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Additional Proposed Changes: Senate and House Bills 
Both the Senate and House bills propose excluding the costs for over-the-
counter drugs not prescribed by a doctor from being reimbursed through a  
Health Reimbursement Arrangement (HRA) or health Flexible Spending Account 
(FSA) and from being reimbursed on a tax-free basis through a Health Spending 
Account (HAS) or Medical Savings Account (MSA). This could increase some 
out-of-pocket costs for employees and retirees alike. Both bills also limit FSA 
reimbursements to $2,500 per year. (Only active employees are eligible to 
participate in an FSA.) 
 
The House bill eliminates the Part D “donut hole”, beginning with a $500 
reduction in 2010, completing phase-out by 2019. (Part D is the Medicare 
prescription drug plan.) The “donut hole” is the difference between the initial 
coverage limit and the catastrophic coverage threshold. After a Medicare 
beneficiary surpasses the prescription drug coverage limit, the Medicare 
beneficiary is financially responsible for the entire cost of prescription drugs until 
the expense reaches the catastrophic coverage threshold. The House bill pays 
for the elimination of the gap with funds from drug manufacturers who will be 
required to provide Medicaid rebates for drugs used by full dual eligibles.  It also 
incorporates a voluntary PhRMA agreement to provide discounts of 50% for 
brand name drugs used by Part D enrollees, beginning in 2010.  Most 
importantly, it requires the Secretary of Health and Human Services to negotiate 
with drug manufacturers for lower Part D drug prices. These changes will benefit 
HSS  Medicare members who are in the City Plan. 
 
The House bill also proposes that, effective January 1, 2013, that  a 2.5% excise 
tax be imposed on the first taxable sale of any medical device. (Medical devices 
include a wide range of items from electronic thermometers to pacemakers.)  
 
The House Bill also extends COBRA eligibility to permit individuals to remain in 
their COBRA policy until a Health Insurance Exchange is up and running. This 
may benefit the small number of retirees with children who opted for COBRA 
upon aging out of HSS coverage. (It will assist employees separated from City 
employment who are ineligible for “hold over status,” which guarantees HSS 
health coverage for 5 years as well as former employees whose holdover status 
is ending.) 
  
The primary difference between the Senate and House bills is the financing. 
Instead of the excise tax proposed in the Senate, the House bill would impose a 
5.4% tax (effective January 1, 2011) on individuals with modified adjusted gross 
income exceeding $500,000 and families with modified adjusted gross income 
exceeding $1,000,000.  
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Congressional Budget Office Analysis 
In an analysis of the House bill, the Congressional Budget Office found that a 
family of four with an income of $78,000 in 2016 would pay an average annual 
premium of $8,800 and annual copays of $5,000, which would amount to 
approximately 18% of the family's income.  A family of four with an income of 
$66,000 in 2016 would pay premiums of $6,300 and copays of $3,700, which 
would amount to approximately 15% of its income, according to the report.  
 
The CBO did not assess the projected cost of insurance if Congress does not 
take action, but previous CBO analyses have estimated that premiums for 
families buying coverage on their own will average $11,000 in 2016.  
 
 
Charts 

1. Legislative Process Chart (Mercer) 
2. Senate Bill Implementation Timeline (Kaiser Foundation) 
3. 2013 Excise Tax Calculations (Mercer) 
4. Medicare Advantage Plan Subsidy (Mercer)  
5. Impact of 14% Reduction in Medicare Subsidy (Mercer)  
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2013 Applicable Dollar Limit Calculations and Implied Excise Tax
Single employee subscriber preliminary analysis
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2013/14 Plan Year Projection
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HSS Medicare Advantage Plans

Premiums are based on the difference between
cost and Medicare subsidy

 Medicare Advantage premium
rates are very sensitive to both the
vendor’s projected cost of providing
coverage and the anticipated
reimbursement from the Medicare
for providing that coverage

 As an example, the $310.23 PMPM
rate quoted by Blue Shield for the
2009/10 plan year was “built” as
follows:

– Anticipated cost of providing
benefits of $1,191.68, less

– Anticipated Medicare
reimbursement amount of $881.45
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HSS Medicare Advantage Plans
Impact of a 14% reduction in Medicare subsidy on current HSS plans
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