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ah CONGRESSIONAL BUDGET OFFICE Douglas W. EImendorf, Director
@ U.S. Congress
N Washington, DC 20515

o

March 20, 2010

Honorable Nancy Pelosi
Speaker

U.S. House of Representatives
Washington, DC 20515

Dear Madam Speaker:

The Congressional Budget Office (CBO) and the staff of the Joint
Committee on Taxation (JCT) have completed an estimate of the direct
spending and revenue effects of an amendment in the nature of a substitute
to H.R. 4872, the Reconciliation Act of 2010. The amendment discussed in
this letter (hereafter called “the reconciliation proposal”) is the one that was
made public on March 18, 2010, as modified by subsequent changes
incorporated in a proposed manager’s amendment that was made public on
March 20.

This estimate differs from the preliminary estimate that CBO issued on
March 18 in that it reflects CBO and JCT’s review of the legislative
language of the earlier amendment and the manager’s amendment, as well
as modest technical refinements of the budgetary projections.' This
estimate 1s presented in two ways:

e An estimate of the budgetary effects of the reconciliation proposal,
in combination with the effects of H.R. 3590, the Patient Protection
and Affordable Care Act (PPACA), as passed by the Senate; and

e An estimate of the incremental effects of the reconciliation proposal,
over and above the effects of enacting H.R. 3590 by itself.’

! For the preliminary estimate by CBO and JCT of the direct spending and revenue effects of the
reconciliation proposal, see Congressional Budget Office, letter to the Honorable Nancy Pelosi
providing a preliminary analysis of the reconciliation proposal (March 18, 2010).

? For the estimate by CBO and JCT of the direct spending and revenue effects of H.R. 3590 as
passed by the Senate, see Congressional Budget Office, cost estimate of H.R. 3590, Patient
Protection and Affordable Care Act (March 11, 2010). JCT’s detailed table of revenue effects is
available at www.jct.gov.
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CBO and JCT have not yet updated their preliminary and partial estimate of
the budgetary impact of the reconciliation proposal under the assumption
that H.R. 3590 is not enacted—that is, the reconciliation proposal’s impact
under current law.

H.R. 3590 would, among other things, establish a mandate for most
residents of the United States to obtain health insurance; set up insurance
exchanges through which certain individuals and families could receive
federal subsidies to substantially reduce the cost of purchasing that
coverage; significantly expand eligibility for Medicaid; substantially reduce
the growth of Medicare’s payment rates for most services (relative to the
growth rates projected under current law); impose an excise tax on
insurance plans with relatively high premiums; and make various other
changes to the federal tax code, Medicare, Medicaid, and other programs.
The reconciliation proposal includes provisions related to health care and
revenues, many of which would amend H.R. 3590. (The changes with the
largest budgetary effects are described below.) The reconciliation proposal
also includes amendments to the Higher Education Act of 1965, which
authorizes most federal programs involving postsecondary education.
(Those provisions and their budgetary effects are described below as well.)

Estimated Budgetary Impact of the Legislation

CBO and JCT estimate that enacting both pieces of legislation—H.R. 3590
and the reconciliation proposal—would produce a net reduction in federal
deficits of $143 billion over the 2010-2019 period as result of changes in
direct spending and revenues (see Table 1). That figure comprises

$124 billion in net reductions deriving from the health care and revenue
provisions and $19 billion in net reductions deriving from the education
provisions. Approximately $114 billion of the total reduction would be on-
budget; other effects related to Social Security revenues and spending as
well as spending by the U.S. Postal Service are classified as off-budget.
CBO has not completed an estimate of the potential impact of the
legislation on discretionary spending, which would be subject to future
appropriation action.

CBO and JCT previously estimated that enacting H.R. 3590 by itself would
yield a net reduction in federal deficits of $118 billion over the 2010-2019
period, of which about $65 billion would be on-budget. The incremental
effect of enacting the reconciliation proposal—assuming that H.R. 3590
had already been enacted—would be the difference between the estimate of
their combined effect and the previous estimate for H.R. 3590. That
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incremental effect is an estimated net reduction in federal deficits of

$25 billion during the 2010-2019 period over and above the savings from
enacting H.R. 3590 by itself; almost all of that reduction would be on-
budget.’

Additional details on the budgetary effects of the reconciliation proposal
and H.R. 3590 are provided in Tables 2 through 7 attached to this letter:

e Table 2 shows budgetary cash flows for direct spending and
revenues associated with the two pieces of legislation combined.

e Table 3 summarizes the incremental changes in direct spending and
revenues resulting from the reconciliation proposal, assuming that
H.R. 3590 had already been enacted.

e For the two pieces of legislation combined, Table 4 provides
estimates of the changes in the number of nonelderly people in the
United States who would have health insurance and presents the
primary budgetary effects of the provisions related to health
insurance coverage.

e For the two pieces of legislation combined, Table 5 displays detailed
estimates of the costs or savings from the health care provisions that
are not related to health insurance coverage (primarily involving the
Medicare program). The table does not include the effects of revenue
provisions; those effects are reported separately by JCT in
JCX-17-10 at www.jct.gov.

e Table 6 presents details on the incremental effects of the health care
and revenue provisions of the reconciliation proposal—that is, the
difference between the effects of those provisions in the two pieces
of legislation combined and the effects of H.R. 3590 by itself (as
shown in CBO’s cost estimate of March 11, 2010).

e Table 7 summarizes the incremental effects of the health care,
revenue, and education provisions of the reconciliation proposal,
also assuming that H.R. 3590 had been enacted.

? As originally introduced, the reconciliation proposal would require transfers from on-budget
general funds to the off-budget Social Security trust funds to offset any reduction in the balances
of those trust funds resulting from other provisions of the proposal. The effects of that provision
were reflected in CBO’s preliminary estimate. However, the manager’s amendment to the
reconciliation proposal strikes that provision, so its effects are not included in this estimate.
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e Increasing the federal share of spending for certain Medicaid
beneficiaries;

e Changing eligibility for Medicaid in a way that effectively increases
the income threshold from 133 percent of the federal poverty level to
138 percent for certain individuals;

e Reducing overall payments to insurance plans under the Medicare
Advantage program;

e Expanding Medicare’s drug benefit by phasing out the “doughnut
hole” in that benefit;

e Modifying the design and delaying the implementation of the excise
tax on insurance plans with relatively high premiums; and

e Increasing the rate and expanding the scope of a tax that would be
charged to higher-income households.

Effects of the Legislation on Insurance Coverage

CBO and JCT estimate that by 2019, the combined effect of enacting

H.R. 3590 and the reconciliation proposal would be to reduce the number
of nonelderly people who are uninsured by about 32 million, leaving about
23 million nonelderly residents uninsured (about one-third of whom would
be unauthorized immigrants). Under the legislation, the share of legal
nonelderly residents with insurance coverage would rise from about

83 percent currently to about 94 percent.

Approximately 24 million people would purchase their own coverage
through the new insurance exchanges, and there would be roughly

16 million more enrollees in Medicaid and the Children’s Health Insurance
Program than the number projected under current law. Relative to currently
projected levels, the number of people purchasing individual coverage
outside the exchanges would decline by about 5 million.

Under the legislation, certain employers could allow all of their workers to
choose among the plans available in the exchanges, but those enrollees
would not be eligible to receive subsidies via the exchanges (and thus are
shown in Table 4 as enrollees in employment-based coverage rather than as
exchange enrollees). Approximately 5 million people would obtain
coverage in that way in 2019, bringing the total number of people enrolled
in exchange plans to about 29 million in that year.
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On balance, the number of people obtaining coverage through their
employer would be about 3 million lower in 2019 under the legislation,
CBO and JCT estimate. The net change in employment-based coverage
under the proposal would be the result of several flows, which can be
illustrated using the estimates for 2019:

e Between 6 million and 7 million people would be covered by an
employment-based plan under the proposal who would not be
covered by one under current law (largely because the mandate for
individuals to be insured would increase workers’ demand for
coverage through their employers).

e Between 8 million and 9 million other people who would be covered
by an employment-based plan under current law would not have an
offer of such coverage under the proposal. Firms that would choose
not to offer coverage as a result of the proposal would tend to be
smaller employers and employers that predominantly employ lower-
wage workers—people who would be eligible for subsidies through
the exchanges—although some workers who would not have
employment-based coverage because of the proposal would not be
eligible for such subsidies. Whether those changes in coverage
would represent the dropping of existing coverage or a lack of new
offers of coverage is difficult to determine.

e Between 1 million and 2 million people who would be covered by
their employer’s plan (or a plan offered to a family member) under
current law would instead obtain coverage in the exchanges. Under
the legislation, workers with an offer of employment-based coverage
would generally be ineligible for exchange subsidies, but that
“firewall” would be enforced imperfectly and an explicit exception
to it would be made for workers whose offer was deemed
unaffordable.

Effects of the Legislation on Discretionary Costs

CBO has not completed an estimate of the potential impact of the
legislation on discretionary spending, which would be subject to future
appropriation action. Discretionary costs would arise from the effects of the
legislation on several federal agencies and on a number of new and existing
programs subject to future appropriation. Those discretionary costs fall into
three general categories.



Honorable Nancy Pelosi
Page 15

“federal budgetary commitment to health care,” a term that CBO uses to
describe the sum of net federal outlays for health programs and tax
preferences for health care.' CBO estimated that H.R. 3590, as passed by
the Senate, would increase the federal budgetary commitment to health care
over the 2010-2019 period; the net increase in that commitment would be
about $210 billion over that 10-year period. The combined effect of
enacting H.R. 3590 and the reconciliation proposal would be to increase
that commitment by about $390 billion over 10 years. Thus, the
incremental effect of the reconciliation proposal (if H.R. 3590 had been
enacted) would be to increase the federal budgetary commitment to health
care by about $180 billion over the 2010-2019 period.

In subsequent years, the effects of the provisions of the two bills combined
that would tend to decrease the federal budgetary commitment to health
care would grow faster than the effects of the provisions that would
increase it. As a result, CBO expects that enacting both proposals would
generate a reduction in the federal budgetary commitment to health care
during the decade following the 10-year budget window—which is the
same conclusion that CBO reached about H.R. 3590, as passed by the
Senate.

Members have also requested information about the effect of the legislation
on health insurance premiums. On November 30, 2009, CBO released an
analysis prepared by CBO and JCT of the expected impact on average
premiums for health insurance in different markets of PPACA as originally
proposed.' Although CBO and JCT have not updated the estimates
provided in that letter, the effects on premiums of the legislation as passed
by the Senate and modified by the reconciliation proposal would probably
be quite similar.

CBO and JCT previously determined that H.R. 3590, as passed by the
Senate, would impose several intergovernmental and private-sector
mandates as defined in the Unfunded Mandates Reform Act (UMRA).
CBO and JCT estimated that the total costs of those mandates to state,
local, and tribal governments and the private sector would greatly exceed
the annual thresholds established in UMRA ($70 million and $141 million,

' For additional discussion of that term, see Congressional Budget Office, letter to the Honorable
Max Baucus regarding different measures for analyzing current proposals to reform health care
(October 30, 2009).

"' See Congressional Budget Office, letter to the Honorable Evan Bayh providing an analysis of
health insurance premiums under the Patient Protection and Affordable Care Act
(November 30, 2009).
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