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Leading Edge Administrators








By its nature, the adaptable Cypress is firmly rooted on The Leading Edge of the 


Employee Benefit Evolution. 





     Refer to Wisconsin Broker,  April 2005,


for  the complete story on Cypress 


Benefit Administrators, or call your Cypress representative for a copy.
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Disastrous Unintended Consequences of Removing 


the Employer Tax Deduction for Sponsoring Health Plans














     There is a proposal floating around Capitol Hill that will have far-reaching consequences if it ultimately goes to the Floor and gets passed that will absolutely affect all of us in the business of providing, brokering and administering employee benefit plans. Please read this information and plan on contacting your Representatives in Washington to tell them to kill this initiative before it gets serious consideration.


     The issue is that we understand that the President is thinking of recommending repeal of the employer tax deduction for offering health employee benefits.  (We haven't heard if tax treatment for employees would also change, but many of the same problems would be triggered or exacerbated.)   We understand the philosophical reasons for the theory.  We also know that tax-favored treatment of employee health coverage for employers & workers is a huge "revenue loss" for IRS, and we know that the current employment-based system is, itself, an unintended consequence of an economic policy made in World War II.  However, the reality is that this is what several generations have come to expect.


     Here are the predicted problems that exist.  They will be listed briefly first, and then explained individually following the list. 


Employers will stop offering health employee benefits very quickly. 


The largest funding vehicle for employee health benefits (ERISA self-funding) will be destroyed, because it is based on the 


employment factor. 


The demise of ERISA puts all private health coverage in the control of insurance companies, not individual employers. 


A huge percentage of individuals simply will not purchase


health coverage. 


Who will protect & guide patients with fraud, waste & abuse and the hundreds of legalities? 


What happens to the dozens of federal laws passed to protect Americans? They are written to apply to the employer-based system. Most of the protections will be lost (COBRA, HIPAA, ADA, various veterans/military, etc. etc.) 


Americans have unrealistically distorted expectations when it comes to the purchase of health coverage.  We want to pay the least, and yet we demand to collect the most expensive treatments. 


The old & sick will get clobbered on the cost of individual insurance policies when no longer spreading the risk in a group.   This will make the purchase of health coverage unaffordable. 


As all this happens and horror stories abound, Americans will demand socialized health coverage (and we know from Medicare & Medicaid what that spells for future government expenditures) 














WHAT YOU NEED TO DO NOW: 





     You need to start making REPEATED calls and visits to your Congressmen to tell them that this whole idea of punishing employers and workers for having health employee benefits is dumb & dumber.  Ask to meet with your Congressman when he is in the home state or district.  You are a real world hands-on expert.  Tell them what you predict will happen in your market area (the constituents in the case of Congressmen).  Explain that employers, who are already feeling the pain of their health costs subsidizing the Medicare discounts and the dozens of mandates, will simply throw in the towel.  And/or, employees will decide that the coverage isn’t worth being taxed, so they will drop out.  The result is that there will be millions upon millions of newly uninsured Americans…and the government has no fallback coverage for the crisis this tax proposal will cause.  
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More Detailed Explanations:





Americans won't buy the insurance.  We like to envision Americans as self-reliant individuals.  However, reality does not agree with that wishful thought.    It is foolish to think that Americans will voluntarily spend money to go out and buy adequate health coverage for themselves. Even in states where it is mandatory to buy car insurance in order to drive, there are many places in which only 50-60% actually obey the law to buy the mandatory insurance.  In addition, look how Americans treat health in terms of lifestyles, diet, check-ups, etc.   Americans have been told that health care is a "right", and access to free care is too easy to make buying expensive health insurance attractive as a spending priority.  Even a tax credit would have minimal incentive value. Note:  When HSAs became law, it soon became obvious that the market for individuals to buy HSAs would be nil.  It has been employers who have seen the value of the concept of HSAs.  Employers, especially those using self-funding, are the ones who have worked with Treasury to remove or smooth the roadblocks.  It is because of this employer caring for their workers that HSAs have gotten started and have grown roots.


Buying health coverage and getting health care services has become extremely complex.  Fraud, waste & abuse are rampant and find easy targets in people in their time of illness or concern.  There are also laws & requirements about timing, etc.  Employers, especially the majority who use self-funding, have a long record of protecting & assisting their workers.  If employer sponsorship goes, so does the protection & assistance. 


Dozens of federal laws and hundreds of state laws have been implemented to give protections or extensions of coverage to workers, such as COBRA continuing coverage, and various laws relating to military reservists & National Guard, disabled, etc.  Most of these take effect via the sponsoring employer.  If the employer fades from the scene, then so do these many protections & services.  Meanwhile, the government would lose various "cost shifting" savings in which government programs such as Medicare & VA are subsidized by employer plans. 


7.	We Americans have unrealistically distorted expectations about purchasing health coverage.  This twist of mind is at the base of many of our health coverage problems.  Americans want to pay the absolute cheapest price for health coverage...but then we expect & demand price-is-no-object health care services (even when the health condition is something avoidable we did to ourselves).   To demonstrate how far this view is from reality, imagine if a person went into a car dealership, and contracted for the cheapest car but then he was furious that a stretch limo was not delivered.  That's the distorted expectation Americans have about the purchase of health coverage.























													











� HYPERLINK "http://www.cypressbenefit.com" ��www.cypressbenefit.com�





Employers will drop health employee benefits.  It has become such an expensive and legal liability headache, that many employers would secretly love an excuse to dump the responsibility...and use President Bush as the face-saving excuse.  The companies that did withdraw would see better profit margins and stock market performance.  The employers who did not withdraw would be competing with a large financial disadvantage.   For example, when tax deductibility was removed for vanity cosmetic surgery, it disappeared from employer-offered coverage almost instantly.  When accounting rules required retiree health to be shown as a liability on the books, the offering of retiree health coverage started an instant steep decline.  There are many examples.  It is just common sense.  It wouldn't take long for employers to start terminating their sponsorship.


Between 66-80% of employee health plans do not use traditional "insurance".  They use employer self-funding regulated by the federal ERISA law.   ERISA self-funding is like an employer HSA.  The plan decides what types of benefits best fit that workforce and available money.  Any savings do not go to the profit of some insurance company.  The money remains in the employee plan for future benefits.  ERISA & self-funding can only be used for employment-based plans.  Therefore if employer-sponsorship is undercut, ERISA is no longer an option.  That would be a tragedy. 


With ERISA not available, all the health coverage risk & dollars would devolve into the basket of the insurance companies. That's quite a concentration & dependency. �I also wonder if the insurance companies and state �regulatory process could suddenly absorb a 200-400% increase of capacity if ERISA evaporated.











 More Detailed Explanations: Con’t.




















Despite his good philosophical intentions, the President is about to trigger unintended consequences in the health coverage of Americans and pave the way for socialized health care in the US.





 








If we move from employer group coverage to individual-based, the elderly and those with current or potential medical conditions will be hit with much higher premiums for coverage.  It is not a rip-off.  It is actuarial science, and without actuarial pricing, the insurance companies on which a non-employer system would be based would go bankrupt.  Younger & healthier individuals would save money because their actuarial risk is lower.  This will start the downward spiral of the older and sicker not being able to afford or feel it is worth buying health insurance coverage.  That would be a tragedy too.  Yes, insurers can be forced by states to offer flat rates, but insurers need to make money, so they will set their blended (flat) rate higher in order to allow for unforeseen problems (whereas an employer self-funded plan does not build in a profit).  If federal or state government forces some blended rate, then the artificially high rate charged to young & healthy Americans leads them to not buy at all.


As all of these unhappy unintended consequences of removing the tax deduction for employer sponsorship of health benefits unfold, the media and the political rhetoric will be flooded with sad stories, predictions of worse, and demands that the government step in to provide health coverage or health services (since the precedent for government coverage is already set via Medicare, Medicaid, etc.   As countries around the world with such systems are finding, no government has enough money to supply the amount of health care services that people (especially Americans) like to think they deserve.


     At first, it might seem these comments are a knee-jerk protective reaction to save our market of servicing employee benefit plans.  However, when this same tax idea was floated in the early Reagan Administration and when the Hillary Clinton major realignment was proposed a decade ago, we quickly saw that the need for TPA services would not diminish, because the complexity, cost, and red tape continued.  (We are often reminded of how many tax firms were bemoaning their imminent demise if the 1986 tax "simplification" became law.  It passed, and a year later, "simplicity" had caused a 42% increase in the need for such firms to help people through the red tape of the tax reform law.)  So, our goal is to avoid a tragedy of unintended consequences.





























