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Washington - A little-noticed part of President Bush's new health-insurance proposal could
pose a sticky question: Is it worth getting a tax break for health coverage if it means you will
end up with smaller Social Security checks when you retire?

Bush's proposal to create a tax deduction for health insurance, if enacted into law, could
reduce Social Security benefits for many Americans because the deduction would apply not
only to income taxes, but also to payroll taxes that go to Social Security. While most

“ workers might welcome a cut in payroll taxes, the flip side is the less they pay into Social
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Security, the less they can collect when they retire.

Roberton Williams, an economist at the nonpartisan Washington-based Tax Policy Center,
predicts that if Bush's plan were to take effect, most Americans would focus initially on their

lower tax bill.
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"People are notoriously short-sighted," he said. "What they don't see is what's going to
happen down the road when they retire."

An analysis by the Tax Policy Center concludes that under Bush's plan, "most of the people
who save on payroll taxes would receive smaller Social Security benefits in retirement.”

For low- and middle-income families, it says, "this could translate into a very substantial
drop in retirement living standards."

Under Bush's plan, the government for the first time would offer a tax deduction for people
with private health insurance, whether they buy it on their own or get it from employers. The
deduction would be $7,500 for an individual policy and $15,000 for a family policy, even if a
worker's health plan costs less.

For the first time, the government also would require health premiums paid by employers to
be considered taxable income for workers. If a company provides coverage that costs more
than the amount of the deduction, the worker would owe income and payroll taxes on the
difference.

Most workers are expected to owe less in taxes under Bush's plan, at least initially,
because most policies cost less than the deductions. But the income tax break would be
worth more for people with high incomes, because they pay higher tax rates.

The Bush administration has said that people with low-paying jobs who owe little or no
income taxes still would gain because the deduction also would apply to payroll taxes.
Willliams, however, said the Tax Policy Center's analysis suggests that any savings on
payroll taxes would eventually be canceled out by the lower benefits workers would get
when they retire.
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Alex Conant, a White House spokesman, said the administration believes any loss in
retirement benefits would be outweighed by the virtue of making the health-insurance
system fairer.

He said the administration believes it's unfair that some workers get health insurance from
PHOTO OF THE DAY employers and pay no tax on the value of that benefit, while people who buy insurance on

T wtheir own get no break.
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Conant also pointed out that under current law, workers who get health coverage from
employers aren't paying payroll taxes on the value of that benefit, and therefore earning
less in retirement benefits than they would if the benefit were taxed.
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Health plan deduction cuts Socia Security

He acknowledged that under Bush's plan, many workers would pay even less in payroll
taxes than under current law, and therefore be eligible for lower retirement benefits, but he
said workers could forgo the deduction if they choose.

If workers didn't take the deduction, however, they would face much higher taxes than
under current law if they get coverage from employers because they would owe taxes on
the value of the coverage.

Joseph Antos, a health policy scholar at the American Enterprise Institute who has praised
Bush's proposal, said he views the effect on retirement benefits as "a relatively modest

defect.”
* More Videos "Nothing's perfect,” he said.
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