Baucus Excise Tax on “High-Cost”
Insurance Plans is a Tax on Workers’
Health Benefits by Another Name

CWA Strongly Opposes Sen. Baucus’ proposal to impose an excise
tax on “high-cost” health care plans offered by insurance companies,
self-insured plans, Taft-Hartley plans, and VEBAs.

The Baucus health care tax, supposedly aimed at insurance companies, will also apply to
employer and union health plans and be directly passed onto working families. To avoid
the tax, employers will be motivated to significantly cut benefits on active workers and
to eliminate coverage altogether for pre-Medicare retirees. It will have the same or
similar effect as the health benefits tax proposed by Sen. John McCain during the 2008
presidential campaign. It makes much more sense to pay for health care reform through
progressive financing measures rather than to tax working families.

The Baucus health care tax would work as follows:

* A 35% excise tax would be assessed on the value of health care plans that exceed
$21,000 for a family and $8,000 for an individual starting in 2013. These values
include all health care coverage including dental, vision, supplementary coverage
and the amount that employees put into a flexible spending arrangement for
medical expenses under a cafeteria plan (Health FSA).

* These “thresholds” would increase at the rate of general inflation (CPI-U), which
is about half the rate of medical inflation and about one-third the rate at which
employer and union plan costs are increasing.

* To cushion the transition, in the 17 highest cost states in 2012 the “threshold”
would be increased by 20%, 10% and 5% over the first three years, regardless of
the CPI. While helpful, this transition will have a limited effect.

* The Baucus tax is projected to raise up to $215 billion over 10 years — a primary
justification given for it. The other rationale given for the Baucus tax is that it will
make employers more efficient purchasers of health care, thereby putting
downward pressure on the cost of insurance plans in the long run.

Baucus’ Health Care Tax Will Hit CWA-Negotiated Health Plans Hard
Leading to Pressure for Major Health Benefit Concessions

* CWA estimates that in 25 of 26 states examined, over 10 years (2013-2022) the
median excise taxes assessed on our most popular plan in each state will be:

®  $19,000 per active worker in the plan with family coverage
®  $8,000 per active worker in the plan with single coverage
®  $43,000 per pre-Medicare retiree in the plan with family coverage

®  $27,000 per pre-Medicare retiree in the plan with single coverage
(See table on next page for details.)



Effect of Baucus Excise Tax on CWA’s Employer & Union Health Care Plans
Based on the Median Value of the Premium for the Most Popular Plans in 26 States Examined

Median . .
Plan Premium Median Median
Equivalents 2013 Tax Impact 2013-2022 Tax Impact
Amount Total Excise Total Excise Total Excise Tax
Subject to Tax with Tax with with Threshold
Excise Tax Excise Threshold Threshold Increasing at
Above $21,000 Tax of Increasing at Increasing at Premium Growth
2009 2013 Threshold 35% CPI Medical Inflation Trend

Family

Plan - $17,750 | $21,989 $0 $0 $18,872 $11,212 $3,786
Actives

Single

Plan - $7,000 | $8,672 $52 $18 $8,156 $5,205 $2,388
Actives

Family

Plan - $22,000 | $27,254 $6,254 $2,189 $43,386 $35,673 $28,184
Retirees

Single

Plan - $10,500 | $13,008 $3,408 $1,193 $27,371 $24,419 $21,555
Retirees

Source: “Effect of Baucus Health Care Tax on CWA Employer & Union Health Care Plans,” examining the
effect of the tax on the most popular plans in 26 states, prepared by the CWA Research Department.
Both tables reflect the Baucus plan assumption that the 20 highest cost states in 2009 will have a
threshold 20% higher in 2010, 10% higher in 2011 and 5% higher in 2012.

* The response of employers to a 35% tax on benefits above the
threshold will be unequivocal — they will demand reductions in
benefits to get below the threshold. In the face of premium cost increases
averaging 6% or more a year for a decade, CWA has worked with employers to
reduce health care costs, often cutting benefits. The magnitude of the cuts that
would need to occur as a result of the Baucus tax would be devastating. Moreover,
this will skew the risk profile in the Exchange making costs much higher for
everyone.

* Pre-Medicare retirees are at grave risk: The excise tax will put tremendous
pressure on employers to drop pre-Medicare retiree coverage altogether —
typically the most costly group to cover. If that happens, under the Baucus plan
these 55-to-64-year-old retirees will have to buy coverage through the National
Health Insurance Exchange where they would face rates up to five times higher
than those charged young people when their income is fast declining. The shift of
these older and more costly workers into the Exchange would skew the risk pool
and ultimately make it more costly to cover everyone in the Exchange.

* Even if the threshold increases at the rate of private-sector health
plan inflation, CWA members could face huge benefit cuts. Over a
decade the Baucus tax bite could grow exponentially no matter what inflation
amount is used to adjust the threshold as evidenced by the detailed table showing
the effect on plans in 26 states. The lower the inflation figure used the higher the
tax placed on health plans. The Baucus tax assumes the threshold will grow at the
lowest and most devastating level — the Consumer Price Index (CPI) — which is
projected to increase only at about 1.9% a year over the next 10 years.! Medical




inflation is projected to increase at about 3.8% a year over the next decade, which
would provide limited relief from the Baucus tax.2 Even if the threshold were
adjusted at the rate that private sector plan and union plan costs are increasing —
the Premium Growth Trend — conservatively estimated at 5.5%,3 plans would
take a huge tax hit.

The Baucus Tax Discriminates Against Older Workers in More
Hazardous Jobs and from More Costly Regions of the Country

CWA negotiated health care plans are not “Cadillac Plans,” offering
“excessive” benefits. The benefits in these plans are roughly comparable to
other plans, but provide for more limited cost sharing. CWA members have
made tradeoffs in wages in order to preserve their health care plans over the
years.

An older workforce drives up the cost of CWA coverage. A good union
contract that confers good union wages and benefits encourages workers to
remain with their employer and gain seniority, producing an older than average
workforce. Moreover, many blue-collar jobs are more dangerous and more
harmful to one’s health, which result in higher health costs.

Many plans are in high-cost regions. A region can be high-cost because it is
an urban area with a lot of medical intensity or because it is a community with a
lack of competition in the insurance market, which is especially true in rural
communities. Both situations limit CWA employer’s ability to negotiate for lower
administrative costs and payment rates to insurance companies that administer
our plans.

Taxing Health Benefits—by any Name—is a Political Disaster

Polling data shows that taxing health benefits is wildly unpopular and could kill health
care reform:

80% of likely voters said they are opposed to taxing health benefits, according to
one national poll.4

By a margin of 59% to 33%, likely voters oppose requiring “people with expensive
health plans with more generous benefits than a standard plan to pay taxes on a
portion of that plan’s costs.”s

Health care was a deciding factor for many voters in 2008 and taxing health
benefits was the clear dividing line between candidates Obama and McCain.
Opponents of reform will use “taxation of health care benefits” as a rallying cry to
turn the public against reform and to defeat candidates in 2010 who vote for such
a proposal. Potential long-range cost savings from reform will not be enough to
blunt the immediate impact of a large tax increase and/or benefit cut on families.



Rather than Impose a Hidden Tax on the Middle Class, Congress
Should Cut Subsidies to Drug and Insurance Companies and Increase
Taxes on the Wealthy

There are numerous alternative options for paying for health care reform that do not
penalize the middle class but instead promote a much more efficient health care system,
reduce special interest subsidies, and modestly increase taxes on the wealthy.

Recommendations from President Obama: President Obama has proposed
raising $950 billion in new revenues over the next 10 years. His proposals include:®

* $177 billion: Reduce the 14% subsidy to private insurance companies that
participate in the Medicare Advantage program.

* $30-80 billion: Negotiate deeper prescription drug price discounts for
the Medicare and Medicaid programs and to benefit seniors participating in
Medicare Part D.

* $106 billion: Reduce hospital subsidies for uncompensated care as the
uninsured get covered through health reform.

* $318 billion: Modestly increase the taxes paid by individuals earning more than
$250,000 and by families earning more than $500,000 a year by limiting their
charitable deductions.

Other Progressive Tax Reform Options Could Generate $1 Trillion Over 10
Years: These progressive tax reforms would raise significant revenue, eliminate special
interest loopholes and deductions and make the federal tax code much fairer:”

* $450 billion: Apply the current 1.45% Medicare tax levied on wage
income to the non-wage income of the wealthy and increase the rate
applied to income over $250,000 to 2.5%. ($38 billion a year can be raised
without raising the tax to 2.5%.) Currently, income from investments is not
subject to the Medicare tax above $107,000 a year but workers’ wages are subject
to the tax.

* $350 billion: Reduce the tax subsidy given to investment income by raising
the top rate for capital gains and dividends from 20% to 28%, bringing
taxes on investment income more in line with taxes on wages.

* $150 billion: Eliminate other tax subsidies for Wall Street such as those that
allow corporations to obtain preferential tax treatment for executive
compensation.

* $120 billion: Reduce tax incentives to invest offshore to help keep jobs at home
and to discourage shifting profits overseas to avoid taxes.
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