@ongress of the United States
Washington, BC 20515

October 19, 2007

The Honorable John Spratt The Honorable Paul Ryan
Chairman ’ Ranking Member

House Committee on the Budget House Committee on the Budget
207 Cannon House Office Building 207 Cannon House Office Building
Washington, DC 20515 Washington, DC 20515

Dear Chairman Spratt and Ranking Member Ryan:

We would like to commend you and your committee for your interest in the treatment of health
insurance costs under the Internal Revenue Code. We hope your hearing yesterday provided you
with an appreciation for some of the problems in the health insurance market that can be
attributed to current tax law. Earlier this fall, we joined in introducing legislation to address one
such problem: the disparate treatment of the self-employed.

As you may know, under current tax law, corporations are able to deduct the cost of health
insurance premiums as a business expense and to forego payroll (FICA) taxes on these costs.
The self-employed, however, are unable to take the same deduction. As a result, they pay an
additional 15.3 percent tax on their health insurance premiums. The self-employed are the only
segment of the business population that pays this extra tax on health insurance.

In response to this problem, we recently introduced H.R. 3660, the Equity for our Nation’s Self-
Employed Act. This bipartisan bill would eliminate the requirement that sole proprietors pay the
15.3 percent self-employment tax on their health insurance premiums. H.R. 3660 would allow
these small businesses to deduct the cost of their health insurance premium for the purposes of
calculating self-employment tax. Eliminating this tax would reduce the average cost of health
care for the self-employed by more than $1,700 annually.

As your committee continues its investigation into the federal tax treatment of health insurance
costs, we urge you to consider the inequality facing the self-employed. We also hope that you
will join us in advocating for tax reforms such as H.R. 3660 that will level the playing field for
all Americans and make health insurance more affordable.

Sincerely,
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Ron Kind Wally Herger
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