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Jury Still Out on Tax Credits to Cover the Uninsured

Few Workers Sign Up for Trade Act Initiative Despite
Innovative Electronic Payment System

New York City, April 1, 2004—There have been few takers as yet for a 2002 federal law
offering certain unemployed workers tax credits to help them buy health insurance, a new
Commonwealth Fund/Nathan Cummings Foundation study finds. Although enrollment
likely will increase over time, some provisions of the law may be barriers to participation,
the study’s authors say.

The new report, which analyzes the Health Coverage Tax Credits (HCTC) program created
by the 2002 Trade Act, shows that just 3.6% of 235,000 potentially eligible workers—a total
of 8,400—were enrolled at the end of 2003. Additional eligible workers will take the tax
credit when they file their 2003 income tax. That number will be reported by the
administration in June. At this early point in the program, say report authors Stan Dorn and
Todd Kutyla of the Economic and Social Research Institute (ESRI), the precise causes of
this low rate of uptake are unclear, as is its future persistence. But, they say, barriers to
enrollment that may need to be addressed include premiums that appear to be too high for
many unemployed workers, even with a tax credit, and requirements that laid-off workers
“front” one or more months of premiums in full before the advance tax credit kicks in.

In addition, Health Coverage
Tax Credits Under the Trade
Act of 2002 notes concerns
about the state-based health
plans for which credits may
be used, finding that benefits
are often limited and that
women, middle-aged and
older workers, and
individuals with prior health
problems are frequently
asked to pay significantly
more than young, healthy
men purchasing the same
coverage.

Figure 1. Median 35% Annual Premium Payment for
One Insured in the Most Generous State-Qualified
Plan, by Coverage Type, Age, Gender, and Risk*
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* Fifteen surveyed states, November 2003—-December 2003.
Source: S. Dorn and T. Kutyla, Health Insurance Tax Credits Under the Trade Act of 2002,
The Commonwealth Fund, April 2004.
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On the positive side, say the authors, the program has developed an impressive electronic
system for advancing income tax credit payments to beneficiaries through an innovative
federal/state/private partnership; most beneficiaries have access to state health plans for which
credits can be used; and officials have been remarkably responsive in addressing emerging
problems.

The study provides some of the first published data on the impact of fully refundable and
advanceable federal income tax credits for health insurance. The issue is especially
important as many policymakers in both political parties consider tax credits as a solution to
the growing problem of uninsured Americans. For example, both President Bush and
Senator Kerry propose using tax credits to cover various groups of uninsured.

“Refundable, advanceable tax credits to cover the uninsured are a new experiment, which
will bear close watching to determine if barriers to enrollment can be overcome,” said
Commonwealth Fund President Karen Davis. “Tax credits have been an integral part of
many proposals to reduce the numbers of uninsured, so it’s particularly important to monitor
how well the system works and learn the most effective ways of structuring such credits.”

Trade Act HCTCs pay 65% of premiums for health insurance coverage of workers who lose
their jobs because of international trade and certain early retirees who lose pensions due to a
company’s bankruptcy. They are fully refundable, meaning they may be claimed in full by
all eligible individuals, regardless of whether they owe federal income tax. HCTCs may be
used to buy qualified insurance, which includes COBRA coverage and state-arranged insurance.
The credits are also advanceable, which means the beneficiary does not have to put up the
money first and wait to file annual tax forms before receiving the credit. Rather, the HCTC
can go directly to the insurer when monthly premiums are due, making it much more
affordable. Alternatively, the beneficiary can wait to claim the HCTC as a refund of health
insurance payments on annual income tax forms. The number of HCTC recipients thus may
increase significantly when such forms are filed later this month. This is the first time in a
decade federal income tax credits have been used for health coverage.

The report’s analysis of enroliment in the HCTC program as of December 2003 found the
proportion of potential eligibles who enrolled in advance payment ranged from zero in the
District of Columbia and Wyoming, to up to 10.1% in Maryland. (See chart.)

But the study also notes a series of successes, including:
e The interagency HCTC team and its contractors met the statutory deadline of August
1, 2003 to have advance payment up and running, a significant accomplishment as
no similar payment system had existed before.
e By the end of 2003, state-based coverage was available in 26 states and the District
of Columbia, representing three-fourths of all projected eligible workers.



While enrollment will certainly increase as officials gain experience with this program and
those eligible for assistance learn about it, policy changes may be needed to overcome

Despite the challenges of multiple federal agencies working together, officials
successfully developed program infrastructure through a federal-state-private

partnership, using an electronic system for exchanging information and payments,

and repeatedly adjusting the program to solve emerging problems.

certain obstacles to participation, the study’s authors note. For example:

For many beneficiaries, premiums are unaffordable, even with credits covering
65%0 of the cost. For unemployed workers and early retirees receiving HCTCs, their
35 percent premium share averages $1,713 a year for single coverage. By contrast,
American employees receiving a paycheck contribute, on average, only $508 a year

for single coverage furnished by their employers.

Enrollees must pay full premiums before advance payment begins. To obtain
advance payments, beneficiaries must first enroll in a qualified health plan and pay
the full premium for one or more months. While reimbursement for such payments is
available after annual tax forms are filed, many laid-off workers and early retirees
can’t afford monthly health insurance premiums based on the hope of future refunds.
Outreach methods may be ineffective for many potentially eligible enrollees.
Outreach consists mainly of mailing potentially eligible individuals a detailed and
complex 20-page booklet, which may be difficult for many in the target population

to understand.

Trade Act Implementation by State, December 2003

Total Number Proportion Total Number Proportion
Potentially Enrolled in  of Potential Potentially  Enrolled in  of Potential
Eligible Advance Eligibles Eligible Advance Eligibles

State Workers Payment Enrolled State Workers Payment Enrolled
Alaska 135 w ki Montana 342 16 4.7%
Alabama 4,800 82* 1.7% North Carolina 15,233 965* 6.3%
Arizona 1,804* 36* 2.0% New Mexico 449* & &
Arkansas 1,541* 18* 1.2% North Dakota 64 * *
California 9,301 245 2.6% Nebraska 371 11* 3.0%
Colorado 2,171 28* 1.3% Nevada 771 10* 1.3%
Connecticut 2,766 37* 1.3% New Hampshire 1,226 15* 1.2%
Delaware 386 13 3.4% New Jersey 6,575 56* 0.9%
Washington, DC 81 0 0.0% New York 10,724* 326 3.0%
Florida 11,668 283 2.4% Ohio 16,106 471 2.9%
Georgia 8,144* 56 0.7% Oklahoma 2,554 16 0.6%
Hawaii 545 * * Oregon 1,804 50* 2.8%
Idaho 1,565 37 2.4% Pennsylvania 23,674 1,869 7.9%
lowa 1,815* 40* 2.2% Puerto Rico 1,009* 0 0.0%
Illinois 12,479 304* 2.4% Rhode Island 490 & &
Indiana 9,978 547 5.5% South Carolina 4,221 46* 1.1%
Kansas 1,759 19 1.1% South Dakota 82 w *
Kentucky 3,996 89* 2.2% Tennessee 8,140* 212* 2.6%
Louisiana 889 ks o Texas 8,696* 62* 0.7%
Massachusetts 5,143 29* 0.6% Utah 1,241 * *
Maryland 4,816 485* 10.1% Virginia 7,593 400* 5.3%
Maine 1,924 109* 5.7% Vermont 316 * *




Michigan 7,661 454 5.9% Washington 6,037* 123* 2.0%

Minnesota 3,422 206 6.0% West Virginia 2,882 125* 4.3%
Missouri 7,131 192 2.7% Wisconsin 6,377 94* 1.5%
Mississippi 1,750 24 1.4% Wyoming 69* 0 0.0%

Total 234,742 8,371 3.6%

Notes: (1) The column listing eligible workers includes laid-off workers and early retirees who were identified by state workforce agencies or the Pension Benefit Guaranty
Corporation as potentially eligible for HCTCs and were mailed HCTC Program Kits. (2) The numbers of eligible and enrolled individuals do not include dependents of
eligible workers, who also qualify for HCTCs, in most cases. (3) ,Some of the columns do not add up to the stated totals. That is because, to protect individuals’ privacy, the
IRS does not disclose the number of people in a given state and category if the number is between 1 and 9, inclusive. Asterisks (*) indicate the presence of these
nondisclosed numbers. An asterisk attached to a particular number means that the number is an understatement by an undisclosed amount. A cell consisting entirely of an
asterisk means that the true number of salient individuals is between 1 and 9.

Source: HCTC program, January 2004. Calculations by ESRI, February 2004.

For more detailed information, see the full report.

The Commonwealth Fund is a private foundation supporting independent research on health and social issues.
To read or download publications, visit our website at www.cmwf.org.
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