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Limited Take-Up of Health Coverage
Tax Credits: A Challenge to
Future Tax Credit Design

StaAN DORN, JANET VARON, AND FOUAD PERVEZ

ABSTRACT: The Trade Act of 2002 created federal tax credits to subsidize health
coverage for certain early retirees and workers displaced by international trade.
Though small, this program offers the opportunity to learn how to design future tax
credits for larger groups of uninsured. During September 2004, the most recent
month for which there are data about all forms of Trade Act credits, roughly 22 per-
cent of eligible individuals received credits. The authors find that health insurance tax
credits are more likely to reach their target populations if such credits: 1) limit pre-
mium costs for the low-income uninsured and do not require full premium payments
while applications are pending; 2) provide access to coverage that beneficiaries value,
including care for preexisting conditions; 3) are combined with outreach that uses
easily understandable, multilingual materials and proactive enrollment eftorts; and
4) feature a simple application process involving one form filed with one agency.

* * * * *

Introduction

The Trade Act of 2002 created Health Coverage Tax Credits (HCTCs) to
subsidize health coverage for two groups: certain early retirees who receive
assistance from the Pension Benefit Guaranty Corporation (PBGC) and
workers who are displaced by international trade and receive Trade Adjust-
ment Assistance (TAA). The tax credits pay 65 percent of premiums for
qualified health coverage, which primarily consists of COBRA plans spon-
sored by former employers and private insurance oftered by state arrangement.
The federal income tax credits are fully refundable—that is, they are available
in full to eligible households, including those with little or no tax liability. At
the beneficiary’s option, the credit is either paid in advanceable form directly
to the insurer each month, when premiums are due, or goes to the taxpayer

after the end of the year based on the taxpayer’s federal income tax form.
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Although the HCTC program targets a rela-
tively small population, it ofters a unique opportunity
to glean lessons about the design of tax credits for
other uninsured populations. This issue brief ana-
lyzes a well-known problem with the HCTC pro-
gram—namely, that many eligible individuals have
not participated—and explores how future tax cred-
its could be designed to overcome this problem.'
In the past, a broad range of leaders, including both
major presidential candidates in 2004, have proposed
using tax credits to subsidize coverage for millions of
low- and moderate-income uninsured. The effective-
ness of such proposals may hinge in large part on
policymakers’ ability to learn from the HCTC expe-
rience and improve the design of future tax credits.

(Note: This issue brief summarizes the
authors’ more detailed research report, Limited
Take-Up of Health Coverage Tax Credits and the
Design of Future Tax Credits for the Uninsured,
which is available at http://www.esresearch.org/
documents 1-05/HCTC TakeUp.pdf. While key

sources are cited in the issue brief, the longer

report includes full sources and more in-depth
analysis. For readers unfamiliar with the HCTC
Program, the report also includes Appendices that

explain key details of program operation.)
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Enrollment Lower Than Expected,
More Than Sometimes Portrayed
Based on tax expenditure data, enrollment in HCTC:s
is about one-third of the level anticipated when the
Trade Act passed. In July 2002, the Congressional
Joint Committee on Taxation (Joint Tax) estimated
that credits would total $399 million in 2004, $452
million in 2005, $470 million in 2006, and increasing
amounts in later years. In February 2005, the U.S.
Oftice of Management and Budget (OMB) gave
actual and estimated totals for the HCTC program
at roughly one-third the projected levels: $120 mil-
lion in 2004, $150 million in 2005, $140 million
in 2006, and subsequent rising amounts. (Figure 1).
Despite this gap between expectations and
performance, the take-up rate for HCTCs is
higher than is sometimes stated. In July 2005, out
of an estimated 234,000 potentially eligible work-
ers and retirees, only 15,640, or 6.7 percent, had
completed registration and were receiving advance
benefits or would receive advance benefits when
they made a payment. Although a number of
respected analysts have suggested a corresponding
take-up rate in the neighborhood of 6 percent,’
the actual take-up rate for HCTC is significantly

above that level, for two reasons. First, while

Millions of dollars

Figure 1. Health Coverage Tax Credit Expenditure Costs:
July 2002 Projections vs. February 2005 Estimates and Projections

—@§— July 2002 Joint Tax projections

——— February 2005 OMB estimates and projections
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Note: The February 2005 numbers combine the revenue and outlay effects identified by the Office of Management and Budget (OMB).

Sources: Congressional Joint Committee on Taxation, Estimated Budget Effects of the Revenue Provisions Contained in the Conference Agreement for
H.R. 3009, The Trade Adjustment Assistance Reform Act of 2002, July 29, 2002, JCX-84-02, http://www . house gov/jct/x-84-02 pdf; U.S. Office of
Management and Budget, Analytical Perspectives on the Budget, 2006, February 2005, http://www. whitehouse.gov/omb/budget/fy2006/pdf/spec.pdf.
Calculations by the Economic and Social Research Institute (ESRI), May 2005.
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234,000 individuals were identified as potentially
eligible because they received PBGC or TAA assis-
tance, many were actually ineligible because they
had other health coverage that precludes HCTC
eligibility, such as Medicare or insurance heavily
subsidized by a spouse’s employer. Based on the
Government Accountability Oftice’s (GAO)
description of Internal Revenue Service (IRS)
survey results, such disqualification from HCTC
may affect roughly half of individuals who do not
use advance payment despite being identified as
potentially eligible.’

Second, individuals who take up HCTCs
include, in addition to advance payment recipients,
households that receive the credits only at the end
of the year, through claims on their federal income
tax forms. For 2003, approximately 13,000 house-
holds that had not received advance payment
obtained HCTCs via such end-of-year tax filings."
According to recent IRS data, tax returns claiming
year-end HCTCs for 2004 are 5.5 percent below
2003 levels.” If that same reduction applies to valid
claims by taxpayers who did not receive HCTC
advance payment during 2004, then approximately
11,900 such households could obtain end-of-year
HCTCs for 2004.°

September is the most recent month in 2004
tor which advance payment data are publicly avail-
able.” In that month, nearly 13,600 households
received advance payment of HCTC. Adding the
approximately 11,900 households that may have
received end-of-year HCTCs for 2004 without
participating in advance payment, as many as
25,500 workers may have received the credit in
some form applicable to September 2004. For that
month, IRS received the names of 222,000 work-
ers who received TAA or PBGC assistance and so
potentially qualified for the credit. If, as suggested
by GAQ, roughly half of these workers who did
not use advance payment were ineligible for the
credit because they were enrolled in disqualifying
coverage, then approximately 118,000 households
qualified for the credit. With 25,500 households

obtaining the credit in some form, the resulting
take-up rate for HCTC was approximately 22 per-
cent in September 2004.

Publicly available data thus allow, for the first
time, an estimate of the HCTC take-up rate that
a) excludes from the pool of potentially eligible
individuals those who in fact are ineligible because
they have disqualifying coverage and b) includes
both advance payment participants and recipients
of end-of-year tax credits. However, in assessing
the significance of this estimate, two caveats are
important. First, it is only a rough approximation;
GAO’s survey description is the only known evi-
dence of the proportion of names sent to IRS that
is ineligible for the program. The underlying sur-
vey has not been made publicly available, so it is
impossible to assess its reliability.

Second, the HCTC program, which is quite
novel in its approach to health coverage, is still rel-
atively new. Advance payment began operation in
August 2003, slightly more than two years ago.
Over time, advance payment enrollment has
increased from 8,374 in December 2003 to 13,562
in September 2004 to 15,640 in July 2005. As
health plans, government officials, and eligible
individuals grow increasingly familiar with the
credit, enrollment could continue to increase in
the future. Nevertheless, if the program continues
on its current course, a dramatic spike in future
enrollment would be surprising.

By contrast, the State Children’s Health
Insurance Program (SCHIP) was less novel,
because it built on earlier program infrastructure
developed by Medicaid. It is therefore unclear
whether SCHIP can fairly be used as a benchmark
tor HCTC enrollment. SCHIP had a 43.5 percent
take-up rate in its first year (1998), 53.9 percent by
its third year (2000), and 60.4 percent by its fifth
year (2002).°

Key Causes of Low Take-Up
To date, no rigorous, controlled studies have iso-

lated the relative importance of each factor that



impedes enrollment in the HCTC program.
According to many state officials and stakeholders,
however, the most important obstacle to enroll-
ment is that many potentially eligible workers and
retirees cannot afford to pay their 35 percent share
of premiums.’

Another important reason for low take-up is
that applicants are frequently required to pay one
to three months of premiums, in full, before the
start of advance payment. That is because, under
the statute, enrollment in a qualified plan is
required for HCTC eligibility, and IRS typically
requires one to three months to process applica-
tions for advance payment. While beneficiaries can
claim end-of-year tax credits to reimburse 65 per-
cent of these initial payments, many workers lack
the disposable income needed to make full pre-
mium payments “up front.”” As of September 2005,
only 12 states, which together included 39 percent
of potentially eligible workers, operated “gap-
filler” programs that paid 65 percent of premiums
while workers waited for their advance payments
from IRS.

In addition, many potentially eligible benefi-
claries experience coverage gaps of 63 days or
more before attempting to enroll in a state-based
HCTC plan. Under the HCTC statute, state-based
plans can deny coverage of such beneficiaries’ pre-
existing conditions for up to 12 months.
According to observers in a number of states, laid-
oft workers and early retirees with preexisting
conditions almost always regard coverage that
excludes those conditions as providing little value
and thus choose not to enroll.

Enrollment has also been hindered by limi-
tations in IRS’ approach to outreach. To their
credit, officials have taken important steps to edu-
cate potential beneficiaries. For example, the IRS
sent three mailings to encourage end-of-year
HCTC claims for 2003 (though this was not
repeated for 2004); officials from IRS and the U.S.
Treasury Department have participated in HCTC

educational events across the country; and most
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important, IRS regularly mails HCTC Program
Kits, which explain the program in detail, to
everyone identified by PBGC or a state workforce
agency as potentially qualifying for the credit.

However, several factors have limited the
effectiveness of these eftorts. According to a recent
analysis of outreach to individuals eligible for new
Medicare prescription drug subsidies, consumer
education materials should be written at no more
than a fifth-grade reading level.” The HCTC
Program Kit, the main educational tool for
advance payment, is written at an eighth-grade
reading level, making it difficult for some to
understand. In addition, the kit is not mailed in
languages other than English.

Even if outreach materials were improved,
another key barrier would remain: namely, the
IRS’s two-step enrollment process, in which the
agency first provides potentially eligible individuals
with HCTC information and then hopes that
those receiving the information will later submit
an application. This is the approach most often
used by other health coverage programs, like
Medicaid and the State Children’s Health
Insurance Program (SCHIP). Much more effective,
however, would be a one-step process where IRS
(or an agency working with IRS) proactively con-
tacted potentially eligible individuals and, during a
single interaction, both educated them about avail-
able benefits and allowed them to submit a com-
plete application. (As this strategy is novel in its
application to health coverage subsidies, it would
not be fair to criticize IRS or the Treasury
Department for failing to employ this approach in
the past, although it may be important to consider
incorporating this strategy into future tax credit
programs or a renewed effort to expand HCTC
enrollment via IRS community partners.) To illus-
trate the importance of such proactive outreach,
the IRS National Taxpayer Advocate Service
(TAS) found that when TAS staff initiated tele-
phone contact to assist individuals with challeng-
ing IRS audits of Earned Income Tax Credit
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claims, as many as 67 percent received favorable
awards. By contrast, when TAS staft provided assis-
tance without making such telephone calls, only
38 percent obtained favorable awards."

In-person outreach events could likewise be
structured to help potentially eligible individuals
apply and enroll on the spot. The early months of
the HCTC program saw Maryland achieve signifi-
cantly higher take-up rates than any other state,”
largely because a list of all the state’s PBGC recipi-
ents was loaded onto health plan officials’ laptops,
allowing in-person registration and immediate
enrollment at consumer information events. Since
then, federal officials’ application of privacy
requirements has prevented further use of this
strategy in Maryland and other states. Instead, in-
person events can only educate potential benefici-
aries, who must later apply on their own.

Another barrier to enrollment in advance
payment HCTC is that the process is complex and
time-consuming. Applicants must apply to between

three and five public and private entities and frequently

must deliver to one or more of these entities hard-
copy documents issued by the others (Table 1).

At an equally basic level, applicants may have
difficulty identifying the state-qualified plans for
which the credits can be used. Such difficulties can
prevent otherwise eligible households from receiv-
ing HCTGCs, since IRS does not pay the credit
unless an applicant demonstrates enrollment in a
qualified health plan.

IRS educational materials and the HCTC
consumer call center direct workers to the IRS
Web site for information about state-qualified
plans, including such plans’ telephone numbers and
Web addresses. The IRS Web site, however,
includes incomplete information and broken links.
Between May 24 and June 16, 2005, researchers
from the Economic and Social Research Institute
(ESRI) found the following:

e For 57 insurers then listed as offering state-
qualified coverage, 21 listings (37%) did not
include Web addresses, and one had a non-

functioning Web address.

Table 1. Applications Required for Potential Beneficiaries
to Enroll in HCTC Advance Payment

Applicant’s Circumstances Place/Purpose of Required Applications

U.S. Dept. State State
Was the of Labor (for workforce gap-filler Health Total
layoff Does state a finding PBGC agency (for program IRS plan (to number of
certified rmn a of trade- (to start finding the (to receive (to start enroll into public and
Basis of as trade- gap-filler impacted PBGC worker gap-filler advance qualified private
eligibility impacted? program? layoffs) payments)  TAA-eligible)  subsidies) payment) coverage) agencies
PBGC n/a Yes X X* X* X* 4
No X X* X* 3
TAA Yes Yes X X* X* X* 4
No X X* X* 3
No Yes X X X* X* X* 5
No X X X* X* 4

* As part of these particular applications, hard copies of documents issued by other agencies listed in this table are required in some or all states.
Note: Applications to gap-filler programs are required only if workers seek gap-filler assistance before the start of advance payment.

Source: Stan Dorn, Janet Varon, and Fouad Pervez, Limited Take-Up of Health Coverage Tax Credits and the Design of Future Tax Credits for the
Uninsured, ESRI and Northwest Health Law Advocates. October 2005. http://www.esresearch.org/documents 1-05/HCTC TakeUp.pdf.
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e QOut of 35 insurers with a direct link from
the IRS site:"

— Only five (or 15%) included any infor-
mation about HCTC on the Web page
called up by following the link.

— For 20 insurers (57%), a viewer could not
identify the HCTC-qualified health plan
despite viewing all potentially pertinent
links visible from that initial Web page
and searching the plan’s Web site for all
terms related to HCTC.

When researchers called phone numbers for
the 57 insurers listed on the IRS site:

e For only 20 of the 57 insurers (35%), the
person answering the phone could identify
the HCTC-qualified plan.

e For 12 insurers (21%), two or more transfers

were needed to find such an employee.

e For 10 plans (18%), no employee could be
found to identify the insurer’s HCTC-quali-
fied plan.

This problem, which policymakers did not
anticipate while they were adopting the Trade Act,
highlights the importance of providing program
administrators with the flexibility and capacity
necessary to address unforeseen problems. If, for
example, the HCTC statute had given federal
agencies broad authority to impose reasonable
conditions on health plan participation, officials
could have required each state-qualified insurer to
give IRS a link to a Web page 1dentifying the
insurer’s HCTC-qualified plan.

Worker and Program Characteristics
Affecting Enroliment

Certain characteristics of HCTC-eligible individu-
als, as well as the HCTC program itself, influence
enrollment. The following factors make it less
likely that eligible individuals will enroll, compared

with other uninsured populations that could
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become the focus of future tax credit expansion
eftorts:

e The belief held by many laid-oft workers,
probably including some TAA beneficiaries,
that they will soon be rehired and thus do

not need health coverage assistance.

e The significant loss of income experienced
by many of those eligible for HCTC, partic-
ularly laid-off workers receiving TAA. Some
of these individuals must continue paying for
fixed financial obligations they incurred while
employed. This can lower the amount of
discretionary income that is available to pay
their share of insurance premiums, compared
with other low-income people who did not

previously have significantly higher incomes."

e The age of eligible individuals, especially
early retirees receiving PBGC payments.
This is a factor because premium costs for
state-qualified coverage (hence the amount
of the beneficiary’s 35 percent premium

share) can rise with age.

e The complexity of HCTC, specifically the
credit’s interaction with TAA and PBGC—
benefit systems run by different state and
tederal agencies, each with its own compli-
cated rules, procedures, and policy goals. A
future tax credit without such linkages could

perhaps be structured more simply.

On the other hand, several factors make
enrollment more likely for HCTC-eligible indi-

viduals than for many other groups of uninsured:

e Eligibility for HCTC is not limited to low-
income households. Many displaced workers
and early retirees have working spouses, for
example; and many PBGC recipients supple-
ment their pensions with earnings from new

employment.

e Potential HCTC beneficiaries may attach a
particularly high value to health coverage,
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compared with some other groups of unin-
sured individuals. HCTC-eligible individuals
(particularly PBGC-related HCTC benefici-
aries, who are 55 to 64 years old) tend to be
older than most American workers, and
many have had longstanding prior coverage.
By contrast, only 24 percent of the unin-
sured are over age 44."” Moreover, 75 per-
cent of individuals uninsured at any
particular time have been without coverage

for 12 months or longer."

e IRS receives the name and address of all
potential HCTC beneficiaries, making it
possible to target outreach to a defined and

limited group of individuals.

Lessons for Future Tax Credit Design

To inform the future design of health insurance
tax credits, can policymakers draw useful lessons
from the HCTC Program’s experience? Are
HCTC’s take-up problems unique to this particu-
lar set of beneficiaries and institutions? Or could
the causes of low enrollment in HCTC also

inhibit enrollment among other groups of unin-

sured? As the following analysis of other programs
and populations suggests, the kinds of barriers
apparent in the operation of HCTC would proba-
bly also affect many other groups of insured with

low to moderate income.

Premium Requirements

Perhaps the most important obstacle to HCTC
enrollment has been that enrollees are required to
pay 35 percent of their premiums. The eftect of
similar cost-sharing requirements on future tax
credit proposals would vary, depending on the
group being targeted. By definition, the higher-
income uninsured tend to have more ability to pay,
compared with those who earn less. But two-
thirds (65%) of the uninsured have incomes below
200 percent of the federal poverty level (FPL)."”

If future tax credits seek to cover the low-income
uninsured, premium costs like those imposed by
HCTC are likely to deter participation by most
potential beneficiaries. Analyses of take-up rates
for health coverage programs serving low-income
households have found that when premium payments
consume even 5 percent of household income, take-

up rates fall below 25 percent (Figure 2). Based

Percentage of eligible individuals who enroll

Figure 2. Relationship Between Take-Up Rates and
Percentage of Income Required for Premium Payments
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Sources: John Sheils and Randall Haught, Cost and Coverage Analysis of Ten Proposals to Expand Health Insurance Coverage (Appendix A), The Lewin Group,
QOct. 1, 2003 (prepared for Covering America, The Robert Wood Johnson Foundation), http:/iwww.esresearch.org/publications/SheilsLewinall/A-Methodology. pdf;
Leighton Ku and Teresa A. Coughlin, The Use of Sliding Scale Premiums in Subsidized Insurance Programs, The Urban Institute, March 1, 1997,
http:/iwww.urban.org/Template.cfm?Section=ByAuthor&NavMenulD=63&template=/TaggedContent/\iewPublication.cfm&PublicationID=6201, later revised and

published in Inquiry 36 (Winter 1999/2000): 471-80.



http://www.esresearch.org/publications/SheilsLewinall/A-Methodology.pdf
http://www.urban.org/Template.cfm?Section=ByAuthor&NavMenuID=63&template=/TaggedContent/ViewPublication.cfm&PublicationID=6201

on this research, the average monthly HCTC
premium share for a one-person policy, $144 a
month in mid-2004, would be expected to yield
a take-up rate of less than 30 percent among
households with incomes as high as 250 to 300
percent of FPL.

Consider the experience of Washington
State, which operates the Basic Health Program,
the nation’s oldest state-based premium-subsidy
program for low-income, uninsured workers. Since
the early 1990s, the program has covered the
working uninsured with incomes up to 200 per-
cent of the FPL. During that time, small changes
in premium levels have been followed by large
changes in enrollment. For example, when average
household premium payments fell from 21 to 16
percent of premiums, enrollment rose by 146 per-
cent. When average household payments were
raised from 16 to 19 percent of premiums, demand
for coverage fell by 45 percent. Several peer-
reviewed, published studies have found a strong
causal relationship between Basic Health Program
premium requirements and enrollment levels.

In recent years, program administrators in
many states have likewise found that even modest
premium requirements can noticeably affect
enrollment in low-income health coverage pro-

grams. For example:

e In September 2003, a subsidized health
insurance program for Massachusetts resi-
dents receiving unemployment insurance
began to charge premiums of $20 and $30 a
week for individuals and families, respec-
tively. By February 2004, enrollment
declined by nearly 50 percent.

e In 2003, Oregon’s Medicaid program made
significant policy changes for non-elderly
adults with income below 100 percent of
the FPL, including raising monthly premi-
ums. For example, premiums increased from
$6 to $9 for single adults with incomes

between 11 percent and 50 percent of the
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FPL. During the six months following the
changes, 44 percent of previous enrollees

lost coverage; many who left the program
cited higher premium charges as the main

cause.

e In Texas, an annual $15 fee for children’s
coverage was changed in October 2003 to a
monthly $15 premium for families with
incomes between 100 percent and 150 per-
cent of the FPL. Officials also increased
copayments and cut benefits. During the
nine-month period after the changes, 35
percent of families in this income group left
the program, often because of inability to

afford monthly premiums.

e In January 2002, Rhode Island’s Medicaid
program began charging families with
incomes above 150 percent of FPL premi-
ums on a sliding scale of $43 to $58 per
month. During the first three months this

policy was in eftect, nearly one of five
affected families (18%) disenrolled.

e In October 2002, Washington State dropped
28,000 immigrants from its Medicaid pro-
gram, which did not charge premiums.
Instead, the state oftered them coverage
through the state’s Basic Health Program,
which charged premiums on a sliding scale
starting at $10 a month. Roughly half of
these immigrants never enrolled, however,
and many who enrolled soon left. By April
2003, only 12,000 of the original 28,000
(43%) retained publicly funded coverage.

The impact of apparently modest premium
requirements on enrollment in low-income health
coverage programs is not hard to understand.
Many low-income households have such little dis-
cretionary income that money for premiums
would come from cutting back other necessities.
A recent study of low-wage workers in 10 U.S.

communities found that a typical family needs
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from $27,660 per year (in New Orleans, before
Hurricane Katrina) to $59,544 per year (in
Boston) just to meet basic needs. To pick one
example from this research, a single-parent family
in Philadelphia with a school-aged child and a
preschooler needs income equivalent to 230 per-
cent of FPL, supplemented by the Earned Income
Tax Credit, to pay for housing, child care, food,
transportation, taxes, and the like (excluding any
money for entertainment, carry-out or fast food,
savings, credit card debt, or emergency expenses)."
In August 2005, the Congressional Budget
Oftice (CBO) released a new analysis of individual
coverage, with findings that are consistent with the
analysis presented here. CBO concluded that
“modest premium subsidies...would have a small
potential impact on reducing the ranks of the
uninsured.” According to CBO, paying even 50
percent of health insurance premiums would cause
individual coverage among the otherwise unin-
sured to rise by only 3.5 percentage points, from
16.3 percent to 19.8 percent. The CBO report
noted that this conclusion was consistent with
most other academic research on take-up rates
for individual coverage as well as with observed
enrollment in HCTC."”

Requiring Full Premium Payments During the
Processing of Applications

Tax credit programs are likely to reach few low-
income people if they must pay full premiums
while their subsidy applications are being
processed. Many low-income households lack the
discretionary income to “front” premium payments
while awaiting refunds. For the HCTC program,
gap-filler programs run by state workforce agencies
and funded by grants from the Department of
Labor have been a creative, short-term solution for
potential beneficiaries who live in states operating
such programs.Yet having a separate government
agency, with its own administrative procedures and
funding, provide each worker with the first few

months of subsidies before IRS starts making

advance payments raises questions about efficiency,
coordination, and seamlessness of coverage.

A difterent approach worth serious consider-
ation would be to model health insurance tax
credit statutes on Medicare, Medicaid, and SCHIP,
none of which make enrollment in qualified cov-
erage an element of eligibility. Under this
approach, applicants would not be required to pay
premiums while they wait for their applications to

be processed.

Exclusion of Preexisting Conditions

Another deterrent to HCTC enrollment—namely,
state-qualified plans’ exclusion of preexisting condi-
tions for beneficiaries with recent coverage gaps—
could dissuade many uninsured with known health
problems from taking up coverage in similarly struc-
tured, future tax credit programs. A comprehensive
review of take-up studies across a broad range of
public and private programs concluded that a key
determinant of enrollment rates is the value of the
benefit offered to eligible individuals.”" Policymakers
need to find strategies that, while protecting health
insurers from disproportionate enrollment by very
sick individuals, nevertheless offer health insurance
that potential beneficiaries regard as valuable

because it covers their known health problems.”

Outreach and Enrollment
To some degree, the practices needed to reach
potential beneficiaries would vary with the popu-
lation being targeted for coverage. The need for
multilingual materials depends on the proportion
of individuals with limited English proficiency.
The importance of easily readable materials also
depends somewhat on the population targeted,
although this would likely be important to most
coverage expansions. Nearly two-thirds of the
uninsured (63%) either did not complete high
school or stopped their formal education after
receiving a high school degree.”

By contrast, almost any target population is

likely to enroll in much larger numbers if the
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administering agency and its community partners
employ proactive approaches that use a single inter-
action to educate potential beneficiaries and sign
them up. The broad applicability of this approach
1s llustrated by a study of British physicians who
were encouraged to enroll in certain training pro-
grams. When researchers called the physicians,
informed them about the training, and allowed
them to register during the call, 82 percent enrolled,
compared with 22 percent of similar physicians
who were mailed written materials that described
the training and urged the physicians to enroll.”
As applied to health insurance tax credits, a
similar approach could be efficient only if available
data allowed such “one-step outreach and enroll-
ment” to be targeted narrowly on good candidates
for subsidy eligibility. Even if such outreach
included careful targeting, however, policymakers
considering this approach would first need to
weigh likely enrollment gains against the increased

cost of this outreach strategy.”

Complex Application Procedures

Cumbersome and complex application procedures
have proven to be a significant barrier to enroll-
ment in programs other than the HCTC. For
example, take-up of retirement security accounts
with identical levels of tax savings can vary from
10 percent to 86 percent, depending on the
amount of work required to enroll.” Similarly,
take-up of various Medicare benefits ranges from
96 percent to 33 percent, depending in significant
part on ease of enrollment.” The HCTC experi-
ence is one more reminder that designers of future
tax credits will need to incorporate simple applica-
tion procedures, at a minimum allowing people to
apply for assistance by filing one form with one

public or private agency.”

Conclusion

Taking into account enrollment patterns in other
programs, the HCTC program’s lower-than-
expected take-up rate seems to be due to its failure

to meet four basic goals:
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1. Affordable premiums. For low-income
households to enroll in large numbers, their
premium payments need to be small. In
addition, they cannot be required to pay full
monthly premiums while their applications

are pending.

2. Coverage that beneficiaries value. Take-up
rates are likely to be much higher when
health plans cover care that beneficiaries

need to treat their known health problems.

3. Effective outreach. Enrollment will be con-
siderably greater if officials use a proactive
outreach strategy that includes easily under-
standable, multilingual materials and oppor-

tunities for immediate enrollment.

4. Customer-friendly intake. High-take up
requires simple application procedures that
allow the determination of eligibility after

one form is filed with one agency.

In designing future tax credits to cover
large groups of uninsured, or in seeking to
improve the HCTC program, decision-makers
who want the majority of eligible individuals to
use the credits and obtain coverage should con-
sider incorporating policy design strategies that

achieve these four goals.
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