
I.~'. ,'" 

Medicare Medical Savings Accounts (MSAs) 

Most people over 65 and :the young disabled could enroll in enrolled in the • 
Medicare MSAs. Such a ;proposal would offer MSAs as a health insurance 
option for 97.7% of the nation's ~lderly. Additionally, 4.8 million persons with' 
disabilities could join MSAs. . 

• The gov~rnment, not emJIOyers, would make contributions to Medicare 
MSAs. Because Medicare: MSAs are designed primarily for an older 
population who do not work, and, therefore, do not have employee health 
benefits, the individual would rely on the government, and not an employer, to 
make a contribution to the MSA on their behalf. 

• 
 Medicare MSA plans use a high deductible catastrophic health plan in 

conjunction with the MSA. This is the same as the MSA plan for the non

. I 

Medicare population. Medicare MSA plans require the individual to pay first 
dollar coverage for health ~ervices. . 

• The financ'ial incentives tl reduce utilization under MSAs may not affect 
the Medicare population. I While first dollar coverage may encourage healthier 
individuals to use fewer m~dical services, but in the Medicare' population, 
which is generally in neediof more medical care, the enrollee is more likely to 
use medical services because of their age or disability. The Medicare 

I . 

population uses more medical services than the non-Medicare population, and 
therefore, they would be likble for costs sooner than those not covered under 
Medicare. I 

I 

• 
I . 

Enrollees Medicare MSAS may be among the healthiest and wealthiest of 
all Medicare beneficiarie~. They will also have little or no risk aversion, 
meaning that they are more willing to risk getting sick and needing medical 
services and high out-of-pocket expenses, in favor of savings in the short 
term. They will also expeCt to incur less out-of-pocket costs with an MSA 

. I 

plan, rather than a traditional fee-for-service (FFS) plan. 
I . 

• 
 There are many a'rgumerits in favor of Medicare 'MSAs. Medicare MSAs 

would give beneficiaries ahother option instead of the traditional fee-for
service (FFS) health plan 6rmanaged care (HMO) health plan. According to 
some proponents of Medisare MSAs, Medicare costs would not increase; costs 
will either remain constan~ or decrease, depending on whether favorable or 
adverse selection is experi~mced. If MSAs experience favorable selection, the 
healthier beneficiaries woJld enroll in MSAs, and the less healthy would 

I 

remain in the traditional plans. Conversely, if those people that enroll in 
MSAs are less healthy thah those that remain in the traditional plans, MSAs , 
experience adverse selection. 

. . I 
• 



l 

There are many argumets against expand.ing Medicare choice to include• 
MSAs. The Medicare population tends to be sicker than the rest of the 
population, which makes Medicare MSAs more risky. It will also involve 
direct government outlays ito individuals, and there is no way, as of now, for 
the government to account: for how the money will be spent, and to ensure that 
it will be used solely for l~gitimate medical expenses. Also, as the risk 
aversion level increases add the person gets older and sicker, it is less and less. 
beneficial for any Medicat,e beneficiary to enroll in an MSA. Additionally, it 
is the least costly (to the government) Medicare beneficiary that would choose 
an MSA plan, thus exacerbating the problem by taking them out of the 

I . . 	 . 

traditional FFS pool, and tpereby creating a situation where the most healthy 
Medicare beneficiaries wo~ld receive a higher payment on their behalf , and 
the less h~althy a lower payment. If a large nu:r:nber of people enroll in the 
MSA plan then the problem will magnify, leaving those most in need with 
higher co-payments and dFductibles for the traditional FFS care. 

• 	 There are several ways to reduce the risks of introducing MSA plans to 
the Medicare population. I Limit the areas in which they will be introduced. 
Phase-in MSAs to ensure [that selection is always under control. Limit 
disenrollment from the M~A plan which would ensure that people would not 
leave the MSA plan, which is less costly, in favor of the traditional FFS plan 
when they become ill. Li~it the types of Medicare beneficiaries that could 
enroll in the MSA plan. Reduce the reimbursement rate for younger, healthier 
enrollees and increase it ~ they become older and less healthy. . .. i 

I· 
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Medical Savings Account Evaluation 
I ' 	 ' ,,; , 

Summary Description 'While there h~S ,been significant de'ba~e on t~e' ~erits of 
, Medical Savings Accounts l there is virtLa/ly no empirical evidence to help inform this 
debate. This evaluation of the small g~oup and self-employed markets is intended to 
provide nationally 'representative "data dn employer and employee behavior, insurance ," 
costs and coverage. In addition, data would be generated that would help policy 
makers anticipate the effect of MSAs/'ontax revenues, health care costs and health 
care utilization. ' , " '" ',. , ' 

" ,. ,'" ')' '," , , • , .' i', ' ' 
To estimate the effects of tax-favore,~ MSAs coupled with' catastrophic h~a'th care' 
coverage in the small group and self-er:nployed market, a fixed number of'MSAs would 
be'authorized nationally. A sample of ~'irms would be drawn from thoseeijgi~le to offer' 

____"'"____ MSA-appropriate catastrophic coverage and camp,arison firms to yield :nationally , , 
--~-------, ' 	 I' 

representative information for firms and employees., Impacts on employer behavior 
,would be estimated by 1) comparing

l 
the characteristics of MSA-elJgible and control' 

group firms, and 2) analyzing cdverage and contribution decisions i made by 
participating firms befon~ and afterth~Y 'choose to offer MSAs. Impacts on employees 
would be estimated by comparing a sub-sample of employees in firms eligible to offer 
an MSA option with a sub-sampl~ Of/lemPloyees in control group firms. Following is a 
brief outline of the research design: , , ' : 

1. Key Research Questions The ~tudy will focus'on thef'~lIowing research topics: 

,0 	 , 'How dQ em~lo¥ers re"Spond? j , 	 , 

How many and what t:ypes of employers offer MSAs? 
, ' I, 	 ' ' , , 

How do MSAs affeqt, the array of insurance options available to 
, employees, as w.ell as and contribution levels? ' 

o 	 Which employees par:tic:ipat~? ' , : " , "" " , 
Do MSAs disproportiohately att~act particula~ employees (e.g. those with 
higher/lower income dr those in good VS. poor health)?" , 
How muci"l do employ~es typically contribute to their MSA accounts, and 
how does this affect utilization? ' 

o 	 How, would th'i mS,lrket' be Jffected? 
Which insurers' market MSA-Iinked catastrophic coverage, and what

I, 	 " 

level{s) of cost ~hariryg do they promote? , ',' ", ' ' 
HO\Al would MSAs affect the supply and cost of other insurance choices? 
How would health c~re costs be affected? ' 

o 	 [1ow is f.§x revenue affecl!i!~? ' 
, B,ased on employer bnd employee participation and contribution rates, 

, 	 ,, 
" what is the taxrevenue effect ofMSAIegisiation7 ' 

" I 
o 	 flow ar/i out-of-I2Qck/it cOt>!S effeCtedl " 

How do MSA's affeqt enrollees' out-of-pocket 'spending? : ' 
interaction between Manard C~r. and MSAs: 
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, To what extent do employ6rs and ,employees opt tO,combine ,MSAs with 
managed care products v~. Fee-for-service products? ' 

I 	 ' , 

1 
o 	 E..ffect on Utilization SInd HStaltb Status: , ' 

How do MSAs affect he~lth care utilization decisions, including us of 
, primary and ,preventive h~althservices, ~nd individual health status? 

2. 	 St~dy Structure 

o 	 Sample of Firm§: nationally representative sample of firms eligible to offer MSAs 
'and comparison firms drawn tol match MSA-e!igible firms from sample frame 
used by Census Sure,au. i ' , 

, 	 j' , 
o 	 Iota! pap on numbe; of MSA atcQunt§: To be 'determined, ' 

, ' 	 '.' , 	 , I ' 
0' 	 J.s!ngth of Demonstration: 4 years( 1/98 - 1/02)" , ' I " 

o 	 RSiport Da:t!i!s: Interim Report IJanuary 2000. 

September 2002 I' 
, 	 I , 

o 	 EreqY!i!ncyof Data ColleCtion: Jnnu~1
" 	 'I ' , , 

I, 	 , 
o 	 8dministrative Dats! Sources: \(endorReports 

-. 

Final 	 Report, not later than 

, 

o 	 , Surv~y D£lta: EmplOyerS' (MS~-eligibleS and Comparisons)" Employees (MSA
I 	 ' , 

selectors, MSA non-selectors,! and comparisons) 

I 
 " 

3. 	 , Administration 

o The study would be adminiJtered by DHHS through a contract with an 
independent research organization., An advisory committee would be selected 

) 
to advise the independent c07tractor on evaluation design issues. Members 
would have expertise in the areas of health insurance, health economics, tax , 
policy and research design: I " , 

I 

4. 	 Methods 

"A. 	 Qata Collection· 

o 	 Data on employer behaViorl (e.g." take-up rates, emp,~yer contributions), 
. insur:nce premiums. and the/Insurance options offered by the firm would be. 
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collected directly from the firm. 

, . . . 

HHS'ASPE/HP ~'H JENNINGS 

i· 	 '. 
'0 	 Data on employee behavior and demographics would be collected from a survey . 

of,emploYees. Data on utilization bf medical care and out-of-pocket costs would 
be collected from insurer claims~ata asvJellas.the employee survey., ' 

. 	 . J '. . 

'. 	 '. i ~, , 
o Tax effects would be estimated based on relevant information from the 

I 

employer and employee surveys! 	 ". . . '. 

B. 	 I,&ngth Of DE!monst(S'tio.o The Djmonstr~tion would last four years and baseline 
and annual follow-up data would be .collected from both firms and individuals. 

. 
. 	 <', 

E. 	 Estjma!j;d COst ot Stydy 
. 	 .".•.-----.--..,--~ 

1 . ' 

'I 
. 

'.' " . 
$24.f ":lillion (see attached. breakdown) .. 

. 	 ,. 
(. 

i 

j 


I
I' 
I 
1 

I 
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. Rough Estimate 0lf MSAEvaluation costs 
. j . 

1 ) 	 Small Employer Survey 

Firms with MSAs 
Draw Sample of ',500 firms J' .: $', 25,000 
Carry out interviews (one baseliQB interview, . 
and one foliowruP interview totaling $600 per employer) , '. $ 900,000,,' , . ,! 

,Comparison Group ',.'. '1:' . 

. Draw Sample of 1,500 firms '. . '. $ , 50,000 


Carry out interviews (one baselime interview , 

. I .: .. 

and one follow-up interview tot~Jing $800 per employer) $',200,000 
", . '. " I 

Survey ofEmploy'ees in SmaJlFi:rms . 

. ,Employee~, with MSAs . ! . 
Draw Sample of 3,000 individuals ' $ 
Carry out interviews (2 intervieJvs per year for . 
4 years, at $250 per interview I '. $6,000,000 ' 

Comparison Group i 
Draw Sample of 3,000 individu~'$ . ,50,000

I , 
.	C,arry out interviews (2 interviews per year for 

4"yea,s, at $275 per intervleW)1 ',", $ 6,600,000 

3) 	 Survey of Self-employed Individuals ' 
Draw sample of 1,500 self-em~loyed individUals $ 25,000

J ' 

Carry out interviews (one baseline interview . 

and one follow-up interview at 1$600 per employer; '. 

1 additional interview in year 1 jat $250 to coflect "employee" data; 

2 interview per YElar at $250'Prr interview during . 

years 2-4) ./ ' $ 3,525,000 


Comparison Group 
Draw Sample of. 1,500 firms $ 100,000 
Carry out intervie,ws (one basel,ine interview '.', 
and one follow:"up interview .at /$aOo per employer;' ' . 
, additional interview in year 1! at $275 to collect Uemployee" data;, 
2 interviews per year at $275 per interview during . 

years 	2-4) , .. ,'. ' r .' $ 4,087,500 
.,. .' .' ./ 	 " 

4) . 	 Prepare,analyze and report on idata $ 1,800,000 



Quote on Medicare MSAs 

"Reject calls for Medicare Medical Savings Accounts (MSAs) which the Physician Payment 
Review Commision estimates will cost Medicare $1,400 per MSA enrollee, further 
segmenting the market and bankrupting the Medicare program." 

Families USA 
10/96 
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DATE: 	 August 2, 1996 

Rf!:: 	 ·Treatment of Medicare Beneficiaries under MSAs 

. I.. 
~-----------.w~~---~-------~-----------------l-:-~--------________________~~~---~-----------r.~~-~-

A-question has arisen as to whether individuals covered by Medicare are eligible 10 have 
a medical savings account ("MSA II

). ~nder the Ipiovisjo~~ ofthe conference agreement to H.R 
3103 (the "Health Insurance Portablhty and Accountability Act of ]99611

)... . • 

Under the conferenceagreement, as uJder the original House bill provision. in order to 
be eligible to make contributions to an MSA i? ayear, an individual must be covered under a . 
high deductible plan and no other health plan €other than certain typeflofplans that may provide 
incidental health care coverage, such as creditlin~urance). A high deductible plan must have an 
annual deductible of at least $1,500 in the case of single coverage and $3,000 in the case of 
family coverage. These amounts are indexed for inflation. '. . 

Medicare does not meet the defillition of a high deductible plan, so that anyone with 
Medicare coverage would not be entitled to make contributions to an MSA. This is the case 
whether Medicare is the primary or seconda,~ pay<'lr. I~ the latter (.ase, although an·individual 
may have an employer-sponsored high deductible plan, they would also have Medicare· 
coverage, and thus would n(Jt be eligible to make MSA comributions because the high deductible 
plan would notbe the individllRl's only hcalth.~)lan coverage, . . 

. I 	 . 

An issue has arisen as 10 whether Medicare coverage is a heaith plan, because the MSA . 
provisions do not explicitly define the term hdalth plnn. The term is used elsewhere il{ the . 
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..; . 

~nternal Revenue Cod~~ Code section 1 06 prolvid~s that gross income ofan employ~c does not 
mc1ude employer~provtded coverage under an .accldent or health plan and Code sectIon .105 
provides that amounts received under an nccid~nt or health plan for employees are excludablc 
from income. ,Thcapplicable regulations proVide that a health plan is is plan which pr(;>vides for 
the payment ofamounts in 't~ccvent of siCknc~sand that a healthpJan may either be h~!Jranceor 
not. insurance.) Thus, the key in defining whatlconstitutes a 4calth plan is ~e nature ofthe 
benefits provided. . 

, "Medicare c1earlyprovides paYlllents to individuals forsickpcss, and provides the same 
type ofbenefits that are typically provided under plans treated as health plans under Code ' 
sections J04'and 105. Moreover, the Treasur~ Department has explicitly recognized that 
Medicare PartB provides health coverage; itlias ruled that payments underPart Bare ' 
excludable from gross income under section 104, which provides that. payments under health " 
insurance are excludable from gross income.2jsiinilarly, Part Bpremiurns are deductible as, ' 
prcmiums for medical insurance under section 213 of the Code. Thus, not only does Medicare , 
coverage constitute health coverage. but it a1sb meets the'narrower definition of "medical II care, ' 
Because l\.1cdicare provides medical coverage,! it clearly provides health coveragc~ which js more . 
encompassing.:\ ' "I' . , " 

i 

. I 
Medicare coverage would thus preclude an individt~al from having an MSA because they 

would be covered by a health plan 1hat is not ~ high de~uctible health plan. .,,' ' 

1 ' . • .'
Treas. Reg. sees.' 1.105~5 and 1.1 06~ I. 

'- Rev. Rut 70~341,' J970~1 C.E, 31. J ' 
, :I The IRS has lUted that taxes paid fdr Medicare are not deductible under section 2. J3 ' , 

, because they are ll,ot premiums for insurance. I As noted above, a health plan need not be insured, 
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, Healtb Insura'nce Porta:bility.and Accountability Act of 1996 
(H.R.: 3103) ~- Conference Agreement . , 

" Title 1- /;"proved AV(lilabiiity and Portability 0/Health Insurance Coverage 

This title addresses a number ofinte~lated issues in the grouphe8Jth plan.nd· 
individual insurance market. These include: limitations' on preexisting condition 
exclusions; portability of prior satisf~ctions ofpreexisting condition'exclusions; 
guaranteed renewability; prohibition bn excluding individuals· from, coverage because of' 
health status; and:, guaranteed availability of ,individual policies for certain previously 

, "I, ,
insured individuals under group health plans. . ,',' " , 

Title, ~ addresses these isslles with respe~tto' employer group health plans and' health 
insurance issuers offering groups heJlth ~nsl,lrance coverag~:' The bill ensUres the 
portability ofhealth insurance :for individuals moving from 'one group health plan to , 
another by proHibiting group health plans ,arid ..issuers. ~f group coverage from imposing. 
a, preexisting condition 'exclusion .that exceeds' 12 months' for' conditions'for which 
medical advice, diagnosis, or treatmertt was'rece,ived or. recpmmended. within' the', 
previous six months, . .' ,\' . . .,. ' .• '.' . " '". 

. ' . .' ."i . 

'Preexisting conditions, could not be applied tonewboms. adopted children. or 
pregnancy. A preexisting condition limitation period wquld be reduced by the length 
of the aggregate:period of any creditltble prior coverage. The bill assures that, mice 
covered, the condition will not be ex~luded from future coverage if the individual ' 
. , I 

meets the re~uirements of the bi~L 1fh:se provisions assure~ ~at ~ndiv~duals. who have 
the opportumty to move to new Jobs tWIll not' have to face hmltatlons, m theIr coverage 
for preexisting medical conditions that affect them or their families. ' 

Title I also addresses the small grouJ market .. It provides f~rPanteed availability of 
coverage to employees in the small group market. Each issuer that offers' coverage in 
the small group market would have t{> make althealth ,insurance policies available to 
small employers and accept for enrollment every eligible individual within the same 
emp19yer. The bill also assures pe~Plle in group health plans, in both large, an,d small 
employers that they cannot be excluded from poverage or fi'om renewing their , 

, coverage based on their health status.! , " . 

Title I would also ensure portability ~fhe;lith insurlmce for eligible iildivid'!lls moving 
from groupto individual coverage. The goals of these provisions are to guarantee that 
eligible individuals are able to pbtain!health insurance andtq receive credit for their ' 
prior coverage toward the new coverage's preexisting condition exclusion period. This, 

, I 
1 
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, is accomplished by giving States fle~ibility\ to achieve the guarantee' of group.to' 
',' individual coverage through a.variety ,of means that may include health insurance' , 
coverage.,pools orprogtams, mandatory group,cQnversion'policies, open enrollment by', " 
one' or more, health Insurance issue~, guaranteed issue~ or anycombiriation, thereof. ' 

, . ," i '" '., , 

If a State: does not elect to implemeht its own ~v~ilability 'mechanism, or if ~he " 
, I' " ' 

Secretary has found that a State's mechanism was not reasonably designed to meet the 
availability goals of the Act, federalj guaratiteed avaiIabi1i~ ,requi~ements, would apply. 

" ,',! .',:. 

Title II ~ Preventing Health Care Fraud and Abuse; Administrative Simplification; 
. "I .' " .,' , 

,Duplic~t;on and Coordlnatio1to/Medicare fJenefits., :' .,' " ,.,',,',' ' 
',' , " ,'.' ',', "\' " """" ,'," . ' ' 

This title creates a: Health Ca~ Fr\\ud nnd' Abuse Account within the Federal, Hospital 
'Insurance Fund. ,Monies'derived frdm the newly cooi'dinat~d health care ariti-fraud and 

,------ abuse programs, civil monetary pen~lties, fin~s, forfeitures assessed in criminal and 
civil cases would be transferred into\ the trust fund. Mandatory appropriations are also 
,established for the Federal Bureau of Investigation,(PBI)t Inspector General, and the 
Medicare Integrity Program to 'modernize and' strengthen Medicare's fraudanq abuse 

, 'activities., ,', .. ,': ~', " ',' , ',:I'" ,'! ' , 

, ' '" , ", , ',' :,' "'\' '",' ',:', ,', ' ",,' 
The other. provisions of TitIeilrelat,e, to health care fraud and abuse and include the 
following: establish a nationalhealtl! care fraud and abuse ~ontrol program to 
coordinate federal. state,'and tocallJw' enforcement to' combat fraud with respect to 
health plans; establish a Medicare Integrity Program; require the Secretary to provide 
beneficiaries' with an explanation, of ~ach' itemoi serviCe for which payment was 'made 
under Medicare; require the SecretarY to establish a program to encourage individuals 
to'report suspected casesof.fra~d an;d abuseJn the Medicare program; extend ,cenain , 
'criminal penal,tie.s for .frau? an~ abus1e, violations :under the Medicar~ and M~dicaid 
programs to slITular violations m federal health care programs; reqUire the' Secretary to 
issue written advisory opinions with Irespect to activities subject to fraud and abuse 
sanctions for a period of four years;;require' the Inspector General to issue fraud alerts; 
require the Secretary to exclude from Medicare and State health care programs for a 
minimum of five years individuals ahd emities who have been convicted of felony 
offenses relating to health qt;U'e fraud! or controlled s~bstances; provide an additional 
exception,to the anti-kickback provis~ons for risk~sharingarrangenients; establish a ' 
criminal penalty for the fraudulent disposition, of assets in o~der to obtain Medicaid 

, benefits; apply the prO\;isions' under ~he' Medicare arid Medicaid programs which , 
provide for civil monetary penalties for specified fraud and abuse violations to similar' 
violations involving 'other Federal 'he~lth care programs; clarify the level'of intent 
required for imposition ofcivil mondtary penalties; establish an additional civil money 
penalty for false certification for horrie health .services; and.- revise criminal 1av.' 'with' 

, , "\ ' , " , 

. -,' . ., . ',. 
~ -I 

2 
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, I" ' 

resp~ct to health-care' fra~d~' theft ~t'j, embezzlement, false state~en~, obstruction of 
criminal investigations' of health care offense~, and money laundering related to' health 
'care fraud. '1' '; 

The main provisions of Ti;ie II reiaied to ad,ninistrath;e simplification wouid improve 
.' . I I" , , . . , .' .. ' . 

.the Medicare ,and Medicaid programs and the, efficiency of the health care system by . ': 

encouraging the development of a h~alth info'rmation. system through the establishment 
bf standards' and' requirements for the electronic transmission of certain health care 

.' '_ I . , ." , 

info~ation,; The Secretary· is requited to adopt appropriate standards for financial and 
administrativetrarisactions and data :elementS. exchanged electronically. The Secretary 
is also required to submit recommendations 'on standards with respect to the privacy of 
individually identi,fiable health inforfuation. If Congress fails to enact privacy " 
legisi.ation, the Secretary is required to dev~!op statldards. 

. ' '.".' . . 

-Tide II also 'c,ontains provisions on ~uplication and coordination of Medicare-related' 
plan's.' These provisions would ,modffy the anti·duplicatiopprovisions contained in 
OBRA. 1990. Anti-duplication provisionswould,'spe~ificlllly state that:a P9licy which 
pays benefits to or on behalf of an ihdividual Without ,regard to other health benefit 
cove~ge would not be considered tel duplicate any health benefits under Medicare, 
Medicaid, or ,a health· insurance polity. Policie's offering only long-tenn care, nUrsing , 
home care~ .home .hea~th care~ or co+munitypased c~e~ ot,any combination thereof 
would be allowed to' c'oordinate benefits with Medicare and not be considered. 

, d~p1icative.. . ' .1 

Title 'Ill ~. Tax Related' Health prolisions 

. Beginning i~' 1997.' Medical Savings Accounts (MSAs), are available to employees 
covered under anemployer"sponsored'high-deductihle plan of a ,small employer and 
self-e~ployed individuals. Taxpaye~s (includirig the self-employed) are. allowed to ' 
make tax-deductible contributions within limits to an MSA if they satisfy various 

. requirements, inc~uding being cover9d by a high deductible health plan. The earnings' 
on. amounts contnbuted. to the MSArvould be ,t~x-free.The a~ounts co~ld\ pe ,. , , 

wIthdrawn frOIp the MSA tax and Pinalty free If used for speCIfied medIcal purposes. 

The m~xirrium' annual contribu~ion iliat can' be·made.'to an MSA for a year is 65 
percent of the deductible under. the tYgh deductible plan i.tt. the ~ase of individual 
coverage and 75 percent of the deductible in the case of family coverage. Duringthe 
four year pilot pe~iod, 1997-2000, thb number of taxpayers benefiting annually from an 
MSA contribution, is Iim~ted to a thr~shold level (generally 750,000 taxpayers). ' 

3 
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, Title III increases the health iDSuJce deduction f~rs~lf.~PIOyed individuals from 
, , • '.' "J.. '.. , 

30%t~ 80% by the year 2006. Title III also, provides; fQr:amedical expense' < " 

, ", I -'" ' 

deduction for payment 'of qualified ~ong-teml care iJisUrance premiums and expenses; 
, tax~free accelerated health benefits; :and, tax-exempt status to certain State-established 
,high risk insurance pools; ~-exeni~t status to certa~ State-established organizations ' 
providing workers' compensation reinsurance; certain State~established organizations to 
be eligible' for benefits as Blue Cros~lBlue Shield organizations; and pepaltyfree IRS, ' 
wiihdrawals' for medical expenses tHat exceed 7.5 percent of the adjusted 'gross' income' 

" I " "',,' 

and for. health insurance premium,s for unemployed individuals. ' , ' 

.. Title IV ..:. Application and En!orcelento! Group Health PlatiRequlrement. 
, ' " .1 " , 

" The Internal Rev~nue Code of 198? ii,S' amen,ded for,,~nforce;meJlt purposes of W-oup,' 
. healthl'lans requltements., . .. " . ' "" . .....,' 

Title V - Revenue Offsets 
" ' .. . .' . . 

These provisions establish new rules' for taxing taxpayers 'who: ·(1) expatriate, or (2) 
own corporate Qwned life insurance,as well as'repealitlg· a special interest allocation' 
rule enacted as part of ¢e 1986 TaX Reform Act.·,· ., 

. , " ..: ' . 

" ,. " 

4 
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( !Ill. b", ....:~. , 

MSA l'artlcl"arlon $cem,r;QS '100% . Unlfol'lTl 

Participation Limit 750.0110 

Enrollment Relative to Umlt. 1ooK. 

Tatar Enrollment if No Cap: 750;1)(10
, I. 
Aceount Opanins Cutoff: lilt cap cutoff 100 
Date of Cutoff if Cap Hit 11/11XX 100 
Maximum eligibility for opening MSA: . '20 
End of Data Period 1 st Year: 06I30f97 6.0 
End of Cata Period: S/3OJXX 6.0 
Percent C1f NoneontribU'tOl'S frem Previous Year (for all years); 101b 
Within Year Sign-up RR Uniform ~ ·0 

Faster Partici atic:>n 
11897··..'-·" 19n 1999 . 'ZOWI 


hreshhorcl for 1st ear 
 "'4I5'b,ooo ..-:::1 
600,OCO 750.000 750.000 


sumed Take-Up Rates 

8p for Ottier Years 

70% 80" 100% 100% 
ProJectlon of Participation 

at End of Year if No Cap . 125,000 800,000 750,000 750,000 

ount at fS Month$ 
 262.500 

, Count end of first year 525.000 
Projected Count 10r 2nd Yr 

NoV 1 A5 Projected from Oata: 
 578,7~O 

- Est. of Znd Yr Actlves from 1st Yr 4n,5CO 

Count to 6/3D198 
 63,nm 

Projected Count ft1r 3rd Yr 

Nov 1 As Projected from Oata:1 
 715.000 


Est of 3rd Yr Actives from 2nd Yr 
 540.000 
Count to 6130/99 105,000 

roj~ted Count 10r 4th Yr 

NOV 1 As Projected from Data:1 
 737;500 


ESC. of 4th Yr Actives from 3rd Yr 
 675.000 
Count to 6/30/00 ~7.500 

5 Cap Hit? . i No" No No 
I.i::==,...-. ,.'--- --.='===....__""""""==_ . :r" 450 V$, 263 fJOO Vi. 57!1 750 vs. 715 

'. I -" -,-" 

t:mtes. on the ill~~r:",tio" Qf the caP .. 

In the. first yeilr: 

[actual enrollment in 6 month$]- (10 monthsl6months) =proj.ectlon as of Nov 1 

If Nov 1 projection e;tt;oeeds 750,000. cap fs triggered, 
i 

The Nov 1 projec'lion will exceed 750.000, If enrollments as of 6130 exceed th. 450,000 :hreshhold. 

750000" (6 mon1hsl10 months) =450.000 threshl'lold 

In subsaquent ye~rs: 

[ .9· aetiv~ enrollments in previoulS year] ... [(new enrollments in 6 montl'ls ofcurreot )llYcr) • (10 montnsl6months)] :: projection al5 of Nov 1 

If Nov 1 projecUon exceeds 750,000, cap hi; triggerecj, 

Prepared at the requast of David Nf:xon. 



..;.,13'202 622'9260 

) 

MSA Parlic:lpatJon Seenal10s 

Participation Limit: 
Enrollment R.lativq to Limit: 
Total Enrollment if No Cap: 
Ac:count Opening CutOff: 
Cate of Cutoff ir Cap Hit: ' 
Maximum eligibility for opening MSA: 
End of Oata Period 15t Year: 
End of Dala Period: 
Percent of NOl1COntributors from Previ01./l$ Vear (for aU years): 
Within Year Sign-up Ri!t& 

Faster PartiCipation 
1997 _~.JOOO.lj ,Ik;T;;::::::hjre~s-':;hhL:":o:T)ld::r··T.fo;=;:rT,':5s\MY!'!!!a'!'r===..:'.,' .""P- .• ===-O-======-"--'-==F=-m~~=450.000e 

Cap for Other Years 
Assumed T Qkc:.up Rat •• 70% 

(;00,000 
, 80% 

750.000 
100% 

750.00011
100% 

Projection of ParticIpation 
at End of Year if No Cap 700.000 1;00.000 1,000,000 ',000,000 

Count at 6 Month$ 3SO.00(i 
Count end of first year' - 700.000 
ProJected Count for 2nd Yr 
N0'I1 As Projected from Da~: , i71,667 

I- Eat of 2nd Yr Actives from 1 at Yr E30.ooo 
I- Count to 6130198 85,000 
Projected count for 3rd Yr 
Nov 1 As projected from Datl:1 694,600 .. 

_ Est of 3r~ Yr Actives from 2nd y, 694,500 
!- Count tel 6130199 o 
Projected Count for 4th Yr 
Nov 1 As Projeeted from Data:1 826,050 

_ Est. of4th Yr Actives from 3rd Yr 625.050 
- Count to 6tJOI00 o 
Is C.,p Hit? ' No Yea No 

450\'5. 3S0J?pO~,!-. 772750.\'5. 6sa4"=, 

141 003, ',OFC TAX POLlCY 

133% U nltonn 

750,DOq 
133% 

UOO.OOO 
[ cap cutoff 10.0 

11111XX'10.0 
12.0 


oet3OI97 6.0 

6J3OIXX 6.0 

,OOJ, 
Uniform 0 

W9lC -·'1'99 

In the first ye8r~ 

[actual enrollment in 6 months] • (10 monthsl6monlhs) e projection 8S of Nov 1 


If Nov 1 prqjection exceeds 750.000, c:ap is triggered~ 


The Nov 1 projection will exceed 750,000, if enrollmenl$ as of 6130 exceed the 450.000 thn shhold. 


750000 - (6 monthSt10 months) = 450.000 threshhold' I. , 

In subsequent ~ears; I 


I,9 • activ\' enl'Qllment~ in previous year] ... [(new enrollments in 6 tnms Of current year) -10 moriths/6monu,'S}j ='projection as .of Nov, 

If Nov 1 projection exceeds 750.000, cap Is triggered. 

Prepared a1 the requ(!sl of David Nexon. 
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"'SA Panic/patlan Scenarios' 

Participation Limit: 

Enrollment Relstivetl:! Limit: 

Total Enrollment if No Cap; 

Account Opening Cutoff: 

Data of Cutoff if Cap Hit 

MUltimum eligibility for opening MSA: 

End of Data Period 1$( Year: 

End of Cata Parlod: 

P",rcttnt or Nonccntributors fromPrevi(lUS Year (for an yaars): 

Within Year Sign-up Reta . 


Faster ParticiDa!i.91' 

Ibt='='h"'re-."':'h-:'h-"o'=" 1""st""Yf'lo"a""'r==='=·"'·' .....--""====-""-====-ild:=l,"'o=r"i

Cap for Other Ye.ars 

,As$umed Take-up Rates 

Projection of Parti<:ipatlon 

·at End·of¥ear·1f NO cap 

Count at 6 Month$ 

Count end of first. year 

ProJecled Count for 2nd Yr 

Nov 1 As Projected from Cata: . 


- Est or 2nd Vr Actives from 1!'it Yr 

- Count to 6/30/98 

Projected Count for <ltd Yr 


Nov 1 As ProJected from Data:l 

•• Est ot 3rd Yr ActiVes from 2nd Yr 

- Count to 6/30199 

Projected Count 10r 4th Yr 

Nov 1 As Projeoted from Oata:1 


- Est. of 4th Yr Actives from 3rc! Vr 

- count to 6/30/00 

ils Cap Hit? 


========~.~~======~~,====== 

~Jl on the i~\,Istration of the ejlp. 

In the first year, 

(actual enrollmont In S months] • (10 months/6months) =projection as of NoV 1 

If Noy 1 projection exceeds 750,000, cap is triggered. 

The Nov 1 projection will exceed 750,000. if enroll menta 8S of 6130 exceed the 450,000'htElShhold. 

750000 • (6 monthsl10 ",orrth~) : 450,000 threshhold 

In lubsequltn't yean>: 

{,9· actille enrollments in previous year] .... [(new enrollments in 6 months of current yea-) • (10 ""ul,ths/6mOnths))" projection as of Nov 1 

If Nov 1 projection ex~eeds 750,000, oap is fliggered. 

Prepered at the reQuest of David Nexon. 

OFC TAX POI.JCY Ial 004 

'187% Uniform 

750,000 
1S7c,A, 

1,250.000 
t c:ap j ,ufoff 10.0 

11/11X.X 10.0 
12.0 
6.0 
S.O 

10% 
Uhform o 

http:ParticiDa!i.91


res 
ap for other Years 
ssumed Take-up Rate5 
rojection of Participation 
at End of Year if No Cap 
l!Iunht-6Months 
ount end of fim year 
fOjactad Count for 2nd Yr 

. " 1al00511:00 '5'202 622 9260 ·1 OFC TAXPOL£CY 
.< 

~07/31/96 

MSA Pllrtldpation SeeltatlO$ 

Partieipaticn Umit: 
Enrollment Relative to Limit: 
Talal enrOllment if No Cap: 
Ac1::ount Opening Cutoff: 
Date of Cutoff if Cap Hit: 
Maximum eligibility for open",g MSA: 
End 01 Data Period 1st Year: 
End of Data Period: 
Percent of Nan.contributors from Previoua Year (for aH years): 
Within Year Sivn-up Rate 

ZOO% Unlforr1 

n;Q,OOO 
200% 

'1,5«),COO 
at cap cutoff , 0,0 

11111XX 10_0 
12.0 

O6J3OJ97 	 6.0 
6t3oI~ is.O 

10% 
Un~onm 0 

Faster Partiei tion 

hold for 15t Year 

. 

Nov 1 As Projected from Data: 
E5t. of 2nd Yr Actives from 1st Yr 
Count to 6130198 

Projected Count fOr 3rd Yr 
Nov 1 As Projected from Oata:1 

- Est of 3rd Yr Actives from 2nd Yr 
- Count to 6130199 
Projected Count far 4th Yr 

NOV·.1 As Projected from Data:1 
- Est. of 4th Yr Actives from 3rd Y, 

Count to 6130100 
Is Cap Hit? 

450"'.525 6OOV$,78B 750115.709 

~§gg1998 
. 450,000 

6OJ,OOO 750;000 
70% .80% 100% 

1,050.000 1.20',000 1,500,000 1,500,000 
625,000' 
875,ODO 

78',500 

78 1,500 


0 


708,750 
706)00' 

0 

637,875 ,637,875 
0 


Yes Yes Na 


Notlitli 90 the iIIus.ttation of the caD 

In the first ~ear; 

[actuClI enrollment in S months] ~ (10 monthsI6months) .. pmje<:tion as of Nov 1 


If Nov 1 projeeticn e'XCeed& 750,000, cap is triggere:l. 


The Nov 1 projection will exceed 750.000; if enrollments as of 6130 exC@@d the 450,000 thfe ihhald.. 

. . j 	 . 

750000 • (6 months!10 months) =450,000 thf'Mhhoid • . 

In subsequent years: 

, . (.9' actiw enrollments In previous year] + [(new enrollments in 6 mJths of current year) • 110 rnonth~mOnlhS)l ;; projection as of Nov 1 

. . If Nov 1 projection exceeds 750,000, cap is triggered. .' . I . . . '. . . 

Prepared at the request of David Ne.xon.. 
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. ·f DEPARTMENT OF THE TREASURYI . , . 	 i 

OFFICE 	OF TAX ANALYSIS 
1500 PENNSYLVANIA A vENUE~ NW " 

WASHINGTON, DC 201220 

,Number of pages to follow: '3 ' 	 ,Date: July 31. 1996 , 
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, ! 
. " 

To: 	 Chris Jennings 

Domestic Policy Q.Quncii 


, I, > ' 

Addressee's Fax Number: 	 456-7431 

.Addressee's Confirmation 'Num~er: 456-5560 

From: 	 Eric J.Tode~, 'I .', ' , " 
,Deputy Assistant Secretary (Tax Ana1ysiJu 

, ':, ,I ", 

OVDmo )(llllmm 3iCl&[SIII19X HIISI191$ff 

, 622-8784 

Sender's Confirmation Number: 

Comments/SpeciallnstriJctions: 

Sender's Fax Number:' 
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U}Projected Number of Qualified Catastrophic Policies in Force and Taxpayers With Policies in Force (J'I 

......
Fully Phased In 2000 Level 2000 Level 2006 Level (J'I 

1997 Level With Termination Without TerminatIon Without Termination U1 
1\). 

Policies ~(millions) 1.3 1.2 1.1 1.4 
Taxpayers (millions) 1.2 1.1 1.0 1.2 
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Medical Savlngs Accounts . ~ Chang. in Rectlpts 
...... 
ISmallemployel (50 and und.ar) and Self-Employed ...... 

NO CAP AND NO TERMINATION tN 2000 ~ 
..... 

tnIl 1m 1SU. ums. .22Q!l 2001 2D02 2003 2OIi! 2IKI!5. 2006 ~20Q12 1997·2006 0' 
•• i 

(Dollars Billions) ~ 

ChangB In rKGlpta (0.0) (0.1) (OJ) (O.2) (0.2) (0.3) (O.3) (0.3) (O.3) (0.4) (O..9) . (2.2) 
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EX E'C,U T r V,E OF F r:c E OF' T H 'E .. P R,E sr DEN T 

25~Jul,1996 09:14pm 

, . 

TO: . (See"Below) 


FROM: 'Christopher C. Jennings 

Domestic Poticy Cduncil 


-",~.sUBJECT: msa deal update: 

, ". j' ,,> ..' .. ' ,
Senator KennedY'and Congressman Archer struck' a deal on an MSA 

experiment late' this afternqon that appears to"be consistent with 

the President's 'previously stated criteria for an acceptable 


. study..,r have no paper as 61: this 'writing, but should have 
something tomorrow morning. I The following is based on a very 
short oral phone call briefing. The'study is: 

1. Time limited(~-years). 

2. Capped '-'~constrained to. 750,00'0 active .policies .. 
'. ...' j . • 

3. Desi'gned to Expi~e'·at,en.d of study .period with transition 

rules for those who have putchased the pOlicies during the study: 


* Firms.who have offered c~n'c:::ontinue tO,do so. (This is to I 

address administrative complexity of offering more than one health 
plan for a small.firm. KenAedy does not mind so much blc there is 
so much turnover in these small busin,ess.es ,(i.e. they shut down) 
and he'does not believe there will be much of an increase in 
purchasers. ' I '.' . 
4. Structured 'to avoid adverse selection by limiting 
out-of-pocket exposure to c~nsumers to a maximum $2,250 deductible 
for individuals with a total out-of-pocket limit of .$3,000.
" 'I,' . 
5.. 'Structured to assure relative tax equitybetween MSAs and 
traditional 'plans by 'limiti~g employer ,contribution"to accounts to . 
65% of, 'the set deductible. ' (There, wa~ a concern that allowingmu,ch, 
more than the sav.i,ngs of th(a purchase of MSAs to be contributed to 
the i3.ccount would provide i~cent:ivesfor employe~s/employees to 
shelter income tax free in these accounts -- acutally providing an 
additional financial incentive to opt for MSAs.) 

6. Desigmid to not be a'bIe'to be expanded UNLESS the Congress, 

votes affirmatives, und~r normal voting procedures (i.e., someone 

could fillibuster the bill) ~ to expa~d .the· study pe:r;manently. 


http:busin,ess.es


", . 

, ," T . ,
TQis is all I can remember f.or now. Needless ~o say, the fact 
that Archer and Kennedy::cciuld come to an agreement significantly' 
enhances the likelihood.that: an acceptable bil~ will be passed by

.' .! • .'the Congress'. The long-awal.ted conference could begl.n: as soon as 
tomorrow. Since there, is gr:eat pressure on bbth sides to' complete 
this ,bill before the August ~ecess, OMB (Nancy Ann), HHS, Labor, 
and Jen and J will be.quicklY r~vi~wing the, bill for any major 
problems and trying to, adres's them as rapidly' and as 
'non':"controversiallyas possible. (There are a number of MSA 
'administrative issues that w~and, in 'particular, Nancy Ann must' 
work ou't with Treasury and Jbi'nt 'Tax. ).' ' 

. "I, 

The two biggest outstai1di~g hon-MSA' issues: An acceptable deal,on 
group to individual portabil~ty and an acceptable compromise on 
mental health parity.. We willI keep you .apprised /of
develcipments ••• ' , ' . 

, cj 

, ..'oistribution: 

TO: Carol H•.Rasco 
'TO: Laura O. Tyson 

CC: Jennifer L. Klein 
CC: ' Jeremy O. Benami 
CC: Elizabeth E. Drye 

Cc.: Thomas O'Donnell 

. : 
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, For example, in 1998, the IRS \v~uld analyze the return dRffr4rem4he filing of 1997 tax 
year reI:-ltffiSRQfjn!,$~9~t'N($:~,~,·tl.l~~:P1~fl1~¥~~Ni~~$,and wOllid determine, based on this data, the 
number ot~,~ax,p~i~~'~:~il~,t~~l:a;~!\fS~p:(I~,{!,t,eli?AfOf 1997 and who '.vere· 'ilOt 11reviously 
un insured : li~~3~1):;N~9:~:::9git@j ~:liti'Qi1\t~P9)~t,~~iJ9,tAQQ7' Jf the lRS determ j nes t hat the Ill! mber 
of these tax.payers' t'61~the f~r97 rax"yeari'exceecls111eI 998 threshold l~~,~lp (X 20 percent of 
X)6, it would be directed to publish guicl1aJ:ce on or ~efore Nfwember :':~:5~il~ i.' 19~8., ~dvising 
taxpayers that only taxpayers who had previously claimed all MS.'\, deduetlOn (I.e., tor eIther the 

;~i,i~;t~B!liN~i~~l~t~!i?;'i~\tt;\\1ii)!~;~;i~tr~~w*%[g~~~~~f;f!!!ft!~!

make a deductible MSA contribution for the 1999 tax year. 7 In the event that the threshold level 
for the 1997 return filing year has not. fueen exceeded, all taxpayers in the qualifying eligible 
group (Le., self~eJ11ployed ind~vicluals andemp!oyees 'working for employers with 50 or fewer 
employees) would be penn itted to esta~lish MSAs during tl1e 1999 tax yeari·:l]i:,~.!f~£':::lh:~¥ii':~!1i 
~ltg~,~n#:::J)~!~1)i~:~~l\!Rt,i:~1~':M,~~'l~I~::'~D:~U,f~1:q~'. DlIri IIg 1999, the 1RS WOLI 1cI revi ew Fe turn 5 ('~§~~n 
~~g:~tN~§(~§ filed t"or the 1998 tax yearjto determine wheth.er the total number of taxpayers 
claiming MS/\ dedtlctio~1S ~~;1:tI1:~1$:A:,~.qhttj~hjt:igQ§9r:;~qq9~ihL\i·~I~n£'~~:for the 1998 tax year 
exceeded the threshold level' (X)x. ~1.11 tl;e e\;enTthat th'e IRSdete'j:il1111esthat the 'threshold level 
has been exceeded, guidance would bePlfbliSh~d on orbefore~,(ovember:~J:1Q~ 1,1999, advising 
taxpayers that no new taxpayers (othef tl'ftt1-f're\'il"tl-S·l-y-HiTifrSttre(~...ffiEl+¥t<:.ffin.J.s1 would be permitted 
to claim an MSA deduction for the yea~ 2000 ifth~yllave not claimed slIch a deduction fo~ 
eiffier .19 9=711:~~" 1998. :~m:1§$.:~.:ffu~~;Xl.~qi~:~r~.9!.1:~!i~g,.:~~t:·M~'6'::~~!'ntlig,);~Q~,j!,m:t~J:i~)jlijJ~~1,tn'~·1,~:ti:::,1':~~~· 

\ :rhe: thfeshele le..'cl 'f','oule-ge-a€lj'Hste€l t~pulatle~.freF--J-99.9.:.. 

Based on the JIII Y 3I repo ,-t, de~ri~ed i 11 B_1 -a"9 the Janl!ary 31 repo rlS des~ ribed in 
B.2, th~re wOlll~ be :wo potential cutotTldates: Dec,ember 31 and Jun~ 30 each yea~ begin~ing 
Decemoer 310t the first year and end1l1gdu.ne:30 01 the final year of the demonstration project. 

5 Each income tax return on which an MSA deducrion is taken wOlild be treated as one 
taxpayer for purposes of the cap. 

6S ee footnote 3. 

!, 
f 

f 

J 
, 

7 Unless the threshold level ....vas exce~decl in ]997, a taxpayer could make a deductible MSA 
contribution for the 1998 tax year, assubing he or she was in the qualifying group and was 
covered under a high deductible plan in 1998, even if he or she had not made a deductible MSA 

" contributi011 for the 1997 tax year.. , , . 
\ 

, : 

BSee footnote 3 . 

http:wheth.er
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1 

individtlals. 2 If, based on. this, repo;·ting!the number of tv1SAsestablished "exceeds the 1997 
" "threshold level (X . 30 percent of X)\ on!'or before::Dc6·e!hB.efj ~ef:'1, 1997 the IRS would 

. pllblish guidance providing that .orily, th?se,eligibJ~taXI)aye~~ W!10 ,macle a,deductible MSA 
"contribtltion for 1997 Of were jJrcvioti:fly uninsttfeE!. would be eligible to make a deductibleMSA ' 

.. ,contribution in 1998~.,:" ., .,', ·,1 " " , ' , "y' ;.. " ,.' .. 
, • , • , '. • ~, " , • • , • 'f, • ,. 

: ,If the 1997 th'reshold level i~nof~xceedecl, all taxR~yers inthe qualifyinge\igi~le group', 
(Le., self-el11p:loye~ individuals and el~p10yees, working for: employers with 50 or'fewer 
employees) would be permiHed to makedeductipJeMSA contri~lltions during the 1998 tax year; 
It(,:t~~*\,"9~¥~,'~J5~;i[~9@1~j:f:~;:,J,l,ight9~9gqnhil~,!)'~;~lrlf.i,ij~ql'~l1t~;: .. , '... . . . ., ". . ' •., , 

~m:.i,l~l~llJ}{j'ljllP!~;!9;:\I!~!~m(((!!ti!!fi1"t\i)jl~PlJt,\114j~1;W?mLrr~f§\~1!\{It1l!j 


1 

I 
'.'" ,,2' Faiit;res to'rep~rt ,wottlel'be stlbje1t to a' penaltY~:~Tl?r~li¥;:R~tg!J~;~:::it2:;~~~,~t:§'I~::1~~~:t~~~~:(2~i~v;~ 
,lt~'J;;of$2S for each MS.A lip to n,H1Rldll,um of $~;,A trustee?r clistodian required to report 
could elect to do so on a company-wide or branch-bv-tiranch basis. . , .' ~. 

, ',i'" 

.,' 

4 Under the'eell'lpfOmi~e. cO,;1tribuhons cOl;ld be-t'Ri1.<:lHe-n'nMSP~ up until the due date for 
, • , ! \" , ' ' , ,,'


filiflg the individual',stax retmn~f thf ye.Rf (..vithollt exryl~sions).' Thlis., ftntA6A eOfltFibutiofl 

for1997eould. be made on orbetercApnl 1,5. ,1998:-', ' '., 

~007 . 

\. , , 

" 

'. 'r 'I· ' 
. , 
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DRAFT 7/23/96, '6:50 PM 

. . 

Proposed Operation ofl a Cap on the. Number of Taxpayers 
to Utilize Medic~l Savings Accounts ("rvlSAs") . 

A. Cap on Number of Taxpayers Utilizing MSAs 

. Under the MSA compromise iproposal,OnlY self-employed individuals and those 
individuals working for employers with 50cir fewer employees who are covered under employer
. ....<" .... , ... ,",.", ....... ,........ I . 

provided IjW~Ii'~~t~fl~@i~n,~:::.health insurance '.",ould lie eligible to utilize MSAs, . ....• " . . I ~ 

The number of taxpayers benetrting annually fTorrl f\ ,MSA deduction 'frQ'lri:'th.~":;~S.,,~ 
Rt~~~~ip~::$ would be limited to a thresh?lct level (i.e., generally X l1uJ1lper of taxpayers). ~ 

, limitation would flot Rl1ply to taxpayersrwho were nOt covered under a health insurance plan fur 
tAe six monti1,periodending on the dai'e 011 which cClYeffige-tHTder a high deductible heaHI; plan· 
commences. Tf it is determined in a vbar that the threshold level has been exceeded, no new 
MSA pa~ticipants wOllid'be permitted'in the sueeeeding year ;,::~tl~r]~V~iJ9li~t:g~f:i·~~~~, and only 
taxpayers who make a deductible MS1' contribution for the year (Of '#1:10 made 8: deductible 
M8A contribution fof flny' preceding tfiX' year) Of who \\lcrc. previously uAinsured. would be 

;~~;.qi:~Ji~g~1 dedllctio~ i.n succeeding. tnxyear, 1f£f9J~l1!~_il¥!!il'i.t 
For the 1997 tax year, taxpayers would be permitted to establish MSAs provided that 

they are in the qualifying' group of/self-employed individuals or .employees working for 

B: Administration of Cap on Ta 

1.. 

(e.g,. insurance 
to the Internal Revenue Service 

;~\i;~ ~}.j;'gg;Hfhe'::M.~~:s[;jttfal:i~ha&e J~i~j..\'i;::~;~i~,b;A;:,A}i;~fi~;h:<'t.tr~r:";·N'·;'t'',' .",' . 

. , [To theextent MSA contributiol" are Iliade by ·"n·employer directly to an MSA on behalf 
?f an employee, the emplo,yee wouldl· have to include the ~mo~tl1t of the contribution' in :axa?le 
mcome, but would be entItled to an eqUIvalent MSA (ledllctlOn~ The' employer 'contnbutIon 

iiii~~~4:rCllJdable from' wages fO~ employment tax Pt!rp05es·]·~;§f:~j~~~~~:t¥::,:~:t;:~:ij:~£9fl[i~i:::~~~ 

,
'. 

" 

mailto:IjW~Ii'~~t~fl~@i~n,~:::.health
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For example, in 1998, the IRS wopld q.nalyze the rCturil data from the fiHng of 1997 tax 
year returns8:'9m~;:R;~~~~I~i%!::W,l~9:9~;,J.1"l'~':~£~~,~t,~~,~,,and would ddennine, based on this data, the 
number of taxpayers who tool{ an MS~{ deduction for 1997 ftnd 'N110 '.vere not pre',iol:lsly 
\;Ininsufed.5f1~4?~~~::~$jl\1;:;¢~ij'rjQt!~fQ)},i:t~15.¢n~¢.g~::fQ~':I:9:'9?:, If the IRS determines that the number 
of these tax'I;ayers"ior'th'e"(99~"'taxyearie'xceed's,thei998 threshold'level (X - 20 percent of' 
X)\ it would be directed to ,publish guid~nce on or before N-e'.'cA1ber ir!Qn~ 1, 1998., advising

, " ',! "" ,'",,',', 
taxpayers that only taxpayers who h'ad previously claimed an MSI\ deduction (Le., fer eitl,er tAe 

;lit.~~~Q~;~~i&~iiitilltiTI~fm!~,tt~;;[~~r!~.i\;!!1p~~~!

make a deductible MSA contribution for the 1999 tax year. I In theevent that the threshold level 
for the 1997 return filing year has not ~een exceeded, ail taxpayers in tIle qualifying eligible 
grOtip (i.e" self-employed individuals alid employees.,working for etr.ployers with 50 or fewer 

I "'",,,,,,,,,,, .,. , 

employees) would be permitted to estaplish MSAs during the 1999 tax :;::':\i','.i.·. . 
'JngWi:d¢dU¢tJb~;:t1iealttl;:ll.rl~tHiM:6~~ 'Dur,ing 1999, the IRS would review returns 

!;!~g":!~1i~J~:;:!:~\~rf~;~;~~~~~(:®5~,i:$i.:~~at~~fft~~~~;~f~~':~:rl~:8t~~~:;: 

exceeded the threshold 'lev~t(XS§:"'l';~:;:tli~';~~,~;;t>th~rtll~i:R:S>d~te;i;';j'l~~;;that the threshold level 
has been exceeded, guidance would be 9ubliShed on or before N-evemberi~#D:~ 1', 1999, .advising 
taxpayers thatno new taxpayers (other than previousl)' uninstlred individilftlS) would bepermiUecj . 
to claim an MSA deduction for the yekr. 2000 if they have not claimed sllch a deduction for 

either 1997i';eF, 1998. M}'~;1.~§'~:;\;tn~¥:[fi~~:,~,~~pjn~!}~g,:,~l);M.$~':j'~~t11J[n':::!n~'~~1~~M9~ikfiBrl:~l.}:~1:r§~:i11;~~~· 
The threshola levelwollld be adju3ted forpopulation grov.'th after 1999. 

, Based ,on. the July 31 reportsdlscribed in S.l a'nd the January 31 reports described in 

. B.2, there would be two potential ClItot'f dates: Decenlber 3.1 alld June 30 each year beginning 


December 31 of the first year and endi?g June 30 of the final year of the demonstration projec~. 


" Each income tax return on which an MSA deduction is taken would be treated as one 
taxpayer for'purposes of rhe Car), 

6See footnote 3. 

7 Unless the threshold'level was exceeded in 1997, a taxpayer could make a deductible MSA 
contribution for the 1998 tax year.~ssumin'g he or she was in the qualifying group and was' 
covered under a high deductible plan in 1998. even if he or she had not made a deductible MSA 
contribution for the 1997 tax year, ','.' •I 

.8See, footnote 3'. 
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individuals. 2 If, based on this reporting, the number of MSAs established exceeds the 1997 
: threshold level (X - ]0 percent of Xy, on or before;Q'~¢¢11i~:~W Qetober 1, 1997 t.he IRS would 
publish guidance providing that only th9se eligible'ta~pay~rs who made a deductible MSA 
contribution for 1997 OF were previollsly lInitlsured would beeligib1e to make a dedllctible MSA 
contribution in .19984

• i 

., 

If the 1997 threshold level is not exceeded, all taxpayers in the qlialifying eligible group 
self-employed indiYldtlals and e ' loyees' working for employers with 50 or fewer 

would be mitted to make lIctible MSA coiltributions during the 1998 tax year, 
:.,'! 

I 
I, 

" 

gyearAr~~~~~~~~~~~~A 

contributions in tax years following 
~~tl~~~t~~!~ltjiRr9.l~~~t ' 

2 Failures to report would be to a penalty~~n~mn¥!:j\m~J~I'::;]~ij:~~~11~i\t':8~;~~t~~~~~Ej~i! .,., .
DlIi[::e:H!);8-fef'-efit€1T--MSA-ffi:H€Ht-ffifl**!HtI:TH~~l*ru.. A trustee or custodian required to report 

or branch-by-branch basis. 

'.1 

'. ;. Und~r the eom~ron;ise, eontrihu1tions eould ge-H*td-e... to an MSAup until' the due date for 
filing the ifldividusl's tax return for th:e year ('l'vHhOtlt extensions,. Thus. an MSA eontribtltion 
for 1997 eou1d be Il'I~de OR· or before )Al3fi I 15, 1998 ~ . 



, 'i', 

.-" 

. : t_-,,~07/24/96 08:24' '6'202 622 9260 
~ 

J' 

I , -; 

, ," 

i 

NOTE RE ATTACHED DRAFTS 
. , 

1. N. B. : IRS may not· be able: to get ready to ,administer MS.l\s with 

al~97 "(as opposed to a 1~98~ effective date~ 


2. Th~attached draftmark~dI6:4~ p~"iefl~6~s ,a different: ' 

approach from ~hat the confe;~nce call' earlre~ today contemplated 

w~th respe2t ~o participantslwhb stopped co~tributirig(or 

receiving contributions) to their'MSA in a prior, year. (The 

attached a1 ternative draft marked 6: 5"0 PM reflects /. the conference 


, . I' " . • ',,' . .
call's approach.:) The 6:45 draft, w01..l1d take' a dlfferent approach 

by applying the cap to the ,larger. grpup,. (-i. e .. , -including those 

who stopped contributing) and w01.l1d likewise," 'g"randfather ,the same 


,lar~er groupaft~r theGapa~plie~.We'r~ guessing there ~re ~d~ 

" likely to' be ve'ry many of, these people, an'd that the ones that do 

"stop contributing ,are not, sollikefy to resume ';contribut,ing in: , 


later years that it 's worth I'the trouble of excludin'g them' from' "' 

the grandfather ~ns€ead of. taking the "simpler course ~finclbding 

them. 
 i 

. ,." I , , , 
,3. Apartfro~,the difference described in point Z above, the two 

attached'drafts,are {dentical, ~nd both are redlin~d against the

JeT draft.' ' ' ,'" " , I .'. . " , '", 


. : i 

. " 4., The attached. drafts 'would replac:e the Octo,b'er 1 IRS notice 

deadi.ine ~ith a December 1 deadlirie ~- notdiscus~ed,inthe 
conference call. This" would. reduce ,the gaming opportunity for 

, ' those who will kno~ aboutt~ecutoff"eff~ctiveDecernbe~ '31 ~~nd 
~will ,6ther~ise 'haye th~ee:~6nths instead of one month in ~hichto 

" • • • I' - t' - _ 'J' jset up MSAs (potent~ally w~th nom~nal amounts of contr~but~ons) 
dur,ingthat gap period in'order to get graridfathered. Thiswoul.d 

, '" I • ..,
alsO, r~spohd to IRS concerns th~t they may need about four months . 
--per~~P~:Sl ightly les~---ito c~unt . 

.5. 'See footnote 3 'r'~' the' per'centagereductions of 'the cap for,
• • I _. . It' J

early years --' lntendedto preserve our ab~llty tod~scuss the 
"p,erCentage amoun:ts. with', them without ,actually rejecting their 

suggestions.. . , .. ' . i ,. , 
, 

:6.The~~~ft~ drop the quar~erlyrepoiting nbtion andiristead 

would add:a third August' 1 'r:eport (in 199~). 


Please'call withco~inEmts'/qlu'estion~; , 
. , " 

i, 

" I , 
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DRAFT 7/23/96,6:45 PM 

. Proposed Operation ofa Cap on the Number of Taxpayers 
to Utilize Medical! Savings Accoun.ts ("MSA'SH) " . 

., f 
I 

A. Cap on Nillnber of Taxpayers Utilizing MSAs 

~nder ~he MSA comprom'ise pLposal, only self-employed individuals and those 
indi~idual<~,~?,~~i,~~,ef?r.;I~ploye~s with 50: or fewer ell1~l~yees wh~ ~1re covered under employer
provIded .9~~~;i8'~~:\1~n~}!t::health l11S11ranCe would be eligIble to ut1lize MSAs. 

, I 

.. :.::,,,::::;:":r,~,~ number o.f t.axpayers benet1ti;ng ann~~al1,Y from a ~ISA deduction ftQ}n::::,tn~:i;:~i$,,~ 
P,t9:X~$,;t,8n~ would be I11111 ted to a threshol9 level (l.e., generally X number of taxpayers). ~ 
limitatioFI would not ap'ply to tflXPEtYCFS who were not eoverecl tmclcr a health insurance piElA for 
the six month pe:i~d elidiflg ,on lh,e date o;n 'Nhiel~rage under a high deductible health plafl 
commences. If It lS detenmned 1I1 a. veal" that the threshold level has been exceeded, no new 
MSA participaim would be permitted" in ithe succeeding year:;~~f~f::j:~~~::;;%gF~~Ifi~~i£; and only 

. taxpayers Wild make a deductible MSA contribution for t1'lc ye.:'lr (or who Ill,ade a deductible 

, MSA contribution for aily preceding tax' year) or wlip weic f}"f'c\Ciously uf'iin~tlfed would be 


;~i~iiW:,i' deduction in th~ succeeding tax year, 111!,\I:lll!ilfi1_~l!£ 


For the 1997 tax year, t,~xpayers would be permitted \0' establish MSAs provided that 
they are in theqllalifying group' of self-employed individuals. or employees working for 

.~ with 50 or fewer einPloyettm\~~jmfl4!lrmll~~iW.i~.~~ljlf!l! 

B. ," 'Administr~tion of Cap on Taxp~Yiers Utilizing MSAs . 

, 1: . Rules for +9~ J\]r~t!m"'t~B§.11tmg 

On or before August 1 \ : 19~7, htrustee or custodian of an MSA (e.g., insurance 
company or tinancial institution) \vDtlJd llired,to to the Internal Revenue Service 
(HIRS ") ."'::" ""«'. ,':::':/: ' 

. I [To, the extent'MSA contributions re iilade by an el11pJoyer directly to an MSA on behalf 
of an employee, the employee 'vI/QuId hal to include the amount ofthe contribution in taxable 
in'come, hut would be elaitied to an eqllivalent MSA deduction. The employer contribution 
ii~xc!Udab'e from wages for em~loyment tax purposes.] ~,!!q:f!!t~~Iii1!:~i!X!illt~~~ 

http:Accoun.ts
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DRAFT 

COST1l~T1~TES FOil MEDICAL S~VINGS ACCOlWr~~A)DEMOm1RATIO~. 

l' 

\ ' 

,GENERAL ASSUMPTIONS AND COMMENTS". ' 

o The sourc~ (If fun'dsfor this dem~nstr~tion' iJ a major conc~rn. "As there is no, direct impact on 'HCFA' s 
, beneficiaries. funding for this ~roonstratioqshould not be linked to the Medicare Trust funds. Although 
HCFA receives an appropriation, the source'of OUI appropr.i~~d funds is, the Trost Funds. One " 
alternative is for the funds for this demonstration'to be provided to the Treasury Department, as' they ,are 

. a partner with HHS onche project, and' then ,provided to HCFA throu~ an interagency transfer. ' 
Another altemativemight be to bill general tevenues as oCcurs with tht;: Medicaid program. .. 

We al~o point out,th~t the language in the Jaft legislation~ $20,000,000 is ~authorized to ~e 
appropriated." does ,not actually result in mcmeybeing available to HCFA. This only an authorization; 

the money .n~e: to beappropriated. ," ,'I ',' .." :'/ . " " '".',' ' 
o 	 We have diVided the. work that would have to be perfonned to ,conduct thlS demonstration Into two, , 

categories: implementation activities rul(t~valuation activities. "These activities could be separated into 
several different,contracts (e.g~, one cQntrac;t could perform the demonstration design a~9- evaluation 
tasks, while another carries oui ,the imple~ntatio'!l activities) or consolidated'into a single contract. '. ' 
Using 'more t.h:in one contractor will cause cOordination difficulties but Will avoid the apparent conflict of ' 
interest of having "the demonstratioQimple~nter evaluate the project's outcQme... We a~sume ill"'t the 
costs would be similar regardless of the act~,contracting strategy adopted by, the Government. 

. 	 " , j -, '. ' '", 

Our cost eStimates assume that 100,000 'small businesses will panidpate in the project and and that one " 
million individuals will enroll in Catastrophic Health Ins~ance (CHI) plans arid establish MSAs. .,' 

We 'assume ~t the Contra~or will needto !verify fuatthe'bUsineSses~hich agree to panic;ipate ~t 
certain qualifi~ationsw~.g., fewer than 50 e~ployees--b!;ifore employees c;m begin to enroll in CHIs. 
(The alternative is to requJre insurerS, to obtain signed assurances from businesseS wpenthey sign up:) 
We assume that the Insurers will be required t,o supply the Contractor with baseline inforinatio~ ~bout the 

, participating employers. Otherwise, the Cdntractor"wHl need to contact th¢se businesses to collect " 
baseline information. If the Coinractor neetls to collect baseline, data directly,' iUs likely that costs will 

, , increase by $2 - $5 million dollars:,' " I ' 'S . 
'. 	 '. . ", ',I· .', " ..'. ,,'1 

o Our"tota!cost estimate for the MSA is $,37;687,500 ($13,300,000 for implementation 'activities and' 
. 	$24,387,500 for eva!ijation activities). The :cost per enrollee (using Ouf assumption of one million " 

enrollees) is $37.69, However, the demonstration costs are affected most by the assumption about.sample 
sizes required for the evaluation, and the c6sts,ofthe surveysreq\lired to gamer information from these 
samples. ~xpanding or reducing the iium~ of enrollees 'in the demonstration will have less impact on ' 
the tOJ:al costs than changes in eValuation:sabple sizes. We believe that the sample si~es used in our ' 
estimates are the minimal needed to provide reasonable estimates of the imp-act of the 'demonstration. ' 

, ' ',,', , " ' ' , :.1 ' " : ,_ , ,," \' " '," ",' l 

o· 	 We have assumed that the Contractor(s) w~uld NOT receive records on, the em enrollees health , 
expenditures directly from ins~rers or frorq MSA holders (e.g.; banks or financial i9stitutions). It is not 
clear whether, this data would be available. i Instead, we have assumed that expenditure data will be 
colleCted only through the interview~ of sample groups. If this expenditure is available on all· CHI 
enrollees, collecting these records from inshrers or financial institUt~ons on all 1 million enrollees, and 
merging it into the evaluation contractor's ~ystenl and analy:ziilg the data. would increase demonstration 

< costs-·possibly by $10 million ot more. ' (l~ is posSible. but. not certain, that this increase would be offset 
in pan by cosrreductiomJ.in the interviews jrequited of enrollees.): ••. " 	 , 

. . 	 ",:/ . ':. . . 

',,. . 
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......ASSUl\WrIONSREQUIRED TASKS ESTIMATED 
~ 
<:»COSTS 

- ..... 
QO 

Implementation Activities . 	
.:.n 
<0 

-

.' $l5,OOOl.1 	 Initial planning meeting(s) with HeFA/HHS. Cj 
N 
o1.2 	 Establisb expert panels including representatives $35,000 N. 

from Federal agencies. insurers, States. small "'" Q .....businesseS. 
-I 
c.;

We assume 3-5 meetings to discuss the project with representatives of1.3 	 Conduct meetings with Treasury. HHS, iosurers, $150,000 N .....
8:.10 insurers and 20-30 States. Each meeting will be I day inStates. etc. to discllss demonstration plans. and obtain -comments, feedback. . length. 

-

1.4 . DeveJop research design (including number of We assume that this task will require gatliering-and-basic-analysis-of- I~ --$300:;000
existing data e.g.• on the number. location. and cbaracterillotics ofStates), sampling strategy, i~plementation plan. etc. 

, , small businesses, insurance policy characteristics and State 
require:ments, etc., in orderto develop a research design. 

. ,.1.5 	 Design and test data systems and instruments and. 

E5 
!J) 

.;... 
!J)$2,000.000 
~ prepare operational processes for the demOn.c;tration 

. (includes pretests, finallests. OMB Clearances, 
coordination with Statclnsurancc agencies. 
Tre.asuryIIRS, insurers,: MSA.keepers..:.:ciearance 
process, approval processes for firms, insurance' 
packages) 

- --. 

1.6 	 . Disseminate il\formation·on demonstration to 
insurers, small husinesses. 

1.7 	 Contractor refines the data systems aodoperating 
processes developed during the design pbase as 
needed to implement the operational phase of the 
demonstration. 

--.... 	 ..... -_..... ,- ~~-

. " =:"

'1:l 

, -

.~ 

l 
l

1 
l:...o 

$IQO,Ooo -~ , .. Z 
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$100,000 
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I

R.EQUIRED TASKS ASSUMYrIONS ESTIMATED 0, 

COSTS <I: 
(l 

.
I

1.8 Businesses agree to panicipate and offer CHlfMSA 
plaits to their employees. Insurers. reporr information 

We assume that the Contractor will need to verify that new businesses 
that agree to participate meet qualiiications--e.g., fewer than 50 

$600.000. 
<:l: .. 
c 
c 

on these busint:sses/employers to the Contractor. employees-before employees can begin to enroll and that the 
either directly or through States. The Contractor .' insurers will be supply the Contractor with baseline information 

-~ verities that the employer meets required 
qualifications. notifies insurer/State of approval. and 

about the participating employers. Otherwise, the Contractor will 
need to contact these businesses to collect baseline information. If 

N 
0 
t·", 

f-stablishes a baseline record on each qualified 
employer. 

the Contractor needs to collect baseline data directly, the cost of this 
task could increase by $2 - $5 mimol~ ddllars. 

"'" 0 .... 
-I 
~ 

Based on experiences with the Choices demonstratlOn and the Health 
N .... 

Status Registry, we estimate cost of $6 to establish each baseline 
- -reeord-on-a,new-employer: 

- -
100,000 businesses/records X $6 = 

ra 
1.9 

.. 

Employees voluntarily enroll in CHIs and establish 
MSAs. Insurer~ J:Cpon new employee enrollments.to 
the Contractor (through States if States so elect)-~the 
reports include baseline information on each 

Based on experiences with the Choices demonstration and the Health 
Status Registry. we estimate cost of $6 to establish each baseline 
record on a new enrollee. 

- $6,000,000 
(,f) 

>
U) 

"Q 
tr:l 
~ 
1:1::: 
"Q 

enrollee. The Contractor verifies that enrollees are 1.000,000 enrollees/records X $6 = 
with participating businesses and that c:~ps have not 
been exceeded, provides an account number. 
establishes a record on each new enrollee and also on 

4 
"
"

each new participating employer. c.., 
~ 
z ..... 
z 
;n 
U) 

J§I 
o· 
o .... 
',
o 
o 
00 
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REQUIRED TASKS 

- " 

2.0 	 Insurers notify Contractor of disenrollments or other " 
changes and Contractors enters this information into 
its system. 

',' 

- . 

2.1 	 The Contractor edits and deans the ~ti, contacts the 
insurers or empliJyernoresolve-rnissing-pr 
inconsistent data, maintains the data bases, and 
provides data to the' Evaluation C;ontractor. 

2:2 	 Prepare Reports: Both furmaJ 
(monthly/quarterly/annual reports for difterent 
purposes and audiences)~-track:ing progress toward" 
caps and reponing level of activity-and more ad boc 
reporting fur those wbo ask for operational statistics. 

Total Implementation Costs = 
---_..... - ---.... - 

ASSUM,PTIONS 

We assume that 50 %of enrollees will disenroIl during the 
demonstration (including participating firms going out of businesses, 
etc.). We estimate that the 'transaction costs of processing 
diseorollmeots wiU be half that to establish the original records. _ 

We assume that there is no replacement of disenrollees (Le., there 
will be a total of one million individuals wbo eoroH over the tife of 
the demonstration.) 

:500,000 disenrollments X $3 = 

$400.00 per year X 5 years = 

-, 

~$100,000 per year X 5 years == 

, 

-

"ESTIMATED 
COSTS 

$1,500.000 

, 

, 

$2.000,000 

'$500,000 

$13,300.000 

o 
-I 

'" ..... 
00 -, 
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<» 
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-:0 

-0 
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ASSUMPTIONSREQUIRED TASKS 

~ 

Evruul!tio.!! Acti!.iti~ 

. 	 . 
3.1 	 Draw samples of parlicipating small firms. 

A sample of 1,500 businesses will receive a baseline interview and : 

one later follow-up phone interview. We estimate that the net cost of 
the 1.500 completed interviews (assuming we will need to 
oversample initially to aHow for withdrawals and refusals) will be 
$400 for initial interviews and $200 for foUow-up interviews.

3.2 	 Carry out interviews of the sroatl firm sample. 

1.500 X $600 

--3.3 Drawsample ofenrollees in small firms. 

3,000 enroBees/fai:niJies wilt receive 2 interviews per year for 4 3.3 	 Carry out interviews of small firm enroBee.o;. 
.years. 

Based on experience with MCBS, we estimate a cost of $250 per
- . 

interview. 

-
3.000 X 2 times per )~ear X 4 years X $250 :;: 

3.4 	 Draw matched comparison sample of small finns, ,--

35 Carry out surveys of firms in comparison group. 

, 

To achieve 1.500 completed interviews with Comparison group 
empfQyers,-with assume a cost $800 per completed interview due to 
difficulties in persuading them to participate, collect baseline data, 
possihly obtain lists of employees. (If we are nol able to identify 
comparison group employees through IRS or other agencies.) 

1,500 X $800 = 

3.6 	 Identify smaU firm employees for matched 
comparison group. 


... - ... -.--.. - ... ---... - -_.. _... - ..- ... _ ... __.. _... __._... -_.. - -_. L~. 	 --_.. _... - ... _ ... _.. - - - ... -- - ..- - --... -.--.. ---... -_.. --, ~ 

5 

ESTIMATED 
COSTS 

$25.000 

$900,000 

$25,000 

$6.000,000 

$50y OOO 

$l,200y OOO 

$50,000 
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ASSUMPTIONSREQUIRED TASKS ESTIMATED 
<0COSTS Q) 

..... 
3.8 , ' Draw. sample of 1,500 self-employed individuals· $25,000 .... 

(.0 

t", .....Assume one baseline interview and one phone foHoN-UP interview in .3.9 ' Carry Qut interviews of self-employed individuals $3,525.000 
yearl at $600 per employer; 'I additional interview in year 1 at $250 

---~----~ -toconecl~employee~data;_2 imerviews p~ryear at $250 per 
.~.intervie.w during years 24. ,---.. 

ii3 
til 

;... 
til,4.0 Draw comparison sample of 1,500 self-employed $100,000 
~ individuals. , . ~ 

Assume 3,000 Comparison group employees will be interviewed 2 
comparison group. 

3.7 Carry out surveys of small firm employees in 
times per year for 2 years to at a cost of $275 per completed 
interview. We assume bigber Costs for the Compariron group due to 
more refusals. 

3,000 X 2 times per year X 4 years X $275 = 

4.1 Carry out interviews of self-employed comparison' Assume one baseline interview and one phone follow-up interview in 
group. year 1 at $800 per employer; 1 additional interview in year' 1 at $275 

to collect "employee" data; 2intervieW8 per year at $275 per: . '. 
inter:v!ewduring years 24. 

..... 
<0$6,600.000 
o ..... 

c:t 
No 
0, 
No 

0, "'" 

'"tI 

$tt.081,500 

<:.., 
to1$100,000 per year for 5 years. 3.8 Receive data from Implementation Contractor, $500,000 
~ merges files., maintain data bases. 

3.9 ' .Conduct analyses of data. $1.000,000 

3.10 Prepare an interim report of findings and a final· $200,000 
' .report. 

3.11 Conduct presentations of findings. $100.000-
Total Evaluation Costs = $24,387.500 

",. 

<:> 
0, 
00 
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MEDICARE COMPROMISE 

MEDICAL SAVINGS ACCOUNTS (HSAs) AND OTHER PLAN OPTIONS 

• 	 A 2-year national demonstration MSAprogram with 
enrollment capped a~ 3% of Medicare beneficiaries. A 
jointCongressionalil~residential Commission to study
and make recommendat10ns.as to whether option should be 
continued/expanded. Open enrollment; health screening
prohibited. 

• 	 4-year demonstration of private fee-for-service plans 
in 10 states. cur~llent-Iaw rules for balance billing; 
premiums for basic .Medicare benefit package cannot 
exceed actuarial ec;luivalent of Medicare deductible; 
coinsurance uniform for all beneficiaries .. Open 
enrollment; health Iscreening prohibited. . 

NO "PAILSAFE" OR nLOOJCB~CJC" CAPS ON FEE,..POR-SERVICE 

BALANCE BILLING 

.. No balance billing permitted for authorized services 
received out-of-plan. 

.. ' 	 Balance billing peJ,mitted for private fee-for
service demonstration (see above), but limited to 
current-law effective rate for fee-for-service. 

PREHI'OHS ABOVE MEDICARE CAPITATED })AYHENT 

• 	 Plans may charge up to their adjusted community rate 
for basic Medicareibenefits, but may not exceed 
Medicare payment amount. 

I 

• 	 No limits on premi~ms for supplemental benefits if 
full disclosure made. 

MEDIGAP PROTECTION 

• 	 Require Medigap pl~ns to accept all beneficiaries who 
elect coverage during annual open enrollment period to 

Iprotect those who 9hoose.one of the new managed care 
plans but then want to r ·turn to traditional fee-for
service Medicare. I 

• 	 Allow Medigap plans to charge higher premiums to those 
who elect Medigap after managed care plans, but plans 
would be required to charge the.same average premium
charged by that plim to beneficiaries with 
comparable demographics {e.g., age) • 

.. 

. " 
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'. Require initial ~ontacts with beneficiaries and 
' 

enrollment to bel conducted by third party (i.e., not by
health plans) for transition period. secretary would 
contract with third party to provide information about 
all plans in are~. 

• 	 After transition! period, plans could contact and e;nroll 
beneficiaries directly. Health screening prohibited. 

SAVINGS PROPO'SALS 

• 	 Proposal would charge higher-income beneficiaries a 

Part B premium ~p to 75%.of program costs, , 

beginning at modified adjusted gross incomes of 

$100,000 for singles (phasing up :to 75% at $125,000)

and $125,000 fo~ couples (phasing up to 75% at . 

$150,000). This proposal could be expected to save 

in the neighborhood of $10,billion over 7 years. 




MEDICAID COMPROMISE 


NEW 	GENERAL FLEXIBIUTY PROVISIONS FOR S'fATES, including: , I 
• 
 Eliminate federal waiver process f~r mandatory enrollment in managed care. 


Elim~ate federal waiver process ft home and community-based care options. ' • 
• Repeal the Boren Amendment. 


• Repeal the cost-based reimburSerrlent requirement for health centers/clinics. 


• Repeal requirements for federal JView of man~ged earecontracts exceeding $100,000. 

FINANCING 

• 	 Accept and work off the NGA :fi.riancing formula to achieve CBO scorable savings, 
(which has no cap and ensures tMt federal support increases with enrollment), but 
retain,current law with ,regard to ~tate matching and provider tax rules. 

EUGmIUTY 

• Accept NGA definition of eligibility with the exception of two modifications to the 
I 

kids and disability definitions. [ 	 . 

Retain current law that phases in kids ages 13...;..18, but repeal requirement that 
makes it impossiblf for strtes to "roll-back" optional coverage of kids and 
pregnant women to the mandatory poverty/coverage levels. 

Retain federal disability dLignation, authority, but restrict it' to the definition 
I 

, agreed to in the' welfare bill, (which excludes alcoholics, chemical and 
substance abusers, and so¥te definitions of SSI kids from mandatory coverage). 

Empower states to use any Medi~id savings ~o provide coverage of anyone under 150 • 
percent of poverty WITIiOUT any federal waIver. 	 . " . 



BENEFITS 

• 	 Accept the NGA benefits definitiori, but retain appropriate federal standards to ensure 
that the benefits are meaningful. 

Retain current law's flexibility in defining benefits' "amount, duration, and 
scope" as long as it is "reasbn;lble to achieve its purpose," is available 
statewide, and meets the cuhent law's comparability requirements. 

, 	 I 
Authorize the Secretary to narrow the definition of "treatment" that states must 

, provide for children under the EPSDT benefit. 

• Allow states to require nominal co~ayments for Medicaid HMO coverage. 

I 
ENFORCEMENT 

I 
• 	 Accept NGA proposal to repeal the Boren amendment and all other provider right of 

action suits. I . " ' 
• 	 ACcept NGA proposal that require~ all state administrative appeals to be exhausted 

prior to any court appeal on eligibility or benefits disputes. 
. 	 . I' .' 

• 	 Preserve individual federal right of action (through the federal courts) for benefit and 
eligibility disputes. 

STRucruRFJSECOND TIER ISSUES 

• Repeal outdated managed care quality standards, i.e., the privatelpublic-75125 
enrollment rule, and substitute out~mes oriented quality rules. . 

• Retain federal nursing borne stanJrds and enforcement, but eliminate duplicative 
nursing home resident reviews and allow for nurse-aide training to take place in rural 
nursing homes. 

• 	 Retain current federal family financial protections, like spousal impoverishment and 
protections against liens on family, property. 


• Preserve current law protections by drafting reforms off of Title XIX. 




. " 1elfare Reform ',' 

Assuming as the base the Governors' most recent proposals in March to change HR4, the following 
modifications are needed: I,' 

AIDC. WORK. & CBUID CARE 
State Funding/Maintenance of Effort (MOE) 

Overall MOE -- Raise level from 75% tal at least 80%; higher for States not meeting work 
requirements I . . 

, Transferability -- Transfers to child care rnlY; no transfers to Social Services Block Grant 

Contingency Fund -- Allow further expansion during recessions 
. I . 

Equal ProtectionS - Stronger language for fair and equitable treatment and State 
accountability; mandatory vouchers for children after the five year time limit is reached 

Medicaid _. Coverage for welfare families ~ing current AFDC eligibility standards; coverage for those 
who reach the time limits . 

Child Care _. Health, safety, ~d quality sJdardS 

Displacement _. Provisions for workfare not Ito displace jobs 

FOOD STAMPS 
Optional Block Grant •• Drop any block 8f'?llt version from bill and fix provisions that weaken federal 

standards , ' 

TIme LimitslWork Requirements on 18-S~s •• States must offer work or training slot before 
terminating benefits. Lengthen time limit from four months to six. months 

CIDLD NUIRITION I 

Block Grant .- Consistent w~th the NGA's rhost recent draft, no block grants 


imnGRANTS . " I ' . " 

Deeming •• Until citizenship for SSI, AFDC~ Medicaid, and Food Stamps, exempt the disabled, and 


vetenms, no exemption for over 75 

Bans - Drop Food Stamps and SSI bans 

Schoo' Lunches and'Discretionary Programs - Exempt from verification and deeming requirements 
I ' '. 

~Age Increase •• Drop provision to tie a~e of eligibility for SSI elderly to the "normal" social 
security retirement age' I ' , . 

State Supplements -- Drop repeal ofState ~upplement maintenance ofeffort requirements 

em,» PROTECTION 

Block Grant - Drop any version from bill 

, " 
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Concerns with Medical Savings Accounts (MSAs) 
and with the Specific P~oposal Pa.~sed by the House 

Summary 

• 	
I 

Medical Savings Accounts (MSAs) have grear potential to have detrimental effects on th'e 
health insurance markett are unlikely Ito achieve the goals. of proponents, have significant 
potential to be expensive, and are inconsistent with the de."jre to simplify the laX code. 
By encouraging healthy individuals Ito leave traditional insurance pools, MSAs could 
penalize individuals who are Ie&... healthy as well as individuals who cannot risk or afford . 

.. , the MSA option by raising their bJa1th insurance premiums. There is no objective 
evidence th~t MSAs would be su~l in either expanding coverage or significantly 
containing costs. In addition, as cuqently structured, MSAs have no requirements. that 
assure that the limited. catastrophic insurance coverage they would provide is 
meaningful. ¥oreover, their large deductible. would undermine the desirable utili2:ation 
ofpotentialfi cost-effective preventi~e health care. And, while'the Joint Committee ot) 
Taxation (JCI) estimates that MSA~ would lose $1.8 billion ill revenue over six years 
(1997-2002), the toss would be mu6h more if participation is more in line with what 
proponents claim it will be. Fina11yJ because MSAs would complicate the tax code and 
create new administrative burdens, they are wholly inconsistent with the current desire 
for tax simplification. 

• 	 MUll" Belectitl.a. By providing la tax incentive for the purchase of catastrOphic 
:irtsurance~ as opposed to traditional coverage, MSAs would further encourage healthy 
individuals to leave the traditional insurance risk pool. The remaining' participants in the 
pool would tend to be sicker than avtnge, and the premiums for those employees would 
escalate. This segregation of the m6re healthy from the less healthy - with a tax break 

j 	 • 

for the healthier -- would not promote sound health policy. Those most in need of 
coverage would have the least acces's to it .' . . . . 

-- tess healthy indiVidU~ could end up paying more. As a consequence,. 
some could lose tnsurce coverage. . 

The absenoe of an effective workable risk adjustment mechanism' makes 
it more likely that th~e will be serious adverse selection problems. 

• 	 Jndjyiduals could fAme th~ S)!stj. While catastrophic coverage could potentially 

encournge cost containment by fequiring higher deductibles, individuals could esta\?lish 

an MSA during their young!h~~thY years, and drop their hiBh"deductible coverage -

switching to a more tradition~lpIan r- during their high-cost years. AfU:r doing so, they 

could still keep their MSA ahd' continue earning tax-free build-up to pay for additional 

health benefits, long-term ~, ortetirement on' a tax-preferred basis . 


• 
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. Allowing indiVj~ualS l2~Witvh plans enables individuals to game the 
I 	 ..sy.stem 	 ! .. 

AUQwu:.g indiVidualS ~ keep their MSA accounts when '!hey opt back into 
a cOMprehensive plan rewards gaming. 

• 	 MSA, arA unUstttdiJ. . MSAs could have substantial llegative effects on the health 
.insurance market and on in~viduais, especially tho~ with poor health. 

MSAs as defmed in the proposal are untested ~d objective researchers 
(~.g. the American Ac8.demy of Actuaries) are concerned about potential 
effects. Data from existing MSA plans has not been' made .avaiJable for 
teView•. 

Reports that existing MBA pl~ reduce costs for some f:mployers, even 
if verified. would notj necessarily imply that tax incentives for· MSAs 
would teduce overall ~ealth care costs .. For ,example. an employer that 
currently offers an ~A may be reducing its own costs by shifting costs 

. to another employer tIult provides health insurance to the worker's spouse. 
I· . 	 .. 

• 	 "Tq benefit for the bM1thy tuUl wealthy. MSAs wouLd. enable more individuals to pay 
out-of-poc~t medical expenses on ~ ~-preferred basis. MSAs . would also permit 
individuals with low medic:al expeDsQs or substantial flnancial resources to save $2,000 
a year (or $4,000 for a family) on a tax-free basis. 

There am no inco~e limits in the proposal. Tax benefits would be much 
greater for high-incorbe participants than for low-incclme· groups for 
several reasons. Withirt any age group. high-income indhriduals are mote 
likely to participate thari low-income individuals~ High-inc.ome individuals 
tand to save more dum low-income individuals. Finally. high-income 

.. individuals are in higher income tax brackets than tow·inC()me individuals. 

i 
Individuals who wlsbed to maximize tax-favored savings would be free to 
pay their medical ~ses out of their other funds. and essentially let the 
MSA serve 8B an additiorml IRA without income limits. Healthy 
individuals may receive windfalls at the expense of less healthy individuals 

. to finance tbese additi~al savings accounts. . 

For healthy individuals, assets in MSA accounts could accumulate to 
substantial sums. Thesb amounts could well exceed amounts ne.cessary fOT 
health care. 

, 

Because the MSA balance would not be included in the taxable estate, 
individuals could use ¥SAs to avoid estate taxes when they die.. 

• 
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, i 	 ,. 

The 10 percent penaItyjon nonmedical withdrawals from MSAs would not 
b,e high enough to, ~pture MSA tax preferences in marly cases. 

Allowing penalty-free!\ nonmedical withdrawals at age 59 1/2 could 
enCourage individuals to .spend thei~MSA sav~ngs on non-h~th-<;iU'e 
consumer goods whenthetr health expenses are likely to 'be groWIng and 

, , they are not yet eligible for Medicare (at age 65). 

• 	 Spdal Security dn4 Medicare tcJ:.J'q.l, Employers that currently do not provide' health 
insurance could provide extremely mitlimal health inSurance. and establish ¥SAs for their 
employees. As a result. employersl and employees could avoid Social Security and 
Medicare taxes on employer. contributions altog~thet. , ' 

Although oontrlbutiorts to 401(k) rctiJement accounf.! receive' tax 
preferences for incom~ tax purposes, these contributions are included in 
taxable wages fur S~ Security and Medicare PUIpOseS. , 
, 	 , I' ,', ,

, MSAs co\lld reduce Ithe Social Security and Medicare wage base, .. 
especially for low-lncotne workers. 

,. ,Un4BriniMs health insurance pmtebn and prermtt",' care. The proposal could 
reduce the amount of health insurance prOtectio~ for individuals, as well as the 

effectiveness of their care. '1 ' ...,. '., , ' ' 

Wi~hout out--of-pocket i limits and a specified set of b!!nefits for the' 
catastrophic coverage, I individuals may not have meaningful insurance 
protection. These indi'1duals may not be able to pay their :health expenses 
in the event of a maj~r illness~ leaving. hospitals, Medicaid and other 
individuals at risk for paying the bill. . ' , ' 

Because employers arelUkclY to contribute ies~ than the increase in the 
I 	 , • .' • 

'deductible, employees jM'uld be at nsk for larger out--of-pocket costs In 

MSAs compared ,tocUJTent plans. According to the American Academy 
of Actuaries, the amourit of out-of-pocket exposure can be higb, especially 
ifemployees are given :ehoice. " 

.. MSAs may diSCOUragel ~ffective preventive' care. The high deductible 
coverage associated with MSAs may lead to delayed care and under
utilization of routine arid preventive health care servioos. 
, 	 I ' 

• 	 Un.tlermines targeted health mendint Under the proposal, individuals would be free 
to withdraw MSA funds tax-free to Ray for less criticaJ health care items that are, not . 
covered by their catastrophic insuran~. ' ..' 

MSAs 	would discourage cost containment by enabling more employees, 
self-employed individufUS and others to pay for these types of out-of

• 
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pocket expenses with tax-preferred dollars.' As a result, MSAs favorrugh
deductible plans over ~ow-deductible plans in these circumstances. 

Using MSA funds ior~ess critical care would deplete ,the funds set aside 
for health care. If individusls later experienced'more Serious health c::are 
problems, they wouldllcick funds to pay the high deductible for more 
critical care. . 

'. . 
Although MSA funds qould not~ used to pay for catastrophic premiums 
on a tax-preferred basist MSA funds could. be used on a taX-preferred 
basis to pay for long-term. care insurance' premiums. As a result, 
premiums receive unequal treatment even though a policy goal of Ute bill 
is to treat long-term eire in an ~ual m~ner to medical (".are. 

• 	 fJAestionable Nlea..tJ." mit (!o#tm,,';'ent. Although a high deductible could potentially 
encourage cOnsumers to be more cOst conscious, high deductibles . and' MSAs could 

. increase costs in other ways. I ' . 
, 	 i 

MSAs divert partiei~on fromm'anagedcare. Capitated plans and other 
managed carearrangements hold the promise ofcoordinated, quality-tested 
c;are and cost emcienc~ not provided through MSAs. ' .. . I " , '. : ' 

A.Uowmg MSAfunds 4l be used on'atai-preferr~ basis ti) eoveJ:' medical 
~penses of famUy mefuberl. who are not coverod by the high-deductible' 
plan and who could ~ co~ered by a low-deductible plan, reduces CQ$ 
collBCiousness and oould l'C&ult in increased medical expenSes for these . 
iridividuab. I' 

Anowing the MS~ owner to be covered by other ~ialized coverage 
plans that are not subj~' to the high deductible would reduce the effect 
of a high deductible ort cost con1.ainment. ' '. . 

• 	 l~cotuistent with tax rimplificgtion.1 djlfLCult to admi.nist~"l 'MSAs would constitute 
a major step ~ from tax simplifiClfti~. The addition of this new arrangement under 
tlle tax. code would· add complexity fOr '~payer3 and the IRS. and could lead to a risk 
of significant noncomPliance.:. 1 

• 	 14tonsiKteat with Ike thrUst dike !till. MSAs are inconsistent with the basic policy of 
. the larger bill. which is direcfJMl tow8ni broadening. risk .pools~ . 

. '.1 "" . .. i '.,,' 
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