 
plans, bow inSW'11U'8 would acaaally respoDd is ufldcar. Because the cd.culadOD of 
abc: tax 'wo\11d bD based on tha combiDcd. cost of 5t1Ddani and iupplmncotal 
poiklea, mslUets might, for ~amplOa try to discourap 6Dl'OUces from purchasiD, 
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, 8uppt~tI'b)' misinS tlmse ptemJum"cot\8:i~I)'. A1~dWlly, they mlabt 
act offer luppleaa.w poUmes at aU. "man: fWldamcmlal problem for WurCrl 
is that they would nat ~ow the' taract pmmilUll--anc1, heACe. their potential tax 
liabililf··at the tim" they e$talill~ their premiums because those tarpts would 
be ~ 90 days aftl:t the CJ:Id. of ea@ OptD-e:DI\lUrncDt perioc1. 1bat 
~nlY w.oald C&md mlacreasc the IDII1IDS HlWc:eA iD.BIuaDee promlumaud . 
axpected payoubJ BI iDlUl'tlI atteq'lple4 to protect dleaue!v'l trom tho posllbWl)' 
that ~ir plm would be c:omidered a ~<Oit plan and thus subject, to tb" tax. 

The lEX misht be couidmrlcl inQqultabla fer a wrict)' at reuans. In lome 
~omm~n1ty..ratiD, areu" I am.all1numbor ~health plan~perbap$ two or three·· 
miaht domina", Eha market U.ing the crlrerloo IhaIbJp.caat plau covcrod 40 

'" pe;n:eDl of the prjmary insured population in an area coWcl DeceaBilate ,hiJblY 
Ilbitrary decisions, iii the face of such iDdivisibilUlea. (For camplo. the highest.. 
priced plen might'cover 20 per_ of tho primary insarDd popUlWoD while'tho 
top ,tWo plans covencl, ISO perc:1~L) ID the eXpmlCmce,-latOd bWbt-if accu:ra18 
risk.adJusQ:Dent flI:C01S CIMot ,be devclaped...sma1l plllDi with llUlc abWcy to 
control their premiums might well be ~ ones aubject II) the aut. Plnally, platU 
in some ~IS Of tho country with low pa)'DlOllts to providers and panimonioua 

,practice patterns mtsbt be .ubject'to the tax even though they' ware far lell costIy 
(even after the required ~JllBtments) than nomaxed plan. in other areas., Tbis 
Rsult «Iuld OI;CW" in IIpi~ Of the,fact that plans with adJuted premiWll8 in the 
lowest quartllo DIltlonwide wou1d not bl mbjoc& '10 the tax. 

Realloeatign of Worlcers Amonl Firms 
. ~ . . ~ 

The proP08al wouIci encoW'lI' , a ',realloeatiOll ot'wrD.m IblODJ fhm. aDd., in ;,; 
doing 10, wouldincrCase ill, budaetmy COlt. nu. ~onb,g would OC:CIU' because the 
subsidies could 'be r8dQ~ed by up ,to tb8 BmOW'lt that employerl conm1mt.ed far ' 
wuraoce; therefore. a worbr employed by a fkm that paid for bMlth m81.1iaDce 
would mx:ive a smeller lubsldy tho a worker It ,a firm that did not ply. Same, 
low-inccmo wOJkcrs could gain thousands of donI!'! in higher wases by moving 
totlrml that did. 'not contribute ID :mnp1ayec bealth insurm::ct mel a slpificant 

. DUmber of them would probably do 10. That PIOGCIS would occur gradually IS 
employm.ent olpaadod iD lome tlrms BDd conlrlCted: III othete. ID &be CDO 
eStimAte. this'realioeation af low-wqe wor1r.en wnOn.firmJacgowta farS12.6' ' 
billion of the cost of tho IIlhsidies in 2004. 

, . 
ID addition, som.e camplD.ias npt atop paying fOlIAsuraDce. but Ibe effect 


of that acdon on the lowmment'a COlts, wcruld probably not be large, fat aeverll 

teasol1S. For cae thiDg. the munber! of firmI that would be libly to stop payiq 

is limited bc:causc., If finns did 50, ~(gb·wage workers .in those firms would loIS 

the tax benefits of CXQludin& hc:a1tb iNurAnQO from the p.)'t'Oll tax. Moreover, Iho 
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. . 
Dei addidaul IUblldy COlt to Ihe SOVeI'ft111!IU from low·m.coma workers in ftrma 
that Wopped coverage would be IIlJeJ)' ofl'set by hlP. WtfCVOQUCI from the 
workcn because. without IIIlploy....pald I.'IO\'al'8SI, waps would be hiper. 

Lut. mduciDs lubaidles by up to the amount thai emplO)'el1 pA)' for inslD'8DC:e 
would mean that people with Simllar lacomlllDd fanU4' dzcwnIta:nceI would Dot 
be ~ alike. 111 pardcu1ar. woitu8 II firma that paid for iMcI:IJ.lc.o would face 
Jar.er Costs for their WW'II.llcc &haD aimUarly placod COU'Atapana at rums that c!id 
not pay.' . 

Work DJIIQ~tlya 

Like other reform plans. with .ubsbUldal mbsidJes, ItIa Senate Plnancc ~ 
mittce's propoul would dilCOurap certain Jow.1nocimc peaplcfrom wowllgmore 
hours ar, in seme oues, ~wa~ at all, becau&o lUbaidles would be phased 
out ali family incoIoa !ncreued. . For example. tile mb.idie& for lo",~ 
I_lies would be phued out·as fAmily U1;ome roso bctweoll ]00 pelCCDt and 200 
perCent of tho povoi1y threshold. IDA those for low-i=omo cbUdreD ud pt'CpaDt 
'WOlDI'D would be phased OJlt botwCOD 185 poJ'CeDt and 240 pcIl1*\t ofpoverty.l:q 

. bodl casea, many warkm whO Darnod more mODey within I:be phaseout mnge 
.would haVCI to pay more for !heir 0WIl or their childnn', health ms\U1lDce, Ib.=by 
cuttJq Into !he incmwe In Ehelr tab-hame WIle. In tBlCJlC&, phaBtag out the 
lublkliel. would implicitly tax their income·frvm·wcrk. 

. Estlmatlq the preciae mapilUde ot the implicit l8X.rates IeqWre& iaformation 
that is not tUcUly available. but rDU&h ci1cuIationa sugest that me tateJ could be 
lub8utill. In 2OOo;~r exampJc.tho e.tlv, marJlDallovyoDle.bar oom
Ponsaticm could incrcaric by u muob as 30 to 4S perccatagll Poilits far workcn lr1 
families ellgible for ww-iDoome· subsidies and 20 to 40 pciaeft1qO points for 
wortm in famiHea ;hoasing tho. aubsidIea tot pregnant womon and Iow-mcoJIlD . 
cbildnDn. Moreover•.those 1e'lies would be pUed on top of·the explicit IDd implicit 
marglDal CllXCI tba1 IUd! workera already pi)' Ihrouah the l.ac:omo tax. tho paytOU 
IIX. the plw~ or the earaed. income taX cred.it., aDd 1be lass .. of eligibility for 
tood stamps. In the elld. IOIDC 1~..wage warkm would keep as litll. u lOcenl8 
of every addldonal doDat me)' ~. . 

If the employer did Dot pay tor Insurance, t.bc implicit maqinal rab;a !tom 
the phaseout of Iow-iocomo aub.sldles "ould apply to warbra whoso incolM was 
wi.thfA rbc broad ranee of 100peroeDt to 200 pcrcont of the povt.r'ly level. Bu, if 
the omployer paid Bome of tho cOata far insuraracc, theae mersW110viea would 
apply to warkarl in a much imaller income l'8Ilge. .Althou&h this _uelltmerll of 
employer pa)'1ileaia would reduce cbo .Iizo of tho wotkbig populalion aff~ by . 
higher tnarainal levies, It would m:ate I11e pvlously described iDcendvefor 
woibrB to move to firms that dldnClt pi)' for insw:aace. . 
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TABLE 1•. PREUMfNARY ESTlMTES OF THE fEDERAL BUDGETARY EFFECTS OF THE HEALTH SECURITY ACT 
AS REPORTED BY neE COMlII1"J'EJ: ON FINANCE 

(l3yftscalJBlf'.Jnli~n9CJ'doftan~_ _ __.__~___._. 

1995 1995, . 1991 US8 1999 2tJIX) :ant 2OQ2 2003 2D4 

MAN'DATORYOUTLAYS 

Medicaif 
1 fla:x1nriMJBd~.,{AcUe Caa 0 a -24.6 -36.7 . ""• .0 -45.8 . ~t:Z' ..56.9 -63.1 .fS..7 
2 StIle MIIU&ma.o(-EJb1 Payments 0 IJ -16.8 ·24.0 -2&2 -28.4 ..:1),8 -33.4 -3&.2 -39.2 
3 ~S'hI!ftHa:spblPayments , 0 0" '-4.1 .7J.) .Q.5 .11.6 ·'8.8 -1D.7 -:i!'2.9 .zi.2 
4lMaTsmCafe~FedMeIl:::h 2.5 2.8 3.1 3S 3.9 . 4A CJJ 55 &.1 .6..9 

~~~~~~~~~>~~~m"~!~~fl:~~~2~~~~":.'J~i~~!ii~~.'~i;;'~~{~~~,"r~~J.!~':~-?i-."{;oM9.i!'a~~~"l:Ir"~"~~f~~';~.",~·....._ .. ~~~,fl.~YM.·I"~ .._";i;:.-lt~~~·.~.~..1«""'~-4;..~a.., ..~~·".,~~..!";:~ .. ~t"~~_~~ ~~~~"'_"'4 __...·~,;.i...4~~3 ....c ..~~,A!~~~~..,.,...!-~ 

MaIcsi:E 
6 PldA ReIb:tions 

PPS 1JpdiICe:s , '0 o -tU1 .2.3 -4.% -41 -8.9 .Q8-8." .-7.' 
Ce"liaI Rled.I::tioo . o 47 ...o.s -OB -0.9 -1.0 ·1.2 -t.3 -1.4 -1.6 

IlispcC1pOfloc '!I'IB 511se1iolf:Jllat Reduc:tians i) o o -G.9 ~1.Z -1.3 -1.4 ~1.5'· • .-1.1 -1.9 


. PPS-EJdultedPaymert ~ 0.1 elf 0.2 0.2 0.2 02 Q.2 0.3,' 1l.3l' ,: 03 

SklIad'Nlning FacirJ ~ 0, -0..1 -0.1 -0.2 .0.2 -U.2 .'" P:o.z "()2 ..Q.3 -0.3 

Sole C<mrtr..riIy Ibspb2I .. -.. It It II 

Mtd::aJe Ilepen:k'fIl ~ . a· 0.' 0.1 o.t • III • 0.0 - 0.0 lID ··0.0 

long rem! Care f-bPt.aIa . II It -a1 -0.1 -0.1 -D.2 .: - .0..2 ..0.3 -0.3 ..0.4 


7 EssentiIfAI:oes& CommunIy KOIIpiIab 
tAAF Pa:/meIU ' 0.1 0.1 0.1 Q:f 0.1 0.1 o.t D.1 0.1 Q:t· 
Rood ~Cue Ho5pIzIbs (RPCHJ Prra o.t 0.1 0.1 . 0.1 0.1 D2 0.2 0.'1. D.2 02

,8 Pat-8 Rad.Idians _ 
. t.IpcWes for Pflvsician SeNic::es -0.4 -O.G' .:.0.6 ..0.7 . ..Q.8 ..0.., ..0..9 ·1.0 . -1.0' -·1.1·· - 0Rear GOP farVdume ani hfa1fity 01 .Q3 -0.8 ·1.6 ~ ..3.3 .....2 -5.3 ~.6 
I-f¢ Cod Hos.p'Ias o 01 o -0.5 -0..8 ..Q.8 .Q.tJ -0.9 -1.0 -,.0
Elm f.ann.III ~~ .os ':'• .0 -1.3 .t.a -2.3 -3.2 -<12 -6.5 -7.1 -9.1
Ere & EyeIE.II' ~ tloapbls • It It D o o o o o o 
~Cohsuranoe . -0.7 -1.1 -1.3 ·1.4 . -'1.6 -1.8 -2JJ .2.3 -..z.6 .:zJJ 
~~foiP.tB III -0.1 ..0.1 -0.1 -0.1 -02 .Q.2 ..0.2 .az -0.2 
~ Btd b CIirIQII.JII) SerI/ioe8 • -02 '-0.3 -0.3 -0.3 -0.4 -0.4 .o,5 ..os . -OS 
l'lJrse Prat:tI'Php;~Direct Payment o o 0.1 0.2 • Q.30.2 Cl3 0.4 o..s 0.6 
~ ElIteri8iDn oYZi"l' Po B Pnlniuln o· OS 0.9 1.4 D.8 4.0 -2.8 .0.2 -8.2 ·10..6 

9 PII1zAllnd8 ~ 
MecIcarEi SeIxn:JIty Payer 0 1) 0 0 ·1.2 -1.8 -1.9 -2.0 ..u -2.3 
~Ceneaaf&o.nl)e 0 -0.1 ..0.1 -0.1 -0.1 .0..1 • • 0 0 
H'DITIIt HeaIIh UmiIa 0 - 0.0.3 .0.6 .o:J .0.7 -0..8 .Q.9 -1..0 -tD 
Risk Ccrbads • 0.1' 02 02 Q3 03 DA DA OS a.s 

~~"'~~~~~~~1M¥*m~3f~~~}~~!:II~·'!;4~~!~1~~~~~~:ilid1~~'i~~'"m,.~~.~~~.!I¥.I!~~-('fW....... .... --" -.-.. .i~~oo.;;;;;;..w.l.~................;.t~~ ..~~~"\:.--r~~.,:L;!~~.-M--~~~Yd~_...s.~IU~"ft4lo~"'~~~:~i"~~~~~~fi,:,_ . 
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TAB1..E1. C~ 

.~ 1996 1997 1998 19S19 3lOO 20Qt 21002 2IXB 2CII.W 

. 
Ok! fWh PugIjl'DS

10 VuhmIJlIe tIa&piW Paymeffa 0 0 0 0 0 a 2..5 2..5 :z.s 2.5 
'11 Hame8nd~BasedCa'ePropa1J 

12.A1::a1ferDc tfeaUI~TrustFlI"Id 
0 
0 

0 
4.7' 

D..3 
71J 

0.7 
6.0 

I.D 
9.1 

1.<4 
10.3 

1.6 
.1.3 

1.71:.9 
t2.3 \3.3 

2.0 
14.3 

13 Grad Medi3&NI.I"IlIv Ed.It:aC5on Trt..I!ii Ft.n:f 0 27 c.a 5.8 6.9 7.6 82 8.9 1.8' 10.4 
14 Maicare TRniIer· GJat.raq LIedc8I EducaI:ila 0 -1.6 ·2.2 ' -2A -2S -2.6 ·2.8 -2,9 -3.1 -3.3 
t5Mdc:areTf'!II'Idlr-flde(UlleliaiEd~ 0, -4.2 -4.5 -<4.9 -&.4 -6,9 .;as .7.2, -7.9 -8.7 

1'~~}\.jif:lil~:'Qjj~~6Eij"lil\~"'·:"ffii.;~~~~·1~{fl;~f~~~~~~n~'!?;l~~~i~i;i:!'fW{~Wt...::!I:jji'-1fili"·t;~''-~;:M~:Q:a:;,'''~~~t~A!!'.1~R~i~~%~''i~l~~.;!..m?iils .. t·.'v~_".j............ ;;. . .".~·.. ~.•_ ....~_•. ..:_.....-~.:::U.«-;w.1r~+i''''~4 ... lI;~ ..~~~.,.z~ ,~~,;.~l:.1i~i.~~,,~..,..I't.r.-~:;;...... ~'"~-fTit~h.!..,.IJ'.~ __'V ~., .··_."IJH.~~~.f~~......l"'~~~~m,.:i=itU.,..Y'~.:.,; .."<, ... t . .:it;;;~~T..,.,.t~.q-....· .... ,.._... 
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St.tsifiei 
AamKmt~ 

'7 ~between~ cifPtMlr1y . o ·Ct 52A 66.2 S7Ji 109.3 121..0 1:D..6 1-41.3 161.2 
._-- -.~ ••-tndI.dad ... Ltle11--- _;o..~ __ _f8- 1'1'9 .."" Wtm.:n II1ld Kid:s ~ d F'uweIf)' 

~~ 
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Adm, is!!!"," FlQZOIeI 
2)"antfm:lI~~~ d o o 2.A 4.0 ....3 ~.7 4D 4.9 ....9 riD 

1- - - MANDATORY OURAY CfWIIGEB- '- --1.4~ -,::a:- 13.s-- 26.S 25.5 24.2 19..& 17.2-' 14.0-fOA] 

DiScR.ETI<>NARY Otm.AYS

~EIrQenIn 
21 MI~Csla~ an::I staJ\.Up COGtll 0.5 1.0 U) 1.0 1.0 i.D 1..0 1.0 1.0 1.1 

s.J!Ies, R:eooard'. &. Det.ra lilt !!DonA 
22 ttiMrl<WJd PIan~Gr.Inf PrtIur.m 0.1 0.2 0.3 03 0.3 0.2 Q.2 02 G.2 0.3 
23 OpElrll&1g AlItA - TdemradIr:.ine ~1Itions 0.1 0.3 a... 0.41 0.4 ·0.4 0.4 0.5 as 0.5 

..... ,................ -- -----.. -- ......-.--:- ...._...... ----- ... --- .. -~.:"'- ---.. _............ --..o .. _...... ___ ........ _... ___ .. __ ..._,. ... _.... __ ...... _.. ______ .. ___ ... _.... "w ...... .... _~
... ___ _ 

http:staJ\.Up
http:fTit~h.!..,.IJ
http:TAB1..E1


TABLE 1. Contir¥Jed 

1~ 1996 1991 t~, 199!J 2IXIO :mot 2IJ02 :a::IOO ZXM 

24 Capiall/M.Sfrnecj ·GtwICs' 0..1 0.3 0.3 0.( 0." 0.4 0.4 0.4 0.4 0.4 
25 Bicmr:xkal& ~~TIUlStFI.a1(f 0 0.7 t2 1.4 1.5 f..6 1.7 ~.9 2.1 22 
26 EACHIMi'FIflI.r.JI Tliftliion DenDIIIsblli'ions a 0.1 0.' 0.1 .." • • II • 
'i.~~!!ittaf~N~.~iii!i~3~r~W"'~~~V;::'::!!~'1;:"!lim~'1,~<~~~~.!<:~:1':~fi~t-r.:'-r~:l12l5;~:'l!_tul·~·'\'~~~n~!3ll·~~~tfm.a::S:;~:O::~I'';:tt:!~ \........_i:' ,.-" ~ ••:;61'::.·w'.·_·~w,-·.:,_.""",.. :~·" ~._;..:. ... _-...:~';'~_~O):;G:;;::~~ ......~'lIi...~~~.:1......~~...~~~:~:"l=;t~·...:..~~~\-:-p.;!"'\., •• N~""·::;,~.:;.-.:r~......~,,_1.~~~< ...................~..:.::~_ ..p.'~_ -« _-.:
'AT'::"''''';:: 

.. ~I'l~OtJ'ItAVC1lANC:iES 0.9 2.6 .3.3, ;".:) ~;;J ~o .... , ...U ..~ .....1 
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Table 3. Haallh Inaurance Coverage 
(By callndt.t 111t, In million. of people) 

1997 1998' 1999 2000 2001 2002 2003 2004 
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•
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Tabla 4. ProJlotrona of NatIonal Health EltponcSliuroll " 
(By calendar ye.r, In billion, of dolllUf) 
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Health Sfil~Urlty Act as Reported 
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DANIEL PATRICK MOYNIHAN LAWRENCE O'DONNELL,JR. 

CHAIRMAN STAFF 01 RECTOR 

)l(uifeb $faJe!J !D£uafe· 
C;:OMMITTEE ON FINANCE 

WASHINGTON, D. C. 

May 13, 1994 

Dear Harold: 

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

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

s:?~~ 
Lawrence O'Donnell, Jr. 

Mr. Harold Ickes 

Assistant to the President & 


Deputy Chief of Staff 

The White House 

1600 Pennsylvania Ave .. , NW 

Washington, DC 20500 
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Thanks, But . .. 
Clintor; admits Medicaid funding is unfair to .!yew York; he mustn't wait to correct it. 

In addition to the. traffic jams that always New York state and ought to be changed. only deals with per-capita income." And while 
accompany his visit.s to the Big Apple, To call it a frank admission might be he conceded there was "no question that the 
President Bill Clinton brought something stretching it a bit. What Clinton said was that formula should be changed," the president 
more positive when he visited New York "states like New York with high per-capita clearly doesn't want this change to be palt of 
Cit:y on Monday: an admission that the fed incomes but huge numbers of poor people are his already bulky health-care package. 
cralMedicaid formula discriminates against not treated quite fairly under a formula that He'd rather appoint a commission to study 

the whole issue until 1995. He mustn't be al
lowed to get away with this. New York is in an 
excellent position right now to improve the 
Medicaid formula, and its position will almost 
certainly be weaker next year. 

The state's two top Democrats have a pow
erful interest in making· sure the formula is 
de31t with in the health-care reform process. 
Gov. Mario Cuomo is running for a fourth 
term, and a bigger helping of Medicaid fund'
ing from Washington would play very well in . 
the state's voting booths. And Sen. Daniel 
Patrick Moynihan, as chairman of the Fi
nance Committee, has great leverage be
cause health-care reform must pass through 
his bailiwick on its way to th~ statute books. 

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

·50 percent of Medicaid costs; in others the 
federal share runs as high' as 83 percent. This 
is partly because New York is more generous 
with Medicaid benefits than MiSSissippi but 
then living costs in Babylon or the Bronx are 
considerably higher than they are in Biloxi. 

Officials here have come up with a Medic~ 
aid formula that would bring the state as 
much as $1.1 billion more a year from Wash
ington, but getting more favored states to 
give up some of their funding won't be easy . 
All the more reason for Clinton to reconsider 
his opposition to any increase in broad
1..... " ....... ,........t *""................. + '" f"; .. .." ..... ~" ..... t ............ lj.l"" ..... '"'l~ • ..-~ t.~~·,
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06/09/94 3 :49 PM 
Draft Outline for Senate Finance Committee Chairman's Mark· 

Health Security Act of 1994 

Insurance Reforms 

Guaranteed Issue: Require insurers to accept all applicants. 
Guaranteed Renewal: Prohibit insurers from tenninating or failing to renew coverage. 
Pre-Existing Conditions: Prohibit insurers and employer plans from imposing any 
exclusions for pre-existing conditions. 
Modified Community Rating . 
1. 	 Pennit variation for family size, geography, and age (with limits so that the 

highest age-adjusted premium for a given family size and geographic area 
would be no more than twice the lowest age-adjusted premium). 

2. 	 Require all finns with fewer than 500 employees to purchase community rated 
insurance and prohibit self-insuring below this level. 

3. 	 Treat existing Taft-Hartley and rural coo·perative plans with 500 or·more 
employees, and bona fide multiple employer plans (MEW As) with 1000 or 

. more employees, as large employers; however, prohibit MEW As from self
insuring and limit each such plan to its present size. 

Risk adjustment and reinsurance mechanisms: The Secretary of HHS would develop 
mechanisms for impleme~tatjon by the States. 
Antitrust Refonn: Repeal health insurance immunity from antitrust suits under the 
McCarran-Ferguson Act. 

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

All employers with more than 20 employees would be required to pay 80 percent of 
. the average premium for a qualified standard health plan; employees would be required 
to pay 20 percent, or less if the employer elects to pay more. (Non-workers and 
workers in exempt finns would be responsible for the full cost of the standard plan.) 
Small employers (20 employees or fewer) would have the option to be excluded from 
the 80 percent mandate; finns exercising the option would pay a payroll assessment of 
1 percent if they have 1-10 employees and 2 percent if they have 11-20 employees. 
Trigger: The employer mandate would be imposed on small employers 
1. . at the end of1998 if 97% of all employees (and their dependents) are not 

• receiving employer-provided health insurance or 
2. 	 at the end of the year 2000 if98.5% of all employees (and their dependents) 

are not receiving employer-provided health insurance. 

Subsidies: Payable to both individuals and employers (including finns with 20 or fewer 
workers that voluntarily provide coverage) 

Individuals: Family payments for the 20 percent share would be capped at~percent 
of income up to $30,000. Families with incomes below 150 percent of poverty wtruld 
pay less, based on a sliding scale. Workers in exempt finns who are responsible for 
paying the full premium would be eligible for income-based subsidies that cap total 
payments at 5 to 7 percent of income up to,_~3_Q.,QOO . 

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

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

IV. 	 Benefits 

Mental illness services would have parity with services for other medicalconditions. 
The Secretary ofHHS would develop standards for the appropriate management of 
these benefits. 
The benefit package would have an actuarial value equivalent to the Blue CrossIBlue 
Shield Standard Option under the FEHB progran~. 
Cost-sharing options described in statute would include co-payments, co-insurance, . 
and deductible amounts for services other than clinical preventive services. 

D. 	 Plans would be required to offer a standardized set of covered services. 
E. 	 Categories of covered services specified in statute would include: hospital services; 

health professional services; emergency and ambulatory medical and surgical services; 
clinical preventive services; mental illness and substance abuse services; family 
planning and services for pregnant women; hospice care; home health care; extended 
care; ambulance services; outpatient laboratory, radiology and diagnostic services; 
outpatient prescription drugs and biologicals; outpatient" rehabilitation; durable medical 
equipment, prosthetic and orthotic devices; vision and dental care for children; and 
investigational treatments. 

F. 	 National Health Benefits Board 
1. 	 A National Health Benefits Board would be established in the Department of 

HHS to'c1arify covered services and cost-sharing; define medical necessity and 
appropriateness; consult with expert groups for appropriate schedules for 
covered services; refine policies regarding coverage of investigational 
treatments; and propose modifications to the benefits package that would go 
into effect unless voted down by Congress under fast-track procedures. 

2. 	 The Board would have 7 members nominated by the President and confirmed 
by the Senate. They would serve 6 year, overlapping terms. 

Page 2 of9 
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V. 	 Health Insurance Purchasing Cooperatives 
A. 	 Voluntary Participation: N;) employer or individual would be required to purchase 

through a cooperative. Individuais and employers eligibit; to purchase insurance 
throLlgh a cooperative could elect to purchase insurance at modified community rates 
through a broker or insurance company. 

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

C. 	 Competing Cooperatives 
I. 	 Cooperatives would be permitted to contract selectively with certified health 

plans. If a cooperative negotiates a price lower than the community rate, that . 
price becomes the plan's new community rate. 

2. 	 Nothing would prevent a cooperative from serving more than one area. 
3. 	 If a cooperative were not established in every area by 1996, the State would be 

required to sponsor or establish a cooperative. In such cases, the State would 
only be required to establish or sponsor one cooperative that could serve all 
unserved areas within the State. 

D. 	 Federal Employees Health Benefits (FEHB) program: Employers with 2-10 
employees who contributed at least 50% of the cost of health insurance would be 
permitted to enroll their employees in a FEHB program at the same premium price· 
(both employer and employee share) paid by federal employees, plus an administrative 
fee. 

E. 	 Rules for Cooperatives 
. I. Cooperatives would be required to accept all eligible individuals and employers 

within the area. 
2. 	 Individuals not connected to the workforce would enroll based on residence. 
3. 	 Cooperatives could require payroll deductions for employed individuals. 
4. 	 If employees ask their employers to make payroll deductions for a cooperative, 

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

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

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

3. 	 Employees offirms with 20 or fewer employees whose employer contributes at 
least 50% of the cost of health insurance could enroll in a cooperative chosen 
by the employer. Employees could purchase insurance at modified community 
rates elsewhere, but the employer would not be required to make the same 
contribution to insurance costs. , 

4. 	 Employees of firms with 20 or fewer employees whose employers do not 
contribute at least 50% to. the cost of health insurance could enroll based on 
either residence or worksite. 
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G, 	 Governing Structure 
1. 	 Cooperatives would be nc.,,-,-t>rofit organizations governed by a board of 

directors elected by members of the cooperative, 
2. 	 Insurers would be prohibited from forming a cooperative, but would be 

permitted to administer a cooperative, 
H. 	 Duties of Cooperatives . 

1. 	 Cooperatives would be required to enter into agreements with health plans, 
employers and individuals; collect and forward pr.emiums to health plans; 
coordinate with other cooperatives; and provide a complaint process. 

2. 	 Cooperatives would be expressly prohibited from approving or enforcing 
provider payment rates; performing any activity relating to premium payment 
rates; and bearing insurance risk. 

VI. 	 Cost Containment 

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

B. 	 Premium Targets 
1. 	 Targets for changes in per-capita premiums would be set by law at CPI plus or 

minus an adjustment factor that would take into account increases in real per
capita income, changing demographics and health status indicators. and 
changes in medical technology and the use of services. 

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

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

C. 	 Federal Deficit Control 
1.0MB would determine annually, through 2004, whether enactment of health 

care reform had caused an unprojected increase in the deficit. 
2. 	 Any deficit increase would trigger automatic reductions in subsidies unless 

Congress enacts alternative budget reductions (considered by fast-track) or 
OMB determines that GDP growth has fallen below 0% for 2 consecutive 
quarters. 

D. 	 Malpractice Reforms 
1. 	 Alternative dispute resolution (ADR) procedures would be established by 

health plans and malpractice claims could not be brought in court until they had 
gone through the plan's procedures. 

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

from another source. 
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4. 	 Payments of over $100,000 could be made on a periodic schedule determined 
by the court. 

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

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

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

8. 	 Federal law would govern actions in State courts and would not establish a 
basis for bringing malpractice actions in federal courts . 


. E. Administrative Simplification and Paperwork Reduction 

1. 	 Establish a process for setting health information standards for paper and 

electronic transactions. 
2. 	 Create a pUblic/private health information network to facilitate cost effective 

administration and practice of health care including automated coordination of 
benefits and claims routing. 

3. 	 Issue health identification cards using the Social Security number. 
4. 	 Require all health providers and plans to use standard electronic· transactions to 

,conduq business after a grace period for implementation. 
5. 	 Fund demonstration projects in telemedicine and electronic medical record 

systems in primary care. 
6. 	 Certify organizations to produce aggregated data for quality assessment, public 

health, research, and planning. 
F. 	 Fraud 

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

2. 	 A health care anti-fraud trust fund would be established to fund federal 
enforcement activities; a portion of the fines and civil penalties collected from 

, such activities would go to the trust fund and the remainder to the Treasury, G Financing (unofficial estimates) 

A. 	 Revenue Raisers (over 5 years) 
-----. 1, Increase tobacco excise tax to $2,00 per pack $86 billion. 
~ 2. Increase handgun ammunition excise tax to 50% (except .22 caliber) = $140 

million. 
3, 	 Impose a 1 % employer payroll assessment on firms of 500 or mc:e employees 

;: $50 billion. 
4. 	 Extend ill tax to all State and local employees = $6 billion. 
S. 	 Recapture Medicare part B subsidies for individuals with incomes over 

$90,000 and couples with inccTies over $115,000 = $4 billion. 
6. 	 Health benefits provided through a flexible spending arrangement would not be 

excludable = $2 billion. 
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7. 	 Levy an assessment on health insurance premiums, phased up to 2.5% of 
premiums by 1999, for academic health centers and medical education and 
research = $40 billion. 

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

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

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

VIll. 	 Medicaid 

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

B. 	 SSI recipients: Those not enrol!ed in Medicare could enroll in health plans. States 
could make premium payments based on negotiations with certified health plans. 

c. 	 Services not covered in the standard benefit package: Retain current Medicaid 
mandatory and optional eligibility groups for provision of services not otherwise 
provided by health plans. States could negotiate with health plans to provide 
supplemental services. ' 

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

IX. 	 Long-Term Care 

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

f'Jo N c;t...t ~ 

X. 	 Medicare 

A. 	 Maintain Medicare as a separate program. 
B. 	 Individuals could maintain coverage through private health plans when they become 

eligible for Medicare. 
e. 	 Medicare Select would become a permanent option in all States. 
D. 	 Med!.:are risk contracts would be improved. 
E. 	 Improvements in hospital payment methodologies would include: 

1. 	 Medicare Dependent Hospital Extension, 
2. 	 EACHlRPCH program improvements and extension to all States, 
3. 	 making Medical Assistance Facilities permanent and available to all States, 
4. 	 extending the rural health transition grant program, and 
5. 	 rebasing PPS exempt hospitals. 
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XI. 	 Academic Health Centers and Medical Education and Research 

A. 	 Academic Health Centers (AHCs) Trust Fund 
1. 	 A trust fund for AHCs would be established with contributions from the 

Medicare indirect medical education (JME) adjustment at current law levels, 
plus a portion of revenues from a 1.5% assessment on premiums and on~ p,remium equivalents for self-insured plans. 

2. 	 ~ents would he made to allAHCs and teaching hospitals in a manner 
modeled after the current JME adjustment. 

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

B. 	 Biomedical and Behavioral Research 
1. 	 A Health Research Trust Fund would be established to fund expanded 

biomedical and behavioral research through NIH. 
2. The trust fund would be financed with an assessment on premiums and

1 .---> premium eRuivalents equal to 0.25% in 1996,0.50% in 1997,0.75% in 1998, 
~ 	 and 1.0% in 1999 and subsequent years. Also, the tax code would be amended 

to authorize persons filing Federal tax returns to elect to make contributions to 
the trust fund or to donate tax overpayments to the trust fund. 

C. 	 Graduate Medical and Nursing Education Trust Fund 
1. 	 A trust fund for graduate medical and nursing education and for transitional 

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

2. 	 Graduate medical education payments would be made to qualified applicants 
operating approved residency programs or participating in voluntary consortia. 
a) Payments would be based on historical costs of individual programs. 
b) Payments would total $3.2 billion in 1996, $3.55 billion in 1997, and 

$5.8 billion in 1998, increased annually thereafter by the change in the 
national premium targets. 

3. 	 Graduate Nursing Education 
a) 	 Payments would be made to qualified applicants operating graduate 

nurse training programs based on national average costs with a 
geographic adjustment factor. 

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

4. 	 Medical School Account 
a) 	 Payments would be made to medical schools to assist in meeting 

additional teaching and research costs associated with the transition to 
managed competition and expanded ambulatory teaching. 

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

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

.B. Provide tax incentives for practitioners that locate in desisn;ated urban and rural areas. 

xm. State Flexibility 

A States would have the option to establish a single-payer system. 
B. 	 States would have the option to implement other systems designed to increase 

coverage, control costs, or fund uncompensated care, but which do not have a 
significant adverse impact on the administration of plans maintained by multi-State 
employers. 

XIV. 	 Privacy and Confidentiality 

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

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

information. 


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

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

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

XV. 	 Health Plan Standards 

A National standards for health plans would be set by the Secretary ofHHS for: 
1. 	 Capital and solvency standards, including guaranty fund, capital requirements, 

and risk adjustment/reinsurance; 
2. 	 Quality standards for quality improvement and assurance, continuity ofcare, 

physician credentialing, utilization management, and medical recordkeeping; 
3. 	 Patient protection standards for advance directives, physician incentive plans, 

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

4. 	 Access standards for specialized services and essential community providers. 
B. 	 Accreditation and Enforcement 

1. 	 States would certify that health plans meet the national standards using a State 
program or private accreditation organization. 

2. 	 Federal grants would be available l() States to help fund their enforcement 
programs. 
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XVI. 	 Quality and Consumer Information 

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

B, 	 The Secretary ofmIS would provide grants to quality improvement foundations to 
disseminate research findings to improve provider practice patterns, 

C. 	 States would be required to provide health care consumers with comparative value 
information on health plans, Federal grants would be available to States to help fund 
their programs. 

D. 	 States would be required to establish a standardized appeals process for benefit denial, 
reduction or termination. 

E. 	 Modify Federal remedies for benefit denials, reductions or'terminations. 

xvn. Tax Treatment of Health Care Organizations 

A Strengthen current law "community benefit" standard for tax exemption for non-profit 
hospitals. 

B. 	 Repeal cap on tax-exempt bonds for section 501(c)(3) organizations. 
C. 	 Repeal special deduction for Blue CrossIBlue ,Shield organizations. 
D. 	 Limit tax exemption for HMOs to "staff" or "dedicated group" model. 
E. 	 Impose certain penalty excise taxes ("intermediate sanctions") on tax-exempt health 

care organizations for transactions involving private inurement. 
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TO: Hillary Rodham Clinton February 24, 1993 
FR: Chris Jennings X-2645 
RE: Thursday Hill Visits with Moynihan, Sasser, and Riegle 
cc: 	 Melanne, Ira, Steve R., Howard P. 

Tomorrow, starting at 4:30, you are scheduled to hold' 
consecutive meetings with Finance Chairman Moyni~an, Budget , 
Chairman Sasser, and Finance Subcommittee on Medicaid Chairman 
Riegle. The timing of these meetings are particularly opportune 
because of the relevance of these Members (especially Moynihan' 
and Sasser) opinions and responsibilities 'with regard to ' 
reconciliation and health care reform. 

Following this memo, you will find a brief description of 
'the three Members and the'ir health ,care records. 

Before summarizing the Senators' ,health ,backgrounds, I, think 
it would be useful to fill you in on two late night conversations 
I,had with the Chief of Staff of Majority,Leader Mitchell's 
office, John Hilley, and the chief health analyst of the Senate 
Budget Committee, Kathy DeigI,lan. (John debriefed me on today's 
afternoon meeting with the ~hairmen and Kathy updated me on some 
budget resolution issues that are extremely important). 
Highlights include: 

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

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



'(1) it,is difficult;to see how a ,second reconciliation, 
package would pass ,a budget rules test known as the' 
reconciliation "preponderance" test because, to do so, the 
bill must fundamentally bea deficit reduction bill.' He ' 
believes it would be virtually impossible for a health, 
reform bill to meet'this test because it is difficult to see 
how t.t'would be possible'to corne up with the,taxes and cuts' 
necessary to meet the deficit reduction test AND to 
underwrite the costs of a health care package. ' 

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

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

*' 	 In order toaccomodate the concerns of both the House and 
the Senate, one budget reconciliation/health care strategy 
could be as follows: ' 

(1) Pass the budget res6lution with a health reform plus 
(see discussion below y' around March 20th: 

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

(3) Have the House pass its reconciliation bill first, 
WITHOUT health reform (sometime in late May/early June): 

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

(5) Have the House pass a protected health reform bill that 
they can bring to a joint Senate/House conference; and 

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

John endorses the above strategy'and it may well be 
attractive to the House leadership as well. We may find 
this approach attractive to because we would not be 
refereeing the dispute and leaving the decision up to the 
Congress. 
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1 
* 	 My conversation with Kathy Deignan of the Budget Committee 

centered around what provisions in the Senate budget , 
resolution would be necessary to assure that the President 
would need only ,51 votes to pass a reconciliation bill WITH 
a health reform package attached. Two health "plugs" are 
apparently necessary 'are: 

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

(2) A separate waiver of a budget provision known as the 
"Byrd" rule will likeiy be necessary to be incorporated into, 
the resolution to assure that the health care provisions ' 
imperative for the passage of the bill are not stripped on 
the Senate floor because they do not come into line with the 
rule. 

" , 

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

, that is "extraneous", (defined as has no impact on the " 
budget) to the bill., '(This could include, for example, 
insurance market and' medical malpract,ice reform because they' 
have no cost impact).· I know of no such waiver related to 
health that has ever been attached to protect unnamed health 
provisions in a Senate pudget resolution. . 

. 	 I 
/ 

The Byrd waiver will.bemore difficult to get, included in ' 
the budget resolution than the "Reserve Fund" provision. I 
do not believe that Senator Byrd has taken any formal 
position on whettierhe would support such a waiver. 

* 	 Although it will be difficult to get the two "plugs" 
included in any budget resolution, it will not be 
impossible. If the above provisions are not incorporated, 
however, it appears likely that the President and you will 
have to find 60 votes to pass health care. John Hilley 
believes they can find the votes for a "plugged" Senate 
resolution. While Kathy's confidence does not match John's, 
she does believe it can be done. The bottom line, though, 
is that it must be done because we cannot count on 60 votes. 

* 	 Lastly, in today's meeting with Senator Sasser, it may be 
advisable would be wise 'not only to get his opinion about., 
what we should do with regard reconciliation, but to ask him 
for an update on any discussions he and/or his staff has had 
with Sentor Byrd. If Senator Byrd is not supportive of a 
Byrd waiver provision, it will be extremely difficult to get 
that particular health plug in the reconciliation bill. 
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April 10, 1993 

Dear Mr. President, 

The weekend press accounts of the 
brief'ing given by your aides on the 
health plan made it known that you plan 
to "give all Americans a 'health security 
card.'" This strikes me as a splendid 
idea, especially if it is a real card - 
hologram, that sort of thing -- unlike 
our 1930-i5h paste board Social Security 
card. I have been trying to get them to 
issue a genuinely new card for some 
seventeen years now, but with no success. 
It occurs to me, however, that we might 
merge the two carps into one. In any 
event, we surely should consider having 
just one number. ,As you know, children.. 
now get their SOCial Security number at 
birth. 

More generallYI I am concerned that 
the Social Security system has entered a 
period of protracted crisis. Or so I 
beli,eve. In part this is generational. 
You will perhaps recall my going on 
television in the ~ew York primary with 
't.he simple message that Jerry Brown' $ 

flat tax would put an end to Social 
Security as a contributory-insurance 
plan. It would have don~. May yet do. 
Not because Governor Broml is opposed to 
social insurance. Quite the contrary. 

> 




But for some r~ason this particular (NeW 
Deal?) program simply does not make a 
sufficient claim on their attention. O£, 
well, loyal·ty. ; 

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

If a large portion of the citizenry 
feel the Federal government is cheating 
them of their retirement savings, would 
it not be pruden't to ask just ho,.;r much 
faith they will have in a promise of 
universal health coverage? 

I made a considerable effort last 
winter to see if we couldn't get the 
administration to propose that all 
working adults receive an annual 
statement of th9ir Social Security 
contributions and Qxpected benefjts. As 
they do·in Canada. No one ever turned me 
downi there was simply no interest. 



," . 

In the meantime, the position of 
Social Securi·ty Commissioner ha.s been 

. vacant for more than ha 1f a year. This 
used to be a position of honorable tenure 
in the Amer5.can government. No longer. 
There were six occupants in the 1980s. 
You can, of course, change this. For I 
certainly hope we will address the 
problem of this long established program
before we set about constructing a new 
one. 

Respectfully, 

.. 

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




