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THE COMPREHENSIVE CONGRESSIONAL HEALTH REFORM
BILLS OF 2009: A LOOK AT HEALTH INSURANCE,
DELIVERY SYSTEM, AND FINANCING PROVISIONS

INTRODUCTION

This year, policymakers in Washington have risen to the challenge posed by the faltering
U.S. health care system and placed reform at the top of the nation’s agenda. The five
committees with jurisdiction over health care in the U.S. Senate and House of
Representatives have now voted to pass major reform bills. In the House, jurisdiction is
shared among three committees—Ways and Means, Education and Labor, and Energy
and Commerce. All three committees worked in concert to pass similar bills by July 31,
2009, and on November 7, the House passed the Affordable Health Care for America
Act, H.R. 3962. In the Senate, the Health, Education, Labor, and Pensions (HELP)
Committee passed its bill in July and the Finance Committee passed its bill on October
13. On November 18, Majority Leader Harry Reid (D-NV) introduced the blended Senate
bill, the Patient Protection and Affordable Care Act, H.R. 3590. The Senate approved a
motion to proceed to the bill on November 21st.

This report provides an overview of the key provisions of the Senate and House
bills that are critical to achieving a high performance health system, as well as more
detailed descriptions of these provisions in Appendix A and Appendix B. It also discusses
estimates prepared by the Congressional Budget Office and the Joint Committee on
Taxation of the number of people potentially covered under the bills and the projected
effect on the federal budget. Accompanying Commonwealth Fund reports analyze the
coverage and affordability provisions, as well as the delivery system reform provisions,
of the House and Senate bills in more depth.*

THE GOALS OF HEALTH CARE REFORM

President Obama has stressed three major goals of health reform: 1) ensuring stability
and security of health insurance coverage for those who have it; 2) providing insurance
for those who do not; and 3) slowing the rise in health care costs for employers, families,
and government.? The Obama administration’s aim is to pursue an integrated, systems-
based approach to reform that will propel American health care to higher levels of
performance. Largely because of the economic downturn and the economic stimulus
package passed in early 2009, the administration was committed to enacting health
reform that was “deficit-neutral”’—that is, reform that would not add to the size of the
federal budget deficit—and vowed to veto any legislation that was not so>* Creating
deficit-neutral legislation to reform the U.S. health system has been a guiding principle
for the two congressional committees with the authority to raise revenue: the House
Ways and Means Committee and the Senate Finance Committee (see sidebar).
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Congressional Jurisdiction for Health Care Legislation

While the task of passing comprehensive reform legislation is shared among five
committees of jurisdiction in the United States Congress, the responsibility for identifying
sources of funding, or “offsets,” for reform lies with the two committees with the authority
to raise revenue: the House Ways and Means Committee and the Senate Finance
Committee. The jurisdiction of the key health committees is as follows:

Senate Finance Committee

The Senate Finance Committee’s jurisdiction is defined by subject matter, ranging from
taxes to health programs, under the Social Security Act. The Subcommittee on Health
oversees matters relating to Medicare and Medicaid, which are entitlement programs
established by the Social Security Act. The Finance Committee has authority to make
substantive changes to these programs, including changing the populations that are
eligible for coverage under these programs and changing the way providers are reimbursed.
The committee can raise revenue through taxation to pay for such changes.

Senate Health, Education, Labor, and Pensions (HELP) Committee

The Senate HELP Committee’s jurisdiction includes a wide range of subjects, including
health, public welfare, occupational health and safety, and public health. The committee
oversees legislation relating to these matters but does not have authority over programs
like Medicare and Medicaid nor does it have the authority to raise revenue.

House Energy and Commerce Committee

The Energy and Commerce Committee is the oldest legislative standing committee in
the U.S. House of Representatives. It has served as the principal guide for the House in
matters relating to the promotion of commerce and to the public’s health and
marketplace interests. In particular, the Energy and Commerce Committee has
jurisdiction over health and certain health facilities, biomedical research and development,
and public health and quarantine. The Subcommittee on Health oversees many of these
issues and health protection in general, including Medicaid and national health
insurance, food and drugs, and drug abuse.

House Ways and Means Committee

The House Ways and Means Committee has jurisdiction over taxes, the authority of the
federal government to borrow money, trade and tariff legislation, and national social
security programs, specifically Medicare. The Subcommittee on Health has jurisdiction
over programs providing payments for health care, health delivery systems, or health
research. More specifically, the jurisdiction of the subcommittee includes bills and
matters that relate to the health care programs of the Social Security Act and, concurrent
with the full committee, tax credit and deduction provisions of the Internal Revenue Code
that deal with health insurance premiums and health care costs.

House Education and Labor Committee

The House Education and Labor Committee has jurisdiction over federal programs and
initiatives dealing with education at all levels, and over workforce initiatives aimed at
strengthening health care, job training, and retirement security for workers. The
Subcommittee on Health, Employment, Labor, and Pensions oversees employment-
related retirement security, including pension, health, and other employee benefits. The
Education and Labor Committee does not have authority over the Medicare and
Medicaid programs, nor does it have the authority to raise revenue.
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The president has stressed the urgent need for action. In September, the Census
Bureau reported that 46.3 million people lacked health insurance in 2008, an increase of
8 million people since 2000.> While the uninsured rate for children reached its lowest
point since 1987—a direct result of expansions in Medicaid and the Children’s Health
Insurance Program (CHIP)—the number of working-age adults without insurance has
climbed steadily in the last decade. In addition, The Commonwealth Fund estimates that
in 2007, 25 million insured working-age adults had such high out-of-pocket costs relative
to income that they could be considered underinsured—an increase of 9 million adults
since 2003.° Both these trends have had serious financial and health consequences for
U.S. families. An estimated 72 million adults under age 65, both with and without health
insurance, reported problems paying their medical bills in 2007. Eighty million adults
reported a time that they did not get needed health care because of costs.” The relentless
growth in health care costs, combined with the severe downturn in the economy, has
deepened the health insurance crisis facing families across the country, with little future.
relief. If current cost trends continue, the average family premium for employer plans is
expected to nearly double by 2020.%

Despite devoting more resources to its health system than other industrialized
countries, there is substantial evidence that the United States is not reaping the kind of
value expected with such an investment and is failing to keep pace with the gains in
health outcomes achieved by other countries. For example, the U.S. is now in last place,
behind 18 other nations, on “mortality amenable to health care” before age 75—deaths
that are potentially preventable with timely, effective health care or with early efforts to
screen and prevent the onset of disease.® The gap between the U.S. and the countries with
the lowest mortality rates is equivalent to 100,000 premature, potentially preventable
deaths each year. In addition, U.S. adults are far more likely than adults in other
industrialized countries to experience a medical error resulting from a delay in hearing
about a diagnostic test, to receive duplicative care or have a gap in the coordination of their
care, and to lack rapid access to primary care or care after business hours.*

OVERALL APPROACH OF THE CONGRESSIONAL HEALTH REFORM BILLS

Health Insurance Reforms

The bills passed by the House and under consideration by the Senate aim to provide near-
universal health coverage by building on the strongest aspects of the current insurance
system—Ilarge-employer insurance, Medicaid, and CHIP. At the same time, they would
reorganize and regulate the weakest parts of the system—the individual and small-group
insurance markets, where so many people and small businesses are hurt by high
premiums, high administrative costs, underwriting, and a lack of transparency regarding
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the content of benefit packages (Figure 1 and Table 1). This common framework, based
on our mixed private—public system of financing, represents a multifaceted strategy for
ensuring affordable health insurance coverage, improving quality of care, and slowing

growth in health care costs.

Figure 1. Insurance Reform Proposals as of December 2009

Senate (H.R. 3590)
11/18/09

House of Representatives (H.R. 3962)
11/7/09

Insurance market regulations

Gl, adjusted CR 3:1; in 2010: report medical loss ratio;
uninsured eligible for high risk pools; no annual or
lifetime limits or rescissions, dependent coverage

to 26

Gl, adjusted CR 2:1; in 2010: meet 85% medical loss
ratio; uninsured eligible for high-risk pools, no annual
or lifetime limits or rescissions, dependent coverage
to 27

Individual mandate

Penalty: $750/year per adult in household phased in at
$95 in 2014, $350 in 2015, $750 in 2016; exempts
premiums >8% of income

Penalty: 2.5% of the difference between MAGI and the
tax filing threshold up to the average national
premium of the “basic” benefit package

Exchange

Regional, state, or substate

National or state

Plans offered

Private, public, and co-op

Private, public, and co-op

Eligibility for exchange

Individuals and small businesses 50-100, 100 by
2015, 100+ at state option

Individuals and small businesses <25 in 2013; <50 by
2014; <100 by 2015: 100+ after 2015

Minimum benefit standard, tiers

Essential health benefits 60%—90% actuarial value,
Four tiers; catastrophic policy for young adults <30
and those exempt from individual mandate

Essential health benefits 70%—-95% actuarial value,
four tiers

Premium/cost-sharing assistance

Sliding scale 2%—-9.8% of income up to 300% FPL/ flat
cap at 9.8% 300%—-400% FPL; cost-sharing subsidies
for 100%—200% FPL

Sliding scale 1.5%—-12% of income up to 400% FPL;
cost-sharing credits 133%—-350% FPL

Medicaid/CHIP expansion

Up to 133% FPL

Up to 150% FPL

Shared responsibility/

Firms >50 FTEs pay uncovered worker fee of $750;
small employer tax credit; young adults can stay on

Play or pay; firms >$500,000 payroll 72.5% + prem.
contribution for indiv./65% + for families; sliding scale

phased-in from 2% to 8% of payroll at $750,000; small
employer tax credit; young adults can stay on parent's
health plan to age 27

Employer pay-or-play parent’s health plan to age 26

COMMONWEALTH
FUND

Note: Gl = guaranteed issue; CR = community rating.
Source: Commonwealth Fund analysis of proposals.

Insurance Market Regulation

Both bills would establish new federal rules that require all insurance carriers selling
policies in all markets to accept every individual and employer that applied for coverage
(known as guaranteed issue) and prevent carriers from setting premiums based on health
status. Premiums could reflect age (with a maximum rate variance between age bands of
2:1 in the House and 3:1 in the Senate bill) and family structure. The House bill would
require qualified health benefits plans to meet a medical-loss ratio standard. The Senate
bill would require carriers to report medical-loss ratios and, from 2010 to 2013, refund
enrollees for non-claims costs that exceed 20 percent in the group market and 25 percent
in the individual market. After 2013, the bill would only require insurers to report their
loss ratios.



Insurance Market Exchange

Both bills would create a new health insurance exchange—an organized marketplace,
managed and regulated by the government, where eligible individuals and businesses
could choose from among private or public health plans that meet the requirements of
participation set by the exchange.! Participants in the exchange would be eligible,
according to a sliding scale based on income, for subsidies to offset the cost of plan
premiums. A minimum standard benefit package, with varying levels of cost-sharing,
would set a floor for plans offered through the exchange. Cost-sharing subsidies in the
House and Senate bills would lower out-of-pocket costs for lower-income families.

Initially, the exchange would be open to small businesses and to individuals
without access to employer coverage, although the phasing schedule and size of firms
that would be eligible differ somewhat between the House and Senate versions. The
House bill calls for federal operation of the exchange, with an option for states to create
an exchange, subject to strong federal guidelines. The Senate bill call for states or regions
to create and operate exchanges within federal guidelines.

Choice of plan. Both the House and Senate bills would include a public plan
(“public option”) in the exchange, in addition to private plans, although states would be
permitted to opt out of the public plan option in the Senate bill. Both bills would allow
for new nonprofit, private insurance cooperatives. The House bill would direct the
secretary of health and human services (HHS) to negotiate provider payment rates within
a range between Medicare and commercial rates. The secretary could use innovative
payment methods in the public plan, including: incentives for providers to establish
medical homes for their patients; accountable care organizations that are responsible for
patient outcomes and the costs of care; value-based purchasing; bundling of payments;
differential payment rates; and performance-based payment.

Essential benefits. An essential standard benefit package with cost-sharing tiers
would set a floor for plans offered through the exchange. Benefits would be
comprehensive, including hospital, physician, and preventive care, prescription drugs,
and pediatric dental and vision services, among others. Determination of the exact benefit
package would be delegated to executive branch officials. While keeping the benefit
package constant, plans would be offered in four tiers, each varying by their actuarial
value, or the average share of medical expenses covered. Cost-sharing would
be greater for lower-tier plans, which would therefore have lower actuarial values. The
House bill specifies four tiers, with actuarial values ranging from .70 to .95, meaning that



the plans would cover 70 to 95 percent of expected costs. In the Senate bill, actuarial
values are .60 to .90.

Financial assistance for people with low to moderate incomes. Subsidies
would be available on a sliding scale to offset the premium costs of plans purchased
through the exchange. The House bill stipulates no premiums for plan enrollees living
below 133 percent of the federal poverty level. Above that income level, premium
contributions would be capped at no more than 1.5 percent of income for those living at
133 percent of poverty to no more than 12 percent of income for those at 400 percent of
poverty. The Senate bill requires families above the poverty level to contribute no more
than 2 percent of income, a share that increases to no more than 9.8 percent of income for
those at three to four times the poverty level.

In addition to premium subsidies, both bills would provide lower-income families
who obtain coverage through the exchange with cost-sharing credits that would
effectively raise the actuarial value of the lowest-tier plans. In the House bill, cost-
sharing credits would be available to those earning between 133 percent and 350 percent
of poverty. The Senate bill would provide cost-sharing credits for people earning between
100 percent and 200 percent of poverty and would lower out-of-pocket maximums for
those earning up to 400 percent of poverty.

Medicaid Expansion

Coverage under Medicaid would be expanded up to 150 percent of the federal poverty
level (about $30,000 for a family of four) under the House bill. The Senate bill would
raise eligibility to 133 percent of poverty.

The House bill provides 100 percent federal financing of Medicaid expansions
through 2014, then 91 percent financing beginning in 2015. The Senate bill provides 100
percent federal financing of Medicaid expansions in 2014 to 2016. In 2017, states will
share in the cost of expanded coverage.

Individual Responsibility

Americans would be required to have health insurance coverage. The House bill has a
higher penalty for failure to meet this shared responsibility than the Senate bill. Under the
House bill, adults who do not obtain insurance would pay 2.5 percent of the difference
between their modified adjusted gross income (modified to include tax-exempt interest
and certain other sources of income) and their the tax-filing threshold, up to the cost of
the average national premium for the “basic” benefit plan. The Senate bill begins with a



$95-per-year contribution in 2014, phasing up to $750 in 2016. Hardship exemptions
are provided in the Senate bill for those individuals for whom the premium would exceed
8 percent of income. There are unspecified exceptions for financial hardship in the
House bill.

Employer Shared Responsibility

Under the House bill, large employers would be required to either offer health insurance
coverage that meets standards or contribute a specified share of the cost of their
employees’ insurance. The Senate bill requires employers to contribute to the cost of
coverage of uninsured workers who receive premium subsidies through the exchange.
Specifically, the House bill would require employers to: 1) offer coverage to their
employees and contribute at least 72.5 percent of the premium cost for single coverage
and 65 percent of the premium cost for family coverage of the lowest-cost plan that meets
the bill’s qualified health benefits plan requirements; or 2) pay 8 percent of payroll into a
health insurance exchange trust fund. The House bill requires employers (and all other
health plans) to include dependents up to age 27.

The Senate bill requires firms with 50 or more full-time employees who do not
offer coverage to pay $750 per employee to a trust fund if at least one employee obtains
subsidized coverage through the exchange. If firms with 50 or more full-time employees
offer coverage that is deemed unaffordable or does not meet the minimum benefit
standard, they must pay the lesser of $3,000 for each full-time worker receiving a tax
credit or $750 for each worker. There are also per-worker penalties for firms that impose
waiting periods. Employers with more than 200 employees must automatically enroll new
full-time employees in coverage. The bill also requires employers to include dependents
up to age 26.

Small businesses. Very small businesses are exempt from these requirements and
some are eligible for assistance with paying for workers’ coverage. The House bill
exempts small businesses with payrolls of less than $500,000, with contributions phasing
up gradually to 8 percent for those firms with payrolls above $750,000. As noted above,
the Senate bill exempts firms with fewer than 50 employees from any obligations to
provide or contribute to coverage.

In addition, the House bill provides a tax credit equal to 50 percent of the
premium contribution paid by small low-wage firms that are in compliance with the
requirement to offer health insurance for up to two years. The Senate bill provides limited
subsidies in the start-up years of 2011 to 2013 for firms that contribute at least 50 percent



of their employees’ premiums, and then provides tax credits up to 50 percent of the
employer premium contribution for small, low-wage employers for up to two years.
Small nonprofit organizations are also eligible for employer premium contribution
subsidies of 35 percent.

Impact on Coverage

In the absence of health reform, the Congressional Budget Office estimates that the
number of uninsured Americans will rise to 54 million by 2019 (Figure 2). Under the
House bill, the number of people without coverage is projected to decline by 36 million
people in 2019. When unauthorized immigrants, who are not eligible for coverage under
the bill’s provisions, are excluded from the analysis, the proposal would cover 96 percent
of uninsured legal residents under age 65. Under the Senate bill, the number of people
uninsured is projected to decline by 30 million people, or about 94 percent of legal
residents.

Figure 2. Trend in the Number of Uninsured Nonelderly, 2012-2019
Under Current Law and Senate and House Bills

Millions
80 7 —e—Current law
——House (H.R. 3962)
Senate (H.R. 3590)
51
40 A
35
28 24
23 23 23
20 26 23 . - . - a
17 18 18 18 18
O T T T T T T T 1

2012 2013 2014 2015 2016 2017 2018 2019

Note: The uninsured includes unauthorized immigrants. With unauthorized immigrants excluded from the calculation,
nearly 94% and 96% of legal nonelderly residents are projected to have insurance under the Senate and House
proposals, respectively.

Data: Estimates by The Congressional Budget Office.
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Health System Reforms
Both the House and the Senate bills propose reforms aimed at improving health outcomes
and quality of care, increasing efficiency in the delivery and administration of care, and
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slowing the growth in total health care costs (Figure 3 and Table 2). The House and
Senate provisions have more similarities than differences. The bills include key
provisions for: investing in primary care; increasing funding for prevention and wellness
programs; launching rapid-cycle pilots of innovative methods for paying providers,
including medical homes, accountable care organizations, and bundled hospital
payments; containing costs; and fostering quality improvement.

Figure 3. System Improvement Provisions of
National Health Reform Proposals, 2009

Senate (H.R. 3590)
11/18/09

House of Representatives (H.R. 3962)
11/7/09

Exchange standards and plans

State or regional exchanges; private and co-op plans
offered; public plan with state opt-out; essential health
benefits 60%—-90% actuarial value, four tiers plus
young adults policy; insurers must report medical loss
ratio

National or state exchanges; private, public or co-op
plans offered; essential health benefits 70%-95%
actuarial value, four tiers; insurers must meet specified
medical loss ratio

Primary care

10% Medicare bonus payments for PCPs and general
surgeons practicing in shortage areas for 5 years;
half of the cost would be offset through an across-the-
board reduction in all other services

Increase Medicare payments for PCPs by 5%; bring
Medicaid PCPs up to Medicare level

Prevention and wellness

Provide annual wellness visit including health risk
assessment for Medicare beneficiaries; Create a
National Prevention, Health Promotion and Public
Health Council to establish a national prevention and
health promotion strategy; establish a Prevention and
Public Health Investment Fund; remove cost-sharing
for proven preventive services, grants to support
employer wellness programs

Develop a national prevention and wellness strategy;
establish a Prevention and Wellness Trust Fund;
remove cost-sharing for proven preventive services;
grants to support employer wellness programs

Innovative payment pilots: medical

bundled hospital and post-acute care

homes, accountable care organizations,

Allow Medicaid beneficiaries to designate medical
home; ACOs to share savings in Medicare; CMS
Innovations Center

Adopt medical homes, ACOs, and bundled payments
on large scale if pilot programs prove successful;
Center for Payment Innovation

Productivity improvements

Modify market-basket updates to account for
productivity improvements

Modify market basket updates to account for
productivity improvements

Comparative effectiveness

Create Patient-Centered Outcomes Research Institute

Establish Center for Comparative Effectiveness
Research within AHRQ

Quality improvement

Direct HHS to develop national quality strategy, public
reporting; establish an interagency working group to
coordinate federal activities

Establish the Center for Quality Improvement to
identify, develop, evaluate, disseminate, and
implement best practices; develop national priorities
for performance improvement and quality measures

Source: Commonwealth Fund analysis of health reform proposals.

THE
COMMONWEALTH
FUND

Primary Care

The House bill provides for a 5 percent increase in fees for primary care services, and a

10 percent increase in areas with shortages. The Senate bill calls for a 10 percent increase
in primary care fees, as well as for general surgeons practicing in areas with shortages. In
addition, both bills promote reform in graduate medical education to expand and improve
training opportunities in primary care.

Prevention and Wellness

The House and Senate bills provide for coverage of preventive services that have been
proven effective, without cost-sharing requirements for Medicare beneficiaries and for
people under age 65 who are in private plans, and provide grants to support small and



mid-size employer wellness programs. In addition, the bills establish a fund (called the
Prevention and Wellness Trust Fund in the House bill and the Prevention and Public
Health Investment Fund in the Senate bill) to provide funding for community-based
prevention programs, childhood obesity programs, and other similar public health
programs. Finally, the bills create a task force on clinical preventive services and
community preventive services to develop, update, and disseminate evidence-based
recommendations for prevention services. The Senate bill creates a new annual wellness
visit, including a health risk assessment and personalized prevention plan, for Medicare
beneficiaries. Both bills call for a national strategy to improve prevention and public
health. Under the Senate bill, this strategy would be developed by a newly created
National Prevention, Health Promotion, and Public Health Council.

Innovative Payment Pilots

Both the House and Senate bills call for the creation of a center on payment innovation
within the Centers for Medicare and Medicaid Services to test new methods of payment
for medical homes, accountable care organizations, and bundled hospital and post-acute
care. The secretary of health and human services has broad authority to spread successful
payment methods in Medicare and, in the House bill, to incorporate these methods in a
new public health insurance plan.

Productivity Improvements

In response to a hospital industry agreement, both the House and Senate bills slow the
update in payment rates for all providers, other than physicians, by 1 percentage point per
year to account for productivity improvements.

Cost Containment and Budget Savings

The House bill calls for negotiating pharmaceutical prices and requires a review of health
insurance plans in the exchange whose premiums increase faster than 150 percent of
medical inflation. Similarly, the Senate bill requires the secretary of health and human
services and the states to establish a process to review premium increases annually. Both
the House and Senate bills reduce the current overpayment of Medicare private plans,
although the methods differ. As the number of people without coverage declines,
reductions are made in Medicare and Medicaid disproportionate share hospital payments
to those hospitals serving low-income and uninsured patients. The Senate bill creates an
independent Medicare Advisory Board to identify areas of savings to meet an expenditure
target, as well as a process for rapid approval by Congress or substitution of an
alternative that achieves the same objective.
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Quality Improvement

The House bill establishes a Center for Quality Improvement and the Senate bill directs the
secretary of health and human services to develop a national quality strategy. In addition,
the Senate bill requires the president to convene an interagency working group to coordinate
and streamline federal quality activities. Both bills include processes for developing
standard quality measures to facilitate performance improvement and enhance data collection.

Impact on the Federal Budget

The cost-containment and budget-savings provisions are estimated to generate $491
billion in savings between 2010 and 2019 in the Senate bill and $456 billion in the House
bill (Figure 4). Most of these savings come from the productivity improvement changes
to provider updates, from the reduction in disproportionate share hospital payments, and
from leveling the playing field between Medicare private plans and the Medicare fee-for-
service program. In the Senate bill, a portion of the system savings will be used to
finance the cost of a one-year change to the Medicare physician fee update formula, at
$11 billion. The House bill does not address this; instead, a companion bill passed by the
House on November 19 (H.R. 3961) would replace the current methodology and prevent
the cuts to physician fees expected under current law.

Figure 4. Senate and House Payment and System Reform Savings,
2010-2019
Dollars in billions
CBO estimate of CBO estimate of
Senate bill (H.R. 3590) House bill (H.R. 3962)
Total Savings from Payment and System Reforms -$491 —$456
« Productivity improvement/provider payment updates -154 =177
» Medicare Advantage reform -136 -170
» Primary care, geographic adjustment 6 -6
* Payment innovations -8 -2
» Hospital readmissions -7 -9
« Disproportionate share hospital adjustment -43 -20
» Prescription drugs 6 -75
* Home health —42 -55
* Independent Commission -23 —
« Other improvements and interactions -90 58
Source: The Congressional Budget Office Cost Estimate of the Patient Protection and Affordable Care Act, COMMSE\,EVEALTH
Nov. 18, 2009, http://www.cbo.gov/doc.cfm?index=10731. The Congressional Budget Office Analysis of H.R. 3962, FUND
The Affordable Health Care for America Act, Nov. 20, 2009, http://www.cbo.gov/doc.cfm?index=10741.
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Paying for Reform: Revenue Sources and Financing

The Congressional Budget Office has estimated that the net cost of coverage expansion in
the Senate bill would total $748 billion, while coverage expansion efforts in the House
bill would total $891 billion over 2010-2019 (Figure 5).'? While there are differences
between the House and Senate approaches to financing health reform, both include a
mixture of new revenue sources and savings from within the health system in order to
develop comprehensive reform legislation that is deficit neutral (Figure 6). In the Senate
bill, the largest new revenue source is an excise tax of 40 percent on insurers that write
policies costing more than $8,500 for an individual or $23,000 for a family (Figure 7). In
the House bill, the marginal income tax rate for very-high-income families is increased,
with a tax surcharge on individuals with incomes over $500,000 and families with
incomes over $1,000,000.

Figure 5. Major Sources of Savings and Revenues Compared with
Projected Spending, Net Cumulative Effect on Federal Deficit, 2010-2019
Dollars in billions

CBO estimate of CBO estimate of
Senate hill (H.R. 3590) House bill (H.R. 3962)
Total Net Impact on Federal Deficit, 2010-2019 -$130 -$138
Total Federal Cost of Coverage Expansion and Improvement $748 $891
¢ Medicaid/CHIP outlays 374 425
« Exchange subsidies 447 602
* Small employer subsidies 27 25
« Payments by uninsured individuals -8 -33
« Play-or-pay payments by employers -28 -135
« Associated effects on taxes and outlays —64 6
Total Savings from Payment and System Reforms -$491 -$456
« Productivity updates/provider payment changes -154 =177
« Other improvements and savings -337 -279
Total Revenues -$387 -$574
« Excise tax on high premium insurance plans -149 —
 Surtax on wealthy individuals and families — -461
* Other revenues —238 -113
Note: House totals do not reflect net impact on deficit due to rounding. THE
Source: The Congressional Budget Office Cost Estimate of the Patient Protection and Affordable Care Act, COMMONWEALTH
Nov. 18, 2009, http://www.cbo.gov/doc.cfm?index=10731. The Congressional Budget Office Analysis of H.R. 3962,
The Affordable Health Care for America Act, Nov. 20, 2009, http://www.cbo.gov/doc.cfm?index=10741.
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Figure 6. Proportions of System Savings and New Revenue
in Senate and House Bills

W Surtax on wealthy

O Excise tax on high premium insurance plans

Dollars in billions
O Other revenue

B System improvements and savings Impact on Deficit: -$138
1000
Impact on deficit: =$130 _———_———
Cost of
800 $149 coverage
R S expansion:
Cost of $891
600 $238 coverage
expansion:
$748
400 A
200 ~
O B T
Senate (H.R. 3590) House (H.R. 3962)

Note: House totals do not reflect net impact on deficit due to rounding.
Source: The Congressional Budget Office Cost Estimate of the Patient Protection and Affordable Care Act, Nov. 18, 2009, COMMONWEALTH
http://www.cbo.gov/doc.cfm?index=10731, and The Joint Committee on Taxation Estimated Revenue Effects of the Revenue Provisions in the “Patient FUND
Protection and Affordable Care Act”, November 18, 2009, JCX-55-09. The Congressional Budget Office Analysis of H.R. 3962, The Affordable Health Care
for America Act, As Passed by the House of Representatives, November 20, 2009, http://www.cbo.gov/doc.cfm?index=10741.

Figure 7. Sources of New Revenue in
Senate and House Bills

Other revenues Income surtax
Other revenues (893 billion, 13%) o, \yealthy ($461
($82 billion, 17%) Insurer excise tax billion, 63%)

($149 billion, 31%) Industry
contribution

($20 billion, 3%)

Industry
contribution
($102 billion,

21%)

Employer

play-or-pay
($135 billion, 18%)

Medicare
Tax and outlay pa)_/rgll tax .
effects* ($54 billion, 11%) Uninsured
il 9 payments
($64 billion, 13%) Uninsured (535 Bilion, 4%)
Employer play-or-pay payments
($28 billion, 6%) (%8 billion, 2%)
Senate (H.R. 3590) House (H.R. 3962)

Note: Numbers may not sum to 100% due to rounding. In addition, taxes and outlay effects are excluded from the sources of revenue for H.R. 3962
because taxes and outlay effects are estimated to result in an additional $6 billion in federal spending over the 2010-2019 period.

Source: The Congressional Budget Office Cost Estimate of the Patient Protection and Affordable Care Act, Nov. 18, 2009, COMMONWEALTH
http://www.cbo.gov/doc.cfm?index=10731, and The Joint Committee on Taxation Estimated Revenue Effects of the Revenue Provisions in the “Patient FUND
Protection and Affordable Care Act”, November 18, 2009, JCX-55-09. The Congressional Budget Office Analysis of H.R. 3962, The Affordable Health Care
for America Act, As Passed by the House of Representatives, November 20, 2009, http://www.cbo.gov/doc.cfm?index=10741.
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In the Senate, the total net impact on the federal budget deficit in the 10-year
period 2010 to 2019 is a reduction of $130 billion (Figure 8). This figure reflects the net
federal costs of expanding coverage ($748 billion), offset by reductions in health system
spending ($491 billion) as well as new revenues ($387 billion) (Figure 4 and

Appendix A).

Under the House bill, the total net impact on the federal budget deficit in the 10-
year period 2010 to 1019 is a reduction of $138 billion (Figure 8).™ This figure reflects
the net federal costs of expanding coverage of $891 billion, offset by reductions in health
system spending of $456 billion and by increased total revenue of $574 billion (Figure 4

and Appendix B).

Figure 8. Proposals’ Impact on Insurance Coverage and Costs, 2019

Senate House of Representatives
(H.R. 3590) (H.R. 3962)
11/18/09 11/7/09
Formerly uninsured now covered, 31 million 36 million
2019
Additionally covered by 15 million 15 million
Medicaid/CHIP, 2019
Covered in exchange, 2019 30 million 30 million
Net cost of coverage expansion, - -
2010-2019 $748 billion $891 billion
Net impact on federal deficit, _$130 billion _$138 billion

2010-2019

THE
COMMONWEALTH
FUND

Source: The Congressional Budget Office Cost Estimate of the Patient Protection and Affordable Care Act, Nov. 18, 2009,
http://www.cbo.gov/doc.cfm?index=10731. The Congressional Budget Office Analysis of H.R. 3962, The Affordable Health Care for America Act, As
Passed by the House of Representatives, November 20, 2009, http://www.cbo.gov/doc.cfm?index=10741.

COMPARING THE BILLS: SIMILARITIES AND DIFFERENCES

Conceptually, the Senate and House bills are similar in many ways (Figure 9). Both
include a number of provisions intended to improve and expand coverage: an individual
mandate, insurance exchanges, premium subsidies, increased oversight of the insurance
market, minimum benefit standards, and an expansion of Medicaid and CHIP. In
addition, the bills create a comprehensive and coherent strategy for improving health care

14



quality in the United States. Both would create a center for payment innovation for rapid-
cycle testing of innovative payment methods. The bills also include provisions to offer a
public plan in an insurance exchange, create a national quality strategy, improve primary
care reimbursement, create a center for comparative effectiveness research, and develop
pilot programs to improve prevention and wellness in the workplace and in communities.
Though both bills include the choice of a public option in an insurance exchange, the
Senate bill provides for a community health insurance option that would be publicly
sponsored and would give individual states the choice of not offering this option.

Figure 9. Major Areas of Similarities and Differences Between Bills

Similarities between bills Differences between bills
% Individual mandate < Employer shared responsibility
% Insurance exchange < Independent Medicare Advisory Board to

extend Medicare solvency, slow Medicare

% Premium and cost-sharing subsidies cost growth and increase quality of care

* Insurance market regulations < Sources of revenue: surcharges on higher

% Essential standard benefit package standard income vs. excise tax on high cost health
plans

% Medicaid / CHIP expansion
% Nationally- vs. State-based exchanges
% Choice of public plan in exchange

% Center for Payment Innovation; pilot
programs for rapid cycle testing of
innovative payment methods

% Creating a national quality improvement
strategy

% Improving primary care reimbursement

% Center for Comparative Effectiveness
Research

% Create and expand wellness and prevention
programs

COMMONWEALTH

FUND

Source: Commonwealth Fund analysis of health reform proposals.

While the general frameworks of the two bills are very similar, they differ in a
few key areas, namely: a requirement for employers to share financial responsibility for
coverage; a new independent Medicare Advisory Board that will make recommendations
to contain Medicare spending; and sources of revenue to finance the proposal. The Senate
bill does not include a requirement for standards of employer coverage or shared
employer responsibility for paying premiums—whereas the House bill does. The Senate
bill gives great authority to a new Medicare Advisory Board, whose proposals would go
into effect unless Congress passes an alternative that achieves the same cost savings.
Finally, both the House and the Senate bills look to finance the cost of reform through a

15



mix of system savings and new revenues. The largest new revenue raiser in the House bill
is a tax on high-income earners, while the Senate bill includes a new tax on high-cost
insurance plans.
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