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THE APPARENT PROBLEM:

Oneelement of a package of bills introduced by House
Democratsknownasthe Quality of Life packageisa
state income tax deduction for health insurance
premiums. Suchadeduction, say Froponents ,willhelp
mlddledassfamllmandserfemp mdmdualsthat
must purchase their own health Insurance without
relying onagovernment program or putting a mandate
onbusinesses. Small business associations have said
affordable health care is a top priority for them.
Moreover, pi saysuchadeductioncould help
inwelfare reform efforts, as people move from
goverrmentfurdedprograrrs bymakingprivatehealth
Insurance moreaffordable. Advocates say health
insurance has become a necessity for familiesand
assistance should be provided to those working people
Wmeeljjobsdlg not carry comprehensive health insurance
as a benefit.

THE CONTENT OF THE BILL:

The bill would amend the Income Tax Act to provide
certain taxpayers a deduction from taxable income for
remiumspaidbythe rinthetaxyeartoobtain
care . Thedeductionwouldapply for the
1997 tax year and each tax year thereafter. The
premiums could be deducted to the extent that they were
not deducted by the taxpayer on his or her federal tax
return for the tax year.

Toqualify, ataxp\%e wcLUSted grossincomeonan
annual retumon adeduction was claimed

would have tobe $100,000or less. Further, ataxpayer
could not be covered by any health coverage policy,
certificate, or contract, or self-funded plan other than
the health care benefits purchased by the premiums
beingdeducted; wouldhavetocontractindividually for
the health care benefits; could not have a medical care
savings account under the Medical Care Savings
Account Act; and would have to pay the premiums

without any contribution from any other source.

Thebillwouldapply topremiumsfor coverageunder a
dental, hospital, surgical, or medical expense-incurred
pollcyor certificate issued by acommercial health
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insurer; for dental, hospital, surgical, or medical
benefits under a certificate issued by Blue Crossand
Blue Shield of Michigan; for health maintenance
services under a contract with a health maintenance
organization (HMO); and for dental benefits under a
contract issued by a nonprofit dental care corporation
(such as Delta Dental).
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FISCAL IMPLICATIONS:

The House Fiscal Agency has estimated that the bill
would reduce revenues by about $18 million to $20

million per year. (Fiscal Note dated 6-17-97)

ARGUMENTS:

For:

The bill will provide tax relief to people who must
purchasetheirown healthinsurance, notably including
the self-employed. It Eaircgd%ameawre of assistance
to people who do not health benefits provided to
them by anemployer or from some other source. This
will contribute to making health insurance and health
caremoreaffordable. Representatives of the National
Federation of Independent Business have said that
affordable health care ranked as the number oneconcem
forsmallbusinessownersinitsmaost recent research.
Thisbill is, from their perspective, a superior
alternative togovernment run health insurance
programs. The bill is targeted at people with adjusted
gross incomes of $100,000 or less. It does not cover
co+pays and deductibles and would not permit double
dipping with the federal deduction for health premiuns.
Only premiums notused for afederal deductionwould
count for state tax purposes.

Response:

It ought to be noted that deducting the cost of premiums
from taxable income means that the taxpayer will,
essentially, reduce the costof premiums by slightly over
four I:)ercent (Since the state tax rate is 4.4 percent?

While this will no doubt be of benefit to people
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purchasingtheirownhealthinsurance, itisquestionable
whether itissufficientto make insurance affordable for
people who cannot now afford it.

Against:

The bill has significant revenue implications. Also,

Department of Treasury officials say that it appears to

permit premiums to be deducted by a taxpayer

regardless of whothe insurance is for. In other words,

the bill does not require that the taxpayer be paying

premiums solely for himself or herself. Treasury

officials say there is already a 30 percent federal

deduction for health care premiums for the self-

employed and participants in Chapter S corporations.

POSITIONS:
The NFIB/Michigan supports the bill. (6-25-97)

The Small Business Association of Michigan supports
the bill. (6-25-97)

The De)partment of Treasury isopposed to the bill. (6-
25-97

The Michigan Education Association has indicated its
opposition to the bill. (6-18-97)

Analyst: C. Couch
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