'\ CONGRESSIONAL BUDGET OFFICE Douglas W. EImendorf, Director
U.S. Congress

Washington, DC 20515

March 18, 2010

Honorable Nancy Pelosi
Speaker

U.S. House of Representatives
Washington, DC 20515

Dear Madam Speaker:

The Congressional Budget Office (CBO) and the staff of the Joint Committee on
Taxation (JCT) have completed a preliminary estimate of the direct spending and revenue
effects of an amendment in the nature of a substitute to H.R. 4872, the Reconciliation Act
of 2010; that amendment (hereafter called “the reconciliation proposal’”) was made public
on March 18, 2010. The estimate is presented in three ways:

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

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

e An estimate of the budgetary impact of the reconciliation proposal under the
assumption that H.R. 3590 is not enacted (that is, an estimate of the bill’s impact
relative to current law as of today).

Although CBO completed a preliminary review of legislative language prior to its
release, the agency has not thoroughly examined the reconciliation proposal to verify its
consistency with the previous draft. This estimate is therefore preliminary, pending a
review of the language of the reconciliation proposal, as well as further review and
refinement of the budgetary projections.

The reconciliation proposal includes provisions related to health care and revenues, many
of which would amend H.R. 3590. It also includes amendments to the Higher Education
Act of 1965, which authorizes most federal programs involving postsecondary education.

An estimate by CBO and JCT of the direct spending and revenue effects of H.R. 3590 as passed by the Senate was
provided in a letter to the Honorable Harry Reid on March 11, 2010. That estimate is available at www.cbo.gov (and
JCT’s detailed table of revenue effects is available at www.jct.gov).
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CBO and JCT estimate that enacting both pieces of legislation—H.R. 3590 and the
reconciliation proposal— would produce a net reduction in federal deficits of $138
billion over the 2010-2019 period as result of changes in direct spending and revenue
(see the top panel of Table 1 and subtitle A of title Il on Table 5). Approximately $85
billion of that reduction would be on-budget; other effects related to Social Security
revenues and spending as well as spending by the U.S. Postal Service are classified as
off-budget. CBO has not completed an estimate of the potential impact of the legislation
on discretionary spending, which would be subject to future appropriation action.

CBO and JCT previously estimated that enacting H.R. 3590 by itself would yield a net
reduction in federal deficits of $118 billion over the 2010-2019 period, of which about
$65 billion would be on-budget. The incremental effect of enacting the reconciliation
proposal—assuming that H.R. 3590 had already been enacted—would be the difference
between the estimate of the combined effect and the previous estimate for the Senate-
passed bill, H.R. 3590. That incremental effect is an estimated net reduction in federal
deficits of $20 billion over the 2010-2019 period over and above the savings from
enacting H.R. 3590 by itself; almost all of that reduction would be on-budget (see the
bottom panel of Table 1 and subtitle A of title Il on Table 5).2

The budgetary impact of the reconciliation proposal if H.R. 3590 is not also enacted
would be different. Although estimates on that basis have been completed for most of the
provisions of the reconciliation proposal, CBO does not yet have such an estimate for all
of its provisions. By CBQO’s estimate, the provisions that have been analyzed so far would
reduce deficits by $82 billion over the 2010-2019 period (see Table 6).

Details on the budgetary effects of the health and revenue provisions of the reconciliation
proposal, along with its effects combined with H.R. 3590, are provided in Tables 1, 2,
and 3:

e Table 1 summarizes the effect on the deficit of the health and revenue provisions
of the reconciliation proposal combined with H.R. 3590; it also shows the net
incremental effect of those provisions of the reconciliation proposal over and
above the impact of enacting H.R. 3590 by itself.

e For the two pieces of legislation combined, Table 2 provides estimates of the
changes in the number of nonelderly people in the United States who would have
health insurance and presents the primary budgetary effects of the provisions
related to health insurance coverage.

% The reconciliation proposal would require the Secretary of the Treasury to transfer amounts from the on-budget
general fund to the off-budget Social Security trust funds to offset any reduction in the balances of those trust funds
that would result from other provisions of the proposal. As a result, the off-budget changes estimated for that
proposal represent only its effect on outlays of the Postal Service.
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e For the two pieces of legislation combined, Table 3 displays detailed estimates of
the costs or savings from the health provisions that are not related to health
insurance coverage (primarily involving the Medicare program) and from certain
of the revenue provisions that are not related to insurance coverage. The table does
not include the effect on revenues of title IX, a set of tax provisions whose impact
is reported separately by JCT.

Tables 4 and 5 show the incremental budgetary effects of the reconciliation proposal
(except for title 1X), over and above the effects of enacting H.R. 3590 by itself:

e Table 4 presents the incremental effects of the health and revenue provisions of
the reconciliation proposal—that is, the difference between the effects of the two
pieces of legislation combined and the effects of H.R. 3590 by itself (as shown in
CBQO’s March 11 letter to Senator Reid).

e Table 5 summarizes the incremental effects of the health, revenue, and education
provisions of the reconciliation proposal, also assuming that H.R. 3590 has been
enacted. (The impact of the health and revenue provisions is shown in more detail
in Table 4.)

Table 6 shows the estimated effect of enacting the reconciliation proposal relative to
current law—that is, assuming that H.R. 3590 is not enacted. That table does not include
some effects that have not yet been estimated.

Effects of the Legislation Beyond the First 10 Years

Although CBO does not generally provide cost estimates beyond the 10-year budget
projection period, certain Congressional rules require some information about the
budgetary impact of legislation in subsequent decades, and many Members have
requested CBO’s analyses of the long-term budgetary impact of broad changes in the
nation’s health care and health insurance systems. Therefore, CBO has developed a rough
outlook for the decade following the 2010-2019 period by grouping the elements of the
legislation into broad categories and (together with the staff of the Joint Committee on
Taxation) assessing the rate at which the budgetary impact of each of those broad
categories is likely to increase over time. Our analysis indicates that H.R. 3590, as passed
by the Senate, would reduce federal budget deficits over the ensuing decade relative to
those projected under current law—uwith a total effect during that decade that is in a broad
range between one-quarter percent and one-half percent of gross domestic product
(GDP).® The imprecision of that calculation reflects the even greater degree of
uncertainty that attends to it, compared with CBO’s 10-year budget estimates.

® For a more extensive explanation of that analysis, see Congressional Budget Office, letter to the Honorable Harry
Reid regarding the longer-term effects of the manager's amendment to the Patient Protection and Affordable Care
Act (December 20, 2009).
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Using that same analytic approach, the combined effect of enacting H.R. 3590 and the
reconciliation bill would also be to reduce federal budget deficits over the ensuing decade
relative to those projected under current law—uwith a total effect during that decade that is
in a broad range around one-half percent of GDP. The incremental effect of enacting the
reconciliation bill (over and above the effect of enacting H.R. 3590 by itself) would thus
be to further reduce federal budget deficits in that decade, with a total effect that is in a
broad range between zero and one-quarter percent of GDP.

Relative to H.R. 3590, the reconciliation proposal would make a number of changes that
would affect its longer-term impact on the budget. In particular, it would increase the
subsidies offered in the new insurance exchanges and would reduce the impact of an
excise tax on health insurance plans with premiums above certain thresholds. An
important component of the longer-term analysis is that, beginning in 2019, the
reconciliation proposal would change the annual indexing provisions so that the premium
subsidies offered through the exchanges would grow more slowly; over time, the
spending on exchange subsidies would therefore fall back toward the level under H.R.
3590 by itself. Another key component of the longer-term analysis is that, beginning in
2020, the reconciliation proposal would index the thresholds for the high-premium excise
tax to the rate of general inflation rather than to inflation plus one percentage point.

CBO has not extrapolated estimates further into the future because the uncertainties
surrounding them are magnified even more. However, in view of the projected net
savings during the decade following the 10-year budget window, CBO anticipates that
the reconciliation proposal would probably continue to reduce budget deficits relative to
those under current law in subsequent decades, assuming that all of its provisions would
continue to be fully implemented.

Congressional rules governing the consideration of reconciliation bills also require an
assessment of their budgetary impact separately by title. The effects of the reconciliation
proposal over the 2010-2019 period are shown in Table 5, assuming that H.R. 3590 is
also enacted). CBO’s analysis of the longer-term effects, by title, is as follows:

e Most of the changes to H.R. 3590 that have significant budgetary effects would be
made by title | of the reconciliation proposal, so the conclusions about the longer-
term impact for the proposal as a whole—that it would reduce deficits, relative to
H.R. 3590—also apply to that title.

e The changes regarding health care contained in title 11 have a smaller budgetary
Impact than those in title I, and would by themselves increase budget deficits
somewhat. That title also contains the proposal’s education provisions, which
CBO estimates would reduce future deficits. In CBO’s estimation, the savings
generated by the education provisions would continue to outweigh the costs
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related to health care stemming from title 11, so that the title as a whole would
continue to reduce the budget deficit in future years.

CBO has not yet completed an assessment of the impact for the longer term of enacting
the reconciliation proposal by itself.

I hope this analysis is helpful for the Congress’s deliberations. If you have any questions,
please contact me or CBO staff. The primary staff contacts for this analysis are Philip
Ellis and Holly Harvey.

Sincerely,

Douglas W. Elmendorf
Director

Enclosures

CcC: Honorable John A. Boehner
Republican Leader

Honorable John M. Spratt Jr.
Chairman
Committee on the Budget

Honorable Paul Ryan
Ranking Member

Honorable Harry Reid
Senate Majority Leader

Honorable Mitch McConnell
Senate Republican Leader

Honorable Kent Conrad
Chairman
Senate Committee on the Budget

Honorable Judd Gregg
Ranking Member


Darreny
Doug Elmendorf





















































Congressional Budget Office

Table 5. Preliminary Estimate of the Incremental Effects of Reconciliation Legislation Relative to H.R. 3590
as Passed by the Senate

Includes effects of education provisions as well as health and revenues provisions detailed in Table 4

Based on draft legislative language with modifications discussed with staff

Billions of Dollars, by Fiscal Year

March 18, 2010

2010- 2010-
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2014 2019
INCREASE OR DECREASE (-) IN THE DEFICIT FROM CHANGES IN DIRECT SPENDING OR REVENUES
Title | - Coverage, Medicare, Medicaid, and Revenues®
Subtotal, Title I° 2.2 3.8 0.1 2.7 -10.2 -1.1 -4.4 -0.1 -0.8 -1.9 -1.3 -9.5
On-Budget 2.2 3.9 0.2 2.7 -10.2 -1.1 -4.3 * -0.8 -1.9 -1.2 -9.3
Off-Budget’ 0 * -0.1 -0.1 0.1 * -0.1 -0.1 * * -0.1 -0.2
Title Il - Health, Education, Labor, and Pensions
Subtitle A - Education -0.3 -0.4 3.8 -5.6 -2.5 -4.6 -3.7 -25 -1.8 -1.8 -5.0 -19.4
Subtitle B - Health 0.1 0.6 0.9 0.9 1.4 1.6 1.1 0.8 0.9 0.9 3.9 9.1
Subtotal, Title Il -0.3 0.2 4.7 -4.6 -1.1 -3.1 -2.6 -1.7 -0.9 -0.9 -1.1 -10.3
On-Budget -0.3 0.2 4.7 -4.6 -1.1 -3.1 -2.6 -1.7 -0.9 -0.9 -1.1 -10.3
Off-Budget’ 0 0 0 0 0 0 0 0 0 0 0 0
Net Increase or Decrease (-) in the Deficit 1.9 41 4.8 -2.0 -11.3 -4.1 -6.9 -1.8 -1.7 -2.8 -2.5 -19.8
On-Budget 1.9 4.1 4.8 -1.9 -11.3 -4.1 -6.9 -1.7 -1.7 -2.8 2.4 -19.6
Off-Budget® 0 * -0.1 -0.1 0.1 * -0.1 -0.1 * * -0.1 -0.2

Sources: Congressional Budget Office and the staff of the Joint Committee on Taxation.

Notes: * = between 50 million and -50 million.
Components may not sum to totals because of rounding.

a. Also includes funding for TAA Community College and Career Training Grant Program.
b. See Table 4 for more detail.

c. The draft legislation would require the Secretary of the Treasury to transfer the necessary amounts from the general fund to the Social Security trust

funds to offset any reduction in the balances of those trust funds from enactment of other provisions in the reconciliation bill. As a result of those

transfers, off-budget changes reflect only the impact of the reconciliation bill on Postal Service spending.




Table 6. Preliminary Estimate of Incremental Effects of Reconciliation Legislation Relative to Current Law
Estimated effects on direct spending and revenues; based on draft legislative language and modifications discussed with staff
Billions of dollars, by fiscal year
2010- 2010-
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2014 2019

Changes in Deficits

TITLE I—COVERAGE, MEDICARE, MEDICAID, AND REVENUES
Subtitle A—Coverage (direct spending and revenues)

Sections 1001-1003 No budgetary effect.
1004 Simplifying Income Definitions Budgetary effects nonzero, but not yet estimated.
1005 Administrative Funding 0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.4 1.0

Subtitle B—Medicare (direct spending)

1101 Closing the Medicare Prescription Drug “Donut Hole” 0 1.1 0.1 3.3 4.9 5.9 7.7 9.0 10.4 13.9 9.4 56.3
1102 Medicare Advantage Payments 0 -1.8 -5.8 9.2 -116 -151 -179 -20.2 -223 -258 -28.4 -129.7
1103 Savings from Limits on MA Plan Administrative Costs Interacts with section 1102; budgetary effects are included in estimate for that section.

1104 Adjustments in Disproportionate Share Hospital (DSH) Payments 0 0 0 0 0 0 0 0 0 0 0 0
1105 Revision of Certain Market Basket Updates 0 0 0 0 0 0 0 0 0 0 0 0
1106 Physician Ownership-Referral 0 0 0 0 0 0 0 0 0 0 0 0
1107 Payment for Imaging Services 0 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 -0.5 -1.2

Subtitle C—Medicaid (direct spending)

1201 Increasing Federal Funding for States No budgetary effect.

1202 Improving Payments to Primary Care Physicians 0 0 0 1.9 2.4 1.3 0.8 0.5 0.2 0 43 7.3
1203 Disproportionate Share Hospital Payments 0 0 * 0.1 -0.5 -0.6 -0.6 -1.8 -5.0 -5.6 -0.4 -14.0
1204 Increasing Funding for the Territories 0 0 0 0 0.2 0.2 0.2 0.2 0.2 0.2 0.2 1.0
1205 Delay in Community First Choice Option 0 0 0 0 0 0 0 0 0 0 0 0
1206 Drug Rebates for New Formulations of Existing Drugs -0.1 -0.3 -0.3 -0.2 -0.2 -0.2 -0.2 -0.3 -0.3 -0.3 -1.1 -2.4

Subtitle D—Reducing Waste, Fraud, and Abuse (direct spending)

1301 Claims Submitted by Excluded Providers to Medicare Administrative Contractors 0 * * * * * * * * * * *
1302 Community Mental Health Centers 0 * -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.6
1303 Modify Certain Medicare Prepayment Medical Review Limitations 0 0 * * * * * * * * * -0.1
1304 Establish A CMS—IRS Data Match to Identify Fraudulent Providers 0 0 0 0 0 0 0 0 0 0 0 0
1305 Increased Funding to Fight Fraud, Waste, and Abuse 0 0.1 0.1 * * * * * * * 0.2 0.3
1306 90-Day Period of Enhanced Oversight for Initial Claims of DME Suppliers 0 * * * * * * * * -0.1 -0.2

Subtitle E—Revenues (direct spending and revenues)

Sections 1401-1409
1410 No Impact on Social Security Trust Funds (direct spending)

Not yet estimated.
Net effect on unified budget would be zero.

Funding for TAA Community College and Career Training Grant Program (direct spending) 0 * 0.4 0.5 0.5 0.5 0.1 * 0 0 1.3 2.0
INTERACTIONS (direct spending) 0 0.6 0.9 1.1 1.8 2.1 2.3 2.6 3.0 34 4.3 17.6
Subtotal, Title | Changes in Unified-Budget Deficits -0.1 -02 -48 -27 -28 -6.1 -7.7 -10.1 -13.9 -14.3 -10.5 -62.7]
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Following the initial release of this document on March 18, CBO made some corrections to this table. Specifically, in the
row for “Subtitle A --Education (direct spending),” it added negative signs that had been omitted. It also corrected the
phrasing of the labels for the last two rows; the amounts shown in those rows for subtotal and total are unchanged.
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