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PLAY or PAY
The Role of Mandates in Health-Care Reform

Health-care reform proposals in Congress build on the employer-based insurance system in the United
States. Most Americans receive their health insurance through either their or a family member’s
employer. However, those receiving insurance through an employer has been in steady decline: In 2000,
over 68 percent of Americans received their health insurance through an employer. By 2008, this
number had dropped to 63 percent.' Over the same period, the average individual premium increased by
more than 81 percent, and the average family premium rose by 88 percent.” In other words, as health
insurance becomes more expensive, fewer people receive health benefits from their employers.

Congressional reform proposals attempt to reverse this decline in employer-based insurance coverage
with both employer mandate and individual mandate provisions.

Employer mandates — Sometimes known as a “play-or-pay” provision, an employer mandate would
require employers to contribute to an employee’s health-insurance premium or to a public fund. The
money contributed to the public fund would enable individuals to buy their own subsidized insurance.

An employer mandate should apply to all employees regardless of insurance coverage. A proposal in the
Senate Finance Committee would have limited employer responsibility to employees who were covered
by Medicaid or low-income workers who obtained subsidized insurance through a health insurance
exchange.’ Such a limit could hurt low-income and previously unemployed workers. Businesses would
have an incentive to hire higher-wage earners who are ineligible for Medicaid coverage and those who
already have insurance through a spouse’s employer.

The primary proposal in the House of Representatives, on the other hand, requires employers to
contribute to the health-insurance costs of all employees. Employers providing insurance to employees
must contribute 72.5 percent of the premium cost for an employee or 65 percent of the premium for an
employee with a spouse and/or children.* Larger businesses — or those employers with an annual
payroll exceeding $400,000 — who did not offer health insurance to full-time employees would be
required to contribute eight percent of the employee’s wages to the newly created Health Insurance
Exchange Trust Fund.

Small businesses are exempt from the “play-or-pay” requirements, or would have reduced contribution
amounts to the Health Exchange Trust Fund. In the House proposal, the smallest businesses would not
be required to contribute funds. Businesses with payrolls exceeding $250,000 but less than $400,000
would contribute between 2 percent and 6 percent of the employee’s wages.

Individual Mandates — The proposals before Congress would require individuals to accept insurance
offered through their employer, buy insurance on the private market, or pay a tax penalty. When crafting
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such provisions, lawmakers must bear in mind that more than half of all uninsured Americans lack
insurance because it is financially out of reach.” If an individual mandate is implemented, lawmakers
must provide a way for individuals to comply with the law. Policy makers could expand eligibility for
existing public programs, such as Medicaid, subsidize the purchase of health insurance, or both.

The House proposal would expand Medicaid eligibility to 133 percent of the federal poverty level
($24,352 for a family of three), provide full subsidies for the purchase of insurance coverage to
individuals and families below 150 percent of the federal poverty level ($27,465 for a family of three),
and provide declining subsidies up to 400 percent of the federal poverty level ($73,240 for a family of
three).® Individuals and families who did not obtain health insurance would pay a tax penalty of 2.5
percent of their adjusted gross income.” Those who had lost jobs or faced other financial hardship could
apply for the tax penalty to be waived.

Would the Employer and Individual Mandates Work? — The effectiveness of mandates
depends on how they are structured. Massachusetts, which enacted comprehensive health care reform in
2006, including both employer and individual mandates, provides a model in many respects for national-
level reforms.

To enable compliance with the individual mandate, Massachusetts expanded Medicaid eligibility to 133
percent of the federal poverty level ($24,352 for a family of three), provided full subsidies for insurance
coverage to individuals and families earning up to 150 percent of the federal poverty level ($27,465 for a
family of three), and offered sliding scale subsidies to those earning up to 300 percent of federal poverty
level (854,930 for a family of three).®

The combination of both employer and individual mandate with subsidies to low- and moderate-income
individuals and families has resulted in insurance coverage for over 97 percent of Massachusetts’
population.” The “play-or-pay” requirement for employers covers all workers — not merely those
covered by a public program or those who were previously uninsured. This removes the incentive for
employers to discriminate against other job prospects. Employers who choose not to “play” — that is,
offer insurance — but to “pay” into the state fund to finance the individual purchase of insurance,
contribute $295 per worker per year to the fund.'® Massachusetts has since seen an increase in the
number of employers offering health insurance benefits to employees from 73 percent to 79 percent.'!

The Massachusetts example proves both employer and individual mandates can work if they are targeted
properly and provide individuals with a means to comply with the law. An expansion of public programs
and subsidies to insure low- and moderate-income families and individuals would help achieve that goal.
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