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. Tax treatment of health insurance
premiums
2. Pooling and a “public” plan

Tax Exemption of Health Insurance
Premiums

ntly, health insurance premiums “paid by”
loyer are exempt from federal and state
al income taxes and FICA taxes.

er’s share, like wages, also i
taxation as a cost




6/18/2009

An aside

t health economists would say that the
loyer doesn’t pay any part of the heal
nce premium. Employees’ total

An aside

hy do employers care about the cost of
Ith insurance if they don’t pay for it?

employees’ satisfaction with thei
ion package depends on
health ins
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Tax expenditures

exemptions are referred to in budget ana
tax expenditures. They represent the
nue foregone by the government
ing specific activities to tax

Federal Tax Expenditures

Expenditure

FY 2008 revenue
effect (billions $)

FY 2008 to FY 20
estimated revenu
effect (billions $

ion of employer contributions
ical insurance premiums and

$160.19

f mortgage interest
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Minnesota Tax Expenditures

State General Fund

2008 2009 2010

$812,200,000 | $878,400,000| $945,300,000

Tax Expenditure Estimates

e numbers may be too high for two reasons:
hey assume no response to making tax-exempt
ods and services taxable. Doing so probably
e consumption of those goods and servic

enditures on a commodity
ompetitiveness of




How should we think about tax
expenditures?

e criticize treating tax exemptions as
‘expenditures” because they think that
guage presumes that all revenue belon

Effects of tax expenditures

lowing some goods and services to be tax
exempt, e.g., purchased with pre-tax income
makes them cheaper (in terms of hours
orked) than goods and services purchase
ith post-tax income.

se, tax exemption represents a
f the price of the tax exe
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So who benefits?
e sellers of the tax-exempt goods and services

How is the foregone ta
venue distributed

structure

Federal Income Tax Rates

More than ... But not more More than ... But not more
than ... than ...

10 percent  *° $16,700 $0 $8,350

15 percent 316700 $67,900 $8,350 $33,950
25 percent 67,900 $137,050 $33,950 $68,525
28 percent  #137,050 $208,850 $68,525 $104,425

33 percent $208,850 $372,950 $104,425 $186,475

35 percent 372,950 $186,475
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Minnesota State Income Tax Rates

Married Married
Joint Separate

More than  But not More than  But not
more than ... more than

5.35 SO $33,220 SO $16,610
percent

7.05 $33,220 $131,970 $16,610 $65,990
percent

7.85 $131,970 $65,990
percent

So who benefits?

xempting a $5,000 individual coverage policy
from Federal taxes saves an individual in the
15% tax bracket $750, and a person in the
35% tax bracket $1,750. The exemption thu
IS regressive.
and Haught (Health Affairs, February
estimated that the current tax ex
iums allocated over 70 perc
enditure to familie
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And who pays?

gone tax revenue must be offset by lower
overnment spending or higher tax rates.

lain and Prante (Tax Foundation,

A few novel ideas

e think we’re spending too much on health
re, why are we subsidizing the purchase
Ith insurance? (When in a hole, ...)

ernment wants to help




onverting the exemption to
credit

federal tax expenditure on health insuranc
orks out to about $840 per person in 20
hly about $1,100 in 2007.

The amount of the credit

onverting the current tax exemption into an
dvanceable, refundable tax credit would giv:
ch Minnesotan $1,250 cash towards the
chase of health insurance. (Family of fo

n in al5% federal a
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The amount of the credit

a person paying no taxes and not otherwise
nrolled in publicly-assisted health insuran
iIr amount of government assistance
ases from $0 to $1,250.

IS is not a pro

Possible objections

It won’t help poor people much.

sponse: It will help them more than now
ibute the government’s help more equi

ight drop health insur

10



Recent history

ealth economists have been proposing thi
ange for 40 years.

Second topic:
ortable, long-term risk protection (LTRP
and a “public” plan

oal:

eople in the individual and small-gr
ce market:

6/18/2009
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Who are these people?

ployed

f Medicare beneficiaries who ar
Medicare.

Current protections in Minnesota

aranteed issue for small employers
A protects transitions from group in
individual market
d renewability, but...

12
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Protections | don’t need

ong-term premium protection against risk

Good News and Bad News
good news :

ve all those protections now (even geograp
rtability within the state) as long as | con
ork for the University of Minnesota.

y job, or want to becom
t case, if |

13
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What LTRP requires of me

tly what | do now as a University employee
intain continuous enrollment in the poo
ther I’'m healthy or sick, and thus ...

A Pressing Problem

y opinion, the failure of the private health
urance industry to offer this product is t
t compelling rationale for a national
ic” health insurance plan and the
r stories (or tied with clai

14
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Not an Easy Task: The MEIP Poo

sota established a pool for small groups (2 or
loyees) in 1992. It offered LTRP. It closed i
Why?

ause the policies were too

he usual story about failed pool

veryone enters the pool at an actuarially fair pre
ual risks pay equal premiums.

“second period,” some people get sick a

15
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Is there a public policy problem?

be there are structural barriers (e.g., antitrust or
estrictions on cross-state insurance sales) or may
ople:
't understand the choices that they have? (

nd the choices, but act irrational
T A DEAD-END FOR ECO

Policy options
f the problem is misunderstanding the

tions, the answer would be better consu
rmation campaigns.

oblem is irrationality that lea
egret, perhaps there i

16
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The key ingredient for LTRP: “Glue’

reat advantage of employment-based
urance is that people generally are un
nge jobs in order to get a lower
e premium. (“Job lock” is

tential sources of “glue” in the individu
d small group health insurance marke

inimum length of pool enrollment.

loyees Insurance Pool (PEIP) i
commitment and h

17
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Potential sources of “glue”

-refundable prepayment of additional
iums to encourage continued

Potential sources of “glue”

of risk protection upon exit from the
sessment of risk if the person or
to re-enter the pool.

18



Potential sources of “glue”

late enrollment penalty — A penalty asse
he time of first, delayed, entry.

rt D’s late enrollment pen

Another proposal

standing “health status” insurance policie
t pay the premium increase due to
riorating health status. Insurers ca
ience-rate all their enrollees. S
d for those already sic

6/18/2009
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A LTRP Pool

we offer a stable state-level LTRP pool for
ople in the individual and small group

A LTRP Pool

k-rate people when they enter the LTRP p
if they drop out and try to re-enter.

ple will pay less than people who al
is no such thing as long-ter
i etting cancer f

20



6/18/2009

A LTRP Pool

low premiums in the LTRP pool to vary by age an
rket area, but not by health status.

ny insurer to sell this policy in the LTR
a public plan to sell it, too.

A LTRP Pool

an insurer ever drops out of the LTRP pool
ey will be charged whatever it takes to m
ir enrollees to another plan in the poo
insurers will have to maintain ¢
hat cover that potential p
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A LTRP Pool

ational public plan is likely to prosper i
environment because it might be th
at allows true geographic porta
n switching in any part
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