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THE PRESIDENT'S PLAN: 

A SERIOUS STEP TOWARD HEALTH (:ARE REFORM 


OVERVIEW 

Savings, Coverage Expansions, and Deficit Reduction 

As the President has said, the key to balancing the budget is controlling health care 
costs through health care reform. Thus, in his plan to bal~ce the budget by 2005, the 
President presents a serious first step toward reform that helps Americans maintain private 
insurance coverage, strengthens the Medicare Trust Fund, rHorms the insurance market, and 
reduces the deficit by $284 billion over -10 years. : ' , 

His proposal: 

• strengthens the Medicare Hospital Insurance (HI) Trust Fund by reducing HI 
spending by $213 billion over 10 years; : 

• reforms Medicare to make 'quality managed care 9Ptions mote attractive to 
beneficiaries; , 

• improves Medicare by providing beneficiaries with two new benefits that will (1) 
waive the copayments for Medicare-eligible women: who need mammograms, and (2) 
provide a respite care benefit to families of Medicare, beneficiaries who suffer from 
Alzhei mer' sdisease; 

• maintains Medicaid as a safety net for low-income Ameri<;ans while reforming it to 
target funds more efficiently and give states more t1exibility to manage it; 

• provides grants for home-and community-based long-term care for disabled and 
elderly Americans; , 

I 

• reforms the insurance market so that Americans 'are not denied coverage because 
they get sick; - , : 

• makes insurance more accessible and affordable ;for small businesses; 

, I 
• expands the self-employed tax deduction to allo~ self-employed Americans to 
deduct up to 50 percent of the cost health insuranc1e premiums; and 

I 

I ' 
I• saves $284 billion over the next decade. 

The Pr~sident's plan expands coverage, cuts the deficit with less than half the 
Medicare savings and a third of the Medicaid savings that Republicans propose, and imposes 
no new cost increases on Medicare beneficiaries. Republicans would raise costs to the , 
average Medicare beneficiary by $};'5'00 over the next 7 years. 

! 
I 



DETAILED EXPLANATION 

I 

I1. Refonning the Insurance Mar~et 	
I 

I 

Insurance reforms, based on proposals that both Republicans and Democrats 
supported in the last Congress, will improve the fairness and efficiency of the insurance 
marketplace. Provisions include: . 

• Portability and Renewability Qf Coverage -- Insuirance companies will be barred 
from denying coverage to Americans with pre-existing medical conditions, and plans 
will have to renew coverage regardless of health status. 

• Small Group Market Reforms -- Insurance companies will be required to offer 
coverage to small employers and their workers, regafdless of health status, and 
companies will be limited in their ability to vary or increase premiums on the basis of 
claims' history. 

: 	 ' 

• Consumer Protections -- Insurance companies will be required to give consumers 
, information on benefits and limitations of their health plans, including the identity, 
location, and availability of participating providers; a summary of procedures used to 
control utilization of services; and how wei! the plan: meets quality standards. , In 
addition, plans would have to provide prompt notice I of claims denials and establish 
internal grievance and appeals procedures. 

2. Helping Working Families Retain Insurance After a Job Loss 

Families that lose their health insurance when they lbse a job will be eligible for 
premium subsidies for up to th,ree months. The premium subsidies will be available to 
families with annual incomes up to about $36,500, and will be adequate to help them 
purchase health insurance with benefits like the Blue Cross/Blue Shield standard option plan 
available to Federal employees. 

3. HeJping Small Businesses Afford Insurance 

• Giving Small Employers Access to Group Purchasing Options: Small employers 
that lack access to a group purchasing option through voluntary state pools would get 
that option through the Federal Employees Health Benefits Program (FEHBP). This 
would increase the purchasing power of smaller businesses and make the small group 
insurance market more efficient. Small firms wou.19 get coverage from plans that also 
provide coverage to Federal employees through FEHBP, but the coverage would be 
separately rated in each state, leaving premiums fOF Federal and state employees 
unaffected. 

• Expanding the Self-Employed Tax Deduction:: The President's plan provides a 
. fairer system for self-employed Americans who have health insurance. 	 Self-employed 

people would get to deduct 50 percent of the cost of their health insurance prem'iums, 
. I


rather than 25 percent as under current law. I 


. 4. Refonning and Strengthening Medicare 



• Strengthening the Trust Fund: The President's plan would reduce spending in 
I . 

Medicare's Part A by $80 billion over 7 years to ensure the solvency of the Medicare 
HI Trust Fund to 2005. The plan finds such savings :by reducing provider cost 
growth, not raising beneficiary costs. 

I 

• Eliminating the CoPayment for Mammograms: : Although coverage by Medicare 
began in 1991, only 14 percent of eligible beneficiaries without supplemental 
insurance tap this potentially lifesaving benefit. One :factor is the required 20 percent 
copayment. To remove financial barriers to women seeking preventive 
mammograms, the President's plan waives the Medi~e copayment. 

I 

• Encouraging Managed Care Enrollment: To encourage more beneficiaries to 
choose managed care, the President's plan expands the managed care arrangements 
available to beneficiaries to include preferred provid~r organizations C'PPOS") and 
point-of-service ("POS") plans. The plan also implements initiatives to improve

I 

Medicare reimbursement of managed care plans, including a competitive bidding 
demonstration proposal. Also included in his plan are important initiatives to 
streamline regulation. . 

• Combatting Fraud and Abuse: "Operation Rest6re Trust" is a five-state 
demonstration project that targets fraud and abuse in ~ home health care, nursing home, 
and durable medical equipment industries. The President's budget increases funding 
for these critical fraud and abuse act~vities.; . 

5. Long-Term Care 

• Expanding Home and Community-Based Care: i The President's plan provides 
grants to states for home-and community-based servi~es for-disabled elderly 
Americans. Each state, will receive funds for home~and community-based care based . 
on the number of severely disabled people in the state, the size of its low-income 
population, and the cost of services in the state. : 

• Providing for a New Alzheimer's Respite Progr~m Within Medicare: The 
President's plan helps Medicare beneficiaries who stiffer from Alzheimer's. disease by 
providing respite services for their families for one y.,eek each year. 

6. Reforming Medicaid 

The President reforms Medicaid, expanding state flexibility, cutting costs, and 
assuring Medicaid's ability to provide coverage to the vulnerable populations it now serves .. 

I . . 

• Eliminating Unnecessary Federal Strings on St~tes: . To let states manage their 
Medicaid programs more efficiently, the President's: plan substantially reduces Federal 
requirements. 

-.:. States will be allowed .to pursue managed care strategies and other service 
delivery innovations without seeking Federal 'waivers; and 

-- The "Boren Amendment" and other FedJ~ral requirements that set minimum 



payments to health care providers will be repe;aled. 
I 

• Reducing Medicaid Costs: The President proposes a combination of policies to 
reduce the growth of federal Medicaid spending, including erpanding managed care; 
reduCing and better targeting Federal payments to states for hospitals that serve a high . 
proportion of low-income people, and limiting the growth in! federal Medicaid.payments to 
states for each beneficiary. Per-person limits, as opposed to; a block grant on t9tal spending, 
promote efficiency while protecting coverage. r 

I 
I 
! 

. : 
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PRESIDENT'S HEALTH REFORM INITIATIVE 

SAVINGS, REINVESTMENT, AND DEFICIT REDUCTION PHILOSOPHY 

With less than one-half the Medicare savings and one-third Ithe Medicaid savings the 
Republicans have proposed, the President's health care plan Strengthens the Medicare Trust 
Fund, reinvests savings for long-term care and coverage expansions, and makes a solid 
contribution to deficit. reduction. What is more, his plan achieves this feat without adding

I 
any new cost increases to Medicare. beneficiaries. 

j 

The President's -proposals make the programs more efficient land more responsive to the 
beneficiaries and taxpayers they serve. Moreover, as he hasl consistently stated, the President 
believes any significant changes in the Medicare and Medicaid program MUST be done in the 
context of reform. To this end, his vision of reforming the 'health care system includes: 

REFORMING THE INSURANCE MARKET 

Insurance market reforms, based upon proposals supported by both Republicans and 
Democrats in the l03rd Congress, would improve the fairn~ss and efficiency of the insurance 
marketplace.. Provisions include, but are not limited to: i .. 	 Portability and Renewability of Coverage, includipg banning plans from excluding 

coverage for pre-existing medical conditions and requiring plans to renew coverage 
regardless of health status. . - ! 

I 

.. 	 Small Group Market Reforms, including requiring plans to offer coverage to small 
employers aI)d their workers regardless of health status and limiting the amount by 
which health plans can vary or increase premiums qecause of claims history. ­

I 
I

'. 
.. 	 Consuiner Protections, including requirements tha~ plans provide information to 

consumers about the plan's benefits and limitations;: the identity, location, and 
availability of the plan's participating providers; a s~mmary description of the 
procedures used by the plan to control utilization of services; and how well .the 'plan 
meets-quality standards. In addition, plans would ~e directed to provide prompt notice 
of claims denials and to establish internal grievanc¢ and appeals procedures. 

, 

I 
I 
! ' 
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HELPING WORKING FAMILIES KEEP INSURANCE WHEN lAID OFF 
i 

As part of the effort to assure portability of coverage, families that lose their insurance 
I 

because of temporary unemployment would be eligible for premium subsidies for up to six 
months. The program would build on the current COBRA program, which allows most 
people who lose their jobs to keep their coverage, but requir~s them to pay the full cost 
(including the share previously paid by the employer). 

I 

HELPING SMALL BUSINESSES AFFORD, INSURANCE 

• Giving Small Employers Access to FEHBP Plans: JneFederal Employees Health 
Benefit Program (FEHBP) would be made available t6 states that wish to make group 
purchasing available to small employers. This would [increase the purchasing clout of 
smaller businesses and make the market for small group insurance more efficient. 
Small' firms would obtain coverage from FEHBP plans, but the coverage would be 
separately rated in each state so the premiums for federal and state employees would 
be unaffected. ' 

• 	 I 

Expanding the Self-Employed Tax Deduction: The health insurance tax deduction 
for the self-employed would be expanded so that seW-employed people could deduct 
X% of the cost of their health insurance premiums. The self-employed currently can 
deduct only 25% of the cost of their premiums. 

REFORMING AND STRENGTHENING THE MEDICARE PROGRAM 

• 	 Strengthening the Medicare Trust Fund: SavingS ip Part A of Medicare would 
delay the insolvency of the Part A Trust Fund to 2005. New savings initiatives would 
not increase beneficiary costs. 

• 	 Eliminating the Co-Payment for Mammograms: To remove financial barriers from 
woman seeking preventive mammograms, the Medicare copayment would be waived. 

, 	 ! 

• 	 Encouraging Managed Care Enrollment: To encourage more beneficiaries to 
choose managed care options, the type of managed care arrangements available to 
beneficiaries would be expanded to include preferred provider organizations ("PPOs") 
and point-of-service ("POS'.') plans. Initiatives to improve Medicare reimbursement 
of managed care plans, including a competitive bidding demonstration proposal, would 
be implemented. ' 

i 

• 	 Combatting, Fraud and Abuse: Operation Restore Trust is a five-state ' 
I 

demonstration project targeting fraud and abuse in home health care, nursing home and 
durable medical equipment industries. Increased funding would be available for fraud 
and abuse activities. 
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LONG-TERM CARE 

• 	 Expanding Availability of Home and Community-Based Care: Grants would be 

made available to states to provide home and community-based services to disabled 

people. Funds would be distributed to each state bas~d on the number of severely· 

disabled people in the state, the size of its low-income population, and the cost of 

services in the state. 


+ 	 Providing for a New Alzheimer's Respite Program :Within Medicare: All 

Medicare beneficiaries who have Alzheimer's Disease Iwould be eligible for respite 

services for their families for one week each year. ' 


I 

+ 	 Encouraging Purchase of Private Long-Term Care' Insurance: To encourage 

people to protect themselves against the costs of long':'term care, long-term care 

expenses and insurance premiums would receive the same favorable tax treatment as 

other health insurance. To be eligible, long-term car~ insurance policies would have 

to meet minimum consumer protection standards to assure that they provide a 

reasonable return to purchasers. In addition, a tax credit would be available for 

disabled working persons for one-half of their work-Felated personal assistance 

expenses. The maximum credit would be $7,500 eac~ year. 


. REFORMING THE MEDICAID PROGRAM 

I 

The Medicaid program would be reformed to expand state fle~ibility and reduce costs while 

assuring the program's ability to provide coverage to the vulnerable populations it serves 

today. Federal savings would be reinvested to expand health linsurance coverage. 


+ 	 Eliminating Unnecessary Federal Strings on States:! To enable states to manage 
their Medicaid programs more efficient Iy, federal req~irements on how states manage· . 
their Medicaid programs would be substantially reduced. . 

I 

• 	 States could pursue managed care strategies and other service delivery 
innovations without seeking waivers from the federal government. 

• 	 . Federal restrictions that set minimum levels fo~ state payments to health care 
providers would be eliminated.· . i 

+ 	 Reducing Medicaid Costs: . A combination of policie~ would be implemented to 
reduce the growth of federal Medicaid spending, inclu9ing expanding managed care, 
reducing federal contributions to states for disproportionate share hospitals, and 
limiting the growth in federal Medicaid payments made to states for each. beneficiary. 
Limits made on a per-person basis, as opposed to a brock grant on total spending, 
promote efficiency while protecting coverage.. !) . 
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STRENGTHENING COMMUNITY PRIMARY AND PREVENTIVE CARE 
PROGRAMS 

. To expand the availability of primary and preventive care serVices in underserved areas, 
grants would be awarded to states to expand the service capacity of Federally Qualified 
Health Centers, county and city health departments, and other- safety-net providers. Funds 
would be used primarily to develop new service sites and broaden the types of available 
services, including outreach services and case management fOf vulnerable populations. 
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A PRELIMINARY ANALYS.S OF 

SENATOR MITCHELL'S HEALTH :PROPOSAL 


I 

I 
I 

, , 
I 

August 9, 1994' 

The Congress of the United States 

Congressional Budget Office 
, 



INTRODUCTION 

I 

The :Congressional.Budget Office (CBO) and the Joint Committee on Taxation 
oCt) have prepared this preliminary analysis of Sen~te Majority Leader George 
Mitchell's health proposal, as introduced on August: 9, 1994. The analysis is 
based on the text of S. 2357 as printed on August 3 and on subsequent revisions 
specified by the Majority Leader's staff. Because die estimate does not reflect 
detailed specificaiions for all provisions or final legislative language, it must be 
regarded as prelitninary. ' 

the frrst part of the analysis is a review of the financial impact of the pro­
pOsal. . The financial analysis includes estimates of the proposal's effects on the 
federal' budget, the budgets .of state and local governments. health insurance· 
coverage. and national he3:1thexpenditures. It also includes a description of the 
aspects of the proposal that differ from S. 2357, as well as other IIlajor assump­

" tionstIlat affect ilieestimate,', . 	 , 

" The second' part of the an~lysis comprises a bqef assessm~nt of conSider­
.. auons· arising from the proPQsal"s design that could affect its implementation. 
,	nlt~ issues examined in this' discussion are similar to those considered in Chap­
ters4 and 5 'oft:aO'sanalyses of the Administrati~n's health proposal and the 
Managed Competition Act. 

fINANCIAL iMPAct OF THE PROPOSAL 

Senator Mitchelrs proposal rums to increase health insurance coverage by re­
forming the market for health insurance and by subsipiz.ing its purchase. If these 
changes failed to increaSe health insurance coverage to 95 percent of the popula­

r 

tion by January I, 2000, coverage would become mandatory in 2002 in states 
that fell short of the goal. Individuals in .those stat~s would be required to pur­
chase insurance. and employers with 25 or more wprkers would be required to 
pay half of the cost of insurance for them and their families. 

In CBO's estimation, the proposal would just meet its target of 95 percent 
coverage without imposing a mandate. Because the: actual outcome could easily 
fall short of the estimate, however, this analysis shov,.os the effects of the proposal 
both without the mandate and with the mandate in' effect nationwide. In both 
cases, the proposal would slightly reduce the federal budget deficit, and it would 
ultimately reduce the pressure,on state and local budgets as well. But the expan­
sion of coverage would add to national health expenditures. . 

The estimated effects of the proposal are disp~ayed in the six tables at the 
end of this document. Tables 1 and 2 show the effects on federal outlays, reve­
nues,. and the deficit. Tables 3 and 4 show the effects on the budgets of state 
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· and local governments. Tables 5 and 6 provide proje~tions of health insurance 
coverage and national health expenditures, respectivel)!. 

I 

Like the estimates of other proposals for comprehensive refonn-..;such as the 
. 	 .., . I •• 

single-payer plan, the Administration's proposal, the Managed CompetItIon Act, 
. . . 	 I 

and the bills reported by the Committees on Financ~ and Ways and Means-­
CBO'sestimates of the effects of this proposal ~e unavoidably uncertain. 
Nonetheless, the estimates provide useful comparative ~nfonnation on the relative 
costs and savings of the different proposals. In estimating Senator. Mitchell's 
proposal, CBO and JCT have made the following major assumptions about its 
vtovisioris.I, I 

. Health Insurance Benefits and Premiums 

,Senator Mitchell's proposal would establish a standar~ package of health insur­
· ance. b;eilefits,~hose actuarial 'value would be based 011 that of' the Blue 

.. :Crossr.Blue Shield'Standard Option under the Federal Employees Health Benefits 
program. The. Congressional Research Service andeBO estimate' that such a 
benefit package would initially be3 percent less' costly than the average benefit 
of'privately insured:people today and 8 perCent less costly than the benefit pack. 
age in the Administration's proposal. ' 

, 
The propos3J adopts the four basic types of health insurance units included 

in the Adininistration'sproposal--single adult, married: couple, one-parent family, 
and two-parent family. . In addition, separate polici!!s would be available for 
children elig~ble for subsidies, as explained below.' I 

In general, workers' in firms with fewer than 500 full-time-equivalent em­
ployees (and their dependents) and people in familie~ with no connection to the 
labor force would purchase health insurance in a! community-rated market. 
Firms employing 500 or more workers would be experience-rated. States would 
· operate a risk-adjustment mechanism covering both c6mmunity-rated and experi­
ence-rated plans, thereby narrowing the differences ~etween the average premi­
ums in the two insurance pools. The estimated average premiums in 1994 for 

I 

. . 

1. 	 For descriptions of CBO's estimating methodology, see Congressional Budget Office, An 
ATUl/ysis of the Administration's Health Proposal (February 1994), and An Analysis of the 
MaTUlged Competition Act (April 1994), 
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the standard benefit package for the fout types of policies in both pools are as 
follows: 	 i 

Single Adult $2,220 

Married Couple $4,440 

One~Patent Family $4,329 

Two-Parent Family $5,883 


Supplementary insurance would be available to cover cost-sharing amounts and 
services not· included in the standard' benefit package. I 

Subsidies 

Slatting in 1997. the proposal would provide subsidies for low~income people 
and certain firms" to facilitate the. purchase of health insurance. The system of 
subsidies would ch~ge sOIl)ewhat ita' mandate to put-chase insurance went into . 

•effect. 	 States' would. determine eligibility for subsiqies and distribute subsidy 
payments to he,alth..:i)larts. , . . 

Without a Mahdate iil.Effect. . The . proposal would riiake low-income families 
., ' 	 I 

eligible for premium subsidies. Recipients of Aid to Families with Dependent 
Children (A.Ft.)C) .and 'families with income below· 100 percent of the poverty 
level would be eligible for full subsidies, and those: with income between 100 
percent and 200 percent of poverty would be eligible fot partial subsidies. For 
children and pregnant Women. full subsidies would e~tend to 185 percent of the 
poverty level and partial subsidies to 300 percent of ~overty. In addition, work­
ers who become temporarily unemployed would be eligible for special subsidies 
for up to six months. Families CQuid become eligibl~ for more than one type of 
subsidy at the same time. Families could use the special subsidies for children 
and pregnant women to help purchase coverage for: the entire family, or they 
could purchase coverage only for the eligible individ~als. 

States would be required to establish and administer a program of enroll-' 
merit.outreach that would allow people eligible for full subsidies of their pre­
mium to sign up for health insurance with health care providers whenever they 

. sought health care services. People eligible for health insurance under this pro­
vision would be. counted as insured in detennining whether the target of 95 
percent coverage is met. 

, 

In determining eligibility for premium subsidie~. a family's income would 
be compared with the federal poverty level for that family's size. The maximum 
amount of the subsidy would be based on family inc.ome relative to the poverty 
level and on the weighted average premium for com~unity-rated health plans in 
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the area. The estimate assumes that a family's subsidy could not exceed the . 
amount:it paid for coverage in a qualified health plan.: Therefore. if an employer 
paid a portion of the premium. the subsidy could at most equal the family's 

, portion of the premium. . , 

People with income up to 150 percent of the poverty level. as well as 
AFDC recipients, would be. eligible for reduced cost sharing if they were unable 
to' enroll in a plan providing a low or combination cost-sharing schedule. AFDe 
recipients in low or combination' cost-sharing plans ~ould also be eligible for 

. cost.:sharing assistance. The amount of assistance would vary slightly for the 
,"two groups.. In both cases, ,health insurance plans would be required to absorb 
, the cost of the reduced cost sharing. ' 

I 
: 

, , 

Employers who voluntarily expanded health insu~ailce coverage to classes of 
workers whom they previously did not cover could also receive temporary subsi­

, ' '.. . I 

dies., Etnployeiswould become eligible fora subsidy if they began paying at 
least 50.percent of the cost ofcoverage for an additional class of worker. In the 
first year, the amount of the subsidy for each worker would equal the difference 

'between haHofthe average insurance premium in the area (or in the worker's 
" ',. '. I . 

plan•. if 10w~r)and8 percent of the worker's wage; Over the, following four 
years, the subsidy would be gradually phased out. 

. With Mandate in Effect. If a mandate to purchase insurance went into effect in 
a state. the system of subsidies would change. Subsidies for families with in­
come up to 200 percent of the poverty level would ~emain. as would subsidies 
for people who were temporarily unemployed. The special subsidies for children 
and pregnant women would be eliminated, however, as would the subsidies for 
employers who voluntarily exparided coverage. I 

Medicaid and Medicare 

Medicaid beneficiaries not receiving Supplemental Security Income or Medicare 
would be integrated into the general program of health care reform and would be 
eligible for federal subsidies in the same way as other low-income people. For 
these people, Medicaid would continue to cover services not included in the 
standard benefit package. For children, Medicaid wbuld also continue to cover 
services whose scope or duration exceeded that in the standard package;. States 
would be required to make majntenance-of-effort payments to the federal govern­
ment based on the amount by 'which their Medicaid spending was reduced in the 
first year. The proposal would phase out federal Medicaid payments to dispro­
portionate share hospitals and replace them with a program to make payments to 
financially vulnerable hospitals. 
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The proposal would expand Medicare by adding aprescription drug benefit 
for outpatients starting in'l999. The Secretary of Health and Human Services 
would set the deductible so that the net incurred cost ~of the benefit would total 
Si3.4 billion in the first year. In CBO'sestimation. ~e initial deductible would 

.be about $100~ The deductible would be indexed in'later years so as to hold 
COJlstaIitthe proportion of Medicare beneficiaries receiving some drug benefit. 

Reductions in Medicare spending would provide amajor part of the funding 
for the propos,al. The growth in reimbursement rates for 'hospitals covered' by 
Medicare's prospective payment system would be red~ced by 1 percentage point 
~n 1997 and by 2,perceiltage points each year from 1998 through 2004. Pay­
ments io'disproportionate share bospitals would be cu~ in half. Reimbursements 
to' physicians and other providers of health care s~rvices would also be re- ' 
strained. Beneficiaries would be required to pay higher premiums for Supple­
mentaryMedi~al Insurance (SMI) and part of the cost; of laboratory services and 
home health ~~e. 

,Qther S~ending . 

The proposal would restructure the system of subsiqies for medical education 
and academic 'health centers. Current payments from Medicare for direct and 
,in4itect'medica! education would be tertrlinated. Ne~ programs would provide 
aSsistimc'e, for academic health centers, graduate medical' education, graduate 
training for nurses, medical schools, schools of public!health, and dental schools. 

The proposal would create several additional ~andatory spending pro· 
grams. A capped entitlement program would help! states, finance home· and 
community-based care for the severely disabled; spending .for this program 
would be limited to $48 billion over the 1998-2004 period. A biomedical and 
behavioral research trust fund would be financed by aportion of the assessment 
on private health insurance premiums starting in 1997;. The proposal would also 
provide direct spending authority for a variety of public health initiatives totaling 
almost $10 billion in the 1996-1999 period and alm~st $15 billion in the 1996­
2004 period. I 

, I. 

The assurance of access to health insurance and the provision of subsidies to 
low-income families would encourage some older workers to retire earlier and 
would raise outlays for Social Security retirement be~efits. Over the long term, 
Social Security would incur no additional costs, bec~use benefits are actuarially 
reduced for eady retirement. 
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Revenues 
I 

The Joint Committee on Taxation has estimated the impact of the provisions of 
the proposal that would affect federal revenues. The btHk of the additional reve­
nues would stem from an increase in the taX on tobacco, a 1.75 percent excise 

. ~ on private health insurance premiums, and a tax oq health plans whose pre­
miums grew by more than, a specified rate. The proposal would also increase 
SMI premiums for single individuals with income over ~80,OOO and couples with 

. income over $100,000.' :' 

Fail-Safe. Mechanism 

The' proposal would scale back eligibility for premium subSidies, increase the 
deductible for the Medicare drug benefit, and reduc~ every other new' direct 
'spending program as necessary to offset an increase of more than' $10 billion in 
thetost of the bill and the Medicare and Medicaid prdgrams compared with the 
initial estirilate., Because' the reductions would be applied proportionately, to the 
extent possible. to all the direct spending programs ini the proposal, the bulk of 
any savirtgs would have to COme from limiting eligibility for subsidies. As a 
result, application of the fail-safe mechanism could iIriake. previously' eligible 
People ineligible for subsidies and would, in the abse:nce of a mandate, reduce 
the 'extent of health insurance coverage. ' 

Budgetary Treatment of the Mandate 

A mandate requiring that individuals purchase health' insurance would be an 
unprecedented form of federal action. The governme~t has never required indi­
viduals to purchase any good or service as a condition of lawful residence in the 
United States. Therefore; neither existing budgetarY precedents nor concepts 
provide conclusive guidance about the appropriate ibudgetary treatment of a 
mandate. Good arguments can be made both for and against including in the 
federal budget the costs to individuals and firms of complying with the mandate. 
It is only appropriate, therefore, for poIicymakers to'resolve the issue through 
legislation. 

Some budget analysts argue that the costs of the mandate. should be in­
cluded in the federal budget because these transactio~s would be predominantly 
public in nature. A second argument for inclusion, closely related to the first, is 
that 'the premiums that people would have to pay to comply with the mandate . 
would be compulsory payments and should therefore be recorded as governmen­
tal receipts. A third argument is that including these: costs in the budget would 

I 
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preserve the federal budget as a' comprehensive me~sure of the amount of re­
sources aIlocatea through collective political choice at the national level. 

Theteareal~o cogent arguments against includihg the costs of complying 
with the ,mandate in the budget. • First, the costs would not flow through federal 

, agencies 'or other erititiesestablished by federal law. Unlike the AdminiStration's 
proposal, this "proposal would not require patticipati,on in federally mandated 
health alliances~ Second, this approach would be consistent with the current 
practice of excluding from the budget the costs to private firms of federal regula­
tory mandates: Third, the costs of compliance could not be directly observed 

, - ' - _, I _ 

and would not flow.through the federal Treasury; 

OTHER CONSiDERATIONS 

, Like other fundamental reform proposals. Senator Mitc~ell' s would require many 
changes in thecurrerit system of health insurance. For the proposed system to 
- - - ' -, I ' 
function effectively. new data would have to be collected. new procedures and 
adniinistrative';fuecharusmsdeveloped, and new institutions ,and administrative 
dlpabilities cr~ted.ln preparing the quantitative estimates presented in this 

,ass~sstnen~ the' Congressional Budget Office has assumed' not only that all those 
things could be'done but also that they could be accorriplished in the time frame 

, laid out in the proposal. I 

There is a significant chance that the substantial; changes required by this 
proposal-and by other systemic reform proposals--cpuld not be achieved as 
assumed. The following discussion summarizes the I major areas of potential 
difficulty as well as some,other possible consequencesiof the proposal. 

Risk Adjustment 

Most health care proposals that would create community-rated markets for health 
insurance also incorporate provisions to adjust health, plans' premiums for the 
actuarial risk of their enrollees. These provisions arcr intended to redistribute 
premium payments among health plans. compensating them for differences in 
risk~ Although effective risk-adjustment mechanisms would be essential for the 
functioning of community-rated markets, the feasibility tof developing and imple­
menting such mechanis~s successfully in the near future is highly uncertain. 

; 

The risk-adjustment mechanism in this proposal is [more complex than those 
in other proposals analyzed by CBO. Most other proposals would restrict risk, 
adjustment to the community-rated market; in Senator; Mitchell's proposal, risk 
adjustment would operate in both the community-rated and the experienced-rated 

. ' ! 
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, ' .inarkets in each community-rating area. The risk-adjbsttnent mechanism would 
attempt'to recompense plans for the higher costs associated with certain groups 
of enrollees. It would also adjust payments to heal~ plans to reflect the cost­
sharing, subsidies for low-income participants that h~alth plans would have to 
absorb. Such transfers would ensure that plans, enrolling large numbers of low­
incom~ people were not' placed at a cost disadvantage. As discussed below. 
implementing the risk-adjustment process would be a; major undertaking for the 

, 	 , 
states. 

States' ,Responsibilities 
, 

Most proposals to restructure the health care system incorporate major additional 
administrative and regulatory functions that new or existing agencies ot organiza­

, tions would have to undertake. Like several other iproposals. this one would 
place'significant responsibility 'on the states for developing and implementing the 
new system. It, is, doubtful that all states would be teady to assume their new 
'responsibilities in the time frame envisioned, in 'the p~oposal.' 

, 
I 

Under the voluntary system. the states' primary! responsibilities would fall 
into four major areas: i 

() 	 determining eligibility for the new subsidies and the continuing Medic­
aid program; ! 

I 

o 	 administering the subsidy and Medicaid pt?grams; 

o 	 establishing the infrastructure for the effective functioning of health 
care markets; and 

, 
o 	 regulating and monitoring the health insur~nce industry. 

States would also have to prepare for the possibil~ty that mandates requiring 
firms with 25 or more employees to provide insurance and ,'all individuals to 
obtain coverage might be invoked in 2002. Ifthat'occurred, those states with 
coverage rates below 95 percent would need to have'the necessary infrastructure 
already in place. In addition. they would have to be prepared to expand their 
regulatory and monitoring functions considerably. 

Determining' Eligibility for Subsidies and Medicaidl As with other proposals, 
determining eligibility for subsidies would be an enormous task for the states, 
made more complicated by the three different, subsidy programs for premiums 
that would be in effect: regular subsidies for low-iricome individuals and fami­
lies; special subsidies for children and pregnant wom'en; and special subsidies for 
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,people who were temporarily unemployed. ,The eligibility criteria would be 
,different for each of these pr6gram~ and would also, differ from those of the 
, Medicaid program; '(The role of the Medicai,d program in paying for acute care 
services would be'significantly reduced. The program would, however. cover 
wraparound benefits for those subsidized families who would' be eligible for 
Medicaid under current law. It would also pay for emergency services for illegal 
aliens and would continue, to cover beneficiaries of the Supplemental Security 
Income program and Medicare benefiCiaries who qualified for Medicaid.) Some 
families would be eligible to participate in more than ;one subsidy program con­

" currently. and this proposal would allow them to do sp in certain circumstances. 
" Theyrnight also J:>eentitled to receive Medicaid wraparound benefits. 

" ' 

States would bear the responsibility for the requited end-of-year reconcilia­
tion process in which the income of a subsidized-family was checked to ensure 
, I 

that the family received the appropriate premium subsidy. Reconciliation, would 
be a major undertaking sirice, even if federal income tax information could be 
used,: nuiny of tJie families receiving subsidies would not be tax filers.' Tracking: 
people who moved, from' one state to another during the year would also be 

, difficult' and would require extensive cooperation am<jng the states. 

Administering the Subsidy and Medicaid Programs. the states would'have other 
, I 

major administrative responsibilities for the subsidy and Medicaid programs. In 
particular, they would make payments for premium subsidies to health plans and 
would be requIred to develop and implement a complex outreach initiative to 
expand enrollment. 

The outreach program would be designed to ensure that people eligible for 
full subsidies would be able to enroll in health plans on a year-round basis and 
would not be denied coverage for preexisting conditions. They would also be 
able to have their eligibility for subsidies established presumptively by certain 
health care providers at the point of service, enabling them to enroll in health 
plans and receive full premium subsidies for a period of 60 days during which 
they could apply for continuing assistance. States would not be held responsible 
for premium assistance provided to low-income families on a presumptive basis, 
if those families subsequently proved to be ineligible for full subsidies. Instead, 
the federal government would bear those costs. : 

, 

The program would guarantee that poor families, as well as children and 
pregnant women with income up to 185 percent of the poverty level, had finan­
cial access to the health care system when they needed care, It would, however, 
be difficult to administer, and its success in enrolling low-income families in 
health plans on a permanent basis would depend on extensive outreach efforts by 
the states to ensure that people declared presumpti~ely eligible completed the 
full process for determining eligibility. The program :-V0uld be considerably more 
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complex than the current presumptive eligibility programs for pregnant women 
that are operated by Medicaid programs in about 30 states. Those programs are 
dealing with a clearly defined target population of individuals and only one 
health plan--the Medicaid program. By contrast, the system· envisioned under the 
proposal would be dealing with the enrollment of individuals plus their families 
in their choice of health plan. . 

Establishing the Infrastructure. for the Effective Fonctioning of Health Care 
Markets. States would designate the. geographic boundaries for the community­

I • rating areas as well as the setviceareas for carrying out the provisions regarding 
essential community providers. They would also have ongoing responsibilities 

. for ensUring that health care markets functioned effeCtively. Those responsibili-. 
ties would include developing and implementing tlie complex risk-adjustment 
and reinsurance system and providing infontlation and assistance to consumers. 

, 	 I 

i 

. Each state would be required to establish a ri,sk-~djustinent organization. 
That agency would determin~ the adjustments. to ~ made to premiums for all 
community-rated and experience-rated plans in each conununity-ratingarea in· 

. the state. The agency would collect assessments fro~ health plans and redi~trib­
ute the payments to communitY..:rated and e:k'perience~iated plans whose expected 
expenditures exceeded the average for enrolIees in standard health plans. 

I . 

State risk-adjustment organizations would also :have to address the special 
issues raised by multistate plans. When such plans owed risk-adjustment assess­
ments, they would make payments on behalf of al~ their enrollees in different 
states to a single state risk-adjustment organization. The designated organization 
would . determine the applicable assessments for t1;1e plan' s enrollees in each 
community-rating area across the country and would make payments to other 
state risk-adjustment organizations as required. I 

Another respon·sibility of the states would be tolprovide consumers with the 
necessary information to make informed choices ~mong health plans. States 
would be required to produce annual standardized reports comparing the perfor­
mance of all health plans in the state. using data: from surveys designed and 
carried out by the federal government. .To do so effectively would require states 
to establish systems for analyzing· data and qualitative information. In each 
state. a private nonprofit organization under contract to the fedetal government 
would distribute the reports, educate and provide 'outreach to consumers. and 
help them to enroll in health plans. States would al~o be required to establish an 
office in each community-rating area to provide a forum for resolving disputes 
oveI: claims or benefits. ' 

I 

Regulating and Monitoring the Health Insurance :Industrv. Like most other 
health care proposals. this one would place major ,new responsibilities on state 
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health insurance departments. They would have to certify standard health plans 
~d< health insurance purchasing cooperatives (HIPCs), establish separate guar:"
anty' funds for conununity~rated arid self-insured health plans, monitor variation 
in the marketing fees of HIPCs and other systems for' purchasing insurance, and 
ensui~ ~at carriers met minimum capital requirements'. Moreover, the standards 
that health plans would have to meet would be largely federally determined and 
would include areas, such as data collection and reporting, that are outside the 

. 	 I 
traditional purview of insurance regulators. It is dOllbtful that all states could 

· develQp the capabilities to perform these functions ef(ectively in the near future.· 
< • • 	 .I 

. 	 I 
. PrepariJig for and Implementing Individual and Employer ,Mandates. If insur­

ance coverage nationwide. was below 9S percent in 2000, those states in which 
the coverage rate was below 9S percent would havetQ be prepared to implement 

, individual and employer mandates in 2002-:-the year that those mandates would 
.go into effect. The affected states would have to esta1;>lish mechanisms--possibly 
throu'gh designated HIPCs--to collect and redistribute premium payments from . 
employers with workers enrolled in other employers': health plans. '. They would 
have to set up systems to ensure that employers and ,families complied with the 

· inandates, and they would have to prepare low-incoh'ie families for the possibilc. 
· ity that thdr subsidies could change sig'nificantly . 

.The. System Of Multiple Subsidies 
, 	 I 

I 

In order to maximize voluntary enrollment in healtl;l plans, Senator Mitchell's 
proposal would establish mUltiple schedules of subsidies for premiums, targeting 
special populations as well as low-income families in: general~ The basic system 
of subsidies would covet individuals and families with income up to 200 percent 
of the poverty level. Added to this would be subsidi~s for children and pregnant 
women with family income up to 300 percent of the [poverty level. In addition, 
a special initiative would provide subsidies for work~rs and their families when 
the workers were temporarily unemployed; the subsidies would be available for 
a period of unerrtp)oymentnot to exceed six monlhs. Integrating these three 
subsidies in a sensible and administrable fashion would be extremely difficult, 
especially as some families could receive subsidies frbm more than one program. 

The subsidies for people who were temporarily;unemployed would be par­
ticularly hard to administer and monitor. It would tie difficult, for example, to 
determine whether people had left their jobs voluntarily or involuntarily, or 
whether they could receive employer contributions fpr health insurance through. 
an employed spouse. Moreover, because of the way these subsidies would be 
structured, significant horizontal inequities could result. That is, families with 
similar income could receive quite different subsidy amounts. In detennining 
their eligibility for subsidies, people who were temporarily unemployed could 
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subtract from their family income the lesser of thei,r gross wages or a flat 
amount equal to 75 percent of the poverty-level income for an individual for 
each month the worker was employed. In addition.; they could subtract any 
unemployment compensation they reCeived- while unemployed. Consequently, 
people who were unemployed for several months coul9 receive larger subsidies 
than yeai'-:-round workers with similar annual income. Workers in seasonal busi­
nesses--construction workers and resort employees, for example--would be par­
ticularly favored'. The incentives inherent in this subsidy could increase unem­
ployment slightly. 

The Tax on High-Cost Health, Plans , . 

Like the tax contained in the bill reported by the Committee on Finance. the tax 

, on the premiums of "high-cost": health plans in Senat6r Mitchell's proposal 

would be' difficult to implement In addition, its contribu'tion to containing 

health care costs would be limited, and it might be considered inequitable and, an 

impediment to expanding coverage. 

The tax would be a 25 percent levy o'n the amo~nt by which health insur~ 
ance premiums for a standard health plan exceeded a "reference" premium. 
Separate reference' premiums would be established annualJy by the Secretary of 

. . I 

the Treasury for each class of coverage in each comr:nunity-rating area and for 
each experience-rated plan. These detenninations would be extremely complex 
and difficult to make, requiring adjustments for demographic characteristics (age, 
sex, and socioeconomic status), health status, current levels of health care expen­
ditures, uninsurance and underinsurance, the presence of academic health centers, 
and other factors. Little' reliable infonnation of this: sort is available. and the 

. I 

Secretary would have to collect a mass of new information. With the reference 
premiums affecting not only tax liability, but also premium levels, the process 
could prove to be quite controversial. 

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

Unlike the taxes contained in the Managed Cohtpetition Act and the bill 
reported by the Committee on Finance, which would not affect the lowest-cost 
plans, virtually all plans would be subject to the assessment called for in Senator 
Mitchell's proposal. Such an assessment would incr~ase premiums, and higher 

• • • • j 
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Premiums would discourage participation during the v~luntary period. The tax 
would be imposed in 1997 on plans in the community-rated market. in which 
small fmus and most of the uninsured would obtain coverage. In contrast, the 
experien,ce-rated market would not be' subject to the tax until 2000. andtbat 
differential treatment might be viewed as inequitable. . i 

I 

, Although the proposal would provide sponsors of health plans with the right 
. to 'recover half of the tax from health care providers, prdviders would incorporate 
their portion of the expected tax into their charges, so the nght of recovery 
would be unlikely to have any real effect on the cost o(health insurance. More­
over, because the mechanics of enforcing the right of recovery are unclear, the 
provision might lead to. costly. and unproductive litigation. 

.' ! ' 
The proposal would be, in effect, a tax cap, but one imposed on the provid­

. ers of health insurance rather than its consumers. A: tax cap is an important 
el~ment' in the managed' competition' approach to cont!olling health care costs, 
and a taX on providers could serVe this purpose effectively. However. this tax, 
by exempting cost;.sharing and other' supplemental polities, would provide much 
less incentive for containing costs. . 

I 

I 

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

'pay lower copayments and deductibles under the proposal than under a tax cap, 
that applied to supplements as well as to basic insurahce. Funhennore. HMOs 
and similar types of managed care arrangements, which build the cost of the low 
copayinents and deductibles into their premiums, woulp be placed at a tax disad­
vantage compared with less cost-effective fee-for-servige plal)s in which the cost-
sharing supplements would be tax-free. ' 

A final reason that the tax's promise of cost containment would remain far 
below its potential relates to the method for calculating reference premiums for 
experience-rated plans. These premiums would be' calculated based on actual 
expenditures during the 1997-1999 period, which could undennine the incentive 
for experience-rated plans to economize before the ta~ took effect in 2000. 

I 
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the Effects of Invoking Mandates 

. , 

. If less than 95 percent of the population had insurance coverage on January I, 
2000, and if the Congress did not enact alternative legislatiolt before the end of 
that year, mandates on employers and COnSUITlerS would automatically come into 

. I . 

. effect in 2002. The proposed mandatory system would be problematic for sev­
eral reasons. 

, . 

The mandates would be imposed only in states that had failed to meet the 
95 percent threshold forcoverage. In those states, all firms with 25 or more 
workers would be required to contribute to the costs qf health insurance for their 
employees, and all individuals andfamilies would be required to obtain cover-, 
age. . These requirements would produce' inefficient reallocations. of business. 
activity. Some firms ·that did nQt wish to. provide insurance would migrate to . 
states that were not'included in the mandate. Furthermore. because the transi-, 

" .', tionalsubsidies for employers that vQluntarily expanded coverage to additional 
workers would terminate in mandated states, some finDs might be attracted to 
nonmandated states where these temporary subsidies :would still be available. 

" '. : " 

Moreover, . the practical problems of implementirig mandates'·in some states 
and not in others could be overWhelming, especially, in border Il'i.arkets. What, 
for example. would happen to individuals who lived in mandated states but 
worked for employers that did not contribute to the icost of insurance in neigh­
boring, nonmandated states? : 

The system of subsidies for families would alsQ 
I 

change significantly in the 
mandated states, raising concerns about affordability and equity. The special 
subsidies for low-income children and pregnant women would be dropped, mak­
ing health insurance more expensive for some low-income families without an 
employer contribution, even though they would .now be required to purchase 
coverage. (For example. a family with· income at : 150 percent of the poverty 
level and no employer contribution in a mandated state would have to pay 50 
percent of a family premium. A similar family in a ponmandated state might be 
able to combine regular subsidies and special subsidies and pay far less than 50 
percent of ttte premium for a family policy.) Conceins about the affordability of 
health insurance under a mandate would be heighten,ed because the incentives to 
contain costs in this proposal ate limited. 

Because of the disruptions, complications, and!inequities that would result, 
CBO does not believe that it would be feasible to implement the mandated sys­
tem in some states but not in others; the system would have to include either all 
states or none. Accordingly, CBO's cost estimat~s of the. mandated system 
assume that a nationwide mandate would be in effect. 
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·.Reallocation of Workers Among Firms 

Senator Mitchell's proposal, like many other reform: bills. would encourage a 
reallocation of workers among fimisin ways'that wo1uld increase its budgetary 
cost. That process would occur' gradually as emplqyment expanded in some 
firms and contracted in others and as workers sought the jobs that would provide 
them with the largest combined amount of wages and!premium·subsidies. 

In the voluntary system, this sorting would occur because the family subsi­
dies would be reduced by up to the amount that employers contributed for insur­
ance; therefore, a worker. employed by' a' firm that did not pay for health insur­
ance . would reCeive a larger subsidy than a worker eaming, the same wage at a 

,finn that did pay. (In addition to this reallocation, some coinpanies might stop . 
paying' for insurarice, but the number offirms that would do so would be limited 

,because high-:wage workers in those firms would lose the benefit of excluding 
health insurance fromtbeir taxable inc()me.) Some sorting would also occur 
because fulnS that expanded insurance coverage to dasses Of workers not previ­

. ,ously covered would be eligible for temporary subsi~ies; workers employed by 
,those firins could reCeive higher take-home pay for a few years than could work­
ers at firms that currently'provide'them with irisuran1e coverage. 

I 

In the mandated system, reallocation of workers: would occur because some 
workers wO,tild pay less for health insurance if they were employed by small 
firins excluded from the mandate than they would' if they were employed by 
finns covered by the mandate. For example, many low-wage workers could 
receive a larger subsidy for their insurance costs in uncovered firms than in 
covered finns. In addition, married couples with bbth spouses working would 
have an incentive under the proposal to have one spouse employed by an uncov­
ered firm" because if both spouses worked in coveted firms, they would each 
have to pay something for insurance. A .similar incentive exists in the current 
system, but· by requiring more firms to provide insurance coverage than do now. 
the proposal would affect more people. ' 

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

Finally. the subsidy system would not treat people with similar incomes and 
family circumstances alike;. Under the voluntary system, for example, workers 
eligible for subsidies who worked at firms that paid for insurance would face 
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, 'larger costs for their insurance' when the reduction in' their cash wages is taken 
into account than similar workers at finns that did n9~ pay. 

i' 

Work DiSincentives' 

Senator Mitchell's proposal would discourage certai~ low-income people from 
working more houts or, in some cases, from working at all, because subsidies 
would be phased out as fainily income increased. It is important to note that 
work disincentives are an inherent element of allh~alth proposals that target 
subsidies toward the poor and near-p'oor, and that ,these subsidies would signifi­
cantly improve. the. well-being of many low-income: people' by assisting their. 
purchase of health insurance.' ' 

In' both the voluntary and ~andated systems, many workers who tamed 
more money within the phaseout range WQuld have to: pay more for health insur-" 

, . . I . 

ance" which would cut into the increase in their tak~-home wage.' In essence, 
these workers would face an implicit taX on their 'economic advanc~ment. 

,ChangIng the design" of the subsidy systems in this ;proposal could' reduce the 
marginal levy 011 some people's income, but it might raise the marginal levy 

, . faced by other people or make insurance unaffordabl~ for some people.' 

i 

The Voluntary System. Estimating the precise magnitude of the implicit tax 
rates in the voluntary system requires information that is not readily available, 
but rough calculations suggest that the rates could b~ extremely high for some 
families. For workers whose employers did not pay i for insurance, the implicit 
marginal rates from the phaseout of subsidies for 19w-income families would 

, " r ' 
apply to income between 100 percent and 200 perce')t of the poverty level, and 
the phaseout of subsidies for children and pregnant women would apply to in­
come between 185 percent and 300 per~ent of poverty. 

I 

In 2000, the, effective marginal tax on labor compensation (wages and bene­
fits) could increase by as much as 30 to 55 percentage points for workers with 
family income in the phaseout range. Moreover, those levies would be added to 
the explicit and implicit marginal taxes that such workers already pay through 

) the income tax, the payroll tax, and the phaseout of the earned income tax credit. 
In the end, some low-wage workers would keep as 'little as 15 cents of every 
additional dollar they earned. ' . 

For workers whose employers paid some of th~ costs for insurance, these 
, marginal levies wpuld apply to income in a much smaller range. However, such 

treatment of employer payments would also create the previously deSCribed 
incentive for workers to move to firms that did not pay for insurance., 

! 
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The' Mandated System. Rough. calculations suggest that the implicit marginal 
rates· from the phaseout of subsidies under the inandatedsystem could also be 

I . .. 

extremely high for some families. These rates· would apply to income between 
100 percent and 200 percent ofthe poverty level for w6rkers in uncovered firms. 
For workers in covered firms, these marginal levies would apply to workers in a 
smaller income range. In 2002, the effective marginartax on labor compensation 
could increase by as much as 35 to 55 percentage p6ints for workers who re­
ceived subsidies. As in the voluntary system. this ne-f levy would be added to 
the explicit and implicit marginal taxes that these wor~ers already face. produc­
ing total marginal tax rates of more than 95 percent for some workers. . 

The inandatedsystem would also discourage som~ people who have spouses 
. working at covered finns from participating in the la:bor force or at least from· 
taking a job at a firm. with more than 25 'employ~es.iIf those people took a job 
at a covered finri. their wages would be reduced by th,e additional cost for insur­
ance but they would receive no additional benefits. : The current system also . 

. discourages . some of these peopie from· working at firms that· pay for insurance. 
but by requiring more firms to provide insurance co~erage. the proposal would 

. I 

increase the . number of people who were affected. ' 
I 

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

Effect on Employment 

I 

If the voluntary system in Senator Mitchell's proposal did not result in insurance 
coverage for 9S percent of the population. mandates would be triggered unless 
the Congress adopted an alternative approach. Under the mandated. system, 
firms with more than 2S employees would be required to contribute to each 
worker's health insurance. The imposition of the IT;landate would raise the cost 
of employing workers at firms that do not currently provide insurance. Econom­
ic theory and empirical research both imply that most of this increased cost 
would be passed back to workers over time in thb form of lower take-home 
wages, Such shifting would not be possible, however, for workers whose wages 

I 
I 
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I 
.1 
I 

• • I 

. were close to the federally regulated minimum wage. ;Therefore, the net cost of 
. employing those workers would be raised by the m~ndate, and sOriU; of them 

would: Ioseth.eir jobs. 

Nevertheless. the quantitative' effect of the mandate in this proposal would 
probably be quite small because the mandate would:not be implemented until 
2002. Market wages for .fow-income workers will rise over time. reflecting 
general inflation and. probably. some share of the nation's real economic growth. 
As a result,· few workers will be earning the current mInimum wage by 2002. If . 
the Congress did not raise the nlinimum wage, loss bf jobs from. this mandate 
would likely be very limited. ..' .;." 

I 

Etnplo~ment would also be affected by the impli~it taxes on work described 
above. In both the voluntary and mandated systems. some workers would volun­
tarily. withdraw from the labor force in response tq the new incentives they 
faced. . .. " 
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TABLE 1. PRELIMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL 
WITHOUT MANDATE IN EFFECT 

(By fiscal year, in billions of dollars) 

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 

MANDATORY OUTLAYS 

Medicilid 

{Discontinued Coverage of Acute, Care 0 0 -23.8 -35.6 -39.7 ·44.4 -49.6 -55.2 -61.2 -67.6 

2 State Maintenance-of-Effort Payments 0 0 -18.5 -26.5 -28.7 -31.1 -33.6 -36.3 -39.3 -42.4 

3 Disproportionate Share Hospital Payments 0 0 -8.8 -13.4 -14.8 -15.6 -18.8 -20.7 -22.9 -25.2 

4 Increase Asset Disregard to $4000 for Home and 


Community Based Services a a a a a a a 0.1 0.1 0.1 

5 Offsetto Medicare Prescription Drug Program 0 0 0 0 -0.7 -1.5 -1.6 -1.9 -2.1 -2.3 

6' Administrative Savings 0 0 -0.3 -0.5 -0.5 -0.6. ' -0.7 -0.8 -0.8 -0.9. 


Total- Medicaid a Ii" -51.4 ~76:6· ":84.4 ~~.~!2 ,+lpf3. ')tf'1:~;W' ·.~f2~';2;·': \';j~8:3 

M~d!!<are 
7 Part A Reductions . , 

Inpatient PPS Updates 0 0 -0.3 -1.6 -3.4 -5.6 -8.0 -10.7 ·13.8 -17.4 
, Capital Reductions 0 -0.8 -1.0 -1.2 -1.6 -2.1 -2.2 -2.4 -2.7 -2.9 

Disproportionate Share Hospital Reductions 0 0 -1.7 -2.1 -2.3 -2.5 -2.8 -3.1 -3.4 ·3.7 

Skmed Nursing F acmty Limits 0 -0.1 -0.1 -0.2 -0.2 -0.2 -0.2 -0.2 -0.3 -0.3 

Long Term Care Hospitals a a -0.1 -0.1 -0.1 -0.2 -0.2 ·0.3 . -0.3 . -0.4 

Medicare Dependent Hospitals a 0.1 0.1 0.1 a a 0 0 0 0 

Sole Community Hospitals a a a a a a a' a a' a 

Part A Interactions 0 0 0.1 0.2 0.4 0.6 0.7 0.9 1.1 1.3 


8 EssentlalAccess Communit{Hospitals'- . -_._-­
--(1:1-­Medical Assistance Facility Payments 0.1 0.1 0.1 0.1 0.1 0.1 

~-.-

0.1 0.1 ():1 

Rural Primary Care Hospitals (RPCH) Pmts 0.1 0.1 0.1 0.1 0.1 0.2 0.2 0.2 0.2 0.2 


9 Part B Reductions 

Updates for Physician Services -0.4 -0.6 -0.6 -0.7 -0.8 ' -0.8 -0.9 -1.0 -1.0 -1.1 

Real GOP for Volume and Intensity 0 0 -0.3 -0.8 -1.6 -2.5 -3.3 -4.2 -5.3 -6.6 

Eliminate Formula Driven Overpayments -0.8 -1.0 -1.3 -1.8 -2.3 -3.2 -4.2 -5.5 -7.1 -9.1 

Competitive Bid for Part B a -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 -0.2 

Competitive Bid for CUnical Lab Services a -0.2 -0.3 -0.3 -0.3 -0.4 -0.4 -0.5 -0.5 -0.6 

Elimination of Balance Billing 0 0.1 0.2 0.2 0.2 0.2 0.3 0.3 0.3 0.3 

laboratory Coinsurance -0.7 -1.1 ·1.3 -1.4 -1.6 -1.8 -2.0 -2.3 -2.6 -2.9 

Correct MVPS Upward Bias 0 0 0 0 -0.2 -0.6 -1.4 -2.6 -3.9 -5.5 

Eye & Eye/Ear Specialty Hospitals a a a 0 0 0 0 0 0 0 

Nurse PractlPhys Asst Direct Payment 0 0 0.1 0.2 0.3 0.3 0.4 0.5 0.6 0.7 

High Cost Hospitals 0 0 0 -0.5 -0.8 -0.8 -0.8 -0.9 -1.0 -1.0 

Durable Medical Equipment Price Reduction II II -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 

Permanent Extension of 25% Part B Premium 0 0.6 0.9 1.4 0.6 -1.0 -2.8 -5.0 -7.7 -9.8 
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TABLE 1. PRELIMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL 
WITHOUT MANDATE IN EFFECT 

(By fiscal year, in billions of dollars) 

1'" 

.t,' 

1995 1996 1997 1998 ' 1999 2000 2001 2002 2003 2004 

10 Parts A and B Reductions 
Home Health Copayments (20%) -0.7 -3.4 -4.2 -4.6 -5.0 -5.5 -5.9 -6.4 -7.0 -7.6 
Medicare Secondary Payer 0 0 0 0 -1.2 -1.8 -1.9 -2.0 -2.2 -2.3 
Home Health Umits 0 0 -0.3 -0.6 ' -0.7 -0.7 -0.8 -0.9 -1.0' -1.0 
E;xpand Centers of Excellence 0 -0.1 -0.1 -0.1 -0.1' -0.1 a a 0 0 
EXtend ESRD Secondary Payer to 24 Months -0.1 -0.1 -0.1 -0.1. -0.1 -0.1 -0.1 -0.1 -0.2' -0.2, 

11 Medicare Outpatient Prescription Drug Benefit 
Total-Medicare ' 

0 
-2.4 

0 
-6.6 

0 
-10:2 

0 
-14.1 

6.2 
-14:7 

14.4 1S.7 17.5 19.7 21.5 
'-14;3, '~2Lf<,,-~a:~/ '.36:1,'·4804 

Subsidies 
12 Persons between 0-200% of Poverty 0 0 66.7 '95.4 105.3 116.8 129.3 142.7 157.3 172.3 
13 Pregnant Women and Kids 0-300% of Poverty - - - - - - - - - - Included in Line 12 - - - - - - - - • ­
14 Temporarily Unemployed 0 0 0.0 5.0 7.1 7.7 8.3 9,0 9.6 10.6 
15 Enrollment Outreach 0 0 1.3 3.3 . 5.2 6.9 . 8.4 9.9 10.8 11.3 

Toted· Subsidies () 0 "6.8:0 1.03:7 117.6 131:3 ." . f4~.1.· '161,.6177;9"194.3 

Other Health Programs 
16 Vulnerable Hospital Payments 0 0 0 2.5 2.5 2.5 2.5 2.5 2.5 2.5 
17 Veterans' Prognims 0 0 -1.4 -1.4 -1.7 -1.8 -1.9 -2.0 -2.0 -2.1 
18 Home and Community Based Care ($48 bi!. cap) 0 0 0 1.6' 2.9 3.6 5.0 7.9 11.4 15.4 
19 Ufe Care 0 0 -0.6 -1.1 -1 ..1 -0.3 . -0.3 . -0.3' -0.3 -0.3 
20 Academic Health Centers 0 0 4.7 7.0 8.0· 9.1 10.311.0 11.5 12.1 
21-Graduate·Medical and Nursing Education _ 
22 Medicare Transfer - Direct Medical Education 

O. 
0 

0 
0 

2.6 
-1.6 

3.9 
-~2~4 

5.,8 
--;2:5 

6.4 
--2.6 

6.6 
-;;'2.8- . 

6.8 7.2 
. -2;9~--3.1'- .. 

7.5 
• -3~3 

. 23 Medicare Transfer -Indirect Medical Education 0 0 -3.4 -4.9 -504 -5.9 -6.5 -7.2 -7.9 -8.7 
24 Public Health Schools; Dental Schools 0 0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 
25 Women, Infants and Children 0 0.3 0.5 0.5 0.5 0.5 a 0 0 0 

.. 26 Administration of EnroUment Outreach 0 0 0.4 0.7 0.9 1.0· 1.1 1.3 1.4 1.4 
Total. - Other Health Programs 0.' ,.()i3 . , .f3<;;: .itl '. ;1:0~0;, ·it:~;::<;;.tAff;:i;{17;~.;: :;:2(t6,)%:<~4:~:' 

Public Health Initiative 
27 Biomedical and Behavioral Research Trust Fund 0 0 0.9 1.4 {5 1.6' 1.7 1.9 2.1 2:2 
28 Health Professions 0 0.1 0.1 0.1 0.1 . 0.1 0.1 0.0 0.0 0.0 
29 Core Public Health 0 0.1 0.3 0.3 0.4 . 0.4 . 0.3 0.2 0.1 0.1 
30 Prevention 0 0.1 0.1 0.1 0.1 0.1 0.1 0.0 0.0 0.0 
31 Capacity Building and Capital 0 0.3 0.5 0.5 0.4 0.2 0.1 0.1 0.0 . 0.0 

Contiilued 



TABLE 1. P~ELlMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL 
WITHOUT MANDATE IN EFFECT 

(By fiscal year, in biUions of dollars) 

1995 1996 1997 1998. 1999 2000 2001 2002 2003 . 2004 

32 OSHA and Workforce 0 0.3 0.4 0.3 0.3 0.2 0.2 0.1 0.1 0.1 

33 Supplemental Services 0 0.1 0.2 0.2 0.2 0.2 0.1 0.1 0.1 0.0 

34' Enabling Services 0 0.1 0.2 0.3 0.3 0.3 0.2 0.2 0.1 0.1 


. 35 National Health Service Corps (NHSC) 0 0.1 0.1 0.2 0.2 0.2 0.1 0.1 .0.1 0.0 
36 Mental Health & Substance Abuse (CMMH&SA) 0 0.1 0.1 0.1 . 0.1 0.1 0.1 0.0 0.0 0.0 
37 School Clinics 0 0.1 0.2 0.3 OA 0.4 0.3 .0.2 0.1 0.1 
38 Iridian Health Service 0 0.1 0.1 0.1 . 0.1 0.1 0.1- 0.1 0.1 0.1. 

Total- Public Health Initiatives 0 1.4 3:2 '3.9 4.0 3.~ ;<3';5 >3.0 2;8 i.9 

39 Social Security Benefits 0 0 0.2 0.5 0.9 0.9 0.9 0.9 0.8 0.8 

[ MANDATORY OUTLAY CHANGES -2.4 -4.9 11.1 24.7 33.4 41.3 39.2 39.0 37.9 35.91 

,-' ',~~ 

DISCRETIONARY OUTLAYS 

Health Programs 

40 Veterans' Programs 1.2 0.6 -2.9 -4.8 -4.9: . -5.1 -5.2' -5.4 -5.6 -5.8. 

41 Indian Health Supplementary Services 0.7 . 1.2 1.5 1.6 1.6 1.6 1.6' 1.6 1.7 1.7 

42 Misc. Public Health Service Grants a a 0.1 0.1 ·0:1 0.1. 0.1 0.1 0.1 0.1 


Total Health Programs .::1.9. 1.8 \1.{ -3.3 .. ~~~f::T;,,:~~;:~'/;'}:: ·;;:tl::::•. . >~3:~,i:: (~4 

Administrative Expenses 
-4 3 AdministrativeC osts· ---- ..0.5 _0.9' .1.0._ .. ____..1,Q~ 
44 Costs to Administer the Mandate o o o o 

. 45· Planning and Start-Up Grants 0.1 0.4 o 
.. Total. Studies; AdministrciilveE)(J>ehses ·· .. ·.0;6· 1.;j:: '·f;O· 

1.1 
'iC) 

Studies. Research. & Demonstrations 
46 EACH/MAF/Rural Transition Demonstrations a 0.1 

Total Studies; Research; &DemonstTcitlO'nii . 8:. .IU. 

DISCRETIONARY OUTLAY CHANGES 2.-5-- 3.2 

TOTAL OUTLAY CHANGES 0.1 .1.6 11.4 22.' 31.1 40.' 38.7 36.3 35.1 33.•1 

0.1 0.1 a 
.:~·.:i.: 

0.3 -1.7--- ~rr- -:0:-4· --.0.5 -':"2.6 -2.8 -:2:91 
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.TABLE 1.· PRELIMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL 
WITHOUT MANDATE IN EFFECT 


(By fiscal year, in billions of dollars) 


1995 1996 1997 1996 1999 2000 2001 2002 2003 2004 .; ~ 

RECEIPTS 

. 4r Increase in Tobacco Tax 0.7 2.7 4.5 6.1 7.6 7.4 7.1 6.9 6.8 6;7 
48 1.75% Excise Tax on Private Health Ins Premiums 0 3.5 6.1 7.1 7.7 8.4 9.1 9.9 10,8 11.7 

~. 

49 ~ddl Medicare Part B Premiums for High-
Income Individuals ($80,0001$100,000) 0 0 2.0 2.0 2.8 3.5 4.4 5.5 6.9 8.7 


SO .Increase Excise Tax on Hollow-Point BuUets -. - •• -' ',- - Negligible Revenue Loss - - - - - -. - - ­
·51 Include Certain Service-Related Income in SECN 


Excl Certain Inven-Related Income from SECA 

a) General Fund Effect 0 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 

b) OASDI Effect 0 0.1 0.2 0.2 0;2 0.3 0.3 0.3 0.3 0.3 


52 Extend Medicare Coverage & HI Tax to All State 

and Local GovemmentEmployees 0 1.6 1.6 .1-.5 1.5 1.4 1.4 1.3 1.2 1.2 


53 Impose Excise Tax with Respect to Plans 

F ailing to Satisfy Voluntary Contribution Rules 0 ill ill ill ill a ill ill ill a 


54 Provide that Health Benefits Cannot be Provided 

thru a Cafeteria Plan/Flex Spend Arrangements 0 0.5 2.5 3.9 4.6 5.6 6.3 7.0 7.7 8.5 


' .55 Extend/Increase 25% Deduction for Health .. 
Insurance Costs of Self-Employed Individuals -0.5 -0.6 . -1.2 -1.3 -1.4 ·1.5 . -1.6 -1.6 -2.0 -2.1 

56. Limit on Prepayment of Medical Premiums - • - - • - - - • - Negfigible Revenue Gain ~ - ••• - • - - • 

57 Non-Profit Health Care OrgnslTaxable Orgns 


Providing-Health Ins & Prepd-Health Care Svcs _~-- ~ -:.,'~ -:.;NegligjbleBElv~I}~ElJ:'ff~c:t _. -. -:: .:.~.:___ ._. _ _. 

56 Trmt of Certain Ins Companies Under Sect 833 0 0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 '0:1 

59 Grant Tax Exempt Status to State Ins Risk Pools ill ill 0 0 0 0 0 0 0 0 

60 Remove $150 Million Bond Cap on Non·Hospital 


501(c)(3) Bonds 	 ill ill ill -0.1 '{).1 '{).1 -0.1 ·0.2 -0.2 -0.2 
61 Qualified Long-Term Care Benefits Treated as 


Medical Care; Clarify Tax Treatment of Long-

Term Care Insurance and Services 0 a -0.2 -0.3 -0.2' -0.3 -0.3 . -0.3 -0.4 -0.4 


62 	Tax Treatment of Accelerated Death Benefits, 

Under Life Insurance Contracts a ill -0.1 -0.1 -0.1 ·0.1 -OJ -0.1 -0.1 -0.1 


63 Increase in Reporting Penalties for Nonemployees 0 a a a ill a a a a ill 
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TABLE 1. PRELIMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL 
WITHOUT MANDATE IN EFFECT 

., 
I, 

(By fiscal year, n billions of dollars) 

1995 1996 1997 1996- 1999. 2000 2001. 2002 2003 2004 

64 Post-Retirement Medicalllife Insurance Reserves - - - - - - - - - • Negligible Revenue Effect· - - - - - ­ - - ­
65 Tax Credit for Practitioners in Underserved Areas a -0,1 -0.2 -0.2 -0.2 -0.2 ·0.1 a a a 
66 Increase EXpensing Limit for Certain Med Equip a a a a a a a· a a a 
61' Tax Credit for Cost of Personal Assistance SIICS 

. : Required by Employed Individuals. 0 a -0.1 -0.1 -0..1 -0.1 -0,1 -0,2 -0.2 -0.2 
66 Disclosure of Return Information to State Agencies - ••••••••• No Revenue Effect· - ••• - - ••• 

:'.69 Impose Premium Tax with Respect to Certain 
High Cost Plans 0 a 0.9 2.2 3,3 6.1· 9.5 12.5 16.0 19.9 

70 Limit Exctusion for Employer-Paid Health Benefits 0 0 0 0 0 0 0 0 0 0.9 
71 Indirect Tax Effects of Changes in Tax Treatment· 

of Employer & Household Health Ins Spending 0 -0.5 -0.3 -0.7 ·1.3 ·2.0 . -2.4 -3.0 ~3.3 -3.7 

r-rol'ALRECEiPfCHANGES 0.1 7.1 15.7 20.2 24.5 28.3 33.4 37.8 43.5 51.21 

DEFICIT 

MANDATORY CHANGES -2.5 -12.0 -4.6 4.5 8.9 13.0 5.8 1.2 -5.6 -15.3 

CUMULATIVE MANDATORY TOTAL -2.5 -14.5 .-19.2 -14.7 -5.B 7.2 13.0 14.1 B.6 4U 

-TOTAL CHANGES -0 -', -B.1- -4.3. - --.2.1. .· ..6.6__ 12.6. ~.:l_ -1.5 -B.4 
~-.. ~-- ,--. -- ------ -18.:~1_ 

CUMULATIVE DEFICIT EFFECT -0 -B.8 -13.1 -10.3 -3.1 B.9 14.2 12.7 4.4 -13.B 

SOURCES: Congressional Budget OffICe; Joint Committee on Taxation 

NOTES: 

The. figures in this table irIClude changes in authorizations of appropriations and in Social Security that would not be counted for pay-as-you-go scoring under the Budget 
Enforcement Act or 1990. 


Provisions with no cost halle been excluded from this table. 


a. . Less than $50 minion. 
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TABLE 2. PRELIMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL 
WITH MANDATE IN EFFECT 

(By fiscal year, in billions of donars) 

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004' 

MANDATORY OUTLAYS 

Medigaid 
1· Discontinued Coverage of Acute Care 0 0 -23.6 -35.6 -39.7 -44.4 -49.6 -55.2 -61.2 -67.6 
2 State Maintenance-ot-Effort Payments 0 0 -16.5 -26;5 -26.7 -31.1 -33.6 -36.3 -39.3 -42.4 
3 Disproportionate Share Hospital Payments 0 0 -6.8 -13.4 -14.6 -15.6 -16.6 -20.7 -22.9 -25.2' 
4 Increase Asset Disregard to $4000 for Home and 

Community' Based Services a a a a a, a a 0.1 0.1 0.1 
, 5 Offset to Medicare Prescription Drug Program 0 0 0.0, 0.0 -0.7 . -1.5 -1.6 ' -1.9 -2.1 -2.3 " 

6 Administr,ative Savings' 0 O. -0.3 ·0.5 -0.5 -0.6. -0.7 ' -0.6 -0.8 -0.9'·. ' 
Total - Medicaid a a ~5fA ,,76;0 -64.4 -93~2: "lO4.~' ~,~ f4~8.· '., <126:2:;~136:,3,' 

Medicare 
7 Part A Reductions 

Inpatient PPS Updates 0 0 -0.3 -1.6 -3.4 -5.6 ' -6.0 -10.7 -13.6 .17.4 
Capital Reductions 0 -0.8 -1.0 -1.2 -1.6 -2.1' -2.2 ' -2.4 -2.7 -2.9 
Disproportionate Share Hospital Reductions 0 0 -1.7 -2.1 -2.3 -2.5 -2.6 -3.1 -3.4 -3.7 
Skilled Nursing FaciUty limits 0 -0.1 -0.1 -0.2 -0.2 -0.2 -0.2 -0.2 -0.3 -0.3 
Long Term Care Hospitals a a -0.1, -0.1 -0.1 ' -0.2 -0.2 -0.3 -0.3 -0.4 
Medicare Dependent Hospitals a 0.1 0.1 0.1 a a' 0 0 0 0 
Sole Community Hospitals a a a a a a' a a a a 
Part A Interactions a a 0.1 0.2 0.4 0.6 0.7 0.9 1.1 1.3 

-8' Essential'Access Community· Hospitals -­
Medical Assistance Facility Payments 0.1 0.1 0.1 - . 0." - ""0.1 ,":- '0.1 .. --0;1 -0.1-, .O.,L. _.. _ 0.,1_ 
Rural Primary Care Hospitals (RPCH) Pmts 0.1 0.1 0.1 0.1 ,0;1 0.2 0.2 0.2 0.2 0.2 

9 Part B Reductions 
Updates for Physician Services -0.4 -0.6 -0.6 -0.7 -0.8 -0.8 -0.9 -1.0 -1.0 -1.1 

Real GOP for Volume and Intensity 0 0.0 -0.3 -0.6 -1.6 -2.5 -3.3 ' -4.2 -5.3 -6.6 

Eliminate Formula Driven Overpayments -0.8 -1.0 -1.3 -1.6 -2.3 -3.2 -4.2 -5.5 -7.1 -9.1 

Competitive Bid for Part B a -0.1 -0.1 -0.1 . -0.1 ~' ' -0.1 -0.1 -0.2 -0.2 -0.2 

Competitive Bid for Clinical Lab Services a -0.2 -0.3 .0.3 

, , -0.3' -0.4 -0.4 -0.5 -0.5 -0.6 

Elimination of Balance Bifting a 0.1 0.2 0.2 0.2 . 0.2 , 0.3 0,3 0.3 0.3 

Laboratory Coinsurance -0.7 -1.1 -1.3 -1.4 -1.6' -1.8 -2.0 -2.3 -2.6 -2.9 

Correct MVPS Upward Bias 0 0 0 0 -0.2 ,-0.6 -1.4 -2.6 -3.9 -5.5 

Eye & Eye/Ear Specialty Hospitals a a a 0 0 0 0 0 0 0 

Nurse PractlPhys Asst Direct Payment 0 0 0.1 0.2 0.3 0.3 0.4 0.5 0.6 0.7 

High Cost Hospitals 0 0 0 -0.5 -0.6 -0.6 -0.8 -0.9 -1.0 -1.0 

Durable Medical Equipment Price Reduction a a -0.1 -0.1 ' -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 

Permanent Extension of 25% PartB Premium 0 0.6 0.9 1.4 0.6 -1.0 -2.8 -5.0 -7.7 -9.8 


Continued 



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

(By fISCal year, in billions of sJol1~s) _ _ _ _ ,_ 

1995 1996 . 1997 _1996 1999 2000 2001 2002 2003 2004 

10 Parts A andB Reductions 

Home Health Copayments (20%) -0.7 -3.4 -4.2 -4.6 -5~0 -5.5 -5.9 -6.4 -7.0 -7.6 ' 

Medicare Secondary Payer ,0 0 0 0 -1.2 -1.B -1.9 - -2.0 -2.2 . -2.3 

Home HealthUmits 0 0 -0.3 -0.6 -0.7 -0.7 -O.B -9.9 -1.0 -1.0 

Expand Centers or Excellence 0 -0.1 -0.1 -0.1 -0.1 -0.1 a a 0 0 

Extend ESRD Secondary Payer to 24 Months -0.1 -0.1 -0,1 -0.1 -0.1 -0.1 ' -0.1 -0.1 ~0.2, -0.2 


11 Medicare Outpatient Prescription Drug Benelit 0 0 0 0 6.2, 14.4 15.7 17.5 19.7 21.5 
Total- Medicare -2.4 -6.6 ~10.2 .-14.1 -14:7 ' -1·[3 ~iU • 28;9 ·~3fi;1. ...itBA 

'.' 
Subsidies 


12 Persons between 0-200% or Poverty before Mandate 0 0 66.7 95.4 Hi5.3 116,6 129.3 ,33.1 0' 0 

13' Persons between 0-200% or Poverty after Mandate 0 0 0 0 0 O' 0 96.1 137.2 149.6 


, 14 Pregnant Women and Kids 0-300% of Poverty - - - _.- - - - • Included in Une 12 -~ --- - - --. 
15 Temporarily Unemployed 0, 0 0.0 ,5.0 7~1 7.7 B.3 12.5 14.7 15.9 
16 Enrollment Outreach 0 0 1.3 3.3 5.2 6.9 BA 2.5 0 0 

Total - Subsidies 0 0 68~O, t03.7 ' 117.6 1jJ~3 ' 146.1 144;2, ·151.9' 165.5 

Qth~r H~alth Programl! 

17 Vulnerable Hospital Payments 0 0 0 2.5, 2.5 ' 2.5 2.5 2.5 ,2.5 2.5 

18 Veterans' Programs 0 0 -1.4 -1.4, -1.7 -1.B -1.9 -2.0 -2.0 -2.1 

19 Home and Community Based Care 0 0 0 1.6 .2.9 .3.6 5.0 7;9 11A 15,4 

20 Life Care 0 0 ,-0.6 -1.1 -1.1 -0.3 -0.3 -0.3 -0.3 -0.3 

21 Academic-Health Centers._ .- 0 0 4.7 7.0 8.0 9.1 10.3 11.0 11.5 12.1 

22 Graduate Medical and Nursing Education 0 -0 - --2:6 ---3~9- - -. -5.6- ·--6.4~-- ---6.6 ---6.6. ,____7.2 7.5. 

23 Medicare Transfer - Direct Medical Education 0 0 -1.6 -2.4 -2.5 -2.6 -2.6 -2.9 -3.1 -3.3 

24 Medicare Transfer - Indirect Medical Education 0 0 -3.4 -4.9 -5.4 -5.9 -6.5 -7.2 -7.9 -B.7 

25 Public Health Schools; Dental Schools 0 0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

26 Women, Inrants and Childr!'!n 0 0.3 0.5 0.5 0.5 0.5 a 0 0 0 

27 Administration of Enronment Outreach 0 0 0.4 0.7 0.9 1.0 1.1 1.3 1.4 1.4 


Total - Other Health Programs ',0 ' o:~; , <f3\ ?:fU· " '10:0, • J'2:S.::,.)4~t:: "' .. it:2' : "26:~,::'\"~24i6' 

Public H~alth Initiative 
28 Biomedical and Behavioral Research Trust Fund 0 0 0.9 1.3 1,S' 1.6 1.7 2.0 2.2 2.4 
29 Health Pro'fessions 0 0.1 0.1 0.1 0.1 0,1 0.1 0.0 0.0 0.0 
30 Core Public Health 0 0.1 0.3 0.3 ' 0.4 0.4 0.3 0.2 0.1 0.1 
31 Prevention 0 0.1 0.1 0.1 0.1 0.1 0.1 0.0 0.0 0.0 

Continued 



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

(By fiscal year, in billions of dollars) 

.1995 1996 1997 1998 1999 2000 2001 2002 2003 2004' 
. ­

32 Capacity Building and Capital 0 0.3 0.5 0.5 0.4 02 0.1 0.1 0,0 0.0 
33: OSHA and Workforce 0 0.3 0.4 0.3 . 0.3 0.2 0.2 0.1 0.1 0;1' 

. 34 . Supplemental Services a 0.1 0.2 0.2 0.2 0.2 0.10 0.1 0.1 0.0 

35'Enabling Services 0 0.1 0.2 0.3 0.3 . 0.3 0.2 0.2 0.1 0.1 

36 National Health Service Corps (NHSC) 0 0.1 0.1 0.2 0.2 0.2 0.1 0.1 0.1 0.0 

37 Mental Health & Substance Abuse (CMMH&SA) a 0.1 0.1 0:1 0.1 0.1 0.1 0.0 0.0. 0.0 

38 School C~nics a 0.1 0.2 0.3 0.4 0.4 0.3 0.2 0.1 0.1 

39 Indian Health Service 0 0.1 0.1 0.1 0.1 0.1 0.1 0: 1 0.1 0.1 


Total - Public Health Initiatives a 1.4'; . 3~2 . 3:9' 4.0 ":"3Jf .. 3:5.. '3:r:;' ::~A;'·· . 3.a . 
':--.'.40 Social Security Benefits 0 0 0.2 0.5. .0.9. 0.9 0.9 0.9 0.8 0.8 

CMANOATORYOU'fLAYCHANG£S- ----- - - - - -=2-:4-- 4.9- --11::-0-- 24)'- -- 33.4- ~·.f1,3-- 39.2-'21.7- --12:"1- -7:21 

DISCRETIONARY OUTLAYS 

Health Programs 

41 Veterans' Programs 1.2 0.6 -2.9 -4.8 -4.9 -5.1 -5.2 -5.4 -5.6 ·5.8 

42 Indian Health Supplementary Services 0.7 1.2 1.5, 1.6 1.6 1.6 1.6 1.6 1.7 1.7 

43 Misc. Public Health Service Grants a a 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 


Total. Health Programs· 1.9 1.Si ..... ·;1;4';,).;..' ·.~3.. ; .; -3';3· ;3.~., '" .~3.6:., .·;..·,~3.9\:. .. J,t 

Admitiistrative Expenses·­
44 Administrative Costs 0.5 1;0-- -1;-1- ··1.1 ... -·-1.1--._ _.1.2. ~
-0.9'- ....1.0-· '1~01;0 


45 Costs to Administer the Mandate o 000 0 2.0 2.0 2.0 2.0 2.0 

46 Planning and Start-Up Grants 0.1 0.4 0.6 0.3 0 o o o 
 o 

··.,3;1;···· . 3:2'Total Studies; Administrative f:xperls~s' 0.6. t~ ,:. . 1:;6::,'1.3 . to', ".~~.Q: 

Studies, Research, Demonstrations, Other 

47 EACH/MAF/Rural Transition Demonstrations a 0.1 0.1 0.1 a 
 a 

To~al Studles,'Research; De",onstratioh~iQj:her ·a;. Q.:J ." ';a;, .1' 

DISCRETIONARY OUTLAY CHANGES 2.5 3~2 - -- -a.3 -~1.7 -=--=-=2:3 .:0.4 -0:5 - "-.(0);- ..o.S= ---,:Q.91

I TOTAL OUTLAY CHANGES 0.1 ·1.6 11.4 22.9 31.1 ---;;---38.7 21.1 11.3 6.3i 

Continued 



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

(By fiscal year, in billions of dollars) :, ,! 

1995 1996 1997 1998 1999 2000 2001. 2002 2003 2004 

RECEIPTS 
i. 

48. Increase in Tobacco Tax 0.7 2.7 4.5 6.1 7.6 7.4 7.1 6.9 6.8 6.7 
49 1.75% Excise Tax on Private Health Ins Premiums 0 3.5 6.1 7.1 7.7 8.4 9.1 10.4 . 11.5 12.4 
50 Addl Medicare Part B Premiums for High-

Income Individuals ($80,000/$100.000) 0 0 2.0 2.0 2.8 3.5 4.4 5.5 6.9' 6.7 
51 Increase Excise Tax on Hollow-Point BuUets - • ~ •••• - - - Negligible Revenue Loss - • - - - - - - - ­
52 Include Certain Service·Related Income in SECAI 

Excl Certain Inven-Related Income from SECA 
a) General Fund Effect 0 -0.1 -0.1 -0.1 ·0.1 -0.1 -0.1 -0.1 -0.1 -0.1 
b) OASDI Effect 0 0.1 0.2 0.2 0.2 . 0.3 0.3 0.3 0.3 0.3 

53 Extend Medicare Coverage & HI Tax to All State 
and Local Government Employees 0 1.6 1.6 1.5 1.5 1.4 1.4 1.3 1.2 1.2 

54' Impose Excise Tax with Respect to Plans 
" F ailing to Satisfy Voluntary Contribution Rules 0 a a a a a a' a a. a 

.55 Provide that Health Benefits Cannot be Provided 
thru a Cafeteria Plan/Flex Spend Arrangements 0 0.5 2.5 3.9 4.8 5.6 6.3 8.2 9.5 10.5 

56 Extendllncrease 25% Deduction for Health 
Insurance Costs of Self·Employed Individuals -0.5 -0.6 -1.2 -1.3 -1.4 -1.5 -1.6 -1.8 '-2.0 -2.0 

57 Limit on Prepayment of Medical Premiums - - - - • - • - - - Negligible Revenue Gain - - - - - • ~ - - ­
58 Non·Profit Health Care OrgnslTaxable Orgns 

Providing Health Ins. & Prepd Health Care Svcs - - ~ • - - •••• Negligible Revenue Effect - •• - - '.. - - • ­
'59 Trmfof Certain'lnsCompanies lJnderSect·633 ".- ., 0 0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 

-- .._. 0·"'-' ,0,60 Grant Tax Exempt Status to State Ins Risk Pools a a o· 0' 0- 0 - 0 0, 
61 Remove $150 Million Bond Cap on Non-Hospital 

501(c)(3) Bonds a a a -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 -0.2 
62 Quafified Long-Term Care Benefits Treated as 

Medical Care; Clarify Tax Treatment of Long-
Term Care Insurance and Services 0 a -0.2 -0.3 -0.2 -0.3 -0.3 ·0.3 -0.4 -0.4 

63 Tax Treatment of Accelerated Death Benerrts 
Under Ufe Insurance Contracts a·. a -0.1 -0.1 .-0.1 -0.1. -0.1 -0.1 -0.1 -0.1 

64 Increase in Reporting Penalties for Nonemployees 0 a a a a a a a a a 

Continued 
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TABLE 2. PRELIMINARY ESTIMATES OF THE FEDERAL BUDGETARY EFFECTS OF SENATOR MITCHEl.L'SPR'OPOSAL ' 
WITH MANDATE IN EFFECT 

(By fiscal year, in billions of donars) 

1995 1996 1997 1998' 1999 2000 2001' 2002 2003 2004' 

65 Post-Retirement Medical/Life Insurance Reserves - - - - - - - - - • Negligible Revenue 'Effect - - - - - - - - - ­
,66 Tax CrediHor Practitioners in Underserved Areas a -0.1 -0.2 -0;2' -0.2 .:0.2 -O~1 a a a' 
67 InCrease Expensing Limit for Certain Med Equip a a a" a a a a a a a 
68 Tax Credit for Cost of Personal AssistanceSvcs 

Required by Employed Individuals 0 a -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 -0.2 

69 DisClosure of Return Information to State Agencies - - -. - - -- _. No Revenue Effect - - - - - - - - - ­
70 ,Impose Premium Tax with Respect to Certain 


High Cost Plans 0 a 0.9 2.2 3.3 6.1 9.5 10.2 11.2 14.7 

71 Limit Exclusion for Employer-Paid Health Benefits 0 0 O· 0' 0 0 0 O· 0 0.9 

72 Indirect Tax Effects of Changes in Tax Treatment 


of Employer & Household Health Ins Spending 0 -0.3 -0.3 -0.7 -1.4 -2.1 -2.6 -11.1 -15.9 -19.0 

r=fOTAl RECEIPT CHANGES 0.2 7.3 15.7 20.2. 24.4 28.3 33:2 29.1 28.6 33.51 

DEFICIT 

MANDATORY CHANGES -2.6 -12.2 -4.7 4.5. 9.0 13.0 6.0 -7.4 -16.5 -26.3 

CUMULATIVE MANDATORY TOTAL -2.& -14.8 -19.5 ·15.0 ' "'~O· 7.0 '13.0 5.& -10.9 .J7.3 

TOTAL CHANGES -0.1 -8,9 -4.3 2.7 . &.7 12.& 5.5 -8.0 -17.3 -27.2 

~ ~ .-~-&.2--- .- :rLr-- --48;311-~--'CUMULATIVE DEFICIT EFFECT -0.1 -9.1 -13.4 ·10.& .J.9 8.7 14.2 

SOURCES: Congressional Budget Office; Joint Committee on Taxation 

NOTES: 

The budgetary treatment of mandatory premium payments is under review. 

The figures in this table include changes in authorizations of appropriations and in Social Security that would not be ,counted for pay-as-you-go scoring under the Budget 
Enforcement Act of 1990. . 

Provisions with no cost have been excluded from this table. 

a. less than $50 million. 



TABLE 3. PRELIMINARY ESTIMATES OF THE STATE & LOCAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL· 
WITHOUT MANDATE IN EFFECT 

(By fiscal year. in billions of. dottars) 

1995 1996 1997 1998 1999 2000: 2001 .2002 2003 2004. 

OUTLAYS 

Medicaid 
Discontinued Coverage of Acute Care 0 0 -17.9 -26.7 -29.8 -33.3 -37.2 -41.4 -45.9 -50.7 

2 State Maintenance-of~Effort Payments 0 0 18.5 26.5 28.7 31.1 33.6 36.3 39.3 42.4 
3 Disproportionate Share and Vulnerable 

Hospital Payments aI 0 0 1.1 -0.8 -0.6 -0.5 -0.1 0.2 0,5 0.8 
4 Increase Asset Disregard to $4000 for Home and 

. Community Based Services II a a .8 a II II a a a 
5 Offset to Medicare Prescription Drug Program 0 0 0 0 -0.5 -1.1 '-1.2 ·1.4 ~1.6 ·1.7 
6 Administrative Savings 0 0 -0.2 -0.4 -0.4 -0.5' . -0.5 -0.6 -0.6'- ~0.7 

. Total - Medicaid a . Ii' .,1,[6.' -j;~ . -;i ..6 f.4~:r. .'. ';~A' . .,.fj:9 ··4ji:'f .~~;~. 

Administrative Expenses 
7 ExPenses Associated with Subsidies 0 0 3.6 5.1 5.5 6.0 6.5 7.1· 7.7 8.3 
8 General Administrative and Start Up Costs 0 0 1.0 1.1 1.1 1.2 1.3 1.4 . 1.5 1.6 
9 Automobile Insurance Coordination 0 0.3 0.1 0.1 O.t 0.1 0.1 0.1 0.1 0.1 

Total - Administrative Expenses' d 0,3 .4:7 :.;'6.3'" 6.7 ····'.·.7:3 ,·•.· .••• <!-;9; ··8:$.; ';"/~:3\: ',<';1Q:{f 

Public Health Initiatives 

10 School Health ClinicS . .0< 0,,1 . 0,3,. 


I. TOTAL ourl.JWCHANGES h_ '--a -. ---=Q.3- - .. _ 6.4. _. . $.1 4.4 3.5 3.1 2.2 1.3 0.31 
----- _" ___--.­·~_w 

RECEIPTS 

11 Revenue Coftected for Subsidy Administration o o 3.6 5: 1 .5.5 6.0 6.5 7.1 7.7 8.3 

[ Total Sla'e Change, • 0.3 ..8 ".0 ·1.1 . -2., -3.. ....: .... 3 
SOURCE: Congressional Budget Office. 

a. The estimate assumes that states will continue to provide some assistance to hospitals serving disproportionately large numbers of uninsured or underinsured people. 
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'TABLE 4.; PRELIMINARYESTIMATES OF THE STATE & LOCAL BUDGETARY EFFECTS OF SENATOR MITCHELL'S PROPOSAL 

'.. 
WITH MANDATE.IN EFFECT .'... " 

(By fiscal year, in billions of dollars) 

1995 1996 1997 1998, 1999 2000 2001 2002 2003 2004 

OUTLAYS 

Medicaid , 
1 Discontinued Coverage of Acute Care 0 0 -17.9 -26.7 -29.8 -33.3 -37,2 -41.4 -45.9 -50.7 

. 2. State Maiotenance-of-Effort Payments 0 0 18.5 26.5 28.7 31 ..1 ' 33.6 36.3 39.3 42.4 
3' Disproportionate Share and Vulnerable 

Hospital Payments aJ 0 0 1.1 -0.8 -0.6 -0.5 -0.1 -5.0 -5.,2 -5.5 
4 Increase Asset Disregard to $4000 for Home and 

Community Based Services a a a a a a a a a a 
5 Offset to Medicare Prescription Drug Program 0 0 0 0 -0.5 -1.1 -1.2 -1.4 -1.6 -1.7 
6 Administrative Savings 0 0 -0.2 -0.4· . -0.4 .0.5 ·-0.5 :0.6 -0.6 -0.7 

Totai - Medicaid a' a :1}'€i:';'; . <A1;4 -2.6, :<~~.3: ···.$:4.···' "1ltl "',,14:0;.< ,', ·t6~2 

Administrative Expenses 
7 Expenses Associated with SUbsidies 0 0' 3.6 5.1 5.5 6.0 .6.5 7:5 6.2 6.9 
8 General Administrative and Start Up Costs 0 0 1.0 1.1 1.1' 1.2. , 1.3 1.4' 1.5 1.6 
9 Automobile Insurance Coordination 0 0.3 0.1 0.1 0.1 0.1 0.1 .0.1 0.1 0.1 

Total· Administrative expenses 0 .0.3 . Mr:;u; '6,.3 . 6;7 :7~3: ,/ \:t;~;V'" ...•...,•. :9;0; . 9~6,};:,:.10..6 

Public Health Initiatives 

10 School Health Clinics 0 0,1 .' .' ·9;1( ··:i ,:,:.::Q;2,: 0.3 "..... :".1;),5" 


C TOTAL OUTLAY CHANGES-- a 0.3 . 6.4 5.1 4.4 . 3.5 3.1 -2.6 -3.9 . -5.41 

RECEIPTS 

1.1 Revenue Collected for Subsidy Administration o o 3.6 5.1 5.5 6.0 6.5 7.5 8.2 8.9 

Total State Changes a 0.3 2.8, -0.0 -1.1 '-2.5 -3.4 ~10.1 -12.1 -14.3 

SOURCE: Congressional Budget Office. 

a. The estimate assumes that states will continue to provide some assistance to hospitals serving disproportionately large numbers of uninsured or underinsured people. 
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""Table 5.' Health In'su'rance Coverage 
(By calerldar,yeat.in millicms of pe0l'le) 

: ~ '. 
1997 1998 1999 ~ 2000 2001 2002 2003 2004 

Baseline i, 

Insured 
>. 

224 226 ~8 229 230 232 233 234 
Uninsured 40 40, ...!Q ~ 42 43 43 44 

Total 264 266 268 270 272 274 276 278 

,IUninsured as Percentage of Total 15 15 15 15 15 16 16 16 
I 

I 
Senator Mitchell's Proposal-Without Mandate in Effect, , 

, , 

Insured· 250 253 255 257 259 261 262 264 
Uninsured -.ll ,13 -.ll -H -H ..ll 14 14 

total 264 266 268 270 272 274 276 278 

Uninsured as Percentage ofTotal 5 5 5 5 5 5 5 5 

Senator Mitchell's Proposal-With Mandate in Effect 

Insured. 250 253 255 257 259 274 276 278 
Uninsured ~ -ll -ll ..ll ..ll --.J! --.J! J 

Total 264 266 268 270 272 274 276 278 

Uninsured as Percentage of Total 5 5 5 5 5 0 0 0 

SOURCE: Congressional Budget Office. 

a. Includes people eligible for coverage under the enrollment olllreach provisions of the propOsal. 

http:calerldar,yeat.in

