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CAHI Comments on The President's Advisory Panel on Federal Tax Reform

March 7, 2005
The President's Advisory Panel on Federal Tax Reform 
1440 New York Avenue NW 
Suite 2100 
Washington, DC 20220
Dear Mr. Chairman:

We are writing to you today on the issue of the Panel’s question, “Aspects of the tax system that are unfair.” 

Who We Are:  Established in 1992, the Council for Affordable Health Insurance (CAHI) is a research and advocacy association of insurance carriers active in the individual, small group, Health Savings Account (HSA) and senior markets.  CAHI’s membership includes health insurance companies, small businesses, physicians, actuaries and insurance brokers.

Since our inception, CAHI has been an advocate for market-oriented solutions, such as tax equity and health savings accounts, to the problems in America’s health care system.  We have a Research and Policy Committee which consists of experts in the health care delivery system from consulting health insurance actuaries to policymakers.  As a result of our work, we have received many consumer information requests.  Therefore, due to the consumer and industry information demand, we developed specific issues information resource center on our website (www.cahi.org) in order to share specific information on tax equity for all Americans as it develops.

The Council for Affordable Health Insurance is committed to the development of a free market health care system that enables all citizens to have access to affordable quality health care.  As mentioned above, we would like to focus our comments on the Panel’s question, “Aspects of the tax system that are unfair.”
What We Have Learned:  There is a reason more than 45 million Americans lack health insurance at any given time: tax discrimination.  Put quite simply, most uninsured individuals cannot afford health insurance.  Creating tax equity would make access to quality care less of a financial burden for those who do not have health insurance through their workplace. 

Currently, the IRS allows employers to deduct their contributions to employee health coverage, while employees receive a "tax exclusion," which means employer money spent on health coverage is excluded from employee income.  Additionally, the self-employed are permitted to deduct what they spend on health insurance premiums.  
However, individuals working for employers who don't provide health insurance receive no tax relief.  They must pay their taxes first and buy a policy with what's left over.  For example, in order to purchase the same coverage that would cost an employer $3,000 per year, an individual in the 28-percent tax bracket would need to earn $4,167 to have $3,000 in after-tax funds (a person in the 25-percent tax bracket would need to earn $4,000 and a person in the 15-percent tax rate would need to earn $3,529).  If state and local taxes were included, the individual would have to earn even more money.  To purchase a policy that costs $3,600 per year, an employee without employer-provided health insurance would have to earn $5,000 assuming the same income tax bracket and not taking into account additional taxes imposed at the state and/or local levels (a person in the 25-percent tax bracket would need to earn $4,800 and in the 15-percent bracket would need to earn $4,235).
The U.S. Census Bureau reported that about 45 million Americans under the age of 65 were uninsured in 2003.  According to the Employee Benefits Research Institute’s December 2004 “Sources of Health Insurance and Characteristics of the Uninsured:  Analysis of the March 2004 Current Population Survey” and the Kaiser Family Foundation, in a November 2004 report entitled, “The Uninsured:  A Primer – Key Facts About Americans Without Health Insurance:” while a majority of Americans receive health insurance through the workplace, being employed does not necessarily mean that a person will have health insurance coverage.  Both of these organizations report that the uninsured population is made up of working families with low to moderate incomes:
· In 2003, 45 million Americans under the age of 65 lacked health insurance. The large majority of the uninsured come from families with at least one member who is working outside the home.
· In 2003, over eight in ten uninsured came from working families—70% from families with one or more full-time workers and 12% from families with part-time workers. Only 19% of the uninsured are from families that have no connection to the workforce.  Fifty-four percent of the uninsured who are poor have at least one worker in the family. (Poor is defined as an income less than 100% of the federal poverty level – $18,810 for a family of four in 2003).
· Two-thirds of the uninsured are low-income individuals or from low-income families, making less than 200% of the poverty level, or $37,620 for a family of four in 2003. Over a third of the uninsured (36%) are poor and another 30% are near-poor.

Essentially, those who work for employers who do not provide health insurance coverage tend to have lower incomes than those who work for employers who do.  Thus, the federal government is providing a sizable tax subsidy to middle- and higher-income workers and little or no help to those who can least afford health insurance coverage.
Finally, there has been a rather precipitous drop in the number of people covered by employer-sponsored health plans.  According to a June 2004 article entitled “Compensation and Working Conditions,” published by the Labor Department’s Bureau of Labor Statistics states that “The decline in health care coverage was sharpest for full-time workers in the private sector, where the percentage of those covered by employer-sponsored plans dropped from 80% in 1989-90 to 56% in 2003.”  Congress needs to level the tax playing field and give equitable health tax treatment to the growing population outside of group-sponsored health plans.
What We Believe:  The Council for Affordable Health Insurance strongly believes that offering health insurance tax credits is one way to resolve this disadvantage.  Unlike a tax deduction, where you subtract the amount of money spent on a deductible item from your income, a tax credit permits the individual to subtract the amount of the credit directly from the amount of the taxes owed.  For example, a worker with a family who owes $5,000 in income tax and qualifies for a $3,000 health insurance tax credit (to be applied toward the cost of a health insurance policy) would pay only $2,000 in taxes.  However, in order for a tax credit to help low-income workers, it has to be "refundable," which means the worker still receives the full value of the credit even if he doesn't owe income taxes.  If the same worker owed no income taxes, he or she would simply receive a credit, voucher or certificate for the full $3,000, which would have to be used for the purchase of insurance.  Additionally, the credit needs to be "advancable" so that workers receive the money up front.  
Why are so many low-income people uninsured?  Because they can’t afford it.  What does a health insurance tax credit do?  Makes health insurance more affordable.  In “Responsible Tax Credits for Health Insurance,” published December 2001, health economist Mark V. Pauly and attorney John S. Hoff argue that “Many people are uninsured because the costs of care and thus the market price of insurance are too high relative to their willingness or ability to pay.  [Tax] credits would reduce that price by offering individuals earmarked purchasing power; the reduced price would stimulate voluntary efforts to obtain insurance coverage.”  The result likely would be fewer uninsured.

Conclusion:  Federal tax credits were enacted on a limited basis in 2003 for displaced workers.  CAHI believes that expanding an advancable, refundable health insurance tax credit to all uninsured workers would increase tax equity and help make health insurance more affordable.  
There are options currently available to achieve this goal.  President Bush’s health care proposal includes giving low-income families a $1,000 contribution made directly to their Health Savings Account, along with a $2,000 refundable tax credit to help purchase a policy to cover major medical expenses.  In addition, those families who elect not to set up a Health Savings Account may use up to $3,000 in a refundable tax credit to buy standard medical coverage (individuals would receive up to $1,000 tax credit).

The Fair Care for the Uninsured Act (H.R.765) introduced February 2005 in the House of Representatives, would provide a $1,000 refundable tax credit per adult, and up to $3,000 per family, to use toward the purchase of a health insurance policy.  As a result, millions of uninsured Americans could afford to buy their own health coverage.  
Eliminating tax discrimination in health insurance would decrease the number of uninsured, especially among low-income workers, because it would make policies more affordable.  It’s time to end the tax discrimination and give all working Americans the opportunity to join the ranks of those with health insurance.
Sincerely,
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Merrill Matthews


Victoria Craig Bunce


Angela M. Hunter

Director



Research and Policy Director

Director of Federal Affairs
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