
M  L a D K A  U t L V j  l O L S i  U  L > U i vU vl  L  1  1  f L T L  r  I  L , ^  ,  Z U U  J "  Z U U O

1 7 4 2  S E N A T E  n E A L T H , E D U C A T I O N  &  S O

o o T Z

IBBCw3BDHl



HEALTH
CARE,

1 0 /6 / 0 5



Callers:

Becky Rooney 
Bev Wooley 
Cindy Standard 
Dennis Murray 
Fairbanks LIO 
Gayle/Sen Dyson’s office 
Greg Scandlen 
Homer LIO 
Jim  Frogue 
Jordan Marshall 
Juneau LIO 
Kathy Erickson 
KBBI
Kelly Donally 
Kodiak LIO 
Laura Truman 
Laurie I'erman 
Linda Fink 
Lisa Weisner 
Mary Sutton 
Matsu LIO 
Pat Jackson 
Rep CoghMl 
Rep G uttenberg 
Rep Wilson 
Richard Benavides 
Sen Hoffman’s office 
Sheila Peterson 
Wendy Chamberlain 
Sitka LIO



S e n a t o r  F r e d  D y s o n  

R e p r e s e n t a t i v e  P e g g y  W i l s o n

JO IN T  H EA LTH , E D U C A T IO N , & SOCIAL SERVICES CO M M ITTEES
Thursday, O ctober 6, 2005 
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Greg Scandlcn, Consum ers for 1 lealth Care Choices 
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Senator Fred Dyson, Alaska State Legislature
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J IM  F R O G U E
C en te r  for I lealth T ra n s fo rm a tio n  h t tp : / /w w w .h c a l th t r a n s fo rm a r io n ,n e t /h o m e /

Jim Froguc  joined the  C e n te r  for H ealth  T ra n s fo rm a tio n  as the Stare P ro jec t  D irector. H e  serves as 
the  C e n te r ’s ch ie f  liaison to  stare policy projects. His prim ary areas o f  focus are Medicaid and  Health 
Savings A ccounts . Prio r  ro jo in ing  the C enter,  Mr. F roguc  was for th ree  years D irec to r  o f  the  Health 
and  H u m a n  Services T ask  Force  at the Am erican  Legislative F.xchange Council. T h ere ,  he 
c oo rd ina ted  the  d e v e lo p m e n t  and  d issem ination  o f  m arke t-o r ien ted  health policies am o n g  state 
legislator rep i rsc m a riv cs  from  45 states. Mr. Froguc  has also w orked  for three  M em bers  o f  
C ongress , m o s t  recently  as Legislative D irec to r  for Rep. Kay G ra n g e r  o f  Texas. He also w orked  foi 
tw o  years as the  health  care  policy analyst at the Heritage F o unda tion .

Mr. b ro g ue  has tcsnficd  to  state legislatures in Florida, 1’exas, O h io ,  Kansas, C o lo rado , and Alaska 
as well as to  the U.S. D e p a r tm e n t  o f  H ealth  and H u m an  Services Im p o rta t io n  Task Force. He was 
also a p p o in te d  by Speaker  W illiam J. Howell  to  the Virginia C ouncil  o n  I lu m an  Resources and will 
serve until 2008.

Mr. F ro g u c ’v '>p ds h av e  a p p e a re d  in the Atlanta Journal C onstitu tion , C hicago Sun Times, the 
W ish in g to n  l imes, a n d  H ealth  C .'re  News He has also a pp eared  o n  CN’B C ’s BuUseye, N P R ’s The 
b/ jne  Rehm  sh o w  and  A H ' I  n/ns>s Considered, and the K aiser N e tw o r k ’s “ Ask the E x pe r ts”  webcast.

Jim holds a M aster  o f  P h i lo so p hy  degree  from  C am bridge  Universitv and  a B achelor o f  Arts with 
h o n o rs  f ro m  the  Universitv o f  S o u th ern  California. I Ic lives in Arlington, \  irgima.

In fi.rin aiion -R ich  H ealth  Savings A ccounts:
, r  t> www *' liiinranxlorm .ition nci 'protects,- I lealth S aunas Vccpum*

http://www.hcalthtransformarion,net/home/


G R E G  S C A N D L E N
Director, Consum ers for Health Care Choices
H ea l th  S a v in g s  A c c o u n t s :  hnp://www,rcgcncc com/hsa, 1<>1 'ga len ln sn tu tcWh itePapcr .pd f

D U A N E  H E Y M A N , Com m onwealth N orth 
T H O M A S  N IG H  W A N D E R , M .D ., Task Force Co-Chair 
hup . /wwW:V~umm«B tvcalihn^rth-pqi/wpuriL^jupdattdhcalUKra.ptJIf



LA U RA  CLAY T R U E M A N
Executive  D irec to r ,  Coalit ion  for Affordable  H ealth  Coverage 
hn p .i . w.healthiaxctrUiti.oiit.

I .aura Clay T ru e m a n  leads the C oalition for A ffordable  H ealth  C overage, a b road  based assortm ent 
o f  m o re  than  20  individual com pan ies  and  nanonal  associations focused  o n  advo can n g  m arket-based  
so lu tions  to  reduce  the n u m b e r  o f  uninsured. Since b eco m in g  E xecu tive  D irec to r  o f  C A H C  in 
2003, T ru e m a n  has w o rked  to raise the profile  o f  the un insu red  issue and  has led m e m b e rs  in 
educating  Senators, Representatives and their s taff  a b o u t  the value o f  iking private coverage 
available to  m o re  A m ericans th rough  the e n a c tm e n t  o f  health care ta. redits, H ealth  Savings 
A ccoun ts ,  a n d  o th e r  con su m er-o r ien ted  approaches.

T ru e m a n ’s p rofess iona l  background  includes six years in the Senate  covering  health, education , and 
o th e r  social issues as Legislative Assistant and  then Legislative D irec to r  to  O k lah o m a  S ena to r  D o n  
Nicklcs. She w orked  with the Senate I lealth E ducation  L abor and Pen s ion  C o m m it te e  w here  she 
deve lo ped  expertise  o n  a range o f  health, education , and  welfare issues. In addition, T ru em an  
served  in politically app o in ted  positions at the U.S. D e p a r tm e n t  o f  H ealth  and H u m a n  Sendees 
during  the  Reagan and  Bush Adm inistra tions, w ork ing  in the  areas o f  adolescent pregnancy and 
A ID S  public educa t io n  and  inform ation.

Ms. Truem an has been  aw arded  fellowships for study at Em ory University and by the Am erican
Hospita l  S u p p h  C orpo ra tio n . She has a Masters Degree  in W riting from  Johns H o pk ins  I niversiry
and  has been  pub lished  in trade magazines and  the W ash ing ton  Post.

Coalition for 1/fordable I health ( overage Members include: IdraMed. ietna, Unerica's I lealth Insurance Plans, 
\mencan College oj Cardiology, American Medical Issociation, Imencan Osteopathic Issociation, . Assurant 

I lea/th, .American I jejftslifitt l:\change Council, Bayer, ( ommumcating for Igncu/ture, lederuhon of .American 
I losp/tals, I AK Corporation, C 1/axoSmi/bK/ine, I lea/thcaiv leadership Council, Xa/ional Issociation of I lealth 
1 ndenmters, Xahonal .Association of Manujactnrers, Xa/ional Issociation for the Self I imployed. Pharmaceutical 
Research and Manufacturers Ijsoctation, I 'uifedl lealth, I V Chamber of Commerce, W omen Impacting Public 
Policy, and W yeth.

U SA s  Sp read Q u i c k l y ,  Su rp r ise  C r it ic s :  http 'u . in land mg. U u t l v  i tm-.i r t hU  I Sm't
H e a l t l i  S a v in g s  A c c o un t s :  M y th  vs . Fact : Imp,, u w w  ncpa «>rg/'pul) h.i lo-C1)/ I>,i4~~'> pd l
C on g re s s  D e b a t e s  H e a l th  Re fo rm : Im p . 'w\vw l ic . t l ih t jx i rcd i ts .o rg/media . Capl lill">.2<■Nmcs .Uigii?' <'3pgl pd l
H e a r t l a n d  I n s t i tu te :  H e a l th  Care  N ew s .  Imp. Ik  . in land m g  I ’u hlK.mmis c tm-phlld
H e a l th  Care T a x  C red i t s  for the U n in s u r e d :  Im p  www m pa or^ p.ih l>a h.i-PH



C e n t e r  f o r  H e a l t h  T r a n s f o r m
Better health, lower cos

Information Rich Health Savings Accounts (HSAs)

P ro ji c t D escrip tion

The h is to ric  hea lth  savings account (HSA) leg is la tion  th a t the  Congress passed as a pa rt o f 
the  Medicare drug leg is la tion  is an e x tra o rd in a rily  im po rta n t f irs t step in the  tra n s f ormation 
o f the Am erican hea lth  and hea lth  care system  th a t w ill save lives and money. The Center 
fo r Health T rans fo rm a tion  has made the  rapid adop tion  o f HSAs one o f its  top  p rio rit ie s  in 
2005 and launched a Health Savings Account P ro ject to  coo rd ina te  a c tiv itie s  in suppo rt o f 
th is  p r io r ity .

These portab le  accounts w ill a llow  ind iv idua ls  to  depos it m oney ta x  free , g row  m oney tax - 
free, and to  w ith d raw  th a t money ta x -fre e  to  pay fo r qua lified  medica l expense^, inc lud ing  
p reven tive  care, hea lth  insurance deductib les , hea lth  insurance p rem ium s fo r re tirees, 
p rescrip tion  d rugs and long -te rm  cu re serv ices (in c lud ing  lo ng -te rm  care insurance). As 
such, in fo rm a tio n -r ich  HSAs, which are owned by ind iv idua ls , are the  f irs t com p le te ly  ta x - 
free account in American h is to ry . They w ill begin to  move us away from  the  cu rren t model 
in which insurance com pan ies dom ina te  the  hea lth  care transac tion . Ins tead , the  
in fo rm a tio n -r ich  HSA w ill enable transac tions between doc to r and pa tien t in which the  
pa tien t con tro ls  how do lla rs  are spent.

In  add ition , the  Center believes th a t it is v ita lly  im po rta n t th a t the  in fo rm a tio n -r ich  HSAs 
offe red by insurance com pan ies be accom panied by in fo rm a tio n  rich decis ion suppo rt and 
hea lth  m anagem en t too ls th a t w ill increase the  ab ility  o f ind iv idua ls  to make in te llig en t 
decis ions abou t the  spend ing o f th e ir  hea lth  dollars. Such decis ion suppo rt too ls include 
price and q ua lity  in fo rm a tio n  abou t doc to r^ , hosp ita ls , p rescrip tion  drugs, and ch ron ic care 
serv ices. Health m anagem en t too ls inc lude ex tens ive  in fo rm a tio n  abou t an ind iv idua l's  
hea lth  cond ition  and tre a tm en t and m anagem en t op tions . Many insurance companies 
a lready o ffe r robus t decis ion support and hea lth  m anagem en t too ls. W ith the in troduc tion  o f 
in fo rm a tio n -r ich  HSAs, the  Cente r be lieves th a t these too ls w ill increase in use r-friend liness 
and soph is tica tion  as more and m ore consum ers w ith  a firs t d o lla r in te res t in th e ir  hea lth  
spend ing w ill dem and more and be tte r in fo rm a tio n  abou t how to  spend it w ise ly.

I f  you would like  to learn m ore abou t how to  become a m em ber o f the  In fo rm a tio n -r ich  
Health Savings Account (HSA) P ro ject, please con tac t Jim  c rogue a t 202 -375 -2001  or
m fo@ hea lth tra ns fo rm a tio n .ne t.

mailto:mfo@healthtransformation.net
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t T r a n s f o r m a t i o n

T r a n s f o r m i n g  H e a l t h  a n d  H e a l t h c a r e  in  
A la s k a  

S a v in g  L iv e s  a n d  S a v in g  M o n e y

O ctober 6, 2005
Jim Frogue 

State Project D irec to r 
The Center fo r Health Transformation 

www.healthtransformation.net
202-375-2001

Copyright ©  2005 The C en ter for Health Transformation

http://www.healthtransformation.net
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C e n t e r  f o r  H e a l t h
T r a n s f o r m a t i o nT O _____

C e n te r  f o r  H e a lth  T ra n s fo rm a t io n
■ Acting as a catalyst to accelerate transformational 

change
■ Identifying better solutions that provide more 

choices, and better health at lower cost
■ Sharing those solutions with the widest array of 

opinion leaders and decision makers across all 
sectors and levels to accelerate their adoption by 
the system

■ Helping create, advance and improve the public 
policies (state and federal) that will accelerate the 
transformation

Copyright ©  2005 The C en ter (or Healtli Transformation
2



C e n t e r  f o r  H e a l t h  ,

- T r a n s f o r m a t i o n

www.healthtransformation.net

H e a lth  T r a n s fo rm a t io n
W h e r e  w e  a r e  

c u r r e n t l y  g o i n g

R e f o r m s  w i t h i n  t h e  
c u r r e n t  f r a m e w o r k

. 1  -

Curren t 
Hea lthcare

it System

W h e r e  w e  

s h o u l d  b e  g o in g >

21st C en tu ry  
In te llig en t 

Health System

To avoid change, most bureaucracies prefer the 
comfortable routine of explaining failure.

Copyright ©  2005 The C en ter for Health Transform ation

http://www.healthtransformation.net


V f  C e n t e r  f o r  H e a l t h  
T r a n s  f o r m a  t i o n

\ n —*■*'

W h a t  i f  in  1985 s o m e o n e  t o ld  y o u . . .

■ That in 2005 there would be this thing called the 
Internet that is extremely inexpensive for 
everyone and on it you’ll have (for free): Email, 
Google, Expedia, Edmunds, Monster, Amazon, 
Ebay, Instant Messaging, on-line bill paying, etc

■ DVD players
■ TiVo
■ Ipods
■ Cell phones that double as cameras

Copyright ©  2005 The C en te r for Health Transform ation
4
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C e n t e r  f o r  H e a l t h

www.healthtrantformation.net

V
T r a n s f o r m a t i o n

Current System
P r o v i d e r - c e n t e r e d  

P r i c e - d r i v e n

4 5  m i l l i o n  u n i n s u r e d  A m e r i c a n s

H i d d e n  p r i c e  a n d  q u a l i t y  i n f o r m a t i o n

K n o w l e d g e - d i s c o n n e c t e d

S l o w  d i f f u s i o n  o f  i n n o v a t i o n

D i s e a s e - f o c u s e d

P a p e r - b a s e d

T h i r d  p a r t y  c o n t r o l l e d  m a r k e t
(patient -  provider -  payor)

P r o c e s s - f o c u s e d  g o v e r n m e n t  

L i m i t e d  c h o i c e

P r e d a t o r y  t r i a l  l a w y e r  l i t i g a t i o n  s y s t e m  

O v e r a l l  c o s t  i n c r e a s e s  

Q u a n t i t y  a n d  p r i c e  m e a s u r e d

>
2 1st Century System

I n d i v i d u a l - c e n t e r e d

V a l u e s - d  r i v e n

10 0 %  c o v e r a g e

T r a n s p a r e n t  p r i c e  a n d  q u a l i t y  i n f o r m a t i o n

K n o w l e d g e - i n t e n s e

R a p i d  d i f f u s i o n  o f  i n n o v a t i o n

P r e v e n t i o n  a n d  h e a l t h - f o c u s e d

E l e c t r o n i c a l l y - b a s e d

B i n a r y  m e d i a t e d  m a r k e t  
( i n d i v id u a l  -  p r o v i d e r )

O u t c o m e s - f o c u s e d  g o v e r n m e n t

I n c r e a s e d  c h o i c e

N e w  s y s t e m  o f  h e a l t h  j u s t i c e

O v e r a l l  c o s t  d e c r e a s e s

Q u a l i t y  o f  c a r e  a n d  q u a l i t y  o f  l i f e

Copyright <sy 2005 The C en ter for Health Transformation

http://www.healthtrantformation.net


P e r s o n a l  C a r e  

A c c o u n t s

W e l l n e s s / P r e v e n t i o n  

E a r l y  I n t e r v e n t i o n

D i s e a s e  a n d  C a s e  

M a n a g e m e n t

I n f o r m a t i o n  

D e c i s i o n  S u p p o r t

In itia l 
A ccoun t O n ly

100%  B asic  
P reven tive  C a re

In fo rm a t io n ,  
hea l th  coach

Passive  In fo  
D isc re t io n a ry  

E xpenses

A ctivity  &  

C o m p lian ce  
R e w a rd s

W eb-b ased  
b e h a v io r  ch an g e  

s u p p o r t  p ro g ra m s

C o m p lian ce  
A w a rd s ,  d isease  

specific  a llow ances

P e rso n a l  hea l th  
m g m t, info  w ith  

incentives to access

Ind iv . & G r o u p  
C o r p o r a te  M e tr ic  

R e w a rd s

W o rk s i te  w ellness , 
sa fe ty , s tre s s  & e r r o r  

red u c tio n

P o p u la t io r  M g m t,  
I n te g ra te d  H lth  M g m t,  

In te g ra te d  B ack-to - 
W o rk

H e a lth  &  p e r fo rm a n c e  
info, in te g ra te d  h ea l th  

w o rk  d a ta

S pec ia lized  A ccts , 
M a tc h in g  H R A s, 
E x p a n d e d  Q M E

G enom ics , p red ic tive  
m o d e lin g  p u sh  

techno logy

W ire less  c y b e r  -  
s u p p o r t ,  c u l tu ra l  
D M , H olistic  c a re

A r r iv e  in t im e  in fo  
a n d  serv ices, 

in fo rm a t io n  th e ra p y

I n c e n t i v e s  & 

R e w a r d s

C ash , t ickets , 
T r in k e ts

Z e ro  ba lan ce  acct, 
ac tiv ity  based  

incentives

N o n -h ea lth  c o r p o ra te  
m e tr ic  d r iv e n  

incentives

P e rso n a l  dev . p la n  
incen tives ,  h ea l th  

s ta tu s  re la ted

T h e
C o n s u m e r i s m  G r i d

*
, 1 st G e n e r a t i o n

F o c u s  o n  
D i s c r e t i o n a r y  i  

S p e n d i n g

2 nd G e n e r a t i o n  
C o n s u m e r i s m

F o c u s  o n  
B e h a v i o r  
C h a n g e s

3 rd G e n e r a t i o n

I n t e g r a t e d  
H e a l t h  & 

P e r f o r m a n c e

4 th G e n e r a t i o n  
C o n s u m e r i s m

P e r s o n a l i z e d  
H e a l t h  & 

H e a l t h c a r e

6



C e n t e r  f o r  H e a l t h

T r a n s f o r m a t i o n

www.hcalthtransformation.net

HSAs vs. HRAs
H S A s

I n d i v i d u a l l y  O w n e d  

I n t e r e s t  B e a r i n g  

F u l l y  p o r t a b l e  

A l w a y s  t a x  f r e e  i f  2 1 3 d  

P e n a l t i e s  i f  n o n - 2 1 3 d  

E v e r y o n e  e l i g i b l e  b u t  M e d i c a r e  

F u n d e d  b y  o w n e r  a n d  e m p l o y e r  

M i n / m a x  d e d u c t i b l e s  

M a x  c o n t r i b u t i o n  l i m i t s  

N o  i n c e n t i v e s  f o r  c o m p l i a n c e

H R A s

E m p l o y e r  o w n e d  

N o  i n t e r e s t  

R e m a i n s  w i t h  e m p l o y e r  

N o t  a d d r e s s e d  b y  I R S  

H e a l t h  c a r e  e x p e n s e s  o n l y  

E l i g i b l e  i f  e m p l o y e r  a l l o w s  i t  

F u n d e d  b y  e m p l o y e r  o n l y  

N o  m i n / m a x  d e d u c t i b l e s  

N o  m a x  c o n t r i b u t i o n  l i m i t s  

I n c e n t i v e s  f o r  c o m p l i a n c e

Copyright ©  2005 The C en ter for Health Transform ation
7
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j '  /  ■ _  .  www.hiilthtransfonnatlon.net
{  ; C e n t e r  f o r  H e a l t h  ■ « ,    

T r a n s f o r m a t i o n

M o re  In fo rm a t io n  o n  H S A s

www.cahi.org 
www.hsadecisons.org 
www.hsainsider.com  

www.ehealthinsurance.com  
www.treasury.gov

( c l i c k  H S A  s e c t i o n  o n  l e f t  s i d e )

Copyright ©  2005 The C en ter for Health Transform ation

http://www.hiilthtransfonnatlon.net
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4  f  c e t h t f r  f o r  H e a l t h
T r a n s  f o r m a  t i o n

D R A F T  D o c u m e n t :  M ay, 2 0 0 5

# Company CCHC
Plan/Tools

Budgeted 
Health 

Inflation 
Trend for 
first year 
of CCHC 

Plan

Actual Health 
Inflation Trend 
First Year After 

CCHC Plan 
.ntroduced

# of 
Participating 
Employees

Notes

1 . T e c h n o lo g y  
C o m p a n y  (CA)

L u m e n o s + 1 4 % - 9 % 2 ,2 9 4 2 0 0 4  R e s u l t s

2. M a n u fa c tu r in g  
C o m p a n y  (MN)

L u m e n o s + 1 4 % - 2 7 % 1 ,7 0 4 2 0 0 4  R e s u l t s

3. H e a l th  C a r e  
C o m p a n y  (TX)

L u m e n o s + 1 8 % - 1 2 % 4 , 0 0 0 A vg. 2 0 0 3  a n d  
2 0 0 4  R e s u l t s

4. H o sp i ta l  S y s t e m H u m a n a + 1 5 % - 3 1 % 7 ,3 0 0 2 0 0 3  R e s u l t s
5. T r o v e r  H e a l th  

S o lu t io n s  (KY)
H u m a n a + 1 9 % - 2 6 % 7 5 0 2 0 0 2  R e s u l t s

6. L o g a n  A lu m in u m  
(KY)*

A e tn a — - 1 8 .7 % 1 ,0 0 0 2 0 0 3  R e s u l t s

7. M e rc y  H e a l th  P la n  
(M O)

H e a l th T r io + 1 6 % -9 % 3 0 0 2 0 0 3  R e s u l t s

8. W is e  B u s i n e s s  
F o r m s  (P A , G A, IN)

D efin ity + 1 0 % - 1 3 .3 % 5 0 0 2 3 0 2  R e s u l t s

C o n s u m e r  D r i v e n  H e a l t h  C a r e  -  E a r l y  S u c c e s s  E x a m p l e s

Note: The above are early results and are not necessarily representative of the experience of each company utilizing consumer choice 
health plans. Year-to-year claim activity will vary and annual results will show more volatility if the population is small. For small 
employers with slightly higher or lower numbers, large claims will have a significant impact. 9
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C e n t e r  f o r  H e a l t h

T r a n s f o r m a t i o n

www.healthtraniformation.net

E ffe c ts  o f  C o n s u m e r is m
■ G e n e r i c  s u b s t i t u t i o n  l e a d i n g  t o  1 5  p e r c e n t  d e c r e a s e  i n  

p h a r m a c y  s p e n d

■ I n c r e a s e  i n  u s e  o f  p r e v e n t i v e  c a r e  f r o m  2 - 3  p e r c e n t  t o  5  

p e r c e n t  o f  t o t a l  s p e n d

■ 1 8  p e r c e n t  f e w e r  o u t p a t i e n t  d o c t o r  v i s i t s

■ 6 2  p e r c e n t  o f  p a r t i c i p a n t s  r o l l  o v e r  m o n e y  i n t o  t h e  

f o l l o w i n g  y e a r

■ 4 4  p e r c e n t  o f  c o n s u m e r s  r e p o r t  i n c r e a s e  k n o w l e d g e  i n  

m a n a g i n g  t h e i r  h e a l t h  c a r e

■ 2 7  p e r c e n t  o f  c o n s u m e r s  r e p o r t  t h e y  a r e  m o r e  a c t i v e l y  

p u r s u i n g  h e a l t h y  b e h a v i o r s

Copyright ©  2005 The C en ter for Health Transform ation
10

http://www.healthtraniformation.net


C e n t e r  f o r  H e a l t h
www.healthtransfonnatlon.net

K
T r a n s f o r m a  t i o n

C H T  G e o rg ia  P r o je c t

B r i n g  t o g e t h e r  e m p l o y e r s  g r o u p  f o r  p a y - f o r - p e r f o r m a n c e .

I n c r e a s e  d i a b e t e s  m a n a g e m e n t  o f  s t a t e  e m p l o y e e s  a n d  t h e  

M e d i c a i d  p o p u l a t i o n .

A d v o c a t e  p u b l i c  p o l i c i e s  t h a t  i n c r e a s e  s c r e e n i n g ,  

e d u c a t i o n ,  a n d  m a n a g e m e n t .

I d e n t i f y / i n c e n t  p h y s i c i a n s  f o l l o w i n g  p r o t o c o l .

I m p a c t  k e y  p o p u l a t i o n s  i m p a c t e d  b y  d i a b e t e s .

E d u c a t e  a n d  i m p a c t  w o m e n  a s  k e y  d e c i s i o n - m a k e r s .

U s e  t e c h n o l o g y  t o  c o m m u n i c a t e  a n d  m a n a g e  ( w e b s i t e s ,  

i n s u l i n  d e l i v e r y ,  h o m e  m o n i t o r i n g )

11
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_  V :  J -  m a f .  .  www.hcalthtransformation.net

C e n t e r  f o r  H e a l t h  ------------------ -------------------
T r a n s f o r m a t i o n

C H T  G e o rg ia  P r o je c t

■ E m p l o y e r s :  B e l l S o u t h ,  S o u t h e r n  C o m p a n y ,  U P S ,  H o m e  

D e p o t ,  C o c a  C o l a

■ O t h e r s :  N a t i o n a l  M i n o r i t y  H e a l t h  M o n t h  F o u n d a t i o n ,  

N o v o  N o r d i s k ,  W e l l S t a r ,  G o v e r n o r  P e r d u e ,  C D C ,  A D A

■ E m p l o y e r s  i n  c o o p e r a t i o n  w i t h  s e l f  s e l e c t e d  p h y s i c i a n s  a n d  

B r i d g e s  t o  E x c e l l e n c e  p r o v i d i n g  o p t i m a l  c a r e  w i t h  

e m p h a s i s  o n  d i a b e t e s  p r e v e n t i o n  a n d  t r e a t m e n t

■ P a y  $  1 0 0  p e r  d i a b e t i c ,  s a v e  $ 3 5 0  f o r  n e t  $ 2 5 0

■ R A N D  S t u d y  2 0 0 4  -  5 5 %  o f  a l l  c a r e  g i v e n  w a s  e f f e c t i v e

■ A s t h m a ,  D i a b e t e s ,  C H F ,  D e p r e s s s i o n  =  1 4 0 , 0 0 0  d e a t h s  $ 1 4 3  b n

Copyright ©  2005 The C en te r for Health Transform ation
12

http://www.hcalthtransformation.net


e r  f o r  H e a l t h  
a n s f o r m a i i o ra n s f o r m a i i o n

flu
www.healthtramforwation.net

C o n s u m e r  “ R i g h t - t o - K n o w ”

■ Do you have the right-to-know price and quality 
information from your health care providers?

■ Y E S  -  9 3  p e r c e n t

■ Should “God” be in the Pledge of Allegiance?
■ Y E S  -  9 1  p e r c e n t

Copyright ©  2005 The C en te r for Health Transform ation
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1 ^ 1
f c e h t e r  f o r  H e a l t h

T r a n s f o r m a t i o n

S u g g e s te d  G o a ls
Full rep lacem ent co n su m e r d ire cted  plans in state em ployee health plan by 
January I, 2007
E le ctro n ic  heaith re co rd  for all state em ployees by January I, 2007
Publicity campaign led by the g o v e rn o r w ith  involvem ent at all levels o f 
governm ent and private industry to  highlight new  and effective advances in 
health care consum erism  and disease treatm ents
■ Emphasize examples that simultaneously save lives and save money
■ Involve interest groups that represent various diseases

C re a te  a cu ltu re  o f entrepreneursh ip  in your state bureaucracies that values 
innovation w here  phrase “but tha t’s the  way w e ’ve always done  it,’’ is never 
heard again

Copyright ©  2005 The C en ter for Health Transform ation
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Health Savings Accounts
What You Need to Know

L a u r a  T r u e m a n ,  E x e c u t i v e  D i r e c t o r

C O A L I T I O N  F O R  A *

Affordable « n t »  
H ealth  C o v e rag e



HSA Overview
A Health Savings Account (HSA) is a new 
way to have health insurance and establish a 
tax advantaged savings account for medical 
expenses.

The account -- Health Savings Account (HSA) 
-- allows people to put money in and take 
money out tax-free, if it is spent on medical 
care.

HSAs were created in Medicare legislation 
and signed into law on December 8, 2003.



Who Can Open A Health 
Savings Account?

A n y o n e  w h o  ha s  a q u a lif ie d  “H igh  
D ed u c tib le  H ea lth  P la n ” (H D H P ).

F o r 2 0 0 6  H S A  p lan s , a h igh  d e d u c tib le  
hea lth  p lan  h a s  a m in im um  d e d u c tib le  
o f $ 1 0 5 0  fo r in d iv id u a ls  and  $ 2 1 0 0  fo r 
fam ilie s .



Do HSA Owners Have Any 
Protections on How Much They 

Must Spend Out of Pocket?
• YES!
• Annual out-of-pocket expenses (including 

deductibles and co-pays) cannot exceed (for 
2006):
-  $5,250 (self-only coverage)
-  $10,500 (family coverage)

•  T h o s e  a m o u n t s  a r e  i n d e x e d  a n n u a l l y  f o r  i n f l a t i o n



W o n ’t  H S A  O w n e r s  b e  T e m p t e d  t o  
S k ip  M e d ic a l  C a r e  S in c e  i t  C o m e s  

o u t  o f  t h e i r  p o c k e t  F i r s t ?

• All Preventative Care is paid for at 100% 
coverage. The incentive is to encourage 
people to be proactive in managing their 
health.

• All physicals, mammograms, colonoscopies, 
and a whole host of other preventative 
services and drugs are covered with no 
copayment.



In  F a c t  —  H S A s  D o  M o r e  t o  
E n c o u r a g e  P r e v e n t a t i v e  C a r e  t h a n  

T r a d i t i o n a l  C o v e r a g e
Many traditional policies require that you 
meet an individual deductible or fam ily 
deductible before they begin making 
payments. Then, they require copayments, 
usually 20%
In comparison, HSA owners have no required 
deductible or copayments in order to receive 
100% payment for preventative care, drugs, 
or diagnostic services.



HSA Rules
2 0 0 6

S ing le
D educ tib le C on tr ib u tio n O u t-o f-P ocke t

$1050 $2700 $5250

Fam ily

$2100 $5450 $10,500



2 0 0 6  HSA Contribution
Rules

1 *

i ^  "  "
__ -A .

H D H F

D e d u c t i b l e

M a x i m u m  H S A  

C o n t r i b u t i o n  

( 2 0 0 5 )

S i n g l e

C o v e r a g e

$ 1 , 0 5 0 $ 1 , 0 5 0

$ 1 , 5 0 0 $ 1 , 5 0 0

$ 2 , 0 0 0 $ 2 , 0 0 0

$ 2 , 7 0 0 $ 2 , 7 0 0

$ 3 , 0 0 0 $ 2 , 7 0 0

F a m i l y

C o v e r a g e

$ 2 , 1 0 0 $ 2 , 1 0 0

$ 3 , 0 0 0 $ 3 , 0 0 0

$ 4 , 0 0 0 $ 4 , 0 0 0

$ 5 , 0 0 0 $ 5 , 0 0 0

$ 6 , 0 0 0 $ 5 , 4 5 0



W h a t  A b o u t  P r e s c r i p t i o n  D r u g s ?

Current status: HSA owners can have a 
separate prescription drug plan and receive 
insurance coverage for their expenses on 
drugs even before the $1050 deductible is 
met.
Beginning in 2006, the transition period will 
end. Prescription drugs will be like all other 
medical expenses and they must pay the full 
cost of prescriptions with their own dollars 
until their deductible is met before coverage 
kicks in.
Im po rtan t E xcep tion : Preventative Drugs 
are covered at 100% before any deductible is 
met.



I f  I P a y  “ C a s h ”  f o r  D r u g s  a n d  
M e d ic a l  S e r v i c e s  b y  U s i n g  M y  

H S A  A c c o u n t ,  W o n ’ t  I B e  S t u c k  
W i t h  t h e  H i g h e s t  D o l l a r  C h a r g e  f o r

t h o s e  S e r v i c e s ?

• N o . Y o u  w ill re ce ive  th e  b e s t 
n eg o tia te d  ra te  th a t has b een  o b ta in e d  
b y th e  in su ra n ce  c a rr ie r .. . yo u  w ill no t 
be pa y in g  th e  u sua l (and o fte n  h ig h e s t) 
p rice s  th a t c a sh -p a y in g  c u s tom e rs  a re  
o fte n  ch a rg e d .



Tax Treatment of HSA 
Expenditures

Distribution is tax-free if taken for “qualified 
medical expenses”
-  Includes over-the-counter drugs
-  Premiums for qualified long-term care insurance
-  Dental and orthodontia treatment
-  Plastic Surgery
-  Mental Health treatment
-  Liberal definition of “qualified medical expenses”



HSA Owners Get Choice
Consumers can decide what medical 
expenditures are most important to them, 
rather than having to weigh what is covered 
and what is not covered under a policy.

E x a m p l e :  S m i t h  f a m i l y  h a s  g e n e r a l  g o o d  h e a l t h ,  b u t  a l l  t h r e e  

k i d s  n e e d  b r a c e s .  T r a d i t i o n a l  c o v e r a g e  d o e s  n o t  p r o v i d e  

c o v e r a g e  f o r  t h i s .  H o w e v e r ,  u n d e r  H S A  p l a n ,  t h e y  c a n  u s e  t h e i r  

a c c o u n t  t o  p a y  f o r  t h e  b r a c e s .  I f  t h e  b r a c e s  c o s t  a  t o t a l  o f  

$ 1 2 , 0 0 0  f o r  t h e  t h r e e  c h i l d r e n ,  t h e  H S A  o w n e r  c o u l d  s a v e  u p  t o  

$ 4 0 0 0  f o r  t h e  t r e a t m e n t ,  d e p e n d i n g  o n  t h e i r  t a x  b r a c k e t .



Other HSA Advantages

P o rta b ility : H ea lth  S a v in g s  A c c o u n ts  
a re  ow n e d  by th e  in d iv id u a l (n o t b y  th e  
em p lo ye r) . If th e  em p lo y e e  le a ve s  th e  
jo b , th e y  ta k e  th e ir s a v in g s  w ith  th em .

C ho ice : E m p lo y e r c a n n o t re s tr ic t h ow  
d is tr ib u tio n s  from  an H S A  a re  used .



Other Advantages of HSAs

Ro ll O ve r: H S A  F u n d s  can  be ro lled  o v e r 
from  y e a r to  yea r: N o  “u se  it o r lo se  it ru le s ” 
like  F le x ib le  S p e n d in g  A c c o u n ts  (F S A s ).

M o n e y  C an  G row : A c c o u n ts  can  be 
m ana g e d  and  in ve s te d  ju s t like an  IRA .



Other HSA Advantages
Positive Health Incentives: HSA owners are 
rewarded for healthy lifestyles. [Already, 
companies are seeing employees quit 
smoking after switching to HSA policies.]

Protection for Occurrence of Catastrophic or 
Chronic Illness: By limiting the total out-of- 
pocket expense for HSA owners, those who 
do have illnesses are protected.



Who Is Offering HSAs?

Federal Government - Offers several 
HSA options for federal employees.

States: South Carolina, Arkansas, and 
Florida are all offering HSA plans to
their State em ployees. [In just the first year,
30% of South Carolina’s state employees have 
switched to an HSA plan.]



Who Is Offering HSAs?

Small Businesses - Blue Cross Blue 
Shield indicates their strongest HSA 
customers are small business owners.

Individuals are purchasing HSAs - 
About 1/3 of them were previously 
uninsured.



How Much Cheaper are HSAs 
than Traditional Plans?

Average Price for a Traditional 
Individual Policy is $1800
Average Premium (2005) for Individual
HSA policy: $1344 ( S o u r c e :  e H e a l t h l n s u r a n c e . c o m )

South Carolina State Employees: HSA 
Plan $1200 vs. Traditional Plan $2640
(SC Individual Deductible is $3000)



Do HSA Plans Save Employers 
Money?

Yes. Studies by Humana, Blue Cross Blue 
Shield, and others show a significant 
decrease in health care cost inflation for HSA 
premiums.

Why? Decreased use of emergency room, 
increased use of generic drugs. No evidence 
of savings coming from delaying or avoiding 
needed care.



HSA Plan Design Questions to 
Consider

Should the employer make a 
contribution to the HSA Account?

Should the deductible be higher than 
the minimum so that the premium is 
even lower than the traditional policy?



The Banking Questions on 
HSA Accounts

Who can be an HSA Trustee or Custodian?
-  Banks, credit unions, insurance companies
-  Entities already approved by the IRS to be an IRA 

or Archer MSA trustee or custodian
-  Other entities can apply to the IRS to be approved 

as a non-bank trustee or custodian
IRS has provided model HSA Trustee and 
Custodian Forms
Most large carriers have an arrangement with 
a financial institution so that management is 
simpler.
Debit Cards are being offered for HSA 
Accounts, easing transactions.



For Other Questions: U.S. 
Dept, of Treasury Assistance
Web site - www.treas.gov (Click on “Health 
Savings Accounts”) - contains:
-  All treasure guidance
-  Frequently asked questions
-  IRS forms and publications
-  HSA statute
-  Examples of tax savings from HSA contributions
-  Links to other useful sites

Still have questions?
-  E-mail address: HSAInfo@do.treas.gov
-  Voice mailbox: (202) 622-4H3A

http://www.treas.gov
mailto:HSAInfo@do.treas.gov
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Monday. July 19. 2004

Health Savings Accounts: 
Myth vs. Fact
by Laura Trueman

Last year, as C ongress  debated w hat w ou ld  be­
com e the M edicare  M odernization  Act (P.L. 108- 
173). the m edia  and  most po licym akers  focused on the 
elephant in the room  —  m ajor changes being m ade to 
the Medicare  p rogram  affecting  ov'*r40 m illion senior 
c it izens. But a “ m ighty  m o use"  o c c u p ^ d  the same 
room , and went largely unnoticed. T h “ law also 
created  “ Health Savings A ccoun ts"  (H SA s i a llow ing  
ind ividuals who purchase  h igh-deductib le  insurance 
policies to establish tax-free 
savings accounts for health 
care  expenses .  E arly  
da ta  has surprised  critics 
by show ing  tnat H SA s are 
encourag ing  m anv A m eri­
cans to obtain hea lth  insur­
ance  and save for the ir fu­
tures. Most im portantly , 
m a n y  o f  the n e w  H SX  
ow ners  were form erly  un­
in s u re d ,  d e fy in g  in i t ia l  
p ro p h e c ie s  tha t the  a c ­
counts  would  only  be uti­
lized by the "young, healthy 
and w ealthy ."

Proponents have argued 
tha t tne co m b in a t io n  o f  
health  insurance with an 
HSA creates a “ w in-w in"  
for the consum er: an ind i­
vidual pu rchases  a high- 
deductib le  plan, w hich  is 
m ore  affordable  m onth to 
month, allow ing those w ho
are unable  to purchase  a “C ad il lac” plan tc becom e 
insured. C onsum ers  then funnel some o f  the ir  p re ­
m ium  sav ings into an HSA account. O ver  time, they 
save enough to pay the deductib le  and o ther ou t-o t-  
pocket expenses. For exam ple ,  under a typical a r­
rangem ent, an individual might have a S1.000 d ed u c t­
ible and deposit S500 in an HSA. The first $500  o f  
m edical expenses is paid from the 1 ISA; the next $500 
out o f  pocket, and above $1,000 the insurer pays the 
bills with a copaym ent from the consu m er  until the 
annual ou t-of-pocket cap is reached. HSA funds not 
spent rem ain in the account and grow  tax-free. After 
a few  years, the HSA could have sufficient funds to 
pay most, i f  not all, expenses  not paid by the insurance 
plan. A key feature o f  H SA s is that the account stay s 
with the individual regardless o f jo b  transitions and  he

FIGURE I

Purchasers of He;»lth Savings Accounts

Source: Assurant Health data for January to March 2004.

or  she  can continue  to accum ula te  the sav ings until 
retirement.

H SA s becam e availab le  to consum ers  on January  
1, 2004. and real da ta  is em erg ing  to rep lace  specu la ­
tion. In the first six m onths, tens o f  tho usands  o f  
A m ericans  have purchased  HSAs. T w o com pan ies  
have co llec ted  and shared dem ograph ics  about w ho  is 
pu rchasing  HSAs. A ssuran t Health (fo rm erly  Fortis) 
is one  o f  the largest carriers  opera ting  in the individual 
and small g roup m arkets , and eH ealth ln su rance  is an 
inline source  o f  health  insurance for ind iv iduals and 

small businesses, o ffe r ing  insurance produc ts  from a 
num ber o f  carriers  nationw ide. The data provide a 
broad-based  look at what is happening  in the market. 
They  also help separate  myth  from fact.

M yth: H S A s w ill no t 
help  to reduce the  n u m ­
bers o f  u n in s u re d , b e ­
cause p eop le  w itho u t in ­
surance  coverage w ill he 
unab le  to a ffo rd  an H SA  
policy .

Fact: USAs have al­
ready reduced the num­
ber of uninsured Ameri­
cans.
■ Som e 43 percen t o f  
HSA applican ts  did not in- 
d. ate any p r io r  coverage, 
a c c o r d i n g  to A s s u r a n t .  
(See Figure I.]
■ N early  one-th ird  (32.8 
percent) o f  all H SA  a p p l i­
cants t< H ea lth lnsu rance  
— and „ out h a l f  o f  those 
w i th  i n c o m e s  u n d e r  
S35.000 —  had not had 
coverage  for at least six 
months p rior to enrollment.

M yth: O nly the  w ealthy w ill p u rc h a se  H SA s, 
because low er incom e ind ividuals w ill n o t be able to 
contribu te  to the ir  accounts.

Fact: USA purchasers come from
come and vocational backgrounds.
■ Nearly  h a l f  (46 percent) o f  HSA purchasers  have 

family incom es o f  less than $50,000. accord ing  to 
eH ealth lnsu rance . (See Figure II.]

■ Som e 38 percent o f  its HSA purchasers  have only 
high school or technical school tra in ing, says 
A ssuran t.

■ M any HSA purchasers  live in modest hom es — 38 
percent in hom es with  a m arket value o f  less than 
$ 125,000 and 27 percen t o fen ro l lee s  have a net 
w orth  o f  less than S25.000 (Assurant).

manv in-
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M yth : O nly th e  y o u n g  will p u rch a se  H SA s, be­
cause  older p erso n s need  insura nce  p o lic ies with  
better coverage f o r  the ir  m edica l conditions.

Fact: HSA purchasers are older than those 
purchasing tradi tional  insurance. A ccord ing  to 
A ssurant:
■ M ore than tw o-th irds  (70  percent) o f  HSA p u r­

chase rs  are  o v e r  age 40. [>ee Figure II.]
■ H SA s w ere  pu rch ased  by a broad cross section  o f  

voca t ions ,  and less than 57 percent o f  pu rchasers  
w ere  from professional ana m anageria l  o ccu p a ­
tions.

■ M ost HSA purchasers  —  77 percent - are fam i­
lies with ch ild ren , 8 per­
cen t are single parents , 
and  45 percent live in 
househo lds  o f  four or 
m o re  people.
M yth : In su re rs  w ill

“c h e rryp ick  ” th e  h ea lth i­
est app lican ts tha t p resen t  
the  lea st risk  to th e  in ­
su re r .

Fact :  V i r tua l ly  all
HSA a p p l i c a n t s  have 
been offered insurance 
co v e ra ge .  A s s u r a n t  
Health  was able to offer 
coverage  for 93 percen t o f  
the H n A app lica t ions  re­
ceived.

M yth: In surers w ill not 
he able  to p rov ide  q ua l­
ity, low -cost heu lth  in su r­
an ce  to th o se  who p u r ­
chase  H S A -e lig ib le  p o li­
cies.

Fact: insurers  pro­
vide comprehensive cov­
erage at a modest cost.
O ftn e  po lic ies sold  by  eH ealth lnsurance , for exam ple:
■ M ore  than 70 percent cost less than S I 00 per 

person, per m onth , and alm ost 95 percent o f  po l i­
c ie s  cost less than $200 per month.

■ M ore  than 95 percent o fp o l ic ie s  require  benef ic ia ­
ries to pay no m ore  than 20 percen t o f  the cost o f  
o ff ice  visits, surgery  and d iagnostic  tests once 
en ro llees  m eet the ir  deductible.
M yth : P urchasers o f  H S A s w ill d e fer  needed  

p reven tive  care or avoid  tak ing  needed  m ed ica ­
tions tha t are n o t covered by h igh -ded uctib le  in su r­
ance.

Fact: Data on those who purchased Medical 
Savings Accounts (MSAs), a precursor  to HSAs, 
indicate enrollees are more likely to use preven­
tive care and generic prescription drugs. A c­
cord ing  to A ssurant Health, p rio r  to 2004, w hen  the 
less-restr ic t ive HSAs supplan ted  M SAs:
■ Purchasers o f  high deductib le , tax-qualif ied  M SA s 

m ade 31 percent more  preventive care office visits, 
com pared  to people  with conventional health insur­
ance.

■ G eneric  d rug  usage was consis ten tly  h igher  for 
MSA purchasers.
M yth: Very f e w  people  w ill p u rch ase  H SA s.

Fac t :  HSAs have
gained wide popularity 
in the short time since 
their introduction.
■ A ssu ran t H ealth  re ­
ceived  app lica tions repre­
sent ing 56.396 m em bers  
for Indi\ idual H SA s in the 
first four m onths o f  2004. 
far more than the num ber 
o f  M S A  a p p l i c a t i o n s  
Assurant received in the 
first four m onths o f  2003.

A survey by M ercer 
H um an Resource C onsu l t­
ing found that nearly three- 
quarters o f  em ployers  are 
" v e r y "  o r  “ s o m e w h a t  
likely" to offer  H SA s by 

^  2006.
Conclusion. Because 

passage o f  the M edicare  
law cam e too late for most 
em ployers  to include an 
HSA plan as part the ir2004  
coverage options, the  true 
im pac t o f  H S A s in the 

group  m arke t will not be felt until the 2005 open 
season. H ow ever , the data from the individual market 
have proven that HSAs are  popular  across  all age and 
income groups due to the low-cost, high-qual ity nealth 
insurance  coverage  they provide. There is still much 
to be done to m ake health  insurance m ore  affordable  
to all A m ericans, but early experience  with HSAs 
should m ake po licym akers  think seriously  about how 
to  harness the p ow er  o f  consu m er cho ice  and m arket 
incentives.

Laura Trueman is executive director o f  the Coa­
lition fo r  A ffordable Health C overage (CAHC.net).

FIGURE II

Purchasers of Health Savings Accounts

70%

No Co llege Income Less Age 40 or O lder 
Than $50k

Source: Assurant Health data for January to March 2004; 
eHealthlnsurance I income data)
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HSAs Spread Quickly, Surprise Critics
Written By: Laura Trueman 
Published In: Health Care News 
Publication Date: September 1, 2004 
Publisher: The Heartland Institute

Last year, as Congress debated what would become the Medicare Prescription Drug, Improvement, and 
Modernization Act, the media and most policymakers locused on the elephant in the room: major changes 
being made to the Medicare program, affecting more than 40 million senior citizens.

But a "might / mouse" occupying the same room went largely unnoticed. The law also paved the way for 
greater consjmer acceptance of Health Savings Accounts (HSAs) by allowing individuals who purchase 
high-deductible insurance policies to establish tax-free savings accounts for health care expenses.

New Insurance Option

HSAs became available to consumers on January 1,2004, and real data on their use is emerging. In the 
first six months of availability, tens of thousands of Americans purchased HSAs. From January to April of 
this year, more than 50,000 polices were issued by eHealthinsurance and Assurant alone. Data from other 
firms is not yet available.

The early data has surprised critics by showing HSAs are encouraging many Americans to obtain health 
insurance and save for their future health expenses. Most importantly, many of the new HSA owners were 
formerly uninsured, defying initial prophecies that only the "young, healthy, and wealthy" would utilize the 
accounts.

With an HSA, the consumer purchases a high-deductible insurance plan, which has significantly more- 
affordable premiums, allowing those who are unable to purchase a "Cadillac" health care plan to become 
insured. Consumers then funnel some of their premium savings into an HSA account. Over time, consumers 
save enough in this way to pay their deductibles and other out-of-pocket expenses.

Under a typical HSA arrangement, an individual might have a health insurance policy with a S1,000 
deductible and deposit $500 in an HSA. The first $500 ol medical expenses is paid from the HSA; the next 
$500 is paid out of pocket; and above $1,000 the insurer pays the bills with a copayment from the consumer 
until the annual out-of-pocket cap is reached. HSA funds not spent remain in the account, roll over to 
following years, and grow by earning tax-free interest.

After a few years, the HSA could have sufficient funds to pay most, if not all, of the health care expenses not 
covered by the insurance plan. Importantly, the HSA account stays with the individual regardless of job 
transitions, and he or she can continue to accumulate the savings until retirement.

New Data Rebut Anti-HSA Myths

Two companies have collected and shared demographics about who is purchasing HSAs: Assurant Health 
(formerly Fortis), one of the largest carriers operating in the individual and small group markets; and 
eHealthlnsurance, an online source of health insurance for individuals and small businesses, offering 
insurance products from a number of carriers nationwide. The data provide a broad-based look at what is 
happening in the market. They also help separate the myths from the facts.

Myth: HSAs will not help to reduce the numbers of uninsured, because people without insurance coverage 
will be unable to afford an HSA policy.

Fact: HSAs already have reduced the number of uninsured Americans.



• Some 43 percent of HSA applicants reported they did not have prior insurance coverage, according 
to Assurant.

• Nearly one-third (32.8 percent) of all HSA applicants to eHealthlnsurance, and about half of those 
with incomes under $35,000, had not had coverage for at least six months prior to their enrollment 
In the HSA.

Myth: Only the wealthy will purchase HSAs, because lower-incomo individuals will not be able to contribute 
to their accounts.
Fact: HSA purchasers come from many income and vocational backgrounds:

• Neatly half (46 percent) of HSA purchasers have family incomes of less than $50,000, according to 
eHealthlnsurance.

• Some 38 percent of Asssurant HSA purchasers have only high school or technical school training, 
Assurant reported.

• Many HSA purchasers live in modest homes--38 percent in homes with a market value of less than 
$125,000-and 27 percent of enrollees have a net worth of less than $25,000, according to 
Assurant.

Myth: Only the young will purchase HSAs, because older persons need insu uice policies with better 
coverage for their medical conditions.
Fact: HSA purchasers are older than those purchasing traditional insurance:

• More than two-thirds (70 percent) of HSA purchasers are over age 40

• HSAs were purchased by people from a broad cross-section of vocations, and less than 57 percent
of purchasers were from professional and managerial occupations.

• Most HSA purchasers-77 percent-are families with children; 8 percent are single parents; and 45 
percent live in households of four or more people.

Myth: Insurers will "cherry pick" the healthiest applicants, who present the least risk to the insurer.
Fact: Virtually all HSA apr':cants have been offered insurance coverage. Assurant Health was able to offer 
coverage for 93 percent of the HSA applications it received.
Myth: Insurers will not be able to provide i uality, low-cost health insurance to those who purchase HSA- 
eligible policies.
Fact: Insurers provide comprehensive coverage at a modest cost. Of the policies sold by eHealthlnsurance, 
for example,

• More than 70 percent cost less than $100 per person per month, and almost 95 percent of policies 
cos' less lhan $200 per person per month.

• More than 95 percent of policies require beneficiaries to pay no more than 20 percent of the cost of 
office visits, surgery, and diagnostic tests once enrollees meet their deductible,

Myth. Purchasers of HSAs will defer needed preventive care or avoid taking needed medications that are 
not covered by high-deductible insurance.



Fact: Data i  n those who have ourchased Medical Savings Accounts (MSAs). a precursor to HSAs, indicate 
enrollees are more likely to use preventive care and generic prescription drugs than those with conventional 
health insurance.
According lo Assurant Health, prior to 2004, when the less-restrictive HSAs supplanted MSAs,

• Purchasers ol high-deductible, tax-qualified MSAs made 31 percent more preventive-care office 
visits than did people with conventional health insurance.

• Generic drug usage was consistently higher for MSA purchasers

Myth: Very few people will purchase HSAs.
Fact: HSAs have gained wide popularity in the short time since their introduction

• Assurant Health received applications representing 56,396 members for Individual HSAs in the first 
four months of 2004, far more than the number of MSA applications Assurant received in the first 
four months of 2003.

• A survey by Mercer Human Resource Consulting found nearly three-quarters of U.S. employers 
describe themselves as "very likely" or "somewhat likely" to offer HSAs by 2006.

More Growth Likely
Because passage of the Medicare law came too late for most employers to include an HSA plan as part of 
their 2004 coverage options, 'he true impact of HSAs in the group market will not be felt until 2005. 
However, the data from the individual market strongly suggests HSAs are becoming popular across all age 
and income groups because of the low-cost, high-quality health insurance coverage they provide.
Laura Trueman (ltrueman@cahc.net) is executive director o l the Coalition lor Affordable Health Coverage 
(CAHC). An earlier version of this essay was publish< d in July 2004.
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BY SENATORS DYSON. Davii

In irod uu-ri: I / I  1/05

Referred: Health, Kducation and Social Services, I.abor and Com m erce

A BILL 

FOR AN ACT ENT1 TLED

"An Act requiring certain hospitals to make certain disclosures on patient hillings."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section I. AS 18.20 is am ended  by  add ing  a n ew  section to read:

Sec. 18.20.078. Patient hilling disclosures. A hospital l icensed under 

A S 18.20.010 - 18.20.130 shall com ply  with the patien t b illing disclosure 

requ irem en ts  o f  A S  45 .45 .940 i f  AS 45 .45 .940  applies to the hospital.

* Sec. 2. AS 45.45 is am ended  by add ing  a new  section to read:

Sec. 45.45.940. Patient billing disclosures, (a) A hospital that receives 

g ov ern m en t  m o ney  for the purchase, construction, repair, equ ipp ing , o r  operation o f  

the hospital shall d isclose  on each  patient billing

( 1) the price that the hospital charges o ther  patients w h o  pay 

negotia ted  rates for the sam e m edical serv ice  item, including negotia ted  group and 

governm ent rates and individu ■! discounts; and

(2) an i tem ized  descrip tion  o f  the costs and  c o m p on en ts  used to 

calculate  the p rice  o f  each m edical serv ice  item on the patient billing, including  the

SENATE BILL NO. II

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-FOURTH LEGISLATURE - FIRST SESSION

SB001IA -1-
N ew  T e x t  U n d e r l i n e d  [D E L E T E D  T E X T  BR AC KETED ]
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1 cos t subsidy  for indigent individuals.

2 (b) In this section,

3 (1) "cost subsidy  for indigent indiv iduals"  m eans  the cost that is

4 included in the charge  for m edical se rv ice  items billed by  the hospital to com pensate

5 the hospital for the unco llec ted  costs that the hospital incurs to p rovide  m edical service

6 item s to indigent individuals;

7 (2) "governm en t m»r -y" m eans m on ey  from a state o r  municipal

8 governm ental  unit or  the federal governm ent, and  includes m on ey  received by  the

9 hospital under  A S 18.25 or A S  18.26;

10 (3) "hospital" m eans a person licensed as a hospital under

11 AS 1 8 .2 0 .0 1 0 -1 8 .2 0 .1 3 0

12 (4) "medical service item" includes a hospital room , m edication,

13 m edical treatment, and m edical supplies;

14 (5) "negotia ted rate" m eans a rate negotia ted  for a ca tegory  o f  patients

15 by ano ther  person, including an insurer, but does not include a rate negotia ted  by a

16 patient o r  the patient 's  relatives directly  with the hospital for the patient 's  ow n medical

17 serv ice  items;

18 (6) "patient billing" m eans a billing for a patien t that is provided  to a

19 patient for a m edical service item.

SB 11 -2-
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EXECUTIVE SUMMARY

Health carc is not a goal or end in itself. The ultimate goal o f  health care and o f  this study is
health and wellness for Alaskans. Uaskans must identify and improve the aspects o f  health carc
that are under our control. Many health care issues are national, that Alaskans cannot affect.
Therefore, it is even more important to address and solve issues we can do something about.
Furthermore, the demographics o f  an aging population will put foreseeable pressure on all fronts.

ACCESS
• Approximately 110,000 Alaskans have no health insurance coverage.
• Many others have minimal or inadequate coverage.
• Thousands arc turning to hospital emergency rooms as a source o f  primary health carc, 

often without ability to pay.
•  Adequate health carc in remote areas is a significant logistical, financial and educational 

challenge.

QUALITY
• Based on the 2004 National Healthcare Quality Report, Alaska has low rankings in 

several key measures o f  cancer, heart disease, maternal and child health, respiratory 
diseases, and nursing and home health care

• Many Alaskans arc in high-risk health categories, many arc not receiving adequate carc.

COST
• Alaska health carc costs arc approximately 40% higher than Seattle (per Prcmcra, 

corroborated by Providence and Alaska Regional)
• Medicaid costs to the State o f  Alaska are rising dramatically, to over SI billion in 2005. It 

is placing a strain on the state budget.
• Health carc insurance premiums arc also rising dramatically, creating a significant burden 

on employers and employees.
• Alaska hospitals arc losing tens o f millions o f dollars from uncollectable accounts arising 

from excessive emergency room use and they arc unable to reduce the amount o f  
emergency room carc provided due to Federal law.

What can we do?

There are four major interrelated factors driving primary healthcare in Alaska today:
1. Health and wellness o f  the population
2. Availability o f carc and insurance
3. Affordability o f  care and insurance
4. Financial health o f  the stakeholders, such as employers, providers and individuals

Why Alaska health care issues must be addressed and solved
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These drivers arc currently interacting in a “cost spiral" that is creating a very serious situation 
nationally and in Alaska. The rate o f  increase in the cost o f  health carc is unsustainable— if  
unchecked health care increases will price employers out o f  the market. Already industries such 
as automobiles arc threatened. We need to avoid similar impacts in Alaska.

We believe that with focus and coordination Alaskans can impact this "cost spiral" positively 
through specific actions in the four areas mentioned above:

1. Lifestyle and prevention: Raise public awareness and increase per- onal responsibility for 
wellness

2. Access: Make services and insurance more widely available
3. Quality: Continue improving quality o f  care t >at is delivered
4. Costs: Reduce costs o f  service delivery and insurance to make them more affordable

There arc many health care initiatives already underway in these areas by various governmental 
and non-governmental entities. Some have proven to be effective and cost-efficient. Others show  
significant promise. Health care reform is complex and controversial, with multiple players and 
competing interests. Inconsistent tracking and trending create significant factual disputes about 
healthcare systems. Any major reform has potential to create both winners and losers.

Given this environment, the Study Group came to three overarching conclusions:
1. The Study Group process itself has been enlightening, eo "'ational and productive.
2. Every aspect o f hi Ith care is complex. Understanding the system and improving it is 

beyond the capacity o f  any one element within the system.
3. The Study Group recommends that an ongoing body be established to continue and 

deepen this Group’s work.

The time to act is now. Involvement o f Alaskans in the health carc debate is vital. Reform o f  
some sort is incvita' 'e. and Alaskans should control it as much as possible to our own benefit. 
Since there is no single forum today where the disparate players can come together to agree on 
facts, share solutions and craft a win-win for our unique Alaskan conditions, this Study Group 
recommend formation of- -

The Alaska Health Care Roundtable ("Roundtable")

The goals o f  the Roundtable arc to continue communication and foster action among parties that 
have a long-term vested interest in health carc reform. It must set a standard o f credibility and 
create timely actionable ideas that can gather bipartisan support, get quick approval and become 
part o f a long-term fiscal plan for Alaska. It would be a sounding board and facilitator for ideas 
and recommendations, with a focus on lifestyle and prevention, access, quality and cost.

The core membership in the Roundtable would be self-selecting, comprised o f members with a 
long-term compelling interest in improving the Alaska health carc system. Examples o f  core 
members would bo major employers at risk, health carc providers and local foundations. A wide 
variety o f  other potential members, resources and ad hoc participants could be included as 
needed. Funding would be by voluntary contributions by the participants and the community.

Alaska Primary Health Care: Opportunities &  Challenges Updated 7-31-05 Page 4 o f 38



INTRODUCTION

The big picture: National background issues and the state of health in the U.S.

While the focus o f  this study is factors controllable in Alaska, it is important to understand 
the national context in which wc operate. The United States spends more on health carc than 
any other country, measured either as a percentage o f gross domestic product, or in terms o f  
money spent per person. The OECD, or Organization for Economic Cooperation and 
Development, is a group o f industrialized nations that arc an appropriate benchmark for U.S. 
expenditures and performance.

The National Situation - Spending
OEC'D—Organization for 
Economic Cooperation anil 
Development
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Health care spending has risen dramatical!' in recent years, increasing from about 8 % o f the 
gross domestic product in 1975 to over 16% today. The Commonwealth Fund, a private 
nonpartisan foundation that supports independent research on health and social issues, 
projects that by 2013 the U.S. will be spending 18% o f GDP on health care.

Many factors contribute to these increases. Often cited arc huge costs caring for the last three 
months o f life, advertising driven consumerism, high cost o f  technology, defensive medicine 
practiced to avoid malpractice suits, malpractice insurance, a fractionated payment system  
and massive cost shifting to those able to pay caused by inadequate or no health insurance for 
many Americans (and Alaskans). The crushing cost o f health care threatens whole industries 
and affects our worldwide ability to compete economically.

The National Spending Situation:
Trend in Healthcare Costs as a % o f  GDP
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The Com monwealth Fund is a foundation specializing in health care issues.
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In terms o f outcomes, the United States has obtained poor results from the massive amounts 
invested. By many measures, the U.S. trails other industrialized nations, as represented by 
0  ganization o f  Economic Cooperation and Development averages. We also have a higher 
percentage o f uninsured than most advanced countries, which tend to have centralized health
care syc .ems.

The National Situation- Outcomes
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A conceptual framework o f  four primary healthcare factors can help us understand hot. all the 
different factors are interrelated.

Four Primary Healthcare Factors 
and how they are interrelated

5/.-0/2005 3 20 PM

•  W e l l n e s s  o f  t h e  p o p u l a t i o n

•  A f f o r d a b i l i t y ,  c o o r d i n a t i o n  a n d  q u a l i t y  o f  c a r e  a n d  i n s u r a n c e

•  A v a i l a b i l i t y  o f  c a r e  a n d  i n s u r a n c e

•  F i n a n c i a l  h e a l t h  o f  s t a k e h o l d e r s  i n c l u d i n g :

•  H e a l t h  c a r e  p r o v i d e r s  ( p h y s i c i a n s ,  c l i n i c s ,  h o s p i t a l s )
•  C o m p a n i e s  i n s t i t u t i o n s  a n d  g o v e r n m e n t

These factors r re all part o f  a complete cycle. Each factor affects the other. Thcrctorc they are 
portrayed in a circle.
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As time goes on, each o f  these factors influences the others, with the ultimate result o f either 
undermining or improving the health and wellness o f  our people.

The conceptual crux o f the problem

T i m e  ►
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A significant problem is a dc facto dynamic in our current U.S. health carc policy.

Thc motto o f a popular Alaska establishment embodies this unintended and unwanted dc facto 
policy, to wit—

“ W e  c h e a t  t h e  o t h e r  g u v  a n d  p a s s  t h e  s a v i n g s  o n  t o  v o u ! ”

This phenomenon has impacts both nationally and in Alaska, and Alaskans are not always the 
beneficiary, creating serious cost shifting and economic dislocations.
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A SIGNIFICANT ISSUE FOR HEALTH CARE IN ALASKA
The focus o f this study is what can be done in Alaska. It Joes not address national issues such as 
a single payer system, rationing o f health carc or national structural issues. However, the 
following conceptual illustration is both a national and Alaska problem.

It shows how thc high cost o f  health care causes people to postpone needed carc, which increases 
ultimate costs o f  treatment, frequently and reluctantly performed by practitioners at unneeded 
and inappropriate levels. Often the emergency room o f a hospital becomes a highly expensive 
primary care facility. If treated earlier, medical conditions could have better outcomes at a lower
cost.

W h y  e v e n  a  n o n - c o m p a s s i o n a t e  i n s u r e d  
s h o u l d  c a r e  a b o u t  t h e  u n i n s u r e d

Medical problem 
becomes mrr* serious 3

T>T"V ' A .

UnnSwTed pcrssn has 
rnedi ,-al r.eec that is 
ignored <Jlc to csst o: 2
U'ealiiietd Cost=J150 

------------------FT-------------

C Z ^
Rising insurance costs cause

•Employer; to drop or decrease coverage J 
•Employees to decline coverage 
•Insurance companies t: 'drop some employers

Itiured patients unknowingly 
pay more : ;r rrtedi :al service, 
providi rw J 15 0 in charity for the 
umnsureo., cost -SWU
Jnto goes I fp Ir O
sm:k? unttffiuf;'______

\
0  We 'A

7Rcae riult arr Wnitmtlw, nt» KXaet.
V - /3U0J J i> PM Heyntn/Ar.dersor. Dratt 9 0 II

A federal law, the Emergency Medical Treatment and Active Labor Act (“EMTALA") requires 
that hospital emergency rooms treat and not turn away any patients who show up, regardless o f  
ability to pay.
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Emergency rooms arc becoming primary carc treatment centers for those without access to, 
or awareness of, alternatives. Current waits can be up to two hours, especially during high 
traffic times like early evenings or weekends. This creates inefficient use o f  specially trained 
staff and is enormously expensive. Many ER p .icnts have no insurance coverage or other 
means to pay their bill. Thc financial burden then falls on the hospital t t write off 
uncollectible accounts.

Total (halift «£cRa<l I)rl>t ($000) 
Providence <& Ala ska Regional

$8980

■ IotaI chatty 
itRnrf Debts

5/30/2005 340 PM HeyrrurVAr.dersor. Craft S 0 I .

Note: the numbers above arc in thousands o f dollars. E.g. 88,980 = $88,980,000

Alaska Primary Health C are Opportunities &  Challenges Updated 7-31 -05 Page 12 o f 38



Total Charity A Bad Debt *• of Gro*» R fv tu u t  
Piovideurr AAlaika Rrgioual

10 OS

2000 2001 2002 200.1 2004 

Yf ar

v;(W0ft5 3 50 pm Heyrt»rVAr.der:or. Draft 9 0 I t

P - J

The financial impact on hospitals is even more acute than the slide above suggests. While the 
percentage o f charity and bad debt compared to gross revenue has increased dramatically in 
recent years, the bottom line impact is significantly greater because actual hospital cash 
collections arc much less than the gross revenue billings used in thc chart above.
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Hospitals arc not thc only ones affected. Individuals unable to pay medical expenses are filing 
fo’- bankruptcy at staggering rates. Although Alaska data arc not available, national data are 
no nd below.

Persona! Bankruptcies due 
Health Care Costs-U.S.

• Betw een 1980 and 
2001 m edica lly  driven 
bankruptcies increased 
23 tim es

• 60%  skipped doctors 
v isits

• 47%  skipped 
prescrip tion  m edicines

V30/2005 •) 01 PM HcynaiVAr.dcrtor. Drift s 0 .11

Source: American Medical Association 2 05 and a Harvard Law School/Medical School 2/05 
studies.

70% o f these debtors had some form o f  health insurance at the start.

Main factors cited for declaring bankruptcy were:
Hospital costs 42%
Prescription drug costs 2 1 %
Doctor bills 20%
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600.000

500.000
400.000

300.000
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0
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Thc impact o f  bad debt on thc health carc system has been clearly illustrated in the preceding 
charts.

I n c r e a s i n g  C o s t  o f  M e d i c a l  C a r e  i n  A l a s k a
A n c h o r a g e  C P I - U  f o r  s e l e c t e d  c o m p o n e n t s  l l) S 2 - 2 0 0 1

Cost: What do Alaskans pay? Why?

(O tO h- ®  r  O  if)  N  G i i "oo co oo o'' Qj QOt ty» <j) cj) Ot Ot Ot O) Ot <p

—♦—Anchorage All 
other items

- • —Anchorage
Housing
Anchorage 
Medical Care
US Medical Care

AF.-fiTTn rierid* .\*»f'C*(W005 4 oi PM H«'TnaiVAr.«Sersor. Draft 5 0 2"

Prcmcra, Alaska’s largest health care insurer, reports that their Alaska costs are about 40%  
higher than Seattle. General observations by resource people have referenced a 40% 
differential overall, more in some specialties, less in others Local hospitals have 
corroborated this differential. Other information points lo even larger discrepancies on 
reimbursement rates lor phvsicians. Thc Alaska Division o f Medical Assistance Health Carc 
Cost Analysis Report placed Alaska in the top five states in terms o f  the cost o f  medical and 
surgical procedures.

Small practices and increasing personnel costs contribute to the high cost o f  medicine in 
Alaska. Also there is general, but not substar':itcd. belief that thc Alaska population is too 
small to support HMOs. Any discussion o f managed carc has been resisted by medical 
providers.

Dependence on “Fair Share” and other sources o f  federal dollars place about S800 million 
potentially at risk, an important share o f  current health carc funding to Alaska. Alaska also 
faces competition from other states for willing providers. Furthermore, reimbursement
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formulas are going down. Thc state is now paying over one billion dollars annually to pay 
Medicaid expenses.

Cost of health insurance— there is no public oversight o f health care insurance rates by the 
Division o f  Insurance as there is in some other states. They arc a result o f  negotiations 
between insurance companies and large groups.

Thc Certificate o f Need situation needs to be objectively analyzed and considered as a 
component .n a comprehensive statewide health care plan. Critics o f  thc Certificate o f  Need 
claim the process stifles competition and innovation. Supporters claim it prevents 
unnecessary duplication o f  facilities and allows more rational allocation o f assets.

The impact o f tort issues on health care. The cost o f  malpractice insurance and defensive 
medicine is hard to quantify, but is deemed to be substantial. OB/GYN liability insurance is 
$60-65k/ycar. SB 67 puts a 250k cap on non-cconomic suffering. Thc California experience 
with a similar cap since 1975 has been positive. Alaska has only two traditional liability 
carriers. However, compared to U.S. averages, malpractice insurance costs in Alaska arc 
middle o f the pack.

Is a trend reversal possible in Alaska?

Time ---------------- ►

S/iC/2005 3 W PM HcynaiVAr.dcrrot. LTfift i 1) 14
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P e r h a p s ,  w i t h  c o o r d i n a t e d  a n d  f o c u s e d  e f f o r t
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Quality of Alaska’s health: Based on the 2004 National Health Care Quality Report 
of 100 measures of health care quality, Alaska is about average for the U.S. 
However, as the charts on page 7 indicate, the U.S. trails many other 
industrialized nations.

Unfortunately, Alaska mirrors poor 
National behavioral risk factors

Figure9
Behavioral RKk Factors. 
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Alaska Trends in major disease
Soibcc Alaska Bureau 
of Vital Statistics +

—  CXenall fVbrtality 
— Coronary Mortality

Lung Cancer MR 
Ctesrty&CXeiwght

—  Diabetes

Trends onlv—not incidence rates

Hevnan/Ar.dersor. Draft 9 0

(Vertical axis is rates o f  disease, horizontal axis is time)

While progress has been made in heart and lung disease, obesity and diabetes have negative 
trends.

Alaska Primary Hcalih Carc: Opportunities &  Challenges -  Updated 7-31 -05 Page 19 o f 3 8



How is Alaska's health care being paid? Vlnat 'bout those without coverage?

Currently about 110,000 Alaskans do not have health care insurance. Approximately 82% o f  
Alaskans have some type o f insurance coverage, as illustrated by the chart below. Thc column 
for private and state coverage includes state employees. Medicaid covers over 40,000 Alaska 
Natives, thc remainder o f which arc covered under federal programs. Military and Medicare 
coverage rounds out thc picture. However, an unquantificd, but suspected to be substantial, 
number o f people have inadequate insurance coverage.

A l a s k a ’ s  I n s u r a n c e  C o v e r a g e
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The majority o f  Alaskans without insurance work for smaller businesses.

Alaskan firms NOT offering 
health insurance

yn%
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30%

30%
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Am! otilx ' 1 ol Alaskans weie employed in funis witliovei 5<> employees
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Safety net providers

There are 34 federally sponsored Community Health Centers (C'lK's) 1 Alaska. They see all 
patients and charge a sliding fee schedule based upon income. Although there are the 
Neighborhood Health Center in Anchorage and the Interior Community Health Center in 
Fairbanks (both federally sponsored CHSs), a large number o f uninsured patients receive their 
care in thc city’s emergency rooms.

Under federal law, patients who visit the emergency rooms must be seen regardless o f  their 
ability to pay. This results in the uncompensated care that was referenced previously.

Although not safety net providers, thc Alaska Native Health system provides care to an estimated 
12^,000 Alaska Natives through an extensive network o f community health aid clinics, regional 
hospitals and a major referral center.
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