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The Alliance for Health Reform, with support from the Kaiser Family Foundation, held a briefing in Room 325 at the Russell Senate Office Building to discuss the current application of tax policies in health insurance.  
Ed Howard, executive vice president at the Alliance for Health Reform, welcomed those in attendance and thanked the panelists for their participation.  Mr. Howard also provided a few comments on the current role of the tax treatment of health insurance, noting the attention it received during the recent presidential election.  Finally, Mr. Howard summed up the present tax treatment of health insurance as “complicated.”

Mr. Howard then introduced Larry Levitt, a vice president of the Kaiser Family Foundation and editor-in-chief of kaisernetwork.org.  Mr. Levitt provided a few background comments about the foundation and then presented information on two types of tax subsides for health care. Health insurance subsidies include tax exemption for employees for employer contributions toward their health insurance, tax exemption for employee contributions toward Section 125 plans, and the ability for the self-employed to deduct premiums. Subsidies for out-of-pocket health care expenses include tax exemption for contributions toward health savings accounts (HSAs), health reimbursement arrangements (HRAs), flexible spending accounts (FSAs) and a deduction for medical expenses than exceed 7.5 percent of income.
He then discusses subsidies for out-of-pocket health spending in greater detail.  The number of HSAs has increased from one million in 2005 to six million today.  HSAs are only available with high deductible health insurance plans and contributions can be made by the individual or their employer.  HRAs are similar to HSAs, but contributions can only come from employers. HRAs generally are not portable.  FSAs are known as the “use it or lose it” option because the funds in the account do not roll over at the end of the year.  
Mr. Levitt then discussed what he called “the complicated stuff,” the tax subsidies for health insurance.  He noted that when employers offer health benefits, they are able to deduct the cost as a business expense while employees do not have to count the value of health benefits as income.  To better illustrate the tax exemption, Mr. Levitt provided several examples of different income brackets.  He then cited a study by Jonathan Gruber estimating the federal government passed up $224.7 billion in 2008 from active workers as a result of the tax exemption for health premiums.  Mr. Levitt concluded with arguments in favor of the tax exemption (employer coverage, pooling or risks, and negotiated tradeoffs for benefits) and against (benefits are regressive, “over insurance” and minimal ability to control the cost to the federal government).
Following Mr. Levitt, Robert Lyke, a research associate with the Congressional Research Service, spoke about four proposed tax changes related to health insurance.  Dr. Lyke started with a few cautions to consider, including that generic approaches can have many variations and that details matter.  He also noted that there are many sources of complexity when looking at the tax treatment of health insurance.  
The first proposed change Mr. Lyke discussed was ending tax exclusion for employer-provided coverage.  Additional federal revenues gained in this way could be used to finance health care reform, he pointed out, and the change could help hold down overall health spending. Among possible problems to this approach, employer-sponsored coverage might be undermined  Mr. Lyke noted that a new tax credit introduced to help people buy coverage, once their employer-sponsored benefits became taxable, might be more complex to administer than the current system. 

The second tax change Mr. Lyke presented was a full tax deduction for premiums, which could possibly be relatively simple and more equitable for people in the individual insurance market.  On the other hand, this proposed change would not reduce the number of uninsured greatly and also might undermine employment-based coverage.  Next, Mr. Lyke discussed a tax credit to help individual buy health coverage.  Proponents of such a change would make the credit refundable and advanceable.  While a tax credit for individuals could be fine-tuned according to family income and may be easy to modify, a flat credit may not be adequate for low-income families and might not be necessary for high income families.  
Finally, Mr. Lyke discussed an employer tax credit, which is usually proposed for small businesses with low-wage workers.  An employer tax credit could help maintain and expand employment-based coverage, but it might be unfair to large employers with low-wage workers.  
For each of these proposed tax changes for health insurance, Mr. Lyke also discussed possible alternatives and the gains and problems each of the alternatives may produce.  He ended with a few concluding points, noting that tax provisions are tools and should be chosen after deciding on the objectives. New tax benefits will involve costs, he pointed out, and alternatives should be considered.
A lively question and answer session followed.
