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REVISED VERSION' 

Dear Congressman Rangel: 


Ibank you for your letter ofJune 15,2000 regarding the so-called "access" tax provisions 

added to the House- and Senate-passed versions ofH.R. 2990, the Patients' Bill ofRights 

legislation. The President has long supported policies that expand health insurance 

coverage and improve long-teml care. His budget includes an investment of about $140 

billion over 10 years for targeted tax incentives and programs to further these goals. 


The "access" tax provisions in H.R 2990, however. raise serious concerns. The 

proposals are expensive, wouJd not expand coverage significantly, and could actually' 

cause employers to drop existing health insurance coverage for their cmployees. 

Moreover, the proposals . favor and provide new 

tax shelters for the wealthy. As such, ' 
and Jeanne want to delete this: why wouldn't other senior advisers join in . 
recommendation??] would recommeud that he veto H.R. 2990 ifthese tax provisions are 
not eliminated or significantly altered . 

. In particular) the proposal to extend the Medical Savings AccoLlnts (MSA) demonstration 
pennanently~'coupled with changes that expand the program to workers in large finns and 
reduce the required deductible; could significantly lUldermine health insurance coverage 
by encouraging adverse selection. Healthy, younger workers would have an incentive to 
choose MSAs and opt out of conventional insurance plans. This would leave less 
healthy, older workers in conventional plans, thereby raising premiums. As a result, 
some lower-income families could lose insurance since they would be unable to .afford .. ,' 
either the high MSA deductibles or the higher premiulns for conventional insurance .. 
Employers, facing rapidly groWing costs in conventional health plans, also might choose 
to stop providing coverage. 

Contrary to proponents' claims, we do not believe that MSAs will be effective at 
constraining health care costs. More.than 90 percent ofmedical expenditures are made by 
those with expenditures over the MSA deductible levels. Once deductible levels are 
reached, taxpayers have no further incentive to restrain their health care expenditures. 

MSAs also favor high-income ,:taxpayers and provide significant new shelter 
opportunities. In addition to the fact that any tax deduction is less valuable to low aild 
middle-income workers, t,lowwincome individuals are unlikely to choose MSAsbecause 
of their high deductibles and ~ey eannot take the risk of large unplanned out -of-pocket 
health care costs. Moreover, the ~( sesueaoa is less 1ttMl:!aele tEl lew aae mielelle iB:eem@ 
wOflt8FS. Also, MSAs would provide a new tax shelter for high-income taxpayers, 
particularly those with iucomes too high to qualify for deductible or Roth lRAs. High­
income people could make tax-deductible contributions up to the amount of the 
deductihle every year and earnings on the accounts acCrue tax-free. Withdrawals couLd 
bc made for any purpose at any age. often with no penalty. 
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Similarly, allowing adeduction for individual-market health insurance premiums would 
not b&-aa:-effectivelY \vay to increase the number of insured Americ~. Like MSAs, the ! . 
individual insurance tax· deduction would.provide a greater benefit to people with higher 
income. - not moderate- and low-income :wer.king, n"\J.ddle olass-families who are most 
likely to be uninsured. Tn addltion, increasing tax subsidies for individual insurance, 
which in most states can beunderwritten, age-rated, arid even denied to sick people, is a 
poor use of taxpayerdoUars if not accompanied by insurance refonns. Finally, H~ 
MgAs, the llldi"liduad mstH'a:B:Ge deduction could e1lcourage healthy people to opt out of 
group insUFaneo, th-as reducing the affordability-ef.emfJle"9f based eoverage. The Office 

. of TaX Analysis estimates that a net ofabout 600,000 people would gain insurance as a 
result of tIns provision, at a cost of about $18,000 Qer newly insured person. Those 
estimates are highly uncertairi.. however, and there is a signifiCant risk that the number of 
insured people could actually decline because many employers would stop offering 
insurance once their employees could purchase deductible health insurance outside of 
work. 

Finally, the proposal to allow an above-the-line deduction for long-tenn care insurance 
also raises policy concerns. Long-term care insurance is already heavily tax-favored, 
-providing participants IRA-like treatment without any income restrictions. In addition, 
many long-term care insurance policies do not have necessary consumer protections like 
inflation and non-forfeiture protection. Absent effective consumer protections, mMost 
current policies lapse before long-term care expenses are ever incurred. A person who 
purcbases long-term care insurance at age 65 is unlikely to hold the insurance 20years 
hencc when the need for assistance with long-term care expenses is greatest. Thus, While 
investment in long-tenn care is essential, directi.ng jt further towards private insurance is . 
unwise. 

The President has proposed a strong plan that more efficiently and effectively meets the 
goals of the so-called access provisions -- to decrease the number of tuililsured Americans 
and to improve long-tenn care. He proposed $110 billion over 10 years to target 
assistance to low-income, working families by building on scmp, Medicare, Medicaid 
and COBRA insurance. He also proposed a broad-based long~term care initiative that 
includes a $3,000 tax credit to assist families with their long-term care, a new program . 
for Federal emp10yees to purchase high-quality. group private long-term care insurance, 
and a state program to provide assistance to family caregivers. We would be happy to 
work with Congress to pass ·these provisions in the context ofa fiscally responsible, 
overall budget framework. . . 

Sincerely, 

Lawrence H. SUl11.ll1ers 

http:directi.ng
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Center on Budget 

and Policy Priorities 


From the dBSk of.,. 
Bob Greenstein 

Executive Director 

202-406-1 aBO 
Fax:202~08-1056 

hitcl'1cock@cbpp.org, 

To; John Podesta 456-1907 
Chris Jennings 456-5557 
Gene Sperling 456·2878 
Jack Lew 395-1005 
Jeanne Lambrew 456-7431 

Date: May 11 J 2000 

. We understand the Republican staff ofthe House Ways and Means and Senate Finance 
ComIhittees have held meetings and reached "agreement" on the health tax provisions to be 
included in the conference report on the Patients' Bill ofRights. We have been partiCl.llarly 
concerned with the Medical Savings Accounts provisions in both the House and Senate bills. 
These provisions would both make eligibility for MSAs universal and substantially iilcrease their 
attractiveness by weakening or eliminating important provisions of Cllrrent Jaw that limit the 
degree to which MSAs can serve as lucrative tax shelters. Apparently. the Republican agreement 
on the MSA provisions that would gointo the conference report combines egregious MSA 
provisions from the House biB with egregious provisions ITom the Senate bill. 

. . 

Tf enacted. these MSA provisions would likely lead to substantial adverse selection in the 
health insurance markets, which could result in substantial increases in premiums for 
conventional health insurance. Earlier work by the American Academy of Actuaries, RAND, 
and the Urban Institute indicates that ifuse ofMSAs becomes widespread, as could well OCCUf 

under these provisions. premiums for conventional insurance could double, Tfthat occurred, 
some employers undOUbtedly would drop coverage, and the ranks ofthe uninsured would rise 
significantly. In short, under these provisions, healthy. more affluent individuals would be able 
to use generous tax shelters, while less~healthy individuals could face serious hann. 

Tn March, the Center issued an analysis Clfthe House and Senate MSA provisions, That 
analysis has now become quite timelYi I'm enclosing a copy. I'm also enc]ol>ing an op-ed on this 
issue by the Center's deputy director Iris Lav,which the Los Angeles Times ran today_ We urge 
YOll to take a. strong stand on this matter. which could hav~ serious consequences and affect the 
Administration's legacy in the health insurance area, 

mailto:hitcl'1cock@cbpp.org
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MSA EXPANSIONS IN PATIENTS' BILL OF RIGHTS COULD DRIVE, UP 
HEALTH INSU~NCE PREMIUMS AND CREATE NEW TAX SHELTER' 

by Iris 1. Lav 

Summary 

Few would propose a tax cut for the affiuent paid for with increased health insurance 
premiums on the sick. That is the probable consequence, however, ofprovisions related to 
Medical Savings Accounts contained in both the House and Senate versions of the Patients' Bill 
of Rights. , 

The conference between the House and the Senate on the Patient's Bill of Rights 
legislation starts March 2. With both the House and Senate versions of the bill containing 
provisions to expand MSAs very'substantially, it is quite likely such provisions will be part of the 
legislation to emerge from conference. 

The legislation the conference produces is likely !o allow universal access to MSAs and 
also to remove a number of safeguards included in the MSA demonstration project that Congress 
established in 1996 and that is scheduled to end this year;' 

• 	 The House and Senate bjUs include major expansions ofMSAs, including 
universal access, despite the fact that the General AccoWlting Office's report on 
the current demonstration finds evidence that MSA availability encourages 
"adverse selection" in insurance markets. Adverse selection is a circumstance in 
which healthy and less healthy segments ofthe population become segregated in 
different types of insurance plans .. When adverse selection occurs, health ' 
insurance premiums rise for the less-healthy individuals (because they are no 
longer pooled with the healthier individuals)~ and the resulting increase in costs 
may cause some individuals to lose insurance coverage because it becomes 
unaffordable for them. 

• 	 IfMSAs are expanded from the current limited demonstration to l.miversal access, 
it is highly likely that the types ofproblems the GAO found during the 
demonstration period would become widespread and result in substantially higher 
premium costs for conventional insurance. 

I '" 	 ..'Medical Savings Accounts are tax-advOlmaged personal savings accounts diat may be used by pcrsons covered 
by high-deductible health insurance policit:s. Funds in MSAs'may be used [0 pay for a wide range of health c~re 
expenditures, inclnding types ofpxpenditLlfCs not covered by'the MSA-holder'$ insuranct:policy. ' 

1:120 Fir~t Streel', NE, Suite 5"10; Washinb'1:0n, DC 20002 
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Premiums for conventional insurance would be higher because ofthe effect ofMSAs on 
,,'the insurance market, the phenomenon known as adverse selection. ' , 

, ' 	 , 
. 	 "' ­

• 	 Adverse selection would occur because substantial numbers ofyoung, healthy 
people with low medical costs would choose to use the high-deductible insunmce 
policies' and MSAs and thereby to retain their unspent doUars in their own 
accounts, This would leave p~ople who are less healthy and have higher medical 
costs in conventional, Idw-deductib 1e ·health insurance plans: . ' 

• 	 Such a division of the market would drive up the cost of low-deductible insUrance 
for the less healtbysegments of the population who most need it. Research. 
conducted by the Urban Institute, RAND, and the American Academy of 
Actuaries suggests that premiums for conventional insurance could more than 
double.ifMSA use becomes widespread. According to the American' Academy of ' 
Actuaries, "The greatest savings [from MSAs] will be for the employees who, 
have little or no health care expenditUres. The'greatest losses will be for the 
employees with substantial health care expenditur~s. Those with high 
expenditures are primarily older employees and pregnant women, ..2 " 

When Congress was debating MSAs in 1996 as part of its deliberations on the Health 
, Insurance , Portability and Accountability Act. there was concern about the effects that widespread 
adverse seJection could have on the insurance market. AccordingJy, Congress allowed MSAs 
only as a limited demonstration policy so it could secure more information on this matter. The ' 

, demonstration period is scheduled to expire at the end ofthis year, but limited use of MSAs . 
d4rirtg the demonstration, period has made it impossible to conduct the comprehensive eV111uation 

: 'of MSAs the 1996 law envisioned. Despite the absenCe ofinfonnation indiCating that MSAs 
would not cause serious problems, the provisions in the Patients" Bill ofRights would make 
MSAsuniversally avai Iable and relaX a number ofother safeguards in the 1996 demonstration 

, design. Any negative consequences MSAs may have for the insurance market consequently 
could become pervasive ,and difficult to reverse. . 

• 	 Evidence suggests adverse selection in the usage ofMSAs already is occurring 
under the demonstration project. A, surVey ofinsuiers offering MSA plans notes 
that. "Insurers expect relatively better health status and lower service utilization by 

, enrollees selecting high-deductible plans and price their products accordingly." 
[Emphasis added.] In otlierwords. the insur~rs can afford to set lower premiums 
lor insurance policies used with MSAs, because they know it will be healthier 
people who are attracted to using MSAs. This' survey ofinsurers was conducted 
by Westat under contract with the General Acoounting Office in partial fulfiJment 
of the terms of the demonstrationproject Congress established in 1996. 

• The MSA provisions that the House and Senate versions of the Patients' Bm of 
, Rights inClude would make the accounts universaUy availab1e.· If MSAs become 

widely popular . among consumers with relatively better health. an adverse 
selection cycle could be triggered that would drive up the cost ofconventional, 

2 ~crican Academy of ACluuri~s, Medical Savings Acco"71ts.~ Cosr'implictltions and Design /ssue.r. May J995,:p. 23: ' . 	 .' 
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more comprehensive insurance. The resulting premium increases are likely to be 
large enough to make such insurance unaffordable and unavailable [or substantial 
numbers of Americans. . 

In addition,the changes in the Patients' Bill ofRights could create a major new tax 
shelter. The tax shelter would come about because of the similarities between MSAs and 
Individual Retirement Accounts ..Under current law. married taxpayers who are covered by an 
employer-sponsored pension plan may deduct from their income up to $4,000 a year for deposits 
to an IRA if their income is below $62.000. By 2007, they will be able to make such deposits if 
their income is below $100,000.3 Earnings on funds deposited in an IRA compotmd free of tax; 
no tax is due on either the deposits or the earnings until funds are withdrawn after retirement (or 
for a limited munber ofother purposes). . 

Taxpayers with incomes above these limits who have pension coverage under employer­
sponsored plans are not eligible to use deductible JRAs. When IRA policies were revised in 
1986 and again in 1997. Congress detennined that such income limits were appropriate largely 
because the evidence indicates that higher-income individuals can and will save without a 
taxpayer subsidy; giving high-income taxpayers a tax subsidy for saving is not an efficient llse of 
government funds. 

Nevertheless. MSAs could be used by high-income taxpayers as a means to circumvent 
the income limits that govern tax-advantaged deposits to Individual Retirement Accounts. Under 
the proposed MSAexpansion, all high-income taxpaye~s who choose to use MSAs would be 
allowed to make tax deductible deposits, and the earnings on these MSA deposits would 
compound free of tax. Like funds deposited in an IRA. funds on deposit in an MSA may be 
invested in stocks, bonds. or similar types ofassets. MSA deposits and earnings are never taxed 
ifMSA funds are used to pay medical costs. Moreover, the tax advantages ofMSAs can be 
substantial even ifthe funds in the accounts are later withdrawn and used primarily or 
exclusively for "on-medical purposes. Ifdeposits are held until retirement age,· for example. 
there is no penalty for withdrawal for non-medical purposes. Even if funds are withdrawn for 
non-medical purposes bc~foTe retirement age. there ate a number ofcircumstances under which 
the value of the tax-free compounding ofthe deposits over a number of years would outweigh the 
penalty that must be paid for a non-medical withdrawal. 

The Westat swvey ofMSA insurers indicates that the market may indeed be developing 
in this manner. 

• 	 According to the Westat survey, "Insurers reported targeting ~ome segments of the 
insurance market, including highly;.paid professionals, fanners and ranchers, 
partnership firms, and association groups.·t 

• 	 In discussing changes in the ways MSAs were marketed between 1997 and 1998, 
the Westat report noted: '''The entry pfMerrill Lynch and other investment finns 
into the:: MSA trustee arena and the maturing of the market have led to increased . 
investment choices for MSA holders. This trend may be affected as well by some 

3 Single laxpayers with incomes below $42,000 may deduct up to $2,000 a yeQr. These incoIDC limits apply for 
tax year 2000: the limi~s are incteasing gradually though 2007 under lesislatiqn enacted in 1997. 

3 
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insurers' perceptions that MSA enrollees are using their accounts primarily as lax­
sheltered savings vehicles rather than as sources oftax-sheltered funds for paying 
medical expenses." 

• 	 Universal availability ofMSAs, along with a munber of the proposed changes in 
the House and Senate bills that would al10w larger deposits into MSAs and more 
flexible use of the tax-sheltered funds, would likely accelerate this trend. . 

• 	 The Senate version ofthe Patients' Bill ofRights would be particularly 
troublesome in this regard, because it would allow funds to be withdrawn from 
MSAsfor any purpose without penalty. so long as an amount equivalent to a 
single year's insurance deductible remained in the account. This contrasts sharply 
with currenHaw MSA provisions, which impose a penalty for withdrawal prior to 
age 65 for purposes other than paying medical expenses. In other words, under 
the proposed changes, a high-income taxpayer could use the benefits of the tax 
deferral on MSA deposits and the tax-free compounding of earnings on MSA 
accounts to accumulate funds for purchase ofa yacht. an extended vacation, or 
any other purpose~ 

The House version of the legislation includes yet another disturbing provision, which 
would undennine the rules under the currerit MSA demonstration that prevent employers from 
setting up MSAs in a manner that primarily benefits highly paid executives and effectively 
discriminates against lower-paid employees. . . 

• 	 Under the MSA demonstration now underway. deposits can be made to an MSA 
account by either an employer or an individual, but not by both in the same year. 
The demonstration also includes nondiscrimination rules requiring employers to 
make comparable contributions for all participating employees. 

• 	 The House bill would allow both employees and employers to make deposits to an 
MSA in the same year.' That would make the nondiscrimination rules . 
meanirigless. An employer could make small, token depoSits to the MSA 
accounts of all employees. Higher-income employees could add substantial 
additional funds to their accounts and exclude these ad4itional amounts from their 
taxable income. Most lower-paid staffwould not be able to afford substantial 
additional contributions. 

The Patients' Bill ofRights is supposed to be legislation that makes health care more 
accessible and responsive to consumers' needs. The Medical SaVings Account expansions 
included in the bill move in the opposite direction. They risk driving up the cost of 
comprehensive) conventional insurance to the point where many Americans, includingthose 
most in need of health services. cannot afford to buy coverage. Moreover. the MSA expansions 
would allow public funds intended to expand health coverage to be diverted to supporting tax 
shelters for higher-income individuals. The MSA provisions could well tum out to injure 
consumers signjficantly more than the other provisionsofthe legislation might assist them. 

4 
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J.pllt:s;: ....'fCI,~O'd!!P~ 

The Ranotahle WilliaI:tl 1. Clinton 
PMsid=nt 
The White !:rouse : • 
WsshiQgtan) P.C. 20500 

DElar lTesident Clinton: 

Less tha.r:L 1:bree yeatS isga. the health C'i3:l'e program far our natian"s elderly and 
disabll:d was headed~ fi:J:JaDclal ra.in by 200L Yet in t1:te face Df SC'VeI:e opposition. 
we succ;eel!ed in saving Me::cH..:az:e tor a gtliIlI3l:'atiou ... pushing ba.ck Medicare's imrninen.t 
bank:r:uptq an addilioual14 ),eats 10 2025. 

But'Vrith that extra tittle eomes lhe added teSpotLribiJity ofmoder.ni2:ing and . 
sb:engtb.=liog Mildican: for'thi:i and:iU.tua: genetations this year. Our xra:ticm's elderly· 
and disabled. have wai:b:d lCllli: enough fOl:: Medicare to catch Up 'With tbli: :r:n1ral;les that 
mod.cr.rl medicine pn:rrides to~la.y througb pxescciption dru.gp.. . 

We are writ:ingtD YCJu. today asking your suppart to work ~th· tb..is CDDgtt:sS to 
hr4p s~gio1.'S 'Without immtmce~~lo~ tb.e:ir thug bills. Our seniors d2serve more 
tbaD pm:i:isanpoliticos an. an w»:e as lmpo~t to them. as preemption c:h:.ugs. We -want to , 
wad: wi:tb. you in a bipaniS8Jl ~y t.o tnake a prescrlptiou thug beuclit 'UIlder Medicilre a 
rca1i1:y~ not a political bumper sticker to be ca.r:ried irrta the faD. elections. 

As you know" House llepublic:ans have grafted a plan to lower drug prices far 
saUars and the diSabled wba (~ ha'9"e no drugeo~ge by he1ping them pnrc:hase 
~c:e through Medi.c:are. .our plan invests $40 billion. over the n=t five yeatS to 
give Mec:IiQare's 40 mllJiCUl t"CI:ipients real bargainingpower To lovrer their prescription 
drugprle.es.. 

:Fu:rtheE;t D~plan~h.cs YQUt' p¥m m. asslSlinl5 low incl:)me benefiei'mes, bUt it 
''Ilri)1 alsg provide help fc;r.r eve.r,yperson 'Who elc:c.1:s 1:P c:m'aU. More itt:lPartant1y~ curplan. 
wiIluot endanger existing drul~ cover.age that seni~ Diight aJ.Ieariy ba;vli: through a . 

XVd SO:61 00/01/£0 
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forJnercmplQyeX'. which i9 a ,great ~oncan.we ha.ve'V(ith your plan. Finally.,:w-e IJl'e 

concet:ned 1hat the. gDvemmli!D.t 'illould li~ too b.ea'YY a. hand hi controlling t'h..J: dJ:ug 
b~efit, dehying some seniors tlw right to lihClClse 1he cove:::rage that best :fit3 their needs. 

. . 
In. short, we ca:a. a.ccaIIl}tlisl1 a great deal tor the ~cricanpeQPle this year) if and 

cmJy ifyOIl[ Ad;tninisIra.t:i aad. MerJ!!.br.trl ofyoUl"PartY choose to-work \1rith llS:.like you 
did on the SClCia! Sec'l1rit1 etu.'IlI1lgS penalty. 

~ Viant US to wor~ together to protect Medicate and moCiernjze'the 
progtaDl. with. prescription. drug COV&U8.ge:,. and tbat"s exactlY'1;l(l'bBl: We u"teJld to do, We . 
~nhelp seniors and the disabl«=dwith 'fhecosrsafprascriptiOll drugs.. Ifwe putprogtess 
~efol:e poUtic:;s and ideas befoI'C ambition! we cm and will be $ucccsstbl in ltIlSurlng 
Medicare fat' :generations to come. Our s=nicrs a.nd elderlY' expect and deserJe no less~ 

~incerely:> 

Bill1b.ornas 
Chainrur.n , 
SUbcom:mitt=e on He:a.ltb 

'. 
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eGAD ... 
United States General Accounting O.trice 
Washington, DC 20548 

Health, Education, and 
Human Services Division 

8-285141 

April 21, 2000 

The Honorable Charles B. Rangel 
Ranking Minority Member 
Committee on Ways and Means 
House of Representatives 

Subject: 	Private Health Insurance: Potential Tax Benefit ofa Health Insurance 
Deduction Proposed in H.R. 2990 

Dear Mr. Rangel: 

Despite a strong economy, the number of nonelderly Americans without health 
insurance increased from about 39 million in 1994 to nearly 44 million in 1998, the 
latest year for which comprehensive data are available. A number of legislative 
proposals focus on reducing the number of uninsured and on addressing 
concems about the equity of tax law as it relates to health insurance. Some of 
these proposals would expand the tax advantages associated with individually 
purchased health insurance by allowing individuals who buy health insurance 
either to receive a tax credit that reduces the amount of taxes they owe or to 
deduct the premiums they pay from their taxable income. Previously, we 
reported that tax credits and deductions differ with respect to who would be 
eligible and the amount of tax subsidy individuals would receive.) A tax: credit 
typ1cally results in the same tax benefit regardless of marginal tax rate, although 
the credit maybe available only for individuals below a certain level of taxable 
i,ncome. In contrast, the value of a tax deduction is directly proportionate to 
marginal tax rates, so that individuals in higher tax brackets receive a larger tax 
advantage than those in'lower tax brackets. This letter responds to your request 
for information on the potential tax benefit that individuals could receive if a tax 

'See Private Health hlsurance: Estimates ofExpanded Tax. Deductibility of 
Premiums for Individually Pu.rchased Health Insurance (GAOIHEHS-98-190R, 
June 10, 1998); Private Health Insurance: Estimates ofa Proposed Health 
Insurance Tax Credit for Those WllO Buylndividual Health Insurance 
(GAOIHEHS-98-221R; July 22,1998); and Private Health Insurance: Estimates of 
Effects otHealth Insurance Tax Credits and Deductions as Proposed in HR. 2261 
(GAO/HEHS-99-188R, Sept. 13, 1999).& 
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deduction were available as proposed in H.R.2990.2 
, :rn particular, you asked that 

we estimate both the number of people who would potentially be eligible fora . 
tax deduction under this proposal and.the potential value of such a deducti,on. 

Current tax law allows employers to deduct from their taxable income the 
f! contributions they make to their employees'health insurance preroiwns and 

excludes these contributions from the employees' taxable income. Self-employed 
iridividuals may deduct60 percent of health insurance expenses if they are not 
eligible to participate in an employer-subsidized health plan. l In addition, any 
individual may claim an itemized' p.eduction for health insurance premiums to the 

'extent iliat iliey and all oth~r medical expenses exceeq. 7.5 percent of adjusted 
gross incom,e. 

In summary, we estimate the following outcomes had H.R. 2990 been ,the law in 
1998: 	 . 

• 	 About 39 million people could potentially have benefited from the proposed tax 
deduction: those who were uninsured and then decided to purchase coverage, 
those who had individual insurance, and those who had employer-sponsored 
insurance with no employer subsidization. . 

• 	 Another 22 million potentially eligible individuals could not have benefited from 
the proposed deduction either because they were in the O-percent tax bracket or 
becauSe they did ~ot file federal income taxes in 1998. 

• 	 Most of those who could have benefited from the proposed'deduction-nearly 31 
million-were in thel5-percent tax bracket and, at most, could have received a 
15--percent reduction in,premiums. Moreover, because the deductible portion of 
ilie premium would have been phased in over a6-year peliod, the actual reduction 
in premiums could have been significantly lower until tax year 2007. We .CaIU10t 

estimate the percentage of people who might have purchased health insurance as 
a result of the proposed deduction.' 

• 	. Individuals whose employers paid one-halt: or less of the total premium for their 
insurance could also have benefited from the deduction. The number of such 
individuals, however, is not availal?le. An estimated 76 million people had 
insurance that was partially subsidized by an employer, although only a small 
fraction of these individuals would have been likely to benefit from the proposed 
deduction because most employers who sponsor health insurance pay more than 
half of the total premium. 

" ' 

2H.R. 2990 was passed by the House on October 6, 1999, 

JThe portion of these expenses that are deductible will increase until it is 100 
percent in 2003. ' 
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KEY FEATURES OF H.R. 2990 

.	The tax deduction proposed under H.R. 2990 would be available to people who 
purchased individual health insurance or who paid 50 percent or more of the total 
premium for employer-sponsored insurance. The deduction would apply only to 
the purchase of major medical insurance and not to the purchase of supplemental 
policies, such as dental or vision-only plans. This deduction would be used in 
detennining adjusted glOSS income, so that Ute tax filer would not need to itemize 
deductions to obtain it. Also, the tax filer would not need to meet the current 
threshold of 7.5 percent of adjusted gross income for medical expenses to deduct 
health insurance premiums. The proposed deduction would be phased in over a 
6-year period. with 25 percent of the premium being deductible in tax years 2002 

. through 2004, and 100 percent being deductible beginning in tax year 2007 (see 
table 1). For self~employed individuals purchasing health insUrance,H.R. 2990 
would allow the 100~percent deduction of health. insurance premiums starting in . 
2001 rather than in 2003, ~ is the case under current law. 

Table 1: Percentage of Premium That Would Be Deductible. by Tax Year 

Tax: year(s) . Percenta~e deductible '. 
2002 2003 2004 25 
2005 I 35 
2006 65 
2007 and later 100 

SCOPE AND METHODOLOGY 

To determine the potential tax benefit of the deduction proposed in H.R. 2990, we 
(1) analyzed the U.S. Bureau of the Census' 1999 Current Population Survey 
(CPS) March Supplement for information on those potentially eligible for the 
deduction, including their type of health insurance, income, and tax status;4 (2) 
obtained data from the KPMG 1998 Annual Survey of Employer~Sponsored Health 
Benefits to estimate employer premium contrtbutionsj and (3) collected data on. 
single and family health insurance premiums available in the individual market in 
1998. Although the Bureau of the Census does not directly collect infonnation on 
adjusted gross income and federal tax payments, it derives estimates from 
simulations based on CPS data, statistical summaries of individual income tax 
returns compiled by the Internal Revenue Service, and data from the American 
Housing Survey-a survey con~ucted by the Bureau of the Census tmder 
sponsorship of the U. S. Department of Housing and Urban Development. 

"The 1999 CPS March Supplement, a su.r:vey of about 47,000 households, provides 
data on the characteristics of the civilian noninstitutionalized population of the 
United States in1998.· 
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Our estimates reflect the number of people that could potentially be eligible for 
the tax deduction under n.R. 2990, whiCh is likely to be higher than the number 
who would actually purchase coverage and thus receive the tax subsidy. In 
particular, low-income, uninsured individuals could find health insurance difficult 
to afford even with a tax subsidy. Our estimates also include dependents as well 
as tax filers in the total number of individuals who could potentially benefit from 
the proposed deduction and, in the case of a couple or family, are based on the 
assumption that one policy would cover all family members and dependents 
within a household. However, our estimates do not include individuals whose . 
employer paid some, but less than half, of their premium. While such people 
would also be eligible for the proposed deduction, available data do not pennit an 
accurate estimate of this population. Our estimates reflect only. those indiViduals 
who were uninsured, who purchased health insurance in the individual market, 
or who had employer-sponsored coverag~ but paid the entire premium 
themselves. We did not examine the effect of the proposed deduction on 
employer sponsorship· of health insurance, employer contributions for health 
insurance, or employee selection of employer-sponsored coverage. Neither did 
we examine the effect of the proposal on federal revenues. We conducted our 
work in April 2000 in accordance with generally accepted government auditing
standards. . . ­

39 MILLION ELIGIBLES COULD HAVE BENEFITED IN 1998. BUT 22 MlLUON 
COULD NOT . . 

Under H.R. 2990, a tax deduction would be available to individuals with 
individual insurance or employer-sponsored insurance for which the employer 
subsidized one-half or less of the premium. Excluding those with health 
insurance that was, in part, subsidized by an employer, in 1998 about 39 million' 
people could potentially have benefited from this deduction if they purchased or 
retained health insurance.6 Another 22 million potentially eligible individuals 
could not have benefited from the proposed deduction-·about 15 million 
individuals who were in the O-percent tax bracket and 7 million individu.als 'who 
did not me federal income taxes in 1998. 

Of the 39 million people who could have benefited from the deduction, about 
two-thirds were uninsured and would have received the tax subSidy only if they 
had elected to purchase health insurance. The other one-third, including about 9 
million who had purchased policies in the individual market and 5 million who 
had employer-sponsored coverage-with no employer subsidy, would. have 
received a tax. subsidy for health insurance they were already purchasing. As 
shown in figure 1, most ·of the people who could potentially have benefited fTom 

(About 2 million of these individuals could already have qualified for the health 

insurance deduction that is available to self-employed individuals. 
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the proposed deduction-nearly 31 million-were in the 15-percent tax bracket,b 
and about 15 million could not have benefited from the deduction because they 
were in the o-percent tax bracket. . 

Figure 1: Number ofIndividuals Who Could Potentially Have Benefited in 1998 
From the Proposed Tax Deduction. by Insurance Status and Marginal Tax 
Bracket .. 

Number of People (In Millions) 

32 --------~~~~~------------~~================~ Iiliil Employer-Spoosored. NQ Subsidy 

_ Individually Insured 

_ Uninsured 

o 15.0 26.0 31.0 36.0 39.6 
Marginal Tax Bracket (Percentage) 

29 -----­ ~------------------~ 

24 -------­ f-----------------~ 

20 -----­

16 ------~ 

12 

. 8 

4 

o 

Note: Figure 1 excludes individuals with employer-sponsored coverage whose 
employer subsidized a portion of their premiums. 

MOST EMPLOYERS SPONSORING COVERAGE PAY MORE THAN HALF OF. 
PREMIUMS 

An unknown, though likely smail, number of individuals whose employers paid 
half orless of the premium cost would also have been eligible for the deduction 
in 1998., That year, about 76 million individuals had both health insurance that 
was partially subsidized by an employer and sufficient income for a tax 

'deduction. Most of these people would not have been eligible for-the proposed 
deduction, however, because most employers sponsoring health insurance pay 

"In 1998, the 15-percent tax bracket included taxable incomes of $25,350 or less 
for single tax: filers, $33,950 for head-of-household tax filers, and $42,350 for joint 
~ru~. ~ 
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I . . ~ . 
more thlm one-half of the total.premiwn.' Only about 16.5 percent of employers 
sponsoring single coverage paid less than one-half of the total premium; 4~,5 
percent paid less than one-half of the premiwn for family coverage. e Most of .the 
employers that .paid less than half of premiwns were small fir.ms with fewer than 
25 employees; hence, a relatively small,portion of individuals with employer-. 
sponsored coverage would have been affected; 

While most employers that sponsor health instirance pay most of the premium, 
some kinds of employers are less likely to do so than others. In addition to small 
employers, employers in the construction, high-technOlOgy, and retail industries 
represent the largest portion of finns paying 50 percent or less of health 
insurance premiums. Consequently, peo'ple whq receive coverage through these 
kinds· of firms are among those most likely to benefit from the proposed tax . 
deduction. 

TAX BENEFIT INCREASES WITH MARGINAL TAX RATE 

The value of a tax deduction increases relative to a person's marginal tax bracket. 
Thus, if the deduction proposed under H.R. 2990.was fully phased in, an eligible 

. single tax filer :in the 15-peicent bracket who paid $2,658 0 in premiums could 
receive a tax: subsidy of abQut $399 from a deduction, resulting in a net cost of 
about $2,259 for coverage. IO The potential deduction for this same coverage 
would be higher, however, for someone in a higher tax: bracket. For example, an 
individual who was in the Highest tax: bracket-the 39.6-percent bracket-and 
had purchased this same policy could. have a tax benefit of $1,053, resulting in a 
net cost of $1,605 for this cQverage,l1 (See enclosures for more inforni.ation on 
the estimated effects ofH.R. 2990's, taX deduction on 1998 taxpayers.) 

'The CPS does not indicate· the exact percentage ofhealth :irtsur~ce premiums 
subsidized by employers, but only whether they pay all, some, or none of those 
premiums. Consequently, we could not estilJlate how many people with partial 
employer subsidies could actually benefit from the proposed deduction, 

• f • • 

BResults are derived from a special analysis of the KPMG 1998 Annual 8uxvey of 
Employer-Sponsored Health Benefits; 

9This amount represents a 1998 premium in the individual market for apoint-of­
seryice plan for a single pe;rson that is aVailable. in a rural county of New Yorl.::. 

lOWe can not estt~nate the pel~centagc of people who would purchase health 
insurance as a result of the proposed deducti0l'l:' 

11ln 1998, the 39.6-percent tax bracket included taxable incomes of $278,451 or 
more but represented only a small portion of those potentially eligible for the 
proposed deduction. 
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The value of the deduction proposed under H.R. 2990 would be even more limited 
until 2007, when premiums would be fully deductible. For example, in the first 3 
tax years, only 25 percent of paid premiums could be considered for deduction. 
Hence, a single tax filer in the l~percent bracket who paid $2,658 in premiums 
could receive a tax subsidy of about $100. An individual in the highest tax 
bracket who paid this amount in prerruums could receive a subsidy of about $264. 

As agreed with your office, Unless you publicly announce its contents earlier, we 
plan no further distribution of this correspondence until 30 days after its issue 
date. At that time, we will make copies available to interested parties on request.. . 

Ifyou have any further questions regarding this letter, or if we can be of further 
assistance, please call me at (202) 512-7118 or John Dicken at (202) 512-7043. 
Staff who made major contributions to this letter include Mark Vinkenes and 
Paula Bonin. 

Sincerely yours, 

Kathryn G. MIen 
Associate Director, Health Financing 

and Public Health Issues 

Enclosures - 2 
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ESTIMATES OF INDMDUAL HEALTH INSURANCE PREMIUM 

DEDUCTIONS FOR SINGLE TAX FlLERS. 1998 


Net insurance cost after Estimated number 
income 

Marginal Cost of individualTaxable 
deduction·health insuranceb of nonelderly who 

bracket 
tax 

were uninsured, 
percent 

At 100­At 25­
were individually 

deductible 
percent 

insured, or had 
employer-
sponsored 

insurance but no 
subsidy 

(in millionsy 

deductible 

0% d dLow: $74.4$0 3.9 
d.dMedium: $2,658 

d GHigh: $7,154 
$1-' Low: $744 $716 $63215.0% 11.1 
$25,350 $2,658 $2,259 

High: $7154 
Medium: $2,658 

$6,886 $6081 
$25,351­ Low: $744 $69228.0% $536 1.5 

$2,471Medium: $2,658 $1,913 
High: $7154 

$61,400 
$6,653 $5,151 

$61,401 31.0% Low: $744 $686 $513 0.3 
$128,100 Medium: $2,658 $2,452 $1,834 

High: $7,154. $6600 $4,936 
...Low: $744 $677 $476 


$218,450 

$128,101­ 36.0% 

$2,418Medium: $2,658 $1,701 
High: $7154 $6510 $4579 

c$670Low: $744 $449 
Medium: $2,658 

$278,451+ 39.6% 
$2,394 $1,605 

Hi~h: $7154 $6446 $4321 

$If H.R. 2990 becomes law, the deduction will be phased in over a 6-year period; 
beginning at 25 percent in tax years 2002 through 2004 and then increasing to 35 
percent in 2005, 65 percent in 2006, and 100 percent in 2007.. 

bThe low, medium, and high premium estimates represent the variation in 
individual health insurance premiums that existed nationally in 1998. These 
premiums ani examples of actual individual (as opposed to group) insurance 
premiums. The low premium represents atl Arizona preferred provider 
orgatuzation's 1998 premium for a single healthy male under age 30 ptu'chasing a 
$500-deductible plan. The medium premium represents a 1998 premium for a 
point-of-service plan for a single person that is available in a rural county of New 
York. TIle high premium represents a 1998 premium for an urban lllinois fee-for­
service plan with a $250 deductible for a single male smoker aged 60 to 64. 

"Most individuals with employer-sponsored coverage with the employer paying .. 
some, but not all, of the coverage would not have been eligible for a deduction, 
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because over 80 percent of employers that sponsored health insurance for singles 
also paid mote than 50 percent of the premiums. 

"Not applicable because individual.s in the O-percent marginal tax bracket would 
not have received a tax subsidy and therefore would have pai4 the full cost of 
their health insurance. 

"The estimated number was less than 75,OOO-too small to be reliable, according 
to the CPS. 

Sources: GAO analysis of March 1999 CPS data and Bureau of the Census 
estimates of taxable income. . . 
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ESTIMATES OF INDIVIDUAL HEALTH INSURANCE PREMIDM DEDUCTIONS 

FOR HEAD~OF-HOUSEHOLD AND ,JOINT TAX FILERS AND THEIR 


DEPENDENTS, 1998 


Cost of individualMarginal Net insurance cost Estimated number 
income for 
Taxable 

health inSurance· of nonelderly who 
joint tax ftlers~ 

·after deduction'tax 
'. At25­ were uninsured, 
percent 

. At 100­bracket 
were individually 

deductible 
percent 

insured, Of had 
employer· 
sponsored 

insurance but no 
subsidy (in 

millions)d 

deductible 

• eLow: $3,180 0% 11.3$0 
~•Medium: . $7,852 

e 6Hi~: $14233 
$1-$42,350 Low: $3,180 $3,06115.0% $2,703 19:6 

Medium: $7,352 $7,076 $6,249 
High: $14233 $13699 $12,098 

$42,351­ Low: $3,18028.0% $2,957 $2,290 4.9 
$102,300 Medium: $7,352 $6,837 $5,293 

High: $14233 $13,237 '$10248 

$102,301­ 31.0% Low: $3,180 $2,194$2,934 1.0 
$155,950 Medium: $7,352 $6,782 $5;073 

High: $14,233 $9821 

$155,951­

$13,130 
Low: $3,180 $2,894 0.2 

$278,450 
36.0% $2,035 

Medium: $7,352 $6,690 $4,705 
High: $14,233 $12952 $9109 


$278,451+ 
 Low: $3,18039.6% $2,865 $1.921 0.6 
Medium: . $7,352 $4,440 

High: $14 233 
$6,624 

$8,597$12.824 

~If H.R. 2990 becomes law, the deduction will be phased in over a 6-year period, 
beginning at 25 percent in tax years 2002 through 2004 and then increasing to 35 

.percent in 2005, 65 percent in 2006, and 100 p~rcent in 2007. 

bTIle income br~ckets associated with the marginal tax rate categories for head­
of-household tax filers in 1998 were lower than for joint tax filers as follows: 15­
percent marginal tax rate for taxable income: from $1 to $33,950; 28-percent 
marginal tax: $33,951 to $87,700; 31-percent. marginal tax: $87,701 to $142,000; 36­
percent marginal tax: $142,001to $278,450; and 39.6-percent marginal tax for 
income exceeding $278,450. 

eThe low, medium, and high prenlium estimates represent the variation in 
individual health insmance premiums that exi.sted nationally in 1998. These 
premiums are examples of actual individual (as opposed to group) insurance 
premiums available for a family of four. The low premium represents an Arizona 
preferred prov;ider organization's 1998 premium for a $500-deductible plan for 
two parents under 30 years old. The medium premium represents a 1998 f~ily 
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premium for a point-of-seIVice plan available in a rural count-y of New York. The 
high premium represents a 1998 premium for an urban lllinois fee-for-service plan 
with a $250 deductible for two parents aged 60 to 64 with a father who was a 
smoker. 

UMost individuals with employer~sponsored coverage .with the employer paying 
some, but not ali, oftha coverage would not have been eligible for a deduction, 
because over 90 percent of employers that sponsored single plus one dependent 
coverage also paid more than 50 percent of the premiums. More than 50 percent 
of employers that sponsored family coverage also paid more than 50 percent of 
the premiums, 

eNot applicable because individuals in the O-percent marginal tax bracket would 
riot have received a tax subsidy and therefore would have paid the full cost of 
their health insurance. 

Sources: GAO analysis of March 1999 CPS data and BUreau of the Census 
estimates of taxable income. 

(201058) 
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MEDICAL SAVINGS ACCOUNTS (MSAs) 

DESCRIPTION: 


House: Makes MSAs pernlanent and removes cap on the number of MSAs. Allows all 
individuals covered by a high deductible plan to have an MSA. Pernlits both employer and 
employee contributions. Allows MSAs to be offered in cafeteria plans. Lowers minimum 
deductible to $1,000 ($2,000 for family). 

Senate: Makes MSAs pernlanent and removes cap on the number ofMSAs. Allows all 
individuals covered by a high deductible plan to have an MSA. Lowers minimum deductible 
to $1,000 ($2,000 for family). Eliminates tax on non-medical distributions if the remaining 
account balance is at leastequal to the plan deductible. Includes rules about the treatment of 
managed care plans as high deductible plans. Also pernlits MSAs to be offered in the FEHBP . 
and preempts state laws regarding high-deductible plans. 

JCT March 14 cost: $1.7 billion 00-05; $4.6 billion 00-10 (House). $1.9 billion 00-05; $4.8 , 
billion 00-1 0 (Senate). 

CONCERNS: 

• 	 Creates a new tax shelter for the wealthy. Unlike individual retirement accounts, which have 
upper income limits, MSAs create a new tax shelter for the wealthy. Millionaires could put 
money in an MSA and withdraw it without a penalty when they hit retirement age. Low­
income families are unlikely to participate in an MSA since the high deductible is a large 
percent of their annual incom~. 

• 	 Benefits mostly healthy, insured people. People with any kind ofhealth problem need 
insurance and will not want buy a plan that has a very high deductible. As such, only people 
who are healthy and likely already insured today - will participate. As such, experts agree 
that MSAs do nothing for the 44 million uninsured Americans. 

• 	 Raises premiums for people getting insurance through their employers. If many healthy, 
wealthy people joined MSAs; then sicker people would be left in employer-based health 
insurance, causing those premiums to rise, especially for small employers. 

• 	 Demonstration not working -- and changes would only exacerbate known flaws. Only about 
75,000 people have participated in this demonstration - 10 percent ofthe total limit of 
750,000. The changes proposed may increase participation, but primarily among the 
wealthiest since they expand MSAs' tax benefits by allowing employers to contribute, some 

. tax-free withdrawals for non-health purposes; and lower the deductible for the insurance 
plan, meaning that less money in the account is needed and more can be sheltered. 



, MSA Tax Shelters 

• 	 Even under current law, MSAs can provide a very tax sheltered way of saving for high 
income individuals. 

MSAs allow high-income individuals to circumvent income and other limits on tax 
deferral written into the pension and IRA laws. , } -' , 

At death, MSA accounts can be transferred to spouse beneficiaries without taxation. 

• 	 Under the proposaL the current additional tax on non-medical withdrawals from MSAs 
would be waived if remaining assets in the account are at least equal to the deductible. 

The proposal would facilitate the use bfMSAs as a general purpose savings vehicle by 
waiving the additional tax on many non-medical withdrawals from MSAs. As a result, 
MSAs would be most attractive to high-income'individuals as a supplement to their IRAs 
and employer pensions, rather than as a means to pay for medical expenses. 

/ 



MSA Tax Shelter Examples 

• 	 An individual with $200,000 in adjusted gross income and with a pension would not be 

permitted to make deductible contributions to a traditional Individual Retirement Account 

(IRA) nor contributions 'to a Roth IRA undercurrent law. 


'. 	Undercurrent law, this same individual could contribute up to $3,488. (indexed) to a Medical, 
Savings Account (MSA) each year if covered under a high deductible family health 
insurance plan. Ifhe or she were to contribute the maximum for forty years and made no 
withdrawals, the account would grow to $1,093,046, assuming a 7 percent rate of return, 

• 	 Under the proposal, this individual could contribute up to $4,650 (indexed) to an MSAeach 
year. By contributing the maximum each year and under otherwise similar assumptions, he 
or she could accumulate $1,460,244 over a forty year period. The full $1,460,244 could be 
used to pay medical expenses. Alternatively, funds could be withdrawn for any other 
purpose. For example, after paying taxes, the remainiIlg $934,556 could be used to buy a 
boat. 

• 	 In contrast, if an equivalent amount of (before tax) income were used to fund a taxable' 
savings account and assuming a 36 percent marginal tax rate, the account would accumulate 
only $816,060 by the end of forty years. 

• 	 Using similar assumptions, ari eligible individual who were to contribute the maximum each 
year to an IRA could accumulate $427,219. Ifboth spouses wenito fund to the maximum, 
they could accumulate twice that amount, $854,438 in IRAs. By funding both MSAs and 
IRAs to the maximum, a couple could accumulate $2,314,682 in these tax preferred accounts 
in addition to any tax preferred pension saving. 

• 	 Higher (lower) rates of return would produce higher (lower) accumulations. See table. 



.,.;-, 

MSA vs. IRA 

Maximum 
contribution 

Withdrawals 

Current law MSA 
Single plan 65%-of deductible up 
to $1,528; 
Family plan 75% ofdeductible up 
to $3,488. 
Include lutaxable income and 
15 percent additional tax. 

-

" , 

Pro~osed MSA 
Single plan 100% of deductible up 
to $2,350 (indexed); 
Family plan 100% ofdeductible 
up to $4,650 (indexed). 
If for qualified medical expenses 
not taxed; 
Otherwise if accounts exceed 
deductible, include in taxable 
Income; 
Otherwise include in taxable and 
15 percent additional tax. 

Deductible IRA 
$2,000. 

If after age 59 ilL. and in other, limited 
circumstances include in taxable income; , 
Otherwise include in taxable income and 10 
percent additional tax. 

I 

Income Hmits 
i 

Tax treatment 
at death 

None.. 

Spouse beneficiary - no taxation; 
Other beneficiaries - include 
excess above decedent's qualified 
medical expenses in 
beneficiaries' taxable income. 
Federal estate taxes is deductible. ' 

-

None. 

Same as current law. 

In 2000, joint returns phased out between 
$52,000 and $62,000 (singles phased out 
$32,000-$42,000). These limits gradually 
increase until 2007 when joint returns are 
phased out between $8Q,000 and $100,000 
(singles phased out $50,000-$60,000). 
Spouse beneficiary - no taxation; 
Other beneficiaries, if decedent had begun 
required distribution, beneficiary must follow 
similar distribution path; otherwise 
beneficiary may distribute eveniy over his or 
her lifetime. In some circumstances, mayor 
must distribute within 5 years. 
Federal estate taxes is deductible; 



Long-term Care Insurance Examples 


Accumulated Premiums 


Interest rate 
3% 4% 5% . 6% 

Base policy 
40 year old $32,108 $43,778 $60,503 $84,599 
65 year old $38,823 $44,622 $51,471 $59,570 

With inflation protection 
and nonforfeiture benefit . 

40 year old $90,229 $123,026 $170,028 $237,742 
.65 year old $88,865 $102,139 $117,817 $13·6,355 

Notes: 
Interest rate is real after-tax rate of return. 
Base policy costs $274 for 40 year old and $1,007 for 65 year old. Policy with inflation protection and nonforfeiture benefit costs $770 for 40 year old and $2.305 for $65 year old.· 
The policy covers up to $100 per day in nursing home care, $80 per day in assisted liming facility care and $50 per day in home. care for up to four years. There is a 20 day elimination period. 
Age is age at initial purchase. 
Sources: Healtti Insurance Association of America, "Long-term Care Insurance in 1997-1998", March 2000 and OTA calculations. 



Comparison of Proposed MSA and Taxable Savings Account 

Interest Rate 
6% 7% 8% 9% 

Nominal I Real Nominal I Real Nominal I Real Nominal I Real 

Proposed MSA· 
Taxable Savings Account 

$1,156,623 
$713,814 . 

$608,071 
$489,920 

$1,460,244 $745,907 
$816,060 $553,027 

$1,858,706 $924,369 
$936,694 $626,967 

"$2,383,370 $1,156,623 
$1,079,307 . $713,814 

Notes: 
1 Nominal interest rate. 
Assumes 3 percent inflation and 36 percent marginal tax rate. 
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INTRODUCTION AND LEGISLATIVE BACKGROUND 

This document l prepared by the staff of the Joint Committee on Taxation, provides a comparison of the revenue 
provisions contained in H.R. 2990 as passed by the House and as amended by the Senate. 

H.R. 2990 was passed by the House on October 6, 1999. H.R. 2990 as passed by the House has two divisions. Division A is 
the "Quality Care for the Uninsured Act of I 999,H and Division B is the "Bipartisan Consumers Managed Care Improvement Act of 
1999." The bill, as amended by the provisions ofS. 1344 as amended by the Senate (the "Patients' Bill of Rights Plus Act"), was· 
passed by the Senate on OctobeL14, 1999. 

1 This document may be cited as follows: Joint Committee on Taxation, Comparison ofRevenue Provisions in HR. 2990, as 
passed by the House and the Senate (JCX-77-99), November 2, 1999. 
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ITEM HOUSE BILL SENATE AMENDMENT 

I. HEALTH CARE TAX RELIEF 
PROVISIONS 

A. Above-the-Line Deduction for Health 
Insurance Expenses (sec. 201 ofthe 
House bill) 

I· Provides above-the-line deduction for 
of health insurance costs, phased in: 
25% in 2002, 2003, and 2004; 35% in 

.2005; 65%in 2006; and 100% in 2007 
and thereafter. 

o Deduction available only if the 
taxpayer pays for at least 50% of the 
cost of the insurance . 

•. Effective [or years beglnn~~~~fte~ 
December 31, 2001. 

• Same as sec. 501 of the conference 
agreement for H.R. 2488.2 

No provision. 

~ ___ 

B. Accelerate 100-Percent Self­
Employed Health Insurance Deduction 
(sec. 202 of the House bill and sec. 501 of 
the Senate. amendment) 

• Increases self-employed health 
deduction to 100% beginning in 2001. 

• Provides that deduction is not available 
if individual participates in an 
employer-subsidized health plan. 

• Same as sec. 801 of the conference 
agreement for H.R. 2488, except for the 
effective date. 

• increases self-employed health 
deduction to 100% beginning in 2000. 

• No provision. (Retains present-law 
rule that deduction is not available if 
individual is eligible to participate in an 
employer-subsidized health plan). 

11- _______ _ 

2 H.R. 2488, the "Taxpayer Refund and Relief Act of 1999,". was vetoed by President Clinton on September 23, 1999. 
Legislative history for the provisions in H.R. 2488 may be found in H. Rept. 106-238 (July 16, 1999), S. Rept. 106-120 (July 23, 
1999), and H. Rept. 106-289 (August 4, 1999). 
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ITEM HOUSE BILL SENATE AMENDMENT 

C. Provisions Relating to Medical 
Savings Accounts ("MSAs") 

1. Expand availability of MSAs (sec. 
203 of the House bill and sec. 502 of the 
Senate amendment) 

• Makes MSAs pennanent and removes 
cap on number ofMSAs. 

• Allows all individuals covered by a 
high deductible plan to have an MSA. 

• Pennits both employer and employee 
contributions. 

• Allows MSAs to be offered In a 
cafeteria plan. 

• Low.ersminimumdeductible to $J,OOO-_ 
($2,000 for family coverage) and 
allows contributions up to deductible. 

• No provision. 

• No provision. 

• Effective for taxable years beginning 
after December 31, 2000. 

• Same as Section 503 of the House 
. version of H.R. 2488, except tha~ that 
bill did not extend MSAs to individuals 
not covered by an employer. 

• Same as House bill. 

• Same as House bill. 

• No provision. 

• No provision. 

!,---Same,as.House bilL --, 

.• Provides that the I5-percent additional 
tax on distributions not used for 
. medical purposes does not apply if the 
remaining account balance is at least 
equal to the deductible under the 
individual's high deductible plan. 

• Includes rules regarding the treatment 
of networked-based managed care plans 
as high deductible plans. 

• Generally effective for taxable years 
beginning after December 31, 1999. 

- 3 ­



------- - - ---

I ITEM 	 I HOUSE BILL I SENATE AMENDMENT I 
2. Permit MSAs to be offered under the No provision. • Permits MSAs to be offered under the 

FEHBP (sec. 503 of the Senate 
 FEHBP. 

amendment) 
 • 	 Effective for contract terms beginning 

after December 31, 1999. 

3. Preemption of laws regarding high No provision. • Provides that, notwithstanding any 

deductible plans (sec.lOl of the Senate 
 other provision of law, health issuers 

amendment) 
 may offer and eligible individuals may 

purchase high deductible plans. 
Provides that, effective for 4 years after 
the date of enactment, high deductible 
health plans are not required to provide 

~-- - -- ~-.- --- - ------------ ._-	 - ­
--- payIDent for any health care"liems' or 

-
/ services that are exempt from the plan's 

deductible. 

-4­



ITEM HOUSE BILL SENATE AMENDMENT 

D. Provisions Relating to Long-Term 
Care 

1. Above-the-line deduction for long­
term care insurance expenses (sec. 201 of ­
the House bill and sec. 602 of the Senate 
amendment) 

• Provides above-the-line deduction for a 
_percentage of eligible long-term care 
insurance costs (subject to present-law 
premium limitations). 

.. -Deductible percentage is 25% in 2002, 
2003, and 2004; 35% in 2005;65% in 
2006; and 100% in 2007 and thereafter. 

.. Deduction available only iftaxpayer 
_paysatJeast50%_ofthecostofth~___ 

coverage. 
• Effective for taxable years beginning 

after December 31, 2001. 
e Same as section 501 ofthe conference 

agreement for H.R. 2488. 

.. Provides above-the-line deduction for 
100 percent of eligible long-term care 
insurance costs. 

.. Deduction is not available if taxpayer 
eligible to participate in employer­
subsidized long-term care plan. 

• Deduction does not apply for self­
employment tax purposes. 

_ __ .____ _ 

• Effective for taxable years beginning 
after December 31, 1999. 

2. Permit long-term care to be offered as 
part of a cafeteria plan (sec. 204 of the 
House bill and sec. 601 of the Senate 
amendment) 

• Permits long-term care benefits to be 
offered under flexible spending 
arrangements and cafeteria plans. In 
the case of long-term care insurance, 
the benefit cannot exceed the present­
law premium limitations. 

• Effective beginning after December 31, 
2001. 

• Same as sec. 502 of the conference 
agreement for H.R. 2488. 

.. Permits long-term care benefits to be 
offered under cafeteria plans (present­
law premium limitations do not apply). 

• Effective beginning after December 31, 
1999. 

- 5 ­



ITEM HOUSE BILL SENATE AMENDMENT 

3. Additional personal exemption for • Provides taxpayers with an additional No provision. 
caretakers (sec. 205 of the House bill) personal exemption for an individual 

wh.o (1) is an ancestor of the taxpayer 
or the taxpayer's spouse (or the spouse 
of such ancestor), (2) has been certified 
as having long-term care needs, and (3) 
is a member of the taxpayer's 
household for the taxpayer's entire 
taxable year. 

• Effective for taxable years beginning 
after December 31, 2000. 

--. -Sanf<:fas--sec:SOJ oftlie-c6iifere
agreement for H.R. 2488,-except for the 
effective date. 

- - - -­ --- -­ - -­nce­

4. Study of long-term care needs (sec. 603 
of the Senate amendment) 

I No provision. Directs the Secretary of Health and 
Human Services to conduct a study onthe 
future demand for long-term services and 
long-term options for financing such 
servIces. 

- 6­



ITEM 	 HOUSE BILL SENATE AMENDMENT 


e 	Expands qualifying expenses to include No provision. 
Expenses Qualifying for Orphan Drug 
E. Expand Human Clinical Trials 

those expenses rel<l;ted to human 
Tax Credit (sec. 206 of the House bill) clinical testing incurred after the date 

on which the taxpayer files an 
application with the FDA for 
designation of the drug under section 
526 of the Federal Food, Drug, and 
Cosmetic Act as a potential treatment 
for a rare disease or disorder. 

e 	Effective for expenditures paid or 
incurred after December 31, 2000. 

-.- --------- -.----" -.-- - - ___ --0_____ . ---- -- - - ------------- ­ .-e--Sameassec-;-504-of-the-conference 

agreement for H.R. 2488, except for the 
effective date. 

- 7 ­



ITEM HOUSE BILL SENATE AMENDMENT 

F. Add Certain Vaccines Against 
Streptococcus Pneumoniae to List of 
Taxable Vaccines (sec. 207 of the House 
bill and sec. 810 of the Senate 
amendment) 

• Adds any conjugate vaccine against 
streptococcus pneumoniae to the list of 
taxable vaccines, effective day after 
CDC makes final recommendation for 
routine administration to (ihildren. 

• Reduces rate of tax for all vaccines· 
from 75 cents to 50 cents per dose, 
effective for sales after December 31, 
2004. 

• Requires GAO report regarding the 
. operation and management of the 
~ Vaccine' Trust-Fund;-­ - ­ ---- ­ - .
• Substantially identical to sec. 505 of 

the conference agreement for H.R. 
2488. 

• Adds imy conjugate vaccine against 
streptococcus pneumoniae to the list of 
taxable vaccines, effective day after 
CDC makes final recommendation for 
routine administration to children. 

. -­ -- -­ -­

- 8 ­



ITEM HOUSE BILL SENATE AMENDMENT 

G. Credit for Clinical Testmg Research 
Expenses Attributable to Certain 
Qualified Academic Institutions (sec. 208 
of the House bill) 

• Taxpayer may claim a 40% credit for 
qualified medical research expenditures 
made with respect to certain human 
clinical testing Of any drug, biologic, or 
medical device. The credit would apply 
to qualified medical research 
expenditures in excess of a base period 
amount. 

• Qualified medical research 
expenditures are only those amounts 
paid to certain academic institutions . 

.• -Effective for taxable-years beginning -­
after December 31,2000. 

• Same as sec. 1334 of the conference 
agreement for H.R. 2488, except for the 
effective date. 

INo provision. 

H. Application of Patients' Bill of Rights 
to Group Health Plans (sec. 1401 of the 
House bill and sec. 102 of the Senate 
amendment) 

• Imposes an excise tax with resp~ct to 
group health plan failures to comply 
with the patients' rights provisions of 
the bill. . 

• Generally effective for plan years 
beginning on or after January 1,2001. 

• Imposes an excise tax with respect to 
group health plan failures to comply 
with the patients' rights provisions of 
the bill. 

• Generally effective with respectto plan 
years beginning on or after January 1 of 
the second calendar year following the 
date ofenactment. 

- 9 ­



ITEM HOUSE BILL SENATE AMENDMENT 

I. Right to Information About Plans and 
Providers (sec. 111 (b) of the Senate 
amendment) 

No sepanite provision. (The patients' bill 
of rights provisions in the bill, see item 
lIl.H., above, include requirements that 
plans provide certain information to 
participants. ) 

• .Imposes an excise tax with respect to . 
group health plans that fail to provide 
participants with certain information 
regarding the plan. 

• Effective one year after the date of 
enactment. 

1. Women's Health arid Cancer Rights 
(sec. 201 of the Senate amendment) 

--­ .-~--

No provision;·.·. • Imposes an'excise tax with respect to 
group health plans that fail to meet . 
certain requirements relating to 
coverage for minimum hospital stays 

__ f9!}!lastect9I!1i~§ and l)'l!lp_h node 
dissections for the treatment of breast 
cancer and coverage for secondary 
consultations . 

• ' Effective on the date of enactment. 

K. Genetic Information and Services No provision. • Imposes an excise tax with respect to 
(sec. 303 of the Senate amendment) woup health plans that fail to meet 

certain requirements prohibiting. 
discrimiriation on the basis ofgenetic 
information or services. 

• Generally effective with respect to plan 
years beginning one year after the date 
of enactment. 

- 10­



ITEM HOUSE BILL SENATE AMENDMENT 

L. Carryover of Unused Benefits from 
Cafeteria Plans and Flexible Spending 
Arrangements ("FSAs") (sec. 504 ofihe 
Senate amendment) 

No provision .. • 

• 

• 

Up to $500 of unused health or 
dependent care benefits can be carried 
forward annually under a cafeteria plan 
9r FSA. 
Amounts carried forward can be paid to 
the participant, rolled over to a section 
401 (k) plan or. similar arrangement or 
an MSA. 
Effective for taxable years beginning 
after December 31, 1999. 

_.. lI._IN.l)J:vIl)QAL_RE....J~MENT.__ _1 __ _ 

ARRANGEMENTS 

A. Increase Income Limitation on Roth No provision. 
IRA Conversions (sec. 701 of the Senate 
amendment) 

• 	 Increases the AGI limit on conversions 
of traditional IRAs.to Roth IRAs from 
$100,000 to $1,000,000 for single and 
joint filers. 

• 	 Effective for taxable years beginning 
after December 31, 1999. 

• 	 Similar to sec. 302 ofthe Senate 
version ofH.R. 2488, except for the 
effective date. 

- 11 ­



ITEM HOUSE BILL SENATE AMENDMENT 

III. REVENUE OFFSET 
PROVISIONS 

A. Modify Foreign Tax Credit Carryover I No provision. • Reduces the carryback period for 
Rules (sec. 801 ofthe Senate amendment) excess foreign tax credits from two 

years to one year. 
• Extends the excess foreign tax credit 

carryforward period from five years to 
seven years. 

• Effective for foreign tax credits arising 
in years beginning after December 31, 
2001. 

• Same as sec'-T30T ofthe-Senate version 
ofR.R. 2488, except for the effective 
date. 

B. Limitation on Use ofNonaccrual No provision. • Limits use of the nonaccrual method to 
Experience Method of Accounting (sec; receivables from the provision of 
802 of the Senate amendment) qualified personal services. 

• The effect of ch(lnge in method to be 
taken into account over a period of up 
to 4 years. 

• Effective for taxable years ending after 
the date of enactment. 

• Same as sec. 1509 of the conference 
agreement for H.R. 2488. 

- 12 ­



1 ITEM HOUSE BILL SENATE AMENDMENT 

C. Expand Reporting on Cancellation of 
Indebtedness Income (sec. 803 of the 
Senate amendment) 

I No provision. • Requires information reporting on 
indebtedness discharged by any­
organization a significant trade or 
business of which is the lending of 
money. 

• Effective with respect to discharges of 
indebtedness after December 31, 1999. 

• Same as sec. 1501 of the conference 
agreement for H.R. 2488. 

D. Extension of IRS User Fees (sec. 804 
oftheBenale.amepd.mevt) 

No provision . • Extends the statutory authorization for 
.... __ -- -­ . 

--'
IRS user fees through September 30, 

1- 2009~-'-- -
• Effective for requests made after 

September 30, 2003. 
• Same as sec. 1502 of the conference 

agreement for H.R. 2488. 

E. Property Subject to a Liability under 
Section 357(c) (sec. 805 of the Senate 
amendment) 

No provision. • Modify the rules regarding when a 
corporation. is treated as assuming a 
liability, a:nd limit a corporation's basis 

property that secures .the liability. 
• This provision was included in H.R. 

435, the Miscellaneous Trade and 
Technical Corrections Act of 1999, 
which was signed into law on June 25, 
1999 (P.L. 106-36). 
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ITEM 	 HOUSKBILL SENATE AMENDMENT 
..~ 

F. Charitable Split-Dollar Life Insurance No provision. • . Restates present law by denying a 
(sec. 806 of the Senate amendment) charitable contribution deduction for a 

transfer to a charity if the charity 
directly or indirectly pays or paid any 
premium on a life insurance, annuity or 

_/ 

endowment contract in connection with 
the transfer, and any direct or indirect 
beneficiary under the contr!lct is the 
tI"ansferor, any member of the 
transferor's family, or any other 
noncharitable person chosen by the 

-- --- - ---	 _ .. ­ .. transferor. 
• 	 Imposes an excise tax on the charity, 

equal to the amount of the premiums 
. paid by the charity, if the premiums are 

paid in connection with a transfer for 
which a deduction is not allowable. 

• 	 Requires a charity to report annually to 
the Internal Revenue Service the 
amount of premiums subject to this 
excise tax and information about the 
beneficiaries under the contract. , 

• 	 Generally effective after February 8, 
1999. 

• 	 Same as sec. 1510 of the conference 
agreement for H.R. 2488. 
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ITEM 	 HOUSE BILL SENATE AMENDMENT I 	 J 
G: Treatment of Excess Pension Assets No provision. • Extends through September 30,2009, 
Used for Retiree Health Benefits (sec. 807 the present-law provision permitting 
of the Senate amendment) qualified transfers of excess defined 

benefit pension plan assets to provide _ 
retiree health benefits. 

• 	 Effective for transfers occurring after 
December 31, 2000, and before 
October 1, 2009, replaces the present-
law minimum benefit requirement by a 
minimum cost requirement. 

o 	 Same as sec. 1507 of the conference 
- -- - -- -- 1-- __ agreement for U.K. 24~~sx.c.~pt JQ.r_th~_ 

effective date with respect to the 
minimum cost requirement. 

~~-.-.-
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ITEM HOUSE BILL 	 SENATE AMENDMENT I I 	 I I 

H. Impose Limitation on Pre funding No provision. • Limits the present-law exception to the 

Certain Employee Benefits (sec. 808 of 
 deduction limit for 10-or-more 

the Senate amendment) 
 employer plans to plans that provide 

only medical benefits, disability 
benefits, and qualifYing group-term life 
insurance benefits. ' 

• 	 An excise tax is imposed on the 
employer if any portion of a welfare 
benefit fund attributable to 
contributions that are deductible under 
the lO-or-more employer rule is used. 

1- .,------ ~--- . -- .-~-, ...' ---- -- - --- >_. ---. - _. fora PJ.trPos~_m:h~rthan the. ~u_rpose for . 
which the contributions were made . 

• ' Effective with respect to contributions 
paid or accrued after the date of 
enactment, in taxable years ending after 
such date. 

• 	 Substantially identical to sec; 1503 of 
the conference agreement for H.R. 
2488, except-for the effective date. 
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ITEM 	 HOUSE BILL SENATE AMENDMENT I I 	 I I 

I. 	Modify fustallment Method and 

Prohibit its Use by Accrual Method 
Taxpayers (sec. 809 of the Senate _ 
amendment) 

No provision. 

/ 

--	 -- -- ... ­-~-
.~----- ---~---'-- . ..- - -. ---~. ­ - - -- - -- .. - -- ----­ .. agreement fOLH.R. 2488. 

• 	 Prohibits use of installment method if 
the sale would otherwise be reported 
under an accrual method of accounting. 

• 	 Any arrangemenUhat gives the 
taxpayer the right to satisfy an 
obligation with an installment note is 
treated as a pledge of the installment 
note. 

• 	 Effective for sales after the date of 
enactment. 

• 	 Same as sec. 1508 of the conference 
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MSA Tax Shelter Examples 

• 	 An individual with $200,000 in adjusted gross income and with a pension would not be 
permitted to make deductible contributions to a traditional Individual Retirement Account 
(IRA) nor contributions to a Roth IRA: under current law. 

I 

I 

• 	 Under current law, this same individual could contribute up to $3,488 (indexed) to a Medical 
Savings Account (MSA) each year if 60vered under a high deductible family health insurance 
plan. Ifhe or she were to contribute the maximum for forty years and made no withdrawals; 
the account would grow to.$I,093,049, assuming a 7 percent rate of return, 

• 	 Under the proposal, this individual cohld contribute up to $4,650 (indexed) to an MSA each year. 
By contributing the maximum each y~ar and under otherwise similar assumptions, he or she 
could accumulate $1,460,244 over a forty year period. The full $1,460,244 could be used to 
pay medical expenses. Alternatively,ifunds could be withdrawn for any other purpose. For 
example, after paying taxes, the remaining $934,556 could be used to buy a boat. .' 

" . 
! 

• 	 In contrast, if an equivalent amount of (before tax) income were used to fund a t~xable savings 
account and assuming a 36 percent marginal tax rate, the account would accumulate only 
$816,060 by the end of forty years. : 

• 	 Using similar assumptions, an eligibl~ individual who wereto contribute the maximum each year 
to an IRA could accumulate $427.,21~. Ifboth spouses were to fund to the maximum, they 
could accumulate twice that amount, $854,438 in IRAs. By funding both MSAs and IRAs to 
the maximum, a couple could accumulate $2,314,682 in these tax preferred accounts in 
addition to any tax preferred pension :saving. , 

I . 

• 	 Higher (lower) rates of return would produce higher (lower) accumulations. See table. 

" 

~ 


