CONGRESSIONAL BUDGET OFFICE Douglas W. ElImendorf, Director

U.S. Congress
Washington, DC 20515

July 2, 2009

Honorable Edward M. Kennedy

Chairman

Committee on Health, Education,
Labor, and Pensions

United States Senate

Washington, DC 20510

Dear Mr. Chairman:

The Congressional Budget Office (CBO) and the staff of the Joint
Committee on Taxation (JCT) have completed a preliminary analysis of the
provisions of title I of draft legislation called the Affordable Health Choices

Act, which has been posted on the Web site of the Senate Committee on
Health, Education, Labor, and Pensions (labeled BAIO9F54.xml).

Much of title I addresses health insurance coverage. Among other things,
that title would: require all legal residents to have insurance; establish
insurance exchanges (called “gateways”) through which individuals and
families could purchase coverage; set certain minimum requirements
regarding the availability, pricing, and actuarial value of policies; and
provide federal subsidies to substantially reduce the cost of coverage for
some enrollees. (Attachment 1 summarizes the major provisions of title |
dealing with health insurance coverage.) Title I also includes provisions
that, among other things, would establish a reinsurance program for early
retirees and improve access to and availability of community living
assistance services and supports.

The attached tables summarize CBO’s preliminary assessment of the
effects of title I on federal revenues and direct spending and its likely
impact on health insurance coverage. According to that assessment,
enacting those provisions would result in a net increase in federal budget
deficits of $597 billion over the 2010-2019 period—reflecting net costs of
$645 billion for the coverage provisions, which would be partially offset by
net savings of $48 billion from other provisions of title I. (CBO has also
estimated the budgetary impact of provisions in titles III and VI of an
earlier draft of the legislation, which would add another $14 billion to the
net cost of the proposal.)
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Once the legislation was fully implemented, CBO and JCT staff estimate,
about 20 million fewer people would be uninsured compared with
projections under current law. About 26 million individuals would obtain
coverage through the new insurance exchanges, and about 6 million fewer
people would purchase nongroup coverage outside the exchanges. In the
aggregate, the number of people obtaining coverage through an employer
would change very little.

The draft legislation does not include a significant expansion of the
Medicaid program or other options for subsidizing coverage for those with
income below 150 percent of the federal poverty level (FPL); such
provisions may be incorporated at a later date. By CBO’s estimate, about
three-quarters of the people who would remain uninsured under this version
of the legislation would have income below 150 percent of the FPL.

The figures presented in this letter do not represent a formal or complete
cost estimate for the draft legislation. This estimate reflects the major
provisions of the legislation but CBO has not yet completed an analysis of
all of its effects. Specifically, the agency has not yet estimated the
administrative costs to the federal government of implementing the
specified policies or the costs of establishing and operating the new
insurance exchanges, nor has it taken into account all of the proposal’s
likely effects on spending for other federal programs or their potential
effects on revenues from corporate taxes.

The estimated cost of this draft of the legislation is roughly $400 billion
less over 10 years than the cost CBO estimated for an earlier version of the
proposal (in CBO’s letter dated June 15, 2009). A number of changes in the
legislation account for that difference. First, the subsidies available in the
insurance exchanges would be less extensive; there would now be no
premium subsidies for individuals and families with income above

400 percent of the federal poverty level, and subsidies for people below that
level would be smaller. Second, a penalty (labeled an “equity assessment”)
was added for employers that do not offer insurance coverage to their
workers and contribute a specified share of the premium. Third, the new
draft substantially limits the opportunity for employees with an offer of
health insurance from their employer to receive subsidies in the insurance
exchange because their employer’s offer was deemed unaffordable.
Collectively, those changes contributed to a substantially lower estimate of
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the number of people who would purchase coverage through the insurance
exchanges (and a corresponding reduction in federal subsidy payments) and
led to a much smaller estimated impact on the amount of coverage provided
through employment-based plans. The new draft also includes provisions
regarding a “public plan,” but those provisions did not have a substantial
effect on the cost or enrollment projections, largely because the public plan
would pay providers of health care at rates comparable to privately
negotiated rates—and thus was not projected to have premiums lower than
those charged by private insurance plans in the exchanges.

I hope this preliminary analysis is helpful for the committee’s consideration
of the Affordable Health Choices Act. If you have any questions, please
contact me or CBO’s primary staff contacts for this analysis, Philip Ellis
and Holly Harvey.

Sincerely,

Douglas W. Elmendorf
Director

cc: Honorable Michael B. Enzi
Ranking Member



ATTACHMENT 1

A Preliminary Analysis of the HELP CommitteeOs
Health Insurance Coverage Provisions

Congressional Budgetffice
July 2, 2009

The Congressional Bget Office (CBO) and thstaff of the JointComnittee on Taxation(JCT)
have completed a preliminary analysis of draft legislationregardinghedth insurancecoverage
thatis postedon the Web site of the Senae Comrittee on Health,EducationLabor,and
Pensions, and summarized below. The attacheestatasent the main results of that analysis
butdo notrepresenaformal or conplete cost estimate, for the following reasons:

I Some effects of the proposal have not yet been fully captured in our analysis. Specifically,
we have noyet egimatedthe adnmistrative coss to the federal governent of implemerting
the specified policies or the costs sfablishing and operating the new insnce exchanges
(described frther below) nor havewe taken into account all of the propd3allikeleffeds
on spendindor other fe@ral prograns or their pantial effects on revenué®m corporate
taxes.

I The budgetary information shown in the attached table reflects many of the major cash flows
that would affect the federal budget as a result of implementing the specified policies and
providesour preliminary assessment of the propoa® net effectson the fedeal budget
deficit. Sone cash flowswvould apperin thebudget but would net to zero and not the affect
the deficit; CBO has not yet estimated all of those cash flows. In particular, flows related to
the rik adjugment proces would be reflected asevenuegcollected frominsurerswith
relativelylow-risk errolleeg and outhys (paid toinsurers withrelatively high-risk enroéies)
of roughly equal magnitudeN but that magnitude has not yet been estimated.

The key specifications upon which our analysis was based are as follows:

I Nearl all of the propos#Ds ke provisions would beome operative in a state when an
insurance exchange (called a QjatewayQ is established there to provide a new mechanism
through which its residesitould obtai coverageSuch exchages waild probablystart
offering hedh insurancen sore states in 2012, anexchangewould have ¢ be operational
in all gatesby 2014 (the federal goverrent would $ep in to etblish exchanges ary
statesthat had notlone so).

I Theproposawould requireall legal residents to have insurance. In general, the Internal
Revenue Service (IRS) wouldangea penaltyto uninsuredpeople butall individuals
with incone below 150 percent of the fedepvertylevel (FPL) would be exempt from
the penalty.For others the penaltywould be set at 50 perceat the unsubsidized
premium of a qualifying health plan that providedthelowestlevel of coveragen the
insurance exchange (see below).



New health insurance policies sold in the individual and group insurance markets would
be subject to several requirements regarding their availability andpricing. Insurerswould
berequiredto issuecoveragdo all apdicantsandcouldnotlimit coverageor
preexistingmedical conditions.In addition,premums for a given f@n could not vary
becaus®f enrollees@ealth andcoud vary by their age to only alimited degree (under a
systemknown as adjusted community ratingpliciesthatwereestablishedbefore
enactment and that are maintained continuously would be Ograndfathered,@aming that
theywould not haveto meet those requirements.

There would be no change frazurrent law rgarding Medicaid or the ChildrenOs Health
Insurance PrograifCHIP).

Insurance policies covering raged benefitsthataresoldthroughthe exchangevould
have ninimumactuarial values set at thregecifiedlevels:93 percent (for the highest
tier), 84 percent (for the imidletier), and 76 percent(for the lowest tier). (A planOs
actuarial value reflects the share of costxtmeredserviceghatis paidby theplan.).
The Secretaryof HealthandHuman Servicesvould haveto establisirequirenentsfor
coveredbenefitsthatareequalin scopeto the benefits typically covered by employment-
based insurance plandaRs offered through the exchange would be allowed to offer
addedcoverageor extrabenefitsfor an additional (unsubsidized) pram.

Thesubsidiesavailablethroughthe exchangesvould betied to theaverageof thethree
lowest premium bids submitted by insurersin eachareaof the countryfor eachtier of
coveragethe OreferenckidQ. For peoplewith income betweerl 50and200 percentof
the FPL, the subsidiesvould applyto thatreference bid for the highest-tier plans; for
peoplewith income betweer200and300 percen of the FPL, the subsidies would apply
to that reference bid for theidule-tier pans;andfor peoplewith income betweer300
and 400 percent of thePE, the subsidies wuld applyto thatreferencebid for the
lowest-tier plans.

The subsidies would cap premiums as a share of inconme on a sliding scale starting at 1
percent for those with incogrequal to 15@ercentof the FPL, risingto 12.5perceniof
income at 400 percent of the FPL. After 201Bpseincome capswould beindexedto
medical priceinflation, sothatindividualswould (on average)pay a higher portion of
their income for exchange premiums over time. Individuals and families with incomes
below 150 percent of the FPL or above 400 @etrof the FPL would not be eligiblerf
those subsidies. (The proposal envisithrag Medicaid would be expanded to cover
individuals and families with income below 150 percent of the FPL, but the draft
legidation does not include provisions to accomplish that goal.)

Exchange credits would be determined on the basis of adjusted gross inaefor the
current year, with prescreening based on pyaar-income. Participantswould haveto
provideinformationfrom their prior yearOtax return during the fall enrollment period

for coveragaluringthe nextcalendaryear(for example tax returndataonincome in
2011would be providedwhenapplyingin thefall of 2012 for subsidies to be received in
2013). The exchange would be given authoritgaeethe IRS verify this informationfor



In al cases, income eligibility would be re-verified based on the cent year@ tax return
(for exanple, the one filed in April 2014 pertingincome for 2013),subjectto a Osa#
harbor.O For filers whose current ineduorns out to be less that 400 percent of the
FPLNbut who receivedoo largea subsidyNthe Osafe harbor® would limit theoant
thattheywould haveto repayto $250for singlefilers and$400for joint filers (and for
thosefiling asthe headof household)For filers whose current incoaturns out to
exceed400percen of the FPL, however, no s&fe harborwould applyNthey would have
to repayanysubsidiegsheyhadreceived.

Theproposaincludesa OpubliglanGhatwould be offered in the exchanges. The plan
would be established nationwide by the Secyeta contracts wittocal entities (which
could include non-profit insurers) to administer the plan; payment rates would be
negotiated by the Secretary. The public plauld offer the samtiers of benefits as
otherplansoperatingn theexchangeandits premum would vary from areato areato
reflect the local costs of providingthosebenefits.

Firms with more than 25 workers would fbject to a Qolay-or-payOrequirement. If a
firm did not offer qualified health insurancedscontributeatleast60 percentowardthe
premium, it would have to pay an annual penalty (labeled an Gequity assessmentQ) that is
initially equal to $750 per full-tira workerand $375 per part-time worker. Those dollar
amounts would be indexed to medical price inflation after 2013.

In generaljndividualswith anoffer of employer-sponsorethsurancevould notbe
eligible for exchangesubsidiesinderthe proposal. However, employees with an offer
from an employer that was deemed unaffordable could get those subsidies. The proposal
would define an epioyerOs offer of coveragsunaffordablef the portionof worker-
paid premiums exceeded 12.5 percent of the workerOsdjusted gross income in 2013 (a
cap that would grow over tienat the rate of edical price inflation).

The governrant would provide subsidies tnall employers whose workers have low
average wagp, who offer health befits to those workers, and whamntributeat least60
percent of the premium. The amountof the subsidywould vary with the size of the firm
(up to a linit of 50 workers), and firm thaet contribute larger amounts toward their
workers@nsurancevould receivelargersubsdies (up to alimit of $1,800 per worker for
single coverage at firms with fewer than 10 enployees who do not require any worker
contributiontowardhealthinsurancepreniums). The credit would be available
indefinitely, butfirmswould be allowed to take the creditonly three out of every four
years.
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