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ACTI ON NARRATI VE

CHAIR FRED DYSON called the joint neeting of the Senate and
House Health, Education and Social Services Standing Conmittees
to order in Anchorage at 10:08:11 AM Present were Senators
Dyson, Elton and Davis and Representatives Gardner, Gatto and
Seat on. Attending via teleconference were Representatives
Wl son, Coghill, and Guttenberg. Representative Ci ssna arrived
during the course of the neeting.

CHAI R DYSON announced that the joint conmmttee was neeting to
hear about some of the solutions for providing quality and
af fordabl e heal thcare to Al askans.

He introduced Ji m Frogue.

Transform ng Health and Healthcare in Al aska - Saving Lives and
Savi ng Money

JIM FROGUE, Director, Center for Health Transformation, gave
background information on the center and presented the follow ng
slide show

Slide 2: Center for Health Transfornmation

MR. FROGUE explained that the organization is three years old
and that it acts as a catalyst to accelerate transfornmationa
change in the healthcare sector. The job is to identify better
solutions that provide nore choices, and better health at | ower
cost. They share ideas with the w dest array of opinion |eaders
and deci sion nakers across all sectors to accel erate adoption by
all in the system They also help create, advance and inprove
state and f eder al public policies to accel erate t he
transformati onal changes they tal k about.

He directed attention to the Mdicaid Wb-cast event held on
Septenber 20 titled, "Creating a 21st Century Medicaid System"™
He noted that it is archived on the business website.

Slide 3: Health Transformati on

He said this slide indicates that the current healthcare system
is in a box. Changes to the system should include raising co-
paynments, raising deductibles, and increasing co-insurance.
However, those are solutions that only marginally change the
current system Wat really needs to happen, he said, is to
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decide what the ideal system would look like and then work
backwards. He suggested that nobst bureaucracies prefer to
explain failure as opposed to creating a brand new system that
may have little in common with the current system

Slide 4: What if in 1985 soneone told you..

Don't limt future possibilities by what you know now, he said.
I f you had explained the Internet, DVD players, TiVo, I|pods, and
cell phones that double as caneras to sonmeone back in 1985, you
woul d have been viewed as irrational.

Slide 5: Current systemversus the 21st Century System

This slide indicates the current system and where we need to go
to create a new system he said.

Current System 21st Century System
Provi der-cent ered | ndi vi dual - cent ered
Price-driven Val ues-driven

45 mllion uninsured Anmericans 100% cover age

Hi dden price Transparent price
Know edge- di sconnect ed Know edge-i ntense

Sl ow di ffusi on of innovation Rapi d di ffusion

Di sease-focused Heal t h focused

Paper - based El ectroni cal | y- based

Third party controll ed market Bi nary nedi ated mar ket
(patient - provider - payor) (1 ndividual - provider)
Process-focused govt. Qut cones- f ocused govt.
Limted choice | ncreased choi ce
Litigation system Heal th justice system

Overal |l cost increases Overal |l cost decreases

Quality and price neasured Quality of care &life

Slide 6: The Consunerism&Gid - Generations 1 - 4

This slide talks about the different generations in the nove
toward nore consunerismin healthcare.

First Generati on Consumerism

» Personal Care Accounts: Initial Account Only

« Wl |l ness/Prevention 100% Basi ¢ Preventive
Early Intervention: Care

» Disease & Case I nformation, health
Managenent coach

* Information Decision Passi ve I nformation
Suppor t Di scretionary Expenses
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e |ncentives & Rewards

Second CGeneration Consunerism
e Personal Care Accounts:

* Wl |l ness/Prevention
Early Intervention:

e Disease & Case
Managenent

e Informati on Deci sion
Support
e |ncentives & Rewards

Third Generati on Consuneri sm
e Personal Care Accounts:

* Wl |l ness/Prevention
Early Intervention:

e Di sease & Case
Managenent

e |Informati on Deci sion
Support

e |ncentives & Rewards

Fourth Generati on Consunerism
e Personal Care Accounts:

Wl | ness/ Prevention
Early Intervention:

D sease & Case
Managenent

| nf ormati on Deci si on
Support

| ncenti ves & Rewards

Slide 7:
Account s ( HRA)

JT. S/H HES COW TTEES

Heal t h Savi ngs Account

(HSA) wvs.

Cash, tickets, Trinkets

(neager)

Activity & Conpliance Rewards

Web- based behavi or change
support prograns

Compl i ance Awards, disease
speci fic all owances

Personal health ngnt, info
with incentives to access

Zer o bal ance acct,
Activity based incentives

| ndi vi dual & G oup
Corporate Metric Rewards

Worksite wel |l ness, safety,
stress & error reduction
Popul ati on Managenent,
I ntegrated Heal th Mynt,
| nt egr at ed Back-t o- Wor k
Heal t h & perfornmance i nfo,
integrated health work data
Non- heal th corporate netric
Driven incentives

Speci al i zed accounts,
Mat chi ng HRAs,
Expanded QVE

Genom cs, predictive nodeling
push technol ogy

Wrel ess cyber-support,
cultural DM Holistic care

Arrive in tinme information
and servi ces,
i nformati on therapy

Per sonal devel oped
pl an incentives,
status rel ated

heal th

Heal t h Rei nbur senent
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It's inmportant to point out the key differences between the two
accounts, but the ideal vehicle for consumer directed care is a
bl end of the two.

HSAs HRAs

| ndi vi dual I y owned Enmpl oyer owned

| nt erest bearing No i nterest

Ful ly portable Remains with enpl oyer

Al ways tax-free if 213d Not addressed by I RS

Penalties if non-213d Heal t hcare expenses only

Everyone eligible but Medicare Eligible if enployer
allows it

Funded by owner and enpl oyer Funded by enpl oyer only

M n/ max deducti bl es No m n/ max deducti bl es

Max contribution limts No max contribution
[imts

No incentives for | ncentives for

conpl i ance conpl i ance

Slide 8 Mre Informati on on HSAs

wwmwv. cahi . org
wwmv. hsadeci sons. or g
www. hsai nsi der. com
www. eheal t hi nsurance. com
WMV t reasury. gov

Slide 9: Consuner Driven Health Care

The slide lists eight conpanies that changed to consunmer driven
health care plans. Mst are HRAs. Al the conpanies |isted had
been expecting double digit increases in healthcare costs. After
t he change in plans, all but two saw double digit decreases

Slide 10: Effects of Consunerism

Wth consuner directed care plans, it has been found that:

» The use of generic substitutions has led to a 15 percent
decrease in pharnacy spendi ng.

* Preventive care increases from 2-3 percent to 5 percent of
total noney spend.

e Qutpatient doctor visits are decreased by 18 percent.

* 62 percent of the participants rolled noney over into the
foll owi ng year.

e 44 percent of the consuners report they have increased
t heir know edge in managi ng their own heal t hcare.
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e 27 percent of consunmers report they are nore actively
pursui ng heal t hy behavi ors.

REPRESENTATI VE BERTA GARDNER asked who funds the Center for
Heal t h Transformati on.

MR. FROGUE informed her that former Speaker of the House, Newt
G ngrich, founded the organization. He described it as a
conbi nati on of think-tank and consultation.

REPRESENTATI VE = CARL GATTO questioned whet her sl i de 10
represented fourth generation consunerism

MR. FROGUE explained that slide 6 represents second-generation
consunerism so there is still significant potential for further
decr eases.

REPRESENTATI VE PEGGY WLSON referenced an Alaska Medicaid
denonstration program and asked about ways to make in-hone care
| ess expensi ve.

MR. FROGUE pointed out that a true conparison anal yses the sane
popul ation as it noves from one programto another. He then said
he understood that the eligibility requirement for the Al aska
experiment was very |oose. Mre people were attracted to the
program so there was an overall cost increase. In addition, sone
people were getting care for the first time so they were
spending nore than zero, which is what they spent previously.
The conpanies listed on slide 9 included the sane popul ations.
They sinply noved fromone plan to anot her.

Slide 11: CHT Georgia Project

MR. FROGUE explained that the organization has a satellite
office in Georgia and the governor is making the Georgia Project
a key part of his 2006 reelection bid. The effort is to:
* Bring together enployers group for pay-for-performance.
* Increase diabetes nmanagenent of state enployees and the
Medi cai d popul ati on.
 Advocate public policies t hat i ncrease screeni ng,
educati on, and managenent.
* ldentify and provide incentives for physicians who follow
pr ot ocol .

* I npact key popul ations inpacted by di abetes.
* Educate and inpact wonen as key deci si on- nakers.
« Use technol ogy to comuni cate and nanage.
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Slide 12: CHT Georgia Project

The slide lists the various ©participating enployers and
conpanies that are actively involved. Enployers in cooperation
with selected physicians and the Bridges to Excellence Program
provide optimal care. By paying physicians $100 per diabetes
patient, there is a $350 annual saving. Absenteeism goes down
and quality of care and |ife goes up. In 2004 a RAND study
indicated that only 55% of all care given was effective. The
four leading chronic conditions, diabetes, asthma, congestive
heart failure, and depression, result in 140,000 deaths and cost
$143 billion per year.

Slide 13: Consunmer "Right to Know'

The slide reflects polling the organi zati on has done on whet her
consuners think that they have the right to know about their
heal thcare services. The results indicate that 93% of the
popul ati on believes that they do have a right to know the price
and quality of information from healthcare providers. This
conpares to 91% who think that the word "God" should be in the
Pl edge of All egi ance.

Slide 14: Suggested Goal s

* Pursue full replacenment of consuner directed plans in the
state enpl oyee health plan by January 1, 2007.

e Provide electronic health records for all state enployees
by January 1, 2007.
 Provide a publicity canpaign that is led by the governor
with involvenmrent at all |evels of government and private
industry to highlight new and effective advances in health
care consumreri sm and di sease treatnents.
» Enmphasi ze exanples that sinultaneously save |ives
and noney.
* Involve interest groups that represent various
di seases.

» Create a culture of entrepreneurship in the state
bureaucracies that values innovation. Mke sure that the
phrase "but that's the way we've always done it," is never
heard agai n.

MR. FROGUE concluded the presentation and stated that the
aforenentioned ideas are a radical departure from current
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practice, but in the long run the result will be better care at
| ower cost.

CHAI R DYSON asked about success stories.

MR. FROGUE replied M. Scandlen could provide the best response,
but he understands that about 40% of those who bought HSAs were
uni nsured previously. He wasn't sure of the drop in cost for any
i ndividual state that enbraced consuner directed care but as
HSAs and HRAs bring the cost of health care down, it is feasible
to cover nore people. Reflected in the discussion about the
third generation of consunmerism on slide 6 is the fact that if
conpanies can begin to cut healthcare costs, that is the
equi valent of a huge tax cut. That is a conpetitive issue for
the entire country, he asserted.

10: 48: 00 AM

CHAI R DYSON i ntroduced G eg Scandl en.

GREG SCANDLEN, Consuners for Healthcare Choices, explained that
his organization was new in Septenber. It is funded by
nmenbership dues and currently has 125 nenbers. The goal is to
have 1, 000 nenbers by Decenber and 4,000 nenbers by June 2006

He stated that the notion that healthcare discussions don't need
to include the consunmer is incorrect. H's contention is that if
it's not doing a good job for the patient then it's not doing a
good job at all. For the last 20 to 30 years consuners have been
payi ng outrageously high prices for questionable quality of
care.

MR. SCANDLEN said that the essential problem is that the
consuner has beconme too reliant on third party paynent. The
result of that 1is that people beconme divorced from the
responsibility of paynent . A triangular relationship is
established that has no accountability. The patient doesn't know
what's happeni ng between the insurance conpany and the doctor,
t he doctor doesn't know what's happeni ng between the patient and
t he insurance conpany, and the insurance conpany has becone far
too curious about what is happening between the patient and the
doctor. He asserted that insurance conpanies should restrict
thenselves to financing care and not get involved in the
delivery of care.

He outlined some of the consequences of becoming reliant on
third party paynent. As of 2002, third party payers pay 86 cents
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on the dollar while the patient pays just 14 cents on the dollar
directly out-of-pocket. Certainly there is need for insurance in
health <care, but it should focus on covering expenses for
unusual situations. It's tine to restore the balance between
direct pay and insurance coverage, he said. Different prograns
are testing different dinensions to determine how nuch the
consuner should pay and how nmuch should be covered by a
heal thcare policy. Currently it's unclear whether it's better to
have a $2,000 deductible, a $5,000 deductible or a $10,000
deducti bl e, but the research is underway.

MR. SCANDLEN inforrmed nenbers that the early results on the
consuner driven prograns has been positive; the uninsured
finally have a health product that they're wlling to buy. In
addition, the prospect of being able to save funds in an HSA
all ows people to continue coverage even after they |ose a job.
This is far better than the COBRA option, he said.

CHAIR DYSON asked him to comment on how HSAs mght work for
smal | and nedi um si ze busi nesses, and nonprofits.

MR. SCANDLEN responded HSAs are advantageous to people wth
i ncome surges interspersed with dry periods throughout the year
because they minimze the anmount that nust be paid on a nonthly
basi s.

SENATOR KIM ELTON acknow edged that an HSA m ght be advant ageous
to small businesses and non-profits that didn't previously offer
an insurance program but he questioned whether |arger
corporations or governnental wunits mght not reduce insurance
costs by forcing enployees to select a HSA program

MR. SCANDLEN stated his belief that |arge self-funded enployers
will find HSAs nore attractive than HRAs. He reasoned that a
sel f-funded enpl oyer doesn't have the nonthly prem um obligation
so it's hard to have premum savings the way a fully insured
enpl oyer would and it's those premium savings that go into
funding the HSA Large enployers don't pay anything until a
claimis due and that's the way an HRA works.

MR. FROGUE chinmed in to agree and said the additional reason
sonme enployers like HRAs is because the noney that goes in can
only be used for healthcare. Sone |arge enployers have expressed
hesitation about putting noney into an HSA because the noney
m ght be m sused. The evidence hasn't proved that to be true,
but the hesitation isn't totally unjustified. That's another
reason that enployers like HRAs. It's critical to renenber that
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the enployee owns the HSA, he said, and in his view that
out wei ghs everything el se.

Wth regard to the question about enployers saving noney wth
consuner directed plans, he said, yes they do. Furthernore,
consuner directed plans aren't neant to help only the healthy
and young. They work better for everyone, he asserted.

SENATOR ELTON remarked it mght be a correct statenent that
third party paynents mght tend to divorce patients from
heal t hcare decision-making. The flip side is the assunption that
consuners would nake good healthcare choices. That mght or
m ght not be the case.

MR. SCANDLEN agreed that mght be true but ultimately the person
that receives the care has to nmake the decision on whether to
receive the care or not. Certainly there isn't a guarantee that
every decision will be the right one. However, once people have
an HSA they have a real reason to pay attention to cost.

MR. FROGUE used the analogy of defined contribution retirenent
plans and noted that in the 1980s when conpanies began noving
from defined benefit prograns to defined contributions, the sane
opposi ng argunents were used. He further made the point that
evi dence indicates that people nake better decisions when they
are payi ng.

CHAIR DYSON informed nenbers that Dr. Mandsager has a
conprehensive patient/consumner information system that is
| audabl e.

REPRESENTATI VE SHARRON CISSNA said she is interested in the
difference between the incentives for HSAs and HRAs. She asked
for suggestions on how to naxi mze incentives for both.

CHAI R DYSON asked her to wait for Laura Trueman to respond to
t he questi on.

MR. SCANDLEN concl uded his comments acknow edgi ng that HSAs and
consuner driven healthcare won't solve every problem However,
they are a big step in the right direction. Consuner driven
heal thcare does inspire people to pay attention because they
have the incentive to do so. Finally he applauded Dr.
Mandsager's work on the patient/consumer information system
because that's what is needed.
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CHAIR DYSON asked M. Frogue about his ideas for adding
incentives for providers and patients with chronic conditions.

MR. FROGUE suggested that Florida would probably serve as a
nodel for the country. It is creating enhanced benefits packages
for patients who neet certain health netrics. Pay for
performance gets you half way, he said, and the other half is
pay for conpliance. There is a lot of potential there,
especially for those who are sick. Every discussion of health
care should use the word "incentives” with great regularity. In
parallel wth getting dollars in the hands of patients there has
to be a strong effort to provide quality information. Wth that
in mnd, he applauded the work Dr. Mndsager is doing. He
encouraged legislators to woirk wth nedical societies and
hospital groups so that information is gathered in a cooperative
manner .

CHAI R DYSON i nt roduced Laura Trueman.

11: 20: 08 AM

Heal th Savi ngs Accounts: \Wat You Need to Know

LAURA TRUEMAN, Coalition for Affordable Health Coverage, stated
that 2004 Census data indicates that 18 percent of Al askans are
uninsured. That is the eighth highest rate in the country.
However, Al aska has the eighth |owest 3-year poverty rate, which
means that many Al askans have a good incone. O course goods and
services are high so the conparison isn't exactly "apples and
appl es. ™

She expl ained that the coalition works on a national |evel to do
what is being discussed here on the state level. They bring
together the mmjor stakeholders in the country that want to
i nprove the healthcare and coverage system They advocate in
Washington DC on how to help people get access to nore
af fordabl e health coverage in the private sector.

M5. TRUEMAN said her discussion and PowerPoint presentation
woul d focus on Health Savings Accounts (HSA). She noted that
every state is facing a crisis with its Medicaid program and
it's been said that in about ten years every state wll be
bankrupt if Medicaid isn't brought wunder control. A second
probl em that states are facing is that the uninsured popul ation
is growing. That is draining hospital resources and causing all
health insurance premuns to rise. She suggested that HSAs are
an interesting option for changing the system because they make
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prem uns affordable for nore people. She gave several exanples
from ot her states.

M5. TRUEMAN expl ai ned the purpose of her PowerPoint presentation
is to help nenbers understand HSAs and to encourage |egislators
to consider this as one option for state enployees and a
possibility for Medicaid recipients. Addressing the needs of
those two popul ations could begin to change the dynam cs of the
healthcare marketplace in ways that could possibly affect
everyone's heal thcare prem um

Slide 1: What is a Health Savings Account?

HSAs are a new way to have health insurance and establish a tax
advant aged savi ngs account for medi cal expenses.

 HSAs allow people to put noney in and take it out tax-free
as long as the noney is spent on nedi cal care.

* HSAs were created in Medicare legislation in Decenber 2003
and were in the nmarketplace by January 2004.

Slide 2: Who Can Open A Health Savi ngs Account ?

 Anyone wth a qualified "H gh Deductible Health Plan"
(HDHP) nay open a HSA.

e For 2006 HSA plans, a high deductible health plan would
have a mininum deductible of $1,050 for individuals or
$2, 100 deductible for famlies.

Deducti bl es can be higher than the mninum qualifying anounts,
she said. For instance, in South Carolina the deductible for
state enployees with HSAs is $3, 000.

Slide 3: Do HSA Omers Have Any Protections on How Mich they
Must Spent Qut of Pocket?

e Yes.

e The annual out of pocket expense including deductibles and
co- pays cannot be over $5,200 for an individual and $10, 500
for famlies.

» The anounts are indexed annually for inflation.

After neeting the annual out of pocket |imt, additional
expenses are totally and conpletely covered.

Slide 4. wWn't HSA Owers be Tenpted to Skip Medical Care
Since it Conmes out of their Pocket First?
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To answer she said you nmust renenber that:

e Al preventative care is paid for at 100% coverage.
There is no co-paynent. The incentive is to encourage
peopl e to be proactive in managi ng their health.

* Al physicals, mammograns, col onoscopies, vaccines and
ot her such preventative services and drugs are covered

The reason for this is to provide incentive for people to
take care of thenselves because in the long run, everyone
saves noney. She reiterated that drugs that are considered
preventative such as Statins or insulin are 100% paid for.
There is no co-pay.

Slide 5. HSAs Do Mdre to Encourage Preventative Care Than
Tradi ti onal Coverage.

e Many traditional policies require that you neet an
i ndi vi dual deductible or fam |y deductible before they
begin maki ng paynments. Then, they require co-paynments
- usually 20%

e In conparison, HSA owners have no required deductible
or co-paynents in order to receive 100% paynent for
preventative care, drugs, or diagnostic services.

Slide 6: HSA Rules for 2006

M5 TRUEMAN showed a table and explained that single people have
a mninm deductible of $1,050 and they could contribute a
maxi mum of $2,700 into their account. The out-of-pocket limt is
$5,250. For a famly, the deductible is $2,100 with a maxi num
annual contribution of $5,450. The out-of-pocket expenses woul d
be no nore than $10, 500.

Slide 7: Shows the 2006 HSA contribution rules for single and
famly in nore detail

Slide 8: What About Prescription Drugs?

e Current status: HSA owners can have a separate prescription
drug plan and receive insurance coverage for their expenses
on drugs even before the deductible is net.

e Beginning in 2006, the transition period wll end
Prescription drugs wll be treated just Ilike all other
heal t hcare expenses. Individuals would pay the negotiated

rate for prescriptions and the paynents would count toward
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the deductible. Once the deductible is net, insurance with
co- paynments woul d begi n.

It's inportant for people to think about prescription drugs in
terms of whether or not the drug is need, whether there is a
| ess expensive alternative, whether an over-the-counter nedicine
would work as well. It's inportant to ask those questions, but
when the out-of-pocket expense is mnimal you're less likely to
do so. Research indicates that enployers are seeing cost savings
for drug coverage with the increased use of generic drugs.

* Inportant Exception: Preventative drugs are covered at 100%
before any deductible is net.

Slide 9: If | Pay Cash for Drugs and Medical Services by Using
My HSA, Wn't | be Stuck Wth the Highest Dollar Charge for
Those Services?

* No. You will receive the best negotiated rate that has been
obtained by the insurance carrier. You will not be paying
the wusual and often highest, prices that cash paying
custoners are often charged.

CHAIR DYSON noted that individuals could wuse their annual
contribution to the HSA for predictive, preventative and
remedial care that typically isn't covered. He asked her to give
some exanpl es.

M5. TRUEMAN referenced Slides 10 & 11 and explained that
qualified medical expenses would include nental healthcare,
dental or orthodontia treatnent, premuns for |long-term care
i nsurance, over-the-counter drugs, and plastic surgery. The |ist
is extensive and allows individuals to decide what's inportant
to them It's not a one-size-fits-all kind of thing, she said

SENATOR ELTON observed that this mght result in individuals
shifting costs to elective treatnents such as lasic eye surgery
while not |eaving enough noney for treatnment that is necessary
such as blood pressure nedicine. That would create a future
cost, he said.

CHAI R DYSON poi nted out that once the deductible is nmet then the
i nsurance conpany would neet all those costs.

M5. TRUEMAN acknow edged that it's a reasonable concern because
peopl e sonetines do nmake poor choices. However, because the
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noney carries over from year to year the incentive is there to
use your own noney carefully.

REPRESENTATI VE Cl SSNA asked if disincentives mght not be worth
consi deri ng.

M5. TRUEMAN responded in addition to paying the tax there is
also a 10% penalty if you renove noney from the account and use
it for non-nedical expenses. Wth regard to "frivolous"
expenditures, she said additional data is needed. She said she
has seen reports indicating that people' s behavior has changed
in several ways: energency room use is reduced; generic drugs
are used nore frequently, and preventative care is used nore.

Slides 12 - 14: Other HSA Advant ages.

e Portability 1is one advantage. HSAs are owned by the
i ndi vidual and not by the enployer. If the enployee |eaves
the job, his or her savings goes too.

« Choice is another advantage. Enployers cannot restrict how
i ndi vi dual s spend noney from an HSA

* HSAs roll over from year to year so there aren't the sane
probl ens that are associated with flexible spending pl ans.

» The noney can grow It's like a 401 K in that it can be
managed and i nvest ed.

* HSA owners are rewarded for healthy lifestyles.
 HSAs offer protection for occurrence of catastrophic or

chronic illness. By limting the total out - of - pocket
expense for HSA owners, those who do have illnesses are
pr ot ect ed.

Slide 15: Who is O fering HSAs?

e The federal government offers several HSA options for
f ederal enpl oyees.

» States such as South Carolina, Arkansas, and Florida are
all offering HSA plans to state enployees. In the first
year, 30% of the state enployees in South Carolina swtched
to an HSA pl an.

 Small businesses - Blue Cross Blue Shield indicates the
strongest HSA custoners are small busi ness owners.

* Individuals are purchasing HSAs. About one third of those
i ndi vi dual s were previously uninsured.

REPRESENTATIVE CISSNA asked if it is possible to invest

separately to put extra noney away in anticipation of additional
expendi t ur es.
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TRUEMAN answered yes, but there is an annual contribution [imt
to receive the favorable tax treatnent. An additional account
woul d be simlar to a regular savings account.

CHAIR DYSON noted that Florida has limted purpose flexible
medi cal accounts that allow the use of pre-tax dollars. He asked
Ms. Truman to el aborate.

M5. TRUEMAN explained that is to address the fact that many
peopl e have flexible spending accounts, which aren't allowed
once you have an HSA However, an adaptation of a flexible
spendi ng account is allowed for certain purposes, she said.

M5. TRUEMAN nade the point that she and others advocate
increasing the contribution limt, which wuld take some of the
pressure off Medicare in years to cone. For that to be
successful, contribution limts nust be increased because as
Blue Cross Blue Shield has said, right now people are pretty
much spending what is in their account each year.

11: 52: 30 AM

SENATOR ELTON questioned whether governnment enployees in the
three test states who chose a high deductible HSA could cash out
the account at sone point in the future and return to a
di fferent plan.

M5. TRUEMAN answer ed yes.

SENATOR ELTON observed that to get a true sense of the potenti al
savings over tine you' d have to take into account the ability
for people who develop a chronic condition to opt for a nore
expensi ve pl an.

M5. TRUEMAN cited an article from the "Wshington Post" that
conpared the Blue Cross Blue Shield plan federal workers wth
AETNA's high deductible HSA health plan for federal workers.
Conmpari sons were made for out-of-pocket expenses and savings
under three circunstances: a good health year, a mediocre health
year, and a catastrophic health year. In two cases the HSA plan
cane out far ahead and in the third case there was a $12
di fference.

If, over the course of ten years, you experienced three bad

health years and seven good health years, you would cone out way
ahead with the HSA. You're presuming that an HSA plan isn't a
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good deal for a diabetic and I'm not sure that's correct, she
sai d.

SENATOR ELTON questioned whether it wouldn't be smart for a
savvy consunmer to join an HSA plan at age 22 and then return to
"the old systeni at age 45.

M5. TRUEMAN enbraced the question to counter the criticismthat
HSAs are for "the healthy, wealthy, and young." She pointed out
that the denographics indicate that the purchasers of HSAs
mrror the age breakdown of regular insurance buyers. Assurant
Health has sold a lot of HSAs and it says that 57 percent of the
purchasers are over the age of 40. She asserted that it hasn't
been true that HSAs have gone to just the young.

CHAI R DYSON added that the idea that the savings accounts can be
rolled forward and then noved into a retirenent account on a
tax-free basis is attracti ve.

REPRESENTATI VE GATTO renarked he couldn't help but think that
there would a zero sum gain if there isn't a limt beyond the
deductible. If a famly had major legitimte nedical expenses in
one year, sone mght take advantage of the situation by having
el ective procedures done. He questioned whether that wouldn't
affect the ability for HSAs to be beneficial to the public as a
whol e.

M5. TRUEMAN responded it's too early to tell how people that
have major illnesses would contend with the situation so she
woul d reserve further conment.

CHAI R DYSON added the catastrophic healthcare program woul d have
significant limts on what would be paid for.

M5. TRUEMAN agreed that insurance conpanies won't pay for all
sorts of elective surgery.

12: 00: 43 PM

CHAI R DYSON asked Ms. Truenmn to conti nue.

Slide 17: How Much Cheaper are HSAs than Traditional Plans?

* Average price for a traditional individual policy is
$1, 800.

 Eheal thinsurance.com indicates that the average 2005
prem um for an individual HSA policy is $1, 344.
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e South Carolina state enployees HSA plan costs $1,200 vs.
the traditional plan for $2,640.

Slide 18: Do HSA Pl ans Save Enpl oyers noney?

* Yes. Studies by Humana, Blue Cross Blue Shield, and others
show a significant decrease in healthcare cost inflation
for HSA prem uns.

« Wiy? Decreased use of energency room increased use of
generic drugs. No evidence of savings conmng from del ayi ng
or avoi di ng needed care.

Slide 19: HSA Plan Design Questions to Consider:

 Shoul d the enpl oyer make a contribution to the HSA Account ?

e The federal governnent decided it should. Florida
decided that it should and South Carolina decided
not to nake a contri bution.

e Should the deductible be higher than the mnimm so that
the premumis even |lower than the traditional policy?

e South Carolina said yes while Florida and the
federal governnment said no.

Slide 20: The Banking Questions on HSA Accounts:

« \Who can be an HSA Trustee or Custodi an?

* In Alaska unions are fund custodians for health
i nsurance dollars. They could do that for HSAs as
wel | .

12: 04: 00 PM

CHAI R DYSON t hanked Ms. Trueman for her work.

REPRESENTATI VE PAUL SEATON asked if she had reviewed the new
retirement plan and HRA that Al aska adopted |ast year. In that
plan 3% of the average salary for all enployees went into a
personal i zed account. After 5 years it becane vested as an
i ndi vi dual portable account. He observed that it seens to have
the portability element of the HSA and the flexibility elenent
of the HRA

M5. TRUEMAN said she knew the retirenent program was changed
but she didn't know the particul ars.
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REPRESENTATI VE SEATON asked her to familiarize herself with the
specifics and then provide feedback to the conmttee.

M5. TRUEMAN agreed to do an assessnment if someone provided her
with the information.

CHAI R DYSON called a break at 12:06.

CHAI R DYSON reconvened the neeting and outlined the integrity in
billing legislation he had introduced. He followed up with a
di scussion on hospital cost shifting and asserted that the
incentives are at the wong end. Those who self pay are
penal i zed, those who pay nothing are rewarded, and those who
have a third party payer have increased insurance costs. His
| egislation would shine light on the situation and force
providers to tell patients what's really happening. At the
| east, you should get a tax break if you' re supporting the poor,
he sai d.

He noted that he had distributed copies of new federa
heal thcare legislation that Congressman  Li pi nski recently
i ntroduced.

12:20: 15 PM

CHAI R DYSON introduced Ms. Fink and asked her to inform nenbers
what the industry is doing to bring nore integrity to the
billing system

LINDA FINK, Vice-President with the Alaska State Hospital and
Nur si ng Honme Association, read a letter into the record stating
that the hospital shares the concern about hospital billing
practices. They need to be nore understandable to the consuner
and to fairly reflect the actual <cost of providing care.
Furthernore, the hospital would like bills for services for the
self-insured and uninsured to nore closely parallel those for
patients covered under group plans. Although some patients mnust
pay nmore to cover those who don't pay enough, the uninsured
shouldn't be billed two and three tines nore than others.

During a previous neeting the association had expressed concern

with Senator Dyson's bill. At that tinme commtnents were nmade to
nove forward as an industry and as individual community
hospitals to find nore solutions and avoid the conmplex billing

process set forth in the proposed | egislation.
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She reported that all Alaska hospitals signed an Anmerican
Hospital Association (AHA) confirmation of commtnent pledge to
hel p uninsured or self-insured Al askans. One change is to nake
billing systens nore understandable to the consuner. She
explained the new billing system enployed by the Fairbanks
Menorial Hospital, and the new explanation-of-billing website
devel oped for the Central Peninsula Hospital in Soldotna. In
addition to an inproved billing system Providence Hospital in
Anchorage al so offers financial counseling.

M5. FINK reported that Alaska hospitals are revanping charge
systens so that the anount that self-insured and uninsured
patients are charged is closer to the charges for patients in
negotiated insurance arrangenents. To make the point she
provi ded several exanples. She then reiterated the view that
this is a better solution than instituting the conplex billing
requi renents called for in SB 11

12: 31: 22 PM

CHAI R DYSON asked Ms. Fink to send a copy of the new standards
the national association calls for, a copy of the pledge that
Al aska providers have signed, and a tineline for instituting the
pl edge.

M5. FINK agreed to do so.

SENATOR ELTON referenced an exanple Ms. Fink cited and nade the
observation that for the cost for uninsured patients to be |ess
than the cost for covered patients, the rate for group coverage
would have to increase. He asked if there is another
expl anat i on.

M5. FINK said she didn't have a short answer.
SENATOR ELTON said he would like hospitals to post the costs for
services so that anyone could nake better decisions regarding

where to seek heal thcare services.

M5. FINK responded that is part of the pledge and facilities are
wor ki ng to nake that possible.

CHAIR DYSON asked other hospital personnel to send their
testinmony to the conmtt ee.

He asked if it's reasonable to infer that hospitals would
continue to cost shift.

JT. S/H HES COW TTEES -21- Oct ober 6, 2005



M5. FINK replied the problemis that hospitals have a nmandate to
take everyone who wal ks through the door so costs are incurred.
To assune that no one is going to pay for those costs begs the
guestion, she said.

CHAIR DYSON conmented the answer is probably vyes. He
acknowl edged that the federal governnent has forced hospitals
into a tough situation and it should take responsibility for
doi ng so.

12: 36: 45 PM

Commonweal th North
Al aska Primary Health Care Opportunities & Chall enges

CHAI R DYSON announced that the Commonwealth North summary was
next on the agenda.

DUANE HEYMAN, Executive Director, Commonwealth North, said many
points that were already made are consistent with what the
taskforce found. He continued:

W don't think it's so much the anount of noney that's
being spent in healthcare in the country and in the
state because right now, in terns of percent of gross
domestic product, the US is already spending way nore
than other industrialized countries. On a per capita
real dollar basis, we're spending over $4,000 a person
- way nore that other industrialized countries.

Unfortunately the trend is going in an unsupportable
way. And it looks like by 2013 we'll be spending 18%
of our gross donestic product on healthcare costs and
it just can't keep going this way.

Are we getting benefit from all that we're spending
right now? Unfortunately no. By various neasures -
di abetes, obesity, lung cancer, infant nortality, life
expectancy etc - we're hardly even in the mddle of
the pack conpared to other industrialized countries.
So we're spending nore and we're not getting the
benefit of that.

On page 10 of our report sonebody had suggested that
Chil koot Charlie was a kind of dynam c aspect of our
US healthcare policy. W cheat the other guy and pass
the savings along to you. Unfortunately, that's nore
true than not.
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The inpact in Al aska has been substantial. Providence
and Al aska Regional |ast year wote off alnost $90
mllion in charity and unconpensated care. It's a very
significant percentage of their revenues. Even nuch
hi gher than what we've indicated in the graph here
because they don't collect anywhere near what they
bill.

It's not just on institutions. The inpact is also on
i ndi viduals. A great percentage of the bankruptcies in
the state and in the country are because of nedical
costs even if people already had sone type of coverage
before they started. The costs of nedical care are
going up dramatically in Alaska and pretty nmuch the
rest of the country. Unfortunately, it's a national
i ssue.

What can we do about it here? W thought that with a
coordinated and focused effort continuing the kind of
neetings that we've been having that we think that
there are things that can be done that are
controll able here in Alaska that are a whole series of
smal | solutions. Wiat we call three percent solutions
things that can be done. A lot of the issues you' ve
just been tal king about and dealing with. Transparency
[and] information to enable people to have consuner-
based <choices are very inportant. And to help
facilitate that we have put together this Al aska
Heal t hcare Round Table, which is a continuation of the
type of efforts that we've had to try and keep working
on these types of specific solutions. W have
identified 34 of them starting on page 27 of the
report.

DR, TOM N GHSWANDER, Conmonwealth North, gave data on the
uni nsured in Al aska. About 114,000 people or 18% of Al askans are
uni nsured. That doesn't include the 100,000 Al aska Natives that
have coverage or the 100,000 mlitary personnel that have
coverage. That translates to about 25% of the Al aska popul ation
t hat are uninsured.

The weak link in HSAs is the know edgeable consuner. The
pati ent/consunmer doesn't know the cost for or the quality of the
heal thcare service they mght receive. There's also a need for
an infrastructure for electronic health records. Mre than
likely, the Legislature will have to help with that, he said
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There's a consortium of healthcare providers and others that
have fornmed an alliance to work in that direction. Another
problemin Al aska is the aging popul ati on of physici ans.

Both the conm ssioner of health and the president of the
university are calling for a physician workforce study group to
make recommendations. One will be to ask legislators to double
class size for nedical students. Another recomendation is how
to Dbetter recruit physicians back to Al aska. A third
recommendation relates to preventative strategies that enphasize
physi cal education and nutrition in schools.

CHAIR DYSON remarked the Conmonwealth North report was
di sappoi nting because it didn't address accountability and the
connection between a patient's wallet and the service provided.
He asked M. Heyman for a response.

MR. HEYMAN replied the long-term answer is that the individual
must take responsibility. Health is the goal rather than
heal t hcar e.

CHAIR DYSON responded the report doesn't give a single
recommendation for getting someone with a third party payer to
make better choices.

DR. N GHSWANDER acknow edged they didn't get into national
i ssues, but he assured nenbers that this would becone part of
t he nati onal agenda because of rising costs.

SENATOR ELTON said he would like to participate in the future
and commented that it's inportant to figure out how to get nore
representation to the consuner el enent.

DR. NI GHSWANDER agr eed.

SENATOR ELTON nentioned his legislation relating to school
vendi ng nmachi nes.

DR. NIl GHASWANDER  responded sone  busi nesses have offered
conpensation to nake up for what vendi ng machi nes make.

REPRESENTATI VE SEATON asked how patient consuners would find out
about the quality of particular healthcare services and who
m ght do the eval uations.

Dr. N GHSWANDER replied it would probably be the Center for
Medi cai d/ Medi care Services (CVM5). The federal governnment and
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i nsurance conpanies are starting pay-for-perfornance prograns to
i nprove service quality by both hospitals and doctors. England
has already established such a program Hospitals are rated on a
1, 000-point scale evaluating such things as how nmany wonen
enpl oyees have had a nmammogram in the last year or how many
di abeti cs have acceptabl e henogl obin | evels. Another part of the
score is the patient's experience of care. |[If a famly
practitioner neets the 1,000-point quality standard, he or she
receives an additional $70,000 per year, which provides real
i ncentive.

DR. NI GHSWANDER explained that such a program isn't possible
wi thout an electronic health record system and noted that the
CMS already has a pay-for-performance pilot programin New YorKk.
He added that the best systemin the US is the Veteran Affairs
(VA) because they have electronic health records. Instituting
such a system would allow the director of public health to get
popul ati on dat a.

REPRESENTATI VE SEATON said it sounds like it's only under a
si ngl e payer system

DR. N GHSWANDER answered enphatically, "No." He asserted that
the US will have electronic health records and he thought that
there woul d be incentive pay if standards were net.

He acknow edged that Al aska has to get up to speed on electronic
heal th records.

CHAI R DYSON added establishing the standards that are used in
Engl and i s necessary as well.

DR. NI GHSWANDER r esponded the standards are already established,
but physicians have been slow to adopt evidence-based nedicine
This is a step in the continuum he said.

REPRESENTATI VE ClI SSNA questioned how to ensure that the broad
heal thcare solutions fit into the localized solutions that
tribal governnments cone up with

DR. NI GHSWANDER r esponded the roundtable hasn't come up with all
the definitive answers and there will be other iterations.

MR. HEYMAN added that suggestions or ideas are wel cone.

1: 02: 50 PM
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CHAI R DYSON asked Ms. Green to testify.

TAMMY GREEN, Section Chief Chronic D sease Prevention and Health
Promotion, Division of Public Health, Departnment of Health and
Social Services, said she was speaking on behalf of Dr.
Mandsager .

M5. GREEN said she would focus on ways to develop a consuner
popul ation that is informed about healthcare issues. She further
explained that the major risk factors that underlay all chronic
di seases are obesity, poor nutrition and the use of tobacco.

She reviewed several websites to show that the division
envisions a site that is consuner based and interactive. The
site will include a health pronotion section, a self-managenent
section, and a healthcare resource and provider section. She
encour aged nenbers to give the division feedback.

REPRESENTATI VE CI SSNA asked about the system used by the
Muni ci pality of Anchorage.

M5. CREEN said she wasn't aware of the system but would | ook
into it.

CHAI R DYSON suggested that including information regarding the
gquality of the providers would be hel pful.

MS. GREEN responded that's a huge order, but you have to start
sonewher e.

REPRESENTATIVE CISSNA indicated that she wuld Iike an
assessnment of the pieces of the budget that have sonething to do
wi th prevention.

M5. GREEN added you need the evidenced based information rather
than the suggestion that the idea is good. She said the division
is aware of the need.

CHAIR DYSON said he would encourage Governor Mirkowski to take
some visible |eadership. He nmade the point that a significant
part of the budgetary battle is won if the needed resources are
in the governor's budget.

M5. GREEN stated that the division appreciates the bills that
Senat or Dyson and Senator Elton have introduced.

CHAI R DYSON adj ourned the nmeeting at 1:17:36 PM
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