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Topic: Treatment of Premium Assistance Credits in Health Insurance Deduction

Agency Acronym: DOR

Agency Number: 566

Priority: Medium

Intent:

Specify that, for purposes of calculating the state health insurance subtraction, amounts paid toward

premiums cannot include amounts paid for by the premium assistance credits under the Affordable
Care Act.

Note: This is for purposes of clarification and likely is not truly necessary, but it is meant to avoid any

confusion that may arise from taxpayers believing that premium assistance credits are included in the
amounts they paid toward health insurance premiums.
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Premium Credits in the Patient Protection and Affordable Care Act (ACA)

Summary

New federal tax credits were authorized in the Patient Protection and Affordable Care Act (ACA,
P.L. 111-148, as amended), to help certain individuals pay for health insurance coverage,
beginning in 2014.

ACA requires “American Health Benefit Exchanges” to be established in every state by January
1, 2014, either by the state itself or by the Secretary of Health and Human Services (HHS).
Exchanges will not be insurers, but will provide eligible individuals and small businesses with
access to private health insurance plans. Generally, the plans offered through the exchanges will
provide comprehensive coverage and meet all ACA market reforms, as applicable. One of the
requirements that most exchange plans must meet is to provide a certain level of coverage
generosity based on actuarial value. Each level of coverage generosity is designated according to
a precious metal and corresponds to a specific actuarial value: Bronze (actuarial value of 60%),
Silver (70%), Gold (80%), and Platinum (90%).

To make exchange coverage more affordable, certain individuals will receive premium assistance
in the form of federal tax credits. The premium credit will be an advanceable, refundable tax
credit, meaning taxpayers need not wait until the end of the tax year in order to benefit from the
credit, and may claim the full credit amount even if they have little or no federal income tax
liability. Although the premium credits will not be available until 2014, the illustrations provided
in this report are based on current federal poverty levels, to reflect how the estimated premium
credit amounts compare to current income levels.

Under ACA, the amount received in premium credits is based on income tax returns, These
amounts are reconciled in the next year and can result in overpayment of premium credits if
income increases, which must be repaid to the federal government. ACA limited the amount of
required repayments. Since the enactment of ACA, these limits have been increased in order to
raise revenues for other legislative initiatives (e.g., PL. 111-309 and P.L. 112-9). Most recently,
on June 7, 2012, the House passed H.R. 436, the Health Care Cost Reduction Act of 2012, which
includes a measure that would remove all limits on repayment, making individuals fully liable for
the full amount of any premium credit overpayment.

Relative affordability of health insurance premiums individuals and families might face within
health insurance exchanges will likely vary from exchange to exchange based on a host of factors,
including enrollees’ age, the varying prices paid by plans for medical goods and services, the
breadth of the provider network, the provisions regarding how out-of-network care is paid for (or
not), and the use of tools by the plan to reduce health care utilization (e.g., prior authorization for
certain tests). Examples provided in the Appendix of this report depict a range by which
premiums might reasonably be expected to vary based on enrollees’ age, and variation in medical
costs across geographic areas, for purposes of illustration only. Actual premiums will likely vary
among health insurance exchanges based on a wide range of factors other than those depicted in
this report.

Congressional Research Service
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Analysis by the Legislative Reference Bureau
TAXATION

INCOME TAXATION

Under current law, certain individuals may claim an income tax deduction for
amounts paid for medical care insurance for the individual, his or her spouse, and
his or her dependents. Under federal law, commonly known as the Patient Protection
and Affordable Care Act (PPACA), beginning in 2014 certain individuals will be
eligible to receive premium assistance in the form of federal tax credits to make it
more affordable for such individuals to purchase medical care insurance.

This bill clarifies that the current state income tax deduction for medical care
insurance may not be claimed for any amount that is paid for with a premium
assistance credit under the PPACA.

Because this bill relates to an exemption from state or local taxes, it may be
referred to the Joint Survey Committee on Tax Exemptions for a report to be printed
as an appendix to the bill.
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For further information see the state fiscal estimate, which will be printed as
an appendix to this bill.

The people of the state of Wisconsin, represented in senate and assembly, do
enact as follows:

v
SECTION 1. 71.05 (6) (b) 19. a. of the statutes is amended to read:

71.05 (6) (b) 19. a. One hundred percent of the amount paid by the person for
medical care insurance, not including any amount that is paid With a premium
assistance credit amount under 26 USC 36B. In this subdivision, “medical care
insurance” means a medical care insurance policy that covers the person, his or her
spouse and the person’s dependents and provides sﬁrgical, medical, hospital, major
medical or other health service coverage, and includes payments made for medical
care benefits under a self-insured plan, but “medical care insurance” does not
include hospital indemnity policies or policies with ancillary benefits such as
accident benefits or benefits for loss of income resulting from a total or partial

inability to work because of illness, sickness or injury.

History: 1987 a. 312; 1987 a. 411 ss. 42, 43, 45, 47 to 49, 51 to 53; 1989 a. 31, 46; 1991 a. 2, 37, 39, 269; 1993 a, 16, 112, 204, 263, 437; 1995 a. 27, 56, 209, 227, 261, 371,
403, 453;1997 a, 27, 35, 39, 237; 1999 a. 9, 32, 44, 54, 65, 167; 2001 a. 16, 104, 105, 109; 2003 a. 85, 99, 119, 135, 183, 255, 289, 321, 326; 2005 a. 22, 25, 216, 254, 335, 361,
479, 483; 2007 a. 20, 96, 226; 2009 a. 2, 28, 205, 265, 269, 276, 295, 332, 344; 2011 a. 3, 5, 10, 32, 212, 232, 237; 2011 a.,,240 ss. 80, 81; 5. 13.92 (1) (bm) 2., (2) (i).

SECTION 2. 71.05 (6) (b) 35. a. of the statutes is amended to read:

71.05 (6) (b) 35. a. One hundred percent of the amount paid by the individual
for medical care insurance, not including any amount that is paid with a premium
assistance credit amount under 26 USC 36B. In this subdivision, “medical care
insurance” means a medical care insuranpe policy that covers the individual, his or

her spouse, and the individual’s dependents and provides surgical, medical, hospital,

- major medical, or other health service coverage, and includes payments made for

medical care benefits under a self-insured plan, but “medical care insurance” does

not include hospital indemnity policies or policies with ancillary benefits such as
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SECTION 2
1 accident benefits or benefits for loss of income resulting from a total or partial
2 inability to work because of illness, sickness, or injury.

History: 1987 a. 312; 1987 a. 411 ss. 42, 43, 45, 47 t0 49, 51 to 53; 1989 a. 31, 46; 1991 a. 2, 37, 39, 269; 1993 a. 16, 112, 204, 263, 437; 1995 a. 27, 56, 209, 227, 261, 371,
403, 453; 1997 a. 217, 35, 39,237; 1999 a. 9, 32, 44, 54, 65, 167; 2001 a. 16, 104, 105, 109; 2003 a. 85, 99, 119, 135, 183, 255, 289, 321, 326; 2005 a. 22, 25, 216, 254, 335, 361,
479, 483; 2007 a. 20, 96, 226; 2009 a. 2, 28, 205, 265, 269, 276, 295, 332, 344; 2011 a. 3, 5, 10, 32, 212, 232, 237; 2011 4460 ss. 80, 81; 5. 13.92 (1) (bm) 2., (2) (i).

3 , SEcTION 8. 71.05 (6) (b) 38. a. of the statutes is amended to read:

4 71.05 (6) (b) 38. a. Oné hundred percent of the amount paid by the individual

5 for medical care insurance, not including any amount that is paid with a premium

6 assistance credit amount under 26 USC 36B. In this subdivision, “medical care

7 insurance” means a medical care insurance policy that covers the individual, his or

8 her spouse, and the individual’s dependents and providés surgical, medical, hospital,

9 major medical, or other health service coverage, and includes payments made for
10 medical care benefits under a self-insured plan, but “medical care insurance” does
11 not include hospital indemnity policies or policies with ancillary benefits such as
12 accident benefits or benefits for loss of income resulting from a total or partial
13 inability to work because of illness, sickness, or injury.

History: 1987 a. 312; 1987 a. 411 s5. 42, 43, 45, 47 t0 49, 51 to 53; 1989 a. 31, 46; 1991 a. 2, 37, 39, 269; 1993 a. 16, 112, 204, 263, 437; 1995 a. 27, 56, 209, 227, 261, 371,
403, 453; 1997 a. 27, 35, 39, 237; 1999 a. 9, 32, 44, 54, 65, 167; 2001 a. 16, 104, 105, 109; 2003 a. 85, 99, 119, 135, 183, 255, 289, 321, 326; 2005 a. 22, 25, 216, 254, 335, 361,
479, 483; 2007 a. 20, 96, 226; 2009 a. 2, 28, 205, 265, 269, 276, 295, 332, 344; 2011 a. 3, 5, 10, 32, 212, 232, 237; 201 a. 260 ss. 80, 81; 5. 13.92 (1) (bm) 2., (2) ().

14 SECTION 4. 71.05 (6) (b) 42. a. of the statutes is amended to read:

15 ~ 71.05 (6) (b) 42. a. One hundred percent of the amount paid by the individual
16 for medical care insurance, not including any amount that is paid with a premium
17 assistance credit amount under 26 USC 36B. In this subdivision, “medical care
18 insurance” means a medical care insurance policy thatb covers the individual, his or
19 her spouse, and the individual’s dependents and provides surgical, medical, hospitai,
20 major medical, or other health service coverage, and includes payments made for
21 . medical care benefits under a self—insured plan, but “medical care insurance” does

22 not include hospital indemnity policies or policies with ancillary benefits such as
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SECTION 4

1 accident benefits or benefits for loss of income resulting from a total or partial

2 inability to work because of illness, sickness, or injury.

History: 1987 a. 312; 1987 a. 411 ss. 42, 43, 45, 47 to 49, 51 to 53; 1989 a. 31, 46; 1991 a. 2, 37, 39, 269; 1993 a. 16, 112, 204, 263, 437; 1995 a. 27, 56, 209, 227, 261, 371,
403, 453; 1997 a, 27, 35, 39, 237, 1999 a. 9, 32, 44, 54, 65, 167; 2001 a. 16, 104, 105, 109; 2003 a. 85, 99, 119, 135, 183, 255, 289, 321, 326; 2005 a. 22, 25, 216, 254, 335, 361,
479, 483; 2007 a. 20, 96, 226; 2009 a. 2, 28, 205, 265, 269, 276, 295, 332, 344; 2011 a. 3, 5, 10, 32, 212, 232, 237; 2011 a. 260 ss. 80, 81; 5. 13.92 (1) (bm) 2., (2) (i).

3 SECTION 9337. Initial applicability; Revenue.
4 (1) HEALTH INSURANCE PREMIUM SUBTRACTION; PREMIUM ASSISTANCE CREDITS. The
v v v

5 treatment of section 71.05 (6) (b) 19. a., 35. a., 38. a., and 42. a. of the statutes first
6 applies to taxable years beginning after December 31, 2013.

7 (END)
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modification cannot include premium assistance credits under
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FoR 2013-2015 BUDGET — NOT READY FOR INTRODUCTION

AN AcCT ... ; relating to: the budget.

- Analysis by the Legislative Reference Bureau
TAXATION

INCOME TAXATION

Under current law, certain individuals may claim an income tax deduction for
amounts paid for medical care insurance for the individual, his or her spouse, and
" his or her dependents. Under federal law, commonly known as the Patient Protection
and Affordable Care Act (PPACA), beginning in 2014 certain individuals will be
eligible to receive premium assistance in the form of federal tax credits to make it

more affordable for such individuals to purchase medical care insurance.
' This bill clarifies that the current state income tax deduction for medical care
insurance may not be claimed for any amount that is paid for with a premium
assistance credit under the PPACA.

Because this bill relates to an exemption from state or local taxes, it may be
referred to the Joint Survey Committee on Tax Exemptions for a report to be printed
as an appendix to the bill.
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‘For further information see the state fiscal estimate, which will be printed as
an appendix to this bill.

The people of the state of Wisconsin, represented in senate and assembly, do
enact as follows:

SECTION 1. 71.05 (6) (b) 19. a. of the statutes is amended to read:
| 71.05 (6) (b) 19. a. One hundred percent of the amount paid by the person for
medical care insurance, not including any amount that is paid with a premium
assistance credit amoﬁnt under 26 USC 36B. In this subdivision, “medical care
insurance” means a medical care insurance policy that covers the person, his or her
spouse and the person’s dependents and provides surgical, medical, hospital, major
medical or other health service coverage, and includes payments made for medical
care béneﬁts under a self-insured plan, but “medical care insurance” does not
include hospital indemnity policies or policies with ancillary benefits such as
accident benefits or benefits for loss of income resulting from a total or partial
inability to work because of illness, sickness or injury.

SECTION 2. 71.05 (6) (b) 35. a. of the statutes is amended to read:

71.05 (6) (b) 35. a. One hundred percent of ‘the amount paid by the individual

for medical care insurance, not including any amount that is paid with a premium

assistance credit amount under 26 USC 36B. In this subdivision, “medical care

insurance” means a mediéal care insurance policy that covers the individual, his or
her spouse, and the individual’s dependents and provides surgical, medical, hdspital,
major medical, or other health service coverage, and includes payments made for
medical care benefits under a self-insured plan, but “medical care insurance” does

not include hospital indemnity policies or policies with ancillary benefits such as
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SECTION 2

accident benefits or benefits for loss of income resulting from a total or partial
inability to work because of illness, sickness, or injury.

SECTION 3. 71.05 (6) (b) 38. a. of the statutes is amended to read:

71.05 (6) (b) 38. a. One hundred percent of the amounf paid by the individual

for medical care insurance, not including any amount that is paid with a premium

assistance credit amount under 26 USC ‘36B. In this subdivision, “medical care

insurance” means a medical care insurance policy that covers the individual, his or
her spouse, and the individual’s dependents and provides surgical, medical, hospital,'
major medical, or other health service coverage, and includes payments made for
medical care benefits under a self-insured plan, but “medical care insurance” does
not include hospital indemnity policies or policies with ancillary benefits such as
accident benefits or benefits for loss of income resulting from a total or partial
inability to work because of illness, sickness, or injury.

SECTION 4. 71.05 (6) (b) 42. a. of the statutes is amended to read:

71.05 (6) (b) 42. a. One hundred percent of the amount paid by the individual

for medical care insurance, not including any amount that is paid with a premium

assistance credit amount under 26 USC 36B. In this subdivision, “medical care

insurance” means a medical care insurance policy that covers the individual, his or
her spouse, and the individual’s dependents and provides surgical, medical, hospital,
major medical, or other health service coverage, and includes payments made for
medical care benefits under a self-insured plan, but “medical care insurance” does
not include hospital indemnity policies or policies with ancillary benefits such as
accident benefits or benefits for loss of income resulting from a total or partial
inability to work because of illness, sickness, or injury.

SEcTION 9337. Initial applicability; Revenue.
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SECTION 9337
(1) HEALTH INSURANCE PREMIUM SUBTRACTION; PREMIUM ASSISTANCE CREDITS. The
treatment of section 71.05 (6) (b) 19. a., 35. a., 38. a., and 42. a. of the statutes first
applies to taxable years beginning after December 31, 2013.

(END)




