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I. BACKGROUND AND NEED FOR LEGISLATION

The U.S. health system is in cridiis.2008, over 46 million Americans were uninsured and
millions more have lost their health coverage as a result of the recent economic downturn.
Another 25 million people are underinsuredgth coverage that is insufficient to protect against
the cost ofr major illness The rising cost of health care outpaces wages by a factor of five to
one, placing an ever greater strain on family, business, and government budgets.

Improving the health system is one of the most important challenges we face ias zandtthe

inability to achieve comprehensive health reform will undermine any efforts to secure a full and

|l asting economic recovery. Health reform is
economy and maintaining our global competitiveness.

Health care reform is also necessary to protect the finances of working families. Between 2000 and
2009, average family premiums for emplogponsored health coverage increased by 93 pércent
increasing from $6,772 to $13,073vhile wages increased loply 19 percent in the same period

Rising health care costs and mounting medical debt account for half of all filed bankruptcies
affecting two million people a year.

Countless studies have shown tletse without health coverage generally experievarse health
outcomesand poorer health comparedttmse who are insured’he uninsured are less likely to
receive preventive care or even care for traumatic injuries, heart attacks, and chronic disemases.
result, 23percent forgo necessary care gwear due to costvhile 22,000 uninsured adults die
prematurely each year as a result of lacking access to care.

A majority of the uninsured has low or moderate incomegth two-thirdsin families with an
annual incoméess than twice the Federalvyerty level (FPL). Eight in ten of the uninsured are
in working families in which workers are either not offered coverage by their employer or they
do not qualify for employeoffered coverage.

Hospitals and clinics provide an estimated $56 bildonuallyin uncompensated care to people

without health insurance, and thagith health coverage pay the bill through higher health care

costs and increased premiun®issec al | ed Ahi dden health taxo co
$1,000 in high premiumsst year. An estimatadn percent of health care premiuims

California are attributable to cost shifting due to the uninsured.

Rising health costs have taken a toll on U.S. businesses as well. An estimated 159 million
Americans receive health benefitsough an employer, with the average cost of this coverage
reaching $4,824 for single coverage and $13,375 for family coverage in 2009. Over the last
decade, employesponsored coverage has increased by 131 percent, forcing employers
particularly smdlemployers’ to make difficult choiceamong painful options to offset
increasing healtbosts. These choices includgsingw o r k gremauids, limiting raises or
reducing bonus pay, eliminating family health benefits, or providingttesscomprehensie
healthcoverage
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Federal and state governments have also struggledheatth care costs. The Congressional

Budget Office has noted that rising health ca
influencing the Fetdemali Soakrhbameands. bonfhe U,
percent of our gross domestic product (GDP) on healthi cameuch greater share than other
industrialized nations with highuality systems and coverage for everyone. By 2017, health

care expendituregs@expected to consume nearly 20 percent of the GDP, or $4.3 trillion

annually. Spending for Medicare and Medicaid, due to many of the same factors found in the

private sector, is projected to increase by 114 percent in ten years. Over the saméperiod, t

GDP will grow by just 64 percent.

Despite high levels of spending on health carecent study by thmstitute of Medicine

concludeghat the current health system is not making progress toward improving quality or
containing costs for patients omopiders. Research documenting poor quality of care received

by patients in the U.S. is shocking. A 2003 RAND Corporation study found that adults received
recommended care for many ilinesses only 55 percent of the time. Needed care for diabetes was
delivered only 45 percent of the time and for pneumonia 39 percent of the time. Patients with
breast cancer fared better, but still did not receive recommended careastex of the time.

Compared to other industrialized countries, our quality of carerdwegflect the level of our
investment. The U.S. ranks last out of 19 industrialized countries in unnecessary deattfs and 29
out of 37 countries for infant mortalitytied with Slovakia and Poland, and below Cuba and
Hungary. Our rate of infant moriilis double that of France and Germany.

In short, Americans are not getting their mon
no valuei suchas hospitalizations that could have been prevented with appropriate outpatient
treatment, duplida tests, or ineffective tests and treatments. Yet the current system does little to
steer providers toward the right choic&szen though more care does not necessarily mean

better care, Medicare and most other insurers continue to pay for morgessitsimaging

services, and procedures, regardless of whether the treatment is effective or necessary, and pay
even more when treatment results in subsequent injury or iliness.

Providers are not consi stent | yosuplcpewntsgeged t o
and primary care services, even though such actions can improve quality of care and reduce
costs. Rewarding providers that furnish better quality care, coordinate care, and use resources
more judiciously could reduce costs and, mogtartantly, better meet the health care needs of
millions more American patients.

Each of the key challenges facing our heal th
care,andtheneedforbetpu al i ty care ° must be addressed t
approach. Covering millions of uninsured through a broken healémsigstiscally

unsustainable. Attempting to address the inefficiencies plaguing our system and the perverse
incentives in the delivery system without covering the uninsuredatitlleviate the burden of
uncompensated care and cost shifting. The toneEremental improvements has passed;

health care reform must be comprehensive in scope.
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It is in this context that the Finance Committee developed the legislative proposal that would
become the fAAmericads Heal t hgbykheFinamce Act . 0O
Committee addresses the challenges facing our health care system by expanding health coverage
to 29 million Americans, improving quality of care and transforming the health care delivery
system, and reducing Federal health spending arfeetiheral deficit over the ten year budget

window and in the long run.

As a general principle, the bill allows thaogho like their health insurante keep what they
havetodayFor the millions of Ame-sponsoaed coverapep don ot
cannotafford to purchase coverage on their own, or who are denied cowgragalth insurance
companiesluetoapre xi sting condition, theirdividbadlandr mand s
smalklgroup markets, making health coverage affordable and accesHitd@se market reforms

would requirensurance companies to issue coverage to all individuals regardless of health

status, pohibit insurersirom limiting coverage based on pegisting conditions and allow only

limited variation in premium rates.

The Mak would make purchasing health insurance coverage easier and more understandable by
creatingstattb ased web portals, or fAexchangeso that
health plan optionsThe exchanges would offer standardized health insuemodiment

applications, a standard format companies would use to present their insurance plans, and
standardized marketing materialBmall businesses would have access to-d¢tased Small

Business Health Options Program (SHOP) exchanglesse exchargsi like the individual

market exchangdswould be web portals that make comparing and purchasing health care
coverage easier for small businesses.

The Mark standardizes benefits to force insurance companies to compete on price and quality
and not theiability to select the healthiest individuals and ensures that every policy offered in
tbe individual and small group market provides meaningful coverage for essential services.
Those age 25 or under will also have access to an affordable young inviteibteat would
provide catastrophic coverage and first dollar coverage for preveitlans would not be

allowed to set lifetime or annual coverage limits.

The Chairmandéds Mark would standardize Medicai

women and childless adults with incomes at or below $30,000 a year for a family of four
($14,400 for an individual), beginning in 2014hdividuals between 100 percent of FPL and 133
percent of FPL would be given the choice of enrolling in either Medarain a private health
insurance plan offered through a health insurance exchamgefederal government would
provide significant additional funding to states to cover the cost of providing services to newly
eligible Medicaid beneficiaries.

To ensue that health coverage is affordables Mark would provide an advanceable, refundable
tax credit for low and middiéncome individuals (between 1€M0 percent of FPL) to help

offset the cost of private health insurance premiums. Undocumented immayeptehibited

from benefiting from the credif costsharing subsidy would be provided to limit the amount of
out-of-pocket costs that individuals and families betweer2@®D percent of FPL have to pay
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The costsharing subsidy would be designed todutyany difference in cost sharing between the
insurance purchased and a higher actuarial value plan.

A tax creditwould also be availabl® small businessedn 2011 and 2012, eligible employers

can receive a small business credit for up to 35 peafeheir contribution.Once the exchanges

are up and running in 2013, qualified small employers purchasing insurance through the
exchange can receive a tax credit for two yea
contribution. Small businesse&vith 10 or fewer employees and with average taxable wages of
$20,000 or less will be able to claim the full credit amodrite credit phases out for businesses
with more than 10 employees and average taxable wages over $20,000, with a complete phase
outat 25 employees or average taxable wages of $400900-profit organizations with 25 or

fewer employees would also be eligible to receive tax credits if they meet the same
requirements.These organizations would be eligible for a 25 percent creditZ@##2013 and

a 35 percent credit in 2013 and thereafter.

The Mark creates authority for the formation of the Consumer Owned and Oriented Plans (CO
OPs). These plans can operate at the state, regional or national level to serveasfitjon
membefrun health plans to compete in the reformed-gooup and small group marketShese
plans will offer consumefocused alternatives to existing insurance pl&ig.billion dollars in
federal seed money would be provided for stgrtosts and to meet stavency

requirements.

To ensure the insurance market reforms function propagyvark would create a personal
responsibility requirement for health care coverage, with exceptions provided for religious
conscience (as defined in Medicare) and undootedeindividuals. Thosewho fail to meet the
requirement are subject to a penalyppropriate exemptions are made from the penalty.

TheCh a i r Makddesnot require employers to offer health insurandewever, effective

July 1, 2013, all employemwith more than 50 employees who do not offer covenaged be

required to reimbursine government for each filme employee (defined as those working 30

or more hours a week) receiving a health care affordability tax credit in the exchange dgial to t
average national exchange credit and subsidy up to a cap of $400 per total number of employees
(whether they are receiving a tax credit and subsidy or Aobjedicaid-eligible individual can

al ways choose to | eave t hMedieadgr thisyciecuntstance; over ag
the employer is not required to pay a fee.

In addition to provisions that expand health
critical investments in policie® promote healthy living and help prevent costlyotic

conditions like diabetes, cancer, heart disease and obEsityentive screenings enable doctors

to detect diseases earlier, when treatment is most effective, thereby averting more serious, costly
health problems later.
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The Markwould provide Medicare beneficiaries with a free visit to their primary care provider
every year to create and update a personalized prevention plan designed to address health risks
and chronic health problems and to develop a schedule for regular recommended preventive
screenings.It would eliminate ouof-pocket costs for recommended preventive sesvfor

Medicare beneficiaries and provide incentives fates to cover recommended services and
immunizationsn Medicaid. And finally, he Mark establishes an initiegito reward Medicare

and Medicaid participants for healthier choices. Funding will be available to provide participants
with incentives for completing evidenbased, healthy lifestyle programs and improving their
health statusPrograms will focus on l@ering certain risk factors linked to chronic disease such

as blood pressure, cholesterol and obesity.

The legislation makes significant steps to reform the health care delivery sydaslicare

currently reimburses health care providers on the bagii® afolume of care they provide

regardless of whether the treatment contributes to helping a patientreEdves. Ch ai r man 6 s
Mark includes various proposals to move the Medicarddieservice system towards paying for

quality and valueThese proposalinclude hospital valukased purchasirigand valuebased

purchasing for other Medicare providers including physicians, home health agencies, nursing
homes, longerm care hospitals, inpatient rehabilitation facilities, 8R&mpt cancer hospitals

and hepice providers.

To encourage greater collaboration among heal
allow high-quality providers that coordinate care across a range of health care settings to share in
the savings they achieve for the Medicare paog It would createan Innovation Center at the

Centers for Medicare & Medicaid Services (CMS) that would have authority to test new-patient
centered payment models designed to encourage eviblased, coordinated care for Medicare,
Medicaid, and CHIP Payment reforms that are shown to improve quality and reduce costs could

be expanded throughout the Medicare progréémuould also implement a national pilot

program on payment bundling and start to pay hospitals less for avoidable hospital readmissions

Efforts to reduce costs and improve quality in the health care delivery system will maguire
investment in the health care infrastructoeeessary tsupport coordinated quality caaead

createa more effective, efficient delivery systehe legisation would provide additional

resources tetrengthen the quality measure development processes for purposes of improving
quality, informing patients and purchasers, and updating payments under federal health
programs.The Mark wouldalsoinvest in rese@h on what treatments work best for which

patients and ensure that information is available and accessible to patients and doctors, such as
through the establishment of an independent institute to research the effectiveness of different
health cargreatrments and strategie§hese provisions are carefully crafted so that patients

would never be denied treatment based on age, disability status or other related factors as a result
of the research findings.

To promote primary care and maintain adequatesadeehealth care providetsh e Chai r man
Mark would provide primary care practitioners and targeted general surgeons with a Medicare
payment bonus of ten percent for five ye#trazould strengthen the health care workfolge
increasinggraduate medid&ducation (GME) training positions through a sledigtribution

program for currently unused training slots, with priority given to increasing training in primary
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care and general surgery. The provision would also encourage additional training fieutpa
settings, including teaching health centers, and ensure communities retain vital training slots if a
hospital closes.

The Mark also improves the accuracy of Medicare payments to probiglexducing

overpayments to providerst would cancel acheduled 21.5 perceneduction to physician
paymentsn 2010and replace thenpending cut with a positive updat&helegislationwould

improve the value of Medicare Advantage by reforming payments so that the program
appropriately pays insurers for thebsts and promotes plans that offer high quality, efficient
health care for seniordlo preservebeneficiary access to certain services they now receive, the
legislationwould grandfather MA plans in areas where plans currently bid at or below 75tpercen
of traditional feefor-service Medicare to deliver benefits, so plans will continue to offer the

plans they currently offer and pay what they currently pay to deliver benefits for existing
beneficiaries.

For rural providers, the Maiikcludesimportart provisions to ensure rural health care facilities
and providers have the resources they need to continue delivering quality care in their
communities.Specifically, the Mark would extend and improve many rural access protections

Sharplyrising costhtr oughout the health system threaten
term. If costs are not constrained, the Medicare program will be insolvent by Z@lénsure

the fiscal solvency and sustainabilwoudy of the
create anewindependent Medicare Commission tasked with presenting Congress with
comprehensive proposals to reduce excess cost growth and improve quality of care for Medicare
beneficiaries.In years when Medicare costs are projected to be unsusthima, t he Commi s
proposals will take effect unless Congress passes an alternative measure that achieves the same
level of savings.Congress would be allowed to consider an alternative provision onteafest

basis. The Commission would be prohibit from making proposals that ration care, raise taxes

or Part B premiums, or change Medicare benefit, eligibility, orslating standardsThe Mark

would alsoreduce annual market basket updates for hospitals, home health providers, nursing
homes, hagice providers, longerm care hospitals and inpatient rehabilitation facilities,

including adjustments to reflect expected gains in productiigyment updates for Part B

providers would be reduced by an estimate of increased produaivityncomeelated

premiums would be adopted in Part D

To improve theransparency of insurance produstghat individuals know what they are
purchasing, the services which are covered and the associatefepocket coststheMark

would create standard® tha individualk receive an outline of coverage presented in a uniform
format. The Mark would also require insurance companies to publish the share of their premium
revenue that is used for administrative expeasésvould impose new requirements on insarer

to meet standards for the electronic exchange of payment and other health care information with
hospitals, doctors and other providers.

Reducing fraud, waste, and abuse in Medicare, Medicaid and CHIP will reduce costs and

improve quality throughout éhsystem.The Medicare improper payment rate for 2008 was 3.6
percent of payments, or $10.4 billion and the National Health Care=fanid Association
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estimates that fraud amounts to at least three percent of total health care spending, or more than

$60bilion peryear.,The Chai r mands Msgnificantprowsions tbesnbas e ver al

fraud, waste and abuse in our health care system.

The Americabés Healthy Future Act is fully of
Federal health spendinger the long run. In addition to the Medicare Commission, the other

policy that contributes to this goal is the high cost insurance excis8éminning in 2013, this
provision would levy a nodeductible excise tax on insurance companies and plan

admiristrators for any health insurance plan that is above the threshold of $8,000 for singles and
$21,000 for family plansThe threshold would be higher for workers with high risk jobs or for
retirees aged 55 and ufphe tax would apply to seifisured plas and plans sold in the group

market, but not to plans sold in the individual mark&transition rule would increase the

threshold for the 17 highest cost states for the first three years.

Other revenue measures include a limit onatmeunt of conibutions to health Flexible

Spending Accounts (FSAS) beginning in 204 provision taconform the definition of qualified
medical expenses for Health Savings Accounts (HSAS), health FSAs, and HRAs to the definition
used for the itemized deducticem inceased penalty for use of HSA funds for wpralified

medical expenses, and an increase intttesshold for claiming the itemized deduction for

medical expenses

The legislation also includes an annual flatdé82.3 billion on the pharmaceutical

manufaturing sectoran annuaflat fee of $4 billion on the medical device manufacturing
sectorandan annual flat fee of $6.7 billion on the health insurance seEtach of thesaon+
deductible feewould be allocated across ttespectivandustry accordig to market shareThe
device feavould not apply to companies with sales of medical devices in the U.S. of $5 million
or lessand would notapply to sales of Class | products or Class Il products that retail for less
than $100 under the FDA product diation system.

Taken together, this legislation achieves the goals of expanding health care coverage to the
uninsured, reducing health care costs and improving the quality of care by transforming the
health care delivery system. This comprehenggsslation represents a significant milestone in
our nationb6s pursuit of quality, affordabl e

LEGISLATIVE HISTORY AND COMMITTEE ACTION

The Finance Committee hapent two years working on health reform, learning about the
problem and identifying solutions. In the past two years, the comrhigtde20 hearings on
health care reform. Last June the committesteda daylong health care summit at the Library
of Congresgeaturing Federal Reserve Chairman Ben Bernank®ant Craig Venter,
genomic research pioneas keynote speakers

Leading up to the markuthe committee held three roundtable discussions reflecting the three
major areas of reforfhaccess, cost and quality. In connection with each roundtabée
committee hosted experts from around the couwitih many different perspectives. Finance
Committee membemssked many question$ these expertand delved into the issueblong

19

f

h



with each roundtableh& committee put out a detailpdlicy optiors paperand held three
closeddoorwalk-through sessions to discuss those options.

In sum,the hearings, summit, roundtables and whlough sessions demonstragedopen and
exhaustive consideration of this health care proposal.

In moving forward withtheméarup, the Finance Committee distri
and posted it on the committee websiteSeptember 1& full week prior to the start of the

markups Members submitted 564 amendments to the
posted on the welte i a measure in the name of transparency that has never been taken by the
committee before.

The markup of Ameri cads HaapslThedseydayberd langdaysAct | a
often running past 100 PM On the last day of considering amemghts, the committee

workedpast 2:00 AM All in all, it has been more than 22 years since the Finance Committee

met foreightdays on a single bill.

During those eight daythe committee considered 135 amendmantonducted 79 roltall
votes adoging 41 amendmentsA final amendment was adopted prior to the vote on October
13, 2009 to report the bill. And the final vote to report the bill wa8.14

Thel egi sl ation resul ti nigabélancedendibigdan tbat takes thet e e 6 s ¢
best ideas from both sidethe aisle It achieveresident Obama's vision to improve

America's health cagystemand it is a plan designed to get the 60 votes it needs to Pass.
Congressional Budget Offiamnfirms that the legislation will redathe deficit by $81 billion in

the first 10 yearsand thathe legislation will reduce the deficit further in the next 10 years

Coverage is expanded to 29 million Americans, increasing the rate of insto®4cpercenat a

cost of $829 billion
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1. EXPLANATION OF THE B ILL

Title 18 Health Care Coverage

Subtitle AT Insurance Market Reforms
Sec. 1001. Insurance Market Reforms in the Individual and Small Group Markets.

The Committee Billwould amend the Social Security Act (42 U.S.C. 301 e} dgtpdding a
new Title XXII at the end:

ATI TLEOGMEALTH | NSURANCE COVERAGEDO®

Sec. 2200. Ensuring Essential and Affordable Health Benefits Coverage for All Americans.
Present_aw
No provision.
Committee Bill
Thepurpose of Title | would be to em® that all Americans have access to affordable and
essential health benefits coverage (1) by requiring that all new health benefits plans offered to
individuals and employers in the individual and small group market are qualified health benefit
plans (QHBPs) that meet the insurance rating reforms and essential health benefits coverage
requirements under this bill, (2) by establishing State exchanges to provide greater access to and
information about QHBPs, (3) by making health benefits coverage mordadfferwith
premium credits and cesharing subsidies, and (4) by establishing the@®program to
encourage the establishment of nonprofit health care cooperatives.
PART A7 INSURANCE REFORMS

fi S u b @ aReguirements in the Individual and Small GroupMar ket s 0
Sec. 2201. General Requirements and Definitions.
Present_aw
Certain commonly used terms in health insuran
health plano is defined in Sec 5000( lapelfof t he
insured plan) of, or contributed to by, an employer (including aeseffloyedoerson) or
employee organization to provide health care (directly or otherwise) to the employees, former

employees, the employer, others associated or formerly asslowiiiehe employer in a
business relationship, or their familieso.
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Committee Bill

The provisions would codify some new definitions in health insurance. Each state would require

that each health benefits plan (other than grandfathered plans) offanedridividual or small

group mar ket wi t higualifiedihealth®enefitsplanwp QHBPpe aAfAQHB
would be defined as a plan that has a certification issued or recognized by the State that it meets

the requirements relating to insurance rearkforms and meets health insurance affordability
requirements. Additionally, the offeror of the plan would be licensed by the State and comply

with other requirements established by the Secretary or the State.

T h e theafthrhendfits plan  w o u udé health indurance coverage and group health plans.
Except as specified in the bill, a health benefits plan would not include a plan that is not subject
to certain state law requirements (dfelided plans and multiple employer welfare arrangements

i MEWAS).

T h e theafthrbendfits offeror woul d mean the issuer offering
health plan, the plan sponsor or employer.

The tgoupmarked refers to a group heal tindividudlan mai r
marked r e fthe markettother than in connection with a group health plan.

Present.aw
Pertaining to Sec. 2202206:

The private health insurance market consists of three segments: large group market, small group
market, and the individual (nongroup) market. Aietyrof Federabnd state laws and

regulations apply to these markets; sometimes the requirements are distinct for each market
segment and other times they overlap. Regulation of the private health insurance market is
primarily done at the state levelta® regulatory authority is broad in scope and includes
requirements related to the issuance and renewal of coverage, benefits, rating, consumer
protections, and other issu€®derakegulation of the private market is more narrow in scope

and applicablenostly to employesponsored health insurance (i.e., througrEimployee

Retirement Income Security Act of 1974 (ERI$A)

TheFederaHealth Insurance Portability and AccountabilitytA¢ 1996 (HIPAA, P.L. 104

191), which amended ERISAstablishedreceralrules regardingoverage for prexisting

health conditionsguaranteedssue andvailability, andguaranteed renewability the

individualand small groupnarkes for certain persons eligible for HIPAA protections. HIPAA

limits the duration thataverage forpre x i sting health conditions ma
eligibled indivi duGdupsplamsimayimpgse geaisfing conditienr a g e
exclusions for no longer than 12 months (18 months in the case of a late enrollee), and must

dedcd ease that exclusion period by the number of
c o v er &l@AA aldo prohibits individual issuers from excluding coverage foepisting

health conditions for HIPAA dibles. All States require health issuersetduce the period of

time when coverage for pexisting health conditions may be excluded, in compliance with
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HIPAA. As of January 2009 in the small group marRétstates had prexisting condition
exclusion rules that provided consumer protectiorvalioeFederaktandardAnd as of
December 2008 in the individual marké®, states reduce the period of time when coverage for
pre-existing health conditions may lk&cluded for nosHIPAA eligible enrollees.

HIPAA requires that coverage sold to firmgmw2-50 employees must be sold on a guaranteed

issue basis. That is, the issuer must accept every small employer that applies for coverage.
Guaranteed issue does not affect (and is not affected by) rating or benefits. HIPAA also
guarantees renewal of thasmall and large group coverage at the option of the plan sponsor

(e.g., employer), with some exceptions. HIPAA guarantees that eachistwemdividual
marketma ke at | east two policies available to al
individual coverage is at the option of such individuals, with some exceptions. In addition, a
number of states have enacted guaranteed issue rules. All states require issuers to offer policies

to firms with 250 workers on a guaranteed issue baaisof January 2009, 13 states also

requiresmall groupssuers to offer policies on a guaranteed issue basiste selff | oyed #fAgr ou
of oned As of January 2008 the individual marketl4 state require issuers to offer soroe

all of their individual isurance products on a guaranteed issue basis.

There are né-ederarating rules applicable to the private health insurance market. Most States
currently impose rating rules on insurance carriers in the small group market, the individual
market,orbdi. Exi sting state rating rules restrict ai
according to the risk of the person or group seeking coverage, and vary from state to state. Such
restrictions may specify the case characteristics (or risk fathaisinay or may not be

considered when setting a premium, such as gender. The spectrum of existing state rating

limitations ranges from pure community rating, to adjusted (or modified) community rating, to

rate bands, to no restrictions. Pure communaiting means that premiums cannot vary based on

any characteristic, including health. Adjusted community rating means that premiums cannot

vary based on health, but may vary based on other key risk factors, such as age.

Rate bands allow premium variati based on health, but such variation is limited according to a
range specified by the state. Rate bands are typically expressed as a percentage above and below
the index (i.e.the rate that would be charged to a standard population if the plan isifghi

from rating based on health factyrsFor example, if a statetablishes a rate band of-25
percentthen insurance carriers can vary premiumsetan health factors, up to gércent

above and 2percentbelow the index. Both adjusted commity rating and rate bands allow
premium variation based on any other permitted case characteristic, such as gender. For each
characteristic, the state typically specifies the amount of allowable variation, as a ratio. For
example, a 5:1 ratio for age wld allow insurers to charge an individual no more than five times
the premium charged to any other individual, based on age differences. As of January 2009, two
states have pure community rating rules, ten have adjusted community rating rules, and 35 have
rate bands in the small group market. As of January 20B@ individual marketone state has

pure community rating, seven have adjusted community rating rules, and eleven have rating
bands. The remaining states have no limitations on rating setin the individual market

Committee Bill
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Sec. 2202. Prohibition on Preexisting Condition Exclusions.

QHBPs would be prohibited from excluding coverage for preexisting conditions, or otherwise
imposing limits or conditions on coverage based gnheealth statuselated factors. Such

factors would include health status, medical condition (including both physical and mental
illnesses), claims experience, receipt of health care, medical history, genetic information,
evidence of insurability (includg conditions arising out of acts of domestic violence), and
disability.

Sec. 2203. Guaranteed Issue and Renewal for Insured Plans.

QHBPs would be required to offer coverage in the individual and small group markets on a
guaranteed issue and guarantestewal basis. If a plan has a capacity limit, as determined

under regulations promulgated by the Secretary, the plan would be allowed to limit enrollment to
that limit as long as the plan selects enrollees on the basis of order in which individuatk applie
for enroliment. With respect to the guaranteed renewal provision, this provision would require
(1) any recissions of coverage to be treated in the same manner-asmewals of coverage,

and (2) the premium at the time of renewal be determined usrgpime categories of rate
adjustment factors used at the time the policy was first issued.

Sec. 2204. Premium Rating Rules.

Health benefit plans offered in a rating area would be allowed to vary premiums only according
to specified ratios for the fallving risk factors:
1 Family enrollment:
0 Individual, 1:1
0 Adult with child, 1.8:1
o Two adults, 2:1
o Family, 3:1
1 Age 41
1 Tobacco Use, 1.5:1
The Secretary would establish age bands to implement the provision relating to premium
variation based on age. Healtniefit plans would be prohibited from rating based on health
status related factors, gender, class of business, claims experience, or any other factor not
specified above.

Sec. 2205. Use of Uniform Outline of Coverage Documents.

Health benefits planswbud be required to provide an outlin
the standards of uniformity adopted by the Secretary under Sec. 1002 to (1) an applicant at the

time of application, (2) an enrollee at the time of enrollment, and (3) a policyhottiertathe

the policy is issued.

fiSubpart 20 Reforms Relating to Allocation of Risk®

Present Law
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Pertaining to Sec. 221-2215:

Thereare noFederdly-established rating areas in the private health insurance market. However,
some states have enactetingrules in the individual and small group markets that include
geography as a characteristic on which premiums may vary. In these cases, the state has
established rating areas. Typically, states use counties or zip codes to define those areas.

Pooling refers to the industry practice of pooling the insurance risk of individuals or groups in

order to determine premiums. In the individual market premiums are typically based on the risk

of the applicant, such as an individual or family. In the smallgroarket, premiums are

typically based on the collective risk of the small gro8pme states have imposed requirements

on health insurance issuers that |l imit the is
individuals or small groups applying fooweragé seePresent Lavdescription under Sec.

2202.

Medicare Advantage (MA) is an alternative way for Medicare beneficiaries to receive covered
benefits. Under MA, private health plans are paid goeeson amount to provide all Medicare

covered benefit (except hospice) to beneficiaries who enroll in their pRaymentdo MA

plansare risk adjusted to control for variations in the cost of providing health care among

Medicare beneficiaries. For example, if sicker and older patients all sign up folaonesk

adjustment is designed to compensate the plan for their above average health expenses. Medicare
Advantage payments are currently risk adjusted for the health history of the enrollee, as well as

for demographic variables such as age, gendekimgstatus, Medicaid coverage,

institutionalized status, and whether the beneficiary originally qualified for Medicare on the basis

of disability.

The Medicare Prescription Drug, Improvement, and Modernization Act of 2003 (MMA, P.L.
108173) establistetan outpatient voluntary prescription drug benefit under a new Medicare

Part D, effective January 1, 2Q0BIMA established risk corridors to limit plans' overall risks or
profits under the new program. Under risk corridors, Medicare limits a plan'sipbl@sses, or

gains, by financing some of the higher than expected costs, or recouping excessiveRistfits.
corridors are defined as specified percentages above and below a target amount and are set
separately for each plan. The target amount iscbasehe total riskadjusted subsidy payments

paid to the plan plus beneficiary premiums, reduced by the administrative expenses assumed in
the bid. The target amount is then compared to the plan's actual allowabldfaxdtsal costs

exceed the targetmount, Medicare reimburses plans for a portion of their losses, and if costs are
lower than the target, the sponsor may owe mon#yet&€enter for Medicare and Medicaid

Services CMS).

Committee Bill
Sec. 2211. Rating Areas; Pooling of Risks; PhaseofrRating Rules in Small Group Markets.

Each state would be required to establish one or more rating areas within the state for purposes
of applying the requirements of Title I. The Secretary would review the rating areas to ensure the
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adequacy of suchreas in carrying out the Title | requirements. The Secretary would be allowed
to establish rating areas for those states whose rating areas are determined to be inadequate.

Individual health insurance issuers offering an insured QHBP in an area coyameéxchange

would be required to consider all enrollees in the plan as members of a single risk pool, including
individuals who do not purchase such a plan through an exchange. Likewise, small group issuers
offering a QHBP in an area covered by an ergeawould be required to consider all enrollees

in the plan as members of a single risk pool, including individuals who do not purchase such a
plan through an exchang8&tates would have the option to merge the individual and small group
marketsfor purpases of applying the pooling requirements. Upon approval by the Secretary,
states would be allowed to phase in the application of the insurance reforms under Subpart 1 to
the small group market over a consecutive period of plan years (not greater than 5).

Sec. 2212. Risk Adjustment.

Each state would be required to adopt a-adjustment model, established by the Secretary, to
apply risk adjustment to QHBPs (whether or not purchased through an exchange) and
grandfathered plans in the individual and srgedlup markets. The Secretary would establish

one or more risk adjustment models that take into account differences in the risk characteristics
of individuals and employer enrolled under different plans to minimize the impact of adverse
selection of enrodles in those plans. States have the option to establish their own risk
adjustment model if the state establishes a model, to the satisfaction of the Secretary, that (1)
would produce substantially similar results to the model(s) established by the r§endté?)

would not increas€ederakosts.

The Secretary would be required to-prealify entities capable of conducting Haljustment
and the states would have the option to pick among those entities. The entitjeslified by
the Secretary ecanot bea plan offeror, or an entigwned or operated kg plan offeror

Sec. 2213. Establishment of Transitional Reinsurance Program for Individual Markets in
Each State.

No later than July 1, 2013, each state would be required to establish sargegurogram based
on model regulation developed by the National Association of Insurance Commissioners
(NAIC). Offerors of health benefit plans that are offered in the individual mankgt be
required to contribute totemporaryreinsurance progranoif individual policies that is
administered by a neprofit reinsurance entitySuch contributions would begin July 1, 2013
and continue for a 3fonth period.

In development of the model regulation, the NAIC would be required to include these

componats: the method by which individuals would be identified as high risk for purposes of

the reinsurance program, the formula for determining the amounts to be paid to offerors of plans
that insure high risk individuals, the method for determining the aneaat plan offeror would

be required to contribute under the reinsurance program. The aggregate contribution amounts for
all states, without regard to administrative expenses, would be equal to the following amounts for
each 12month plan year beginning duly 1 of the following years: $10 billion in 2013, $6
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billion in 2014, and $4 billion in 2015. Plan offeror contributions to the reinsurance program
established under this section are in addition to contribution amounts required under Sec. 2216.
The cantribution amounts allocated and used in any of the three years may vary based on the
reinsurance needs of a particular year or to reflect experience in the priolnytar.event that

all funds are not expended in the three year periodethsuremmay continue to make payments
under a state reinsurance program in the individual market for@ath period beginning on

July 1, 2016 but no newcontributionswould be collected beyontline 20, 2016

The nonprofit reinsurance entity would coordindtes funding and operation of the reinsurance
program. A state may have more than one reinsurer to carry out the reinsurance program in the
state, and two or more states may enter into agreements to allow a reinsurer to operate the
reinsurance program those states. Reinsurance entities under this section are tax exempt for
Federakax purposes. The state would be required to eliminate or modify a state high risk pool
to the extent necessary to carry out the reinsurance program established unéetidhis s

Sec. 2214. Establishment of Risk Corridors for Plans in Individual and Small Group Markets.

The Secretary would establish and administer risk corridors for plan years durimgan®6
period beginning on July 1, 2013, under which QHBPseérintividual and small group markets
would be allowed to participate in a payment adjustment system modeled after the program
applied to regional Participating Provider Organizations in Medi€ane D.

For the purpose of this provisioigllowable cosd means the total amount of costs that the plan
incurred in providing benefits covered by the plan reduced by the portion of such costs
attributable to administrative expenses. The
total annual premiuramounts(including any premium subsidiesyllected reduced by the

amount of administrative expenses. If the allowable costs for the pldrefgear are greater

than 103percentbut not greater than 1@@rcent of the target amount for the plan an@yehe
Secretary would makepmayment to the plan equal to pércenbf the difference beteen the
allowable costs and 1G&rcenbf the target amountf the allowable costs for the planrfthe

year are greater than 1f8rcenif the target amounbf the plan and year, the Secretary would
make a payment to the plan equal toghm of 2.5ercenf the target amount and §@rcent

of the difference beteen the allowable costs and I cenbf the target amountf the

allowable costs for the pidfor the year are less than 9&rcentbut greater than or equal to 92
percent of the target amount for the plan and year, the Secretary would receimenpfrom

the plan equal to 50ercenbf the difference between $eércenbf the target amourand the

allowable costs. If the allowable costs for thendiar the year are less than @@rcentof the

target amount for the plan and year, the Secretary would receive a paymeefigantequal

to the sum of 2.percenpf the target amount; and §@rcenf the difference between 92

percenbf such target amount and such allowable costs. If the allowable costs for the plan for the
year are akeast 97percent but do not exceed 1@fercent of the target amount for the plan and

year, there would beo payment adjustment for the plan and year.

Sec. 2215. Temporary High Risk Pools for Individuals with Preexisting Conditions.
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No later than one year after enactment, the Secretary would establish one or more temporary
high risk pools to provide alligible individuals access to coverage that does not impose any
coverage exclusions for preexisting health conditions. The Secretary could carry out this section
directly or through agreements or contracts with states or others as appropriate.

The high rgk pool(s) established under this section would provide coverage for the essential
benefits package specified under Sec. 2242, and would provide the bronze level of coverage
specified under Sec. 2243. The premiums charged under the high risk pool wegidb® the
standard premium rate for a plan providing coverage for the essential benefits package and the
bronze level of coverage. The Secretary could vary premiums in the same manner that a QHBP
may vary premiums under Sec. 2204.

There would be apppriated out of the Treasury $5 billion to finance the claims and
administrative expenses of the high risk pool(s) in excess of the premiums collected from
enrollees. If in any fiscal year there is a shortage of aggregate amounts for payments of pool
expenses, the Secretary would make adjustments to eliminate the shortage.

Coverage under a high risk pool would end as of the end of June 30, 2013, with exceptions. The
Secretary could extend high risk pool coverage if the Secretary determines thettsnsion is
necessary to avoid a lapse in coverage resulting from the transition of enrollees from the high
risk pool into QHBPs offered through an exchange. Eligible individuals for high risk pool
participation include individuals who: (1) have beenidé coverage due to a preexisting health
condition, (2) have been uninsured for a continuous period of at least six months, (3) are not
eligible for essential health benefits coverage (as defined in Sec. 5000(A)(d)), and are citizens or
nationals of the L., legal permanent residents, or lawfully present aliens.

Sec. 2216. Reinsurance for Retirees Covered by EmpiBgsed Plans.
Present Law

No provision

Committee Bill

No later than 90 days after enactment, the Secretary would establishoaaigmginsurance
program to provide reimbursement to assist participating employmaset plans with the cost
of providing health benefits to eligible retirees who are 55 and older (and not eligible for
Medicare) and their dependents, including eligésid surviving spouses. Health benefits would
be required to include medical, surgical, hospital, prescription drug, and other benefits
determined by the Secretary. An employrmeased plan would submit an application to the
Secretary, as required. A paitiating employmenrbased program would submit claims for
reimbursement to the Secretary, documenting the actual cost of items and services for each
claim. Each claim would be based on the actual amount expended by the participant. The
participating emmymentbased plan would take into account any negotiated price concessions,
such as discounts, subsides, and rebates. The cost of deductibles-ashdringtwould be
included in the cost of the claim, along with the amounts paid by the plan. For ianglaiah,
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the Secretary would reimburse the plan fop8€centof the portion of costs above $15,000 and

below $90,000. This amount would be adjusted annually based on the percent increase in the
medical care component of the Consumer Price Index, rdundée nearest multiple of $1,000.
Amounts paid to a participating employmdratsed plan would be used to lower cost directly to
participants and beneficiaries in the form of premiumgyayments, deductible, dosurance, or

other outof-pocket costdhut would not be used to reduce the costs of an employer maintaining

the employmenbased plan. The Secretary would establish an appeals process for denied

claims, procedures to protect against fraud, waste, and abuse, and would conduct annual audits of
claims date.

The Secretary of the Treasury would establish a separate account within the Treasury of the
United States for deposit of $5 billion to the Secretary of HHS which is collected through the
reinsurance program established in Sec. 2213 obithisAmounts in the account would be
appropriated for use by the Secretary to carry out reinsurance for retirees. The Secretary would
have the authority to stop taking applications or take other steps to reduce expenditures to ensure
that expenditures dinot exceed available funds.

fiSubpart 31 Preservation of Right to Maintain Existing Coverag®
Sec. 2221. Grandfathered Health Benefit Plans.
Present Law
No provision.
Committee Bill
Plans could continue to offer coverage in a grandfathered polloyth the individual and group
market. Enroliment would be limited those who were currently enrollgteir dependents, or
in the case of an employer, to new employees and their dependents. Beginning July 1, 2013,
Federakating rules would be phaséadfor grandfathered policies in the small group market,
over a period of up to five years, as determined by the state with the approval from the Secretary.
Health insurance coverage in the individual market (in effect before enactment) that is bctuarial
equivalent to a catastrophic plan for young individuals (as defined in Sec. 2243(c) of the bill),
would be treated as grandfathered plans.

fiSubpart 41 Continued Role of States

Present Law
Pertaining to Sec. 2228227:Regulation of the privatedalth insurance market is primarily
done at the state level. State regulatory authority is broad in scope and includes requirements

related to licensing, solvency, the issuance and renewal of coverage, benefits, rating, consumer
protections, and other isss. Such rules vary from state to state. An insurance carrier must be
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licensed in each state in which it operates, and comply with the applicable laws and regulations
of each state.

Committee Bill
Sec. 2225. Continued State Enforcement of Insurancg&®ations.

No later than 12 months after enactment, the NAIC would develop a Model Regulation to
implement the requirements for plans offered in the individual and small group markets within a
state. The Secretary would promulgate regulations to impietine Model Regulation

developed by the NAIC. If the NAIC does not establish the Model Regulation within the 12
months after enactment, the Secretary would estabdidbraktandards implementing the
applicable requirements. States would have until JuR013 to adopt and have in effect the

Model Regulation oFederaktandards established by the Secretary, or a state law or regulation
that implements the applicable requirements.

If a state fails to adopt or substantially enforce the Model Regu|&@nteraktandards, or state

laws or regulations, the Secretary would be required to enforce those provisions related to the
issuance, sale, renewal, and offering of health benefits plans until the state adopts and enforces
such provisions. The Secretarpuld have enforcement authority under Sec. 2722(b) of the

Public Health Services Act to impose civil money penalties on plans that fail to meet such
provisions. The Model RegulatioRederaktandards, or state laws and regulations implemented

by a statenust include a requirement that adopted standards (including existing standards under
state law that offer more protection to consumers than standards set forth in this title) are applied
uniformly to all offerors of health benefits plans in the individuwasmall group market.

By no later than July 1, 2013, a state would be required to establish and have in operation one or
more exchanges, including Small Business Health Options Program (SHOP) exchanges, that
meet the requirements regarding the offe@bIBPs. If states do not establish these exchanges
within 2 years of enactment (or if the Secretary determines the exchanges will not be operational
by July 1, 2013), the Secretary would be required to contract with a nongovernmental entity to
establish thexchanges within the state. States would be required to establish interim exchanges
for use by state residents as soon as practicable in the period from January 1, 2010 to June 30,
2013. If these interim exchanges are not operational within a reasorebbt gfter enactment,

the Secretary would be required to contract with a nongovernmental entity to establish state
exchanges during this interim period.

This title would not replace state laws that establish, implement, or continue any standards or
requrements relating to health benefits plans that offer more protection to consumers than the
protection offered by standards or requirements included in this title. These standards or
requirements would refer to consumer protections (e.g. claims grievameslpres, external

review of claims determinations, oversight of insurance agent practices, and others); premium
rating reviews; solvency and reserve requirem
and the assessment of shtesed premium tas on health insurance issuers. The provisions in

this title would not affect ERISA provisions with respect to group health plans.
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States could institute programs to provide that offerors of qualified health benefit plans, small
employers, and exchanges f er i ng plans in the stateds indi)\
automatically enroll individuals and employees in (or continue enroliment of individuals in)

QHBPs. Automatic enrollment programs would be required to allow individuals or employees to

opt out of any coverage in which they were automatically enrolled.

Each state would require offerors of QHBPs through an exchange to provide for a claims review
process, to notify enrollees in clear beanguag
internal and external appeals processes, and to allow enrollees to review their files, present
evidence, and maintain their insurance coverage during the appeals process. States would be
required to provide for an external review process that inclemesumer protections set forth in

the NAICO6s Uniform External Review Model Act,
review through-ederalbr state procedures.

Sec. 2226. Waiver of Health Insurance Reform Requirements.
Present Law

No provision.

Committee Bill

A state could apply for a waiver of any and all requirements of Title | and the IRC for plan years
beginning on or after July 1, 2015. The waiver application would have to (1) be filed at a time
and manner specified by the Secretary, @)grovide required information, including a
comprehensive description of the State legislation or program for implementing a plan meeting
the waiver requirements, and ayi€ar budget plan that is budget neutral forRbderal

Government.

In order br the Secretary to grant a request for a waiver, the Secretary would have to determine
that (1) the state plan would provide coverage at least as comprehensive as that required under a
QHBP offered through exchanges, (2) the State plan received inputdroitizens, and3) the

State plan would not increase thederaldeficit and would lower the growth in health spending,
improving delivery system performance, providing affordable choices of all citizens, expanding
protection against excessive @ftpocket spending, and providing coverage to the same number

of uninsured as this title.

The Secretary would determine the scope of the waiver, including waddralaws and

requirements would not apply to the state. This determination would be mantel8idhdays of
receiving a waiver application from the state. The Secretary would notify the state if the waiver

is granted, or would notify the state and the appropriate committees of Congress the reasons that
the waiver was not granted.

Sec. 2227. Prasions Relating to Offering of Plans in More Than One State.

Present Law
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No provision.
Committee Bill

iHeal th care choi ce ¢ omp anedrmare QWBRSs In the individualw f o r
market across state lines. By July 1, 2013, the Ndtissociation of Insurance Commissioners

(NAIC) would develop modeules for these compactBhe compacts would exist between two

or more states, but the QHBP would only be subject to the laws and regulations of the state in

which the plan was written assued. However, the offeror of the QHBP would be subject to

laws and regulations concerning provisions on market conduct, unfair trade practices, network
adequacy, and consumer protections in all states that offered the plan. The offeror of the compact
would also be licensed in each state in which it offered the plan, and would notify purchasers that
the policy might not be subject to all the | a
must enact a law authorizing the compacts. These compagtd not begin before January 1,

2015

An offeror of a QHBP in the individual or small group market could sell the plan in more than

one state, including all states, and not be subject to any state laws mandating benefit coverage.
However, a state mayaps a law opting oulf this type of policy. For all participating states, the
offeror would be required to (1) have a uniform benefits package for each state; (2) be licensed
in each state and meet State standards and requirements as detailed irbSeela2i2g to

consumer protections, premium rating reviews, and solvency and reserve requirement,-and state
based premium taxes); (3) meet all the requirements with respect to QHBPSs, including offering a
silver and gold level plan in each state; ¢)}dde t er mi ne each stateob6s pren
the rating rules in that state for the rating areas in which the plan is offered. The NAIC would
develop model rules for offering QHBPs on a national basis by 2012, including implementing
benefit categoriedhat take into account benefits offered in a majority of States, and

harmonization between State authorities of insurance regulation. Each participating state would
be required to include the NAIC Model rules for the offering of QHBPs on a naltiasialn the

Model RegulationFederaktandard, or State law and regulation that it adopts and has it effect
under Sec.2225(a)(2).

Sec. 2228. State Flexibility to Establish Basic Health Plans for Emeome Individuals not
Eligible for Medicaid.

Present Law

There is no existingederalaw providing direct orgoing program financing to the States for

health insurance coverage of lémcome individuals not eligible for Medicaid either under

standard criteria or via waivers. TBemmittee Billis modeled aftetie Washington Statasic

Health (BH)Planprogram administereaind financedby the Washington State Health Care

Authority (HCA).BH st arted as a pilot progr dealthest abl i s
Care Access Act of 1987. I'n 1993, Maletheiprogrampermaidnizas mart of

theHealth Services AciCurrent eligibility requirements include the following: (1) Musté

Washington Stateesident; (2) May ot be eligible for free or purchasstedicare; (3) May at
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be institutionalized at thigme ofenrollment; (4) May at be attending school full time in the
United Statesn a student visa; and (5) Must be within itheome guidelineggross monthly
income of $1,733.41 for an individual and $3,533.50 for a family of four).

Committee Bill

The Committee Billwould require the Secretary to establish a program where a state or a
regional compact of states would establish 1 or mpoadified basic health plans to provide at

least an essential benefits pagido eligible individuals rather thaffering coveragé¢o them

through an exchange established under past&es would enrolhcomeeligible persons in

their Basic Health Ptathat meets the competitive procurement requirements and the
requirements to provide premium and esisaring sulidies to eligible individuals. The
CommitteeBilwoul d require that the Secretary certif
has premiums and cesharing for any plan year that does not exceed the estimated average cost
for a QHBP within the ste and offered through the exchanges, and that the benefits provided
under the qualified basic health plan covers the items and services required under an essential
benefits package in the exchange.

The Committee Billwould define a qualified basic héaplan in this program as a plan
established and maintained by the state under which only eligible individuals enroll. The
Committee Billwould further define the plan as providing at least an essential benefits package
as required for the exchange, andduld require at least a medical loss ratio op8&cent The
Committee Billwould also require meeting the competitive procurement requirements and the
requirements to provide premium and esisaring subsidies to eligible individuals.

The Committee Bill would require states to establish a competitive process to enter into contracts
with coverage providers under the plan. Contract negotiations would include payment rates,
premiums, cossharing, and extra benefiStates would be encouraged to uutd innovative

features in their health plan contragtimncluding, but not limited toare coordination and care
managemenemphasizing chroniconditiong, incentives for use of preventiversices, and
establishment gbatient/doctor relationships thaaximize patient involvement in health care
decisionmaking, including awareness of the incentives and disincemmtivesng the health care

plan. States would be requirexiconsider and make suitable allowance for differencheaith

care needs ofreolleesand differences in local availability oéhlth care provider resources. The
competitive process would also require consideration of contracting with managed care systems
or with systems that offer as many of the attributes of managed careibke fieathe local health

care market. Th€Eommittee Billwould also include consideration in the competitive process of
establishment of specific performance measures and standards for coverage of providers that
focus on quality of care and improved out@smin addition to requiring providers to report
measures and standards. Tammittee Billwould require making performance and quality
information available to enrollees in a useful form.

Under theCommittee Bil| states would be instructedgeek paitipation by multiple health
plans to allow enrollees a choice between two or more plans, whenever poEséle.
Committee Billwould also allow tes entering into health care choice compacts to form-multi
state risk pools for the purposes of negot@tiith health care systemEhe Committee Bill
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would encouragestate administratot® find ways to integrattheir negotiations with any

Medicaid or other state administered health care programs to maximize efficiency and improve
the continuity of care teeen all gate administered health programs. State administrators
would seek to contract with managed care systems, or with systems that offer as many of the
attributes of managed care as are feasible in the local health care market. State admjniistrator
conjunction with HHS, would establish specific performance measures and standards for
participating health care systems that focus on quality of care and improved health outcomes.
Particpating health care systems woudghort to the state on the aseires. Their performance

and quality information would be made available to the Secretary of HH® thelBasic

Health Plan enrollegs help enrollees choose the best health care system.

Under theCommittee Bil| if the Secretary determines that atstmeets the requirements of the

program, then the Secretampuld provide funds to participatingages in orderto provide

affordable health care coverage through private Inealte systems under contract.tAst e 6 s

Basic Health Plan funding level walbe basedon he Secr et ar ypéreentdthad i mat e ¢
value of individual tax credits and cost sharing subsidies that would otherwise have deen ma

for a QHBP based on enrollment in that stafthis amount wouldbe calculated on a per enrollee

bags. Funds distributed to theates wold be provided to independemntists and would be used

by the states only to reduce the premiums and cost sharing for eligible enrolled individuals.

Under theCommittee Billan eligible individual is defined by thellowing (1) must be a
resident of the State who is not eligible to
that, at a minimum, are consistent with the essential benefits package in section 2242; (2) must
have a household income between g8&entand 200percenof the FederalPoverty Level

(FPL) for the size of the family involved; (3) is not eligible for an empleyemsored plan that

is not affordable coverage; and (4) has not attained the age of 65 as of the beginning of the plan
year.The Committee Billwould also include in the definition of the term, individuals who are

eligible for enroliment by reason of their relationship to the individual meeting the eligibility

criteria. TheCommittee Billwould stipulate that an eligible individl would not be able to use

the exchange.

The Committee Billwould require the Secretary to conduct a review of each state program on an
annual basis to ensure compliance with the requirements of the program. Specifically the
Committee Billwould requie the Secretary to ensure state programs meet (1) eligibility
verification requirements; (2) the requirements for udeedferafunds received by the program;

and (3) the quality and performance standards.

The Committee Billwould stipulate that a setnay provide that a participating provider in a
qualified basic health plan may include a licensed health maintenance organization, a licensed
health insurer, or a network of health care providers.Gdramittee Billwould also stipulate
that any term ugkin this section and section 36B of the Internal Revenue Code of 1986 would
have the meaning established by the latter.

fiSubpart 57 Other Definitions and Rule

Sec.2230. Other 2finitions and Rules.
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Present Law
No provision.

Committee Bill

In connection with agroup healthl an, the term Al arge employero

employedan average of at least 101 employees on business days during the preceding calendar
year and who employs at least 1 employee on the first day of the plan year.

In connection with a group health plan, the
employedan average of at least 1 but not more than 100 employees on business days during the
preceding calendar year and who employs at least 1 employeefostttay of the plan year.
Employers who initially meet the definition of small employer may continue to be treated as
such, even if they later employ more than 100 employees.

For plan years beginning before January 1, 2015, states have the optiamge ttieedefinition
of large employer to those with at least 51 employees, and limit small employers to those with 1
to 50 employees.

Employers treated as a single employer under the IRC would also be treated as a single employer

for purposes of determimg whether an employer was small or large. For employers not in
existence throughout the preceding calendar year, the determination of whether the employer is
considered small or large would be based on reasonable expectations of the average number of
empoyees during business days in the current year.

Subtitle B6 Exchanges and Consumer Assistance

Sec. 1101 Establishment of Qualified Health Benefits Plans Exchanges.
PART BT Exchange and Consumer Assistance

fiSubpart 1 - Indviduals and Small EmployersOffered Affordable Choice
Present Law
Pertaining to Sec. 2231Sec. 2239.
No specific provision exists iRederalaw today regarding a health insurance exchange. At the
state level, however, Massachusetts establiaf®dnectorauthority which isdescribed below
for illustrative purposes.
In 2006, in tandem with substantial private health insurance market reforms, Massachusetts

created th&€ommonwealtiHealth Insurance Connector Authority, governed by a Board of
Directors, to serve as an interneeg that assists individuals in acquiring health insurance. In
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this role, the Health Connector manages two programs. The first is Commonwealth Care, which
offers a governmergubsidized plan at three benefit levels from a handful of healtinars to
individuals up to 30@ercenif the FPLwho are not otherwise eligible for traditional Medicaid

or other coverage (e.g., jgiased coverage). The second is Commonwealth Choice, which

offers an unsubsidized selection of four benefit tiers (gold, silvenzler and young adult) from

six insurers to individuals and small groups.

Under state law, the Board of Directors, with its 11 board members, has numerous

responsibilities, including the following: determining eligibility for and administering subsidies
through the Commonwealth Care program, awarding a seal of approval to qualified health plans

of fered through the Connectorés Commonwealth
defining what constitutes fAcr edischallddte coverag
determine if residents have access to fAafford
penalties if they are uninsured, and developing a system for processing appeals related to

eligibility decisions for the Commonwealth Care progeamd the individual mandate.

Committee Bill
Sec. 2231. Rights and Responsibilities Regarding Choice of Coverage Thrigxgange.

Qualified individuals could choose to enroll or not to enroll in a QHBP offered through an
exchange in the State in whidiey reside. Each qualified small employer could choose to offer

its employees an exchangéered QHBP that covers the small group market for the state in

which the employee resides. Each employee of a small employer could choose to enroll or not to
enrdl in such a plan. A qualified small employer may limit the QHBP or levels of coverage that
employees may enroll in through an exchange. A qualified small employer that offers coverage
under a selfnsured plan may not offer plans through an exchange.

Members of Congress and Congressional employees would be treated as qualified individuals
with the right to enroll in a QHBP in the individual market offered through an exchange. Any
employer contribution on behalf of the Member or employee could be plgitbathe offeror of

a QHBP in which the Member or employee enrolled. The contribution on behalf of Member or
employee would be actuarially adjusted for age and paid directly to an exchange. A
Congressional employee would be one whose pay is disbuysbd Becretary of the Senate or
the Clerk of the House of Representatives.

All plan offerors of a QHPB would be required to offer the plan through the exchange and may
offer the plan outside of the exchange. An offeror of a QHBP in the individuadadr group

market within a State must offer at least one silver level and one gold level QHBP, and may offer
1 or more bronze and platinum level plans, as well as a catastrophic plan. Each exchange that
offers plan in the individual or small group markaist offer all QHBPs in the state that are

licensed by the State.

Each exchange within a State would be required to allow an offeror that only provides oral health

benefits to offer the plan through the exchange (either separately or in conjunction with a
QHBP). The plan would be treated as a QHBP.
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The Secretary would establish procedures requiring states to allow agents or brokers to enroll
individuals in any QHBP in the individual or small group market as soon as the plan is offered
through an exchaye in the State and to assist individuals in applying for premium credits and
costsharing subsides for plans sold through an exchange.

Sec. 2232. Qualified Individuals and Small Employers: Access Limited to Citizens and Lawful
Residents.

The termiBdduahdividual 6 would mean an individ
offered QHBP in the individual market who resides in the State that established the exchange.

This would not include an individual who is incarcerated, other than those peraling th

disposition of charges.

The term fiqualified small employero 4#meul d mea
employees eligible for 1 or more QHBPs offered through an exchange that offers QHBPs in the
small group market.

If, for the entire pAn year, an individual was not reasonably expected to be a citizen or national
of the U.S, not lawfully admitted to the U.S. for permanent residence, or not lawfully present in
the US, he or she would not be considered to be a qualified individual dddhobenroll in an
exchangeoffered QHBP in the individual market. The individual could not enroll as an
employee of (or as an individual bearing a relationship to an employee) a qualfied small
employer in an exchangdfered QHBP in the small group matk

fiSubpart 21 Establishment of Exchanged
Sec. 2235. Establishment of Exchanges by States.

No later than July 1, 2013, each state would be required to establish (1) an exchange to facilitate
the enroliment of qualified individuals in QHBPs offeredhie individual market, and (2) a

Smal | Business Health Options Program (ASHOP
in facilitating the enrollment of their employees into QHBPs offered in either the individual or

small group market. States coelstablish one exchange to serve both individuals and small
businesses, so long as the exchange has separate resources to assist individuals and employers.
An exchange or SHOP exchange could operate in more than one state if each state agrees to
operationof the exchange in that state, and the Secretary approves.

A state could authorize an exchange to contract with an eligible entity to carry out one or more
exchange responsibilities. An eligible entity would (1) be incorporated under and subjget to sta
law, (2) have demonstrated experience administering health insurance benefits in the individual
and small group markets, and (3) not be a health insurance issuer or treated under Sec. 52 of the
IRC as a member of the same controlled group of corposatibsuch an issuer. A state could
authorize an exchange to enter into an agreement with the state Medicaid agency for the
purposes of establishing individual eligibility for the exchange, and for the premium credit under
Sec. 36B of the Internal RevenGede of 1986 and the cesharing subsidy established under
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Sec. 2247, if such an agreement complies with requirements promulgated by the Secretary. Each
state would provide for the establishment of rate schedules for broker commissions paid by the
plansthrough an exchange. Beginning in 2017, each state could allow QHBP offerors in the

large group market to offer plans through an exchange.

Each state, as soon as practicable after enactment, would establish an interim exchange through
which enrollmentn eligible health insurance coverage is offered beginning Jan. 1, 2010 through
June 30, 2013. Eligible coverage would include any coverage that meets the requirements
specified under Sec. 2244 (regarding ¥&ring and spending limits) which is offeteda
statelicensed insurance carrier in the individual or small group market. Eligible coverage would
not include limited benefit plans, as determined under regulations promulgated by the Secretary.
The Secretary would provide technical assistancadb state in establishing exchanges.

Sec. 2236. Functions Performed by Secretary, States, and Exchanges.

The Secretary of HHS would enter into an agreement with each state outlining exciatege
functions that would be performed by the Secretaey state, or the exchange. Such an

agreement would provide for the state to establish certification procedures for QHBPs to
participate in an exchange. Such an agreement would address the conduct for the following
outreach and eligibility activities: edilishment of an outreach plan, establishment and

maintenance of call centers, development of a template for an Internet portal, establishment of a
rating system to rate QHBPs, and determination of individuals and employers as qualified (or
disqualified) b participate in an exchange. Such an agreement would provide for the
establishment and implementation of an enrollment process, which would address enrollment
through a variety of media and venues, establishment of open and special enrollment periods,
egablishment of a uniform enroliment form and standardized marketing requirements,
development of a standardized format for presenting health benefit options in the exchange, and
dissemination of information regarding eligibility requirements for Medicaida t he Chi | dr e
Health Insurance Program (CHIP). Such an agreement would provide for the establishment and
use of a tool to determine cost of coverage after application of any premium-shansy

credit, and implementation of the responsibilitiescified under Sec. 2248 regarding advance
determinations and payments of such credits. Such an agreement would establish procedures for
granting annual certification attesting that an individual is exempt from the individual mandate
because there is nofafdable QHBP available, and for transferring to the Treasury Secretary a

list of such individuals.

Sec. 2237. Duties of the Secretary to Facilitate Exchanges.

The Secretary of HHS and the Treasury Secretary would carry out the responsibilitiesdspecifi
under Sec. 2248egarding advance dgtninations and payments of premium and-sbstring
creditsthat are delegated specifically to such authoritidse Secretary would designate an

office with the U.S. Department of Health and Human Services tadereechnical assistance to
states to facilitate the participation of qualified small businesses in SHOP exchanges. The
Secretary would pay each state an amount estimated by the Secretary for the unreimbursed start
up costs for any exchange or SHOP exdea No payments could be made for any operations
costs of an exchange.
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Sec. 2238. Procedures for Determining Eligibility for Exchange Participation, Premium
Credits, and CosEBharing Subsidies.

The Secretargf HHSwould establisiprocedures for deterining whetheor notindividuals
whowantto enroll in @ exchangefferedQHBP or to claima premium credit or costharing
subsidy meet the requirements regardingizeinship or immigration status. Additionally, for
those individualglaiming a credibr subsidythe Secretary would determindnether the
individual meets applicable ineance and coverage requirements and iffoamount of the
credit or subsidy. The SecretarffHHS also would establish procedures fil@termining (1) if
anindividud 6 s cover age -spondoged plasiconsdared unajfoedable, af@)
whetheror notto grantanannual certification téheindividual that would provide an exemption
from the individual mandate requiremeht&cause there is no affordable QH®Riilable.

In applying for enroliment in a QHBP offered through an exchange, the applicant would be
required to provide individuallidentifiable information, includingame, address, date of birth,

and citizenship or immigration status. In the casanahdividual claiming a premium credit or
costsharing subsidy, the individual would be required to submit to the exchange income and
family size information and information regarding changes in marital or family status or income.
Personal information prided to the exchange would be submitted to the SecwftatfS. In

turn, the Secretary would submit applicable information to the Social Security Commissioner,
Homeland Security Secretary, and Treasury Secretary for verification purposes. TheySecretar
of HHSwould be notified of the results following verificatiandwould notify the exchange of
such results. The provision specifies actions to be undertaken if inconsistencies are found. The
Secretanof HHS, in consultation with the Treasury Seamyt Homeland Security Secretary,

and Social Security Commissioner, would establish procedures for appealing determinations
resulting from the verification process, and redetermining eligibility on a periodic basis. The
personal information submitted feerification would be used only to the extent necessary for
verification purposes and not disclosed to anyone not identified in this provision. Any individual
who submits false information due to negligence or disregard of any rules would be subject to a
civil penalty of not more than $25,000. Any individual who intentionally provides false
information would be guilty of a felony and, upon conviction, fined not more than $250,000,
imprisonment for not more than 5 years, or both. Any person who intditiosas the personal
information in violation of this provision would be guilty of a felony and, upon conviction, fined
not more than $5,000, imprisonment for not more than 5 years, or both.

Sec. 2239. Streamlining of Procedures for Enroliment through Exchange and State
Medicaid and CHIP Programs.

The Secretarwould establish a process for allowing state residents to apply for and participate

in applicable state health subsidy programs. In establishing this process, the Secretary would (1)
developa single, streamlined application form for all applicable state health subsidy programs
that may be filed through a variety of means, and (2) provide a notice of eligibility to applicants
without any need for addénal information or paperwork, unless eifieally required by law.
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The Secretary would develop for each state a secure electronic interface that the applicable state
health subsidy program may use for eligibility determination, verification, and updating of
information. The Secretary, in caidation with the Treasury Secretary, Homeland Security
Secretary, Social Security Commissioner, and any applicable state authorities, would require the
use of the interface for purposes of determining eligibility for, and amount of, premium credits

and catsharing subsidies. The Secretary could enter into agreements regarding the exchange of
data through the interface.

An exchange could contract with an entity or state Medicaid agency for carrying out its activities
under this title. Nothing in this son would change any requirement that eligibility for
participation in a statebés Medicaid program b

Applicable state health subsidy programs would include QHBPs offered through an exchange,
including premium crditsandcoss har i ng subsidies, state Medica
health insurance programs, and a state program establishing qualified basic health plans as

specified under Sec. 2228.

Sec. 1102 Encouraging Meaningful Use of Electronic Health Rextls.
Present Law

Congress enacted the Health Information Technology for Economic and Clinical Health
(HITECH) Act as part of the American Recovery and Reinvestment Act of 2009 (P:-B) 1d1
promote the widespread adoption of interoperable electreaithhrecords (EHRS). Among its
provisions, the HITECH Act authorized bonus payments for eligible professionals and hospitals
participating in Medicare and Medicaid as an incerftivéghemto become meaningful users of
certified EHR systems. The HITECH Adefines meaningful use to include using certified EHR
technology for the purpose of exchanging clinical information to improve the coordination and
quality of care, and using such technology to report clinical quality measures. Beginning in 2011,
Medicae incentives will be paid to eligible professionals and hospitals that are meaningful EHR
users. These incentive payments will be phased out over time and, beginning in 2015, replaced
with financial penalties for providers that have not become meaningRIusers. In addition to

the Medicare incentives,¢rtHITECH Act authorized a 1(fercent~ederamatch for payments

to qualifying Medicaid providers for the adoption and meaningful use of certified EHR
technology. Medicaid incentive payments will be aafali for a period of up to six years.

Committee Bill

The Committee Billwould require the HHS Secretary to conduct a study on methods that can be
used by QHBPs offered through an exchange to encourage meaningful use of EHRs by
providers. Such methods inde incentive payments and promotion of {oest EHR software,
including systems available through the Veterans Administration. Within 24 months of
enactment, the Secretary wole requiredo submit to Congress a report containing the results

of the staly, together with recommendations on the feasibility and effectiveness of such payment
incentives. The Secretary would be required to disseminate the report to exchanges no later than
12 months after submitting the report to Congress.
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Subtitle Cd Making Coverage Affordable
PART | 7 Essential Benefits Coverage
Sec. 1201. Provisions to ensure coverage to essential benefits.
Title XXII of the Social Security Act is amended by adding the following.
PART Ci Making Coverage Affordable

fiSubpart 11 Essentid Benefits Coverage

Sec. 2241. Requirements for qualified health benefits plan.
Present Law
No provision
Committee Bill
A health benefits plawould be a QHBRNIy if the plan provides an essential benefits package
(Sec. 2242); the plgprovides coerage at the bronze, silver, gold, or platinum |¢8ekc.2243);
andt h e pffencharges the same premium whetter planis purchased through an
exchangethe offeror or an agent.
Sec. 2242. Essential Benefits Package Defined.
Present Law
Federallaw does not define an essential benefit package for the private health insurance market.
States have the primary responsibility of regulating the business of insurance and may define
state benefit mandatesioweverFederalaw requires that prate health insurance include
certain benefits and protectiqrier services covered by a plahlIPAA and subsequent
amendments require, for example, that group health plans and ingbicecsver maternity care
alsocover minimum hospital stays ftre maternity care, provide parity in annual and lifetime
limits for any offerednental health benefits, and offer reconstructive breast surgery if the plan
covers mastectomies.
Committee Bill
As described belowneessential benefits packageuld be requiretb (1) povide paymentor

a specifiedset of serviceq2) limit-cost sharing(3) meet requirements fapecificitems and
services; and (4)otimpose any annual or lifetime limits.
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Providepayment for a specified set @rsices:all planswould berequired tgprovidethe
following set of services:
1 Hospitalization;
1 Outpatient hospital and outpatient clinic services, including emergency department
services;

1 Professional services of physicians and other health professionals;

1 Medical and surgical care;

1 Services, equipment, and supplies incident to physician and health professional care in
appropriate settings;

9 Prescription drugs;

 Rehabilitative and habilitative services;

I Mental health and substance use disorder services, including behavioral hetafgntrea

9 Preventive services, as specified;

1 Maternity benefits; and

1 Well baby and well child care and oral health, vision, and hearing services, equipment,

and supplies for children under 21.

Limit costsharing:The essential benefits package would beetlip cossharing requirements,
with no costsharing allowed for required preventive items and services.

For plan years beginning in 2013, eshiaring undean essential benefits packageiltl not

exceed the dollar amourfts the sum of the annual dectible and oubf-pocket limitsin effect

for an HSAfor self-only and family coverage, as appropriak@r plan yearsdginning in 2014,
these cost sharing dollamaunts would increase by theemium adjustmentgrcentage (PAP).

The PAP idefined aghe percentage (if any) by which the average per capita premium for
health insurance coverage in the U.S. for the preceding calendar year exceeds the 2012 average
value. These averagasould beestimated by the Secretary by October 1st of the relevant
preceding year. Theostsharing dollar amount for individual coverage would be the cost
sharing amount for 2013 increased by the PAP, while the cost sharing dollar amount for family
coverage would be twice that amount, rounded down to the nearest $50.

Deductibles for the essential benefits package would be limited. In the small group market, the
deductible could not exceed $2,000 for an individual plan, and $4,000 for any other plan. These
amounts could be increased by the amount of any mandatory emgboyebutions to a health
benefits arrangement. The deductible limitations would be applied so as not to affect the
actuarial value of any QHBP, including broflegel plans. Catastrophic plans would be exempt
from these limitations.

Costsharing undean essential benefits package would be the same for the treatment of
conditions within each of the following four categories (1) hospitalization; (2) outpatient hospital
and outpatient clinic services, including emergency department services; (3) prafessi

services of physicians and other health professionals; and (4) services, equipment, and supplies
incident to physician and health professional care in appropriate settings.

Value-based plans would be exempt from certain requirements; they coule cloatgharing

for preventive services and they could charge differentgtwaing within the four categories
specified directly above. A valtmased design is defined as a methodology that would reduce or
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eliminate cossharing for the clinically benefial preventive screenings, lifestyle interventions,
medications, immunizations, diagnostic tests and other procedures and treatments to reflect their
high value and effectiveness.

Meet requirements for specific items and serviéssential benefits paages would be subject
to certain rules.

i At least met the class and category of drug coverage requirements specified in Medicare
Part D

9 At least meet the minimum standards requireéréyerabr State law for coverage of
mental health and substance dsorder services;

1 Any planthatvaries premiums base&uh tobacco use must also provide coverage for
comprehensive tobacco cessation programs including counseling and pharmacotherapy

1 Include coverage of day surgery and related anesthesia, diagn@sgi@siand screening,
and radiation on chemotherapy;

1 If a health benefits plan offered staaldne dental benefits through an exchange, another
health benefits plan offered through the exchange would not fail to be treated as a QHBP
solely because it did nobver the same dental benefits; and

9 For emergency care, the plan would be required to provide coverage without prior
authorization and without limitation on coverage if the provider does not have a
contractual relationship with the plan. Gebaring foroutof-network emergency
services could not exceed casiaring for innetwork emergency services.

Beginning July 1, 2012he Secretary of HHS would be required to define and update the
categories of covered treatments, items and services withinteas§ies no less than annually.
The Secretargould notdefine a package that is more extensive thigpical employer plan as
certified by the Centers for Medicare and Medicaid Services, Office of the Actuary. Some
flexibility in plan designwould beallowed as long as it dichot encourage adverse selection. The
Secretary would be required to update or modify these definitions to account for changes in
medical evidence or scientific advancement or to address any gaps in access or changes in the
evidene base.

Each state would be required to ensure that at least one plan offered in the exchange is at least
actuarially equivalent to the standard Blue Cross Blue Shield plan offeffedéoakemployees.

If any item or service covered by a QHPB is pdexd by a~ederdly-qualified Health Center to

an enrollee, the plan offeror would pay the center at least the amount that would have been paid
to the center under Medicaid.

Sec. 2243. Levels of Coverage.

Present Law

Generally,Federalaw has certainequirements regarding actuarially equivalent benefit options

only in the context of private plan offerings througgderahealth insurance programs (e.g.,
Medi care Parts C and D, t he State CHedetadr ends
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law regarding actuarially equivalent benefit options in group and individual private health
insurance. However, states may have such standards.

For example, Massachusetts defines a standard gold benefit package for private health insurance
available in its Conector. According to the st@e2006 guidance to health insurers, a plan with

a different design could be qualified gsld if it had an actuarial value within five percent of the
standard goldbés value. The s tabdteal mdividumist s t wo
in the Connector: Insure were instructed that silvbenefit packages were to be [@&ceniof

gold (plus or minus 7.percen}, and bronze packages were to bgéftenbf gold (plus or

minus two percent). However, these amewmtre not set in statute and have changed

somewhat over time. An additional option is available to young adults in Massachusetts; plans

may exclude prescription drugs and/or limit annual plan benefit payments.

Committee Bill

A health benefits plan wodlbe required to providetaonze, silver, goldr platinumbenefit
packageThe bronze benefit packag®uld provide benefits that asetuarially equivalent t&®5
percenbf the essential benefits packagle silver gold, and platinum would provide hefits
that are the actuarially equivalent top@rcent 80 percentand 9(percenbf the essential
benefits package, respectively

A separateatastrophic plawould beavailable for those who are younger than 26 before the
beginning of the plan yeaas well as those who have a certification in effect that they are
exempt from the individual responsibility requirement because there is no affordable QHBP
available to them in the exchangée catastrophic plan would have the same deductible as
requiredby a Hedth Savings Acount(HSA)-eligible high deductible health plan, with no cost
sharing for required preventive services.

Plans could be offered only to children; the same QHBP offered at any level of coverage could
also be offered with enrolimelitited to those under the age of 21.

State insurance commissionemildallow de minimus variation around the benefit target
valuations to account for differences in actuarial estimates.

Sec. 2244. Application of Certain Rules to Plans in Group Mdgke

Health insurance plans offered in the large or small group market in a state could not impose
unreasonable annual or lifetime lim{tgithin the meaning of section 223 of the Internal
Revenue Code (IRC)). This provision would not apply to grandiadhglans.

For plan years beginning after June 30, 2013, in the case of a health benefits plan offered in the
large group market, the state would require the plan to meet the requirements relating to annual
limits on costsharing, including not allowing sésharing for required preventive items and
services.
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Each state would require any employer with more than 200 employees that offers enrollment in
one or more health benefit plans to automatically enroll nevifué employees in one of those
plans ando continue the enrollment of current employees in a plan. -Aurtollment programs
would be required to include adequate notice and an opportunity for an employee to opt out.

Sec. 2245. Special Rules Relating to Coverage of Abortion Services.
Present_aw

Currently,Federafunds may be used to pay for abortions only if a pregnancy is the result of an
act of rape or incest, or where a woman suffers from a physical disorder, physical injury, or
physical illness that would place the woman in danger athdenless an abtion is performed.
Many private insurance plarntsoweverjnclude coverage for abortidreyond these limited
categories

In addition,Federakonscience protectidaws prohibit recipients of certaffederafunds from
discriminating aginst certain medical personnel and health care entities for engaging in
refusing to engage jspecified activities related to abortion.

Committee Bill

Under the bill, &healthbenefitsplan would not beequired taprovide coveragéor abortions.
The offeror of a health benefits plan would determine whether or not the plan provides coverage
of abortion as part of its essential benefits package for the plan year.

The Secretary would ensure thagimyexchange, at least ogealified health benefitglan does

not provide coverage of abortioneyond those for which the expenditurdefierafunds
appropriated for the Department of Health and
Hyde | i miAtQEBPiwouldbetieated as not providicmverage of abortions beyond

the Hyde limitations if it does not provide coverage for any abortions. The Secretary would also
ensure that in any exchange, at least one QHBP provides coverage for abortions beyond the

Hyde limitations. If a state has onechange covering both the individual and small group

markets, the Secretary would be required to provide the aforementioned assurances with respect

to each market.

The offeror of a QHBP that provides coverage of abortions beyond the Hyde limitations may

could not use any amount attributable to a premium assistance credit or astyacsg subsidy

to pay for such services. In addition, the offeror would be required to sega#gamium

assistance credits and castaring subsidiefom anamount eqal to the actuarial value of

providing abortions beyond the Hyde limitations for all enrollees, as estimated by the Secretary.
The Secretary would be required to estimate, on an average actuarial basis, the basic per enrollee,
per month cost of includingpverage of abortiortseyond the Hyde limitationdn makingsuch

estimate, the Secretary couiéke into account the impact of including suckierage on overall

costs, but couldot consider any cost reduction estimated to result from providing such

abortions, such as prenatal cafehe Secretary woullde required to estimate the costs as if
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coverage were included for the entire covered population, but the costs could not be estimated at
less than $1 per enrollee, per month.

Qualified realth benefitplanscould not discriminatagainst any individual health care provider
or health care facility because of its willingness or unwillingness to provide, pay for, provide
coverage of, or refer for abortions.

Sec. 1202. Application of State anfiederal Laws Regarding Abortion.
PresentLaw

The performance of and payment for abortions is regulated by both stdederdlaws. State

law, for example, sometimes prescribes parental notificadgmrementsmandatorywaiting

periods and other procedural sgg@ments before an abortion may be performed. URederal

law, certain kinds oFederafunds may not be used to pay for abortions and certain recipients of
Federafunds may not discriminate against specified health care entities that perform otaefuse
perform, pay for, provide referrals for, or provide training for abortions.

Committee bill

This provision would ensure that state laws regarding the prohibition or requirement of coverage
or funding for abortions, and state laws involving abortilated procedural requirements are

not preempted. The provision similarly provides thederalconscience protecticend abortion

related antidiscrimination laws would not be affected by the bill. The rights and obligations of
employees and employers undéle VII of the Civil Rights Act of 1964 would also not be

affected by the bill.

Sec. 1203. Application of Emergency Services Laws.
Present Law

As a condition of Medicare participation, the Emergency Medical Treatment and Active Labor

Act (EMTALA) requires hospitals with emergency departments to provide an initial screening
examination and any necessary treatment to stabilize any emergency medical conditions
discovered. Care must be provided to anyone who comes to the hospital and requests emergency
medical services regardless of whether an individual is insured, has the ability to pay for

services, is lawfully present within the United States, or any other characteristic.

In addition to thid~ederakequirement, some states impose similar obligatn hospitals and

other health care providers. For example, California requires all health care facilities to provide
emergency medical services and care to any person if the facility has appropriate facilities and
qualified personnel.

Committee Bill

46



This provision would prohibit any construction of the Act that would relieve health care
providers of their obligations to provide emergency services as required by ftatemlaw,
including EMTALA.

PART Il T Low Income and Small Business Credits an8ubsidies

fiSubpart A7 Low-Income Credits and Subsidies
Sec. 120%remium Tax Credits and Costsharing Subsidies
Present Law

Currently there is no tax credtdt is generally available to low or middle income individuals or
families for the purchase of health insurance. Some individuals may be eligible for health
coverage through State Medicaid programs which consider income, assets, and family
circumstancesHowever, these Medicaid programs are not in the Code.

Health coverage tax credit

Certain individuals are eligible for the health coverage tax credit (HCTC). The HCTC is a

refundable tax credit equal to 80 percent of the cost of qualified health geyeia by an

eligible individual. In general, eligible individuals are individuals who receive a trade

adjustment allowance (and individuals who would be eligible to receive such an allowance but

for the fact that they have not exhausted their regulampioyment benefits), individuals

eligible for the alternative trade adjustment assistance program, and individuals over age 55 who
receive pension benefits from the Pension Benefit Guaranty Corporation. The HCTC is available
for fAqualificed ohavalitchh ii msd rbabkedsnsucaece, cestainntStae mp | oy
based insurance, and in some cases, insurance purchased in the individual market.

The credit is available on an advance basis through a program established and administered by

the Treasty Department. The credit generally is delivered as follows: the eligible individual

sends his or her portion of the premium to the Treasury, and the Treasury then pays the full
premium (the individual s portittatheinsder.t he amo
Alternatively, an eligible individual is also permitted to pay the entire premium during the year

and claim the credit on his or her income tax return.

Individuals entitled to Medicare and certain other governmental health programedander
certain employesubsidized health plans, or with certain other specified health coverage are not
eligible for the credit.

COBRA continuation coverage premium reduction

The Consolidated Omnibus Reconciliation Act of 1985 (COBRA, P.L. N@729 requires that

a group health plan must offer continuation coverage to qualified beneficiaries in the case of a
gualifying event (such as a loss of employment). A plan may require payment of a premium for

any period of continuation coverage. The amai such premium generally may not exceed

102 percent of the fAapplicable premiumo for s
the election of the payor, in monthly installments.
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Section 3001 of the American Recovery and Reinvestment Act of 20RRA, P.L. No. 1115)
provides that, for a period not exceeding nine months, an assistance eligible individual is treated
as having paid any premium required for COBRA continuation coverage under a group health
plan if the individual pays 35 percent of fm@mium. Thus, if the assistance eligible individual
pays 35 percent of the premium, the group health plan must treat the individual as having paid
the full premium required for COBRA continuation coverage, and the individual is entitled to a
subsidy for65 percent of the premium. An assistance eligible individual generally is any
qualified beneficiary who elects COBRA continuation coverage and the qualifying event with
respect to the covered employee for that qualified beneficiary is a loss of grdthpplera
coverage on account of an involuntary termina
other than gross misconduct). In addition, the qualifying event must occur during the period
beginning September 1, 2008, and ending December 31, 2009.

The COBRA continuation coverage subsidy also applies to temporary continuation coverage
elected under thEederaEmployees Health Benefits Program and to continuation health
coverage under State programs that provide coverage comparable to contimvaiage The
subsidy is generally delivered by requiring employers to pay the subsidized portion of the
premium for assistance eligible individualBhe employer then treats the payment of the
subsidized portion as a payment of employment taxes andsotfssemployment tax liability by

the amount of the subsidyl.o the extent that the aggregate amount of the subsidy for all
assistance eligible individuals for which the employer is entitled to a credit for a quarter exceeds
t he empl oy er 6 babilkyrdoptheaqyantes, thé emiplayar can request a tax refund or
can claim the credit against future employment tax liability.

There is an income limit on the entitlement to the COBRA continuation coverage subsidy.
Taxpayers with modified adjusted gmincome exceeding $145,000 (or $290,000 for joint

filers), must repay any subsidy received by them, their spouse, or their dependant, during the
taxable year For taxpayers with modified adjusted gross incomes between $125,000 and
$145,000 (or $250,008nd $290,000 for joint filers), the amount of the subsidy that must be
repaid is reduced proportionatelyhe subsidy is also conditioned on the individual not being
eligible for certain other health coveragko the extent that an eligible individuatesves a

subsidy during a taxable year to which the individual was not entitled due to income or being
eligible for other health coverage, the subsi
tax return as additional tasHowever, in contrast tthe HCTC, the subsidy for COBRA
continuation coverage may only be claimed through the employer and cannot be claimed at the
end of the year on an individual tax return.

Committee Bill
Premium tax credit

The Committee Billprovides a refundable tax cretbr eligible individuals and families who

purchase health insurance through the state exchanges. The premium tax credit, which is
refundable and payable in advance directly to the insurer, subsidizes the purchase of certain

health insurance plans thrduthe state exchanges. The premium tax credit is available for

individuals (single or joint filers) with modified gross incomes (MGI) up to 400 percent of the
Federapboverty | evel (FPL) . MGl is defined as an
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without regard to sections 911 (regarding the exclusion from gross income for citizen or

residents living abroad), 931 (regarding the exclusion for residents of specified possessions), and
933 (regarding the exclusion for residents of Puerto Rico), plus amx&smpt interest received

during the tax year, plus the MGI of dependents listed on the réfairs, certain deductions

from gross income that are allowed in determining adjusted gross income but not total income,
such as the deduction for contributidosan individual retirement arrangement, are disregarded.

In order to be eligible for the premium tax credit taxpayers who are married (within the meaning
of Code section 7703) must file a joint return. Individuals who are listed as dependants on a
retum are ineligible for the premium tax credit.

Under theCommittee Bill an eligible individual enrolls in a plan offered through a state

exchange and reports his or her MGI to the exchange. States are permitted to enter into contracts
with State Medicaidgencies to make eligibility determinations for the credit. Based on the
information provided to the state exchange, the individual receives a premium tax credit based

on income according to the schedule outlined below, and the Treasury pays the peemium t

credit amount directly to the insurance plan in which the individual is enrolled. The individual

then pays to the plan in which he or she is enrolled the dollar difference between the premium

tax credit amount and the total premium charged for the'pladividuals who fail to pay all or

part of the remaining premium amount are given a mandatorythwath grace period prior to

an involuntary termination of their participation in the plan. For employed individuals who
purchase health insurance thgbwa state exchange, the premium payments are made through
payroll deductions. Initial eligibility for
for the tax year ending two years prior to the enrollment period. Individuals (or couples) who
experience a change in marital status or other household circumstance, experience a decrease in
income of more than 20 percent, or receive unemployment insurance, may update eligibility
information or request a redetermination of their tax credit eligibili

For purposes of the premium tax credit, state exchange participants must provide information
from their tax return from two years prior during the open enrollment period for coverage during
the next calendar year. The IRS is authorized to disclddkl®limited tax return information

to verify a taxpayeros MGI based on the most
eligibility for the premium tax credit. Existing privacy and safeguard requirements apply. As
described above, individuals willo not qualify for the premium tax credit on the basis of their

prior year income may apply for the premium tax credit based on specified changes in
circumstances. For individuals and families who did not file a tax return in the prior tax year, the
Secetary of HHS will establish alternative income documentation that may be provided to
determine income eligibility for the premium tax credit.

I'n all cases, el igibility Federaineom®taxgetutned annua

subj ecaf & ohar Hiesr . 0 For filers whose @8urrent
and who received a premium tax credit in excess of the level for which they qualiftesl

fisafe harborodo | imits the amount tleraand®dbe t axp

for joint filers (and for those filing as the head of household). For filers whose current income

! Although the credit is generally payable in advadicectly to the insurer, individuals may elect to
purchase health insurance -@fitpocket and apply to the IRS for the credit at the end of the taxable year.
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exceeds 300 percent of FPL, however, there is no a safe harbor and they must repay any
premium tax credit received. Filers who overpaid witlaive the balance of their credit as a
refund from the IRS.

Beginning in 2013, premium tax credits are available on a sliding scale basis for individuals and
families between 13800 percent of FPL to help offset the cost of private health insurance
premiums. Beginning in 2014, the credits are also available to individuals and families between
100-133 percent of FPL. However, individuals subject to ayear waiting period under

Medicaid or CHIP are eligible for the premium tax credit beginning #820rhe credits are

based on the percentage of income the cost of premiums represents, rising from two percent of
income for those at 100 percent of FPL to 12 percent of income for those at 300 percent of FPL.
Individuals between 30800 percent of FPLra eligible for a premium tax credit based on
capping an individual s shar e oThepelentages & mi um
income are indexed to the excess of premium growth over income growth beginning in 2014 (in
order to hold the she of premiums that enrollees at a given poverty level pay the same over
time). For purposes of calculating household size, illegal immigrants are not included in FPL.
The premium tax credit amount is tied to the cost of the second loesstilver pla in the area
where the individual resides (by age according to standard age factors defined by the Secretary
of Health and Human Services), and is available for any plan purchased through the Exchange.

A crediteligible individual enrolled in any exchangered plan pays the lesser of the

applicable percentage of income or the plan premiliiran individual purchases the second

lowest cost silver plan in the area where he or she resides, or any less expensive silver or bronze
plan, the individual mustrdy pay the applicable percentage of income (e.g., 12 percent for an
individual at 300 percent of FPLJ)f, however, an individual enrolls in a plan that is more

expensive than the second lowest cost silver plan the individual is responsible for tebéppli
percentage of income plus the difference in premium between the second lowest cost silver plan
and the premium of the chosen plan.

Employer offer of health insurance coverage

As a general matter, if an employee is offered emplpyavided healtlinsurance coverage, the
individual is ineligible for the premium tax credit for health insurance purchased through a state
exchange.

If an employee is offered unaffordable coverage by his or her employer or the coverage offered
to the employee (and his ber dependent) has an actuarial value of less than 65 percent, or the
however, the employee can be eligible for the premium tax credit, but only if the employee
declines to enroll in the coverage and purchases coverage through the exchange instead.
Unaffordable is defined as coverage with a premium required to be paid by the employee that is
tenpercent or more of the employeeds income, ba
individual or family coverage)This income limit is indexed to the peapita growth in

premiums for the insured market as determined by the Secretary of HHS. If the employee seeks
to receive a credit on the basis that an employer offered plan is unaffordable, the employee must
seek an affordability waiver from the stateleange and provide information as to family

income and the premium of the lowest cost employer option offered to them. The state exchange
then provides the waiver to the employee.
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For purposes of determining if coverage is unaffordable, required sadfurgtion contributions
are treated as payments required to be made by the employee. However, if an employee is
reimbursed by the employer for any portion of the premium for health insurance coverage
purchased through the exchange, including any reiratnast through salary reduction
contributions under a cafeteria plan, the coverage is emppogeided and the employee is not
eligible for premium tax credits. Thus, an individual is not permitted to purchase coverage
through the exchange, apply for fr@mium tax credit, and pay for the individual's portion of
the premium using salary reduction contributions under the cafeteria plan of the individual's
employer.

No later tharfive years after the date of the enactment of the provision, the Secretaey of
Treasury, in consultation with the Secretary of HHS, must conduct a study of whether the
percentage of household income used for purposes of determining whether coverage is
affordable is the appropriate level for determining whether coverage isafferfdr an

employee and whether such level can be lowered without significantly increasing the costs to the
FederalGovernment and reducing employmovided health coverage. The Secretary of the
Treasury reports the results of such study to the appteprommittees of Congress, including

any recommendations for legislative changes.

Eligibility verification

In order to prevent undocumented aliens from obtaining the premium tax credits, the provision
requires that an i ndiedlndbutkelproceduresestablisinedly dat a b
Section 2238 of the Social Security Act.

Information Used to Determine Tax Credit Eligibility

All personal information used to determine eligibility for the tax credit submitted to a state
exchange shall be protedtby restrictions on use and disclosure in Section 2238 of the Social
Security Act and Section 6103 of the Internal Revenue Code.

Costsharing subsidy

A costsharing subsidy is provided to buyout any difference in cost sharing between the

insurance purctsed and the actuarial values specified below. For individuals betweerb@00

percent of FPL, the subsidy brings the value of the plan to 90 percent actuarial value. For those
between 1500 percent of FPL, the subsidy brings the value of the planpgergént actuarial

value. For individuals above 200 percent of FPL, no subsidy for cost sharing is provided. The
amount received by an insurer in a esisaring subsidy on behalf of an individual, as well as any
spending by the individual owtf-pocket,counts towards the owff-pocket limit. As with the

premium tax credit, the IRS is authorized to disclose to HHS limited tax return information to
verify a taxpayero6s MGI based on the most rec

Effective Date

Theprovisionis effective July 1, 2013.
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Sec. 1206. Cossharing subsidies and advance payments of premium aliégs and cost
sharing subsidies

Present Law

Currently there is no tax credit that is generally available to low or middle income individuals or
families forthe purchase of health insurance. Some individuals may be eligible for health
coverage through state Medicaid programs which consider income, assets, and family
circumstances. However, these Medicaid programs are not in the tax code.

Certain individualgre eligible for the heditcoverage tax credit (HCTCYhe HCTC is a

refundable tax credit equal to 8@&rcenbof the cost of qualified health coverage paid by an

eligible individual. In general, eligible individuals are individuals who receive a trade

adjustment allowance (and individuals who would be eligible to receive such an allowance but
for the fact that they have not exhausted their regular unemployment benefits), individuals
eligible for the alternative trade adjustment assistance prograrmdividuals over age 55 who
receive pension benefits from the Pension Benefit Guaranty Corporation. The credit is available
for figual i fied health i nsurbasecirsyranceycértaic Statei nc | u
based insurance, and in some cagessirance purchased in the individual market. Individuals
entitled to Medicare and certain other governmental health programs, covered under certain
employersubsidized health plans, or with certain other specified health coverage are not eligible
for the credit.

The credit is available on an advance basis through a program established and administered by

the Treasury Department. The credit generally is delivered as follows: the eligible individual

sends his or her portion of the premium to the Jweg and the Treasury then pays the full
premium (the individual s portion and the amo
Alternatively, an eligible individual is also permitted to pay the entire premium during the year

and claim the credin his or her income tax return.

The Consolidated Omnibus Reconciliation Act of 1985 (COBRA, P 4279 requires that a

group health plan must offer continuation coverage to qualified beneficiaries in the case of a
qualifying event (such as a loss ofigloyment). A plan may require payment of a premium for

any period of continuation coverage. The amount of such prergénerally may not exceed
102percenof t he fAapplicable premiumo for such per
the election oftie payor, in monthly installments.

Section 3001 of the American Recovery and Reinvestment Act of 2009 (ARRA, P-b) 111
provides that, for a period not exceeding nine months, an assistance eligible individual is treated
as having paid any premium requirfer COBRA continuation coverage under a group health

plan if the individual pays 3percenbof the premium. Thus, if the assiste eligible individual

pays 35erceniof the premium, the group health plan must treat the individual as having paid
the ful premium required for COBRA continuation coverage, and the individuattitied to a
subsidy for 65ercenbf the premium. An assistance eligible individual generally is any

qualified beneficiary who elects COBRA continuation coverage and the duogléyent with

respect to the covered employee for that qualified beneficiary is a loss of group health plan
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coverage on account of an involuntary termina
other than grossisconduct)In addition, the qualifyig event must occur during the period
beginning September 1, 2008, and ending December 31, 2009.

The low inome tax credit also applies to Temporary Continuatione€age elected under the
FederaEmployees Health Benefits Program (FEHBP) and to caatiiom health coverage under

State programs that provide coverage comparable to continuation coverage. The subsidy is
generally delivered by requiring employers to pay the subsidized portion of the premium for
assistance eligible individuals. The emplolymm treats the payment of the subsidized portion

as a payment of employment taxes and offsets its employment tax liability by the amount of the
low-income tax credit. To the extent that the aggregate amount of the subsidy for all assistance
eligible indviduals for which the employer is entitled to a credit for a quarter exceeds the

empl oyerdéds employment tax Iliability for the ¢
claim the credit against future employment tax liability.

There isan incone limit onentitlement to the lovincome tax credit. Taxpayers with modified
adjusted gross income exceeding $145,000 (or $290,000 for joint filers), must repay any subsidy
received by thentheir spouse, or their depemtieduring the taxable year. Faxpayers with

modified adjusted gross incomes between $125,000 and $145,000 (or $250,000 and $290,000 for
joint filers), the amount of the subsidy that must be repaid is reduced proportionately. The
subsidy is also conditioned on the individual not beligjble for certain other health coverage.

To the extent that an eligible individual receives a subsidy during a taxable year to which the
individual was not entitled due to income or being eligible for other health coverage, the subsidy
overpaymentis epai d on the individual s income tax r
contrast to the HCTC, the subsidy for COBRA continuation coverage may only be claimed
through the employer and cannot be claimed at the end of the year on an individual tax return

Committee Bill
Adds to the Social Security Act as amended by the bill.

fiSubpart 27 Premium Credits And Cost-sharing Subsidie®
Sec. 2246. Premium Credits.

The Committee Billwould provide premium assistance in the form of a refundable tai foed
individuals with incomes less than 4p8rcenibf the FPL as calculated by Sec.1205 of the bill.

Sec. 2247. Costharing Subsidies for Individuals Enrolling in Qualified Health Benefit
Plans.

The Committee Billwould define an eligible insured @n individual not more that 4p@rcent

of the FPL (for the family size involved) enrolled in a QHBP at the bronze or silver level of
coverage in an exchange. The Secretary would notify the plan that the individual is eligible and
the plan would reducé¢ costsharing by reducing the cof-pocket limit under the bill by the
following amounts by income category (for the family size involved):
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1 2/3 for household income greater than p@écentand less than 20fercenbof the FPL,
9 1/2 for household incoe greater than 2Q@kerceniand less than 30@ercenbf the FPL,
1 1/3 for household income greater than Béfcentand less than 4Qf@ercenif the FPL.

The Committee Billwould instruct the Secretary to establish procedures whereby the plan would
provide additional reductionsincesthar i ng. The reductions woul d
share of total allowable costs being@#cenfor an eligible individual whose household

income is between 1Qfercentand 150percentof the FPL for the famyl size involved and 80

percentor an eligible individual whose househeittome is between 15@rcenand 200

perceniof the FPL for the family size involved. The proposal is part ofditesbfe mechanism

to preventanincrease ifFederabudget defidiunder Sec.1209 and would reduce the reduction

in costsharing by the percentage specified by that section of the proposal.

The plan would notify the Secretary of ca$iaring reductions and the Secretary would make
periodic and timely payments to theplequal to the value of the reductions in-abstring. The
Committee Billauthorizes the Secretary to establish a capitated payment system with appropriate
risk adjustments.

The Committee Billwould implement special rules for Indians (as defined byridian Health

Care Improvement Act) and undocumented aliens. For Indians whose household income is not
more than 30@ercent=PL (for the family size involved) and is enrolled in a QHBP through an
exchange, then the individual would be treated as aiblelignd the plan would eliminate any
costsharing. TheCommittee Billwould also mandate that if that Indian were to be furnished an
item or service directly by the Indian Health Service, an Indian Tribe, Tribal Organization,
Urban Indian Organization, ¢tlrough referral under contract health services, nogtasting

under the plan would be imposed for that item or service, and the plan would not reduce the
payment to the entity. The Secretary would pay the QHBP the amount necessary to reflect the
actuaral value of this proposal.

For undocumented aliens tB@mmittee Billwould prohibit cossharing reductions and the
individual would not be taken into account in determining the family size involved, but the
individual 6s modi f itakehing acoosirg in deteenmingehousebaldl d b e
income. TheCommittee Billwould treat an individual as an undocumented alien unless the
information required is provided.

The Committee Billwould define any term used in this section that is also used ligrs868

of the Internal Revenue Code of 1986 as having the same meaning as defined by the latter. The
Committee Billwould also deny subsidies to dependents, with respect to whom a deduction

under 151 of the Internal Revenue Code is allowable to anoxperyer for a taxable year
beginning in the calendar year in which the i
Committee Billwould not permit a subsidy for any month that is not treated as a coverage

month.
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Sec. 2248. Advance Determination andyPnent of Premium Credits and Cesharing
Subsides.

The Committee Billwould instruct the Secretary, in consultation with the Secretary of the
Treasury, to establish a program whereupon at the request of an exchange, advance
determinations are madier determiningncome eligibility of individuals enrolling in a QHBP

through the exchange fpremium credits and casharing subsidieSheCommittee Billwould

require the Secretary to notify the exchange and the Secretary of the Treasury of the advance
determinations, and the Secretary of the Treasury would make advance payments of the credit or
subsidy to the QHBPs.

The Committee Billwould require the Secretary to provide, under the program, that advanced
determination during the annual open enrolinpattod be applicable to the individual or

another enrollment period that may be specified by the SecretarZdrhmittee Billwould

require that the advance determination be mad
income for the second taxableayg@receding the taxable year in which enrollment through the
enrollment period first takes effect.

The Committee Billalso would require the Secretary to provide procedures for making advanced
determinations in cases where information included with plicagpion form demonstrates

substantial changes in income, changes in family size, a change in filing status, the filing of an
application for unemployment benefits, or other significant changes affecting eligibility

including (1) allowing an individual alming a decrease of 2@rcenof more in income, or

filing an application of unemployment benefits, to have eligibility for the credit determined on

the basis of household income for a | ater per
such inome for the taxable year; and (2) the determination of household income in cases where

the taxpayer was not required to file a return of tax imposed by this chapter for the second
preceding taxable year.

The Committee Billwould require the Secretary notify the Secretary of the Treasury and the
exchange through which the individual is enrolling of the advanced determinations made. The
Committee Billwould require the Secretary of the Treasury to make the advance payment for a
premium credit to the QHB®&N a monthly basis or such other periodic basis as the Secretary

may provide. Th&€ommittee Billwould require the QHBP that would be receiving advanced
payments to reduce the premium charged for any period by the amount of the advanced payment
received 6r the period. The QHBP would also be required to notify the Secretary of Health and
Human Services of the reduction, notify the Secretary of any cases of nhonpayment of premiums
by the insured, and allowtareemonth grace period for nonpayment of premnsumefore

discontinuing coverage.

The Committee Billstipulates that no advance payment would be made unless there has been a
verification of the individual 6s citizenship

Sec. 1207Disclosures to Cary Out Eligibility Re quirements for Certain Programs

Present Law
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Section 6103 provides that returns and return information are confidential and may not be
disclosed by the Internal Revenue Service ("IRS"), dfederakemployees, State employees,

and cefain others having access to such information except as provided in the Internal Revenue
Code. Section 6103 contains a number of exceptions to the general rule of nondisclosure that
authorize disclosure in specifically identified circumstances. For dgasgztion 6103 provides

for the disclosure of certain return information for purposes of establishing the appropriate
amount of any Medicare Part B premium subsidy adjustment.

Section 6103(p)(4) requires, as a condition of receiving returns and iréaumation, that

Federalnd State agencies (and certain other recipients) provide safeguards as prescribed by the
Secretary of the Treasury by regulation to be necessary or appropriate to protect the
confidentiality of returns or return information. &inthorized disclosure of a return or return
information is a felony punishable by a fine not exceeding $5,000 or imprisonment of not more
than five years, or both, together with the costs of prosecttibhe unauthorized inspection of

a return or returinformation is punishable by a fine not exceeding $1,000 or imprisonment of

not more than one year, or both, together with the costs of prosetuiaraction for civil

damages also may be brought for unauthorized disclosure or insgection.

Committe Bill

Under theCommittee Bil| individuals will submit income and family size information to the

state exchanges as part of an application process in order to claim thleacogy subsidy and

the tax credit on an advance basiBhe Department of Heil and Human ServicesldS)

serves as the centralized verification agency for information submitted by individuals to the state
exchanges with respect to the subsidy and the tax credit to the extent provided on an advance
basis. The bill permits the IR8 substantiate the accuracy of income and family size

information that has been provided to HHS for eligibility determination.

Specifically, upon written request of the Secretary of HHS, the IRS is permitted to disclose the
following return information o&ny taxpayer applying to a state exchange whose income and
family size is relevant in determining the amount of the tax credit oisbasing subsidy or

eligibility for participation in the specified State health subsidy programs (i.e., a State Medicaid
program under title XI X of the Social Securit
under title XXI of such Act, or a basic health program under section 2228 of such Act): (1)
taxpayer identity; (2) the filing status of such taxpayer; (8)ntledified gross income (as defined

in new sec. 36B of the Code) of such taxpayer and of any other individual for whom a
dependency deduction is allowed with respect to such taxpayer; (4) such other information as is
prescribed by Treasury regulation aigim indicate whether such taxpayer is eligible for the

credit or subsidy (and the amount thereof); and (5) the taxable year with respect to which the
preceding information relates, or if applicable, the fact that such information is not available.
HHS ispermitted to disclose to officers, employees and contractors of the state exchanges, or of

2 Sec. 7213.

% Sec. 7213A.

4 Sec. 7431.

5 Under the bill, the state exchanges are permitigbntract with its state Medicaid agencies to perform certain
exchange functions.
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the State agency administering the programs referenced above whether there is a discrepancy
between the information submitted and IRS records.

The disclosed returimformation may be used only for the purposes of, and only to the extent
necessary in establishing eligibility for participation in the exchange, and verifying the
appropriate amount of the tax credit, and abstring subsidy, or eligibility for the spée

State health subsidy programs.

Recipients of the confidential return information are subject to the safeguard protections and
civil and criminal penalties for unauthorized disclosure and inspection. The IRS is required to
make an accounting for alistlosures.

Effective Date

TheCommittee Billis effective on the date of enactment

Sec. 1208Premium Credits and Subsidy Refunds and Payments Disregarded for Federal
and Federally-Assisted Programs

Present Law

Currently there is no tax credit thatgenerally available to low or middle income individuals or
families for the purchase of health insurance.

Committee Bill

Any premium tax credits and cesharing subsidies provided to an individual under the
Committee Bill are disregarded for purposédetermining that individual's eligibility for

benefits or assistance, or the amount or extent of benefits and assistance, under any Federal
program or under and State or local program financed in whole or in part with Federal funds.
Specifically, any amunt of premium tax credit provided to an individual is not counted as
income, and cannot be taken into account as resources for the month of receipt and the following
two months. Any cost sharing subsidy provided on the individual's behalf is treated@s$o

the health plan in which the individual is enrolled.

Sec. 1209. Faikafe Mechanism to Prevenincreasein Federal Budget Deficit.

Present_aw

No provision.

Committee Bill

Failsafe

Beginning in 2012, thBresidentust certify annually in therPe s i d e n twhether® notl g e t

the provisions in this billvill increase the budget deficit in the comiiigral year. In the event
the Presidentletermines that the provisions in this bill will increase the deficit, he or she
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would be requiredo include with the certification, the percentage by which the excherregits
andsubsidiesn this bill need tdbe reduced, such that the aggregate amount of such reductions is
equal to themount of the deficit increas@he President must then instruct thee@tary of

Health and Human Services and the Secretary of the Traasugkesuch reductions in

thesecredits and subsidies.

Effective Date

The provision is effectivéor the President's Budget submitted in 2012.
fiSubpart B 1 Credit for Small Employerso

Sec. 1221Small Business Tax Credit

Present Law

The Code does not provide a tax credit for employers that provide health coverage for their
employees. The cost to an employer of providing health coverage for its employees is generally
deductible asmordinary and necessary business expense for employee compehisation.
addition, the value of employaprovided health insurance is not subject to employer paid
Federalnsurance Contributions Act (FICA) tax.

The Code generally provides that employeesmat taxed on the value of employeovided

health coverage under an accident or health plan. That is, these benefits are excluded from gross
income. In addition, medical care provided under an accident or health plan for employees, their
spouses, anttheir dependents is excluded from gross income. Active employees participating in

a cafeteria plan may be able to pay their share of premiums ortaxgrasis through salary

reduction’ Such salary reduction contributions are treated as employeibetioins and thus

also are excluded from gross income.

Committee Bill

Small business employers eligible for the credit

Under theCommittee Bil| a tax credit is provided for a qualified small employer for

contributions to purchase health insurance feihployees. A qualified small business

employer for this purpose generally is an employer with no more than 2Brfelequivalent

empl oyees (FTEs) employed during the employer
annual fulitime equivalent wagesat average no more than $40,000. However, the full amount

of the credit is available only to an employer with ten or fewer FTEs and whose employees have
average annual fulltime equivalent wages from the employer of less than $20,000. These wage

limits are indexedtoCPU f or years beginning in 2014. Und
FTEs are calculated by dividing the total hou
tax year by 2080. For this purpose, the maximum amount of hours that atedcfor any

®Sec. 162. However see special rules in sections 419 and 419A for the deductibility of contributions to welfare
l73enefit plans with respect to medical benefits for emmeymnd their dependents.
Sec. 125.
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single employee are 2080. Wages are defined the same as for purposes of FICA and the average
wage is determined by dividing the total wages paid by the small employer by the number of
FTEs. Hours worked and wages earned by seasonal workergeanpt from these calculations

for purposes of determining eligibility for the small business tax credit. A seasonal worker is
defined as an individual who performs labor or services on a seasonal basis where, ordinarily, the
employment pertains to o8 the kind exclusively performed at certain seasons or periods of the
year and which, by nature, may not be continuous or carried on throughout the year.

The credit is only available to offset actual
return. The credit is not payable in advance to the taxpayer or refundable. Thus, the employer
must pay the employeesd premiums during the vy
its income tax return. The credit is a general business cneditam be carried back for one

year and carried forward for 20 years. The credit is available for tax liability under the

alternative minimum tax.

Years the credit is available

Phase |.

Under the provision, the credit is initially available for a maxin of two taxable years for any
qualified small business employer offering health insurance. Health insurance coverage for
Phase | is health insurance coverage within the meaning of Code section 9832 which is generally
health insurance coverage purchasedh an insurance company licensed under State law. This
initial phase of the credit is available for tax years 2011 and 2012.

Phase Il

For taxable years beginning in 2013, the credit is only available for a small business employer
that purchases hifa insurance coverage for its employees through the State exchange but only
with respect to premiums for coverage after June 30, 2013. If a State has not yet adopted the
reformed rating rules, qualifying small business employers in the State are itde ¢digeceive

the credit. The credit is available for the first two years that a qualified small employer
purchases health insurance coverage for its employees through the State exchange.

Calculation of credit amount

Phase |

The creditisequalto he appl i cabl e percentage of the smal
the health insurance premium for each covered employee. Onblextive contributions by

the employer are taken into account in calculating the credit. Therefore, any amdaribtitzzh

pursuant to a salary reduction arrangement under a cafeteria plan within the meaning of section

125 is not treated as an employer contribution for purposes of this credit. The credit is equal to

the dollar amount of ttiplied byeamapplicaple pergentage.oTia r i b u t

first step in determining the applicable perc
percentage of the |l esser of (1) the total pre
business bench mapkemium. This tax credit is only available if this percentage is at least 50.

If the employer contribution percentage is at least 50, the applicable tax credit percentage is 35.
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The bench mark premium is the average total premium cost in the smalhgaoket for

empl oyer sponsored coverage in the employeros
premium vary based on the type of coverage being provided to the employee (i.e., single, adult

with child, family or two adults).

Phase Il

The creditisequal o t he applicable percentage of the sr
the health insurance premium for each covered employee. Onbledive contributions by

the employer are taken into account in calculating the credit. Therefore, any aowmiibuted

pursuant to a salary reduction arrangement under a cafeteria plan within the meaning of section

125 is not treated as an employer contribution for purposes of this credit. The credit is equal to
the doll ar amount of multiplied beamppplicaple pewentage.oThe r i b ut
first step in determining the applicable perc
percentage of the |l esser of (1) the total pre
business bench miapremium. This tax credit is only available if this percentage is at least 50.

If the employer contribution percentage is at least 50, the applicable tax credit percentage is 50.

The bench mark premium is the average total premium cost in the sogdlgarket for

empl oyer sponsored coverage in the employeros
premium vary based on the type of coverage being provided to the employee (i.e., single, adult

with child, family or two adults).

Special rules

For both thePhase | and Phase Il credits, the employer is entitled to a deduction under section

162 equal to the amount of the employer contribution minus the dollar amount of the credit. For
example, if a qualified small employer pays 100 percent of the costofiitp | oyees d heal t
insurance coverage and the tax credit under this provision is 50 percent of that cost, the employer

is able to claim a section 162 deduction for the other 50 percent of the premium cost.

The credit is phased out for employers with mben ten FTEs but not more than 25 FTEs by

six percent of the base credit percentage for each employee above ten. Simultaneously, the credit
phases out for an employer for whom the average wages per employee is between $20,000 and
$40,000 at a rate of fiyeercent for each $1,000 increase of average wages above $20,000.

The employer is determined by applying the employer aggregations rules in section 414(b), (c),
and (m). In addition, the definition of employee includes a leased employee within the meaning
of section 414(nf.

8 Section 414(b) provides that, for specified employee benefit purposes, all employees of all corporations which are
members of a controlled group of corporations are treated as employed by a single employes atsienéar rule

in section 414(c) under which all employees of trades or businesses (whether or not incorporated) which are under
common are treated under regulations as employed by a single employer, and, in section 414(m), under which
employees of aaffiliated service group (as defined in that section) are treated as employed by a single employer.
Section 414(n) provides that leased employees, as defined in that section, are treated as employees of the service
recipient for specified purposes. Sentitil4(0) authorizes the Treasury to issue regulations to prevent avoidance of
the certain requirement under section 414(m) and 414(n).

60



Organizations exempt from tax under section 501(a) by reason of being described in section
501(c)(3) (i.e., charitable organizations) that otherwise qualify for the small business tax credit
are eligible to receive the credit. Howeuv®r taxexempt organizations, the applicable

percentage for the credit during Phase | is limited to 25 and the applicable percentage for the
credit during Phase Il is limited to 35. The small business tax credit is otherwise calculated in
the same marar for taxexempt organizations that are qualified small employers as the tax credit
is calculated for all other qualified small employers. Charitable organizations are eligible to
apply the tax credit against the organization's liability as an employpayroll taxes for the

taxable year to the extent of: (1) the amount of income tax withheld from its employees under
section 3401(a), (2) the amount of hospital insurance tax withheld from its employees under
section 3101(b), (3) and the amount of thefiial tax imposed on the organization under section
3111(b). However, the charitable organization is not eligible for a credit in excess of the amount
of these payroll taxes.

Self-employed individuals, including partners and sole proprietors, two pesttargholders of

an S Corporation, and five percent owners of a C Corporation are not treated as employees for
purposes of this credit. There is also a special rule to prevent sole proprietorships from receiving
the credit for the owner and their famiyembers. Thus, no credit is available for contribution

to the purchase of health insurance for these individuals and the individual is not taken into
account in determining the number of employees or averaginfellequivalent wages.

Effective Date

The Committee Billis effective for taxable years beginning after December 31, 2010.
Subtitle D - Shared Responsibility

PART I T Individual Responsibility
Sec. 1301Penalty on Individuals Without Essential Health Benefits Coverage
Present Law

Feder&law does not require individuals to have health insurance. Only the Commonwealth of
Massachusetts, through its statewide program, requires that individuals have health insurance
(although this policy has been considered in other states, such as @alNtaryland, Maine,

and Washington). All adult residents of Massachusetts are required to have health insurance that
meets fAmini mum creditable coverageo standards
level under a schedule set by the board oftbmmonwealth Health Insurance Connector

Authority ("Connector"). Individuals report their insurance status on State income tax forms.
Individuals can file hardship exemptions from the mandate; persons for whom there are no
affordable insurance optionsailable are not subject to the requirement for insurance coverage.

For taxable year 2007, an individual without insurance and who was not exempt from the
requirement did not qualify under Massachusetts law for a State income tax personal exemption.
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For taxable years beginning on or after January 1, 2008, a penalty is levied for each month an
individual is without insurance. The penalty consists of an amount up to 50 percent of the lowest
premium available to the individual through the Connector. Thaltyes reported and paid by

the individual with the individual ds Massachu
in the same manner as State income taxes. Failure to pay the penalty results in the same interest
and penalties as apply to unpaidome tax.

Committee Bill

Personal responsibility requirement

Beginning July 1, 2013, all U.S. citizens and legal residents are required to maintain health
insurance coverage. Coverage may be acquired through the individual market, a public program
swch as Medicare, Medi cai d, th¥éetChidndenbesa |Htela |
Program,TRICARE, or through an employer (or as a dependent of a covered employee). If
coverage is acquired through an employer in the small group market, it mustrrageeed the
requirements of a bronze plan in the exchange. If the employer is in the large group market, the
plan must provide first dollar coverage for preventielated servicéshaveno unreasonable

annual or lifetime limits on coverage, and havaaximum oubf-pocket limit that is less than

that provided by the standards established under theRi&#ent Lawimit in order to meet

minimum creditable coverage. Exemptions from the requirement to have health coverage are
allowed for religious olgctions that are consistent with those allowed under Medicare, and for
undocumented aliens. An individual enrolled in a grandfathered plan, or individuals of any age
enrolled in "young invincibles" policies in an exchange are deemed to have met the

resposibility requirement.

In order to ensure compliance, individuals are required to report or-&tEraincome tax

return the months for which they maintain the required minimum health coverage for themselves
and all dependents under age 18. In additisurers (including employers who seibure),

must report information on health insurance coverage to both the covered individual and to the
IRS. Insurers will be required to identify the primary insured individual and any other

individuals covered bthe policy, as well as the dates during which the individual maintained
coverage during the tax year. Insurers may be required to include other relevant information as
determined by the Secretary. A similar reporting requirement applies to employemsspéht

to individuals enrolled in public health insurance plans or group health plans if the reporting is
not provided by the insurer (e.g. in the case ofisslired plans).

Open enrollment in the individual market.

The initial operenrollment periodor eligible individuals in the individual and smaifoup

market (excluding grandfathered plans) lasts from March 1, 2013 through May 31, 2013, and
during the same period in subsequent years. Special enrollment periods are allowed for
qualifying eventsconsistent with those included in the Public Health Service Act, such as when
an individual becomes a dependent through marriage or birth, or when an individual loses other
health insurance coverage. There may be additional special enrollment periwdd allo

® Except in cases where valbased insurance design is used.
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consistent with those allowed under Medicare Part D (for example, special enrollment periods
may be allowed for exceptional circumstances as determined by the Secretary of Health and
Human Services). During each annual open enroliment period ingdisichay change plans or
remain in their current plan.

Penalty

Individuals who fail to maintain essential health benefits coverage are subject to a penalty of
$750 per adult in the household, with a maximum of two adults per household. This per adult
peralty is phased in as follows: $0 for 2013; $200 for 2014; $400 for 2015; $600 in 2016, $750
in 2017 and indexed to CGRI beginning in 2018 anthereafter.

The penalty applies to any period during which the individual is not covered by a health
insuranceplan with the minimum required benefit but is prorated for partial years of
noncompliance. No penalty is assessed for individuals not maintaining health insurance for a
period less than or equal to three months in the tax year. However, penaltisessedfor

those not insured for more than three months during the tax year.

The penalty is assessed through the Code and accounted for as an additional afealenabf

tax owed. However, it is not subject to the enforcement provisions of subtitkaé tak codé®
Instead, in cases in which payment is not forthcoming following the initial notice and demand for
payment, collection is limited to withholding Béderapayments otherwise due to the uninsured
individual. The use of liens and seizuréiseswise authorized for collection of taxes does not

apply to the collection of this penalty. Noompliance with the personal responsibility
requirement to have health coverage is not subject to criminal or civil penalties under the Code
and interest daenot accrue for failure to pay such assessments in a timely manner.

Exemptions from the penalty are allowed for individuals where the full premium of the lowest
cost option available to them (net of subsidies and employer contribution, if any) exgééds e

percent of their AGI in 2013. This income limit is indexed togkeess of premiurgrowthover ( Deleted: _per capita )
income growth beginninip ‘MExemptlonsfromthepenaltyarealso‘aMmiforlndlwduals {Deleted: premiums for the insured market as }
below 100 percent of the Federal Poverty Level, individuals with sincerely held beliefs who determined by the Secretary of HHS.

participate in health arrangements provided by established religious organizations (e.g., those
participating in Health Sharing Ministries), imluals experiencing hardship situations (as
determined by the Secretary of HHS) and individuals who are Indians as defined in section 4 of
the Indian Health Care Improvement Act. Determinations of an individuals' exemption, do not
take into account ineoe from individuals not subject to the requirement.

The Government Accountability Office must undertake a study of the affordability of coverage,
including the impact of the provision of small business and individual tax credits in maintaining
and expanihg coverage, the availability of affordable plans, and the ability of Americans to

19|RS authority to assess and collect taxes is geggpadvided in subtitle F "Procedure and

Administration" in the CodeThat subtitle establishes the rules governing both how taxpayers are
required to report information to the IRS and pay their taxes as well as their rights. It also establishes the
dutiesand authority of the IRS to enforce the Code, including civil and criminal penalties.
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meet the personal responsibility requirement. Such report shall be made to the Congressional
committees of jurisdiction no later than February 1, 2014. The committestseport

legislation no later than April 1, 2014 to examine the implementation and assessment of the
provision and to bring such legislation to the floor in each chamber within 15 days of reporting
by such committees. In the Senate, this legislationtigest to 30 hours of debate. Once passed
by both chambers, the conference report is limited to ten hours of debate in the Senate.

Automatic enroliment

Employers with 200 or more employees must automatically enroll employees into health

insurance plansffered by the employer. Employees may decline employer coverage, however,

if they are able to demonstrate that they have coverage from another source (e.g., through a
public program such as Medicare, Mediasai d or
dependent in a spouse or other family member6

Additionally, States have the option to establish a process foreamdment of individuals and
families into policies offered in the individual and small group markets. Stajeapme for auto
enrollment must be approved by the Secretary of HHS.

Effective Date

The Committee Billis effective for taxable years beginning after December 31, 2012.
Sec. 1302Reporting of Health Insurance Coverage

Present Law

No provision

CommitteeBill

Under theCommittee Bil| insurers (including employers who siléure and therefore act as
insurers) that provide essential health benefits coverage to an individual coverage must report
certain health insurance coverage information to both theeduedividual and to the Internal
Revenue Service. In the case of coverage provided by a governmental unit or any agency or
instrumentality of a governmental unit, the reporting requirement applies to the person or
employee who enters into the agreemergrovide coverage (or their designee).

The information required to be reported includes the name, address and taxpayer identification
number of the primary insured and each other individual obtaining coverage under the policy, the
dates during which thiadividual was covered under the policy during the calendar year, the
amount of any premium tax credit or cestaring subsidy received by the individual with respect

to such coverage, and such other information as the Secretary may require.

To the extehthe coverage is provided through the group health plan of the individual's

employer, the insurer is also required to report the name, address and employer identification
number of the employer, the portion of the premium, if any, required to be pdid bynployer,
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and any information the Secretary may require to administer the new tax credit for qualified
small employers.

The insurer is required to report the above information, along with the name, address and contact
information of the reporting insureto the covered individual on or before the January 31 of the
year following the calendar year for which the information is required to be reported to the
Internal Revenue Service.

Effective Date

The Committee Billis effective for calendar years beging after 2012
PART Il T Employer Responsibility

Sec. 1306Employer-Provided Health Insurance Coverage
Present Law

Currently, there is nBederakrequirement that employers offer health insurance coverage to
employees or their families. However, ashaather compensation, the cost of empleyer
provided health coverage is a deductible business expense under section 162 of thdrCode.
addition, employeprovided health insurance coverage is generally not included in an

empl oyeeds yross income.

Employees participating in a cafeteria plan may be able to pay the portion of premiums for health
insurance coverage not otherwise paid for by their employers ortaxdoasis through salary
reduction® Such salary reduction contributions are treated asoymmptontributions for

purposes of the Code, and are thus excluded from gross income.

One way that employers can offer emplegesvided health insurance coverage for purposes of

the tax exclusion is to offer to reimburse employees for the premiumsaith iresurance

purchased by employees in the individual health insurance market. The payment or

rei mbur sement of employeesd substantiated ind
from empl oy e e'$ bhis eimbussemert fordnaliviceiakalth insurance premiums

can also be paid for through salary reduction under a cafeteri& ghowever, this offer to

reimburse individual health insurance premiums constitutes a group health plan

The Employee Retiremeincome Security Act of 1974 (EBA)'° preempts State law relating

to certain employee benefit plans, including emplesgonsored health plans. While ERISA
specifically provides that its preemption rule does not exempt or relieve any person from any
Statelaw which regulates insurandeRISA also provides that an employee benefit plan is not

1 Sec. 162. However see special rules in sections 419 and 419A for the deductibility of contributions to
welfare benefit plans with respect to medical benefits forleyees and their dependents.

2 Sec. 106.

1% Sec. 125.

1 Rev. Rul. 61146 (19612 CB 25).

!5 proposed Treas. Reg. sec.1A26).

p.L. 93406
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deemed to be engaged in the business of insurance for purposes of any State law regulating
insurance companies or insurance contracts. As a result of this ERISA preemptiosusedf
employerspansored health plans need not provide benefits that are mandated under State
insurance law.

While ERISA does not require an employer to offer health benefits, it does require compliance if
an employer chooses to offer health benefits, such as compliithqalam fiduciary standards,
reporting and disclosure requirements, and procedures for appealing denied benefit claims.
There are othdrederakequirements for health plans which include, for example, rules for

health care continuation coveratfeThe Code imposes an excise tax on group health plans that
fail to meet these other requiremetitsThe excise tax generally is equal to $100 per day per
failure during the period of noncompliance and is imposed on the employer sponsoring the plan.

UnderMed¢ ai d, States may establish Apremium assi:
beneficiaryo6s shar espanforegheatmiovenmge. Besidesbeimgp | oy er
available to the beneficiary through his or her employer, the coverage must be compeehensi
andcosef fective for the State. An individual 6s
costeffective if paying the premiums, deductibles, coinsurance and otheshzosig
obligations of the empl oyer ppdedcostofdirediliess expe
providing Medicaidcovered services. States are also required to provide coverage for those
Medicaidcovered services that are not included in the private plans. A 2007 analysis showed

that 12 States had Medicaid premium assigtgmograms as authorized unéeesent Law

Committee Bill

Penalty for employees receiving premium credits.

Any employer with more than 50 employees that does not offer coverage for altiinéull
employees, does not provide coverage that is afftedabdoes not provide coverage with an
actuarial value of at least 65 percent, is required to pay a penalty. The penalty is an excise tax
that is imposed for each employee who receives a premium tax credit for health insurance
purchased through a statecbange. The number of employees is determined based on the
number of fulltime employees during the most recent year using the definition of employee that
applies for purposes of determining if an employer is eligible for the small employer exception
from COBRA continuation coveragde.

For each fulltime employee (defined as working 30 hours or more each week) receiving a
premium tax credit through a state exchange, the employer is required to pay a flat dollar amount
set by the Secretary of HHS and pubdid in a schedule each year. The flat dollar amount is

equal to the national average tax credit. These payments are not linked to an individual
employee, but are contributed to a general fund. The penalty for each employer is capped at an
amount equal t8400 multiplied by the total number of employees of the employer (regardless

Y These rules were added to ERISA and the Code by the Consolidated Omnibus Budget Reconciliation
Act of 1985 [COBRA") (Pub. L. No. 9272).

'8 Sec. 49808B.

®Treas. Reg. 54.498068, Q&A 2.
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of how many are receiving the premium tax credlifjis amount is indexed to premium growth
in the state exchanges beginning in 2014.

Thus, the employer must pay the lessehefflat dollar amount multiplied by the number of
full-time employees receiving a tax credit or an excise tax of $400 per employee paid on its total
number of fulltime employees. For example, Employer A, who does not offer health coverage,
has 100 emplyees, 30 of whom receive a tax credit for enrolling in a state exchange offered
plan. If the flat dollar amount set by the Secretary of HHS for that year is $3,000, Employer A
should owe $90,000. Since the maximum amount an employer must pay peligatadgo

$400 multiplied by the total number of employees (for Employer A, 100), however, Employer A
must pay only $40,000 (the lesser of the $40,000 maximum and the $90,000 calculated tax).

The excise taxes imposed under this provision are payalale annual, monthly or other

periodic basis as the Secretary of Treasury may prescribe. The excise taxes imposed under this
provision for employees receiving premium tax credits are not deductible under section 162 as a
business expense.

Employer offer of health insurance coverage.

Under theCommittee Bil| as undePresent Lawan employer is not required to offer health
insurance coverage. If an employee is offered health insurance coverage by his or her employer
and chooses to enroll in the coverabe, employeiprovided portion of the coverage is excluded

from gross income. The tax treatment is the same whether the employer offers coverage outside
of a state exchange or the employer offers a coverage option through a state exchange.

Definition of coverage

As a general matter, if an employee is offered affordable emptogerded health insurance
coverage, the individual is ineligible for a premium tax credit for health insurance purchased
through a state exchange.

Unaffordable coverage

If an enployee is offered unaffordable coverage by their employer or coverage with an actuarial
value of less than 65 percent, however, the employee can be eligible for the premium tax credit,
but only if the employee declines to enroll in the coverage and peshaserage through the
exchange instead. Unaffordable is defined as coverage with a premium required to be paid by
the employee that is more than 10 percent of
purposes of the premium tax credits provided utige bill). This percentage of the employee's
income is indexed to the per capita growth in premiums for the insured market as determined by
the Secretary of HHS. The employee must seek an affordability waiver from the state exchange
and provide informion as to family income and the premium of the lowest cost employer

option offered to them. The state exchange then provides the waiver to the employee. The
employer penalty applies for any employee(s) receiving an affordability waiver.

For purposes adetermining if coverage is unaffordable, required salary reduction contributions

are treated as payments required to be made by the employee. However, if an employee is
reimbursed by the employer for any portion of the premium for health insurancagm®ver

67



purchased through the exchange, including any reimbursement through salary reduction
contributions under a cafeteria plan, the coverage is empbogeided and the employee is not
eligible for premium tax credits. Thus, an individual is not permttigulirchase coverage
through the exchange, apply for the premium tax credit, and pay for the individual's portion of
the premium using salary reduction contributions under the cafeteria plan of the individual's
employer.

Within five years of implementath, the Secretary of HHS must conduct a study to determine if
the definition of affordable could be lowered without significantly increasing costs or decreasing
employer coverage.

Effect of Medicaid enrollment

A Medicaideligible individual can alwayscheoe t o | eave the employerds
Medicaid, and an employer is not required to pay an excise tax for any employees enrolled in
Medicaid.

Report on the effect of the excise taxes

The Secretary of Labor is required to review and report tgfess the effect of the excise taxes
and assessments on workersd wages. I n order
conduct this review, the secretary of Labor must use the Bureau of Labor Statistics' National
Compensation Survey. The Natal Compensation Survey provides comprehensive measures

of wages and employment costs. Earnings data is available for metropolitan and rural areas,
broad geographic regions and on a national B&sis.

Effective Date

The effective date for this provisias July 1, 2013.

Subtitle ET Federal Program for Health Care Cooperatives
Sec. 1401. Establishment dfederal Program for Health Care Cooperatives.
PART D1 Federal Program for Health Care Cooperatives

Present Law

There is ndPresent Lavfacilitating the creation of noprofit, membesrun health insurance
companies. Furthermore, there isRr@sent Lavauthorizing the Secretary to provide grants or

2 The Department of Labor currently administers several programs where they have an obligation to
determine that an activity wil |l aonwotkinggcdndionss el y af f
For example, the Departmentds Employment Training
foreign labor certification program.
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loans to existing neprofit, membeirun health insurance companies. Twmmittee Bill
builds, in partpn existing norprofit tax law which is summarized below.

Health insurance may be provided by different types of insurance companies including mutual,
stock ownership, life, and property and casudtgsent law provides special rules for
determining tle taxabléncome of insurance companid3oth mutual insurance companigsg.
collective owned by its memberahd stock insurance companies are subjefeetteraincome

tax under these rules. Separate sets of rules apply to life insurance comphtogsraperty

and casualty insurance companies. Insurance companies are subgetdredincome tax at

regular corporate income tax rates.

An insurance company that provides health insurance is subjeetiémaincome tax as either a

life insurance empany or as a property insurance company, depending on its mix of lines of
business and on the resulting portion of its reserves that are treated as life insurance reserves.
For Federaincome tax purposes, an insurance company is treated as a litmesaompany if

the sum of its (1) life insurance reserves and (2) unearned premiums and unpaid losses on non
cancellable life, accident or health contracts not included in life insurance reserves, comprise
more ttan 50 percentf its total reserves.

ThelRC generally provides for exemption froRederaincome tax for certain organizations

These organizations include, among other, those that engage in insurance activities including:
(1) certain fraternal beneficiary societies, orders, or associatgerating under the lodge

system or for the exclusive benefit of their mempidyat provide for the payment of life, sick,
accident, or other benefits to the members or theirdepend@jt er t ai n vol unt ary
beneficiary societies that providerfthe payment of life, sick, accident, or other benefits to the
members of the association or their depeitgler designated beneficiaries; €&8)ytain

benevolent life insurance assoaiats of a purely local character; @rtain smallnonlife

insurarte companies with annual gross receipts of no more than $600,000 ($150,000 in the case
of a mutual insurance companyg}) certain membership organizations established to provide
health insurance to certain higk individuals (6) certain organizationsstablished to provide

worke r compensation insurance.

Certain health maintenance organizations (HMOs) have been held to qualify for tax exemption
as charitable organizations. Specifically, the Tax Court held that a staff model HMO qualified as
a charidble organization. A staff model HMO generally employs its own physicians and staff
and serves its subscribers at its own facilities. The court concluded that the HMO satisfied the
community benefit standard, as its membership was open to almost alerseshthe

community. Although membership was limited to persons who had the money to pay the fixed
premiums, the court hettiat this was not disqualifyingecause the HMO had a subsidized
premium program for persons of lesser means to be funded thtdongtions and Medicare and
Medicaid payments. The HMO also operated an emergency room open to all persons regardless
of income. Generally speaking, the Courts have held that a leea#ttprovider must make its
services available to all in the communitypprovide additional community or public benefits.

The benefit must either further the function of governnfientled institutions or provide a

service that would not likely be provided within the community but for the subsidy. Further, the
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additional pblic benefit conferred must be sufficient to give rise to a strong inference that the
public benefit is the primary purpose for which the organization operates.

Tax law also provides that an organization may not be exempt from tax unless no substantial pa
of its activities consists of providing commereigbe insurance. For this purpose, commercial

type insurance excludes, among other things: (1) insurance provided at substantially below cost
to a class of charitable r@déntsand (2) incidental hetld insurance provided by an HMO of a

kind customarily provided by such organipais. At enactment of this law 986, the following
reasons for the provisiomere stated: (1) concethat exempt charitable and social welfare
organizations that engagedimsurance activities are engaged in an activity whose nature and
scope is so inherently commercial thatéseempt status is inappropriate; (2) betredt the tax

exempt status of organizations engaged in insurance activities provides an unfair campetiti
advantage to these organizations; andl@)availabilityof taxexempt status provides incentive

for some large insurance entities to compete directly with commercial insurance companies.

Committee Bill

PART DT Federal Program for Health Care Cogperatives

Sec. 2251 FederalProgram To Assist Establishment And Operation Of Nonprofit, Member
Run Health Insurance Issuers

The Committee Billauthorizes $6 billion in fundinfpr, and instructs the Secretary, to establish
the Consumer Operated andédted Plan (CE@DP) program to foster the creation of ranofit,
memberrun health insurance compantbat offer qualified health benefitisat serveeligible
individuals in one or more states. @ grantees would compete in the reformed individual
andsmall group insurance markets a level regulatory playing fieléfederafunds would be
distributed as loanfer startup costsand grantfor meeting solvency requirements.

Under theCommittee Bil| no later than January 1, 2010, the Secretary woake the grant and

loan awards. The Secretary would make grant and loan awards after taking into account the
recommendations of the advisory board chaired by the Secretary or a designate. The Secretary
would make grant and loan awards giving prioritapplicants that will offer qualified health
benefits on a statewide basis, that use an integrated care model, and have significant private
support. The Secretary would ensure that there is sufficient funding to establishaideast
qualified nonprofit health insurance issuer in each statd the District of Columbialf no

health insurance issuer applies within a state, the Secretary may use funds for the program to
award grants to encourage the establishment of qualified issuers within the statexpatision

of an issuer from another state to the state with no applicants.

The Committee Billwould require that those receiving loans or grants under th®@ E@rogram
enter into an agreement with the Secretary requiring the recipient-@fCfands ¢ meet and
continue to meet any requirement to be treated as a qualified nonprofit health insurance issuer,
and any requirements to receive the loan or grant.CBmemittee Billwould also require that

the agreement prohibit the use of loan or grant fémdsarrying on propaganda, attempting to
influence legislation, or marketing. TR®mmittee Billfurther stipulates that if the Secretary
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determined that a grantee failed to meet the aforementioned requirements, and failed to

implement appropriate corrége action within a reasonable period of time after being made

aware of such failure, then the grantee would repay the SecretapercEdbof the aggregate

amount of the loans and grants received plus interest. The Secretary would then notify the
Secreary of the Treasury of any failure that res
status under th€ommittee Bill

The Committee Billwould require the Secretary to award loans and grants under @&PCO

program no later than January 1, 20I2e Committee Billwould further require that the

Secretary make such awards after receiving recommendations from an advisory board consisting
of 15 members appointed by the Comptroller General of the United States meeting the same
qualifications for appi@tment to the Medicare Payment Advisory Commission. Board members
would be required tbe appointed within three months of enactnofrihe Committee Billand

would be required teatisfy ethics and conflict of interest standards protecting againstrinsura
industryinvolvement and interference. Board members would also generally be subject to the
requirements of thEederalAdvisory Committee Act. Board members would not be

compensated in any way except for travel expenses, including a per diem.

The Committee Billwould define a qualified nonprofit health insurance issuer as an organization
meeting the following requirements:

(1) It must be organized as a nprofit, menber corporation under State law;

(2) It must not be an existing organizationttheovides insurance as of July 16, 2009, and must
not be an affiliate or swessor of any such organization;

(3) Substantially all of its activities must consist of the issuance of qualified health benefit plans
in the individual ad small group marketa each &ate in which itis licensed to issue such plans;

(4) It must not be sponsored bytate, county, or local government,ary government
instrumentality;

(5) Its governing documents incorporate ethics and conflict of interest standardsipgote
against insurance indugtinvolvement and interference;

(6) Governance of the organization must be subject to a majority vote of its members

(7) It mustoperate with a strong consumer focus, including timeliness, responsiveness, and
accountabity to membersn accordance with regulations to be promulgated by the Secretary of
HHS;

(8) It must be in compliance with all the other requirements that other qualified health benefits
plans must meet in any state, including solvency and licensurieeraguts, rules on payments

to providers, rules on network adequacy, rates and form filing rules, and any applicable state
premium assessments. Additionally, the organization would be required to coordinate with state
insurance reforms described in Se2%@)(2)(A); and
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(9) Any profits made would be required to be used to lowenpnas, improve benefits, ather
programs intended to improve the quality of health care delivered to members.

The Committee Billwould permit @ganizations participating ithe COOP program to enter

into collective purchasing arrangements for services and items that increase administrative and
other cost efficiencies, especially to facilitate stgriof the entities, including claims
administrationgeneraldministrativeservices, health information technology, and actuarial
services. The Committee Billwould permit establishment of a purchasing councéixecute

these collective purchagjiragreements. The council wolddexplicitly prohibited from setting
payment ratefor health care fadlies and providers. There would not be any representatives of
Federal state, or local government or any employee or affiliate of an existing private insurer on
the council. The council would be subject to existing-aost statugs.

The Committee Billwould prohibit the Secretary of HHS from participation in any negotiations
between qualified health insurance issuers or a private purchasing council and any health care
facilities, providers or drug manufacturer. The Secretanylavalso be prohibited from

establishing or maintaining a price structure or interfering in any way with the competitive nature
of providing health benefits through the program.

Under theCommittee Bil|l an organization receiving a grant or loan under@SOP program
qualifies for exemption frorkederaincome tax only with respect to periods for which the
organization is in compliance with the requirements of theGFJprogram and with the terms of
any COOP grant or loan agreement to which saofankation is a party. C&@P organizations
would also be subject to organizational and operational requirements applicablaitornme¥t
profits under tax lawincluding the prohibitions on net earnings benefiting any private
shareholder or individual, onlsstantial involvement in political activities, and on lobbying
activities.

CO-OP grantees would be required to file an applicafiis exempt status with the Internal

Revenue Servicend wouldbe subject to annual information reporting requirememnigerthe

Committee Bill In addition, CGOP grantees would be required to disclose on their annual
information return the amount of reserves req
requiremento) and the amount of reserves on h

Under theCommittee Bill the Comptroller General of the United States would be instructed to
have the U.S. Government Accountability Office (GAO) conduct an ongoing study of
competition and market concentration in the health insurance market after implementgtéon of
reforms made by this proposal. The study would include an analysis of new health insurance
companies in the market and any recommendations for administrative or legislative changes
deemed necessary or appropriate to increase competition in the heaigmce market. The

GAO would report their findings no later than December 31 of eachrawabered year
beginning with 2014.

Subtitle F6 Transparency and Accountability
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Sec. 1501. Provisions Ensuring Transparency and Accountability.
Sec. 2229. Requireents relating to Transparency and Accountability.

Present Law
No provision.
Committee Bill

States would be required to establish an ombudsmen program to address complaints related to
health benefits plan issued within the state. The program wouldgdiye each offeror of a

health benefits plan within a state to provide an internal claims appeals process, (2) authorize an
individual covered by a plan to have access to the services of an ombudsman if the internal
appeal lasts more thalnreemonths otinvolves a lifethreatening issue, or (3) to resolve

problems with obtaining premium credits or essaring subsidies.

Each state would establish a competitive program to provide grants to eligible entities to
develop, support, and evaluate consumssiséance programs related to navigating options for,

and selecting appropriate, health plan coverage. The grant application process would be fair and
open and attempt to ensure regional and geographic equity. Grantee organizations may include
Small Businss Development Centers (SBDCs) as well as commercial fishing organizations,
ranching and farming organizations, and other organizations capable of conducting community
based health care outreach and enrollment assistance for hard to reach and rural workers
Organizations would be required to collect and report data to the Secretary on problems and
inquiries. There would be $30 million appropriated for fiscal year 2014 to carry out these
activities and such sums as necessary in future years.

Sec. 1502 Rporting on Utilization of Premium Dollars and Standard Hospital Charges.

Present Law

No provision.

Committee Bill

For plan years beginning after December 31, 2009, as prescribed by the Secretary of HHS, each
offeror of a health benefits plan would ogpto theSecretarythe percent of the premiums

collected that are used to pay for items other than medical care. Beginning each calendar year
after 2009, each hospital operating within the U.S. would establish (and update) a list of its
standard chargex items and services it provides, including each diagmretased group

included under Medicare.

Sec. 1503. Development and Utilization of Uniform Outline of Coverage Documents.

Present Law
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No provision.
Committee Bill

This provision mandates thevklopment and utilization of uniform outline of coverage
documents. The SecretarytdS would request the National Association of Insurance
Commssioners (NAIC) to developnd submit to the Secretanot later than 12 months after the
date of enactmemf this Act, standards for use by health insurance issuers in compiling and
providing to enrollees an outline of coverage that accurately describes the coverage under the
applicable health insurance plan. In developing such standards, the NAIC shdtlwihsu
working group composed of representatives of consumer advocacy organizations, issuers of
health insurance plans, and other qualified individuals.

The standards shall ensure that the outline of coverage is presented in a uniforroffoomat

more tharfour pageswith print of at least2-point font and written inanguagehatis

understandabl® the average health plan enrollee. The standards shall also ensure that the

outline of coverage includes uniform definitions of standard insutanees as well as a

description of the coverage, including dollar amedmt the following benefits: daily hospital

room and board, miscellaneous hospital services, surgical services, anesthesia services, physician
services, prevention and wellness sasjrescription drugand other benefitas identified by

the NAIC.

The standards should also ensure that the outline of coverage includes the exceptions, reductions
and limitations on coverage; the cabiaring provisions, including deductible, cairence and
co-payment obligations; the renewability and continuation of coverage provisions; a statement
that the outline is a summary of the policy or certificate and that the coverage document itself
should be consulted to determine the governing caothprovisionsand;a contact number for

the consumer to call with additional questiasswvell asa web link where a copy of the actual
individual coverage policy or group certificate of coverage can be reviewed and obtained. For
individual policies isged prior to January 1, 2000, the health insurance issuer will be deemed
compliant with the web link requirement if the issuer makes a copy of the actual policy available
upon request.

If the NAIC submitghe standards to the SecretaffHHS within 12 maths of enactmenthe
Secretanhas up t@&0 days after theubmissiorto promulgate regulations to apply such

standards to entities described below. If the NAIC fails to submit to the Secretary the standards
within the 12month period, the Secretary #haot later than 90 days after the expiration of such
12-month period, promulgate regulations providing for the applicatiéiedéraktandards for
outlines of coverage to entities.

Not later than 24 months after enactment of legislation, each eesityibed below shall deliver
an outline of coverage pursuant to the standards promulgated by the Sé¢ci@taapplicant at
the time of application; an enrollee at the time of enrollment; or a policyholder or certificate
holder at the time of issuancetb® policy or delivery of the certificate.
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An entitymayprovidethis informationin paper or electronic form. An entity includes a health
insurance issuer (including a group health plan) offering health insurance coverage within the
U.S., a carrier fothe FederaEmployees Health Benefits Progratime Secretargf HHS with

regard to specifieBederahealth insurance progranThe standard&ould preempt any related

state standards that require an outline of coverage. An entity that willfully fitevae the
information required under this section shall be subject to a fine of not more than $1,000 for each
such failure. Such failure with respect to each enrollee shall constitute a separate offense for
purposes of this subsection.

Sec. 1504. Devepment of Standard definitions, Personal scenarios, and Annual
Personalized Statements.

Present Law

No Provision.

Committee Bill

The Secretargf HHS would be required to do the following

1 Develop standard definitions for health insurance terms imgyztemium, deductible, eo
insurance, cgpayment, oubf-pocket limit, preferred provider, nepreferred provider,
outof-network cepayments, UCR (usual, customary and reasonable) fees, excluded
services, grievance and appeals, and such other termes Ssdfetary determines.

1 Develop standard definitions for medical terms including hospitalization, hospital outpatient
care, emergency room care, physician services, prescription drug coverage, durable
medical equipment, home health care, skilled nursimg,¢ehabilitation services,
hospice services, emergency medical transportation, and such other terms as the
Secretary determines.

1 Develop scenarios which include information regarding on estimateaf-poicket cost
sharing and significant exclusionshmnefit limits for such scenarios.

MT Develop standards for an annual personali zec

(including any covered dependents) use of health care services and claims paid in the
previous year.

Subtitle G T Role of Public Programs

Part | 7 Medicaid Coverage for the Lowest Income Populations
Sec. 1601 Eligibility Standards and Methodologies

PresentLaw
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Eligibility Standards and Methodologies Medicaid is a meanrtested entitlemergrogram

operated by states within bbBederalguidelines Eligibility for Medicaid is determined not

only based on financial requirements, but also on categorical requirénibatss, to be eligible

for Medicaid, one must be a member of a covered group, such as children, pregnant women,

families with dependent children, the elderly or t he di sabl edeldery@Chi | dI «
adults who are not disabled, pregnant, angérents of dependent children) on the other hand,

are generally not eligible for Medichiregardless of their dome.

Medi caidés income eligibility requirements pl
income individuals may possess. Additional guidelines specify how states should calculate these
amounts. The specific asset and income limitations thdy &mpach eligibility group are set

through a combination dfederaparameters and state definitions. Consequently, these standards
vary across states, and different standards apply to different population groups withirFstates.

some Medicaid eligiltity groups, states are required to disregard certain amounts and/or types of
income and expenses$tate application of income counting rules expaigibility to higher

income individuals.

Of the approxi mately 50 dNetflidaid rsane are mahdatgry bi | i ty
while others may be covered at state option. Examples of mandatory groups include pregnant
women and children under age six with family income below 133 percent Bétlezapoverty

level (FPL), children ages six through 48 to 100 perent of FPL, and certain individuals with

disabilities or over age 64 who qualify for cash assistance under the Supplemental Security

Income (SSI) program. Examples of optional groups include pregnant women and infants with

family income excedi ng 133 percent FPL up to 185 percen
individuals who meet categorical requirements with income up t0133 percent of the maximum
payment amount applicable under statesd for me
(AFDC) prograns based on family size.

Parents are eligible for Medicaid if they would have been eligible for the former AFEam

as of July 1, 1996. The uppieicome threshold for AFDC eligibility in 1996 ranged across
states from 11 percent to 68 percent of Flthough states have the flexibility to raise eligibility
to higher levels (in some states, parents are eligible for Medicaid up to 200 percent of FPL)
through a statplan amendment.

UnderPresent Lawstates are permitted to make presumptive eligitiketerminations to enroll
children, pregnant women, and certain women with breast or cervical cancer, for a limited period
of time before full Medicaid applications are filed and processed. Medicaid enrollment for such
individuals is based on a prelinairy determination by Medicaid providers of likely Medicaid
eligibility.

Medicaid Benefits. Medicaid benefits are identified Federaktatute and regulations and
include a wide range of medical care and services. Some benefits are specific iteras, suc
eyeglasses and prosthetic devices. Other benefits are defined in terms of specific types of
providers é.g, physicians, hospitals). Still other benefits define specific types of sergiges (
family planning services and supplies, pregnametgtedservices) that may be delivered by any
qualified medical provider that participates in Medicaid. Finally, additional benefits include
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premium payments for coverage provided through managed care arrangements and Medicare
premium and cossharing support foindividuals dually eligible for both Medicare and
Medicaid.

Some Medicaid benefits are mandatory, meaning they must be made available by states to the
majority of Medicaid populations.¢. , t hose cl assified as fAcatego
may be covered at state option. Examples of standard, mandatory benefits include inpatient

hospital services, physician services, services providé@gdgrdly qualified health centers, and

nursing facility services for individuals ages 21 and over. Eleswdf standard, optional

benefits include prescription drugs (covered by all states), services furnished by other licensed
practitioners €.g, optometrists, podiatrists, psychologists), nursing facility services for

individuals under age 21, and physitterapy.States define the specific features of each

mandatory and optional service within brdaateralguidelines.

Most Medicaid children under age 21 are entitled to early and periodic screening, diagnostic and
treatment (EPSDT) services. Under EPSEXildren must receive wethild visits,

immunizations, laboratory tests, vision services, dental services, and hearing services at regular
intervals. In addition, medical care that is necessary to correct or ameliorate identified defects,
physical andnental illness, and other conditions must be provided.

As an alternative to providing all of the mandatory and selected optional benefits under
traditional Medicaid, states have the option to enroll certain-speteified groups in benchmark

and benchmarkquivalent benefit plans as permitted under section 1937 of the Social Security
Act . These benefit plans are nearly identica
Insurance Program (CHIP). The benchmark options include: (1) the Blue CrosStfiiice

preferred provider plan under tRederaEmployees Health Benefits Program (FEHBP), (2) a

plan offered to state employees, (3) the largest commercial health maintenance organization in
the state, and (4) Secretagproved coverage appropriate floe targeted population.

Benchmarkequivalent coverage must have the same actuarial value as one of the benchmark
plans identified above. Such coverage includes the following basic services: (1) inpatient and
outpatient hospital services, (2) physicsanvices, (3) lab andray services, (4) welthild care
including immunizations, and (5) other appropriate preventive care as designated by the
Secretary. Such plans must also include at least 75 percent of the actuarial value of coverage
under the berfunark plan for: (1) prescribed drugs, (2) mental health services, (3) vision care,
and (4) hearing services. Medicaid beneficiaries enrolled in benchmark and berchmark
equivalent plans must also have access to services provided by rural health clified el -
qualified health centers.

Medicaid CostSharing Rules Under traditional Medicaid, states are allowed to require certain
beneficiaries to share in the cost of Medicaid services, although there are limits on (1) the
amounts that states can inggo (2) the beneficiary groups that can be required to pay, and (3) the
services for which costharing can be charged. The rules for serbirged cossharing €.g,
copayments paid to a provider at the time of service delivery) are different fronfadhose
participationrelated cossharing €.g, premiums paid by beneficiaries typically on a monthly

basis independent of any services rendered). States may seek approval under the section 1115
waiver authority to modify certain Medicaid cestaring requements.
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As an alternative to traditional Medicaid, the Deficit Reduction Act of 2005 (DRA; P.L. 109

171) provides states with a new option for premiums and seef@ed cossharing that vary

by family income i(e., <100 percent of FPL, 100 percent#fL-150 percent of FPL, and >150
percent of FPL). Under this option, states may apply premiums andhaosig to selected

groups, through Medicaid state plan amendments rather than through waiver authority, subject to
specific restrictionsg.g, the taal aggregate amount of all cestaring regardless of family

income cannot exceed 5 percent of monthly or quarterly family income).

Under this DRA option, certain groups.g, some children, pregnant women, and individuals

with special needs) are exptiirom paying premiums. Also, certain groups and serviees (
preventive care for children, emergency care, and family planning services) are exempt from the
servicerelated cossharing provisions. Nominal cesharing amounts in regulations are ineiéx

by medical inflation over time. Special rules apply to @bstring for norpreferred prescription

drugs, and for emergency room copayments forerarrgency care. Under certain

circumstances, DRA also allows states to condition continuing Medicgidilly on the

payment of premiums, and allows providers to deny care for failure to pay seteaitesl cost

sharing.

Medicaid Program Payments Medicaid is financed by theederalgovernment and the states.
TheFederakhare for most Medicaid expendesbenefits is determined by tirederaimedical
assistance percentage (FMAP). FMAP is based on a formula that provides higher reimbursement
to states with lower per capita income relative to the national average (and vice versa). FMAPs
have a statutorsninimum of 50 percent and maximum of 83 percent, although some Medicaid
services receive a highBederalmatch rate. FY2009 FMAPs ranged from a high of 75.8 percent

in Mississippi to a low of 50.0 percent in 13 other states.

St at esd e x p enisteritheiruedicaid progranss drmndenerally matcheldaeral
funding at a 50 percent matching rdtederaimatching rates for administrative expenditures are
the same for all states, although some activities are matched at higher rates. Withiedecad
guidelines, states generally control Medicaid spending levels by tailoring eligibility, benefits,
costsharing and premiums paid by beneficiaries, provider reimbursement rates, and other
program components to achieve their budget and policy goatec&ive payment for the
Federakhare of Medicaid expenditures, states submit quarterly expenditure reports to the
Centers for Medicare & Medicaid Services (CMS).

Committee Bill

New Mandatory Eligibility Group . The Committee Billvould create a newardatory
Medicaideligibility category for all norelderly, non-pregnant individualse(g, childless adults
and certain parentgjho areotherwise ineligible for MedicaidFor such individuals, the
Committee Billwould establish 133 percent of FRlased o modified gross income as
described belowds the new mandatory minimum Medicaid income eligibiétyel beginning
on January 1, 2014.
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Beginning on January 1, 2011 states would be able to provide Medicaid coverage through a state
plan amendment to neglderly, norpregnant individuals based on income, so long as the state
does not extend coverage to individuals with higher incomes before those with lower incomes.

States that opt to make medical assistance available to pregnant woman or childeea duri
period of presumptive eligibility would also be permitted to provide for a period of presumptive
eligibility for medical assistance (not to exceed 60 days) fonélemandatory Medicaid

eligibility category ofall nonrelderly, nonpregnant individual

In the case ofon-elderly, non-pregnant individualsrho are parents, caretaker relatives or-non
custodial parents of a child under 19 years of age (or such higher age as the state may have
elected) who is Medicaid eligible, such parent may not kinrbMedicaid unless their child is
enrolled in the state plan, a waiver, or in other health coverage.

The Committee Billwould also change the mandatory Medicaid upper income eligibility
standard for children ages 6 to 19 from p@dcent-PL to 133perentFPL (as applies to
children under age 6).

New Optional Eligibility Group . Beginning on January 1, 2014, the propegalild create a
newoptional Medicaickligibility category for all norelderly, non-pregnant individualse(g,
childless adults ancectain parentsivho areotherwise ineligible for MedicaidFor such
individuals, family income would exced@®3 percent of FP[based on modified gross income
as described belowhut would not be permitted to exceed the highest income eligibility level
established under the State plan or under a waiver of the plan as of the date of enactment.

States would be permitted to phase in Medicaid coverage through a state plan amendment to
these new optional neelderly, norpregnant individuals based on incqree long as the state
does not extend coverage to individuals with higher incomes before those with lower incomes.

States that opt to make medical assistance available to pregnant woman or children during a
period of presumptive eligibility would aldme permitted to provide for a period of presumptive
eligibility for medical assistance (not to exceed 60 days) fonémeoptional Medicaid

eligibility category ofall non-elderly, non-pregnant individuals

In the case of optionalm-elderly, non-pregrant individualsvho are parents, caretaker relatives,

or noncustodial parents of a child under 19 years of age (or such higher age as the state may have
elected) who is Medicaid eligible, such parent may not enroll in Medicaid unless their child is
enrolla in the state plan, a waiver, or in other health coverage.

Maintenance of Medicaid Income Eligibility. The Committee Bill also includes a Medicaid
maintenance of effort (MOE) for eligibility for all beneficiaries. States would not be eligible for
Medicaid payment$or calendar quarterduringthe period that begins on the date of enactment

of the Committee Bill and ends on the date which the Secretary determines that an exchange
(established by the state under section 2235 of this bill) is fully opeatif eligibility

standards, methodologies, or procedures under its Medicaid plan or waiver) are more restrictive
than the eligibility standards, methodologies, or procedures, under such plan or waiver that are in
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effect as of the date of enactmer@ompliance with the requirement to measure income using
modified gross income, as defined below, would not violate the MOE requirement. The MOE
requirement would continue through December 31, 2013 for adults whose modified gross
income (defined below) ist or below 133 percent of poverty, and through September 30, 2019
for any child who is under age 19 (or such higher age as the State may have elected).

Between January 1, 208hd January 1, 2014, a state woulcekempt from théVIOE
requiremenfor optonal, nonpregnantnondisabledadult populations whodamily income is
above 133 percent &PL if the state certifies to the Secretary that the state is currently
experiencing a budget deficit or projects to have a budget deficit in the followiedistal

year. The state may make such certification on or after December 1,2040.submission of

a satisfactory certification, the MOE requirement will not apply for the remainder of the three
year period described above.

Medicaid Benefits. Newly-eligible,non-elderly, nonpregnant individualsvould receive
benchmark obenchmarkequivalenttoverageconsistent withthe requirements afection 1937
of the Social Security Acts amended by this bill. Thewly eligiblebeneficiariesvho meet
the cefinition of currently exempted populations undection 1937¢.g, blind or disabled
persons, hospice patients, etould continue to be exempted

The Committee Billwould also make changes to Medicaid benchmark and benchmark
equivalent packages thaould applyto all eligible populations. Such packages would be
required to provide at least essential benefits (as described in section #2Zommittee Bill
and as defined and specified annually by the Secretary of HHS). For Medicaid berchmark
equivalent plans, prescription drugsd mental health servicemuld be added to the list of
services that must be coveraidactuarial equivalence.

Benchmark benefit package or benchrragkiivalent coverage would be required to ensure that
the financidrequirements and treatment limitations applicable to such benefits comply with the
mental health services parity requirements of section 2705(a) of the Public Health Services Act
in the same manner as such requirements apply to a group health plarag€dlvat provides
EPSDT services would be deemed as meeting the mental health services parity requirement.

The Committee Bill would allow neelderly, norpregnant individuals whose income is above
100 percent of FPL but below 133 percent of FPLhimose between Medicaid coverage or
coverage purchased through a state exchange.

Medicaid Program Payments Underthe Committee Bill states would continue to receive
Federafinancial assistance as deténed by FMAP. However, beginning on January 1,20
additionalFederafinancial assistance would be provided to statesderto defray the costs of

coveringfinewly-eligibled i ndi vi dual s (defined bel ow). Tho
enactmentoffer minimal or no coverage of tiimewly-eligibl e 6 p o prthatafteri o n
coverageonly to parents or onljo nonrpregnant childless adulfsc al | ed f Qvoddder St at

receive more assistance initialhan those states thatver at least some natderly, non
pregnant individual§ fi E x p ath edsd@fined ISetow). For 2014 to 2018gtadditional
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assistance would be provided through a percentage point increase in FMAP, according to the
following schedule:

FOR ANY FISCAL EXPANSION OTHER STATES
YEAR QUARTER STATES (Percentage| (Percentage point
OCCURING IN THE point increase is): increase is):
CALENDAR YEAR:
2014 27.3 37.3
2015 28.3 36.3
2016 29.3 35.3
2017 30.3 34.3
2018 31.3 33.3

For the purpose of tthte® aabroewitt headdsbenefits cofeiagep ansi o
for parentaandnonpregnanthildless adultsvhose family income is at least 100 percent of

FPL. Such health benefit coverage may not be dependent on acesgsddgercoverage or

employment. While coveragnay be lessamprehensive than Medicaid, the proposal doul

require such coverage lbe more than(1) premium assistanc€?) hospitatonly benefits(3) a

high deductible health plan (as defined in section 223(c)(2) of the Internal Revenue Code of

1986) purchased throughaalth savings account (HSAgs defired under section 223(d) of the

Internal Revenue Code), or (4) alternative benefits under a demonstration program authorized

under section 1938 (health opportunity accounts).

Between January 1, 2014 and December 31, 2018, costs associated with sewvided o
Anewly el i gi blimdigidudlssiveufd benfdlydfinamoed by thBederalgovernment
for fAhigh nigheecd st at e slefiveddHedf the &0 Btesor the

District of Columbiathat(1) hastotal Medicaid enrollmean(under the state plan or under any
waiver of the planjhat is below the national average for Medicaid enrollment as a peayeenit
state populatioron the date of enactment of this Aand (2) had seasoally-adjusted
unemployment rate that was aa$¢12 percent, as determined by the Bureau of Labor Statistics
of the Department of Labdor August 2009.

Beginning January 1, 2019, and for succeeding fiscal years, amounts expended for medical
assistance on fAnewl y e Income ldsd tlead 138 pedentvof FRPlythd s wii
FMAP would be increased by 32.3 percentage points.

Finally, except f or -nteheed stoe nspt carteersy, hFeMApP froart efsh
expended for medical assi st anc eereenmagdpoiggwl y el i
increases) wouldotbe permitted to exceed 95 percent in any.year

fiNewlye |l i gi bl ed i ndi vi dnoreldarly, noepregnant individulavithi ned as
family income below 133 percent of FPL who are: (1) not under the age of 49cfohigher

age as the state may have elected under section 1902(I)(1)(D)); and (2) not eligible under the

state plan (or a waiver) for full Medicaid benefits or Medicaid benchmark or benchmark

equivalent coverage, or who astigible but not enrolled dut a capped waiver (or those

individuals who are on a waiting lifgr such benefits as of the date of enactment.
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For the period that begins on October 1, 2013 and ends on September 30, 2019, the FMAP rate
for applicable states or the District of Calbia with respect to amounts expended for medical
assistance for individuals who are fAnot newly
0.15 percentage point and in the case of the territories, would be incre@s8@d®percentage
points. Theincrease in the FMAP rate would not be permitted to apply with respect to:
1 Disproportionate Share Hospital Payments;
1 Payments under title I'6f the Social Security At
T Payments under title XXI of the Soci al Sec
Program); and
1 Payments under title XIX of the Social Security Act that are based on the CHIP
enhanced FMAP rate.

New Reporting Requirements The Committee Billwould require states to report changes in
Medicaid enroliment beginning in January 2015, areheyear thereafter. States would be
required to report the total number of newly enrolled individuals in the State plan or under a
waiver for the fiscal year ending on Septembét @tthe preceding calendar year disaggregated
by: (1) children, (2) pargs, (3) norpregnantchildless adults, (4) disabled individuals, (5)
elderly individuals, an@6) such other categories or saategories of individuals eligible for
Medicaidas the Secretary may requirgtates woul@lsobe required to report on theitoeach

and enrollment processes theydiseachieve such enrollment. The Secretary would be
required to submit a report to the appropr@mmmittees of Congress beginning in April 2015,
and every year thereafter, on total new enrollment in Medicaid pational andstateby-state
basis. Such report would be required to include any recommendations to Congress for
improving Medicaidenrollment

Sec. 1602. Income Eligibility For Nonelderly Determined Using Modified Gross Income.
Present Law

Eligibili ty for Medicaidis determined not only based categorical requirementsut also

financial requirements Medi caidbés income eligibility regq
amount of assets and income individuals may possess. Additional guideén#ég Bpw states

should calculate these amounts. The specific asset and income limitations that apply to each
eligibility group are set through a combinatiorFefderaparameters and state definitions.

Consequently, these standards vary across stategdifenent standards apply to different

groups within statesFor some Medicaid eligibility groups, states are required to disregard

certain amounts and/or types of income and sometimes expeStsgs application of income

counting ruleexpanedeligibility to higherincome individuals.

Committee Bill
Effective July 1, 2013income disregard@ncluding type of expense, block of income, or other

income disregards), and asset or resource tests would no longer apply when calculating the
income eligiblity. Instead, thencomeeligibility for an individual or a familyvould be
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measured based on modified gross income (MGdletsrmined for eligibility to receive a tax
credit in the state exchanges, described in section 1205 of the Committee Bill.

MGI would also be used to determine income for any other purpose applicable under the state
plan, such as determining cettaring amounts that states may impose on an individual or a
family. Existing Medicaidincome counting rules would continue to apfolydetermining

eligibility for certain exempted groups including (1) individuthiat are eligible for Medicdi
through another prograre.g, fostercarechildren,or individuals receiving Supplemental

Security Income (SS)) (2) the elderly or Social SectyriDisability Insurance (SSDI) program
beneficiaries, (3) the medically needy, (4) enrollees in a Medicare Savings Pfegzam

Qualified Medicare Beneficiaries, or QMBSs), and (5) CHIP optional targetethlmame

children). In addition, MGI would nofffect eligibility determinations through Express Lane or
for Medicare prescription drug leimcome subsidies or Medicaid lotgrm care services. Any
individual enrolled in Medicaid (under the state plan or a waiver) onlJ@§13, who would be
determired ineligible for medical assistance under the application of thé/@wncome

counting rule would remain Medicaid eligible (and subject to the same premiums and cost
sharing as applied to the individual on that dateg)l the later of March 31, 2014r their next
Medicaid eligibilityredetermination daterinally, the Secretary would not be permitted to waive
compliance with the requirements of this provision, except to the extent necessary to permit a
state to coordinate eligibility requirements ¢ral eligible individuals.

Sec. 1603. Requirement to Offer Premium Assistance f&mployer-Sponsored Insurance
Present_aw
Under currenfederalaw, states can offer premium assistance to Madleligible individuals

who have access employersponsred insurance (ESI), rather than enrolling them in traditional
Medicaid, if it is determined to be cesffective and the benefits are comprehensive. A

Medi caid beneficiaryds enr ol | menteffectveifan empl o
paying tke applicable premiums, deductible, coinsurance and othesitashg obligations of
the employer plan is |l ess expensive -cokerach t he

services directly. To meet the comprehensiveness test under Medida®slastarequired to
provide Medicaid covered services that are not included in private plans.

The recent CHIP Reauthorization Act (CHIPRA, P.L.-B)treated a new state plan option for

providing premium assistance for Medicaid and CHligible childien and/or parents of

Medicaid/CHIP children. For families that have access to ESI coverage that meets certain
requirement$ including that the employer pays at least 40 percent of the total prénsitates

can offer premium assistance through a state pmendment. States choosing to do so are
required toarpawnd debdiwefaipt cover agmeetfCBIP empl o)
benefit standards. If the CHIP cost of covering the entire family in the emydpgasored plan

is less than regularkP coverage for the eligible individual(s) alone, then the premium
assistance subsidy may be used to pay the ent

Committee Bill
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Effective July 1, 2013the Committee Billvould require states to offer premium assistaro
wrap-around benefits tall Medicaid beneficiaries who are offered ESI if it is eefective to
do sobased orPresent Lawequirements.

Sec. 1604Treatment of the Territories.
PresentLaw

Five territories (American Samoa, Guam, the Northeamidha Islands, Puerto Rico, and the

U.S. Virgin Islands) operate Medicaid programs under rules that differ from those applicable to
the 50 states and the District of Columbia (hereafter referred to as the states). The territories are
not required to covethe same eligibility groups, and they use different financial standards

(income and asset tests) in determining eligibility. For example, states must cover certain
mandatory groups such as pregnant women, children, and qualified Medicare beneficiaries,

for the territories these groups are optional.

In the states, Medicaid is an individual entitlement. In addition, there are no linkieleral
payments for Medicaid provided that the state contributes its share of the matching funds. In
contrastMedicaid programs in the territories are subject to anfredérakpending caps. All

five territories typically exhaust their caps prior to the end of the fiscal year. Once the cap is
reached, the territories assume the full costs of Medicaid seoridessome instances, may
suspend services or cease payments to providers until the next fiscal year.

TheFederakhare for most Medicaid service costs is determined biyetieraimedical
assistanceercentage (FMAP), which is based on a formula thatiges higher reimbursement

to states with lower per capita incomes relative to the national average (and vice versa). FMAPs
have a statutory minimum of 50 percent and maximum of 83 percent. The FMAP for territories
is set at 50 percent.

Committee Bill

The Committee Billvould increase spending caps for the territories by 30 percent and the
applicable FMAP by five percentage point® 55 perceni beginning on January 1, 20&fhd
for each fiscal year thereafter

Beginning with fiscal year 2014, yaents made to the territories with respect to amounts
expended for medical assistance for newly eligible individuigls ¢ertainnon-elderly, non
pregnant individualswould not count towards trepplicableMedicaid spending cas the
territories

Sec. 166. Medicaid ImprovementFund Rescission.

PresentLaw

Under section 7002 of the Supplemental Appropriations Act, 2008 (War Supplemental, P.L. 110
252), Congress required the Seanetaf Health and Human Servicasestablish the Medicaid
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