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LRB Number 05-0829/1 Introduction Number AB-6 Estimate Type  Updated

Subject

Individual income tax deduction for amounts spent on medical insurance premiums

Assumptions Used in Arriving at Fiscal Estimate

This bill would expand the individual income tax deduction for medical care insurance premiums paid by an
employee whose employer does not contribute toward the cost of the insurance from 50% to 100% of the
premiums. The bill also would create an individual income tax deduction for 100% of medical care insurance
premiums paid by an individual who is not self-employed and has no employer.

Based on a simulation on the 2003 Individual Income Tax model, adjusted to reflect current law, the
expansion of the individual income tax deduction from 50% to 100% of medical care insurance premiums
paid by an employee whose employer does not contribute toward the cost of the insurance affects
approximately 10,600 tax filers and reduces state tax revenues by $1.2 million.

According to the Employee Benefits Research Institute, 8.3% of non-elderly, non-working adults had private
non-employment-based health insurance coverage in 2003. According to the Kaiser Family Foundation, the
average 2002 family and single heath insurance coverage premiums were $8,717 and $3,500 respectively.
Adjusting for the change in health insurance costs from 2002 to 2003 as estimated by the U.S. Department
of Labor, Bureau of Labor Statistics, 2003 health insurance premiums for family and single coverage are
estimated to be $9,600 and $4,000, respectively.

According to data for 2003 from the U.S. Census Bureau, 69% of Wisconsin individuals over 65 had private
insurance either through an employment-based health insurance plan or a direct purchase plan. Based on a
survey of retiree health plans by the Kaiser Family Foundation, 2003 health insurance premiums for
individuals over 65 are estimated to be $2,200 for individual coverage and $4,400 for family coverage.

It is assumed that 1) 8.3% of non-elderly tax filers without earnings pay $9,600 for family health insurance
coverage or $4,000 for single health insurance coverage and are eligible for the deduction of 100% of these
premiums and 2) 69% of elderly tax filers without earnings pay $4,400 for family health insurance or $2,200
for single health coverage and are eligible for the deduction of 100% of these payments. Based on a
simulation on the 2003 Individual Income Tax model, adjusted to reflect current law, the creation of an
individual income tax deduction for 100% of health insurance premiums paid by non-working individuals
would affect approximately 65,200 tax filers and would decrease state tax revenues by $13.1 million. The
average benefit for each tax filer is $220.

Thus, the total revenue loss in 2003 would have been approximately $14.3 million ($1.2 million + $ 13.1
million). Adjusting for the change in health insurance costs from 2003 to 2005, as estimated by the U.S.
Department of Labor, Bureau of Labor Statistics and Global Insight, this bill would decrease state revenues
by $16.6 million in FY06.

Long-Range Fiscal Implications
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