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Good afternoon. My name is Janet Stokes Trautwein. | am the Director of Federal Policy



Anaysisfor the Nationa Association of Health Underwriters. The National Association of Health
Underwritersisan association of insurance professonas involved in the sde and service of hedth
insurance, long-term care insurance, and related products, serving the insurance needs of over 100
million Americans. We have amost 17,000 members around the country. We gppreciate this
opportunity to present our comments regarding the rising number of uninsured Americans. NAHU has
been a proponent of refundable health insurance tax credits to address the problem of the uninsured for
more than a decade, and is pleased to have this opportunity to discuss the practica application of atax
credit with the members of this committee. We bdieve arefundable hedth insurance tax credit will
provide ared solution to the problem of the uninsured in America by addressing affordakility - the most

basic component of accessto hedlth care.

The current estimate on the number of uninsured in this country is approximately 44 million
people. That number represents an increase from afew years ago, despite numerous state and federa
efforts to improve access. Over haf of the 44 million uninsured Americans are the working poor or
near poor, many of whom dready have access to hedlth insurance through an employer-sponsored
plan.' Since employers dready provide access to hedlth plans and pay a significant portion of the
premiums for many Americans, why do we have so many uninsured? The problem isn't access—it's
affordability. They just can’'t pay for it.

Thisinability to pay has many causes.  Aswe know, the United States government gives atax
break to people covered under their employer’ s hedth insurance plan. Hedlth insurance premiums paid
by an employer are not subject to income tax, even though many people consider employer-pad hedth
insurance to be a part of compensation. Although this tax bresk has provided an excellent incentive for
many people to become insured, it has dso inadvertently created another problem — lack of tax equity.
When an employer pays $100 in tax-free hedlth insurance premiums for an employee in a 30% tax
bracket, it's worth $30 to that employee. To another employee in a 15% tax bracket, it would be
worth $15, and for the low-income employee with no tax liability or the person who is salf-employed or
otherwise has no employer-sponsored plan available, the tax bregk isworth nothing.  That'swhy many
low-income employees who must pay part of the cost of employer sponsored hedth insurance coverage
for themsdves or ther family have declined coverage. Most people in employer plans benefit from both
the dollar amount of the employer contribution and the tax exemption on employer sponsored hedlth



insurance premiums. Low-income individuas only benefit from the employer’ s contribution if they are
ableto pay their share of the remaining premium, and they don’t benefit a al from the tax exemption.
Increased deductibility of hedth plan premiums for the sdf-employed has helped and will help more as
increased deductibility is phased in. Unfortunately, however, deductibility does nothing for the bulk of
the uninsured — the working poor with no or very low tax liability.

People with no tax liahility don't benefit from a deduction for two reasons. Firg, if they owe no
taxes, there is nothing from which to deduct their premiums, even if the deduction was available without
the requirement that a person itemize. Second, and probably more important for the working poor, a
deduction or even a credit that is only available at the end of the year might aswell not be available at
al, because if they can't get to it when their monthly premiums are due, they can't pay their premiums.
That'swhy they are uninsured now.

Fortunatdly, thereis a solution for this problem. A refundable, advanceable tax credit, would
mean that people with no tax liability would be able to receive their tax credit dollars monthly, when
their premiumsaredue.  Thistype of credit, advanced monthly and administered through the insurance
company or the employer, would be smple to understand and amost impossible to abuse, snce the
insurance company or employer would certify that coverage was purchased. Such a credit would dso
enhance the effectiveness of COBRA’ s access mechanism by providing ameansto pay COBRA or
other hedlth insurance premiums when people changejobs. Early retirees would be provided with
needed dallars to help them purchase a health insurance policy. And smdl employers who currently
can't afford to provide a hedlth insurance plan, would, with the combination of the contribution they are
able to provide and dallars provided to digible employees through a hedlth insurance tax credit, be
more likely to offer agroup health plan to workers
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Some hedth insurance tax credit proposals technically do not alow a credit to be used in an
employer-sponsored plan. A better solution is a hedlth insurance tax credit designed to be used either
to buy coverage in the individua hedth insurance market or to help an employee pay hisor her share of

! U.S. Census Bureau, 2000.
2 See NAHU survey of small employers, March 2001.



premiums in an employer-sponsored plan. Most people are happy with the employer-based system,
according to a 1999 survey by the Employee Benefits Research Ingtitute,®  and many uninsured
individuas dready have high quality employer based coverage available to them. A recent NAHU
survey of smal employers shows that many smal employers pay most or dl of an employee s hedlth
insurance premium, but little or none of the cost of coverage for dependents. Allowing low-income
employees to supplement their employer’ s contributions with a refundable tax credit would alow
families to be insured together, which many employees prefer, and would provide the funds necessary to
alow them to come up with “their share’ of hedlth insurance premiums. It would aso address concerns
from the business community, such as declining take up and shrinking pools, and would empower
individuas to sdect their own place of purchase, rather than having it imposed on them by the

governmen.

Another way to help employees pay their share of premiums would be to alow (but not require)
advanceable Earned Income Tax Credit (EITC) dollars to be combined with hedlth insurance tax credit
dollarsfor eigible employees. Past concerns about whether or not adequate coverage would be
purchased with EITC dollars would be addressed through the administration mechanisms of the hedth
insurance tax credit, which require the purchase of HIPAA creditable coverage, certified by either the

employer or the insurance company.
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Some people clam that because the cost of individud hedth insurance is different for individuas
of different ages and in different Sates, aflat credit isunfair and inflexible. 1t is true that hedth insurance
cods are different for different populations. But a credit based on a percentage of premiumsis difficult
to administer because of these very differences. It isvery important that a health insurance tax credit be
advanced monthly, when premiums are due. This can be done through insurance carriers for those who
purchase individua hedlth insurance coverage as wdl as through the employer payroll process for those
that purchase coverage in an employer-sponsored plan. If adminigtration becomes too difficult, it won't
be cost-€effective for employers and insurers to handle this adminigtration, and they will eect not to
advance tax creditsto individuds. Thiswill result in the tax credit not being available to individuads and
families until they file their tax return.

3 Employee Benefits Research I nstitute survey of employer4attitudes, June, 1999



How much should thetax credit be?

Over the years, NAHU has spent a considerable amount of time looking at the dollar amount of
a hedth insurance tax credit. In doing so, we looked carefully at the amount of coveragethat is
currently financed by employers. Employers pay for much of the coverage that insures most people
today. Itisvery important that in our zed to do something about those without hedlth insurance that we
don't inadvertently discourage employer funding of coverage for those who are dready insured today.
For that reason, it isimportant that a health insurance tax credit be low enough so that it will not provide
an incentive for employers to discontinue their financia contributions towards plans. At the sametime, it
isimportant that the credit be large enough to provide a meaningful incentive for people without access
to an employer-sponsored plan to obtain coverage.

A credit in the range of $1,000 for individuals and $2000-$2,500 for familiesis not large
enough to cause an employer to stop providing coverage for employees, yet sill provides agood base
to finance coverage, even for employees purchasing coverage in the individua heslth insurance market. *

We ve attached as exhibits severd comparisons of the cost of health insurance across the country.
Exhibit A gives some examples of the types of hedlth insurance coverage that isavallable to asingle
mother with two children for a contribution of about $2,600 per year, if she did nat have an employer
plan available and had a $2,000 tax credit plus $50 per month of her own money. We've dso
illustrated the cogts of coveragein exhibit B for a higher level of benefits. Exhibit C gives asampling of
group insurance cogts for the same person. Keep in mind that coverage offered in employer sponsored
plans provides a Sgnificantly higher level of benefitsin many casesthat whet is avallable in theindividud
market, in addition to being less expensve. The controlled accessin employer plans is much more
effective a kegping a baanced risk pool than isfound in theindividud hedlth insurance market. But a
tax credit would bring new people into the individua health insurance pool and would over time
encourage insurance companies to write individua health insurance policies geared to the Sze of the
credit, offering more options and making it possible for low-income families to obtain coverage without
paying much more than the credits available.

* The amount of the tax credit would periodically change to reflect increases or decreasesin the cost of living, as
reflected by the medical Consumer Price Index (CPI).
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Currently individuas without employer-sponsored health insurance must purchase coverage in
the individud hedlth insurance market entirely on their own. Thisis particularly hard for low- income
employees who may have to choose between hedlth insurance and groceries, and even employees who
do have employer sponsored coverage available may not be able to participate because they can't
afford their share of the premiums. A hedlth tax credit should be considered a base from which to build

on the financing of health insurance coverage. 1t isnot designed to take away the role of the employer

in the financing of health insLrance coverage, or to replace persona responsibility.”

It is true that in most states individud hedlth insurance requires that a person ke in raively

good hedlth. If a person does not qualify for coverage based on their medical history, many states have
ahigh-risk pool or some other mechanism to ensure that coverageis available.
High-risk pools provide an affordable dternative for hghrisk individuas who don't have access to
employer sponsored coverage and must purchase individud hedlth insurance coverage. Exhibit D
illugtrates the cogt of coverage in a sampling of states with high-risk pools. Of note is the fact that the
cost of coverage for high-risk individuas who purchase coverage in a high-risk pool is sgnificantly less
than the cost of individua hedlth insurance coverage in those states that require that al individua hedth
insurance policies be “ guaranteed issue” A refundable hedth insurance tax credit could hep digible high
risk individuds afford the cost of hedth insurance coverage in high risk pools in the same way it would
be used for others who purchase coverage through their employer’s plan or through the regular
individud hedth insurance market. In addition, states without any safety net for the medicaly uninsurable
should be encouraged and provided with incentives to develop programs to ensure that coverage is
avalable for these individuds.

ministeri undabl 1 i

®*To get anideawhat isavailable in the individual health insurance market, see “Individual Health Insurance
Coverage options across the United States,” September 2000, National Association of Health Underwriters.
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With regard to the payment of the tax credit, the Department of the Treasury would have
primary responsbility for overdl adminigtration. The credit, while owned by the individua, would not be
pad directly to the individud, but would be transmitted to an insurance company, employer, high-risk
pool, or other organization maintaining the individud’ s insurance account. The credit could be used only
for the payment of private insurance premiums, and could not exceed the total cost of the premiums.
Only hedth plans digible as creditable coverage under the Hedlth Insurance Portability and
Accountability Act of 1996 (HIPAA) would be digible for credit payment. The credit would be
available on amonthly-prorated bas's, in order to ensure the continuing availability of credit funds
throughout the year, particularly in cases of job change, and to help protect againgt fraud.

In cases of employer-provided insurance, the monthly tax credit dlocation can be handled as
part of the regular withholding process. The credit would be shown as a specific line item on the pay
sub. Federa income taxes withheld by the employer on behalf of employees would be reduced by the
amount of the credit before being sent to the governmen.

For those individuas purchasing coverage in the individua health insurance market, the monthly
tax credit allocation could be subtracted from the regular monthly health insurance premium due, with
the insurance company using normd billing mechanismsfor the balance, if any, of the premium. Aswith
employer plans, insurance companies could reduce federa taxes owed by the amount of credits they
hed advanced to digible individuds.
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A refundable hedlth insurance tax credit for low-income individuas is an innovetive way to
achieve affordable health insurance coverage through the competitive private sector. A hedth insurance
tax credit will hep ensure that low income Americans who have the greatest difficulty affording coverage
will have abasic level of resources to purchase hedth insurance.  Thetax credit, by being available only
for the purchase of private sector insurance, will dlow a shift of low-income individuas from the very
costly Medicaid program into private insurance plans. A hedlth insurance tax credit would dso help to
lower the per capita cost of insurance, by reducing the amount of uncompensated care that is offset
through cogt shifting to private sector insurance plans, and by subgtantidly increasing the insurance base,
gpreading the cost over awider number of people.



The Children’s Health | p

A discussion of the uninsured would be incomplete without mention of the Children’s Hedlth
Insurance Program. Many of NAHU’ s members have served on state task forces and committeesin
ther individua statesinvolved with implementation and outreach for CHIP. They have consgtently
reported severa shortcomings of the federal CHIP legidation, which they fed have impeded the ability
of their satesto fully reach the largest number of uninsured children.

Under the Baanced Budget Act, states have a number of options for implementing plans most
gppropriate to the needs of their uninsured children. One of those optionsisto expand Medicaid. The
other available options are centered in the private sector. One of the reasons many of the people who
are dready digible for Medicaid today do not enrall isthat they do not want the negative stigma
associated with public assstance. Private sector programs can represent atrangtion from this sigma by
alowing and encouraging people to embrace the concept of “saf help” as opposed to the expectation
of government entitlement. Asyou know, this is a concept that has ramifications that extend far beyond
the health insurance benefits provided by the plan. Congress wisdly considered these private sector
advantages and not only authorized states to develop private sector CHIP programs, but also alowed
for children to be enrolled in the employer-based plans of their parents.

Unfortunately, due to some of the inflexible provisons that were dso contained in the CHIP
provisons of BBA, many states have been unable to adequately implement the full range of options
allowed by the legidation. Even though it gppears that Sates have arange of plan benefit options, that
redity isvirtudly diminated by the cost-sharing limitations contained in the legidaion. Cog sharing is
prohibited for children in families under 150% of the poverty leve, and is limited to 5% of family income
abovethat level. Unfortunately, cost sharing is defined to extend beyond premium to include co-
payments and co-insurance. A quick caculation of the maximum potentid co-insurance liability of an
“average’ plan such as might be offered to state employees, one of the plan prototypes alowed under
the legidation, for example, would make that plan unacceptable, because coinsurance aone would
exceed the 5% maximum for many digible participants. This requirement, dong with certain mandated
benefit requirements which were dso included in the legidation, virtualy forces satesto usea



benchmark plan based on Medicaid level benefits, which, we would point out, are far in excess of what
the average child who is dready insured enjoystoday. Those parents who have dready made the
sacrifices necessary to see that their children are insured, many of whom are a an income level that
would alow CHIP participation, are not digible for CHIP funding because they are “dready insured.”
In addition, the message they are recaiving as aresult of exercisng respongble behavior is that the plans
under which their children are now insured aren’t good enough, because they may not meet the
standards established under CHIP for uninsured children.

The other problem associated with the cost-sharing requirementsiis that because each employer
plan is different, and the family income of each digible child is different, a separate mathemetica
cdculationisrequired for EACH participant, to be sure the 5% cost- sharing limitation is met for that
particular plan and participant. Employer sponsored coverage is often the easiest and most cost-
effective option avallable for children and their families, and will dlow families the opportunity to dl be
enrolled together on the same employer-sponsored plan, but the separate ca culation requirement makes
plan adminigiration unwieldy and expensive. For thisreason it is unlikely that opportunities for
participation in employer-sponsored plans will be aggressively pursued. This frustrating provision of the
legidation is only worsened by aruling by HCFA that employer plans where employers are paying less
than 60% of the family premium are not digible for participation in the CHIP program.® Not only does
this ruling by HCFA have no legidative bads, but surveys show that very few employers pay a
sgnificant part of the dependent premium, much less 60%.

Summary

A refundable hedlth insurance tax credit represents asmple and redistic way to extend private
hedlth insurance coverage to those uninsured individuas and families who are most in need of asstance.
Itisfar and iseasy to adminigter. It isa private sector solution to a difficult problem. It gives people

the tools to make their own decisions.

In addition to atax credit, the Children’ s Hedlth Insurance Program could be grestly improved
and made available to many more eligible uninsured children if changes were made to the cost-sharing

® Pendi ng HHS Children’s Health I nsurance Program regulations may lessen this requirement slightly.
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requirements of the CHIP program to define cost-sharing as premium cost-sharing only. 1t would also
appear that HCFA' s concerns about crowd-out are unwarranted at this time since many states have not
been able to use their current dlotment of CHIP dollars. The best safeguard against crowdout would
be to facilitate the use of employer-sponsored plansin the CHIP program.

The most important patient protection is the ability to afford health insurance coverage. Red
access to hedlth care and choice can't exist without the dollars required to buy a hedth plan.

| gppreciate this opportunity to testify today and would be happy to answer any questions the

committee may have.

Should you have any questions or if we might be of any additiond assstance, please contact Janet
Stokes Trautwein, Director of Federa Policy Andysisfor NAHU at (703) 276-3806,
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