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

Washington, DC 20515

January 6, 2011

Honorable John Boehner
Speaker of the House

U.S. House of Representatives
Washington, DC 20515

Dear Mr. Speaker:

The Congressional Budget Office (CBO) has reviewed H.R. 2,

the Repealing the Job-Killing Health Care Law Act, asintroduced

on January 5, 2011. That bill would repeal the Patient Protection and
Affordable Care Act (PPACA, Public Law 111-148) and the provisions of
the Health Care and Education Reconciliation Act of 2010 (P.L. 111-152)
that are related to health care. Both of those laws were enacted in

March 2010.

Among other things, PPACA and the provisions of the Reconciliation Act
that are related to health care will do the following: establish a mandate for
most legal residents of the United States to obtain health insurance; create
insurance exchanges through which certain individuals and families will
receive federal subsidies to substantially reduce the cost of purchasing
health insurance coverage; significantly expand eligibility for Medicaid;
permanently reduce the growth of Medicare' s payment rates for most
services (relative to the growth rates projected under prior law); impose an
excise tax on certain health insurance plans with relatively high premiums;
impose certain taxes on individuals and families with relatively high
incomes; and make various other changes to the federal tax code, Medicare,
Medicaid, and other programs.

CBO has not yet developed a detailed estimate of the budgetary impact of
repealing that legislation, although it is working with the staff of the Joint
Committee on Taxation (JCT) to complete such an estimate in the near
future. Because Congressional deliberations on H.R. 2 could begin very
soon, CBO is providing in this letter aless-detailed preliminary analysis of
that legidation. CBO and JCT estimated that the March 2010 health care
legislation would reduce budget deficits over the 2010-2019 period and in
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subsequent years; consequently, we expect that repealing that legislation
would increase budget deficits.

The projected increase in deficits will not be exactly the same as the
reduction in deficits that was originally estimated to result from the enacted
legislation. Aswill be discussed in the detailed estimate that is
forthcoming, a number of developments have occurred since CBO and JCT
produced the cost estimate for the March 2010 legislation (shortly before it
was enacted). In particular:

e Theoriginal estimate was based on the projections of economic
conditions, health care costs, federal spending and revenues, and
other factors that CBO published in March 2009. The economic
outlook is now somewhat different, and CBO has made a number of
technical changes to its spending and revenue projections related to
health care programs.

e Some of the funding provided by the legislation enacted last March
has been obligated or spent, and some regulations implementing
aspects of that legislation have been promulgated. The budgetary
impact of repealing that legislation depends on the extent to which
repeal would affect those actions; because an estimate of repeal
would assume enactment around the end of thisfiscal year, no
significant budgetary effects would occur in fiscal year 2011.
(However, such effects would occur if H.R. 2 was enacted well
before the end of the fiscal year.)

e Subsequent legislation has already modified the laws enacted | ast
March. Specifically, the Medicare and Medicaid Extenders Act of
2010 (P.L. 111-309) increased the amount that could be recovered
from enrollees in insurance exchanges whose actual incomein ayear
differed from the figure used to determine their tax credit for health
insurance premiums. That |egislation was estimated to reduce net

! For example, in The Budget and Economic Outlook: An Update that was published in August
2010, CBO noted that identifiable changes in the estimated effects of some of the provisions of the
legislation had reduced projected outlays over the 2010-2019 period by about $11 billion and
increased projected revenues by about the same amount (see Box 1-1 on page 6). For many
aspects of the legislation, however, distinguishing the effects of economic and technical updates
on the budgetary impact of PPACA and the Reconciliation Act from their effects on the
projections that would have been made under prior law is difficult. Therefore, developing the
baseline projectionsin August did not automatically result in an estimate of the effect of PPACA
and the Reconciliation Act under the economic and technical assumptions of that baseline.
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federal payments for subsidies through the health insurance
exchanges.

e Theoriginal estimate covered 2010 through 2019, the period used
for Congressional budget enforcement procedures when the
legislation was being considered (in calendar year 2009 and early
2010). CBO has nearly completed new baseline projections through
2021 that will be published later this month. Asaresult, CBO’'s
estimate of the budgetary effect of repealing last March’s legidation
will cover alater period than that spanned by the original estimate.

The changes noted above will affect many elements of a detailed estimate
of theimpact of H.R. 2, but they will probably not have a major effect on
the overall budgetary impact of the bill through 2019. Moreover, inits
ongoing monitoring of developments, CBO has seen no evidence to date
that the steps that will be taken to implement the March legislation—or the
ways in which participants in the health care and health financing systems
will respond to that legislation—will yield overall budgetary effects that
differ significantly from the ones that CBO and JCT projected earlier. Asa
result, for the 2012—2019 period, the forthcoming detailed cost estimate for
H.R. 2 will probably not differ substantially from the result that would be
obtained by reversing the signs of the net changes in deficits that were
shown in the cost estimate for PPACA and the Reconciliation Act that CBO
issued on March 20, 2010.>

The remainder of this letter describes—in broad terms and on a preliminary
basis—CBO’ s assessment of the effects that repealing PPACA and the
relevant provisions of the Reconciliation Act would have on federal budget
deficits, the federal government’ s budgetary commitment to health care, the
number of people with health insurance, and health insurance premiumsin
the private market. (Repealing the provisions of that legislation would also
have avariety of other effects on the health care and health insurance
systems that this letter, like previous CBO cost estimates, does not address.)

2 See Congressional Budget Office, letter to the Honorable Nancy Pelosi about the budgetary
effects of H.R. 4872, the Reconciliation Act of 2010 (March 20, 2010). That letter and the other
CBO documents cited in this |etter are available on CBO’s Web site (www.cbo.gov) and are
contained in CBO's December 2010 report Selected CBO Publications Related to Health Care
Legislation, 2009-2010.
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Impact on the Federal Budget in the First Decade

Asaresult of changesin direct spending and revenues, CBO expects that
enacting H.R. 2 would probably increase federal budget deficits over the
2012—-2019 period by atotal of roughly $145 billion, plus or minus the
effects of technical and economic changes that CBO and JCT will include
in the forthcoming estimate. That figure consists of the following two
components:

e About $130 billion, representing the net reduction in deficits over
the 2012-2019 period expected to result from the health care
provisions of the enacted legidlation (as estimated by CBO and JCT
last March), plus

e About $15 hillion, representing the reduction brought about by the
Medicare and Medicaid Extenders Act of 2010 in the estimated cost
of subsidies to be provided through the insurance exchanges through
20109.

The forthcoming, more-detailed estimate will also reflect changes that CBO
and JCT will make to reflect economic developments since the legislation
was enacted and technical revisions to baseline projections and the previous
estimate (including adjustments to reflect the passage of time and to
incorporate the effects of administrative actions that have been taken to
implement the laws). We cannot predict whether those changes will
increase or decrease the estimated impact of H.R. 2 on federal deficits.

Though the amounts may differ somewhat, the net increase in deficits from
enacting H.R. 2 would have the same three major components as the net
decrease in deficits estimated to result from enacting PPACA and the
Reconciliation Act. The March health care legidlation contained a set of
provisions designed to expand health insurance coverage, which CBO and
JCT estimated would have a gross cost of about $930 billion and a net cost
(after accounting for certain related changes in outlays and revenues) of
about $780 billion over the 2012—-2019 period. Repealing that legislation
would eliminate such costs. But PPACA and the Reconciliation Act also
included a number of provisionsto reduce federal outlays (primarily for

3 The $130 hillion figure reflects about $124 billion in net savings estimated in March for the
health care and revenue provisions over the 2010-2019 period but excludes about $7 billionin
estimated net costs of the enacted legislation in 2010 and 2011—during which the proposed
repeal would have no budgetary effect if it was enacted near the end of fiscal year 2011. The
$130 billionin savingsis the result of projected increases of about $520 billion in revenues and
about $390 hillion in outlays.
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Medicare) and to increase federal revenues (mostly by increasing the
Hospital Insurance payroll tax and imposing fees on certain manufacturers
and insurers); in March, CBO and JCT estimated that those provisions
unrelated to insurance coverage would, on balance, reduce direct spending
by about $500 billion and increase revenues by about $410 billion over the
2012-2019 period.® If that legislation was repealed, such reductionsin
spending and increases in revenues would not occur. Thus, H.R. 2 would,
on net, increase federal deficits over that period.

The difference in the time horizons for the cost estimates will also
differentiate the estimate for H.R. 2 from that for PPACA and the
Reconciliation Act. The budgetary horizon for legislation considered in
2011 will span the fiscal years from 2011 through 2021, two years beyond
the period covered by the cost estimate for the enacted |egidlation.
Extrapolating the budgetary effects for 2019 of PPACA and the health care
provisions of the Reconciliation Act, CBO anticipates that enacting H.R. 2
would increase federal budget deficits by atotal of roughly $80 billion to
$90 billion over the 2020-2021 period. Consequently, over the 2012—2021
period, the effect of H.R. 2 on federal deficits asaresult of changesin
direct spending and revenuesislikely to be an increase in the vicinity of
$230 billion, plus or minus the effects of technical and economic changes
to CBO'sand JCT’ s projections for that period.

Effects on Discretionary Spending. Those projections do not include any
savings associated with lower discretionary spending under H.R. 2. The
cost estimate issued last March focused on direct spending and revenues
because those effects are relevant for pay-as-you-go rules and will occur
without any additional legislative action (in contrast with discretionary
spending, which is subject to future appropriation action). However, the
cost estimate noted that additional funding would be necessary for agencies
to carry out the responsibilities required of them by the legislation and that
the legislation also included explicit authorizations for avariety of grants
and other programs.”

* Those figures exclude the impact of the provisions of the Reconciliation Act related to education
programs (which were estimated to reduce deficits by $19 billion over the 2010-2019 period).

® For more information, see CBO’s March 20, 2010, |etter to the Honorable Nancy Pelosi cited
earlier (in particular, pages 10 and 11); Congressional Budget Office, |etter to the Honorable Jerry
Lewis about potential effects of the Patient Protection and Affordable Care Act on discretionary
spending (May 11, 2010); and “ Additional Information about the Potential Discretionary Costs of
Implementing PPACA” (May 12, 2010).
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By CBO's estimates, repeal of the health care legislation would probably
reduce the appropriations needed by the Internal Revenue Service by
between $5 billion and $10 billion over 10 years. Similar savings would
accrue to the Department of Health and Human Services.

In addition, H.R. 2 would repeal a number of authorizations for future
appropriations, which, if left in place, might or might not result in
additional appropriations. CBO estimated that such provisions authorizing
specific amounts, if fully funded, would result in appropriations of

$106 billion over the 2010-2019 period. However, most of those
authorizations, for more than $86 billion, were for activities that were
aready being carried out under prior law or that were previously authorized
and that PPACA authorized for future years; for example, that amount
includes an estimated $39 billion for ongoing activities of the Indian Health
Service and $34 hillion for continued grants to federally qualified health
centers. Consequently, just as the authorizations in PPACA of an estimated
$106 billion over the 2010-2019 period will not necessarily lead to an
increase of that amount in total discretionary spending, the repeal of those
PPACA authorizations would not necessarily result in discretionary savings
of that amount.

Uncertainty Surrounding the Estimates. The projections of the bill’s
budgetary impact are quite uncertain, both because CBO has not completed
adetailed estimate of the effects of H.R. 2 and because assessing the effects
of making broad changesin the nation’ s health care and health insurance
systems—or of reversing scheduled changes—requires assumptions about a
broad array of technical, behavioral, and economic factors. However,
CBO's staff, in consultation with outside experts, has devoted a great deal
of care and effort to the analysis of health care legislation in the past few
years, and the agency strives to devel op estimates that are in the middle of
the distribution of possible outcomes. As aresult, CBO believes that its
estimates of the net budgetary effects of health care legislation have a
roughly equal chance of turning out to be too high or too low.

Aswith al of CBO'’s cost estimates, those estimates reflect an assumption
that the provisions of current law would otherwise remain unchanged
throughout the projection period and that the legislation being considered
would be enacted and implemented in its current form. CBO’s
responsibility to the Congressis to estimate the effects of proposals as
written and not to forecast future legidlation. The budgetary impact of
repealing PPACA and the provisions of the Reconciliation Act related to
health care could be quite different if key provisions of that original



Honorable John Boehner
Page 7

legislation would have subsequently been changed or not fully
implemented.

Impact on the Federal Budget Beyond the First 10 Years

Relative to current law, enacting H.R. 2 would, CBO estimates, increase
federal budget deficits in the decade following 2019; similarly, the
legislation would increase budget deficits in the decade following 2021 and
In subsequent years.

Although CBO does not generally provide cost estimates beyond the 10-
year projection period, certain Congressional rules require some
information about the budgetary impact of legislation in subsequent
decades, and many Members requested CBO’ s analysis of the long-term
budgetary impact of proposed broad changes in the health care and health
insurance systems. Therefore, in the course of analyzing such proposals,
CBO developed rough assessments for the decade following the 10-year
projection period by grouping the elements of legislation into broad
categories and assessing the rate at which the budgetary impact of each of
those broad categories would increase over time.

Last March, CBO estimated that enacting PPACA and the Reconciliation
Act would reduce federal deficitsin the decade after 2019, with atota
effect during that decade in a broad range around one-half percent of gross
domestic product (GDP). The imprecision of the calculation reflects the
even greater degree of uncertainty that attends to it, compared with CBO’s
10-year estimates. Correspondingly, CBO estimates that enacting H.R. 2
would increase federal deficitsin the decade after 2019 by an amount that is
in abroad range around one-half percent of GDP, plus or minus the effects
of technical and economic changes that CBO and JCT will includein the
forthcoming estimate. For the decade beginning after 2021, the effect of
H.R. 2 on federal deficits as a share of the economy would probably be
somewhat larger.

CBO has not extrapolated estimates further into the future because the
uncertainties surrounding them are magnified even more. However, in view
of the projected budgetary effects during the decade following the 10-year
budget window, CBO anticipates that enacting H.R. 2 would probably
continue to increase budget deficits relative to those under current law in
subsequent decades.

Those calculations incorporate an assumption that the provisions of current
law would otherwise remain unchanged throughout the next two decades.
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However, current law now includes a number of policiesthat might be
difficult to sustain over along period of time. For example, PPACA and the
Reconciliation Act reduced payments to many Medicare providersrelative
to what the government would have paid under prior law. On the basis of
those cuts in payment rates and the existing “sustainable growth rate”
mechanism that governs Medicare’ s payments to physicians, CBO projects
that Medicare spending (per beneficiary, adjusted for overall inflation) will
Increase significantly more slowly during the next two decades than it has
increased during the past two decades. If those provisions would have
subsequently been modified or implemented incompletely, then the
budgetary effects of repealing PPACA and the relevant provisions of the
Reconciliation Act could be quite different—but CBO cannot forecast
future changesin law or assume such changes in its estimates.®

Effects on the Federal Budgetary Commitment to Health Care

Last March, CBO estimated that enacting PPACA and the relevant
provisions of the Reconciliation Act would increase the “federal budgetary
commitment to health care” by about $400 billion over the 2010-2019
period; CBO uses that term to describe the sum of net federal outlays for
health programs and tax preferences for health care.” In contrast, CBO
estimated that enacting that legislation would reduce the federal budgetary
commitment to health care during the decade after 2019. The impact in the
second decade was estimated to be different than that in the first decade
because the effects of those provisions that would tend to decrease the
federal budgetary commitment to health care would grow faster than the
effects of provisions that would tend to increase it. Correspondingly, by
repealing all of those provisions, H.R. 2 would roughly reverse those
outcomes, thereby diminishing the federal budgetary commitment to health
care over the next decade and increasing it in subsequent years.

Effects on the Number of People with Health Insurance

Under H.R. 2, about 32 million fewer nonelderly people would have health
insurance in 2019, leaving atotal of about 54 million nonelderly people
uninsured. The share of legal nonelderly residents with insurance coverage

® For an example of the long-term budgetary effect of altering several key features of PPACA and
the Reconciliation Act, see Congressional Budget Office, letter to the Honorable Paul Ryan
responding to questions about the preliminary estimate of the reconciliation proposal (March 19,
2010).

" For additional discussion of that term, see Congressional Budget Office, letter to the Honorable
Max Baucus regarding different measures for analyzing proposals to reform health care
(October 30, 2009).
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in 2019 would be about 83 percent, compared with a projected share of
94 percent under current law (and 83 percent currently).

That projected difference of 32 million in the number of uninsured people
in 2019 reflects a number of differences relative to circumstances under
current law. Approximately 24 million people who would otherwise
purchase their own coverage through insurance exchanges would not do so,
and Medicaid and the Children’s Health I nsurance Program would have
roughly 16 million fewer enrollees. Partly offsetting those reductions would
be net increases, relative to the number projected under current law, of
about 5 million people purchasing individual coverage directly from
insurers and about 3 million people obtaining coverage through their
employer.®

Effects on Health Insurance Premiums

On November 30, 2009, CBO released an analysis prepared by CBO and
JCT of theimpact that PPACA asit was originally proposed would have on
average premiums for health insurance in different markets.? Although
CBO and JCT have not updated the estimates provided in that letter, the
estimated effects of PPACA and the Reconciliation Act as enacted would
probably be quite similar, and CBO expects that the effects on premiums of
repealing that legislation would be similar to reversing the effects estimated
last November.

In particular, if H.R. 2 was enacted, premiums for health insurance in the
individual market would be somewhat lower than under current law, mostly
because the average insurance policy in this market would cover a smaller
share of enrollees’ costs for health care and a slightly narrower range of
benefits. The effects of those differences would be offset in part by other
factors that would tend to raise premiumsin the individual market if
PPACA was repealed; for example, insurers would probably incur higher
administrative costs per policy and enrollees would tend to be less healthy,
leading to higher average costs for their health care. Although premiumsin
the individual market would be lower, on average, under H.R. 2 than under
current law, many people would end up paying more for health insurance—
because under current law, the majority of enrollees purchasing coverage

8 For more information about the effects of PPACA and the Reconciliation Act on the sources of
health insurance coverage, see CBO’s March 20, 2010, |etter to the Honorable Nancy Pelosi cited
earlier (in particular, pages 9 and 10).

® See Congressional Budget Office, letter to the Honorable Evan Bayh providing an analysis
of health insurance premiums under the Patient Protection and Affordable Care Act
(November 30, 2009).
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in that market would receive subsidies via the insurance exchanges, and
H.R. 2 would €liminate those subsidies.

Premiums for employment-based coverage obtained through large
employers would be sightly higher under H.R. 2 than under current law,
reflecting the net impact of many relatively small changes. Premiums for
employment-based coverage obtained through small employers might be
dlightly higher or dlightly lower (reflecting uncertainty about the impact of
the enacted legislation on premiums in that market).

| hope this analysisis helpful for the Congress's deliberations. If you have
any guestions, please contact me or CBO staff. The primary staff contacts
are Philip Ellisand Holly Harvey.
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Douglas W. Elmendorf
Director

cc.  Honorable Nancy Pelosi
Democratic Leader

Honorable Paul Ryan
Chairman
Committee on the Budget

Honorable Chris Van Hollen
Ranking Member

Honorable Harry Reid
Senate Mgjority Leader

Honorable Mitch McConnell
Senate Republican L eader

Honorable Kent Conrad
Chairman
Senate Committee on the Budget

Honorable Jeff Sessions
Ranking Member
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