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The Senate health reform bill passed on December 24, 2009, contained an excise tax on high-cost
employer health insurance plans; in mid-January 2010 the White House and union leaders negotiat-
ed a proposed amendment to the Senate excise tax provision. Several recent studies have evaluated
the effectiveness of the tax as a revenue source and cost containment measure.! This report focuses
on how the impact of the tax as passed by the Senate and the proposed amendment would differ for
union members and workers not covered by a collective bargaining agreement.

While the potential effect on union plans is significant, union members are a relatively small fraction
of the total population that would ultimately be affected by the tax, under either the Senate bill
(December 2009) or the proposed amendment (January 2010). Key findings:

e Our analysis shows that workers in union firms would be less likely than those in non-union firms
to be affected by the tax in the initial years. Workers in union firms would be more likely to be
affected compared to their non-union counterparts in the later years, beginning in 2019 under the
Senate-passed bill and in 2024 under the proposed amendment.

¢ The vast majority of employees affected by the excise tax are not covered by a union contract. This
is true for both the Senate bill and the proposed amendment. Because many more workers are in
non-union plans, fully 80 percent of the workers whose plans would be subject to the excise tax in
2019 under the Senate bill are not covered by collective bargaining agreements. Under the
proposed amendment, the amount is slightly higher at 83 percent.
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e We project that excise tax revenues will be reduced $41 billion under the White House-union
leaders’ amendment. Of that, 71 percent would accrue to employees who are not covered by a
union contract.

The proposed amendment maintains many aspects of the original Senate bill. It would tax insurers
at 40 percent of the plan’s aggregate value above a high-cost threshold. The threshold would be
higher for retirees age 55 and over, electrical and telecommunications installation/repair workers,
and individuals in high-risk jobs including longshore workers, emergency responders, firefighters,
and those working in law enforcement, construction, mining, agriculture, forestry and fishing. The
threshold would also be increased temporarily for the 17 states with the highest health care costs.
The threshold would continue to be indexed to inflation (CPI-U) plus one percent, causing the share
of workers affected by the tax to grow over time, since premiums are likely to grow at a much faster
rate than inflation (6.1 percent a year vs. 3.2 percent a year, respectively).

The most significant changes in the proposed amendment compared to the Senate bill include:

¢ Raising the annual high-cost thresholds to $8,900/$24,000 (single/family) beginning in 2013 (up
from $8,500/$23,000 under the original proposal);

¢ Excluding the value of dental and vision coverage in determining the thresholds starting in 2015;
e Increasing the thresholds based on the age and gender of the people in a plan; and

e Exempting health plans for state and local government employees and collectively bargained
plans until 2018, 3

The estimates in this paper include the value of dental and vision coverage when applicable.
However, due to data limitations and lack of clarity about exactly how the proposal would be imple-
mented, the estimates do not reflect any adjustments to the thresholds based on age and gender,
residence in the 17 high-cost states, or employment in a “high-risk” industry, with the exception of
the construction industry, for which a higher threshold is applied.

Most Workers Affected by the Excise Tax are Non-Union

We estimate that by 2019, 14.1 percent of workers would be in plans subject to the excise tax under
the proposed amendment, compared with 23.0 percent under the Senate-passed bill. These
estimates are based on the 2008 and 2009 Kaiser Family Foundation and Health Research and
Education Trust Employer Health Benefits Survey (KFF/HRET; see “Methodology” at the end of this
report for more information on this survey).

The survey asks if any workers in the firm are covered by a union contract. This allows us to deter-
mine how the tax would differentially affect union and non-union firms. Under the Senate bill, prior
to 2018 workers in firms that have at least one union contract would be slightly less likely to be affect-
ed by the excise tax than workers in firms with no union contracts. After 2018, however, workers in
union firms would be more likely to be affected than their non-union counterparts (Figure 1, page 4).
This is due to the fact that health plan costs for union firms are more tightly distributed around the
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mean; non-union firms are overrepresented at the lower end and higher end of premium prices.
Union firms are also more likely to have vision and dental coverage than firms without a union.
Under the proposed amendment, workers in union firms would be significantly less likely to be
affected by the tax during the first five years, due to the exemption for workers covered by a union
contract. Starting in 2018 and through 2023, health plans from union firms would be affected by the
tax only slightly less often than those from non-union firms; after 2023 health plans from union firms
would be more likely to be affected by the tax than those from non-union firms (Figure 2, page 4).

The KFF/HRET survey indicates that 70 percent of workers in plans that would be affected by the tax
are in firms with no union contract, while 30 percent are in firms with at least one union contract.
Many of the workers in these firms, however, are not union members.

Adjusting for rates of unionization and rates of job-based coverage for union and non-union
workers, we estimate that, in 2019, 17 percent of workers in health plans affected by the excise tax
under the proposed amendment would be covered by a union contract, while 83 percent would not
be. Under the Senate-passed bill, the union share of those in health plans impacted by the excise tax
in 2019 would be slightly higher at 20 percent, with 80 percent of workers not in unions. Under either
proposal, the overwhelming share of workers affected would not be covered by a union contract.

Most of the Tax Reduction from the Proposed Amendment
Would Benefit Workers not Covered by a Union Contract

Applying a 40 percent tax to the amount the plans exceed the threshold, we estimate that, between
2010 and 2019, the proposed amendment would decrease revenue by $41 billion compared with the
Senate-passed bill; $12 billion would be saved by health plans of individuals covered by a union
contract, and $29 billion would be saved by health plans of individuals not covered by a union
contract (Table 1).

Table 1.
Projected Excise Tax Revenue under Senate-passed Bill and Proposed Amendment,
2010-2019 (in billions)

Senate Proposed Reduction Share of

Bill Amendment in Tax Reduction
Collective Bargaining Agreement S16 S4 S12 29%
No Collective Bargaining Agreement S74 $45 $29 71%
Total $90 $49 $41 100%

Our estimate for the revenue generated by the tax is lower than that of the Congressional Budget
Office (CBO). We describe the reasons for this discrepancy in the Methodology section at the end of
the report.
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Figure 1.
Share of Workers with Plans Subject to the Excise Tax under the Senate Bill
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Source: KFF/HRET Employer Health Benefits Survey (2008-2009)

Figure 2.
Share of Workers with Plans Subject to the Excise Tax under the Proposed Amendment
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Source: KFF/HRET Employer Health Benefits Survey (2008-2009) and March 2009 Current Population Survey
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Firms Would be Affected Across Industries, but the Incidence
Would Vary

The impact of the tax would vary considerably across economic sectors. Finance, government,
healthcare, and the service sector have the highest share of employees with plans that would exceed
the threshold in 2019 under either bill (Figure 3). Retail, construction, and manufacturing sectors
have the smallest share of employees with plans that would exceed the threshold in 2019 (under
either bill). The variation among sectors is significantly lower under the proposed amendment.

The low rate of 6.9 percent of construction workers in health plans that would be affected by the tax
by 2019 is largely due to the higher premium thresholds that apply to workers in high-risk industries.

Figure 3.
Share of Workers with Plans Subject to the Excise Tax by Industry in 2019
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Discussion

While much attention has been given to the effects of the excise tax on union members, the vast
majority of workers whose plans would be affected by the tax are not covered by a union contract—
whether under the Senate-passed bill or under the proposed amendment. Initially, union members
would be less likely to be subject to the excise tax than those not covered by a union contract. Under
the Senate bill, union members would be more likely than non-union members to be affected by the
tax starting in 2019, and this likelihood would increase thereafter. Under the proposed amendment,
union members would be more likely than non-union members to be affected starting in 2024, but
the size of the difference would grow at a slower rate.

In the aggregate, the changes to the bill in the proposed amendment would benefit significantly more
non-union employees than workers covered by a collective bargaining agreement. Over the first
ten-year period, the share of the benefit going to union workers would exceed their share of the
workforce with employer-sponsored insurance. However, non-union workers make up a much
greater share of the total universe of employees who have job-based coverage. As a result, 71 percent
of the total savings would accrue to workers not covered by a collective bargaining agreement.

We were not able to analyze the impact of adjusting the threshold for the tax by age and gender. The
proposed amendment left discretion to the Secretary of Health and Human Services as to how to
implement such an adjustment. One straightforward way to do so would be to adjust the premium
threshold by the percent of people in the plan in different five-year age and sex groups. Such an
adjustment would help to address unintended inequities in the tax incidence due to demographics
rather than plan design. As union workers are slightly older than the average for the workforce as a
whole, this would also further proportionately reduce the tax incidence on union relative to
non-union workers.
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Methodology

The Kaiser Family Foundation and Health Research and Education Trust Employer Health Benefit
Survey (KFF/HRET) contains the premium prices for the largest health plan of each firm surveyed.
We use 2008 data, the most recent year that contains the breakdown of single, dual or family plans
taken up by employees of the individual firms. Premiums were rolled forward to 2009 values by using
the average change in premium price between the 2008 and 2009 KFF/HRET: 2.55 percent for single
and dual coverage and 5.48 percent for family coverage. The KFF/HRET survey indicates whether or
not employers offer dental and vision coverage, but does not contain information on premiums for
these services. In order to estimate revenue from the policy as originally passed by the Senate we
estimated spending on vision and dental coverage using the 2010 premiums for federal employee
plans. For employees who were offered dental and vision coverage, we added a $20/$60 (single/
family) monthly premium for dental coverage and an $8/$25 (single/family) monthly premium for
vision coverage.*

Using inflation rates based on Congressional Budget Office (CBO) projections, we assume premiums
will increase by 6.1 percent a year and that the excise tax threshold will increase by 3.2 percent a year.
This is applied to plans in 2009 to determine which plans will be subject to the tax in 2019. Thus the
tax would apply to plans in 2009 that cost $5,947 or more for single coverage or $16,037 or more for
family coverage.

ESTIMATING THE SHARE OF WORKERS IN AFFECTED MEDICAL PLANS WHO ARE COV-
ERED BY A UNION CONTRACT

KFF/HRET provides data on firms with at least one union contract but does not include information
on the share of the workers who are covered by the contract. To estimate the share of union workers
affected by the tax we assume the unionization rates of workers with job-based coverage from the
Current Population Survey applies to the workers in firms in the KFF/HRET survey: 19.3 percent of
workers with job-based coverage through their employer are covered by a union contract.? Assuming
health premium costs are similar for union and non-union employees in the same firm, we multiply
these results by the share of workers affected by the tax: 12.6 percent for union firms, 14.9 percent for
non-union firms. This gives the fraction of the workforce that is affected by the tax and which is union
and non-union in 2019. The same approach for estimating the share of union workers in firms was
used to calculate the amounts used in Figure 2 and Table 1.

ACCOUNTING FOR WORKERS ENROLLED IN MULTIEMPLOYER PLANS

The KFF/HRET survey only includes medical plans offered through each employer, and instructs
respondents to exclude multiemployer plans administered by third parties—plans which are almost
exclusively composed of workers covered by union contracts. Hence, our use of the KFF/HRET data
requires two validations: first, the premium costs for union firms found in the KFF/HRET match the
premium cost of multiemployer plans and second, the possible exclusion of union workers does not
affect the main findings of the report.
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We use a recent study by The Segal Company® to see if multiemployer plans are more susceptible to
the excise tax than the union firms in the KFF/HRET data. Using the same assumptions of Segal—
medical premiums rise by 7.5 percent per year while the threshold of the excise tax increases by 2.8
percent per year—we compare the fraction of plans subject to the excise tax under the two studies.
As Figure A-1 demonstrates, the medical plans in union firms in the KFF/HRET are affected by the
excise tax at approximately the same rate as those of multiemployer plans, with the exception of the
last three years shown, when single plans of union firms in the KFF/HRET are more likely to be taxed.

Figure A-1.
Share of Medical Plans Subject to the Excise Tax.* Comparing Segal Study on
Multiemployer Plans to Union Firms in the KFF/HRET Survey
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Another concern arises as firms in the KFF/HRET study are instructed to exclude employees covered
under multiemployer plans from the total coverage number of the firm, which may lead to under
reporting the number of workers with job-based coverage from union employers. We can correct for
this by adjusting the sample weights, which represent the number of workers covered in health plans
for union employers. Using the same assumption as before, that 19.3 percent of workers with
employer-sponsored health insurance are covered by a union contract and that the likelihood of a
plan to be affected by the tax is similar for union workers in single and multiemployer plans, we are
able to replicate the analysis with the increased coverage numbers for union workers. We find this
leads to additional revenue raised due to the additional employees covered through their employer,
but the main results of the study still hold: about 70 percent of the savings from the proposed
amendment still go to non-union workers while 30 percent go to union workers. We conclude that
the main findings are robust enough to not depend on how firms surveyed in the KFF/HRET report
coverage levels of employees in multiemployer plans.

COMPARING REVENUE ESTIMATES TO THOSE PROJECTED BY THE CONGRESSIONAL
BubGeT OFFICE

We note that the revenues shown from the excise tax in Table 1 under the Senate-passed bill—
$90 billion—are significantly lower than the $149 billion in revenue estimated by the CBO.” This
seems largely due to differences in the estimated fraction of workers affected by the tax. The CBO
reports 19 percent of workers with job-based coverage affected by the Senate-passed tax in 20168
while we find this number to be 14 percent. Other estimates, such as the Joint Committee on
Taxation’s (JCT) estimate of average annual excise tax revenue generated by affected workers, are
approximately equal to our findings; they estimate $1,075 while we estimate $1,084.% The CBO and
JCT assume that most of the additional revenue generated would come from payroll and income
taxes, rather than excise tax receipts. Our revenue estimate applies the 40 percent tax to the amount
the plans exceed the threshold. For many workers, combined payroll and marginal income taxes are
in the range of 40 percent, therefore we estimate that the revenue impact would be similar for
workers who would otherwise be subject to the tax but receive higher wages in exchange for enrolling
in lower-premium plans.
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