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IS8UE MEMORANDUM
Taxes in the clinton Health Plan

Although the mandated payments to health alliances con-~
atitute the vast bulk of the revenues to pay for Presi-
dent Clinton's health proposal, there are alsc many addi-
tional tax increases in the plan. Although these in-
creasaes are not large individually, they add up to sig-
nificant levels over time. Since these taxes have gotten
lass attention than other aspects of the Clinton plan,
this memorandum will review thesa other taxes.

Tobasco taxes. Presently the Federal Government taxes
tobacco products the equivalent of 24 cents per pack of
cigarettes. The Clinton plan would increase these taxes
by 74 cents par pack to 99 cents per pack, Although this
conatitutes a tripling of the tobacgo tax, the Clinton
Administration does not forecast a tripling of tobacco
tax revenues. Tobacco taxes presantly raise about $5.6
billion and thae Clinton plan would increase this figure
b¥ $12 billion in the first year, falling to $10.9 bil-
iion in the sixth year. The Congressional Budget Office
forecasts a smaller increase in revenue: $11 billion the
tirst year, falling to $10 billion after five years.

The reason why tobacce tax revenues would not rise pro-
portionally to the increame in the tax rate is because
the higher taxes will affect behavior, People who smoka
will smoke less or even quit, fewer people will become
smokers, and there will be some increase in cigarette
smuggling to avoid paying taxes, Evidence from the
states suggests that each 1% increase in the cigarette
tax will only increase revenues by 0.5% becausa of these
affects.

Exc] he
dlomitation of emplover deduction for health benefits. At
present, most benafits provided to workers and retirees
by their employers, including health benefits, are not
taxable. Employers deduct their cost as a regular busi-
hess expense, but amployees do not pay taxes on such
benefits, Some companies have what are called cafeteria
plans, vhich allow employees to choose an individual mix
of benefits, For example, some employees might prefer
more health banefits and lower pension benefits or vice
versa. The Clinton proposal would exclude health bene-
fits from such plans, It would also limit the tax exclu-
sion for health benefits to tha cost of the basic health
plan under the Clinton proposal. The value of benefits
over and above this amount would be considered taxable
income to smployees,
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plan, all individuals would have to get their health insurance from
regional alliances. However, large corporations are allowed to set
up their own separate corporate alliances. Employera setting up
such corporate alliances would be assessed 1% of their total pay-
roll for the privilege of doing so.

, : t At
prnsnnt many corporutions continue to provzde health bcnefits for
retired workers. Since, under the Clinton plan, such benefits
would in the future be provided by the Fedaral Government, these
gorporations in effect receive a windrall, by being relieved of an

expanse they would otherwise have incurred. The Clinton plan would
tax 50% of such gains.

P 3 1% s WO P »
At prosunt, th. Hadicart proqram has two parts, A and B. Part A
provides hospital benefits to individuals over age 65 at no charge.
Part B provides supplementary benefits, such as doctors' visits,
and is financed by premiums paid by those who choose this addition-
al medical coverage. These premiums, however, cnly cover about 25%
of the actual cost of the program, the balance (75%) baing covered
by taxpayers. The Clinton plan would reduce this subsidy for cer-
tain high=income individuals (those with incomes over $90,000),
raquiring them to pay 75% of the cost of Medicare Part B, rather
than the curreant 25%,

8 corporationsg. At pra:cnt, self—employed workcrs pay a ncltwem-
ployment tax equal to both the employses' and employers' share of
the Social Security payroll tax (15.3% on the first $57,600 of
wages and 2,9% on the next $77,400). The Clinton plan would extend
this tax treatment to distributions from sSsubchapter 5 corporations.
Theze are small companies which combine certain tax benefits of
gorporations and partnerships. Thus any shareholder in such a
company owning more than 2% of the eguity who received profits from
this company during a year would have to pay an additional 15.3%
tax on the firat $57,600 and 2.9% on the balanca up to $135,000.

n
government emplovees. At present, state and local government en-
zloycnl hired before April 1, 1986, generally do not pay the health

naurance portion of the payroll tax (1.45% on both employer and
enmployee up to $135,000 of wages). The Clinton plan would extend
the HI tax to these currently excluded workers.

This is a brief overview of just the major tax increases proposed
by the Clinton health plan, Further information can be obtained
from the Joint Committee on Taxation of the U.S. Congress in a
publication entitled,

1 M, JCS~20~93 (De-

cember 20, 19%3). The following table indicates the revenue ef-
fects of the tax propdsals reviewed as wsell as others in the plan.

-—Bruce Bartlett, Senior Fellow March 3, 1994
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FINANCING THE HEALTH BXECURITY ACT
(billions of dolliars)

1908 1904 ine7 ] 1909 2000 1998-8000

Meodioars . a1 80 143 221 ns 203 115.8
Part A Savings 0.0 33 10 12.0 164 204 80.1
Part B 8 1.9 24 2.7 - 8.3 8.7 11,5 824
Pu-l- A snd B Savings 0.2 1.4 22 26 42 5.0 158

HI Tax Extencad to all State & Local Govenment
Enxﬂnm 0.0 18 18 15 1.5 1.5 78

Income Relsted SMI Premium with outlay and
“ﬂpﬂm.ium offacts 0.0 03 0.8 0.7 0.8 1.0 86

lomid 0.0 08 .5 82 20.1 27.) 808

Cagh-Eligible Bansficiaries in Alliances ..o 0.0 [+}] 12 a7 (X 9.7 .8

Reduced Dispropertionate Shere Hospital Pay-
ments 0.0 1.0 87 104 18.2 174 411
Leaa Bupp!emenkl SBarvices for Children . Y- - 0.0 ~0.1 =04 «1.1 -18 «1.8 —4.8

Paymant Lag, Administiative Savings, and Othar
0.0 04 -1.0 -38 0.1 16 =38

Other Faderal 0.0 04 13 a9 (3.1 109 2098
Veterans Aflairs: PW Reotipts ovcornvininivece 0.0 +1.] 17 44 88 8.1 185
Dofmu Department Health (0) .ovenimeinssnssissenvion . 0.0 0.4 03 o1 08 08 26

Federa! Emiployees Health Benelits ...cocccccenrvarninnss 0.0 -0.3 0,7 1.5 8.2 4.0 83

Tobaooo Tax/Corporate Moummt RPN | X' 18.0 isa 16.2 181 181 918
Tobaeco Tax 12.0 113 113 111 110 109 874
Corpornte Avsessmant 0.0 38 50 5.1 5.1 83

Other Ravenue Effeots 0.1 0.8 a4 200 858 M5 938
Exclusion of Health Insurance fom cmwu

Plans . 0.0 0.0 &8 81 8.7 o8 814
Bifects of Mundate, Cost Containment, and Dis-
¢ounts 0.0 0.1 09 44 8.3 13.7 R4
Dadicatsd Revenues for Acadamic Health Cantars 0.0 0.6 18 4.3 6.5 1717
Assessment on oyars for Retirea Discounts ... 0.0 0.0 0.0 2.4 43 4 'l 114
Asnti-Abuae Rul, in 8 Corp. Shareholders .. 0.0 0.2 0.8 08 0.5 0.8 22
Modify Tux Treatment of Certain Health Care O
ganizations 0.0 0.0 0.1 0.2 0.2 02 o1
udww%uemﬁw"znuddiﬁ%ﬁmm;a& 0L el el ool o8
Errgny
eounts Sie i oy 0.0 0.0 0.0 0.0 0.1 0.1 08 '
Rncuptmi Ratiree Discounts Inoome :
0.0 00 0.0 0.0 0.1 0l 0.2
Inunﬂvu for Hedﬁ: vaidsrl in Bhortqe Anu 0.0 =040 =00 0.0 0.0 0.0 ~0,1
Dbt Barvi0® ..i.icuosrmumimnisomanimissnmisii e 0.3 08 05 0.3 0.8 20 42

TOTAL susning u.s 28.7 ‘1010 188

396.8
;‘.:g’f_.g e i o Tty oo e e Beariment o Bi‘&‘#..' P e ey st ware 1o ba Rl &

MMM ufnm
These uﬂuutu t.hl m'g'r:\lm sssumptions in the 1995 budget, Retimates released in November 1993 werw based

o,
o 0 TR 5 b i 4 BT

sSource: st a
(Wwashington: U.8. Government Printing Officc, 1994), p. 189.

Note: An alternative set of revenue estimates may be found in
Congressional Budget Office, ti

o (Washington: U.S8. Government Printing Office,
1994), pp. 28=29. Thig report also makes the case that the health
insurance pramiums paid by individuals and businesges to the manda-
tory health alliances should be treated as taxes. Tha Clinton
Administration has excluded these receipts from its revenue esti-
mates, published above. It should also be noted that the Clinton
plan is not fully phased~in until the year 2004, with soma taxes
not taking effect until that date. Thus this table greatly under-~
states the total increase in taxes under the Clinton plan.
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