SUMMARY
1. Overview:

No mandate

Phased-in individual based subsidies

tax on high cost health plan’s

Hard cap on Federal health spending

— i
Pros Cons
Starting small allows time to Won’t get universal coverage

learn about how to manage
insurance reforms

Solid fail-safe protection for the T Very little private sector cost-
Federal budget ) containment

Subsidies are targevte‘d very well Premiums in the community

to low income households rating pool are likely to be high

due to adverse selection;
subsidies might not be large
enough to cover these higher
premiums.

D T ol

Minimizes job losses Medicare program savings and no
expansion of benefits to the
elderly '

Incentives are improved for
insurers and patients

2.

Coverage/Insurance Reforms:
No mandate, but firms of 100+ must offer plans. -

2 kinds of groups: age adjusted community rated (limited to firms of < 100 and
individuals) and experience rated (for all other groups).

Voluntary purchasing pools for individuals and small businesses with 100 or fewer
employees with community rating.



Individuals and small‘.groups could also join FEHB plans but would pay the
community rate.

Groups of firms under 100, (MEWAGs), are grandfathered into their right to receive
experience rating.

Firms with more than 100 workers will be experience rated or self-insured.
Guaranteed renewability and limits on pre-existing condition exclusions.

If 95% not covered by 2002, National Health Commission meets to make (nonbinding)
recommendations to Congress on achieving universal coverage.

Subsidies:

Once eligible, those below 100% of poverty receive a voucher equal to the average
premium price in a geographic area.

Once eligible, those between 100-240% receive a sliding percentage of the average
premium price.

Subsidy eligibility phased-in -- from 90% of poverty in 1997 to 240% in 2002, IF
financing allows.

No cost-sharing subsidies.

Benefit package:
One standard (equal to FEHB’s BCBS standard) and one basic (catastrophic)

Under 200% of poverty cannot use subsidies for basic plan

High cost plan assessment:

Within each group of plans (community rated and experience rated/self-insured) the
highest priced 40% are taxed. ~ '

Tax rate is 25 percent of difference between the average premium in that group and
the plan’s premium.



10.

-Medicatd:

Preserved as a separate program and beneficiaries are not part of the community rating
pool.

State option to enroll limited numbers of Medicaid cash (AFDC & SSI) into private
health plans.

Growth in Federal payments is capped.

Disproportionate share payments are phased out by 2000.

Medicare:
Program savings smaller than HSA, but most of same proposals.
Includes Durenberger bill proposals that push harder for greater HMO enrollment.

No Medicare drug benefit or new lohg term care prograin.

Other Federal Progréms

FEHB remains as is, but those eligible for community rating pool are allowed to join..
Indian Health Service, Veterans’ health care, and DoD apparently unaffected.

Outline refers to initiative to improve access in underserved areas through increased
resources for community health centers. Specific proposals are unclear, however.
Tax incentives:

Phased in deduction of health insurance premium payments for individuals.

Deduction limited to average premium in each group.

Financing:

Fail-safe mechanism funds subsidies only as other Federal health savings become
available



. Medicaid and Medicare savings

Cigarette tax increased $1 per pack

Assessment on high cost plans

Postal Service savings

Medicare HI tax levied on State and local workers

Long Term Care tax advantages and inheritance taxes are made more generous



" “Fiscal Summary

Changes from Baselines

" ($ Billions)

1995-1999 1995-2004
Outlays |
Low Income +217.3 +613.6
Voucher
Program
Medicaid , -72.4 -268.9
Medicare -77.3 -252.3
Other Federal - 13.0 - 29.0
Health (1)
Revenues
Tobacco tax (2) -70.9 -138.4
High Cost Plan - 4.7 -17.1
Assessment .
Tax + 6.8 + 70.2
Expenditures
Other Revenues + 2.7 + 7.1
Net Deficit Effect -11.5 -14.8

STAFF ESTIMATES. PRELIMINARY AND UNOFFICIAL.

(1)

@

This includes FEHB and Postal Service Effects included in the proposal. Because of
insufficient information, it does not include an estimate of the proposal’s effects on
the PHS or the cost of administering the vouchers. The proposal does not appear to
affect VA, DOD, or the IHS, so no spending change is estimated.

This assumes a $1 per pack cigarette tax starting in 1995,




Year by Year Analysis of Low Income Voucher Program ($ Billions)

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Baseline
Medicaid 96.4 108.2 121.5 136.3 152.2 170.4 190.8 213.6 239.1 267.6
“v . Medicare 158.1 176.0 194.0 213.1 2355 260.8 289.1 32141 357.0 397.9
) Tax 84.7 9.4 99.5 107.4 117.0 127.3 137.8 149.2 161.5 174.5
' Expenditures ’
Baseline Total 339.2 376.6 415.0 456.8 504.7 558.5 617.7 683.9 757.6 840.0
Reform
Low Income 0 0 30.2 49.5 62.4 75.2 87.0 96.3 103.2 109.9
Voucher
Program
Medicaid 96.4 105.6 114.0 123.0 132.0 141.6 155.2 170.0 186.0 2034
Medicare 157.7 172.8 186.3 202.1 214.5 226.8 256.4 281.4 309.6 342.7
Tax expenditures | 8§5.2 93.0 99.6 108.9 121.2 134.0 147.7 162.5 177.4 192.1 -
Reform Total 339.2 3714 430.1 483.5 530.1 577.6 646.3 710.2 776.2 848.1
Néw Revenues
‘ Tobacco -15.1 -14.1 -14.0 -13.9 -13.8 -13.7 -13.6 -13.5 -13.4 -13.3 ,
High Cost Plans 0 0 - 1.1 - 1.7 - 1.9 -21 -23 - 2.6 =27 -29 \/"\5“"&

g Head
Net Expected Surplus (-) | -15.0 -19.3 0 +1L.1 + 9.7 + 3.3 +12.7 +10.2* + 2.5 - 8.1 cwced
or Shortfall (+) ’3‘“"’-.
— St
Percent Insured 83-86% | 82-87% | 85-91% | 86-92% | 86-92% | 86-92% | 86-92% | 86-92% | 86-92% | 86-92% ‘oA P

' gt &

STAFF ESTIMATES. FPRELIMINARY AND UNOFFICIAL. g -
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ISSUES AND POSSIBLE SOLUTIONS

1. Coverage:

Issues

Possible Solutions

Many remain without coverage,
perpetuating uncompensated care and cost-
shifting to the privately insured.

Add a triggered employer and/or
individual mandate.

Premiums will be high in the community
rating pool due to adverse selection.

Enlarge the community rating pool to
include firms with less than or equal to
1000 workers. Can still preserve
voluntary nature of purchasmg
cooperatives.

Some moderate-sized firms will be
vulnerable to bad experience rating.

Enlarge the coxﬁmunity rating pool to
include firms with less than or equal to
1000 workers.

2. Subsidies:

Issues

Possible Solutions

Subsidy schedule produces very high
marginal tax rates.

Smooth it out by having the poor pay
something.

_Pegging the vouchers to the overall average
(experience rated pool plus community
rated pool) in a geographic area means that
very low income individuals will have
difficulty affording plans in the community
rating area.

Tie the subsidies for each type of pool to
the average premium in that type of pool.




“3.- " Benefit Package:

Issues Possible Solutions
Offering a basic and a standard package Limit access to basic plan to those above
will lead to adverse selection and : specified income levels (250% of poverty,
uncompensated care. for example).

4, High Cost Plan Assessment

Issues _ Possible Solutions

Assessment is likely to fall on plans with a | Enlarge the community rating pool to
sicker than average enrollment. include firms with less than or equal to
‘ 1000. workers.

Little revenue will be raised from the Enlarge the community rating pool to
assessment. a include firms with less than or equal to
1000 workers. Also, have assessment rate
apply to a larger base, for example, to the
difference between the premium and a
target, where the target is set below the
mean.

Assessment is unlikely to lead to significant | Have assessment rate apply to a larger
cost containment in the private sector. base, for example, to the difference
between the premium and a target, where
the target is set below the mean.




8. ..

Medicaid:

Issues

Possible Solutions

Limitation of Federal payments while
leaving Medicaid program and obligations
largely as in current system, places states at
risk.

Integration of Medicaid program into larger
reform. For example, non-cash assistance
recipients could be treated as other low

income families.

Disproportionate Share Hospital payments
phased out faster than uncompensated care
is eliminated, which could have adverse
impacts on teaching hospitals."

Tie DSH phase-out to decrease in the
number of uninsured.

6.

Medicare:

Issues

Possible Solutions

Proposal includes Medicare program
reductions, but no fee-for-service benefit
expansions. Some benefit expansions are
available through managed care option.

Phase-in Medicare drug benefit as savings
allow. ’

Unclear if Medicare Choice Act provisions
are included in the final proposal. If
included, achieving a 7% growth target by
the year 2000 could lead to across-the-
board reductions. This could lead to
increased cost-shifting to the private sector.

Develop specific poliéies for reduction in
spending.




7. ~-Tax Incentives:

10

Issues

Possible Solutions

Tax deductibility for individuals tied to the
average priced plan in a geographic area
penalizes those in plans with adverse
selection.

Tie tax deductibility limits to average of
plans in that individual’s particular pool.

8. Financing:

Issues

Pbssible Solutions

Financing will be insufficient to fully fund
subsidies on a year by year basis, limiting
‘the expansion of subsidies to more income
groups.

Broaden the measure of full financing from
a year by year metric to a multi-year (3, for
example) metric. Alternatively, other
sources of increased revenue could be
introduced. -




EXECUTIVE OFFICE OF THE PRESIDENT
OEFICE OF MANAGEMENT AND BUDGET

Washington, D.C. 20503 p€£’/4 |
| May 16, 1994 | 4{

LEGISLATIVE REFERRAL MEMORANDUM ) :
LRM #I-2723

TO: Legislative Liaison Officer -

EOP - Review Only, See Distributign Bdlow - ( ) - -

FROM: - JANET R. FORSGREN (for}é?@%

Assistant Director for Legislatlve Reference

OMB CONTACT' Robert PELLICCI (395-4871) ,
' 8ecretary’s line (for simple responses): 395-7362

SUBJECT: EOP Proposed Report RE: HR 3600, Health
Security Act

DEADLINE: NOON May 18, 1994

COMMENTS: The attached speech was given by Rick Kronick at the

. ""National Managed Health Care Congress last month. The
publication "Institutional Investor"f(marketed to the

‘pharmaceutical industry) wants to publish excerpts from the
speech.

OMB requests the views of your agency on the above subject before
'adv151ng on its relatlonshlp to the program of the Pre51dent in
1accordance w1th OMB Circular A-19. :

~ Please advise us if this item will affect direct spending or
f_receipts for purposes of the the "Pay-As-You-Go" provisions of
Title XIII of the Omnibus Budget Reconciliation Act of 1990.

CC:

Nancy-Ann Min
Ira Magaziner
Greg Lawler
sChrls Jennings)
‘Jack Lew

Lynn Margherio
Judy Feder
Judy Whang
Jason Solomon
- Meeghan Prunty



| | ‘ LRM #I-2723
RESPONSE TO LEGISLATIVE REFERRAL MEMORANDUM

If your response to this request for views is simple (e.g., :
'concur/no comment) we prefer that’ you respond by faxing us thls
‘:response sheet. - If the response is eimple and you prefer to
‘call, please’ call the branch-wide line shown below (NOT the
analyst's line) to leave a message with a secretary

You may also respond by (1) calling the analyst/attorney’s dlrect
line (you will be connected to voice mail if the analyst does not
f,answer), (2) sendlng us a memo or letter; or (3) if you are an
- OASIS user in the Executlve office -of the President, sending an

ﬁE-mall message. Please include the LRM number shown above, and

‘the subject shown below. «

TO: L Robert PELLICCI
: ‘Office of Management and Budget
. Fax Number: (202) 395-6148
:;Analyst/Attorney s Direct Number: (202) 395-4871
Branch-Wide Line (to reach secretary) (202) 395-7362

. FROM: T R - (Date)

(Namef

_ (Agency)

(Telephone)

SUBJECT: EOP Proposed Report RE: HR 3600 Health
Security Act , o

The follow1ng is the response of our agency to your request for
views on the above-captloned subject:

Concur
‘No objection
No comment

See proposed edits’en paées ~

kother:

FAX RETURN of '~ pages, attached to this
response sheet L
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" atall, and tens of millions more ars just one pink slip away from losing their insurance.

INSERT B :
. Besldes being least d:sruptivc. mquiﬂng employer contributions will cncourage the efforts

" made by the very largest émployers to figure out kiow to mare intelligently purchase health
care,
INSERT C

 We wanted to creats & ﬁmmcing system that gives hospitals and doctors the incentives and

' opportunities to figure out iow to usc health care resources to deliver lﬂgh quality, efficient
care,

INSERT D

. In any given year, . 10% of the population accounts for 70% of health care expenditures, and
' bealth plans have strong incentives to avoid serving those of us who are goiag to be

“expensive.



http:We,~~.to
http:lu:aJ.th

SUMMARY
Overview:
No mandate
Phased-in individual based subsidies
tax on high cost health plar;s

Hard cap on Federal health spending

i
Pros ‘ Cons |
Starting small allows time to Won’t get universal coverage
learn about how to manage
insurance reforms
Solid fail-safe protection for the Very little private sector cost-
Federal budget . containment
Subsidies are targeted very well Premiums in the community
to low income households rating pool are likely to be high
due to adverse selection;
subsidies might not be large
enough to cover these higher
premiums.
Minimizes job losses Medicare program savings and no
expansion of benefits to the
elderly
Incentives are improved for
insurers and patients

Coverage/Insurance Reforms:
No mandate, but firms of 100+ must offer plans.

2 kinds of groups: age adjusted community rated (limited to firms of < 100 and
individuals) and experience rated (for all other groups).

Voluntary purchasing pools for individuals and small businesses with 100 or fewer
employees with community rating.

R ki T



Individuals and small:groups could also join FEHB plans but would pay the
community rate.

Groups of firms under 100, (MEWAGs), are grandfathered into their right to receive
experience rating.

Firms with more than 100 workers will be experience rated or self-insured.
Guaranteed renewability and limits on pre-existing condition exclusions.

If 95% not covered by 2002, National Health Commission meets to make (nonbinding)
recommendations to Congress on achieving universal coverage.

Subsidies:

Once eligible, those below 100% of poverty receive a voucher equal to the average
premium price in a geographic area.

Once eligible, those between 100-240% receive a sliding percentage of the average
premium price.

Subsidy eligibility phased-in -- from 90% of poverty in 1997 to 240% in 2002, IF
financing allows.

No cost-sharing subsidies.

Benefit package:
One standard (equal to FEHB’s BCBS standard) and one basic (catastrophic)

Under 200% of poverty cannot use subsidies for basic plan

High cost plan assessment:

Within each group of plans (community rated and experience rated/self-insured) the
highest priced 40% are taxed.

Tax rate is 25 percent of difference between the average premium in that group and
the plan’s premium.



10.

-Medicaid:

Preserved as a separate program and beneficiaries are not part of the community rating
pool.

State option to enroll limited numbers of Medicaid cash (AFDC & SSI) into private
health plans.

Growth in Federal payments is capped.

Disproportionate share payments are phased out by 2000.

Medicare:
Program savings smaller than HSA, but most of same proposals.
Includes Durenberger bill proposals that push harder for greater HMO enrollment.

No Medicare drug benefit or new thg term care program.

Other Federal Progréms

FEHB remaiﬁs as is, but those eligible for community rating pool are allowed to join.
Indian Health Service, Veterans’ health care, and DoD apparently unaffected.

Outline refers to initiative to improve access in underserved areas through increased
resources for community health centers. Specific proposals are unclear, however.
Tax incentives:

Phased in deduction of health insurance premium payments for individuals.

Deduction limited to average premium in each group.

Financing:

Fail-safe mechanism funds subsidies only as other Federal health savings become
available



. Medicaid and Medicare savings

Cigarette tax increased $1 per pack

Assessment on high cost plans

Postal Service savings

Medicare HI tax levied on State and local workers

Long Term Care tax advantages and inheritance taxes are made more generous



~"Fiscal Summary

Changes from Baselines

-11.5

($ Billions)
1995-1999 1995-2004
Outlays
Low Income +217.3 +613.6
Voucher
Program
Medicaid -72.4 -268.9
Medicare -773 -252.3
Other Federal - 13.0 - 29.0
Health (1)
Revenues ,
Tobacco tax (2) - 70.9 -138.4
High Cost Plan - 4.7 -17.1
Assessment 7
Tax + 6.8 + 70.2
Expenditures
Other Revenues + 2.7 + 7.1
Net Deficit Effect -14.8

STAFF ESTIMATES. PRELIMINARY AND UNOFFICIAL.

t))

@

This includes FEHB and Postal Service Effects included in the proposal. Because of
insufficient information, it does not include an estimate of the proposal’s effects on
the PHS or the cost of administering the vouchers. The proposal does not appear to
affect VA, DOD, or the IHS, so no spending change is estimated.

This assumes a $1 per pack cigarette tax starting in 1995,




Year by Year Analysis of Low Income Voucher Program (§ Billions)

H

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
I Baselme
Medicaid 96.4 108.2 121.5 136.3 152.2 170.4 190.8 213.6 239.1 267.6
. Medicare 158.1 176.0 194.0 213.1 235.5 260.8 289.1 321.1 357.0 397.9
Tax 84.7 9224 99.5 1074 | 117.0 127.3 137.8 149.2 161.5 174.5
Expenditures
Baselme Total 339.2 376.6 415.0 456.8 504.7 558.5 617.7 683.9 757.6 840.0
Reform
Low Income 0 0 30.2 49.5 62.4 75.2 87.0 96.3 103.2 109.9
Voucher
Program
Medicaid 96.4 105.6 114.0 123.0 132.0 141.6 155.2 170.0 186.0 203.4
Medicare 157.7 172.8 186.3 202.1 214.5 226.8 256.4 281.4 309.6 342.7
Tax expenditures | 852 93.0 99.6 108.9 121.2 134.0 147.7 162.5 177.4 192.1 b
Reform Total 339.2 371.4 430.1 483.5 530.1 577.6 646.3 710.2 776.2 848.1
Ntew Revenues ‘
Tobacco -15.1 -14.1 -14.0 -13.9 -13.8 -13.7 -13.6 -13.5 -134 -13.3 .
High Cost Plans 0 0 - L1 - 1.7 - 1.9 - 2.1 -23 -2.6 -2.7 - 2.9 ' V,..k-awgr
g He s
Net Expected Surplus (-) | -15.0 -19.3 0 +11.1 +97 + 3.3 +12.7 +10.2* +2.5 - 8.1 Cocer
or Shortfall (+) . 3
— M
Percent Insured 83-86% | 82-87% 85-91% 86-92% | 86-92% | 86-92% 86-92% | 86-92% 86-92% 86-92% ‘or A
: gt &
STAFF ESTIMATES. PRELIMINARY AND UNOFFICIAL. E’“m 4
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ISSUES AND POSSIBLE SOLUTIONS

1. Coverage:
Issues _ Possible Solutions’
Many remain without coverage, ' Add a triggered employer and/or:
perpetuating uncompensated -care and cost- | individual mandate.

shifting to the privately insured.

Premiums will be high in the community Enlarge the community rating pool to
rating pool due to adverse selection. include firms with less than or equal to
1000 workers. Can still preserve
voluntary nature of purchasmg

cooperatives.
Some moderate-sized firms will be Enlarge the community rating pool to
vulnerable to bad experience rating. include firms with less than or equal to

1000 workers.

2. Subsidies:

Issues ' Possible Solutions

Subsidy schedule produces very high Smooth it out by having the poor pay
marginal tax rates. something.

_Pegging the vouchers to the overall average | Tie the subsidies for each type of pool to
(experience rated pool plus community the average premium in that type of pool.
.rated pool) in a geographic area means that
very low income individuals will have
difficulty affording plans in the community
rating area.




~ 73, " Benefit Package:

Issues

Possible Solutions

Offering a basic and a standard package
will lead to adverse selection and
uncompensated care.

Limit access to basic plan to those above
specified income levels (250% of poverty,
for example).

4. High Cost Plan Assessment

Issues

Possible Solutions

Assessment is likely to fall on plans with a
sicker than average enrollment.

Enlarge the community rating pool to
include firms with less than or equal to
1000 workers.

Little revenue will be raised from the
assessment. '

Enlarge the community rating pool to
include firms with less than or equal to
1000 workers. Also, have assessment rate
apply to a larger base, for example, to the
difference between the premium and a
target, where the target is set below the
mean.

Assessment is unlikely to lead to significant
cost containment in the private sector.

Have assessment rate apply to a larger
base, for example, to the difference
between the premium and a target, where
the target is set below the mean.




- 5. Medicaid:

Issues Possible Solutions

Limitation of Federal payments while Integration of Medicaid program into larger
leaving Medicaid program and obligations reform. For example, non-cash assistance
largely as in current system, places states at | recipients could be treated as other low
risk. income families.

Disproportionate Share Hospital payments Tie DSH phase-out to decrease in the
phased out faster than uncompensated care | number of uninsured.

is eliminated, which could have adverse
impacts on teaching hospitals.

6. Medicare:

Issues ‘ | | Possible Solutions
Proposal includes Medicare program Phase-in Medicare drug benefit as savings
reductions, but no fee-for-service benefit allow. '

expansions. Some benefit expansions are
available through managed care option.

Unclear if Medicare Choice Act provisions | Develop specific policies for reduction in
are included in the final proposal. If spending.

included, achieving a 7% growth target by
the year 2000 could lead to across-the-
board reductions. This could lead to
increased cost-shifting to the private sector.




7. -+ Tax Incentives:

10

" Issues

Possible Solutions

Tax deductibility for individuals tied to the
average priced plan in a geographic area
penalizes those in plans with adverse
selection.

Tie tax deductibility limits to average of
plans in that individual’s particular pool.

8. Financing:

Issues

Possible Solutions

Financing will be insufficient to fully fund
subsidies on a year by year basis, limiting
‘the- expansion of subsidies to more income
groups.

Broaden the measure of full financing from
a year by year metric to a multi-year (3, for
example) metric. Alternatively, other
sources of increased revenue could be
introduced. -
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SENATOR JUDD GREGG
AMENDMENT
PROTECTION OF CONSUMER CHOICE OF PROVIDER

AMENDMENT fégEEEé5ﬁtEEsﬁ-éeea-aﬁd—iaglane-+z§ with:

AMW “Nothing in this Act shall be consatrued as prohibiting the
445 following: :
é(g) "(1) An individual from obtaining (at his or her own
G()a .., cost) health care from any health care provider of his
( ' or her choice." ‘

Background: This guarantees that Americans can be treated by any
physician of their choice. It makes clear that the Act can not
prohibit an American from being treated by a particular provider.
Of course, if the provider is not part of the individual’s health
plan, the individual might be personally responsible for paying

for care.

W 313 :
» AMENDMENT: Add a new .subsection (5) to Section 1003, as

follows:

"Nothing in thls Act shall be construed as prohibiting the
following:

“{5) An individual from maintaiﬁing his or her existing
health insurance policy without any change."

<y . |

Background: This makes clear that the Act can not force anyone
to change his or here existing health care plan if they do not

want to.

@ . Add +o & IS07(F(D)

"Nothing in this Act shall be interpreted to: (1) require or
force an individual to receive health care solely through
his or her health plan; or (2) prohibit any individual from
privately contracting with any provider and paying for the
treatment or service on a cash basis or any other basis as
agread to batwesn the individual and provider.n

Background: This allows individuals to contract for health care
as they choose.
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AMENDMENT NO. _ o Calendar No. ___

Purpose: To provide a mechanism for cost containment in
the nation’s health care system.

IN THE SENATE OF THE UNITED STATES—108d Cong., 2d Sess.

To ensure individual and family security through health care
coverage for all Americans in a8 manner that contains
the rate of growth in health care costs and promotes
responsible health insurance practices, to promote choice
in health care, and to ensure and protect the health
care of all Americans.

and ordered to Be ;Snnted
Ordered to lie on the table and to be printed
AMENDMENT intended to be proposed by Mr. BINGAMAN

. ViZ: . o

1 . In section 1101(&), strike ‘“The comprehensive’ and
2 insert “Subject to the provisions of section 1603, the com-

3 prehensive”.

4  In section 1603(a), insert the following new para-

n

6 ingly:

graphs and fedesigna.te the remaining paragraph accord-
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(2) FISCAL ANALYSIS BY NATIONAL - HEALTH

BOARD.—

(A) IN GENERAL—Not later than 6

845674314 4

—

months prior to the effective date of this Act,
ms——— '

the National Health Board, in- cooperation with
the Congressional Budget Office, shall under-

take and a conclude a fiscal aﬁalysis of—

t,

(i) the cost of the cqmprehensive ben-

efits package under section 1101;

(ii) the ability of the health care sys-

tem’s cost containment mechanisms, as de-

ﬁned in this Act, to control health care

| 'speﬁd.’mg and Federal health expenditures

based on current economic projections; and |

(iii) the impact of new health care fi-
nancial obligations under this Act on the
Federal budget deficit, in eurrent economic
terms, and ﬁhe source of any projected
spending increases, including those de-
scribed in clauses (i) and (ii), provider re-
imbursement ré.tes, and administrative ex-

penses.

' (B)‘z SUBMISSION OR REPORT.—The Board

shall prepare and submit & preliminary analysis

gndér this paragraph not later than January 1,
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1997, and submit a final report not later than

July 1, 1997, and July 1 of each year there-

after.

(C) REQUIREMENT OF REPORT.—In & re-
port submitted under this paragraph, the Board

shall specify the source and amount of any Fed-

eral budget deficit increases in order that Con-

gress may more adequately assess other sources

of funding or spending reductions that inay be

appropriate to maintain the benefit package
without adjustnie‘nts. o
(D)} REPORT.—Based on the fiscal analysis

contained in a report under this paragraph, if

- the Board concludes that the Federal govern-

ment’s obligation to contribute to the health
care system (through the provision of subsidies

to employers and families) will result in pre-

viously unprojected increases in the Federal -

budget deficit, the Board shall report and make

corrective recommendations to the President

and the Congress.

~ (3) REPORT AND RECOMMENDATIONS.—

(A) IN GENERAL—If determined to be

 necessary by the Board, in consultation with:

the Congressional Budget Office, to prevent sig-

945674318 5
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1 nificant Federél de_ﬁci’b increases attributable to
2 ‘the provisions of this Act h(or subsequent
3 amendments to this Act), the Board shall in-
4 clude in the reports under paragraph (2)(B),
-5 adjustments in specific aspects of the com-
6 - prehensive benefits package (such as scope of
7 benefits, co-payments, deductibles, and phase-
8 in's for additional benéﬁts) or other appropriate
9 . programmatic savings to achieve savings con-
10 sistent with the findings in & reportrundex,- para-
11 graph (2). |
12 (B) NO BOARD ADJUSTMENTS.—If the re-
13 port o_f the Board under paragraph (2) contains |
i4 no adjustments in the benefit package, the ben-
15 efit pgckage described in section 1101 ﬂwil be-
16 come effective, except that the President may
17 ~-take acﬁon ‘under section 9100(e)(4) as the
18 President detenn;nes appropriate.
19 (C) BOARD ADJUSTMENTS.—If the report
20 of the Board under paragraph (2) contains ad-
21 - justments in the benefit package or other ap-
22 propriate program adiustmen:ts, the a&just-
23 ments shall apply unless a joint resolution dis-
24 Approving the adjustments is passed by Con:
25 gress within 45 legislative days of the date of

i

i

945674314 6
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1 the submission of the report. The provisions of
2 section 2908 of .the Defense Base Closure and
3 Realignment Act of 1990 shall apply to Con-
4 gressional consideration of a joint resolution

5 B considered under this paragraph.

6 (D) AUTHORITY OF PRESIDENT —The re-
7 ‘quirements of this section shall not be limited
8 in any way by section 9100(e)(4) or any other
9. - provision of this Act.
10 (4) SCOPE OF RECOMMENDATIONS.—The
11 Board may make adjustmenfs in the services covered
12 under the benefit package, includizig any periodicity
13 tables; copayment, deduétiblé, and out-of-pocket re-l

14 qui:_‘e'q:geAnts; phase-in. schedules for additional health

1..5 benefits; and other appropriate pxjogrammatié ad-
16 justments. The Board may not require co-payments
17 for pre?entive health services, but may re-classify
18

~ services described in section 1101 as preventive serv-

84567431:% 7



Fiscal Analysi

CR pool 500, Exemption 25, Hard Trigger in 2000, no premium caps

s of 7.18.94 Plan

07/20/94
01:07 PM

~ 1995-1999 1995-2004
Subsidies 300 aem
‘Medicare Sévings , (54) (250)
Medié.aid Savings , (i31)< V(546')r
State Medicaid MOE - (85) ' (303) R
PHSIAHCIGME 29 92
Long Term Cére 5 a8
Medicare Drug 18 : 52
|Subsidy Administratioﬁ - *
Tobacco Tax ‘ ‘(285 ' (60)
High C.ost Plan Tax 4) (7).
‘Net Other Revenges (39‘) . (169)
Net Deficit Effect 10 (116)

L gﬁb g‘\(fod

All estimates preliminary and unofficial. '

. These estimates assume no changes in VA, DOD, FEHB, and‘

other Federal health épending programs.



Flscal Analysls of 7.18.94 Plan
©07/20/94 - - , .
o ' . O107TPM ‘ ‘
CR pool 500 Exempt;on 25, Hard Tngger in 2000 WETH premlum cap

| TS0 19952004

. s'ubsidies". o | | :_ ;uio‘ - : ‘_1,077

. Med:care Savmvgs - : J (54) ‘ y'f(zs“o}i_j o
Medlcald Savmgs : ~(1<31)‘ e ‘(.546)"5'

' |state MedicaidMOE "(gs)'ﬁ o f,(;;g,,;, ~’
A"PHS‘IAHC:IGM.E“‘ o 29 '. - 92
JLbhgTermCéré 5 48

~ |Medicare Drug | 18 - 92
lSubs;dy Admmlstratlon“::' * - | .
o Tobacco Tax L i*‘:A‘ZS)‘ : - '1(6.0)[., -
| High Cost‘PIan‘ fax T - ‘(4)" . (65)

Nef Other R‘evenuve's'fl'ff (39) N (155}‘

| |Net DéﬁcitEffect - __ :10 - (100)

All estimates prelim'inary‘ and unofficial.

"These estimates assume no changesiin VA, DOD, FEHB, ‘and. a
other Federat health.spend’i‘ng programs. .



- Fiscal Analysis of 7.18.94 Plan
' ‘ 07120/94
, A 01:07 PM
- CR pool 500, NO MANDATE, no premium caps

1995-1999 1995-2004
|Subsidies - 300 885
Medicare Savings | - (54) ' (250)
Medicaid Savi«’ngs" (131)’ R (518)
~ |state Medicaid MOE = (85) (303)
PHS/AHC/GME = ' | 29 . E 91
Long Term Care _ | 5 a . 48 |
Medicare Dfug | 18 - 92
| ‘Subsidy'Adhwinistrat“ion > | *
Tébacco Tax - - | (28) o : (60)
A"Highv Cost Plan Tax (4) f ~(88) |
ﬁet Other Revenues _(39) S (151) .
Net Deficit Effect 10 ~ (254)

All estimates preliminary and unofficial,

© These estimates assume no éhanges In'VA, DOD, FEMB, and
other Federal heaith spending programs.



B \
K
,e

;_;:,u-f;'»

P

IR INTER GOVERNMENTAL AFFAIRS |
. FAXCOVERSHEET
e

T

el B
Er
RORANE

g Jot?




bz

1/20194 C |

adicg;e §avings rropoaals

Eart

-] Reduce ‘tha A nual ﬁosgital Uggate' Reduce the update fcr .
: inpatient hospital services by 0.5 percentage points from FY-
. through FY 2000 -(FY 1997 ie already reduced by 0.5 percentage

‘pointa so no further reductlon would be made - for that year}

o' Reduce the: Indirect Medical Education Ad: ustment.v Beginning
“.  with FY 1996, Medicare would discontinue-. making its IME. SRR
. payments to hospitals - -and . begin- to contribute its IME dollars
‘to the academic health center all-payer pool... Medicare's.
+ econtribution. to the academic health center pool would be the "
. amount resulting from raducing the IME-adjustment factor from
-+ 7.7 percent to 5.2-percent. in FY. 1996 Beginning with FY 1997
© the Medicare contribution in the prior year would ba increasaa~J
;by the change in tha COnsumer Price Index._A -

educe Pa'menta for Hospital Ca‘ital'- For PPS hoapitals, .
' reduce. the base capital rate by 7.3l percent; reduce hospital- -
- specific ‘capital rateés by 10.41 percent, and reduce the update .
- to:the’ capital rates by 4.9 percent per year batween ‘FY 1996 .

and FY-2003. . Pay 85 parcent of capital couslLs for hospitals ?ﬁ
©...and: hospital*units excluded from PPS. for fiscal years 1996 SR
| f‘through~2°03-fa~.fw, R R R I _x'=4,.

L

s Prohibit: new long term
from bein' excluded from PP8/~effective upon
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‘Extend HI Tax to 311 tate Local Eggloyeesx Extend the health S
~insurance (HI) tax to State and local workers hired’ before:at‘ PR
“4/1/86, -and currently exampt from tne HI tax, ettectiva a
10/1/95.h', SRR .. Lo o

_— o U;e Real GDP 1n MVPS for Physician Services' Beginning witn
" . 'FY 1995, replace the current-historical five-year .-
lvolumeiintensity ‘factor -and- yerformance ‘standard factor used.
~dn calculating the. Medicare Volume Performanca ‘standard, (MVPS){
With the five: historical ‘growth in'real gross domestic product
. (GDP). per- ‘capita ‘for the surgery and other categories and real -
.- GDP per capita plus 1.5 percentage points for primary care. - -
Eliminate the current 5 percentage point floor on maximum - .
j"reducLiona in'updates due to phyeicians' performance relative.;?
' to the MVPS: A Sl S N .

‘Q;Set Cumulative Targ_;e for Physician Servicea' Establish
. -cumulative: Mvﬁs rates of -increase.for each-of. the three . =
‘separat *categoxias of. service. primery care, BUrgery and all

,otﬁe‘ service' :Cumulatxve targets would be basad on: the ~

competitive‘ayéfem’doéa not aBult in‘a.
£ - gt least ;0 perccnt in the pric .of. thes )
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L o

~w”nloast 10 percent in tne price of all.lab servicej

" price that would occur in ‘1996, -then the: Becrotary.iw LR

" -reduce Medicare fees for all. lab services by “the di:rerence

. . needed to rasult 1n
f.7{1/95.1- S

{ESet Income Related gremiums.‘ Beneficlarles with ad;uateq.

. .a Part B premium equal ‘to. 7% percent. of Part,B costs, Iy
.. ' affactive -1/1/96. 7 There would be a phaee-in of.'thé incoma’ i
.} related premium: for singles between- $90,000. and 8}05 000 and
. married taxpayers- filing joint returns. ‘between $115,000 and
’$130 000 if only one. spouge was covered by Medicare: Part. B.

"QQEEEELEQEQLZ_Bid for Laburatocy Services.; The Becretary f? iﬂﬁﬂyfff‘i,
-.would be required to egtablish the same: kind of compatitive S
, acquisition systam for Madicare lab servlces a5~ror other*“.‘gw S

gross .lncome of $105,000 or. ‘more -for a’ single person ox. L
$130, 000.-for. married taxpayers filing jolnt returns would pay

(It would be between: $115,000 and: 3145 0001, both:Bpouses.
wareﬁcovared by Madicace Paxt-B). ;.

ncsntives for Pnyaicians ro xgrimarz care:

care by. (a);establiehing;
thak hysician overhead omponent: of:tha Phys
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! Parts A& B

,Ho-

Establigh a Home Health Copa ment', Establish a copayment for *‘ ‘

“home health visits at 20 percent of the dverage cost per

visit, effective 7/1/95, for all visits except. thoge. occu:ring

within-a 30 day pariod tollcwinq an inpatient hospital g
alscharge. 2 , C : T : ’-5-

Extend. OBRA95 Medicagg geconda;z Paxer. Extend permanently
the provisions (which OBRA-93 extonded through FY 1998): (a)

- regarding a data match between HCFA, IRS' and SSA to 1dent1:y ‘
‘the primary payors for Medicare eénrollees w;th health coverage

~in addition to Medicare; (b) making Medicare the secondary:

_payor for disabled . .employeas with: ‘employer-based health:
“insurance; and (c) requlring non-Medicare insurers to be the -
primary payor for EERD pationts for 18 months befora Medicare

o becomes the primary payor.; .41

O .

HMO Payment Improvementn-' Beginning in 1995, estahlish .
separate: national maximum and minimum standards for the Part A

- . and Part B portiona of the: AAPCC rates.  The etandards would

",*59

:Counties whosalpart A RRPCC: 8" above

- DSPCC::

jf Reduce’ Roug;ne goat imits for HHAS

would:result -after HH two' yedr:temporar

. be. phased -in-over- £ive years ' {e.q.; 20 parcant An the first .
year, ‘40 percent in the second year, eLc ) and be based,on.95
percent of tha USPCC. ;_‘v;., ] R R

be the same"

for cost roporting pariods beginninq ) .
recalculating ‘the percent . of the mean tha,;wbuld result in the-

‘same’ gavings as a continuation of the freeze. It is currently .. ..
" egtimated that a limit at. 100. percent:of the. mean: -

ithe’ moat '

LA R

‘recent cost: ‘data would accompliah thie policy.? Reduée co

}Iimits on home hea;th
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_Expand-Canters o Excellencer Expand centers of excellonce to
‘'all urban areas by contracting with individual’ centérs using’ a
- flat payment rate for all services (Part A and Part.-B) ‘
agsociated. with' cataract or CABG sur ery. '.Tho Seoretary would

" be granted:authority to deaignata other services- that lend . -

~ ‘themselvoes -t6 this approach.  Beneficlaries ‘would not- be';" -
requirad t6 receive .services. at .these- ‘centorg,
encouraged ‘to. ‘do 80 by Medicare providing:a rebate to the °
benofic ary equal to 10 percent of the government'a 5avinga

“but” would. - -
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Mediéare'SQVings Ptbpo#als

Reduce the Annual ﬁdsgital Ugdété Reduce the update for

_Inpatient hospital services by an additional 0.5 percentagé

‘points in FY 1997 (for a total of .1.0 percentaqe points) and'

-‘by 1 ] percentage points in FY 1998 thrOugh FY 2000._

'fRaduco Pazgents for Hosgital Cagitalx‘ For PPS hospitals, L

-. réduce the base capltal rate by 7.31 percent; reduce hcapital-x s
- -gpecific capital rates by 10.41 percont, ‘and reduce ‘the update

" to the capital ratas by 4.9 percent per year between FY 1996
“’and FY 2003. Pay 85 percent of. capital costs for hogpitals

-and hospital. units excluded from BPS for fiscal yaars 1996
~through 2003.@» : S ” .

'sRevise the Dispro ortionate Share Hos ital Ad ustment. Reduce,t
- the current Medicare disgproportionate shars. adjustment for PPS
' hospitala when the State.in’ which they are located comes onto '
*,the naw 9ystem by 20 percent j - : , ;

”eraduate Medical Education (Cash Lag) Beginning with FY.

[} adicare will cease to make GME - payments to -hospitals

Ajf;directly and: instead will make a .contribution into a. national.

+.pool. . Modlcare will contributé $1.5 billion in FY 1996 and

$1.6 billion ,in FY 1997 and FY 1998, | Beginning with FY 1999,kf1 N
the Medlcare contrlbution An: the priof year would be increased<:..”
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(GDP) per capita for the surgery and other. categories nnd real,
GDP per capita plug 1.5 percentage points’ for prlmary care.

Eliminate the curxrxent 5 parcontaga .point floor on maximum -

- reductiong in updates due to pnyaiclans performance relative‘
,to the MVPS. R . : A St AR .

. get. Cumulativa Tar efs ror P' sician'ﬁervicee}, Establish , «
‘cumulative MVPS rates of increase for each of the tnree = .
. Separate cutegoriea of service: primary care, surgery and all:

.. ‘'other services. Cumulative targeis would be based on the- o

.- prior year's MVPS rate of increase.for a.fixed year (FY 1994).

* This ie in contrast to the current way the MVPS. operates vhere -

- tho'MVPS.for a year is based on the prior year's actual rate
. .- of .increase in expenditures; without regard to the prior

- . 7. year's: target rate of increasaé. The statutory formula to
cel :."V 1determine tha specific MVPS amount would be uaed '

o Eliminate Formula Driven Gve;payment.- Elimineta tormula , :

““'Tdrivan overpayments (FDO). from calculation of blended: payment
;gamounts for radiology, diagnostic ‘tests and ambulatory surgery

‘servicdes;- effective 7/1!94. L g . LA o

‘Vfgomgetitlvely Bid for Other Dart B Items and §erv1ce B The
.Secretary would be required to contract competitively for"
Medicar -1 v;ces and suppliea 1n‘a gquraphic area:effectiv

ompetitivelyfaidwfor‘LaboratoryrServices The chratary S
wculd;be required: 0. establ;sh the: samo kinq ofvcompetitlve
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'.c 'Income Related Part B promium-i Beneficiaries with adjusted
- gross income of $105,000 or more for a single person or - L
$130,000 for married texpayers filing joint. returns- would payﬁf x
a Part B premium equal to 75 percent of Part B costs,.-rx
~ effective 1/1/96..  Thére would be a. phase- An ‘of ‘the’ {ncom
-+ 'related: premium for singles between $590,000 and. 3105 0007 and,
- ‘'married taxpayers: filing joint, rcturns botwccn $115 000 and
"+ $130,000 .if only one spouse was covered by Medicare: Psrt B
TR (i ¢ would be between; $115,000 and $145 000 if both spouses S
‘,were covered by Medicare Part B) : R R

-"56"Inoehtives for Phyﬂicians for Primary Care:, Credte ianntivcs
. for primary cara by: -(a) .establishing a rescurce-based method
‘to pay for- the physician ‘overhead component . of the physician
- fee. schedule, increasing primary care practice expense RVUe by
...~'10 ‘percent and decreasing RvVUs for all non- primary care .

-/services: as: ‘an offset; .(b): increasing the work: component: of
RVUs by 10 percent and reducing relative values for all non—;cﬂ
'primary care services as.an offset; - (e} reducing -rates for-
o office: consultations to: equal office visits and using eavings
3,1;toii creese fees for: sll office. visits, (d) rcducing tho
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o o Extend OBRASS Medicare Seconda;z Paxa H Extend permanently
. the- provisions (which OBRA-93 extended . through FY 1998): (a)
;regarding 'a data match between HCFA, IRS. and SSA to identify .
'the primary payors for: Medicare enrollees With' health coverage
- “in addition to Medicare; (b) making Medicare the‘secondary v
__payor. for disabled:amployeaes’ with emp]nyer-basad health: e
;1n8urance, and {c) requiring non-Médicare .insurers: to- be tha
.+ primary payor for ESRD patientu for 18 montha befor Madicareb
"becomes tha primary payor.;'~ Lo A

4f"HMo Paymont Improvomontn‘ Beginning 1n 1995, eatablish BRI
- . ', '/goparate natlonal maximum and minimum- standards-for the 'Part A wl,s
.- 7 and Part B.portions of the AAPCC rates. ' The standards would .
o ‘be phasad in over five years (e g.. 20 porcent in ‘the first .
St year,. 40¢ percent in the second year,tetc ’).and be: based on 95
BTSRRI percent of,the USPCC. : : R

.,Counties whosetPazt A AAPCC 18" above 170 percent or 95 percent

. of the Part A USPCC would ‘be limited’ to that amount”unless’ the

.Part ‘B portion of thefr rate was. below 95 percent, ‘of the: Part
“rThe BLandard for tha Part B porticn"o ,the rate:
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.Preliminary Estlmates of Reduction in Uninsured By Program Type
1992 (Mllllons of Persons) : :

Program . ' Lower Estimate =~ Higher Estlmate S

~ Low-Income Voucher 10 S 12 : N '
Welfare to Work ~ 1.5 . - . 2 o
Program N R . . ‘ ” _
. Pregnant'quén'ands. 4 D 4.5 (6 using EBRI
Kids Under 240% " - o - . .estimates) = -
Transitional Job- 1.5 . C : 2.5 ‘ :

Loss Program . o S ‘




Prellmlnary'Estlmates'of Reductloniln Unlnsured‘By:Program

Pregnant'WQmen'and
Klds.Under:240%
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Model 1 o ﬁdv-(‘ﬂ?
ovemm!nt Subsidies:

Year (1994) ($rm) 82,096 .

employer 34,489
*housshold ) 47,607

Govemment Subsidies:

§ Years ($m) ] T 359,906
employer ' B 145,199
household <. 214,708
Govemment Subsidies: . :
10 Years (Sm} : 962,004
employer - 412,144
household ' 549,861
Select Revenue Estimates: 1 g
Colporats Assessment . 40,600
Other Revenue - 24,600
Total (5 Years) 65,200
Select Revenue Estimates: | . . :
Corporate Assessment - 81,200 ) R
Other Revenue 49,200
Total (10 Years) : - 130,400
Net Effect on Deficit* o !
(5 Years) {(394)
Net Effect on Deficit T
‘I {10 Years) : . (705%) |
Net Effect on Deficit *** S o T ‘
adjusted by 50% (5 Years) |- T e '
L A Net Effect on Deficit *** A . :
S adjusted by 50% (10 Years), . . (35.298) . i ) C N

Model 1: An 80% employer mandate on firms of al! sizes.

Frms pay the lesser of the full employer

premium share or 5., 5% o 12% of that worker's wages whichever

is less. Capis determined by firm size and average wage in the fimn,
Firms of all sizes are eligible for these caps.

Fimns of 1000 workers or morey‘pay a 1% payroll assessment,

Fimms of 1000 workers or more aro outside of the community
rating pool, .

a ) Premlums are equal to the CBO scoting of the HSA

Not% on the estxmates . ’ :

" Revenue estimates are for those components that differ from the HSA.

Deficit offects are relative to the current system.

Revenue estimates are preliminary: they are not official estimates.
™ Sorting of firms is assumed to be 25% of HSA sorting.’ : .

This is a prefiminary estimate and may understate cutsourcing effects. ' '

. ** Due to the unofficial nature of these estimates, it is advisable to use a

measure of conservatism in considering these models. We suggesta

“deficitreduction estimate that is haif of that coming out of the model

asa reasonable adjustmant.



Model 2

Governiment Subsidies:

1Year (1994) @m 75,567
employer 30,800
household . 44767

Governmert Subsidias:

5 Years ($m) 331,567
employer 129,668
househokd 201,899

Govemment Subsidies:

10 Years ($m) 885,119
employer 368,060 ..
household . 517,059

Select Revenue Estimales: *

Corporate Assessment 41,000
Other Revenue 27,000
Total (5 Years) 68,000 -

Select Revenue Estimates: *

Comorale Assessment 82,000
Other Revenue 54,000
Tolal (10.Years) 136,000

Net Effect on Defick * ’
(5 Years) {31,533)

Net Eftect on Deficit * .

. (10 Years) - {153,081)

Net Effect on Defickt

adjusted by 50% (5 Years)"* (15,767}

Net Effect on Defick *

- adjusted by 50% (10 Years)™* 78,541)

Model 2: An 80% employer mandate on fims of all sizes.

Firms pay the lesser of the full employer

premium share or 55% 10 12% of (hal worker's wages, whichever
isless. Cap is detemmined by fum size and average wage inthe firm.

Firms of all s:zes are e!ngible for these caps.
F—“m\s of 1000 workers or more pay a 1% payroll assessment.

Fimns of 1000 workers or more are outside of the community
rating pool.

Premlums are 5% below the CBO scoring of lhe HSA,

Notes on |he eslimales )
* Revenue eslmam are for those componenis that differ !rom the HSA.
Deficit eﬁects are relative to the current system,
Revanue estimales are preliminary; thay are not offidal estimates.
= Soding of firms is assumed to be 25% of HSA sording.
This & a preliminary estimale and may undersiate outsourcing effedts.
** Due to the unofficial nature of these estimates, it is advisable to use a
measure of conservalism in considering these models: We suggest a
dehat redudion estimate (hat is half of that oommg oul of the model
as a reasonable adjustment.



Model 3

Government Subsidies:

1 Year (1994) m) 83218

. employer 25,130
household 58,088

Govemment Subsidies:

5 Years (3m) 373,982
employer 130,912
housshold 243,069

Government Subsidies:

10 Years ($m) 1,008,331
employer 419,118
household 590213

Select Revenue Estimates: * .
Corporate Assessment. 45,200
Other Revenue 36,080
Tolal (5 Years) 81,2680

Select Reverue Estimates: *

Comporate Assessment 86,200
Other Revenue 64,080
Total (10 Years) 150,280

Net Effect on Deficit * :

5 Years) (2,.398)

Net Effect on Defick =
(10 Years) 43,149)

Net Effect on Deficll,

.Adjusted by 50% (5 Years) *** (1,199)

Net Effect on Defica,

Adjusted by 50% {10 Years) **= Q1574

’ Model 3. An 80% employer mandate on firms of more than 20 workers.
i after 3 years, 90% of workers In firms of 20 or less do nol
receive employment based coverage, a full ermloyer
mrdate is implemerted,

Fm'ns covering their workers pay the lesser of the employer
premium share or 2.8% (o 12% of that worker's wages, whichever

is less. Cap is detenmined by fimn size and average wage in the firm,

ﬁm nol covering their workers pay a payroll assessment of 1%
if firm has 1-10 workers and 2% I 11-20 workers.

Fims ol 1000'mrkers_or more are outside of the community
raling pool and pay a 1% payroll assessment.

Families not receiving coverage thvough thelr employer have
their contributions capped at 4-6% of income; appropriate cap

is detemmined by tamily income.

Premiums are 5% below Iha CBO scoring of the HSA,

Notes on the estimates:

* Revenue estimates are lor those componeants thal differ from the HSA.

Deficil effects are relative to the current system.

Revenue estimales are preliminary; they are not official estimates.
= Soting of fimns Is assumed to be 25% of HSA sorling. )
This is a prefiminary estimate and may understate outsourcing effects.
™ Due to the unofficial nature of these estimates, R Is advisable touse a -
measure of conservatism in considering these models. We suggest a
deficit reduction estimale that is hall of that coming out of the model

as a reasonable adjustment.

*=* 1 Year subsidy estimales assume a fully phased-in carve-out year.
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The Medicare Choice Act of 1994 (S. 1996) entirely replaces section 1876 of the
Social Security Act. Section 1876 contains the statutory provisions that
currently govern Medicare contracts with risk and cost-based health
maintenance organizations (HMOs) and competitive medical plans (CMPs).
The proposed bill is Intended to expand tne types of chaices available to
Medicare beneficiaries, reduce the cost to beneficiaries and to Medicare, and
level the playing fleld berween managed care plans and Medlcare fee-for-service.

I. Summary of the Major Provisiuns of S. 1996

. . 1996 accomplishes the above goals by establishing a competitive
bidding process for Medicare. Medicare market arcas are determined, consisting of
geographic areas in which Medicare-contracting health plans will competc among
themselves and will "compete" against fee-for-service Medicare. Health plan options
available to beneficiaries will include employer-spoasored health plaos, available oanly to
cmployees and former employees, that choose to contract under the provisions of S.
1996. : '

Enrollment. There will be a coordinated open enroliment period during which Medicare
beneficiaries will choose a Medicare.contracting plan or fee-for-service Medicare (with or
without Medigap coverage--a choice that is also to be made during the coordinated open
enroliment period). Enrollment is for a period of one year, during which time plsn
premiums and coverage cannot be changed. Beneficiaries will make decisions based on
unbiased comparative information prepared by the Secretary. The default enrollment is
fee-for-service Medicare.

' Health plans are to submit "bids" or premium requirements
to the Secretary in August of each year, beginning in 1995. By October 1 of each year,
the Secretary will announce the "per capita rate,” or government contribution towards
premiums, for each market area. The bill specifies the method of determining the per
capita rate, or Government contribution. The contribution is based on the lowest health
plan bid, subject to certain adjustments based on other plan bids. and subject to certain
maximum amounts. To the extent that the per capita rate is less than the health plan
bid, the Medicare beneficiary pays the difference to bis or her selected health plan in the
form of a premium. If the government contribution exceeds the health plan bid, a
bencficiary choosing such a health plan is entitied to a rebate from the health plan, or
the amount can be applied toward the cost of supplemental benefits purchased from the
health plan. Health plans will also collect the Medicare Part B premium that would have
otherwise been paid to the Government (for beneficiaries not in fee-for-service
Medicare). (Subsequent written information from Senator Durenberger’s staff indicates
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that in determining the GGovernment contribution. the average is to be used, and that the
fee-for-service "premium” would be included in determining that average.)

Payments to health plans are 1o be risk-adjusted.

Cost to Beneficiarigs of Fee-for-Service Medicare. The per capita rate, or Goveroment

" contribution, for au area, also determines how much beneficiaries choosing fee-for-
service Medicare will have to pay in the way of a Part B premium. There is also a
provision imposing a penalty for choosing a Medigap supplement that causes Medicare
fec-for-service expenditures to rise. (Subsequent written information from Senator
Durenberger's staff indicates that there would be no change to the current rules in areas
where fee-for-service was the only option.)

Health Plan Standards The standards for health plans are liberalized with the purpose.
according to Senator Durenberger’s staff, of allowing preferred provider organizations
and other types of managed care organizations to enter into Medicare contracts.

The Secretary is authorized to enter into risk-sharing arrangements in market areas.

Bum]_ﬂgnm For beneficiaries residing in "underserved rural areas" within a market
area, there is a 1092 bonus on per capita payments to contracting health plans enrolling

. such benefxclanes, available through the year 2000. The bonus payment is to be used to
imprové ‘access to care for such areas, and is not available to the beneticiary for a
reduction in his or her premium.

Benefit Stapdardization. Benefit standardization among health plans is achieved by
requiring that plans offer either the Medicare benefit package with the Medicare fee-for-
service coinsurance and deductible structure, or the Medicare benefit package with
actuarially equivalent cost-sharing requirements "consistent with common practices
amorig health maintenance organizations and other managed carc health plans.”

Any additional benefits are available only as supplemental coverage under standardized
plans authorized by the Secretary under Madigap statutory authority, and availabie either
through health plans or supplemental insurers. Supplemental coverage must be
purchased from the bealth plan in which the individual is enrolled, except that individuals
opting for fee-for-service may purchase supplemental coverage from any sponsor of
supplemental coverage.

S. 1996 also requires that at least one of the standardized supplemental plans consist of
(a) drug coverage with (b) other coverage that "would resemble coverage typically offered
by health maintenance organizations to employer groups, including an annual out-of-
pocket maximum beneficiary liability (covering coinsurance, copayments, and
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deductibles)." (Subsequent written information from Senator Durenberger's staff states
that there are two required standardized supplemental plans, one covering drugs and the
other a catastrophic expenscs plan, as opposed to the language of S. 1996, which requires
that there be gpe plan covering drugs and catastrophic expenses.)

Fee-for-Service Cost Containment. S. 1996 also contains fee-for-service cost containment

provisions. Spending targets are determined for fee-for-service by market area, with
populstion-adjusted year-to-year growth limited, on a phase-in basis. to the consumer
price index plus 2.5%. Excess spending i8 "recouped” by lowering provider payments to
recover 50% of the excess, and by increasing premiums for beneficiaries choosing fee-for-
service to recover the remaining 50%.

II. General Comments

Posjtive Aspects of §. 1996. S. 1996 contains many provisions that will improve the

Medicare mapaged care program, some of which are also found in the Health Sccurity
Act

> Standardization of benefits,

> Uniform open enrollment periods including both health plans and Medigap
insurers, as well as employer plans,

> Year-long lock-in, and

» Unbiased information dissemination and uubiased enrollment procedures,
with expanded information on quality and cost.

These reforms can address many of the problems of the current managed care
program--in particular, favorable selection into HMOs and varying levels of
knowledge among beneficiaries about managed care.

The proposed bill also expands choices for Medicare beneficiaries in terms of the
types of health plans available, and the bill provides incentives for health plans to
enroll Medicare beneficiaries in underserved aress, and in lower-payment areas.

The bill includes administrative simplification provisions that are beneficial to the
. program.

Areas of Concern. There are some provisions of the bill and features of the competitive
bidding model that should be more closely examined.
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justers. More specific comments are provided

below regardmg the detmls of competitive bidding. As a general comment,
competitive bidding would seem to work well only in areas where there are
multiple health plans, and competitive bidding can only work well if therc isa
reliable risk adjuster for determining plan payments.

The risk adjuster is cspecially important under the S. 1996 scenario that involves
penalties for beneficiaries choosing a fee-for-service option. S. 1996 does not
specifically mention a health status or other risk adjusters (such as risk adjusters
for vulnerable populations), and the competitive bidding modei proposed in S.
1996 as currently written could be implemented with essentially the current
adjusted average per capita cost (AAPCC) methodology.

It wouid be inappropriate to institute any systen in which individual Medicare
beneficlaries suffer financial penaltics that might not exist if there were more
refined risk adjusters. There is no guarantee that the unbiased enrollment process
and financial advantages of choosing managed care (which currently exist in
Florida and Los Angeles) envisioned in S. 1996 will change the current situation

in which HMOs are enrolling a healthier than average population.

(Subsequent written material from Sepator Durenberger’s staff indicates that their
proposal is to "explicitly allow the Secretary to adjust for heart disease, cancer or
stroke" (the categories suggested by Mathematica Policy Research, Inc.).)

& g- As the bill is now written,
benefxciary contribution levels are based on the lowcst bid in an area, with a
modest add-on related to the average bid (explained below). Subsequent written
information from Senator Durenberger's staff indicates that the average is to be
used, that the fee-for-service "premium” would be included in determining that
average, and that there would be no change to the current rules in areas where
fee-for-service was the oply option. It would be preferable to use a weighted
average bid to determine contribution levels--although determining the weighted
average is a problem because it is not known in advance how many beneficiaries
will be enrolled in each plan and in fee-for-service.

_Qggh_&ghgm. The possibility of cash rebates to Medicare beneficiaries is
troublesome. A cash rebate is an inducement 1o choose a particular plan and may
interfere with the ability of & beneficiary to make an informed desision in
choosing a health plan based on criteria that the beneficiary should be
considering: price, quality, convenience, and willingness to give up freedom of
choice of providers.
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On the question of price, rather than having a rebate, the same result of program
savings and making lower-priced plans more attractive is achieved by the
Government's paying low-bid heaith plans at the level of their bid and having the
product offered at a zero premium. All zero-premium plans would be equal, if
there were multiple zero-premium plaas in an area, which in a sense results in
beneficiaries having a greater range of choices among plans because the rebate
plan is no longer more atwractive than plans that bid at a level that resulted in a
Zero premium.

It is also misleading to have cash rebates if a plan is also permitted to have
deductibles and coinsurance at Medicare levels or at the same actuarial leve| (as
S. 1996 allows); the only Medicare beneficiaries who benetit from cash rebates in
such a case are those who use no medical services or are low utilizers of services-.
resulting in possible favorable selection.

Beneficiary Penalties. There are a variety of beneficiary penalties, or what can be
viewed as penalties, that are difficult to justify:

> The Part B premium varies by area, in rclation to fee-for-service costs in a
given area; this is a major departure from the current practice of having a
uniform national premium. Failure to meet fee-for-service targets, whether
there may be valid reasons or not, results in a surcharge to the beneficiary
for 50% of the excess. Both of these provisions discriminate against
Medicare beneficiaries residing in certain areas, and the penalty
beneficiaries suffer results from something that is not, realistically speaking.
within their control (area medicare expenditure levels and the rate of
growth in expenditures). We also do not bave sufficient knowledge about
the cause of regional variation in health care costs to iniposc this sort of
penalty on beneficiaries.

> The surcharge on Medigap policies that cause increases in program
expenditures is difficult, if not impossible, to administer. How is it
determined that a particular policy results in higher program costs? s this
to be determined on a person-specific basis? On a policy-by-policy basis?
How do we control for health status” If, for example, it is found that a
policy offering drugs lead to higher program costs, is it not likely that such
a policy is attractive to sicker individuals? Perhaps of greater concern is
that this provision penalizes Medicare beneficiaries for purchasing
insurance.

. Because 8. 1996 is intcnded to be part of a larger bill
which establishes bealth plan standards, it is unclear whether standards are
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: sufficient to ensure that Medicare beneficiaries are guaranteed the highest
| possible quality of care through stable, viable contracting organizations. (This is
discussed in more detail below.)

We are also concerned that the anti-discrimination provision of S. 1496 is not as
broad as it should be (as broad, for example, as the anti-discrimination provisions

; of the Health Security Act).

»Speciﬂc Provisions of S. 1996 and Comments

S. 1996 contains the following sections, which become the new subsections of section
1876 of the Social Security Act:

New 1876(a): Market Areas.

Medicare market areas are established that will include all Medicare beneficiaries.
Metropolitaa statistical areas cannot be subdivided in forming such market arcas.
Designation of the market areas should be done in such a way as to "maximize" the
number of beneficiaries who have access to a contracting health plan.”

|

!

i

Comments.

! The designation of Medicare market areas is an important issue. Under the
competitive bidding scenario of S. 1996, the market area in which a Medicare
| beneficiary resides will determine the level of contribution by the Federal Government
towards the individual’s choice of health plan (or the Part B premium level for fee-
for-service). The requirement that metrapolitan statistical areas cannot be subdivided.
two problems arise: managed care plans will have 10 exiend their provider networks, or
be willing to pay for services on a fee-for-service basis in outlying areas of certain
MSASs; and use of a wider area (the county) than is currently used for Medicare HMO
payments can lead 10 gaming of the payment system as health plans atiempt (0
“encourage enrolimens of individuals living within the relasively lower-cost areas of
larger metropolitan areas.

In terms of non-metropolitan areas, if, for example, the Secretary were to deem that
the appropriate market area is the geographic unit comprised of all rural areas of the
State, then this imposes a hardship on managed care plans who must meet the
requirement of being available throughout the Medicare marker area.

(The Health Security Act addresses this {ssue by allowing heulth plans to cover less
than an alliance area, though the alliance could require the coverage of certain
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geographic areas as a condiilon of alliance participation. The Health Security Act

recognizes that some plans--e.g.. siaff-model managed care plans-- cannot cover an

POA/NG

entire large geographic area. The only similar provision of S. 1996 is a provision that
a plan must cover the market urea “unless the Secretary determines it appropriate for

such plan to iarget unique community needs within the medicare market aréa.")

New 1876(b): Medicare Health Plans. (1) Contracts and (2) ngﬁgggg_
Wm_nﬁ Any health plan wishing to do business with the Federal Government
may enter into a contract as long as

|

(o]

I°

Medicare covered services are provided when medically necessary, for a uniform

premium for one year,

The plan does not discriminate against benceficiaries based on health status and
other factors rclated to health care utilization;

The plan demonstrates that it can provide services throughout the market area,

unless the plen is permitted to "target unique community needs";
The plan demonstrates financial solvency;
There is an ongoing quality assurance system (same language as current 1876):

There is compliance with Medicare advance directive requirements (same
language as current 1876);

There are limitations on provnder risk-sharing arrangements (same language as
current 1876);

The plan collects and provides to the Secretary standard information on
performance and quality of the plan, to be disseminated as part of the
comparative marketing material;

The plan is able to provide non-Medicare-covered benefits: and

The plan offers standardized supplemeatal packages as required under S. 1996.

Ncw 1876(b): Medicare Health Plans (cont.) (3) Cost-Sharing and (4) Capacity Limits,

Health plans must either use the same coinsurance and deductible structure of fee-for-
service Medicare, or provide "actuarially equivalent” benefits with "cost sharing
requircments that are actuarially equivalent to the cost-sharing requirements [of

7
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Medmare] and consistent with common practices among [HMOs] and other managed
care plans.”

A point-of-service option for out-of-uetwork services may be made available to Medicare
enrollees (who will then be required to pay higher out-of-pocket expenses for out-of-
network services), if the plan has a network through which all covered services can be.
obtained without the higher cost-sharing, and beneficiaries are informed of such option.

- Capacity limits are determined by the Secretary tbrough regulations (as in current 1876).

Comments :
L Health Pkan Standards

; As noted above, becawse S. 1996 is intended ta be part of a larger bill which

! establishes health plan standards, it is unclear whether standards are sufficient

’ to ensure that Medicare beneficiaries are guaranteed the highest possible
quality of care through stable, viable contracting organizations. S. 1996

: eliminates the requirement that a contracior be State-licensed and either a

5 Federally-qualified HMO or an entity that meets the current 1876 definition of

: a compatitive medical plan (CMP). According o later information provided
by Senator Durenberger’s staff, it is intended that S. 1996, as part of a larger

. health care reform bill, have a certification process for all "accountable health

P plans," including Medicare plans. :

It s importans 10 note that many of the CMP provisions which duplicase
Federally-qualified HMO provisions (providing services on a prepaid, capitated
basis; protections agalnst insolvency; entering into risk sharing arrangements
with providers) are intended to demonstrate that an organization is able 1o

: enter into a sk consract for the enrollment of Medicare beneficlaries. That is,

| the entity must clearly show its abillty to bear risk. In fact section 1876(h)

’ authorizes the Secretary to deny a request for a risk contract from an otherwise

' qualified organization (Including a Federally-qualified HMO) if "the Secretary
is not satisfied that an eligible organization has the capacity to bear ihe risk of
potential losses under a risk-sharing contract.” The CMP provisions of section
1876 seek to ensure that Medicare contracss are entered iniv vnly with
organizations able 0 bear risk for a comprehensive range of benefits. (Note
that S. 1996 also does away with the cust contract option for HMOs, making
risk the only Medicare option.)

Among the indicators of quality and stability, and beneﬁciéry protections, that
8. 1996 does away with, from the current section 1876 language, are the
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Jolluwing (some of which may be included in a larger bill’s set of standurds for
all heulth plans):

-] Elimination of a clear avallability and accessibility requirement which,

we assume, would be part of a larger bz[[ s set of standards for all
health plans.

) Elimination of the current 1876 grievance and appeal rights (although
Senator Durenberger's staff viewed this as an oversight);

Q Elimination of the requirement that no more than half of an
organization’s membership be non-Medicare/Medicaid (the so-called
J0/50 requirement), as well as the requirement that an organization
have a minimum number of non-Medicare members before beginning
operation under 4 Medicare contract;

° Elimination of external review of quality by Medicare’s peer review
organizations; and

o Elimination of the intermediate sanctions and civil muneiary penaliies
of section 1876 for activities such as health screening or underservice,
and does not provide the Secratary with authamy to terminate a
contract for poor performance.

(Senaior Durenberger’s staff noted that a termination would
arise through decertification of a health plan. S. 1996 does
contain provisions for the Secretary to Impase financial penalties
for health plans that "knuwingly violate the prohibition against
discrimination against poteniial enrollees based on their health
status, claims experience, medical history, ur uther factors ihat

are generally related with utilization of health care services.”
(Emphasis added.))

From addisional information provided by Senator Durenberger's staff, we
know that the inten: Is 10 expand the types of delivery networks that are eligible
for Medicare contracis-~specifically to make preferred provider organizations
(PPOs) eligible for Medicare contructs. The current status of PPOs in relation
to Medicare risk contractor appears to be unclear 10 some Capitol Hil staff.
Some PPOs are currently eligible for contracts (and ut least one PPO, the
Hawati Medical Services Association competitive medical plan, is a secrion
1876 cost contractor and former risk contract. The current 1876 languuge
states that an eligible organization must provide the full range of services



" 0§-27-04 09:05 A FROM HCRA ARPD PO3/10

"primarily" in-plan. HCFA has defined "primarily" as being at least 50% uf
servicey; therefore, PPOs that have an at-risk capitated enrollment receiving at

least 50% of services currently meet the section 1876 definition of an cligible
organizativn.

2 htie iminatiy

; S. 1996 has a non-discrimination clause unly pronibiting discrimination
L “against beneficiaries bascd on their health status, cluims expertence, medical

history, or other factors that are generally related with utilization of health care
services," without adding discrimination on the basis of other facturs.

Other factors should be added, as in the Health Security Act, which states (at
section 1402(c)):

, No health plan may discriminate, or engage (directly or through

‘ coniractual arrangements) in any activity, including the selection of a
service area, that has the effect of discriminating against an individual
on the basis of race, national origin, yex, language, socio-economic

status, age, disability, health statws, or aniicipated need for health
services.

! S. 1996 contains the following language:

Each medicare health plan musi offer elther... (i) medicare benefits,
including the cost-sharing requirernents otherwise provided in this title;
or (li) actuarally equivalent medicare benefits, as esiablished by the
Sacretary in regulations, which are medicare benefity, but with cost

! sharing requirements that are actuarially equivalent to the cosi-sharing
b requirements otherwise provided in this title and consistent with

: common practices among [HMOs] and other managed care plans.

Senatur Durenberger’s siaff informed us that this was not necessarily intended

C to standardize benefits (for example, with all fee-for-service plans having a

| Medicare-like colnsurance and deductibie structure, and all managed care

; plans having an HMO-like structure with nominal copayments). Under

ﬁ cuirrent law, Medicare HMQOs may vary use any combination of copayments,
coinsurance and premiums to collect revenue from their members, as long as
the actuarial value of the amount collected does not exceed the uctuarial value

10
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of beneficiaries’ out-of-pocket expenses in fee-for-service Medicare. However,
such variability does not permit comparability of pricing amony plans, which (s
: an essential feature of a competitive bidding model.

| Current law permits risk HMOs to add, as mandatory supplemental benefits,

' {tems such as preventive services and unlimited hospital stays that are typicul
of HMOs and which they view as an integral, cost effective element of their
benefit package. HCFA's direction in HMO benefit standardization is to
continue 10 permit HMOs 0 include such services, for which they are
permilted o charge members a premium (as non-Medicare-covered services).

New 1876(c) Emplover-Sonsored Health Plans. (1) Criteria for
ngﬁmﬂgn (2) Secondary Payer Coverage

'n:e Secretary is to determine stundards for such health plans through regulations. At a
mmunum, such health plans must provide at least the Mcdxcare benefit package at a
premmm no higher than the "base bencficiary premium," with the package made
available to all current and former employees. In addition, such a health plan must be
willing to accept a capitation from Medicare for the actuarial value of the Medicare
secondary package for the "working aged” who choose to obtain their Medicare
secondary coverage through the plan.

Commens:

-] The spuwsey of employees and former employees appear to be ineligible
for emplayer healih plan cuverage.

. e Employer health plans may choose to participate in Medicare Choice,
but they are not obligated to do so (and thereby assume the risk
| entailed by accepting capitation payments). Hence, to the extens that
5 they do not participate, any program savings for Medicare resulting
from non-participating employer health plans that are effective in
managing care accrue 1o the fee-for-service sector in a given market
, area. (It is assumed that employer plans would accept a capitation and
: ~ be at risk for Medicare services; however, because some sections of S
’ 1996 make a distinction berween "Medicare heaith plans" and
"employer-sponsored health plans,” it is not clear that 1he laiter must
meet the requirement of the proposed 1876(b)(2)(A) that the plan
accept a capitated payment for a year for the provision of all covered
; , services.)

11
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o It is unclear whether HMOs that contract under 1876 as non-employer-
sponsored plans may also be employer-sponsored plans. That is,
currently, many employers use HMOs as the vehicle for offering
emplayer-sponsored plans. Would that continue? Who would be at
risk, the emplyer or the HMQ? Could an HMO have a different bid
for the same package--Medicare--for the general public versus employer
group enrollees?

0 If employer plans are non-participating plans, are they subject 1o any
standardization requirements? (It appears that they ure not, )

o It is envisioned that there would be a separate calculation for the
"working aged" capitation rate. Would this be a calculation for a
market area, or for each individual employer-sponsored plan, given the
degree 10 which benefits can vary among plans?

‘Ncw 1876(d) Managing Medicare Cholce, (1) Medicare Health Plan
'Premiums, (2) Annual Qpen Enroliment, (3) Information Regarding
mwmwmam

IA coordinated annual open enrollment period is established. Medicare beneficiaries
\choose. ither a contracting plan, fee-for-service Medicare, or, if the beneficiary is
]e]igible, an employer-sponsored heaith plan. Any supplemental coverage must also be
iselected during the coordinated open enroliment period. Health plan choices remain in
.effect for the year. Beneficiaries will be given comparative information on coverage, cost
\a.nd quality of available health plans. Current section 1876 Ianguage requiring the
|Secretary pre-issuance réview of a health plan’s marketing material is retained.
'[ndividuals with cmployer primary coverage and Medicare secondary coverage arc only
eligible for enrollment in an employer-sponsored plan.

|

*de-year enrollménts are permitted for new eligibles ("individual first becomes entitled
'to benefits under Part A or enrolled under Part B only"), in the event of the termination
of a plan, ot for individuals moving to a new geographic area.

iThe default enroliment is fee-for-service, or, for continuing enrollment from one year to
the next, the same health plan as in the preceding year. «

Plan "bids" are submitted by August 1 of cach vear, begmmng in 1993, for the following
calendar year.
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Comments:

FROM HCRA ARPD PR/ LN

It is not clearly stated that the enrollment process will be unblased, even though
that is the intent, according to Senator Durenberger's staff.

For competitive bidding to succeed there must be multipic bidders; however,

In some areas fee-for-service will be the only option (and the
competitive bidding provisions of this bill that penalize beneficiaries
chuosing fee-for-service will have an effect in those areas even though
there is no other uption--alihough subsequently Durenberger’s staff
Indicated that it is not the case);

Some arcas may have only one bidder, and that bidder can easily
"game" the bidding process to reccive payment at, in many cases, 100%
of the area fee-for-service cost, resulting in higher program payments
than the current risk contracting program at 95%, and because health
plan payments are insulated from any spending targets, such a situation
may coniinue indefinitely (the 100% issue can also be a matter of
concemn in areas where there are multiple bidders because the bidders
can predic with relatively high accuracy the maximum payment level,
and may "shadow price” in relation to that maximum, with or without
collusion with other plans in an area);

Participation by employer-sponsored plans (or any plans) is not
mandatory. It is unclear whether there is a sufficient incentive for
employer plans 1o participats.

The current Medicare risk contracting program has been most
successful in high payment areas such as Miami and Los Angeles. The
proposed bill may make contracting in such areas unattractive because
of the extremnely low maximum payment amounis in such areas (low in
relation to current paymenty, and even low--at 1.2-+in relation 10 the
Health Security Act payment ceilings of 1.5 Jur Part B and 1.7 for Pan
A)

(On the one-year lock-in issue, subsequent written information provided by
Senator Durenberger's staff indicates that there will be an appeals process
allowing beneficiarias to disenroll mid-year, and that beneficiaries may disenroll
from a health plan if their primary care physician leaves the plan.)

13
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New 1876(d) Managing Medicare Choice (cont.), (4) Risk Adjustments and
(5) Rayments 1o Plans

\Capltation payments to health plans and employer-sponsored plans are risk-adjusted
using the same factors as are currently in use (age, sex, disability, and Medicaid status),
'and other factors deemed appropriate by the Secretary. The Secretary may enter into

risk-sharing arrangements in a market area, "if the Secretary deems it to be appropriate.”
I

: There are penalties for discrimination (as discussed above in the section on healih
plans)

!Whlle plans are paid a risk-adjusted rate, plans are also responsible for collection of the

entire beneflcmly premium, consisting of the amount that in fee-for-service would be the

Part B premium plus any additional difference between the plan "bid" for the Medicare

package and the Government contribution. Plans are required to provide a rebate to

beneficiaries if the plan "bid" is below the Government contribution amount (in which

case, the beneficiary also has ao Part B premium obligation). The rebate may be in the
form of a discount on supplemental coverage clected by the beneficiary.

Comment S

See the preceding general comments on risk adjustment. Although subsequent
written Information from Semator Durenberger’s staff proposes to have express
| authority for a health status adjuster suggested by Mathematica, it would be

] preferable to allow HCFA's current intensive research efforts in this area to

i - coniinue and to have that research be the basis of developing a risk adjuster--
{ ' which may in fact be the health status adjuster suggested by Mathematica.
|

New 1876(e): My_mw[_gwa_ﬁm (the Government contribution

towards premiums)

} 4 ‘ Contributions Towards Health Plan Premiums

|
The Governmeot contribution, or Medicare per capita rate, for & market arca is the

]esser of
{

{ (a) 2 maximum per caplta rate or
|
\

(b) the "benchmark" premium for the area less the "base" beneficiary premium for
the area.

The figure is announced by October 1 of each year.

14
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|
|
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|

;'I'he maximum per caplta rate is

THE (US) FEE FOR SERVICE PER CAPITA COST IN ALL MARKET AREAS

TIMES
A MARKET AREA ADJUSTMENT FACTOR
MINUS
THE BASE BENEFICIARY PREMIUM FOR THE MARKET AREA.

Fdrrﬂnla 1. Maximum Per Caplta Ra:é

In the above formula, the (US) FFSPCC includes only fee-for-service expenditures
(capitation payments to health plans and employer-sponsored plans arc ¢xcluded), and
FFS costs are determined using solely FFS expenditures (unlike the current US per
capita cost that forms the basis of the county adjusted average per capita cost--the
USPCC includes payments to Medicare HMOs, which are removed at the county level in
determining the AAPCC). Although 8. 1996 specifies that market area calculations of
local FFSPCC exclude expenditures for Medicare secondary individuals, this is not
specified for the determination of the US FFSPCC. In determining the local fee-tor-
service per capita costs, the "Secretary shall make other adjustments as may be necessary
to allow an accurate comparison of FFSPCC for the medicare market area with
bremiums charged by medicare health plans in such arca."

The BASE BENEFICIARY PREMIUM varics by arca, and is the Medicare Part B premium
(as specified in current law for 1994 and 1995, and 25% of the actuarial rate for
beneficiaries age 65 and over thereafter), but the amount is adjusted by the ratio of the
;area fee-for-service per capita costs to national fee-for-service per capita costs.

$. 1996 also adds provisions, under a new section 1893, discussed below, that imposes
premium surcharges for exceeding spending limits in an area and for having coverage
under a supplemental policy that causes Medicare expenditures ta increase.

.
;
i
;
:
i
i
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PLg/ 1N

' The MARKET AREA ADJUSTMENT FACTOR of the above Formula 1 is the ratio of the local
‘to national fee-for-service costs, subject to the following minimum and maximum

_amounts:

‘local/US s .8, base Is .8

local/US >.8 and < .95,
base Is .88 +

| |
{

If locul/US Is & .95 and <
'1.05, base Is not adjusted

IF local/US Is & 108 and
< 1.2, base is 1.05 +
(-1 x ((local-1.08)/.18))

5
i
'

if locsl/US 2 1.2, base is
1.2

If the local to national ratio is less than .8, .8 is the
area adjustment.

If the local to national ratio is greater than .8 but less
than .93, the area adjustment is .8 plus 10% of the
ralio, in relation 10 .13, of the amount over .8. (For
cxample, if the initial local to national ratio is .9, the
ratio becomes .85 plus 10% of .10/.15, which is 10% of
666, or .0666. The revised lucal to national ratio is
85 + .0666, or .9166. If the initial loca| to national
ration is .949, the adjusted ratio is .85 plus 10% of
.149/.15, or approximately .1, resulting in an adjusted
ratio of approximately .95.)

If the local o national ratio is at least .95 but less
than 1.0, there is no adjustment.

If the local to national ratio is between 1.05 and 1.2,
the adjustment is 1.05 plus 10% of the ratio, in
relation to .15, of the amount over 1.05. (For
example, if the initial ratio is 1.15, the adjusted ratio is
1.05 plus 10% of .10/.15, or .066. The ratio bccomes
1.116 rather than 1.15,

If the local to national ratio is 1.2 or greater, the
adjustment factor is 1.2.

There is a budget neutrality provision requiring that the adjustment factors be changed
to cnsure that total spending does not exceed what spending would have been had alj
areas been paid at the (unadjusted) markel urca fee-for-service per capita costs. The
Sccretary is also authorized to develop an alternative formula for determining

The Secretary and the Physician Payment Review Commission are to report to Congress
evexy two years on the method of determining the maximum per capita rate.

The Secretary ig also given authority to use ap alternative formula to determine the
maximum per capita rate for a market area under the "pattern” specified in S. 1996.

16
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- The benchmark premium is

|
‘; THE LOWFST HEALTH PLAN PREMIUM "BID" IN A MARKET AREA T '
PLUS

; A FIXED PERCENTAGE (20% AFTER 1998) OF THE DIFFERENCE BETWEEN
; THE LOWEST BID AND THE AVERAGE BID

A F 6hﬁﬁla 2: The Behchmark Premium
!
. The FIXED PERCENTAGE of the portion of the average bid counted towards the
'benchmark is 80% in 1996; 60% in 1997; 40% in 1998, 20% thereafter.
{

'
i

Comments.

———
!

Varying the Part B premium by market area is not a feasible option. (See also
the preceding general commenis on penalties to beneficiaries.)

As noted above, limiting (he market area adjustment factor to a maximum of
‘ 1.2 seems very low. If there are (v be upper and lower limits, more thought
j Should be given 10 the factors that coniribute 10 reglonal variation. Input
prices, at least, should be recognized as coniribusing 10 regional variation, such
| that, in many urban arcas, a 1.2 limit is unjustifiably luw.

New 1876(f): Beneficiary Premiums

L Cost to Medlcare Beneficlaries In Fee-for-Service

i

Prior to 1/1/99, the premium for beneficiaries choosing (sic: in some areas, there is no
choice, however) fee-for-service, is the BASE BENEFICIARY PREMIUM, as defined above
(tbe Part B premium adjusted by the local variation factor), plus any surcharge arising
from S. 1996’s cost containment provisions.

Begmnmg January 1, 1999, Medicare beneficiarics in fee-for-service will pay a Part B
premium that varies by area, consisting of the difference between the fee-for-service per
capita costs for the market area and the Medicare per capita rate for the area (the per
caplta rate being the Government contribution towards a health plan as determined

I .
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TR PARTICULAR COI\/IPLEXITIES ASSOCIATED WITH
A TRIGGER WITHOUT UNIVERSAL COVERAGE AT THE START

Some proposals for triggered mandates require umversal coverage from
“the start (e.g. an employer requirement above a certain size, with an individual
requlrement below that 51ze), with the trigger applying only to whether
-employers below a certam size are requ1red to contribute.

Universal coverage makes it easier to establlsh a competitive and fair -
insurance market, because unoompensated care is eliminated and I'lSk selection .
can be more easily oontrolled

A trigger without umversal coverage from the start (1 e. w1th no 1nd1v1dual
manddte to begin with) makes lmplementatlon more eomphcated in a number of
ways, mcludlng : '

e AGE RATING Until umversal coverage is achleved age .
| - adjustments to premiums are necessary to prevent younger/healthler
individuals from dropping existing coverage. -Age rating is unfair,
“increases subsidy costs, and is more comphcated for employers and -

families. "

0 "PRE—EXISTING ACONI;)ITION EXCLUSIONS. Similarly; to
~ guard against people ‘delaying the purchase of insurance until they
. need health services, pre—ex1stmg condition exclusmns for the

| ;prev1ously ‘uninsured are necessary *

.o UNCOMI’ENSATED CARE Without umversal coverage
' - uncompensated care will continue to distort competition among
~providers and health plans. Uncompensated are pools are needed to
: spread the financial burden of serving the remaining uninsured
- fairly across all health care providers. Accurately measuring
~ . uncompensated care can be difficult, and uncompensated care pools '
require a new (and temporary) administrative structure. ‘

e "MEASUREMENT. Evaluiting whether coverage objectives have

been met (particularly if the objectives vary by employer size) is-
|- difficult and costly without universal coverage because- there would
| not likely be an enrollment system that includes information about
o all families. -




ALTERNATIVE COMPROMISE PROPOSAL

‘This proposal builds on the Mitchell/Breaux/Boren—type' model, with the following changes:

It allows fora' voluntary insurance }market to ac}rieve“universal coverage'. .
. a :
' ;Employers and families who choose to purchase coverage receive subsidies to make
, ’coverage affordable (as in the Mrtchell/Breaux/Boreu-type model).
3 | .
A"For the working population, coverage objectives are estabhshed by size of employer,
and are evaluated over a five year perlod :

85% of the
currently uninsured employees working for these flrms are covered a mandate
goes into effect for these ﬁrms

- For firms with 100 or more employees After three years,

(~ For firms with 25 to 99 etup!oyees: After fgu_r vears, unless 80% of the .

- currently uninsured employees working for these firms are covered, a mandate -
goes into effect for firms with 25 or more employees. - ‘
- For firms with fewer thanf 25 employees: After five years, unless 75% of the
currently uninsured employees working for these firms are covered, a mandate -

|

1

| goes into effect for all firms.
| .

]

1

W

|After five years, to ensure universal coverage any famlly not covered through their
lemployer must purchase coverage.| - : :

- Insurance market reforms apply upon enactment (e g guaranteed issue of coverage
and community rating), but special provisions are made so long as the purchase of
\insurance is voluntary. - B

- Insurers are permitted to apbly a waiting period for pre—existing conditions

when previously uninsured people purchase coverage. 3
- Insurers are permrtted to adjust commumty rates by age, but not by health

~ status or other factors. . : :
r

To enhance competition and ensure fair application of fall-back premium caps,
uncompensated are pools ‘are formed so that the financial burden of serving the -
remammg umnsured is spread farrly across all health care prov1ders

This approach achieves universal coveragcl, while provrdmg a similar amount of deficit

reduction as the Mitchell/Breaux/Boren— txpe model. However, without premium caps, the
deficit jwould be substantially increased, and employers and families would pay much more.
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,population, Plorida, Pennsylvania, Iowa, Rhode Island and West
Virginia have 50% more elderly than Alaska, Utah, Colorado and&
Geirgia.

3) Current levels of insurance coverage. In Nevada, Oklahoma,
/Lovisiana, Texas and Florida, approximately one-gquarter of the
population under 65 is uninsured. In Hawaii, Connecticut and
Minnescta, less than one-tenth is uninsured.

Clearly problems in different states will require different
solutions and timeframes.

For example, what would work in rural areas would not work in
urban areas. The means of achieving universal coverage and access are
undoubtedly different in Florida and Wyoming. Even within rural
:areas, the health care concerns of those along the rural sections of
the U.S8.=~-Mexico horder are vastly different from the needs of ranchers

in Montana.

i

Any succeesful plan must accommodate the broad diversity in this
nation. Yale professors Theodore Marmor and Jerry Mashaw stated in a
July 7 Log Angeles Timeg editorial, "Given the diversity of states,
theilr varied experience with health care and intense local
preferences, why enact a single brand of national health reform,
especially if it’s the peorly considered compromise that we seem to be
headed toward? By moving compromise in the direction-of preserving
goals rather than defining means, we can allow states the further
thought and experimentation that are needed for effedtive :

implementation,*

Why Federaligm?g‘Centralized System Unlikely to. Work

Presently, there is insufficient field-based experience and
consensus to commit the nation to a single health care model. No
state, not Hawaii nor Califormia, has had an adeguately extensive or
sustained experience with a managed care model. Therec is not an
empirical base of evidence suggesting that such a model should be the
centerpiece of national health care reform.

i
Unfortunately, the federal government’s failure to provide
waivers to Medicaid, Medicare and the Employea Retirement Income
Security Act (FRISA) hae limited states’ creativity for many years.
In the mid-1980’s, while T was governor, Florida was unsuccessful in
its attempt to receive a waiver from the federal -government for a
Medicaid buy-in program from the Reagan Administration.

Florida Governor Lawton Chiles was in. Washington, D.C., Jjust a
few weeks ago pushing again for a federal waiver that would provide
1.1 million uninsured Floridians with health insurance. He has been
met with foot-dragging and ho-humming from the Health Care Financing
Admxn;stratlon. Why?

A New York Times article dated June 12, 1994, may provide an
explanation. According to the article, Health Care Financing
Administrator Bruce Vladeck warned in a June 1993 memorandum that "The
waiver authority could become a way of relaxing statutory or
regulatory provisione considered onerous by the states...." He added

" ,that waivers "will be used to slow down nationwide reform.” After six

monthg effort, the waiver is still not forthcoming.
| 2
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PRELIMINARY DRAFT
May 16, 1994 (10:51am)
.

GENERAL DESCRIPTION Benefit Package: :
* Two benefit packages, a basxc package and a standard package would be defined.
The basic package would be [20%] less than the standard package. -

i * Over a S-year period, if federal saving are achicved, the value of the basic packageg:’!,fz
: would be phased-up to the value of the standard package. -
! ¥ Savings would be assessed annually before bencfits are expanded.
Firms with more than 20 employees:
* Employers would be required to pay 80% of the average premium for the basic

bcncfsi package.

I ' ' * Employers payments would be capped at a spccxf ied pcrccnlage of each worker's
| wage. Smaller firms would receive more gencrous subsidies. .

_* All firms would be cligible for subsidies.

Firms with 20 or fewer employees ("exémpt evmployers"):
* Exempt employers would not be required to provide coverage.

* Excmpt employers with fewer than 10 workers.pay 1% of payroll.
‘ Exgnibt employers with 11 to 20 workers pay 2% of payroll.

. Employers with 20 or fewer employees that choose 16 cover their workers pay 80% of
the.average premium for the basic package and arc eligible for subsidies.

* The exemption would be climinated if 9% of currently uninsured workers are not
insured by 1998 and 95% insured by 2000.
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GENERAL DESCRIPTION
(Continued).

Families:
*Families working for nonexempt employers pay the difference between the 80% of the
average premium for the basic package and the premium of the plan they choose.
* Families working for exempt employers pay. the entire premium,

* Families choosing the standard package are responsible for the full difference between
the two packages. .

* Low-income fanuhes are capped ata pezcentage of income for the family share for
the basic package.

* Families working for exempt employers are capped at percentage of income for the
entire premium for the basic package. :

Speclal subsidies for cost—shanng are provided for low-income families dum’xg the

‘phase—in period.

Cost Containment:
* Reverse trigger approach.”

" Subsidies:

* Federal subsidy costs are capped as in HSA

Community Rating:
* The threshold for community rating is reduced to firms with 1000 or fewer employees,

* Firms above the threshold would pay a payroll surcharge of 1%.




DETAILED SPECIFICATIONS

. S&n!ctllxre ’ * Each health plan would offer two benefit packages, a basic package and a standard
b : * | package. .

i | L~ 20“\

f / : Employers would be required to a percentage of the basic package. Employers could
1 pay more (toward the standard package or for supplemental benefits).

i . .

! * Families would be required 10 have at least the basic package.

i * Al families, including families working for exempt employers, could choose either
B package. Families would pay the difference between the basic and standard package
(without subsidies, although employers may contribute).

. Benefit package; phase-in Two benefit packages, a standard package and a basic package Basic package phases-up
i to standard package over five years. .

: : ) Standard package:

| ) HSA benefit package (with 5% reduction).

} ' » FFS and HMO packages as in HSA, with 5% reduction as in Encrgy and

i ‘ Commerce Staff Draft.

Basic package:
[20%]1 lower value than standard package.
» FES package with higher (e.g., $1500 - 32000) hosplta] deducible and -
_higher (e.g., 25%) coinsurance; reduce value of other benefits through higher
cost sharing or limits. Preserve preventive care (either with minor copayments
i or put in the wrap package for children).
k » HMO package would closely resemble FFS package, with copaymcnts rathe.r
! than coinsurance.

* Federal deficit reduction targets would be incorporated into law. Annual reviews
would be conducted to determine if targets met. Benefit expansion would occur only if
deficit reduction target is met.

» Deficit reduction target would be $50-100 B over ten years.

Issues:

* With two different levels of benefits, adverse selection against the standard beneﬁ!
package is a danger. Risk adjustmcnt across the packages could increase the cost of the
basic package.

1

1" Three scenarios should be tested, with the value of the
basic package 10%, 15% and 20% less than the standard package.

|



. Elilp!oyer Payments

i

* Employers generally would be required to pay 80% of the average per worker
premium for the basic benefit package.
¥ Employer payment for each worker would be capped at the lower of 80% of
the average per worker premium or a spectflcd percentage of the worker's
wages (Scenario A schedule),
¥ Large firms (over 1000 threshold) would be eligible for subsidies based on
the average per worker premium for community~ rated employers in the area.

Exempt firms:

* Exempt employers would not be required to provide coverage. -
» Exempt employers with fewer than 10 workers pay 1% of payroll.
» Exempt employers with 11 to 20 workers pay 2% of payroll.

* Employers with 20 or fewer employees that choose to cover their workers are treated
as above,

* The exemption would be climinated if specxﬁed percentages of the population are not
covered by specified dates:
» 50% of the population must be insured by 1998;
» 95% of the population must be insured by 2000.

Seli~employed people:
* OPTION 1. Seif-employed people with employees are treated as employees of

themselves and are ¢ligible for exemption. Self-employed people without employees pay
as under the HSA.

* OPTION 2. All self-employed people are eligible for examption;
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. Employer Payments
(Continued)

t

|
|
!
{
!
i

Per worker premiums:

The per worker premium calculation would be based on the employer contributions for
the basic package; employer contributions above the amount required (including any
payment toward the difference between the basic package and the standard package) .
would be considered to offset family payment responsibility.

Firms with fewer than 20 employee that choose to provide coverage are counted in per
worker premium calculation.

. Family Payments
{

|
j
i

Families working for nonexempt firms (including exempt firms that choose to provide
coverage):

* * Families pay 20% of the average premium for the basic package.

* Low-income families are.capped at a percentage of income for the family share for
the basic package. (Scenario A subsidies).

Families working for exempt emplovers:
* Families working for exempt employers pay the entire premium (a per worker
employer share and a family share) for the basic package.

* Families working for exempt employers are capped at a percentage of income for the
entire premium. : '
» The cap ranges from 4-6% (Kennedy schedule for exempt workers).

Nonworking families:
* Nonworkers pay toward the employer share as under Scenario A,

Families choosing standard package:
* Families choosing the standard package are responsible for the full difference between

the basic and standard packages.
* No subsidies apply to the difference.
Special rules for dual camers:

* Families with a worker in an exempt firm and a worker in a nonexempt firm are
treated as a family working for a nonexempt firm.
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. Subsidlies

Federal costs for subsidies are capped as under the HSA.

Employers:
* Employer payments for an efployee for the basic plan are capped at 2.8% to 12% of

the employee's wages. (The Scenario A subsidy schedule applies.)

* Caps apply to all employers. For experience rated employer, payments are subsidized
only up to the level of required employer contributions for the basic plan in the
appropriate community rating area.

Families:
* Family payments for the family share of the basic plan are capped at 3.9% of income.
(The Scenario A subsidy schedule applies.)

* Families working for exempt employers are capped at 4-6% of income for the entire
premium obligation (Kennedy schedule for exempt workers).

* Payments for nonworking families for the employer share are based on nonwage
income and are capped as under the Scenario A approach.

_ * Special subsidies for cost-sharing are provided for low-income families during the

benefit phase-in period.
» Low income families enroll in HMOs (if available). For those under
poverty, the difference between the standard HMO cost-sharing and the basic
HMO cost-sharing is fully subsidized. A portion of the difference would be
subsidized (on a sliding scale basis for those between 100% and {150 ~ 200%]
of poverty.

Self-employed:

* OPTION 1. Self-employed people without employees pay as under Scenario A (e.g.,
self-employed without employees capped at small employer schedule).

* OPTION 2. All self-employed people are treated as exempt workers unless they
employ more than 20 workers in their firm.




. Community rating threshold
i
I

i
’
'
t
'

Firras with 1000 or fewer employees are part of community rated Vpoo}s.
* Large firms caanot elect to be community rated.

* Taft-Hartley trusts and rural electric and telephone cooperatives can elect to be
experience rated.

* State and Jocal governments with more than 1000 employees can elect to be
experience rated.

* All experience rated employers (including state and local governments) pay a 1% of
payroll surcharge.

. Cost containment

/ .
* Constrain initial premiums (as under HSA) and growih rates for first three years:
» OPTION 1. HSA growth rates through 1998.
P OPTION 2. Managed care growth rates through 1998, L’\»\,, H;q»

* Constraints are removed after 1998. If growth exceeds projected rates, constraints are
applied in following year. )
[what are we recapturing? what is permitted rate of growth?]




