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INTRODUCTION

House Majority Leader Richard Gephardt’s (D-MO) health care proposal would make sweeping
changes in America’s health care system. Using The Heritage Foundation’s health care simulation
model (see appendix for technical specifications), Heritage Senior Fellow David Winston has pre-
pared an estimate of the financial impact of the legislation.

v The estimate must be preliminary because the complete legislative language of the pro-
posal still is unavailable. Many provisions, however, are based on the bill reported by the
House Ways and Means Committee. Where this is the case, the Committee bill is used as the ba-
sis for the estimate. In other cases, such as the provision to permit certain families to join a ver-
sion of the Federal Employees Health Benefits Program (FEHBP), the provision was not in the
Ways and Means bill. Certain assumptions thus must be made as to how the new option would
work.

v Assumptions must be made regarding such things as the choices employers and employ-
ees will make under the new system and such things as the future rate of cost increases
in health care. Small changes in these assumptions can mean large differences in projected




costs, and yet equally reputable scholars and organizations can reach very different decisions
about these assumptions. This makes seemingly precise estimates of the impact of the program
(such as the deficit estimates released by the Majority Leader’s office) very misleading unless
the assumptions are clearly stated. Even then, lawmakers and the public must realize that a
range of outcomes is possible. The assumptions used in this study are contained in the appendix.

WHAT THE GEPHARDT PROPOSAL WOULD DO

The Gephardt proposal would build on the House Ways and Means bill by requiring all Ameri-
cans to obtain a comprehensive health insurance plan by 1999. Employers would be obliged to
cover most of the cost for their employees and their dependents.

Large Employers

v Firms with more than 100 employees would have to offer at least two plans (one
managed care and one with free choice of doctor), containing a package of benefits
at least equal to a standard package specified by Congress.

v/ If they wished, employers could offer a “medisave account” variant of the stand-
ardized plan—a high-deductible standard policy and an amount contributed to the
employee’s tax-free medisave account. The health care component of existing tax-
free flexible spending and cafeteria plans would no longer be excludable from an
employee’s taxable income.

v Firms would have to pay at least 80 percent of the premium.l Lower-income work-
ers in these firms could elect to join the new Medicare Part C program (see below).
If an employee did so, the employer would have to pay 80 percent of the Medicare
Part C premium to the government.

v If an employee of company A chooses to be covered under his or her spouse’s plan
in company B, company B must pay at least 80 percent of a family plan. Moreover,
even though the employee no longer is covered by company A, that company pays
a special new tax (termed a “non-enrolling employer payment”) to the federal gov-
ernment equal to 80 percent of the Medicare Part C premium. Company B receives
a government subsidy equal to a small fraction of its additional cost.

Small Employers

v Firms with fewer than 100 employees could choose to enroll their employees in
Medicare Part C. These firms alternatively could offer a choice of private insurance
plans (at least a managed care and a fee-for-service plan, and if it wished, a medi-
save option). Small firms also could also choose to offer coverage under the
FEHBP (either as the only option or in tandem with other private plans).

v Employees of firms with fewer than 100 employees also could opt to enroll in the
FEHBP. Low-income employees of the firm (see below) also could opt into Medi-
care Part C,

1  If the firm offered a medisave option, the firm would have to contribute to the account each year an amount equal
to the difference between the cost to the employer of its standard fee-for-service plan and the cost of the
high-deductible version. Employees would not be permitted to add their own money to their medisave account.



v Small firms generally would have to pay at least 80 percent of the premiums (with
the same obligations for non-enrolling employees and in funding optional plans as
large firms).

v Firms with fewer than 26 employees would receive a tax credit equal to 50 percent
of the Medicare Part C premium for a low-paid worker (see below) to offset the
cost of enrolling each employee in a health plan (Medicare Part C or a private insur-
ance plan).

v Firms with 26 to 50 employees would receive a 37.5 percent credit against the cost
of covering their employees. In the Ways and Means bill, these credits are phased
out over five years, after which the small firm pays its full share of premiums.

Low-Paid Workers

v Low-income households would receive subsidies to offset their share of premiums,
from 100 percent of their share at the poverty rate scaled down to zero at 240 per-
cent of poverty.

Medicare Part C

v A new Medicare Part C program would be established, to include those currently
on Medicaid (acute care), the unemployed, part-time and seasonal workers, and cer-
tain full-time employees (see above). This program could include as many as 103
million Americans, if all those eligible outside the public sector work force were to
join. If many public employees and their families joined the program, the number
would be much higher.

v Medicare Part C would operate much as Part A and Part B do today. Fees for physi-
cians would be controlled by the federal government according to a schedule, as
would reimbursements to hospitals for specified treatments.

v The premiums for Medicare Part C would be the same for all classes of enrollee
(single, single with children, couple, and two-parent family), a practice known as
pure community rating.

Insurance

v All insurers would be required to provide at least the standardized national set of
benefits set out in the legislation. Insurers would have to charge the same premium
to all enrollees of the same class for insurance sold to groups of 100 or less (pure
community rating).

v Insurers could not impose pre-existing condition limitations or refuse coverage.

v All insurance companies would be subject to a 2 percent excise tax on premiums.
Self-insured firms would face a similar 2 percent tax on their health costs.

THE COST TO BUSINESS

Using the methodology summarized in the appendix, Heritage Senior Fellow David Winston cal-
culated the following impact of the Gephardt legislation on domestic firms for 1999, the first year of
the new system. Projections beyond that year depend on many behavioral and other assumptions
that are beyond the scope of this analysis.




Estimated additional cost to business in 1999, compared with anticipated

costs un
v/

der current law:

Business as a whole would pay an additional $42.6 billion in 1999, compared with
projected costs under today’s health care system. Costs would range from an addi-
tional $8.0 billion for firms in Texas to a reduction of $2.7 billion for firms in
Michigan.

The average additional cost for each employee would be $430 in 1999, compared
with projections under the current system. Costs range from an average of an addi-
tional $2,413 per employee in the District of Columbia to a reduction of $787 per
employee in Michigan.

Self-insured firms pay a 2 percent tax on their health care costs, and insurance com-
panies are charged a 2 percent tax on their insurance premiums. Assuming the 2
percent tax on insurance premiums is passed onto firms buying private plans (but
not Medicare Part C coverage) for their workers, and that employers pay 80 percent
of the costs of health care plans, firms would pay in practice an insurance tax of
$3.5 billion (employees would have shoulder $900 million as their share of the tax).
The tax is included in the estimate of the total cost to business.

If an employee decides to obtain coverage in a spouse’s plan in another firm, the
employer (called in this case a “non-enrolling employer™) must pay a tax equal to
80 percent of the Medicare Part C premium for that employee enrolled elsewhere.
Employers providing coverage for an employee’s spouse who works for another
firm receive a credit, but the legislation stipulates that government outlays for the
credit must total only 25 percent of the revenue from the non-enrolling employer
tax in 1999. The net total tax on business is estimated at $10.4 billion in 1999 (This
is included in the estimated total cost to business).
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New Business Taxes in the Gephardt Bill
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Note: Specific data for Montana and Wyoming are not available due to Census Bureau data
suppression techniques designed to maintain confidentiality. However, the aggregate national
figures include data from these two states.

Source: Heritage calculations, based on federal government data (see notes).




Table 2

Health Cost of Business in 1999
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Note: Specific data for Montana and Wyoming are not available due to Census Bureau data suppression techniques designed
to maintain confidentiality. However, the aggregate national figures include data from these two states,

Source: Heritage calculations, based on federal government data (see notes).




Table 3
Wage Effects in the Gephardt Bill
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Note: Specific data for Montana and Wyoming are not available due to Census Bureau data
suppression techniques designed to maintain confidentiality. However, the aggregate national
figures include data from these two states.

Source: Heritage calculations, based on federal government data (see notes).




Gephardt Plan Cost Calculation Assumptions

|. The estimates of premiums paid by private employers for private health insurance, as well as
for Medicare Part C, are based on CBO's estimate of the cost of premiums under the Clinton plan.
We assumed premiums would rise at a 5% annual rate through 1999 (see note 10).

2. The estimate of the cost to business of the Gephardt plan is based on the Census Bureau's

1991 County Business Patterns database. The cost calculation uses two components. The first is
cost of the premium. The second component involves the distribution of the type of plan
(individual, single-parent family, two-parent family) and is based on the distribution of those worker
types as defined in the March 1993 CPS survey.

3. Because of the file structure in the County Business Patterns database, we broke down the size
of firms by O - 20 and 20 - 50 employees, rather than 0 - 25.

4, We assume employers already providing a benefits package at an equal or greater value than
that mandated by the Gephardt plan would not decrease the level of coverage. We therefore
employed a ratio derived from the March 1993 Current Population Survey of those who would
provide coverage at the mandated level and those who would maintain a higher level of coverage.

5. Based on the bill's directive to HHS to assume that 75% of those eligible for Medicare Part C
would enroll, we determined that the percentage 50 - 99, 25 - 49 and under 25 employees
businesses, who would qualify to give their employees the option to be covered under Medicare
Part C is 60%, 75%, and 75%, respectively.

6. In calculating the amount of the 2% excise tax on private insurance premiums, we assumed
that businesses would pay 1.6% (80% of tax) and that individuals would pay 0.:4% (20% of tax).

7. We assumed that employers paying family premiums would be subsidized by 25% of the non-
enrolling employer payments in 1999, as specified in the Ways and Means bill.

8. In calculating the percentage of employees whose employer would qualify for a premium
subsidy, we performed an income distribution analysis for firms with 0-25 and 25-99 employees
based on the March 1993 CPS. CPS does not contain a breakdown of firms sizes 25-50, so we
used firms with 25-99 employees in our computation.

9. To project the work force at a national level and by state in 1999, we determined a ratio
representing the rate of population increase from 1990-2000, based on U.S. Census Bureau
Projections.

10. Based on the 1994 Health Care Cost Survey by Towers Perrin, we assumed that insurance
premiums would increase at an annual compounding rate of 5% in order to project 1999 costs.

1. In order to project costs under current law to 1999 and compare them with the House
legislation, we used Lewin-VHI cost growth calculations. Using the March 1993 CPS, we derived

a state-by-state distribution of the present value of private employer contributions to employee
health insurance, which we then applied to the Lewin projections of current spending in 1999 and
The Heritage Foundation's calculation of the cost of the Gephardt bill in 1999.

12. Specific data for Montana and Wyoming are not available due to Census Bureau data
suppression techniques designed to maintain confidentiality. However, the aggregate national
figures include data from these two states.




