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Executive Summary

Health Coverage Tax Credits (HCTCs) provided under the Trade Act of 2002 are important far
out of proportion to the number of qualifying individuals, fewer than 300,000 workers who lost
their jobs because of international trade plus early retirees receiving pension payments from the
Pension Benefit Guarantee Corporation (PBGC). HCTCs provide the country’s first test of
whether the uninsured can be helped effectively by fully refundable tax credits that are paid
directly to insurers when premiums are due each month. These new credits pay 65 percent of
premiums charged by qualified health plans, which primarily consist of COBRA coverage offered
by former employers and health plans that have arranged with state officials to serve state
residents receiving HCTCs.

In different forms, such “refundable, advanceable” tax credits have won significant support from
policymakers in both parties. Before HCTC, analysis of such credits was almost purely
theoretical. Now that HCTC has begun, policymakers can use “real world” experience to assess
tax credits’ potential to cover millions of uninsured Americans. However, for this assessment to
be accurate, HCTCs need to be designed as effectively as possible.

Of course, it is early in the implementation of HCTC, which was enacted by legislation signed in
August 2002. Moreover, advance payment to insurers did not start until August 2003, less than
ten months ago. Nevertheless, problems have already emerged that, earlier this month, prompted
54 Senators in both parties to support reforms that would increase the size of the credit, expedite
credit payment to ease beneficiaries’ cash flow problems, offer new health plan choices to some
beneficiaries, increase the number of beneficiaries receiving consumer protections, and make
certain other changes. This proposal failed to garner the 60 votes that were required to overcome
budget-related procedural obstacles, but the issue is virtually certain to return. Policymakers
wishing to maximize HCTCs’ effectiveness may thus wish to consider program changes like the
following:

1. Increasing take-up by raising the amount of the tax credit. By the end of February
2004, only 4 percent of individuals potentially eligible for HCTCs were enrolled in
advance payment. Some contend that a major obstacle to take-up is that many eligible
workers cannot afford to pay 35 percent of health insurance premiums. To address this
problem, policymakers could:

. Increase the size of HCTC:s for all eligible workers.

. Increase the size of HCTCs for the lowest-income eligible workers. To determine
income, policymakers could:
o Follow the model of advance payment of the Earned Income Tax Credit,

through which an eligible household first determines the size of the
advanceable credit by projecting its total annual income and later
reconciles any differences between projected and actual income when it
files year-end tax forms; or

o Use the model of low-income subsidies for Medicare prescription drug
coverage, through which state agencies that are accustomed to means-
testing determine whether a household’s income is low enough to qualify
for extra assistance.

2. Increasing take-up by starting subsidies more rapidly. Another obstacle is that
beneficiaries must pay one or more months of premiums in full before advance payment
begins. Many lack the resources to “front” these amounts. To address this problem,
policymakers could:

. Give beneficiaries the option to delay coverage until advance payment begins.
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. Once advance payment starts, provide an immediate “rapid refund” to pay 65
percent of the first few months of premiums. Currently, beneficiaries must wait
until after filing annual tax forms before they receive such refunds.

. Create revolving loan funds for early payments. Using federal grants, a state or
private, charitable agency would pay 65 percent of a beneficiary’s premiums
pending the start of advance payment. In effect, this would be a loan. Once
advance payment starts, the agency running the revolving loan program would
receive the beneficiary’s “rapid refund” directly from IRS (in effect, repaying the
“loan”). In turn, that refund would fund a similar “loan” to help cover another
beneficiary’s first few months of premiums.

. Establish a presumptive eligibility system, modeled after a Medicaid program
that three-fifths of the states now use for pregnant women. Under this system,
once a qualified health plan, a state workforce agency, PBGC, IRS, or the IRS’
designee found that an individual paid his or her share of the first month’s
premium and met key eligibility requirements, subsidies would begin
immediately and continue until the IRS completed its eligibility determination for
standard advance payment.

Improving the quality and availability of the plans for which HCTCs may be used.
On this issue, perspectives vary greatly. Some believe that more safeguards are required
to provide all necessary benefits and to prevent substantial premium variation based on
age, gender, and health history. Others believe that regulations need to be loosened to
increase plan participation and expand beneficiary choice; and that HCTC beneficiaries
have, if anything, too little access to low-cost alternatives with modest benefits. To help
the nearly 25 percent of HCTC beneficiaries who live in states without qualified health
plans (other than COBRA coverage), some suggest empowering federal agencies to
provide “fall-back” coverage that would be comprehensive and community-rated; and
others note that if any state-licensed plan could accept HCTCs, qualified coverage would
be available nationwide. Policymakers could move in many different directions on these
issues, with alternatives that include the following:

. Limit HCTCs to comprehensive, community-rated plans.

. Permit any state-licensed plan to accept HCTCs.

. Require each participating state to offer high-deductible options.

. While permitting each state to offer any plan that qualifies under current rules,

also require each participating state to include in its offerings at least one high-
deductible option and at least one comprehensive, community-rated plan.

Increasing the number of beneficiaries receiving consumer protections. HCTC
beneficiaries are guaranteed coverage without any exclusion of preexisting conditions
only if they have at least three months of continuous coverage, without any break lasting
63 days or longer, immediately before they enroll in a qualified health plan. As a result, if
beneficiaries are uninsured while several months pass between job loss and the start of
HCTC, they lose consumer protections. Accordingly, some have proposed disregarding
lapses in coverage between job loss and the start of HCTC advance payment. However,
under that approach, beneficiaries could wait to get sick before they use HCTCs to enroll
in a health plan. To prevent such adverse selection, policymakers could adjust this
proposed policy to:
. Limit HCTCs to individuals who enroll within a defined period (such as 60 days)
of receiving notice of potential eligibility.

. Count coverage gaps after the beneficiary receives notice of potential eligibility.

. Permit insurers to exclude preexisting conditions that first develop after job loss.

. More closely align federal consumer protections with current state insurance
markets.

v



How Can National Policymakers Improve
Health Coverage Tax Credits Provided
Under the Trade Act Of 2002?

Introduction

On August 6, 2002, when President Bush signed into law the Trade Act of 2002, the country
began its first experiment in a decade with federal income tax credits to cover the uninsured.
Since then, a remarkable partnership of federal and state officials, private contractors, health
plans, unions, employers, and others have established the infrastructure of the new program
more rapidly and effectively than many observers predicted would be possible. Nevertheless,
as with any new program, problems have emerged that may require correction. This Issue
Brief focuses on three key issues: the proportion of eligible individuals who take up HCTCs;
the quality and extent of coverage provided by state-based health plans for which HCTCs may
be used; and the range of beneficiaries covered by consumer protection requirements. As to
each issue, this paper identifies various policy options and trade-offs facing federal
policymakers who wish to improve Trade Act health coverage through legislative change. The
appendix to this Issue Brief analyzes some additional policy ideas that may be relatively
uncontroversial but could help HCTCs achieve their goals more effectively.

The HCTC program has national policy importance far beyond the roughly 200,000 to
300,000 workers (plus their dependents) who qualify for assistance. With this small and
discrete population, the HCTC program tests the effectiveness and potential structure of
federal income tax credits for health insurance, the policy mechanism that has been included,
perhaps more than any other, in proposals by both Democrats and Republicans to cover
millions of uninsured Americans. For example, both President Bush and Senator Kerry
include such tax credits (albeit in very different forms) in their proposals for the uninsured. To
accurately assess tax credits’ potential as one element of a broader, bipartisan strategy to
expand health coverage, it is critically important for HCTCs to be designed as effectively as
possible.

National policymakers have already been working hard to improve this program. The
administrative policies governing HCTC have been adjusted on an ongoing basis to address
emerging problems. Moreover, during the recent legislative debate over modifying corporate
tax policy to respond to sanctions imposed by the World Trade Organization, 54 Senators
voted to change HCTCs in important ways. Although the amendment failed because 60 votes
were needed to overcome a point of order, serious interest in program improvement is evident.
To help policymakers further analyze available options for improving HCTCs, this Issue Brief
summarizes key features of the current program; describes the amendment that was recently
considered on the Senate floor; and analyzes various possible approaches to addressing the
most prominent concerns that have emerged thus far.

The HCTC program, in brief

Comprehensive descriptions of Trade Act health coverage and its operation to date are
available elsewhere.' Following are some highlights of the program:

. Tax credit structure. Trade Act HCTCs pay 65 percent of health insurance
premiums. These credits are fully refundable, so they go to all eligible individuals,



including those who owe little or no federal income tax. For coverage in December
2002 and later months, taxpayers can claim credits on year-end tax forms to reimburse
their qualified premium costs. Beginning in August 2003, beneficiaries have had the
option to claim credits “in advance” and have them paid directly to insurers when
monthly premiums are due, rather than wait until the end of the year for a refund.
Individuals electing advance payment pay their 35 percent monthly premium share to
IRS, which adds the 65 percent credit and makes full monthly premium payments to
the insurer. This is the first time federal income tax credits have been used to make
advance payments directly to health insurers.

Eligibility. Two main groups qualify for HCTCs: early retirees, age 55 through 64,
who receive payments from the Pension Benefit Guaranty Corporation (PBGC);" and
displaced workers who lost their jobs because of international trade and either receive
Trade Adjustment Assistance (TAA) cash payments through the U.S. Department of
Labor or would qualify for such payments but for their receipt of unemployment
insurance. Dependents of these workers also qualify for HCTCs. However, neither
workers nor their dependents are eligible if they are enrolled in Medicare or certain
other types of health coverage.

Health plans. HCTCs may be used for two types of qualified plans: “Automatically”
qualified plans that are available in every state (without any action by state
government), and which generally consist of COBRA coverage provided by former
employers; and state-qualified plans, which must be arranged by a state, and which
include high-risk pools, nongroup plans with premiums that vary based on the
insurer’s assessment of individual risk, and plans with community-rated premiums
that are not based on individual assessment of risk within the group.

Consumer protections. For beneficiaries who had three months of continuous
coverage without any gap lasting 63 days or longer immediately before seeking to
enroll in a state-based plan, the insurer must guarantee issue of coverage and may not
exclude preexisting conditions.

Federal Trade Act grants to states fall into two categories: grants to support the
establishment and operation of high-risk pools; and National Emergency Grants
(NEG) from the Department of Labor, which fund certain state costs associated with
HCTCs.

The Wyden/Coleman amendment: proposed changes to
HCTC

On May 3, 2004, Senators Wyden (D-OR), Coleman (R-MN), Baucus (D-MT), Rockefeller
(D-WYV), Brownback (R-KS), and Snowe (R-ME) proposed an amendment to pending
corporate tax legislation that would have modified Trade Adjustment Assistance in many
ways.” In addition to extending TAA to service workers and making other broad changes to
TAA, the amendment would have modified the HCTC program as follows:

Expedited payment. When advance payment begins after a beneficiary has paid one
or more months of full premiums for qualified coverage, the beneficiary (or the
beneficiary’s designee) would receive an immediate HCTC reimbursing the applicable
percentage of those full monthly premiums. Currently, beneficiaries must wait until
after they have filed annual tax returns before they obtain such reimbursement.

" PBGC makes lump-sum or periodic payments to retirees from certain companies that experienced
financial reversals and no longer pay promised defined-benefit pensions.



. Consumer protections. For individuals who qualify for HCTCs through TAA, gaps
in coverage would not prevent the application of federal consumer protections if such
gaps occur between job loss and five days after IRS has mailed such individuals
notice that they qualify for advance payment.

. Medicare spouses. When an otherwise-eligible individual is disqualified from HCTC
because of Medicare enrollment, the individual’s spouse would remain eligible for
HCTC.

. Credit size. The credit would increase to cover 75 percent of health insurance
premiums.

. NEG grants. Such grants would be authorized and appropriated in the amount of

$200 million for fiscal years 2004 through 2005. They would pay three months of
premiums for coverage of PBGC-related beneficiaries, to help them meet continuous
coverage requirements for federal consumer protections. In addition, such grants
could be used for outreach, for direct assistance to help potentially eligible individuals
enroll, and for other purposes.

. Group coverage. Within two years of statutory enactment, a state’s qualified plans
would be required to include at least one option that is either a high-risk pool, an
insurance program for state employees, a health plan that resembles plans serving
state employees, or a group health plan. If a state does not meet that deadline, the
Office of Personnel Management (which runs the Federal Employees Health Benefits
Program) would be authorized to establish a group health option for state residents.

. IRS notices of eligibility for advance payment would include contact information
for state officials who provide enrollment assistance, a list of coverage options, and
information about the need to enroll quickly to avoid coverage gaps and to retain
federal consumer protections.

. Information provided to Congress would include annual HCTC reports from the
Treasury Department and notices from the Department of Labor whenever state
applications for NEG grants are not addressed within the statutory time limit of 15
days.

Ultimately, Senator Nickles (R-OK) objected that the amendment as a whole (including
provisions unrelated to HCTC) violated the Budget Act. The motion to waive this objection
received 54 Votes,3 but 60 were needed, so the amendment did not succeed.

The remainder of this paper takes a step back from this recent legislative debate and analyzes
a range of options for modifying the HCTC program, including both proposals in the
Wyden/Coleman amendment and other alternatives.

Analysis of possible approaches to modifying HCTC

Issue 1: Increasing HCTC take-up

In February 2004, HCTC advance payment covered 10,246 workers and retirees, or 4 percent
of approximately 250,000 individuals who were identified as potentially eligible and were
mailed outreach materials.* Including dependents, nearly 15,000 were enrolled by the end of
January 2004.

It is far too soon to come to any final conclusions about take-up. Operational since August
2003, advance payment is less than one year old. Officials are at an early point on a steep
learning curve, and word of mouth about the new program has not spread fully among eligible



workers. Moreover, published data do not yet show the number of additional families who
claimed HCTC:s on their year-end tax forms for 2003.

Despite the preliminary nature of concerns about take-up, several obstacles are apparent that
may need to be addressed for HCTCs to reach most of their intended beneficiaries. The two
barriers analyzed below are the size of the credit and the speed with which advance payment
begins.

Some analysts suggest that take-up is also significantly impeded by limits on available, state-
based plans, either because (as some claim) excessive regulations in the Trade Act have
prevented many affordable, state-licensed, non-group plans from participating or (as others
suggest) state-qualified plans frequently have benefits that are so limited that few HCTC-
eligible workers view them as valuable. While changes to the federal rules that govern state-
based plans may be worthwhile for other reasons, they are unlikely to have a major impact on
take-up. Currently, state-based HCTC plans exhibit extraordinary variety in their costs,
benefits, and risk-rating rules, but no state has enrolled more than 10 percent of its residents
who have been individually identified as potentially eligible for HCTCs.® At least a few states
would have much higher enrollment if the key to increased take-up were offering a particular
type of state-based coverage.

A. Credit size

The beneficiary’s 35 percent premium share appears to be unaffordable for many unemployed
workers and early retirees. Workers using advance payment of HCTCs in December 2003
purchased coverage with an average, annualized premium of $4,896 for single coverage, so
their 35 percent share amounted, on average, to $1,713. In that same year, actively employed
workers made annual premium payments of only $508, on average, for single coverage
available from their employers.® HCTCs thus presuppose that many workers will pay
substantially more for health insurance precisely when unemployment (even accompanied by
unemployment insurance payments) causes family income to fall by an average of 40 percent.’

This $1,713 would consume 13 percent of average unemployment insurance or TAA income
support paymentslo or 5 percent of all income for a four-person family with earnings at 200
percent of the Federal Poverty Level (FPL). Studies of state-based health coverage programs
and the nongroup market conclude that, when health insurance payments require 5 percent of
income, fewer than 25 percent of eligible individuals enroll; and that even if such payments
accounlt1 for as little as 3 percent of income, fewer than 40 percent of eligible individuals
enroll.

Policymakers can choose from several approaches to this problem, including the following:
Option #1: Increase the credit size for all beneficiaries.

This approach would be easy to administer. It would also help a number of middle-income
beneficiaries, such as those with spousal income, who are nevertheless unable to afford large
premium payments because they recently suffered job loss and have high fixed costs that
spousal income alone cannot easily cover. On the other hand, this option would spread limited
federal dollars among both those who need extra help and those who do not. If resource
constraints mean that the increase in credit size is modest (for example, to 70 or 75 percent of
premiums), the effect on take-up is likely to be modest as well. Many unemployed workers
and early retirees who cannot afford to pay 35 percent of premiums will be unable to pay 25 or
30 percent of premiums.

If policymakers pursue this option, they will need to decide the appropriate credit size. One set
of benchmarks is provided by employer-sponsored insurance. On average in 2003, employers
paid 85 percent of premiums for worker-only coverage and 74 percent of premiums for family
. 1

insurance.



Option #2: Increase the credit size for low-income beneficiaries.

This approach would increase credit size substantially for the neediest beneficiaries.
Household premium costs could be reduced to affordable levels for families who qualify for
increased credits, with a potentially significant effect on take-up. While the income
distribution of HCTC beneficiaries is currently unknown, among the involuntarily
unemployed in general, two-thirds of the uninsured have low family incomes — that is, below
200 percent of the FPL."

However, designing an efficient and effective approach to income determination may not be
easy, particularly given the significant income fluctuations and uncertainty about future
earnings experienced by workers who have lost their jobs and are seeking re-employment.
One approach to administration would hold IRS ultimately responsible for income
determinations. IRS would make advance payments based on a household’s projection of
annual income, with reconciliation when tax forms are filed after the end of the year if actual
income turns out to differ from projections. However, when tried with the Earned Income Tax
Credit (EITC), this approach had dismal results; fewer than 1 percent of EITC recipients claim
the tax credit in advance,'* in part because, after a family receives advance EITCs, unexpected
income can endanger tax refunds or create tax debts when annual income tax forms are filed
and final household income for the year is determined.

Another approach would determine income eligibility for increased tax credits based on the
findings of non-tax agencies that regularly determine recent income, such as those
administering the State Children’s Health Insurance Program (SCHIP). This follows the model
of Medicare prescription drug legislation, under which Medicaid or Social Security agencies
determine eligibility for low-income subsidies.” Such an approach has several salient features
that would simplify HCTC administration:

. Unless the beneficiary affirmatively applies for and receives a certification of low
income, the standard tax credit percentage would apply.

. IRS would not determine income eligibility for the enhanced credit. Rather, IRS
would rely on the income certification of the SCHIP agency, just as it currently relies
on certifications by state workforce agencies and PBGC that particular beneficiaries
qualify for TAA and PBGC, respectively.

. The SCHIP agency could use whatever procedures and time frames it ordinarily
follows in making income determinations.

Of course, the state agencies making these income determinations would need to be
reimbursed for their reasonable administrative costs.

As with the first option, a critical question here is the size of enhanced subsidies for low-
income beneficiaries. Rather than create a new subsidy scale from scratch, federal
policymakers could rely on existing models. For example:

. As under Medicare prescription drug legislation, credits could cover 100 percent of
premiums for individuals with incomes at or below 135 percent of the FPL, with
subsidies phasing down to standard levels as income rose to 165 percent of the FPL.

T In this context, SCHIP agencies have several advantages over Medicaid and Social Security agencies,
which the Medicare bill requires to develop new, streamlined application procedures. For example,
SCHIP does not have the same tradition of stigma that some ascribe to Medicaid, and most SCHIP
programs already use streamlined, relatively family-friendly application procedures. See, e.g., Donna
Cohen Ross and Laura Cox. Preserving Recent Progress On Health Coverage For Children And
Families: New Tensions Emerge. Center on Budget and Policy Priorities, for the Kaiser Commission on
Medicaid and the Uninsured. July 2003. http://www.cbpp.org/7-30-03health.pdf.



. Low-income credits could be based on common state practices under SCHIP.* For
example, HCTC beneficiaries with incomes at or below 200 percent of the FPL could
receive an enhanced credit reducing the worker’s premium costs to levels typical of
SCHIP programs. In 2003, the median SCHIP program charged $240 a year to a low-
income family with two children and income at 200 percent of FPL." Premium
charges have increased since then in a number of states. '’

B. Prompt start of advance payment

To qualify for advance payment today, a worker must first enroll in an HCTC-qualified health
plan, provide the IRS with a bill from the insurer, and pay premiums in full for one or more
months while the IRS determines the worker’s HCTC eligibility. Many workers report that
they cannot afford to pay even one or two months of full health insurance premiums without
help, and so they do not join the HCTC program. A small number of states use NEG grants to
pay 65 percent of premiums before advance payment starts, but most states have not taken this
approach, and only limited amounts of NEG funding remain. Following are several potential
approaches to this problem:

Option #1: Delayed coverage.

Under this approach, eligible workers would have the option to ask their HCTC plan for
delayed coverage until IRS advance payment began. For such a request to take effect, the
worker would need to make a 35 percent initial premium payment to the HCTC program.
Workers found ineligible would have that initial payment refunded.

While this approach would eliminate any requirement of paying full premiums, it would delay
the start of health coverage until advance payment began. To reduce the resulting harm, the
period between the initial payment and the start of coverage would need to be disregarded in
determining whether a beneficiary had continuous coverage and therefore would be covered
by Trade Act consumer protections.®

Option #2: Rapid refunds.

As soon as advance payment begins, this approach would refund to beneficiaries the HCTC-
covered share of full premium payments made while waiting for advance payment to start.
While it appears administratively feasible, and it would considerably shorten beneficiaries’
wait for HCTC refunds, this approach would still require beneficiaries to “front” full monthly
premiums, which averaged $408 a month for single HCTC coverage in December 2003."” For
the laid-off workers and early retirees who lack such disposable income, HCTC coverage
would remain unaffordable.

Option #3: Revolving loan funds.

This option incorporates but goes beyond rapid refunds. States or private, charitable
organizations could use NEG funds or other federal grants to pay the HCTC share of

* Another approach would base enhanced subsidy amounts, not on actual SCHIP practice, but on the
federal SCHIP statute. Under that statute, children with incomes at or below 150 percent of the FPL
may be charged only the nominal premiums permitted under the Medicaid program. Children with
incomes between 151 and 200 percent of the FPL can be charged premiums that, when combined with
out-of-pocket health costs, do not exceed 5 percent of family income. That approach has two major
disadvantages: potential administrative complexity; and the likelihood, as indicated above, that even if
premiums are limited to 5 percent of income, very few low-income families will enroll.

¥In addition, policymakers pursuing this approach would need to decide whether: (a) to require
qualified plans to delay coverage upon request, which may (or may not) cause some plans to cease
offering state-qualified coverage, and which would increase administrative costs slightly for COBRA
third-party administrators serving HCTC beneficiaries; or (b) to permit qualified plans to reject requests
for delayed coverage, which would mean that some beneficiaries would not have access to this option.



premiums for the first few months of coverage, before advance payment begins. In effect, this
would be a loan to the beneficiary. In exchange for such assistance, the beneficiary would
agree that the state or private agency would be repaid by receiving, directly from IRS, the
beneficiary’s rapid refund for the months covered by the “loan.” The state or private agency
would then use the refund to help another beneficiary with his or her first months of coverage,
before advance payment begins.

By giving state agencies and private, charitable groups the assurance of rapid reimbursement,
this approach would permit HCTC-level subsidies to begin immediately. However,
beneficiaries would need to apply, not just to IRS for HCTC, but also to the state or private
agency administering the loan fund. This would add one more step to an already complex
process, potentially causing some loss in coverage. In addition, revolving funds seem best
fitted to systems where a relatively steady stream of beneficiaries seeks assistance, and the
volume of incoming repayments roughly matches the need for outgoing assistance. By
contrast, with HCTC health coverage, large numbers of individuals often seek assistance over
brief periods as a company shuts down. In addition, this approach would need a clear
allocation of financial responsibility if, for a given individual, the refund never materializes.
Finally, this option may require clear national standards to ensure that the local revolving fund
operator uses federal funding for its intended purpose.

Option #4: Presumptive eligibility.

This option is based on Medicaid’s presumptive eligibility program, which more than three-
fifths of states have chosen to extend to low-income, pregnant women.'® Medicaid
presumptive eligibility provides short-term health coverage, pending the Medicaid agency’s
final eligibility decisions, for applicants whom qualified entities (such as participating doctors
and clinics) find meet specific requirements that indicate likely eligibility. If the presumptively
eligible individual fails to complete the application process for full Medicaid coverage, or the
state ultimately finds the individual ineligible, coverage ends, but the individual is not asked to
repay Medicaid’s presumptive eligibility costs.

With HCTCs, this model could work as follows. Presumptive eligibility would start for a
particular individual once HCTC, a state-qualified plan, a state workforce agency, PBGC, or
another qualified entity selected by IRS made three determinations: (a) that the individual
requested enrollment in a qualified plan; (b) that the individual paid his or her share of
premiums for the first month of coverage; and (c) that the individual was certified as eligible
by PBGC or a state workforce agency. At that point, the HCTC program would start making
full, monthly premium payments to the individual’s health plan, billing the individual for his
or her share of premiums under standard procedures starting with the second month.”
Presumptive eligibility would continue until the HCTC program determined whether the
individual met all requirements for advance payment. At that point, either standard advance
payment would begin or assistance would cease.

This approach would involve some complexity, and a small number of individuals who are
ultimately found ineligible for HCTCs would nevertheless receive short-term tax credits that
would not be repaid. On the other hand, in the Medicaid program, presumptive eligibility has a
track record of success in starting coverage rapidly, which, for HCTC recipients, could avoid
any need to make full, monthly premium payments.

™ If presumptive eligibility is established during the middle of the insurer’s standard coverage month, at
least three approaches are possible to starting coverage: coverage could begin retroactively, effective on
the first day of that month; coverage could start mid-month, with the premium pro-rated; or coverage
could begin at the start of the following coverage month. From the standpoint of maximizing coverage
and minimizing barriers to enrollment, the first approach is preferable. Its administrative feasibility is
not yet clear, however, and it would be slightly more costly than the alternatives.



Issue 2:  Adequacy and availability of state-based health
coverage

Some observers have expressed concerns about state-based HCTC plans that limit benefits
tightly or vary premiums significantly based on the beneficiary’s age, gender, area of
residence, or prior health history. For example, a survey of states” HCTC coverage conducted
by the Economic and Social Research Institute found that, in 11 of 15 surveyed states, the
most generous state-based plan excluded or severely limited maternity care, mental health
care, prescription drugs, or preventive care. The survey also found that, in the median
surveyed state that allowed risk-rating, women were charged 53 percent more than men for the
same coverage; healthy, 60-year-old men were charged 238 percent more than healthy, 25-
year-old men for the same plan; and the insurer’s classification of an individual in the highest
rather than the lowest risk level increased premiums by 480 percent."

Others have noted that, although more than three-fourths of beneficiaries live in states with
state-qualified plans, potentially eligible workers in other states who lack access to COBRA or
other automatically-qualified plans cannot use HCTCs to buy any available coverage. Still
other analysts worry that, because the Trade Act’s consumer protections are out of step with
state insurance rules, most state-licensed, non-group insurers offering low-cost products have
been deterred from participating in HCTC. For example, even though 9 of 15 states in the
survey described above gave HCTC beneficiaries at least five different coverage options, most
options consisted simply of a choice of deductible, and 10 out of the 15 states had only one
insurer offering state-based coverage.”

Policymakers could approach these issues in numerous ways, including the following:

Option #1: Limit HCTCs to community-rated plans, without preexisting condition
exclusions or coverage denials, that meet minimum benefits standards.

While pursuing this approach, policymakers could incorporate existing standards to avoid
creating new benefits standards out of whole cloth for this small population. For example,
plans could be asked to meet the minimum benefit requirements of the SCHIP statute, which
limits participating plans to those with actuarial values at least as high as certain benchmark
plans. While leaving considerable state flexibility, such requirements assure the broad
coverage that many experts associate with increased receipt of appropriate health care services
and improved health outcomes.”' Such an approach would also eliminate disparities in
premiums and coverage based on factors over which individuals have no control, such as age,
gender, and certain prior health conditions. It would also eliminate the tragic irony of charging
unaffordable amounts, failing to cover essential benefits or limiting them severely, or denying
all coverage for the very individuals who most need insurance because they have health
problems that require treatment.

On the other hand, some laid-off workers may prefer less generous (hence less costly)
coverage that protects them against catastrophic financial loss and helps the chronically ill
with high annual medical bills. Some policymakers also support higher-deductible policies
that they believe will make enrollees more cost-conscious, permit finite federal subsidies to
cover more people, and reduce the interposition of third-party intermediaries between the
consumer and his or her health care provider. Moreover, younger workers may be less likely
to participate if they are asked to subsidize coverage for older workers, who (in many cases)
may have more income and assets. In addition, high-cost health care users may
disproportionately enroll in community-rated health plans, which could ultimately raise
premiums and make coverage even less affordable to beneficiaries. Also, in state insurance
markets where risk-rating is generally allowed, mandatory community-rating of HCTC plans
could reduce the participation of insurers, many of which have already been reluctant to join
the HCTC program. As a result, some beneficiaries could lose access to qualified plans.



In addition to these substantive trade-offs, this option would reopen the emotionally charged,
highly ideological debate over the merits of non-group versus group insurance markets.
Although controversy dogged its creation, the current policy has turned out to be a
compromise that gives states the ability to choose among very different coverage models and
rating rules. The resulting diversity of state models can provide information about the
consequences of various group and non-group coverage strategies, laying the groundwork for
better-informed future policies.

Option #2: Permit HCTCs to be used both for coverage arranged by states and for any
other health coverage available under state law (including in the nongroup market).

This approach would ensure that a significant variety of health plan options are available for
HCTC beneficiaries in every state. This would give each beneficiary access to qualified
coverage and permit many laid-off workers and early retirees to choose plans that meet their
individual needs, taking into account both cost and coverage.

On the other hand, middle-aged or older workers, women, and people with past health
problems can find coverage extremely expensive in the non-group market, even coverage with
high deductibles and strict limits on covered services. The medical care that such individuals
need to address their conditions is frequently excluded on an individual basis. Furthermore,
when it comes to services like mental health care, prescription drugs, or maternity care, many
non-group plans do not cover them for anyone or greatly restrict the coverage they provide.

As with Option #1, this approach would re-open the highly contentious question of the merits
of group versus nongroup coverage, making legislative progress difficult. That question
played a major role in preventing Congress from including health coverage in economic
stimulus legislation debated in 2001 and 2002, and in summer 2002, many observers feared
that this same question could be the greatest challenge to passage of the entire Trade Act.

Option #3: Require each state to offer high-deductible options.

Such options could be defined, for example, to have deductibles of at least $1,000 per
individual and $2,000 per family. This would ensure that relatively low-cost products are
available in each state with state-qualified options. As noted above, experts disagree about the
desirability of such high-deductible coverage, compared to traditional employer-based
insurance, which is more comprehensive. As a practical matter, however, this option would
not make a substantial difference in the operation of the HCTC program, since most states
already offer high-deductible plans. The above-described survey of HCTC plans in 15 states™
found that only two states did not offer any plan with high cost-sharing."’

Option #4: While giving HCTC beneficiaries access to both high-deductible options and
comprehensive, community-rated plans, retain current state flexibility to offer
beneficiaries additional choices of other state-qualified plans.

Under this approach, both high-deductible options and community-rated, comprehensive plans
(as described in Options 1 and 3, above) would be offered in each participating state, but states
would be free to supplement such plans with other qualified coverage. The advantage of this
approach is that it would give beneficiaries access both to comprehensive plans that resemble
traditional employer-based coverage and to insurance with low premiums and high
deductibles, without limiting beneficiaries to either type of plan or narrowing the choices
available to states. In theory, the disadvantage of varied health plan choices is that sicker

"' In 5 of the 15 states, beneficiaries had access to plans with individual deductibles of $5,000 or more;
in another 5 states, beneficiaries could enroll in plans with individual deductibles up to $1,500 or
$2,500; 2 other states offered plans with $1,000 individual deductibles; and another state had a plan
with low nominal deductibles but 50 percent coinsurance.



enrollees may disproportionately enroll in the comprehensive, community-rated options,
raising the premiums of such options to unsustainable levels. In practice, however, adverse
selection among varied plans has sometimes failed to materialize when generous, proportional
subsidies have been available.” Moreover, adverse selection could be reduced through such
measures as reinsurance or risk adjustments that do not affect the premiums charged to
beneficiaries,” both of which could be funded through NEG or other federal grants.

For policymakers pursuing this option, one important design question is whether states would
be required to develop and implement these comprehensive and high-deductible options
themselves. If so, state participation would become more difficult for states to arrange. Given
the small number of affected individuals in many states, some states almost certainly would
stop offering qualified plans, leaving many of their residents without access to any coverage
that is qualified for HCTCs. To avoid this result, policymakers could give states the option to
ask a federal agency to offer their residents both comprehensive and high-deductible options
meeting the above-described requirements. The federal agency involved could be the
Department of Health and Human Services or perhaps the Office of Personnel Management,
which runs the Federal Employees Health Benefits Program (FEHBP), and which could be
given the authority to offer HCTC beneficiaries access to one or more FEHBP plans. Under
the latter approach, HCTC enrollees would need to be placed in a separate risk pool from
current FEHBP enrollees, with separately-calculated premiums for HCTC beneficiaries.
Whichever federal agency is used would need to be reimbursed for its administrative costs,
perhaps by assigning to such agency the applicable state’s share of federal NEG grants. That
would give states at least some incentive to develop these coverage options themselves.

Issue 3:  Increasing the number of beneficiaries receiving
consumer protections

Many HCTC beneficiaries experience gaps in coverage of 63 days or more between job loss
and their first eligibility for HCTCs. As a result, state-based plans can exclude these
beneficiaries’ preexisting conditions or deny coverage outright. That can cause grim
consequences, particularly for beneficiaries with chronic illness or other preexisting health
problems. By reducing the value of offered coverage, such exclusions can also discourage
enrollment by individuals with preexisting conditions.

Many analysts have suggested that the three-month continuous coverage test could apply to
the date of job loss or other qualifying event for HCTCs. That would extend consumer
protections to workers who maintained continuous health coverage until they simultaneously
lost income and employer subsidies for health insurance, making it infeasible for them to
continue coverage.

For example, suppose a worker was insured through her job during all of 2003. On January 1,
2004, the worker was laid-off because of trade. Unable to afford COBRA coverage, she
became uninsured. On April 1, she learned about HCTCs. She enrolled in a state-qualified
HCTC plan on May 1 and applied for advance payment. She was found eligible for HCTCs,
and advance payment began on June 1. Under current law, she is not entitled to consumer

protections, because she did not have three months of continuous coverage immediately before

May 1, when she enrolled in an HCTC plan. Under the modified approach described above,
she would be entitled to consumer protections, since she had three months of continuous
coverage before her January 1, 2004 separation from employment.

Insurers have expressed the concern that such a revision could expose them to significant
adverse selection, with disproportionate enrollment by people with serious health problems.
Such adverse selection could include high enrollment by consumers with health conditions
that emerged or worsened after job loss. More fundamentally, since lack of health coverage
after job loss would not affect the terms on which HCTC-funded insurance is available,
relatively healthy individuals who qualify for HCTCs could rationally choose to remain
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uninsured indefinitely, planning to use their HCTCs and enroll in coverage only if they got
sick and needed health care. Such adverse selection and the resulting potential loss of health
plan participation could be forestalled in several ways. For example:

* To qualify for HCTCs, workers and retirees could be required to apply for enrollment in
an HCTC plan within a defined period (e.g., 60 days) of receiving notice of potential
HCTC eligibility. That would lower adverse selection risks across the board by preventing
families from waiting until someone gets sick before they use HCTCs.

* To similar effect, once a worker receives notice of potential HCTC eligibility, any
subsequent gaps in coverage could count in determining whether the worker had
continuous coverage.

e If a health condition first became present during a gap in coverage lasting 63 days or
longer that took place between job loss (or other qualifying event) and the worker’s
request to enroll in the HCTC plan, a state-based plan could be allowed to exclude
treatment of that particular condition.

* The modified continuous coverage requirement could perhaps be coupled with aligning
Trade Act consumer protections more closely with state health insurance rules. For
example, in states where six months of continuous coverage is generally required to avoid
later preexisting condition exclusions, the same six-month period could apply to HCTC
coverage. While fewer consumers would be protected, using a familiar set of rules could
encourage more health plans to participate in HCTC.

Conclusion

These are just a few potential approaches to modifying Trade Act health coverage. Other
options may also be viable. Nevertheless, the approaches described here illustrate a basic
point: if policymakers wish to adjust Trade Act health coverage to better accomplish key
policy goals, viable strategies are available, albeit with design choices that can involve
difficult trade-offs.
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Appendix: Additional options related to HCTCs

1.

Preventing government errors from penalizing low-income households. After the
Internal Revenue Service (IRS) has begun advance payment based on certifications of
eligibility by a state workforce agency (SWA) or PBGC, sometimes the SWA or PBGC
later realizes that it erred and that the individual, in fact, was ineligible. Once this is
reported to IRS, the Service requires the worker to refund all advance payments that went
to the insurer, which can amount to significant sums. This can entail quite a hardship for
unemployed workers or early retirees and their families. Ultimately, stories about such
results may discourage others from applying for HCTC. To address this problem, which is
just beginning to emerge, the HCTC statute could provide that individuals are not required
to repay IRS for HCTCs that were paid erroneously, due solely to a state or federal
agency’s mistake. Under current law, IRS may abate tax liabilities when errors result from
the agency’s own mathematical errors or wrongful advice.” In effect, this option would
extend that authority to errors of other government agencies partnering with IRS in the
operation of HCTC.

Requiring unemployment insurance (UI) agencies to identify Ul recipients who may
qualify for HCTCs. To qualify for TAA cash assistance, displaced workers must first
exhaust available UI benefits. To prevent such workers from going without health
coverage during the six months or longer covered by UI, the Trade Act provides HCTCs
to displaced workers who meet all requirements for TAA, except exhaustion of UL
Unfortunately, SWAs do not have complete lists of these workers, so many never hear
about or apply for HCTCs. An employer certified as trade-impacted is not required to
provide the SWA with names and contact information for laid-off workers. Some
employers choose not to furnish this information, and other trade-impacted employers no
longer exist. Altogether, only 21 percent of workers certified as trade-impacted wind up
receiving TAA cash assistance, according to the Department of Labor (DOL).”® Moreover,
although a UI application identifies the applicant’s last employer, Ul agencies typically do
not cross-check that information against the list of trade-impacted firms certified by DOL.
To address this problem, UI agencies could be directed to make this comparison and to
inform potentially eligible workers how they can apply for HCTCs and other TAA
benefits. One trade-off is the resulting increase in state and federal costs for administration
and for increased receipt of TAA assistance (including both HCTC and other services).

Exempting HCTCs from TAA’s 60-day post-petition freeze. Workers are ineligible for
TAA during the 60 days after a petition has been filed with DOL seeking a finding of
trade-related impact. This delays workers’ receipt of HCTCs and makes it harder for
workers to avoid 63-day coverage gaps that end their eligibility for consumer protections
under the Trade Act. To address this problem, workers ineligible for TAA because of the
60-day post-petition freeze, but who meet TAA’s other eligibility requirements, could
qualify for HCTCs.

Ensuring that Health Insurance Portability and Accountability Act (HIPAA)
safeguards apply to HCTC beneficiaries. If a consumer has state-based HCTC coverage
for a prolonged period, then such coverage ends and the consumer wishes to enroll in
another plan, it is not clear that the consumer has rights under HIPAA to guaranteed offers
of coverage or to insurance that is free of preexisting condition exclusions.”” To address
such problems, these HIPAA requirements could be clarified to expressly include HCTC
coverage.
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