


?*~"ATE COMMITTEE REPO"'
DATE: 4/6/% FURTHER:

DATE TURNED INTO OFFICE: j /10 (f 4%

HESS Committee considered ~ SSHIR 4
Relating to medical savings account legislation.

and recommends:

[ ]replace with [ 1 ﬁg’v’ﬁ;fge
or [ ]adopt previous CS L f;‘i;‘nr;ga'
[ ]attaches amendment(s) (HB only)
adopts Letter of Intent

further referral to the

[ ]do pass
[ ]do not pass
[ ] no recommendation

[ ]individual recommendations

NEW HISCAL NOTES PREVIOUS FISCAL NOTES ,
Clapartment Date Zei Clapartment C Fiscal

[ ] Appropnation No Fiscal Note

OTHER RECOMMENDATIONS

Chair Signathire and Recommendation



Alaska £E>tate legislatur

- Thae! INTERIM:
£ o Jlousc of &opresentah’oes; S —
IAL SERVICES EAGLE RIVER.
PHONE (8907 694-
S FAX 694-804
ITTEES: SESSION:
& VETERANS AFFAIRS ?JQTEE\ SAE\EO
"HONE (907)

Representative Pete Kott

SPONSOR STATEMENT
HJR 54 - Supporting Medical Savings Account Legislation

As medical costs nationally and in Alaska continue to rise, the
need for innovative approaches to health care cost containment
becomes more acute. Medical Savings Accounts (MSAs) offer an
approach to reducing health care costs that appeals to market forces
and minimizes government intrusion into the market MSAs allow
employers and self-employed individuals to purchase a high-deductible
catastrophic medical policy and put the premium savings into a special
savings account to pay for routine medical care. The funds in the MSA
belong to the insured and, if not spent, accumulate as savings, pre-
funding future medical care expenses.

Because MSAS helong to the employee, they are fuII){ portable and
are not relinquished when the individual changes employment Over
time, MSAs have the potential of building a substantial savings
account for the individual, if the person exercises prudence in use of
medical care. MSAs will enable a person to_?urchase health insurance
coverage during periods of unemployment if the person so chooses.

~ MSAs are an attractive health care option because they encourage
Individual restraint as a means of containing costs. This Is coir

with the free market in that it protects individual freedom and r
prudent decision-making.

"HJR 54 urges Congress to enact Ieﬁislation that will make I
Savings Accounts a viable option in the national effort to redr
contain health care costs. | urge its speedy passage.
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Medical Savings Acocounts:
Putttang Peoplle HIrst N
Health Care

B

\/¥ctorla C. Craig

Director of Research

The Council for Affordable Health Insurance
February, 1993



Executive Summary

Each ar s is monal — we gar sick and we de. And when we do get Sick it
is the hedlth care system that reaches out to hea? andtoconfort us. The hellth
cae system will touch each of us & our nost vulnerable ad intimete
nmoments.  How to reform thet system is not an aostract exerdsg, it is a
decision thet will affect us personally for the rest of our lives. Ard it isa
decision that must put people -- patients -- first, ecause the only purpose of
thisor any other health care systemmmust lee the care and confort of the petient.

The Council for Affordable Health Insurance hes carefully reviened the
nuerous health care reform proposals in the states and at the Federd level.
The Council believes that they are all fundamentally flaned because they do
not address the real problem in the health care delivery systemtouay— the
difference between the person who receives the care, and the personwho pays
the bill. The Council supports something truly revolutionary for our hedlth
care system— a retum to market princples through the estaldishment of
medical saMings acoounts.

Medical savings acoounts (MSAS) are tax-deferred acocounts st it

routine medical care and to allow for ihe build-up of ssvings top. <, re
medical expenses. MSAs would allowenloyers, seif-ermpioyed individuals,

and athers to purchase ahigh-deductible policy and put the premiumsavings
into amedical savings account to pay for routine medical care. The funds in
the MSA belong to the insured, and if not spert, accuulate over time as
savings, pre-funding funire health care exenses.

MSAs have many unique advantages.

» MSAs is the one idea that hes tire potential to actually reduce hedlth care
oosts without resorting to rationing.

» MSAs restore the panem/phvsician relationship, making the patient abuyer
& well as user of care.

» MSAs will create adermand for information about the quality and price of
hedlth care

* MSAs will reduce administrative costs.

» MSAs will put insurance conpanies back in the business of providing red
insurance.

* VISAs wih end the strugdles over state mandated benefits.



By incorporating medical samMings acoounts with ather conogpts thet have
aways been the strength of our country — individual freedom ad
responsihility, afree market for goods, senvices, andidess, ardoust conpetitive
environment, and limiting govermment’s involvement to protecting those
who are incapalle of caring for their own needs; we can fix the current health
care delivery system insteed of destroying it.

This will in tum best acconplish the purpose of ahedlth care systemreform
— an optimal balance of quality, affordability, and accessihility.



Overall Costs of an MSA

Question: Will administrative aosts of the insurance company increase
because they will be writing more individual palicies? How will this
affect the price of the policy?

Answer: It is not dear thet there will be nore individual policies since we
antidpatejoint participation between the enployer andenployee. Infact, if
there were an increese in individual palicies, thet would prolably nean thet
the aost of administering an individual policy would ke less then thet of a
group palicy. It must ke recognized thet administrative costs of treinsurance
conpanies Will fall since they will nat ke handling the sell dollar dains.

And every dollar saved in administrative eqoenses is a dallar direcdy
available to increase MSA contributions or reduce the cost of the entire
insurance program

Statement: Proponents claim that insurance aosts would go down under
their plan because consumers would buy their insurance directly from
insurers and not through employers. They claim that getting rid of the
“third party in the transaction” would greatly reduce administrative red
tapeand cost. It could beargued, however, that eliminating the employer
would lead to increased administrative oosts.

Answer: The staterment misses the point. \We would encourage enployers
to incorporate the MSA concept into thelr program No ane is trying to get
rid of the enployer, but rather to advocate individual responsibility. That is
why we erMsion joint particpation, as it is the most efficent and ‘ost
effective way to reduce health care oosts over a period of tine.

Question: Would health insurance premiums e reduced substantially
enough to cover the deducible of a catastrophic policy as the medical
saMings account concept proposes?

Answer: Qur actuaries have developed the following estinetes besed on
sare of the largest sources of dains data availadle in the country. These
premiuns are besed on a plan which pays 80 percart of the first $5,000 of
exenses after the deductible and 100 percent theresfter, ad assures a75
peroert loss ratio, and a40-45 year old head of househald.



Annual Premium

Deductible Individual Family of 4

S 220 S2,108 56.223
2.500 1132 3106

Difference 976 3,117

The MSA arrangement isnaturally nore attractive forfamilies sincechildren's
aosts are nore heavily weighted tonard first-doilar expense then those for
aduits. For about a 40% increase in premuns, the per person 52500
deductible can ke dhanged to a per family deductible of $2,500. In this
exanple, the 56.223 currently being spent for the 5250 deductible plan could
be split as follows:

Premium for aS2.500 per family deductible $4.348
Contribution to the MSA S1,85

The maximum out-of-pocket exposure  under the $2,500 deductible plan is
S3,500 or ($2,500 + (.20 x $5,000)). The maximum out-of-pocket exposure
under the S250 deductible plan assuming a maximum imposition  three
deductibles and three stoploss exqpense amounts per family is S3.750 or
(3[S250 . (.20 x $5,000)]). Thus the maximum potential out-of-pocket is
actually $250 less under the $2,500 family deductible even before we
consider the amount in the MSA. With the MSA contribution, the financial
protection for the family hes actually increased by 52,125.  In this exanyle,
theindividual may want toincrease thedeductible further to, say, 55,000. The
annual premium for a 55,000 family deductible would e S3,135 ad tre
maximumout-of-pocket expense would be $6,000. Thus, theS6.223 prenium
for the $250 deductible plan could ke split with $3,135 gaoing tonards
insurance and 53,088 tothe MSA. In this case, the increase in maximum out-
of-pocket expense would ke ($6,000-53,750) or $2,250 which is nore then
covered by the MSA contribution.

Question: Would raising the deductible from their typical levels of 5100
or $250 up to $3,000 really reduce the premiums by 66 percent, thereby
assuring that enmployees would assune no risk of making out-of-pocket
expenses with their own money other than out of the MSA?

Answer: It could ke as much as two-thirds, but the $4,500, S3.000. ad
S1,500 figures are meart to ke illustrative only. In sonme cases, they nay ke



pretty dose to tre nark, but they will vary widely depending on locationard
denographics of a particular group. If we use instead numoers besed on the
sane dains deta from above, we get atade:

Deductible Individual Familv

$ 100 2,236 6,726

3.000 1039 JLs844
Premium Samings $1,197 $3,882
% Reduction 54% 58%

Question: The reduction in health premiums by 66 percent appears to
be implausibly large. It implies that employers currently spend $3,000
in premiums to reduce each enployee family’s deductible by at most
$2,900 (from $3,000 to $100). Because many families spend less than
$2,900 per year on covered care, the cost of providing low deductible
policies ($3,000 per employee) would ke far in excess of the expected cost
of the extra care the additional premiums cover, right?

Answer: This is predisely the irony. At loner deductible levels, enployers
may spend mere than one dollar for every dallar of added coverage. This is
largely due tothe increasing certainty of use of benefits asdeductible anounts
oet loner, combined with the administrative add on of processing these sl
dains through the insurance mechanism While atypical health insirance
loss-ratio is 75 percent (meaning 25 cants of every premiumdollar is spenton
taxes, administration, andmarketing costs), thedistribution of theseexqpanses
is much heavier in the handling of small dains where third party involverment
IS bath unnecessary and inefficient.

The ast effect is particularly true for family coverage. For instance, usingthe
nubers above, the aost to reduce the deductible for a family of four from
$3,000 per person to $100 per person is (56,726 - 52,844) or $3,882. If we
adjust the 53,000 deductible premium so thet it applies on aper family besis,
we gt (52,844 x 1.40) or 53,982 and the aost of the deductible reduction
becores ($6.726 - $3,982) or 52,744.

This 52,744 of savings realized by increasing the deductible to$3,000will not
e diminished by expense loads— every penny is available tospendon hedlth
care senices or left in the MSA for the future. Anotherway tolook at it is thet
the premium savings represent average health care exenses of (.75 x$2,744)
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or 52,058, ad an average inarease in the MSA of 5686, which nekes the
option even nore attractive to the consuer.

Question: Isit realistic tothink that insurerswould bewillingtosell high-
deductible policies? Would policies be affordable?

Answer: Low-cost, high-deductible policies areavailable today. \What is nat
available is the ahility to invest the premium samngs in atax-free acoount for
the purpose of offsetting medical expenses below the deductible anount.
Below the table shons some of theannual premius for palicies available in
Jure, 1992. The premiuns are basedon afamily with two aduits, age 3, with
one child.
1
Individual Health Insurance Annual Family Premiums With $2,500 Deductible
(June, 1992)

W ashington Pyramid Time American
National Life Insurance Community
City S1,369 S1.622 S1,310 S1,083
Cincinnati
Suburb 1.369 1,622 1,310 1,032
City 1.369 1,537 1,404 1.259
Indianapolis
Suburb 1,213 1.451 1,216 1,135
City 1,542 1,622 1,572 1,032
Peoria
Suburb 1,542 1,622 1,572 1,032
City N/A 1,878 1,253 N/A
Portland
Suburb N/A 1,878 1,164 N/A
City 1,369 1,451 1.123 N/A
Des Moines
Suburb 1.213 1,281 1,123 N/A
City 1.836 2,135 1.872 N/A
Dallas
Suburb 1,680 1.281 1,123 N/A
City 1.525 1,622 1,497 N/A
Richmond
Suburb 1,525 1,537 1,497 N/A

(Cents have been truncated to make the chart easier to read)



Some observations about these figures:
1 These pdlides are on the market today.

2 They are sdd individually, not in grayps. Medical saMngs acoounts ae
intended chiefly as a group insurance program and nay save additional
premuns through economies of scae and the administrative advantages of
ness purchesing

3 These pdlices contain a per-person deductible, not afamily deductible.
Going from a per-person to a single family deductible would raise the
premium cost by approximately 40 perocant.

4. There are extremely wide variations in health care costs and utilization
petterms in the United States. These are somewhat reflected on this tade in
the premium differences between Des Moines and Dallas, but the truly high
aost arees (New York, Boston, Los Angeles, and San Frandsco) are not
incdluded here. Premiums thet are gppropriate in Des Moines would befar too
low for New York (as would deductible levels), ad it is important thet any
legislation allow for the dranatic differences in regional oosts.
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Golden Iv 'e Erployees
Enthusiastic About M1 dcad Savings Account

An early-January suney demorstrates  thet enployees of Golden Rule, an lllinois-
besed life and hedth insurer, are very peased with their new Medical Savings Account
(MSA) plan, are using the funds to pay for senices not covered previously, and are saving
money for thensalves and their conpany.  Sixty-five paroat of the enployees enralled in
the MSA rate their new form of health insurance as "excellent, "and another 32% rate it as
"good." Only 2% rate it "only fair,” ad no ae raed it "poor.” The enployees
overwhelmingly prefer the MSA to their former plan, by a margin of 82% to 1%.

"By any standard of comparison, these numbers represant a strong endorsement  of
the Medical Savings Account,” acocording to Sd Groenenan, a Research Manager for
Market Facts, Inc., the firm thet conducted the January 7-13 sunvey for Golden Rule.

The Medical Savings Accourt is a new form of enmployer-provided health coverage
which usss finandal incentives to encorage cosumers o purdhese health care services
nmore carefully, promoting efficent utilization. With "first-dollar coverage”” provided by the
MSA, enpiovees can minimize their deductides and copayments, or avoid them entirely.
Under Golden Rule’s plan, enployees not exhausting the noney in their account can anoose
to recave an end-of-year refud or retain the noney in an interest-bearing account to pay
for next yearsexpenses.  Golden Rule’s MSA plan aso dffers enployees nore choice in
how they can soad their benefits, as the funds can be usad for products and services not
covered by nost traditional™ pans such as dental care, eye care, ad preventive care.

Most Golden Rule enployees dose the MSA originally, at least in pan, because they
believed it might save them money. As it tumed out, they were corect: 93% of enrolled
enployees received arefund dedk, averaging $602. The refunds applied to the period from
May through the end of 1993 ad likely would have been higher for a full calendar year.

-MORE -



MARKET
cnees

The few MSA-plan enployees who didn’t recaive a refund are just as pleased with
the plan as those who dd recaive a dhedk in Decenber: 19 of the 28 who didn’t receive a
refund rated the MSA plan as "excelent” (68%), ad the remaining nine rated it as "'good.”

"The thing I’'m most pleased about with the Medical Samings Account is the benefit
it represents for the single mother,” said Jon M. Whelan, president and chief executive
officer. "Ifshe hes achild thet needs to go to the doctor, she now hes first dollar coverage,
ad ge isn't penalized with either a deductidle or copayment. It mekes it easy for her to
take her child to a doctor."

The popularity of the plan extends beyond sheer economics, as 29% aso gave a
coverage-related  reason for choosing the MSA. Most of them mentioned  thet the MSA pays
for routine medical care or miscellaneous eqoanses not covered by traditional  insurance,
sore noted dental eqoenses or vision care, ad afew mentioned  prescription drugs or other
iters. And about 15% of the enployees gpting for the MSA mentioned choosing it because
they think it helps reduce healthmedical expases for the conparny or the country.

If it becores nore widely adopted, the MSA form of health coverage should nmeke
use of health ad nmedical care servioss nore  efficient systemwide.  And, while saving
money, its proponents believe that it can dso pronote v.dlness by expanding consumers’
options.

Since Golden Rule’s Medical Savings Account went into effect in May 1993, one-fifth
of enrdlled employees started using amedical senvice they had’t used before vecauvse o 1 e
12+, While only 3% indicated they stogped using sore senice they hed been using earlier.
Looking toward the future, over half (51%) of the enployees think they or their family
might use a senvice they hadn't used before, such as vision or dental care, because of the
plan; 4% think they might stop using sone medical senice or health product.

Twenty-one percent reported ''shopping around” or “'conparning prices™ » ... since the
plan went into effect; 9% reported shopping or comparing [rnces ..

Since the Medical Savings Account went into effect, enployees have dhanged their
pettems  of purdhasing hedltii care. One enployee said de liked the plan because she now
hes an incentive "to dheck on the surgeons’ fees before any surgery and even with de
regular doctors.”

- MORE
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The telephone suney of Golden Rule Insurance enployees wes conducted by the
Washington and Chicago-area offices of Market Facts, Inc., an intemational survey and
market research firm headguartered in Arlington Heights, lllinois  Market Facts mede three
attepts  during the week of the sunvey to reach ad interview the 708 Golden Rule
enployees for whom phone numbers were available.  Five hundred twenty enployees were
interviewed (73% conpletion rate). Only 28 enployees refused to be interviewed (s« Of
the eligible enployees contacted).

Market Facts condudts research for many of the country’s leading corporations,
assodations, non-profits, and government organizations at all levels. The company recently
conpleted its secod parsond surnvey for the U.S. Postal Service (Summer, 1993), and is
about to begin a third USPS sunvey in 1994. This series indudes all USPS enployees (over
716,000 in 1993) and represants the largest civilian enployee  sunveys ever conducted.

- GRAPHS ON NEXT PAGE -



Key Findings from Jan. 7-13 Survey
of Golden Rule’s Employees
Enrolled in the Medical Savings Account Plan
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MEDICAL COSTS IN ALASKA

Alaska has the highest health care costs in the nation. According to
Dr. Rodman Wilson costs in Anchorage are 40% higher than in Seattle.
In a newspaper article in March of 1993, Ms. Betty Wood, President of
Blue Cross, Washington/Alaska stated that coronary bypass heart
operations were three times as expensive in Anchorage as compared to
Seattle, The manager of the Alaska Truckers Association said that he
inquired about tying into a Washington State group health 1insurance
plan for the trucking industry and he was told that the Alaska
participants would pay a 40% surcharge.

The reason for this situation 1is overinsurance or excessive demand for
medical services.. This is caused by the 130,000 Alaskans who are
enrolled in group health insurance plans provided by the State of
Alaska, by municipal governments, and by school districts.

The model of these plans is the Aetna plan covering 13,500 Employees
of the State of Alaska who are in the Alaska State Employees
Association which negotiates this plan. As of March of 1993 this plan
had a deductible of $100, 90% coinsurance to $3,950, and 100% payment
beyond that number.

Suppose that the Union had negotiated a clothing purchase plan instead
of the group health insurance plan? State Employees could go to any
store that sold clothing and buy as many articles of clothing as they
wished. They would be required to have these purchases approved by a
Licensed Clothing Advisor who would receive 10% of the purchase as
compensation for advice. The participant would be required to pay the
first $100 of the transaction and then 10% of the next $3,950. For
amounts over this number the State would pay 100%. There would be no
restrictions on the cost of the clothing or accessories. They could
buy Gucci shoes and Brooks Brothers Suits. These purchases would not
be taxed as income by the Internal Revenue Service.

If such a plan were to be put into force, Nordstrums, Pennys, Lamonts

and other clothing establishments would be jammed with shoppers. The
management would expand the facilities and hire more sales and
warehouse people. The stores would raise the prices because with the

State of Alaska paying the bills, no one will be concerned about cost.

The only difference between the Clothing Purchase Plan and the Group
Health Insurance plan is that medical services are intangible and
cannot be stored.

The State of \laska has more people in the service of State and Local
government and schooledistricts than any other state, as a percentage
of the population. All the group insurance plans of these lesser
governmental entities follow the pattern of the State plan negotiated
by the Alaska State Employees Union. For example, the group insurance
plan of the Copper River School District which has about 100 employees
is a clone of the State plan although it is not administered by the

1



Aetna. It is my estimate that there are 130,000 participants and

their dependents in these plans. Private employers such as the banks
and the energy companies must pattern their plans after the State
Plan.

In February of 1993, the negotiators for the State of Alaska attempted
to make some changes to the plan to moderate an anticipated increase
in premiums. Aetna had told the State that rates would increase by
30%. This meant an increase iIn payments to Aetna of about

$20,000,000. The negotiators for the state asked the Union to accept
a change in the deductible from $100 to $250.00 and a change 1in
coinsurance from 90% of the first $3,950 to 80% of the first $5,000 of
expense. This change was refused by the Union and the matter has gone
to an arbitrator to decide whether the State can alter these
provisions.

Why did costs double in the years form 1988 to 1992? According to an
article in the Anchorage Times 1in October of 1989, the 13,500 State
employees and their dependents made 338,800 claims in 1988. This 1is
25 claims per participant. In 1992 the employees made 685,000 claims
or about double the number of clainms.

Dental and Vision claims remained about the same, The increase was 1in
medical claims.

No analysis has ever been made in the State Plan of who makes the
claims. Figures in most plans show that 25% of the people make 80% of
the claims. Half the people in a plan will make less than 10% of the
claims and about 20% of them will not see a physician in the course of
a year. Federal Express with 47,000 employees found that 16% of the
participants made 80% of claims. I believe that these figures would
apply to the State. IT my surmise is correct then there are 3.750
participants and their families who made 80% of the claims.

There is no reason why the participants in these governmental plans
should not demand as much expensive and extensive health care 1is
available. From the point of view of the doctor he has every reason
to supply these services and even urge upon the patient more elaborate
and costly procedures. His income and career will benefit by so
doing. These fortunate people in the governmental plans have free
medical care of the finest quality and this has created unlimited
demand and rising costs.

The State will pay $80,000,000 to pay for the medical, dental and
vision costs of 13,500 State Employees. This is about $6,000 per
participant or $500 per month. We estimate that there are 30,000
people in the plan, 1including dependents, the cost 1is about $2,700 per

individual.

These government employees have unlimited access at no cost to the
finest in health care. On the other hand, there are 60,000 to 90,000
Alaskans who have no access to health care outside of what they car.

2



pay for themselves. Anchorage has 30,000 of these uninsured people.

On February 6, 1993 there was an article in the Anchorage Daily News
concerning the financial problem at the Anchorage Neighborhood Health
Center. This is a Community Health Center whose expenses are met in
part by the Federal government. These centers were established to
provide health care to poor people for a modest fee. The center
treated 9,400 people in a year at a cost of $4,000,000. The doctors
at the center work on salary. The cost per person was 3$425 per year.

Why does it cost the State $2,700 per person for health care as
compared to $425 for the Neighborhood Health Center? A partial
explanation is that the Health Center provided basic medical care. We
know that hospital charges are about 50% of medical costs so let us
double the cost for the Health Center per person to $850. This is 30%
of the cost of the State.

The reason for the difference 1is the State plan is Third Party
payments and medicine for a fee with complete choice of physicians
available to the participant. The Neighborhood Health Center 1is
direct service with a small payment for service based on the patients
ability to pay. It resembles the British System of National Health

Service.

The State Group Health Plan could be changed to save millions of
dollors. For example a vairible deductable could be used as in the
Forbes Plan which 1is attached. Payments could be made to those who

made no claims.

William A. Barnes SR..

Written at Anchorage, AK. April 6, 1993
430 W. 7th St. #201

Anchorage, AK 99501

Tel. 907-276-8998

800-770-89913
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) Private Labor Union
Membership Continues
to Slide

The US. Department of Labor
Bureau of Labor Statistics has re-
portedanotheryear-to-year decline
In the percentage (market share) of
private sector workers belonging
ralaborunions. In 1993 union mar-
ket share was 111 percent, down
from 114 percentin 1992 In the
lastfive years, 22million newjobs
have been created, while private
union membership decline b?/] 12
million. Private uuionmarketshare
peaked in the middle 1950s when
nearly 40 percent of private work-
ers were union members. Since
1955, private employment has
doubled, with 45million new jobs
created. At the same time private
sector union membership declined
by more that) 40 percent, with a
membership decline of more than
seven million. Public sector union
membership continues to be com-
paratively strong, with nearly 38
percent market share, compared to
37 percent in 1989

Real Estate Value Drop
Due to "8 Tax Increases

Onetrillion dollars have beenelimi-
nated from the market value of do-
mestic real estate in response to the
tax changes of 198, according to
Dr. Paul Craig Roberts of George
Washington University, although
subsequent tax changes have
slightly improvedthe a%gre ateen-
vironment for real estate. But the
normal underlying trend ct price
changes in domestic real estate are
influenced hy. among other things,
local conditions. One study reveal-
ed that approximately 50% of
changesin relative real estate prices
canbe explained in changesin stare
tax burdens.

Medical Savin(%,s
Account Introductions
Reach Record Level

While the federal health care de-
bate rages on in the nation’s capi-
tal, often focusing on how mnch
control government should have
over the medical care that Ameri-
cans receive, state legislators are
exploring innovative methods for
controlling costs hy giving people
greaterdecisionmiikingpowcr. One
such method is through medical
savings accounts (MSA), which
ALEC has been promoting for sev-
eral years.

In 1991, medical savings account
bills wereintroducedin diree states.
In 1991 MSAs were introduced in
four states. Then, a remarkable
thing happened. Legislatorsin 15
states introduced MSAs in 1993
and thus far in 1994.27 states have
seen medical savings accounts in-
troduccd. (The 27states are: Ala.,
Ariz.. Calif., Colo,, Conn, Ga,
Hawaii, Eli. Ind., Idaho, lowa, Kan.,
Md.,Miob.,Miss..N.Y.,NC., Ohio,
Okla., Pa, S.C., Utah, Vt, Va,
Wash., W. Va., Wise.)

A recent study prepared by the ac-
tuarial consulting firm ofMilUman
and Robertson. Inc. for the Coun-
cil for Affordable Health Insur-
ance (CAHI) determined that the
U.S. could save S5S8 hillion over
five yearsifCongress enactedmedi-
cal savings accounts (for more in-
formation on this study, see the
November!, 1993 editionoffT7.)

For more information on medical
savings accounts, see ALEC's In-
dividual Medical Account Act IN
Keeping the Promise: A Compre-
hensive Health Care Plan for the
States, or contact Molly Hcring,
Legislative Director of the Heal
Care Task Force.

National Leadership
um |t§)n ?cononyc
Growth Set for Apri
In San Antonio

ALEC's 1994Notional LeadershiF
Summit OnEconomic Growth will
behcldin San Antonio, Texas, April
14-17 San Antonio is an ideal site
because it is one of the nation’3
fastest growing economic and cu’e
tural centers. The Hyatt Regency
Riverwalk is one of the nation’s
premier meeting facilities, located
In the heart of old San Antonio,
home of the Alamo. This year’s
Summit, Business, Laborand Gov-
ernment Working Togetherfor Eco-
nomic Growthand Prosperity, will
focus on strategies, policies and
fundamental economic principles
necessary to promote economic
rowth in the U.S, as wc enter into
e ucw global marketplace.

The areas to be covered include:
Principles of Economic Growth;
Business and Job Creation; Invest-
ment and Technological Innova-
tion; Regulations and Government
Mandate_s;.andPubllcSpendmgand
Competitive Government. State
legislatures play a critical role in
Promotlng a sound economy, and
he policies developed at the state
level will be the difference infuture
economic prosperity or stagnation.
ALEC’sNational Leadership Sum-
mit on Economic Growth will pro-
vide up-to-date information and
analysis from senior corporate ex-
ecutives. public policy experts and
state legislative leaders on this im-
Portannssue. Some ofthe speakers
entatlveIY scheduled include. The
Honorable Nelson Wolfe, Mayor
of San Antonio; Wall StreetJour-
nal columnist Robert Bartley;
U.S. Senator Kay Balle?i Hutchr*
son;and Lawrence Lindsey,
member Of the FEderal Reserve
Board of Governors.

Vt»oni 11 1Qua as *;
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A golden health plan

This Christmas is turning out to he
golden for hundreds of Gdlden Rule
employees, thanks-to an innovative
health pro gram thatJust could become
a mode' for other employers,

Thrs past year. Golden Rule Chair-
Patrrck 00ney gave his em-

E]o ees ac orce etweén regular, low-
uctible health nsurance and a
new Medical Savings Account plan.

Because low-deductible Insurance is
50 costly the company devised, the
new plan: ch ealper rnsurance with a
hi her deductible, along with a sav
Ings account to cover expenses hot
vcurred under the old plan.

The old plan for families had a
5250 deductible and a co-pay that
stopped at SI 000, for a tot | out of-
po et empl ee expenseo

The ne an set a 83000 de uct-

no cp-pay. and thus cost Golden
Rule far Iess but the_company then
gave the employee SI.750 to cover the
additional deductrble expenses ,

That made the two pans seemrnﬁ]y
equaI N merit; rn ot cases
employee's out-of poc ket expenses
would be the same, S1.250. But there
are some important differences.

$ot only did Golden Rule save mon-

ey on the MSA plan, but now, at year-
end, employees are being yeimbursed
any mtoneg not spent” from their
acc unts

The total reimbursement? An in-

credible S468.000.

Under current law. the MSA
ceeds are taxable Income, as op sed
{0 the tax-free nature of tradifional
health benefits. But the MSA plan
generally would be the better optron
or those who are able to keeg thelr

-alth costs own In a given g r

The Medical avrn s Acc untFpIan
has some additjonal bene Its rst
the account could be used to parr
surance premiums between lobs. 1f an

employee loses his or her Job or js qut
on strike, there would be money in the
account to contrnu% health insurance.
100, as ooney as pointed out. the
Incentive for empo ees to be rudent
about their at cost sgen ing
would be revived under the M
for employees know they would recoup
anY unspent money
n other types of em Io ee health
savrn S acco nts, the moriey reverts
0 the emTofo yer If It Isnts ent
ears end, Thus, es ecra[}/r rt rs
the emplouees own m ne% e ucte
rom NiS or her paycheck, the emp ou-
ee has a built-in” urgency to try
spend the money aIIocated to the und,
not cut back on’health expenditures.
One of the_best offshoots of such a
plan is that it wouyld encourage more
employers to provide health jnSurance
for™ thiejr employees.  People whose
companies pau for their insurance of-
ten don't realize how much therr em-
pogrers are paFurng on their be alfs.
ccording oone annual family
emrums rn In ranapolrs average
0. In Cincinnati, the cost “is
slightly higher. 34500, In Des Maines,

that figure’ nears $4,700. In Washing-

ton, it's closer to 38.200.
Small businesses often don't provide
8roup Insurance not because they
care about their employees but
because they can't afford It That
might change_ if they paid formore

redsonabl prrceﬁt hrgh ~deductible in-

surance a dempoye MSAS.
Congress could get the ball ro||rng
even further by modifying the taxcod
to allow MSA money fo be treated like
an Indrvrgual Refirement Accopnt
with the tund allowed to accumuate
tax free untrl It Was sp%nt r(rj tgact
Jac and . Sen
oaty ?dS both have intro-

duced Iegrslatron to that end.

In particular. Coats' "HealthSave
Proposal” would call for participating
emponers t0 purchase an umbreIIa
policy “for emp ¥]ees for catastrop IC
medrca COStS. Te ten would Lpro
vide each empoyee with an MS f
0 per ahndm, which would
maip on account tax-free, for future
medical hills and other limited uses,
such as |ong ~term care and edycation.
Coats also has called for an Increase
in t%x credrtﬁ for those whose employ-

ers (o not offer such coverage,
Americans recognize their critical
need for aftordable health care but
th ez\aso wantc orces Golden Ruie's
lan ought to become a Rromr
nent pIayer rn the debate over health
care options before Congress.

Rising cost
of health,”

care

Cost of health care In
the United States
$t.ar- r f.

9.6 L Trillions of dollars
i Frgureshr 1992-2000
14\ prorecte

19090 R RBH B %697 B P03
AP/Wm. J. CasiQilc
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Health Care Reform That Works: Medical Savings Accounts

A former Speaker of ihe Mouse
of Representatives once described
some pending Icgisinlinn by saying:
"An indefinable something is to be
8fne in n wav rwbndy knows how.

a time nobody knows when, thru
willaccomplish nobody knows
what. "

How's that for an accurate
assessment of today's national

health care debate?

An indefinable something is to be done, because the Clinton
administration has staked most of its political capital on bring-
ing manifest change to the way we Americans purchase and
receive health care.

Il is to he done in a way nobody knows how. because the
administration has kept secret its health care plans not in the
name of reform hut in the interest of politics.

It is to he done ni a time nobody knows when, because the
administration has discovered that neither Congress nor the
nation is thrilled with its economic plan and health care reform
involves tinkering with one-eighth of the gross domestic prod-
uct of the United States.

And it milaccomplish nobodv knows what, because the
types of programs, the extent of the government s involve-
ment. and the economic and social costs they will incur have
never before been seen, so the results can only be speculated
Supply Side Controls Don7 Work

The basis of the problem ;s this: All of these ideas for health
care reform ingKixe controls on the <upply side of the econom-
ic interchange. But the empirical evidence is that controls on
the supply side simply don't work.

Medicaid is an excellent example. Statisticians tell us that
ihe average national medical cost of the normally-insured,
non eldcrly population, including the deductibles and co-
insurance they pay out of their own pockets, is S1,495 per per-
son

Hut ihe average national cost for non-elderlv Medicaid
p3tiems is $3,313 .. more than twice as much!

So what are we accomplishing by controlling medical care
costs> We arc denying tow-income people convenient, quality
medical care. Instead, we’re sending them to emergency
rooms—often in ambulances—at a cost many tunes greater than
if thnra patients were simply able to visit a neighimrhood
physician

Unfortunately, it is this same supply side philosophy that
drives the administration's most frequently-mentioned idea for
controlling medical costs—managed competition.

Demand Side Idea Makes More Sense

While I'don't want to deny the Clinton plan a fatr hearing, f
think we all would profit by examining an idea from the
demand side. It’s known as the Medical Savings Account and
it allow s employers to replace conventional insurance plans
* oh individual ravings accounts for employees' medical

Mere s how i: works' The average employer nationally paid
about SV6<)0in 1942 for health care coverage on an individual
worker and family. Nationwide, lhe annual dcduclihle aver-
ages 5212 for one person and >531 for a family So when the
employee co payment is included, the employee typically has
.in average out-of-pocket cost of S1,000 tc $2.000 for any seri-
ous medical expense

Rut in most parts of ihe United Stales, the employer could
buy a catastrophic policy for the worker and his family that
will pay all medical expenses above 53.000 for just 35 to 40%
of the cost he has been paying

If the employer puts S2.000 into a Medical Savings
\ceruni. that employee is guaranteed the same protection he
or she had under the previous insurance programs Here's the
difference* if the employee doesn't spend all of the $2,000. die
unspent halam. «is his in keep.

In a typical American city such as Cincinnati. 23% of all
families will spend less titan $500 a year on health care. Those
families could retain a savings of S1.500 nr more—if their
employers put at least 52.000 into their Medical Savings
Account.

If he employee had a $100.000 heart transplant operation
during the next year, his out-of-pocket costs would still he
only S1.000— no higher than they are today with conventional
insurance, The difference is this: with the Medical Savings
Account, the insurance company doesn't get involved until the
family’s medical expenses exceed 53.000. The employee self-
insures the first 53,000

Each year, the employee will receive 52.000—and. at the
end of the year, he would be able to roll over any money
remaining in his Medical Savings Account into an IRA.

Practical Solution lo Cost Control
Medical Savings Accounts offer the most practical method

for getting health care spending under control.

« Individual*, would have an incentive to spend their health
carc dollars wisely— they would be using their money, not
mmeone else*s.

« The account could he used to pay for any medical expense
recognized by the Internal Revenue Service, including pre-
ventive care, eye care, dental care and annual physicals.

= Escalating premium increases for employers would stop

« The accounts would be fully vesled in the employee and
portable. They would leave with hint when he changes jobs

« Paperwork would be reduced for providers and insurance
companies alike, because there is no insurance claim to fill
out and no pnor approval to be obtained until the expense
exceeds 53.000,

<« Medical Savings Accounts would let individuals choose
their physicians, rather than have bureaucrats choose for
them.

« Medical Savings Accounts would also provide an incentive
to stay healthy by allowing individuals to receive preventive
care—such as mammograms and pap smears—they might
have avoided previously because their insurance didn’tcover
it or they didn’t have the cash.

The Medical Savings Account concept works. At Dominion
Resources. Inc.. a Virginia utility, acombination of Medical
Savings Accounts and other incentives has held health care
cost increases to an average of just seven-tenths of one percent
over the last three years.

People spending their own money spend it more wisely. So
why hasn't acommon-sense solution of such obvious merit
been adopted nationwide?

Federal Tax Code Presents Obstacle

The primary obstacle is ihe present federal rax code When
an employer spends a dollar on an employee's health insur-
ance today, that dollar is excluded from the employee’s tax-
able income. Out. tf ihe employer wants to establish a Medical
Savings Account for the employee, that dollar is subje-t to
federal, state and local raxes—including social <ecuniv tax
Looking at n another way, today's las laws encourage us to
use health Insurance.

The Medical Savings Account would restore competition in
the health care marketplace, because the first 53.000 employ-
ees spend would he their own money.

A simple revision of our present tax codes would make
Medical Savings Accounts economically attractive to more
Americans and begin to apply the brakes lo our out-of-control
healthcare costs

Rut that isn't the only advantage of the Medical Savings
Account.

When employees lo*e their jobs today, the COBRA legisla-
tion guarantees them the right to slay insured by paying an
insurance premium to thetr former employer. The reason most
employees don’i do that is because they don't have the cash
available to pay the premiums that are required.

Rut. if they had a Medical Savings Account, they would
have tax-free money in Ihal account that could he used to pay
Continued on Page 17

(Continued from page 5)
the COBRA payment and keep insurance m
effect until they got a new job

Half of all uninsured persons are without
coverage for four months nr less, anil 70%
are without coverage for 12 months or ie<s.
The Medical Savings Account would permit
these people lostqy insured

In other wools. 25 million Americans—nr
70% of the 37 million uninsured—could stay
insured without new costs to employers and
without new payroll taxes on the workers
This is possible simply by permitting work-
ers to accumulate money in a Medical
Savings Account.

The remaining 12 million uninsured could
be accommodated by treating all Americans
equally on the tax deduction for health
ItcneQix.

It’s estimated that tax fairness would bring
another 9.8 million Americans into the health
insurance system at a net cost to the federal
government of only 58 billion a year—small
potatoes indeed when compared to the 5150
billion the White Ilcusc plan may cost! Then,
if the government would privatize Medicaid
for the non-cldcrly, we could begin io treat
the poor with decency and respect. We could
let them go lo a neighborhood doctor instead
of an emergency room, and wc could cut the
cost of MedicauJ by half.

Savings for Ihe American People

A final point is that this proposal provides
much-needed savings for the American peo-
ple. You'll recall that the individual retire-
ment account was one of the most popular
tax benefits ever offered the American work-
ers—hbefore it was repealed’

flic Medical Savings Account bring' that
idea back Il embodies the nuich-ballyhoocd
tax cut for ine middle class—about which
wc have heard very little lately from our
elected leaders in Washington And it pro-
vides each of us with a pnvnte-sccinr solution
to nor nation's mounting health care crisis.

Instead of wailing for the administration
to produce the "indefinable xomething " in ‘a
way nobody knows how" and "at a time
nobody knows when." each of us should tell
our representatives m Congress now that we
support ihe Medical Savings Account as the
most practical method for getting health cate
spending under control.

Let me conclude by confiding with you that
the Speaker of the House | quoted in the begin-
ning of this a/iide—the man who so succinctly
summarized the Clinton administration's jury-
rigged approach to health care reform—was
Congressman Thomas B. Reed of Maine, lie
served in Congress between 1877 ami IR99!

Donald F Foy
MSSNY Executive Vice President
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HERE*S HEALTH-CARE REFORM THAT WORKS

It's no mystery Why our health-care spend'ng has skyrocketed. Under
the law, employers can deduct the cost of health insurance for their employ-
ees. but employees cannot deduct insurance they buy themselves. That makes
it cheaper for employers to buy insurance than for emplovees to buv their
own. Health-policv analyst Eric-Charles Banheld notes that when federal,
state and local taxes take 40 percent of an employee's income, the worker
must earn S3335 to buy a S2000 insurance policy.

What's more, since employees pay taxes on their salaries but not on their
health benefits, they want ever more generous benefits. The result: Today
employers offer their workers extravagant coverage for everything from
psychological counseling to cosmetic surgery. That makes these services
appear free and. says economist John Goodman of the National Center for
Policy Analysis. “As long as medical care appears to be free, there will be
an unlimited demand for it, driving up costs."

If individuals could deduct the cost of health insurance they bought
themselves, many might choose to buy their own—especially if not getting
it at the office meant they could earn higher salaries. And if they bought
their own. most people would choose more efficient, high-deductible poli-
cies. "Insurance should be disaster protection for when the house burns
down or the Koung breadwinner dies," writes Jonathan Kwitny, author of
Acceptable Risks- "Yet when it comes to health, we send for insurance
accountants and adjusters every time we catch cold." The IRS leaves us
almost no choice.



Golden Rule™

Representative Cynthia Toohey

Co-Chair, House HESS Committee

House of Representatives

State Capitol

Juneau, AK 99801 March 21, 1994

Dear Rep. Toohey:

Not only do | endorse Representatives Kott and Davis®™ resolution
relating to Medical Savings Account legislation, but I also applaud
the Alaska Legislature for considering an "American Solution"™ to the
problem of increased spending for health care.

I am aware that the plight of the oft-mentioned 37 million Americans
without health insurance is not a result of lack of access. With the
exception of about 1% of the population, uninsurability due to health
status is not the problem. Cost is the major deterrent, and "job-
lock™ 1is also a significant factor.

As the resolution so succinctly states, Medical Savings Accounts will
address those problems by empowering people to make their own deci—
sions and at the same time reducing costs throughout the system.

IT I or my associates can be of assistance to you, please feel free to
rontact me.

J. Patrick Rooney 1
Chairman of the Board

JPR/js
Golden Rule Insurance Company Goluen Rule Insurance Company
Home Office Golden Rule Building
Golden Rule Building 7440 Woodland Drive
712 Eleventh Street - Indianapolis. Indiana 40278-1719
Liwrencevillo. lllinois 02439 Telephone (317) 297-4123

Telephone (618) 943-SOX)



OUSE COMMITTEE REP" IT

(9)

Dace Referred: March 1S, 1994 FURTHER REFERRALS:

G :of Committee Action: H

The HEALTH. EDUCATION AND SOCIAL SERVICES Committee considered: SSHJR 54

SPONSOR SUBSTITUTE FOR HOUSE JOINT RESOLUTION NO. - 1K
SUPPORT MEDICAL SAVINGS ACCT LuGIS

Reiatir.2 to medical savings account legislation.

RECOMMENDATIONS: | ] tlte same title
be replaced with j ] a new title

[ ] have attached amendments(s)

[.<] do pass
[ ] do not pass
[ 1 no recommendations

[ ] individual recommendations

[ J additional referral to the Commute:
ADOPTS
W attaches new fiscal note(s) APPROVES PREVIOUS (CepuDaist
[ ] fiscal impact [ ] fiscal note(s)
[*] zero tiscai note AX,/**. A’ [ 1 zero tiscai note(s)

0 THEPnftECOMMEND,
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