


COVMTTEE ASSIGNMENTS

LADOR & COMMERCE, DIAIRMAN

MILITARY & VETERANS AFFAIRS. CHAIRMAN
COMMUNITY A REGIONAL AFFAIRS
RESOURCES

INTERNATIONAL TRADE /TOURISM
LEGISLATIVE COUNCIL

Alaska State Legislature
House of Representatives

INTERIM
10928 EAGLE RIVER ROAD, SUITE 141
EAGLE RIVER. AK 99577

PHONE (907] 694 0944

FAX 6940949

SESSION
STATE CAPITOL
JUNEAU. AK 99001-1102
PHONE (907) 1653777
FAX (907) 4052619

T0O: Senator Lyda Green, Chair
Health, Educati ices Committee

FROM: Representative rawJSmt
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| 1JR 18, Relating to medical savings account legislation has been referred
to the Senate | lealth, Education and Social Services Committee.

This resolution calls on Congress to enact legislation to allow individuals
to establish medical savings accounts. These accounts would be funded through
savings and efficiencies of use by private citizens. The concept requires no new
federal bureaucracy and would not bear an additional cost foremployers.

Medical savings accounts are an important element in allowing the private
sector to control health care costs without government interference.

Enclosed isa copy of [1JR 18, a copy of the adopted fiscal note, and a

sponsor statement.

Please schedule this resolution for a hearing at your earliest convenience.
Thank you in advance for your consideration.

FEB &3 1W

Representative Pete Kott
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HJR 18
SPONSOR STATEMENT

As medical costs nationally and in Alaska continue to rise, the need for
innovative approaches to health care cost containment becomes more acute. The
concept behind Medical Savings Accounts is to encourage employees to shop
more carefully for medical services. It recommends the purchase of high
deductible coverage by employers. The savings realized by this effort results in
reduced health insurance premiums. These savings are then placed by the
employers in individual employee Medical Savings Accounts.

Employee Medical Savings Accounts then may be used by employees to
purchase additional, more specific insurance coverage and to pay deductibles
|n|curred underemployer provided or employee purchased medical coverage
plans.

Medical Savings Accounts belong to the individual employee and move with the
individual to purchase health insurance when between jobs or for coverage when
re-employed, even when with a different employer.

The additional benefit to Medical Savings Accounts is that they allow the
individual to select and purchase coverage at reduced cost without a new federal
bureaucracy and would be revenue neutral to employers. It is compatible with
the free market in that it protects individual freedom and rewards prudent
decision making.

HJR 18 urges Congress to enact legislation that will make Medical _Savin?s
Ac%ounts a viable option in the national effort to reduce and contain health care
COSts.

| urge your support for this legislation.

Representative Pete Kott
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HJR 18
SPONSOR STATEMENT

As medical costs nationally and in Alaska continue to rise, the need for
innovative approaches to health care cost containment becomes more acute. The
concept behind Medical Savings AtwMmt* is to encourage employee? to shop
rr.ore carefully for medical services. It recommends the purchase ot high
deductible coverage by employers. The savings realized by this effort resuits j'n

Qreduced health insurance premiums. These savings are then placed by the
employers in individual employee Medical Savings Accounts.

Hmployee Medical Savings Accounts then may be used by employees to
purchase additional, more specific insurance coverage and to pay deductibles
|n|curred under employer provided or employee purchased medical coverage
plans.

Medical Savings Accounts belong to'the individual employee and move with the
individual to purchase health insurance when between jobs or for coverage wher
re-employed, even when with adifferent employer.

The additional benefit to Medical Savings Accounts is that they allow 'he
individual to select and purchase coverage at reduced cost without a new federal
bureaucracy and would be revenue neutral to employers. It is compatible with
the free market in that it protects individual freedom and rewards prudent
decision making.

HJR 18 urges Congress to enact legislation that will make MedicaI_Savinﬁ;s
Accounts a viable option in the national effort to reduce and contain health care
COSts.

| urge vour support for this legislation.

Representative Pete Kott
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February 23. 1995

Representative Pete Kott
State Capitol
Juneau, AK 99801-1182

Subject: NFIB Support for HJR 18
Dear Representative Kott,

With nearly 4.590 Alaska members, the National Federation of Independent
Business/Alaska is the state's largest small-business advocacy organization. On
behalfofthe Alaska membership 1would like to thank you for introducing House
Joint Resolution 18 in support of Congress establishing Medical Savings
Accounts.

Each year, NFIB/Alaska polls its diverse membership on a variety of issues. The
federation uses the poll results to form its legislative agenda. The August 1994

Federal ballot results showed a clear majority of respondents favored Congressional
action to create tax-free medical savings accounts.

Enclosed you will find an article on Medical Savings Accounts prepared by the
National Center for Policy Analysis 1hope you find this to be helpful background
information on this issue

Sincerelv.

Thyes Shaub

JP Vom.! Virm - Suif VA Junnu, AK w»:i, Slic. In Vy



M edical Savings Accounts
The Private SectorAlready Has Them

All across the country, private employers are dis-
covering a new way of controlling health care costs. It
works so well that at some companies health care costs
are actually going down. The secret: giving employees

incentives

Take the United Mine Workers, for example. Last

year they had a health plan with first-dollarcoverage for
most medical services. This year they accepted a plan
with a S1.000 deductible.
receivesa S1.000 bonus at the beginning of the year, and

employees get to keep whatever they don't spend. As a

In return, each employee

result, the mine workers still have first-dollar coverage,
but now. the first S1.000 they spend will be their own

money rather than their employers' money.

If the mine workers are like other employees, they
and their families will respond to the new incentives by

finding numerous ways to cut out waste and reduce their

health care spending.

Saving Money by Empowering Employees. Most
health economists agree that the primary reason why
health care costs are nsing is that the money we are

spending in the medical marketplace isusually someone

ehe's.

More than a decade ago. the Rand Corporation
discovered that when people are spending their own
money on health care they spend 30 percent less with no
adverse effects on their health Some employers are

putting this principle to work:

m  Until the IRS forced achange inthe plan. Quaker Oats
had a high-deductible policy and paid S300 annually
into the personal health accounts of employees, who
got to keep any unspent balance; the result: over the
past decade the compam's health care costs grew at
an average of 6.3 percentpen ear. whilepremiums for

the rest of the nation grew at double digit rates.

Based On BnefAnalysis No. 105
Released on Wednesday. April 20. 19v4

s Forbes magazine payseach employee $2 forevery S1
of medical claims they do notincurup toa maximum
of 51.000: the result; FOrbes' health costs fell 17
percent in 1992 and 12 percent in 1993.

TWX < #MI Ay - 1

r'arifiu kal'. 'oy'MK-

Catastrophic
Insurance
$3,000

Out-of-Pocket

Medical Savings Account

Frequency >

m Dominion Resources, a utility holoing company, de-
posits S1,620 a year into a bank account for the SO
percent of employees who choose a 53.000 deduct-
ible tather than a lower deductible; the result: the
company hasexperienced no premium increase since
1989. while other employers faced annual increases

of 13 percent

m Golden Rule Insu-ance Company deposits S2.000 a
year into a medical savings account (MSA) for em-
ployees who choose a $3,000 family deductible (see
the figure); the result; in 1993. the first year of the
plan, health costs were 40 percent lo*er than the\
otherwise would have been

Why Employees Like Medical Savings Accounts.

These plans are popular with employees because-

11)they can save money in an amount directly related to

their own efforts; (2) they are no? deterred from seeking
medical care bv the traditional cut-of-pockctdeductible*:

t?) they can usually USe their medical ravines to buy



FEB 13 '95 11«51*1 ffIB P.3'13
NationalComer lor Policy Analys&s e -
services no* covered by the employer’splan:
and (4) they are usually not restricted to
certain doctors as they would be under man- INOPVTDFAL FASULY
aged care plans. Ceatedaaal V|Mbn|sa 0erU 0

Take Golden Rule's experience, for aﬁm AfammM CP cy &MP

example. As the table shows, employees can 4«'21|k syn SIMO S0 rwoo
choose a traditional policy with a S300 de-  priijan : oo 0-
ductible and a 20 percent copayment up to a cfifrsnx  sioeet aljoo
maximum of S1.000 Ifthey choose ahigh  MSA rfrp | oQ* SIj000 SY000
deductible, however. Golden Rule deposits \ :
51000 (individual) or 52.000 (family) into |k S0 sl0m 00 300
their medical savings account in 12 equal . X1 |f >
installments. lmgeflpge%gl)eladu cow m?ﬂ v(r: ruii.lyyg]/m*hgr lip to a niaximum of

Last year. 80 percent chose the medical 220 perccm of the lint s3.000 of EXPENSES above the deductible..

savings account option, and in 1994 the num-

ber is up to 90 percent. It's no: hard to understand why.

At year end 1993. employees withdrew the surplus re-

maining in their MSAs — an average of S602 per em-
ployee. These funds were a direct reward for being a
prudent shopper in the medical marketplace.

Why Employers Like Medical Savings Accounts.
When employees save money for themselves. they save
for thru employers as well Forexample, at Golden Rule
last year. medkaJ costs abov e the catastrophic limits were
about 60 percent of what had heen projected.

What About Preventive Medical Care? Some
cntics claim that MSAs will encourage people to avoid
preventive care. Yetexpenence show sthe reverse is true.

With M SAs, people get preventive care
thattheymighthave otherwisepostponed.

MSAs make money availabl'immedtaiely when the
medical need toe it exitts Thu allows people to make
purchases they might not make if they had a traditional
deductible requiring an immediate out-of-pocket pay-
ment a sun<y of Golden Rule empiovees who opted foe
M S Acfound *hat C*ifonft »*n e uud thtir \t5Sor

1» 4t rkr. >.*eru*{hAud

Whal About Adverse Selection? MSAs benefit
the sick aswell asthe healthy. For example, these Golden
Rule employees who are certain to have more than S3.000
of expenses are better off choosing MSAs. That s be-
cause ihctr overall out-of-pocket costs will be lower
Moreover. Golden Rule allows employees to horeo*
against future MSA deposits in cases of catastrophic
iliness that occur early in the year.

What About Taxei? Under current law. unspent
medical savings account halances are taxable, but health
insurance premiums paid by an employer are not. Thus
the tax law subsidies third party insurance and penalises
individual self-insurance In this way. the tax law subsi-
dises the problem and penalties the solunon. Wise tax
policy would five just as much encouragement to self-
insurance through medical savings accounts as it gives to
third party insurance

PtELN(  Job* UttUnt *Exeykwrr or
Htonn Prtomtti” \rwtuo* » Buuncts Daily. Mare* It.
1995 *o4i faibil U'ikSjsriy. 'Htn 1 HFI* Cirt
pIUMS. rtf *Rr*dfr ID Iftl Ckiobtr 199},
<o s*yr>t/Ahcc/IPM 1A *Ua HhettImrHej

e<., \er, Pt VK.tr7un(W».s> v [*>



Answering the Critics of
Medical Savings Accounts:

Part |

~ Medical Savings Accounts (MSAs) are probably the
single most poRuIar idea on Capitol Hill._In this session
of Congress t e; have been Included in 24 diffcre.it
proposals with 243 cosponsors  They have been en-
dorsed by Democrats and Republicans, liberals and
conservatives — by people as divergent in view* as
(SanTag(o)r Harris Wofford (D-PA) and Senator Phil Granvn

At the same time, Medical Savings Accounts arc
being attacked on the left, on the right and by sFemaI
interests. They have been criticized by the liberal s'ew
York Times and the conservauve American EnterPrlse
Institute. The most vocal cnucism comes from large
insurance companies who fear a hu?e loss of premium
income if MSA deposits are ux free. Most of the
criticisms are bogus  Let's see why.

Bogus Argument: Medical Savings Accounts
Won'’t Control Costs Because...

Response: The strongest argument infavorof MS As
ft that thetr use will control health care costs By
choqsm% a high deductible rather than a low one and
puttlngi the premium savings inan MSA. employees gain
control over a large poition of their own health care
dollars. Since MSAs are their private property, when
thev spend a dollar from an MSA they know that they are
spending their own money rather than an employer's or
an inturance company’s With this incentive, mos;
employees find ways to cut spending without hamung
their health

The critics present a number of ingenious arguments
about why MSAs won'tcontrol costs. W hat they ignore
are the facts. Even without the advantage of tax tree
deposits, many companies haxe altead\ adopted MSA»
and their experiences pro\e that MSAs uork.

m Until the IRS forced achan?e intne plan. %uaker Oats
h«J a high-deductible policy and paid S300 annually
into the pet'Oflal health account of each employee,
who got to keep any unspent balance, the result, over
the past decade the comEany shealth,care costs grew
anaverage ofe percent peryear whileprenuvms for
the rest of the r.aitor grew a: double digit tares

Baud on aforthcoming BnefAnalysts

= Forbes magazine payseach employee S2 forever) Sl
of medical claims they do not incur up to a maximum
of 51.000, the result: Forbes' health costs fell 17
percent m 1992 and 12 percent in 1993.

m Dominion Resources, a utility holding company de-
posits S1.620 a year into a bank account for the 80
percent ofcmployces who choose a$3,000 deductible
rather thana lowerdeductible; the result: the company
has experienced no premium increase since 1989,
while other employers faced annual increases of 13
percent.

C Golden Rule Insurance Company deposits S2.000 a
year into an MSA for each employee who chooses a
53.000 family deductible: the result in 1993. the firs:
year of the plan, health costs Were 40 percent letter
than they otherwise would lusxe been.

In virtually ever)" instance in which companies have
empowered consumers rather than bureaucracies, the
companies— andtheiremployees— have saved money.

s0gus Argument: ~ individuals cannot bargain
with providers as well as managed care plans can.

Response: Individuals frequently outperform third-
party’ bureaucracies in deciding whether to obtain a
service and in negotiating a price ifthey do obtain it. The
tradition in medicine has been to undercharge individu-
als and overcharge bureaucracies, not the other way
axound. Furthermore, among different medical serv ices,
costs have been contained largely in proportion to the
percentage of pay ments made out-of-pocket by patients
Over the past 30 years, for example, drug costs (mainly
paid by individuals) have increased modestly, while
hospital costs tmainly paid by third parties) have soared.

Most patients already know that many physicians wil
give them a better deal if they pav their own bills —
especially at the time of treatment — rather than ask the
physician to collect from a third-party p>)"- Increas-
Ingly, the same it true of hospitals Mthough they rarely
discuss :t. ma../ ko«'vtai* hive special package pnees

and discount rates for untnsu#*., M hor.v »¥
own bills — U'UJ”V lower than tU (Q/ »fU.’gCC '

insurance companies anJ large employers



Will individuals always outperform bureaucracies in
the medical marketplace? That’s not clear, but the
burden of proof is on anyone who argues in favor of
bureaucracies. There also may be a third option. Most
employers already have negotiated special discounts
with doctors and hospitals. If employees find they
cannot get a better deal on their own. they can take
advantage of theiremployer’sdiscount, even if they are

paying the bill from their MSA.

Bogus Argument: ~ people would spend MSA
funds on services not covered by anemployer's policy.

Response: Many employer policies do not cover
such providers aschiropractorsand mamage counselors
and such services as acupuncture or in vitro fertilization.
Given access to MSA funds, would employees spend
more on these types of services? Some might. But many
employees can spend pretax dollars on these services

today through Flexible Spending Accounts.

More importantly, this argumentisirrelevant. Health
care spending is a social problem only because most of
the time we are spending someone else's money. Ifwe

*were spending our own money, itwould not be a social
problem. For example, most of us do not know or care
how much the nation spends on shoes, or what shoe
spending is as a fraction of GDP. Similarly.wc have no
social reason to care how much people spend on chiro*

praetors — as long as it is theirown money.

Bogus Argument: ... Medical Savings Accounts
would undermine the ability of managed rare to
control costs.

Response: Some evidence suggests that managed
care has improved quality and reduced costs for such
very expensive procedures as Heart surgery. Because
these procedures are so costly, it pays to spend money
managing them However, there is very little evidence
that managed care saves more than it costs for smaller
expenditures such ax CAT jeans and blood tests. The
view that managed care works better than Medical Sav.
mgs Accounts xhoulJ be tested in ihe market, not irn-

posed by fiat

If the purpose of managed care is to save money by
rationing health care, it probably docs work best when
the managers control all of the money. Butifthe purpose
isto meet medical needs in an efficient way, itprobably
works best if the patients have a financial interest in

seeing their needs met efficiently.

Bogus Argument: ... MSAs would affect a very
small percentage of total health care spending.

Response: Inatypical insurance pool. 4 percent of
the people spend about half the health care dollars
However, one-third to one-halfofall health spending is
on bills below $3,000 to $5,000 That’s why MSAs
would resultinsucha hoge transferofmoney from third-
party payers to individuals.

Moreover, when individuals eliminate war . ;'orthem-
selves. in many cases they frequently also reduce costs
for their employers as well. For example, if a male
employee with a S3,000 deducuble finds a way to avoid
a$6,000 operation (say, because asecond opinionestab-
lishes that the surgery isunnecessary), he saves S3.003

for his employer as well as $3,000 for himself.

Bogus Argument: ... people would use MSAS asa
device to get atax subsidy ror out-of-pockct spending.

Response: Suppose that people did not increase their
deducuble. and that every' ume they bad a medical
expense they deposited their share of the costs inan MS A
to pay the bills m order to get a u.x deduction In this
case, there would be no teductio- in health spending. In
fact, there might be an increase because the tax deduct-
ibility of MSA deposits would amount to a subsidy for

out-of-pocket health care spending

To discourage such behavior, most serious MSA
proposals restrict MSA deposits to the difference in
premiums between high* and low-deducuble plans Well-
designed MSA plans also prohibit making deposits in
anticipauon of paying medical bilk Instead, they re-
quire people io make annua) decisions about their insur-
ance coverage and MSA deposits — beiore. not after,

medical episodes occur. e



Answering the Critics of
Medical Savings Accounts:
Part Il

Medical Savings Accounts (MSAs) arc probably ihe
single most popular idea on Capitol Hill In this session
of Congress they have been included in 24 different
proposals with 243 cosponsors. They have been en-
dorsed by Democrats and Republicans, liberals and
conservatives — by people as divergent in views as
Senator Harris Wofford (D-PA) and Senator Phil Gramm
(R-TX).

At the same time, Medical Savings Accounts are
being attacked on the left, on the right and by special
interests. They have been criticized by the liberal //ew
York Times and the conservative American Enterprise
Institute. The most vocal criticism comes from large
insurance companies who fear a huge loss of premium
income if MSA deposits are tax free. Most of the
criticisms are bogus. Let’s see why.

Bogus Argument: Individuals do not have sulTi-
dentinformation to be inteWgentconsumers of health

care.

e Response: Ifthey do not, they can solicit advice and
assistance. For example, most large employers and
practically all insurance companies have teams of cost
management experts who judge whether, when and
where medical procedures should be perf msed. These
experienced professionals might help p*.icms decide
about complicated and expensive procedures. But their
advisory roles shouldno:include decision-making power.
We should letthe experts advise and the patients decide.

In addition, markets naturally generate information
for those with purchasing power. One of the primary
tasks of purveyors of goods and services U tc provide
information to potential customers. If patients had
greater control over their health care dollar!, health care
providers would supply more information that would
enable informed decisions

Quaker Oats. International Paper ar.d other compa-
nies have provided their empowered employees with
access to sophisticated databases containing informa-
tion about quality and price. But even ifemployers do
nothing, employ ees can get numerous medical questions

Bastd on aforthcoming BriefAnalysis

answered at little or no cost. According to the Harvard
Health Letter.

m Ask-A-Nu.-e is a 24-hour-a-day free service under
which regtstened nurses with an average of 10 years
of emergency room experience answer patient in-
quires.

* Doctors By Phone charges 53.00 per minute over a
900 number and callers’ questions are answered by
physicians who are usually board certified.

m Pharmacy Questions? Ask the Phannacist is another
900 number service; ai SI.95 per minute, licensed
pharmacists answer questions about drugs ?4 hours a
day.

There are many other public and private sources from
which laypersonxcan learn about treatment options. For
example, the National Institutes of Health makes avail-
able to the general publicrecommendationson arange of
treatments and technologies, as does the Public Health
Services Agency for Health Care Policy and Research
People without access to a major medical library tan
access the latest journal articles via computer and mo-
dem; Medline, the National Library' of Medicine’s data-
base. contains as many as 3.700 differentjournals. And
several private organizations will search out data for a
modest fee. These include the Planetree Health Re-
source Center in San Francisco and the nonprofit World
Research Foundation in Sherman Oaks. California.

Bogus Argument: MSAs benefit only the rich.

Response: The tax treatment of all employee fringe
benefits helps higher-mcomeemployees more than lower
income employees. Whenever a tax is avcided. the
higher the employee’s tax bracket, the greater the gam
That could be changed through a system of refundable
tax credits — weighted to benefit lower-income fami-

lies. However. MSAs can fit into any tax structure

MSAs forcmployces ate not anew tax-favored fnnge
benefit They aresimplyancw way of paying for health
care that can partially substitute for traditional health
insurance. Wise tax policy would treat MS A deposits the
same way it treats health insurance premiums. That
would level the playing fieldon which individuals choose
between self-insurance and third party insurance.



Even under ihe current lax system, however, the
allowable MSA deposits are likely to be viewed as
insignificanttoarich person butimportanttoapoorone.
A single mother, living from paycheck to paycheck,
may be deterred from taking her child to the doctor by
the S200deductib'e inthe Clinton health care plan. With
an M SA .:he would have the money at hand.

When MSAsempowerpeopleiniherncdical market-
place. those who gain the most power are not rich.
They're poor.

Bogus Argument: MSAs benefit only the healthy.

Response: MSAs confer their greatest benefit on
people who are sick — especially the chronically ill.
Under the current system, people are being priced outof
the market for fee-for-service insurance, under which
they can choose their own doctor. The alternative for
most people isahealth maintenance organization (HMO)
or other managed care plan under which the choice of
doctors is limited, the doctor-patient relationship is
disrupted and the bureaucracy dicutes toitsdoctors how
they will practice medicine. Inthisenvironmeni.it isall
too easy for the bureaucracy to pursue its financial self-
'interest by slumping on care for the chronically ill.

That’s why MSAs are a lot more valuable to sick
people than to people who arc well. MSAs allow peoj'le
to freely enter the medical marketplace, choose any

doctor and select any therapy.

When MSAs empower people, those who gain the
most are sick, not healthy.

Boguj Argument: MSAs encourage people to
avoid preventive care.

Response: MSAs encourage people to make sure
they get a dollar's worth of value when (hey spend a
dollar. They do not encourage people to defer needed
health care. In fact, people with MSAs are more likely
to gel the preventive care they need Under conven-
tional health insurance, people receive no reimburse-
ment until they have met the deductible, which can be a
major out-of-pockei expense for lew-income individu-
als MSAs. by contrast.provide fini-doliarcoverage so
that people with limited funds can pay medical ex-

pends A vurvevcfGollenRulecmplovee; -h'opifl

forM SAs found thaione 0utofeveryfive used theirMSA
for a medical service they would not have purchased
under the traditionalinsurance plan.

Bogus Argument: MSAs would attract the healthy,
making the cost of astandard plan much higher than
otherwise for sick people who are likely to choose it.

Response: "Adverse selection” occurs when plans
attract a disproportionate number of healthy or sick
people. The planstend to adjust theirpremiums to reflect
these choices. But the premiums then become a reflec-
tion of the people who joined the plan rather than the
actuarial value of the benefits. This problem is much
more serious for systems of managed competition, stnce
adverse selection is greatest when premiums are artifi-
cially distorted by government regulations. However,
some adverse selection could occur with Medical Sav-

ings Accounts.

Even so, 90 percent of the people with private health
insurance obtain it through an employer, any problems
arc confined to the workplace and employers can easily
deal with ihe problems. Forexample, ifemployers offer
a choice of health plans, they can "tax” one plan and
"subsidize" another so that the revealed price to the
employees reflects actuarial value rather than the results
of adverse selection.

For the remaining 10 percent who purchase indi-
vidual and family policies, the marketplace premiums
are already higher for people who are older and sicker.
Yetthese arc ihe very people forwhom the financial gam
from selecting a higher deductible is greatest.

Bogus Argument; If some (healthy) employees
have positive msa balances at the end of the year,
there would not be enough monef to pay the medical
expenses of the other (sick) employees.

Response: Even ifemployees did not change their
behavior, the savings from lower administrative costs
would be significant As existing MSA plans prove,
employees' behavior changes substantially and leads to
less overall spending on medical care As an example.
fe b t«discovered that when itpaid employees bonuses
for not making claims against ihe company insurance
pUn. the bonuses paid for themselves inreduced ov erall

health
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