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On May 9, 2013, the Subcommittee on Health and Technology will meet for the purpose of receiving
testimony on the Patient Protection and Affordable Care Act’s annual fee on health insurance.!

I. Introduction

More than half of all Americans obtain health insurance through their employer.? According to
the Kaiser Family Foundation, in 2012, 61% of firms offered group insurance policies to their
employees.> Offer rates vary, with large employers more likely to offer coverage.® In 2012, the cost of a
typical individual policy is about $6,000 per year.’

To help pay for expanding the availability of health insurance, the Patient Protection and
Affordable Care Act requires that, beginning in 2014, an annual fee be assessed on United States
companies that are engaged in the business of providing health insurance.® Several analyses of this fee
have concluded that it is likely to be passed on to purchasers of health insurance, many of them small
businesses, in the form of higher premiums.’

! The health insurance annual fee [hereinafter “insurance fee” or “fee”].
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Il. Types of Private Health Insurance

During World War |I, employers began offering health insurance as an employee benefit.® In the
1950s, it was determined that employer-provided health insurance is not taxable as income.? Since that
time, most Americans have obtained health insurance through their employer.

A. Fully-Funded Group Insurance

In the United States, group insurance is usually obtained through an employer or union, which
purchases a fully-funded plan from a commercial insurance company (such as Aetna or Cigna) or a non-
profit association. Fully-funded group plans spread the risk of policyholder claims by assuming that a
number of people will enroll in the plan,’® and the cost of the policy and claims is apportioned among
those who are insured." This is known as indemnity insurance.”? Typically, the employee pays the
provider for medical care and the insurer reimburses the employee.” Premiums are usually fixed for one
year, and the monthly premium changes only if the number of employees enrolled changes. Premiums
have been set based on the experience of the insured employees’ medical claims during the previous
year, and rise at a gradual rate. Most small businesses in the United States purchase fully-funded
plans, and these are subject to the new insurer’s fee under the health care law.

B. Self-Funded Insurance

Some larger employers and unions do not purchase insurance from health insurance companies.
They self-insure, meaning they assume the risk themselves because they believe they can safely project
their annual medical expenditures and lower administrative costs.”® The administration of self-funded
plans is similar to fully-funded ones in several ways. First, the company sets aside funds in lieu of a
premium paid to an insurance company. Next, a set amount is put aside for administrative fees, and
finally, a portion is put aside for employee health care. When an employee has a claim, it is submitted to
the employer without an insurance company as intermediary.’® Some companies contract with an
outside firm to handle administrative tasks, such as collection of “premiums” and payment of claims."’

Full self-insurance is rare, however, so a company may also reinsure, contracting with a private
insurance company for a policy to guard against high or catastrophic losses.’® Some analysts say that
reinsurance has been accelerated by government policies that imposed the premium tax, because self-
insured employers knew that tax would be passed along to customers via higher premium costs.*
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Self-insured plans are largely exempt from the health insurance tax. Since large companies are
more likely to self-insure, it has been assumed that the health insurance tax would result in smaller
premium increases for them than for small firms.2’ A recent NFIB study reinforces this, predicting that
the premium tax will be shifted to consumers, many of whom are small employers and their employees
that are in fully-funded plans offered by insurers.2!

Iil. The Annual Fee on Health Insurance

Under the Patient Protection and Affordable Care Act,? beginning in 2014, an “annual fee” will
be assessed on certain United States companies engaged in the business of providing health insurance.?
The fee is calculated based on the net premiums collected for the policies the company has written
during the previous calendar year.”® The Internal Revenue Service calculates each insurer’s fee based on
information reported by the insurer.”® A penalty will be assessed for the failure to report, or the
underreporting of, the company’s net premiums.”®

The fee is apportioned annually among all covered health insurance providers and based on their
net premiums written.” The aggregate amount of the fee for all insurers totals $8 billion for 2014;
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$11.3 billion for 2015-2016; $13.9 billion for 2017; and $14.3 billion for 2018.** After 2018 and
thereafter, the amount rises in relation to an index based on the growth of net premiums.”

The fee applies to fully-insured coverage; self-funded coverage is exempt.* The Joint Committee on
Taxation’s June 15, 2012 revenue estimate for the Ways and Means Committee estimated that the fee
will generate $101 billion from the industry over ten years,* making it one of the most lucrative revenue
provisions of the health care law. Importantly, the JCT has said the fee “is similar to an excise tax based
on the sales price of insurance contracts® and it considers the fee to be “a nondeductible tax"* to
insurers, increasing its impact on insurers.

IV. Estimated Effect of the Health Insurance Fee

In a November 2009 analysis, the Congressional Budget Office (CBO) did not evaluate the specific
effect of the insurance fee on average health insurance premiums, but stated that “[n]ew fees would be
imposed upon providers of health insurance and on manufacturers and importers of medical devices.
Both of these fees would be largely passed through to consumers in the form of higher premiums for
private coverage.”® Similarly, the Joint Committee on Taxation estimated that “....we expect a very
large portion of the insurance industry fee to be passed forward to purchasers of insurance in the form
of higher premiums.”i‘5 JCT also estimated that “eliminating this fee could decrease the average family
premium in 2016 by $350 to $400.”%

Large companies typically self-insure, and self-insured plans are exempt from the insurance fee. As
a result, premium increases due to the insurance fee are likely to fall more heavily on small businesses
and their employees, who typically purchase the fully-funded plans that are subject to the fee.

28 1d. at 14,045. See also Letter from Thomas A. Barthold, Chief of Staff, to The Honorable Jon Kyl (June 3, 2011),
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Several studies have examined the effect of the fee on insurance premiums in the small group
market. A 2013 study by the NFIB Research Foundation® estimates that the insurance fee may raise the
cost of employer-sponsored insurance by 2% to 3% per year.® This study also projects that these price
increases could reduce private sector employment by 146,000 to 262,000 jobs in 2022, with the majority
of those losses falling in the small business sector.®

A 2011 analysis by actuarial firm Oliver Wyman estimated that the insurance fee “will increase
premiums in the insured market on average by 1.9% to 2.3% in 2014,”*° and by 2023 “will increase
premiums by 2.8% to 3.7%.”*! Oliver Wyman'’s 2012 report estimated the impact the fee will have on
individuals, employers, and Medicare Advantage beneficiaries in all 50 states.”? It projected annual
premium increases due to the fee of 1.8% in 2014 and 2.8% by 2018-2013. On average across all states,
additional premiums to be paid over the ten-year period would increase by $2794 for single coverage
and $5140 for family coverage in the small group market.** In addition, a recent survey of health
insurers estimated that employer-sponsored health insurance premiums could rise by 2.4% to 3%
between 2014 and 2019.* Note that these estimates consider only the percentage of premium
increases attributable to the insurance fee, and not to other factors that may cause higher premiums.

The 2011 Oliver Wyman study projects the fee will increase small group market premiums beginning
in 2014 by an average of about $2,800 for an individual and $6,800 over a ten-year period.”® An analysis
of health insurance plans found that certain individuals and small businesses could face dramatic
premium increases in 2014 as a result of the fee.*

V. Conclusion

This hearing will provide an opportunity for Members to learn more about one of the largest fees in
the health care law, and its estimated effect on small businesses.
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