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option for 97.7% of the naf
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tion's clderly. Additionally, 4.8 million persons with

The government, not employer’s, would make contributions to Medicare
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population who do not wor
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Medicare MSA plans use

MSAs are designed primarily for an older
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a high deductible catastrophic health plan in

conjunction with the MSA. This is the same as the MSA plan for the non-
Medicare population. Medicare MSA plans require the individual to pay first

dollar coverage for health
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The ﬁnancial’ incentives to reduce utilization under MSAs may not affect

the Medicare population.

While first dollar coverage may encourage healthier

“individuals to use fewer medical services, but in the Medicare population,

which is generally in need
use medical services becau
population uses more medi

of more medical care, the enrollee is more likely to
se of their age or disability. The Medicare
cal services than the non-Medicare population, and

therefore, they would be 11]alble for costs sooner than those not covered under

Medicare.
!

Enrollees Medicare MSAs may be among the healthiest and wealthiest of
all Medicare benefi clarles They will also have little or no risk aversion,
meaning that they are morg: willing to risk getting sick and needmg 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
plan, rather than a traditional fee— for-service (FFS) plan.

There are many arguments in favor of Medlcare,MSAs. Medicare MSAs
would give beneficiaries another option instead of the traditional fee—for-
service (FFS) health plan or managed care (HMO) health plan. According to

some proponents of Medic
will either remain constant

are MSAs, Medicare costs would not increase; costs
or decrease, depending on whether favorable or

adverse selection is expcncnced If MSAs experience favorable selection, the

healthier beneficiaries wou

1d enroll in MSAs, and the less healthy would

remain in the traditional plans Conversely, if those people that enroll in
MSAs are less healthy than those that remain in the traditional plans, MSAs

experience adverse selection.




There are many arguments against expanding Medicare choice to include -
MSAs. The Medicare population tends to be sicker than the rest of the
population, which makes Mcdlcare MSAs more risky. It will also involve
‘direct government outlays ’to 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 legitimate medical expenses. Also, as the risk
aversion level increases axfd the person gets older and sicker, it is less and less.
beneficial for any Medxcare beneficiary to enroll in an MSA. Additionally, it
is the least costly (to the government) Medicare beneficiary that would choose
an MSA plan, thus exacerbatmg the problem by taking them out of the
traditional FFS pool, and thcreby creatlng a situation where the most healthy
Medicare beneficiaries would receive a higher payment on their behalf , and
the less healthy a lower payment. If a large number of people enroll in the
MSA plan then the problem will magnify, leaving those most in need with
higher co-payments and deductlbles for the traditional FFS care.

There are several ways to reduce the risks of introducing MSA plans to
the Medicare populatlon Limit the areas in which they will be introduced.
Phase-in MSAs to ensure |that selection is always under control. Limit
disenrollment from the MSA 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. Lu}mt the types of Medicare beneficiaries that could
enroll in the MSA plan. Reduce the reimbursement rate for younger, healthier
enrollees and increase it asffthcy become older and less healthy.
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* Medical Savmgs Account Evaluation g

Summary Description th!e there h(as been mgmﬁcant debate on the merits of
Medical Savings Accounts, there is wrtually no empirical evidence to help inform this
debate. This evaluation of the smaill group and self-employed markets is intended to '
provide nationally representative data on employer and employee behavior, insurance
costs and coverage. In addition, data would be generated that would help policy
makers anticipate the effect of MSAs on tax revenues, health care costs and health
care utilization. , , ' - . V : )

To estimate the effects af tax- favorejd MSAs coupied ‘with catastroph;c hea Ith care
coverage in the small group and self—employed market, a fixed number of MSAs would |
be authorized nationally. A sample of firms would be drawn from those ehgable to offer
MSA- appmpnate catastrophic coverage and comparison firms to yield ‘nationally -
representatuve information for firms and employees. |mpacts on. employer behavior
‘would be estimated by 1) comparmg the characteristics of MSA-eligible and control
group firms, and 2) analyzing co’verage and contribution decisions ' made by
participating firms before and after- they choose to offer MSAs. |mpacts on employees
would be estimated by comparing a §ub—samp!e of employees in firms eligible to offer
an MSA option with & sub- -sample of employees in: controi group firms. Followmg is a
: bnef outline of the research des;gn ’ «

s

Key Research Questions The study will focus on th‘e.f‘ollbwing“ reseérch top‘ics:

0 Howdo emﬂioyersmsncmm
- How many and what types of empioyers offer MSAs?
- How do MSAS affact the array of insurance options avallab!e to
: employees , as well as and contnbutnon leveis? '
o] Which em ee te < :
- Do MSAs dnsproportsonately attract par‘tacu!ar employees (e g those wrth
' higher/lower income or those in good vs. poor health)?
- How muen do emp!oyees typ!cany contribute to their MSA accounts, and
how does this affect utilization? o

ng would the market be gffeg;ed,

- Which insurers market MSA-linked catastrophac coverage, and what ‘

: level(s) of cost sharmg do they promote?

- How would MSAs affect the supply and ¢ost of other insurance choices?

- How would health care costs be affected’ S

o ﬂ.wﬂmw :

- ... Based on employer and employee partsc:patmn and contnbu’uon rates,
~ what is the tax revenue effect of MSA legls!at:on?‘ '

©

!

o How are out-of-pocket costs affected? :
- How do MSAs affect enrollees’ out-of- pocket spandmg?
o

* Interaction befween Mgnaggd Care and MSAg: ' L

ov> JENNINGS . RI00z/005 .
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- To what extent do employers and emp!oyees opt to- combme MSAs wath_
‘ managed care products vs Fee- for»servrce pmducts? ' :

' |
0 ffect on_Utilization_and Healt S’ta ' ~
- How do MSAs affect health care utilization demsuors, including us of
pnmary and preventwe hea th services, and individual health status?

2. Stydy Structu;e S

o} Sample of Fir nationéliy represéntative sample of firms eligible to offer MSAs
and companson firms drawn to| match MSA-ehgzble firms from sample frame
used by Census Bureau. i
| I

o  Iot gl ca D g m,gmbg, of MSA accgunt To be determmed '

o Len g};b of Demonstration: 4 yes’:‘rs(UQB - ‘1/02)

0 'Rgg ri_Dajes: lntenm Report .January 2000, Final Report, not later than
‘ September 2002 I v , o

s} E equency of Qatg Q ggtieg annual

0 Admgms},[atwg Data S gg es: Vendor Reports
0 Suryey Data: Employers (MSA} eligibles and Compansons) Empioyeesi (MSA

!

selectors, MSA non-selectors, 1 and compansons)

l
3. .A'Administraﬁon l

0 The study would be admm:stered by DHHS through a contract w:th an

independent research orgamza‘gon An advisory committee would be selected

’  to advise the mdependent contractor on evaluation design issues. Members
would have expertise in the areas of health msurance health . economlcs, tax

‘polwy and research design. | : 5 - -
) . . f . ., ,‘ . ,‘. o

4., Methods

A.  Data Collection

o .

r
I .
o Data on employer behawor}( .- take-up rates, employer contributions),
mfurance premiums,-and the msurance options offered by the firm would be



‘ co!lected directly from the firm.
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1
Data on emptoyee behavior and demograph:cs would be collected from a survey

of, employess. Data on utilization of medical care and out-of-pocket costs would

" be co[lected from insurer cla:ms Idr:rta as. well as. the emp!oyee survey

Tax effects wouid be esttmated based on relevant mformation from the
ernp!oyer and employee survevsf - :

Length of nggns;z,a ion The Da;monstratlon would last four years and baseline
and annual follow -up data would be co!lected from both firms and mdnwduals

oy

. Estimated Qggx of Study $24n[4m1|hon (see a’ttached breakdown) o

l
r ’ M .. ¥
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" Rough Estimate qf MSA Evaluation costs

|

o 'Sma(l Employer Survey

Firms with MSAs
- Draw Sample of 1,500 ftrms
- Carry out interviews {(orie baseline mterwew

and one follow»up mterwew totalmg $600 per'employer} o

,-Comparsson Group
- Draw Sample of 1, SOO firms
.-~ Carry out interviews (one baseline mtervxew '

and one fo! ow-up interview totélmg $800 per employer),

2) Survey of Employees in Small Fl‘rms' e

: .Employees wnh MSAs ,
- Draw Sample of 3,000 mdswduals
- Carry out interviews (2 mterwews per year for
4 years, at $250 per interview - :
Comparison Group : o

- Draw Sample of 3,000 inleIdugls
- Carry out interviews (2 interviews per year for

4 years, at $275 per mtervnew)

3) Survey of Self-employed Indwnduals
- Draw sample of 1,500 self- employed individuals
- Carry out interviews {one baselgne interview
and one follow-up interview at $600 per employer;

1 additional interview in year ‘lfat $250 to collect * empfﬁiyee" data;

2 interview per year at $250 per interview dr..rmg v
years 2- 4)

Companson Group .
- Draw Sample of 1,500 firms |
- Carry out interviews {one baseline interview
and one follow-up interview at|$800 per employer

1 additional interview in year 1/at $275 to collect erﬁplovne" data,

2 interviews per year at $275 per mterwew durmg
years 2-4) ~

4) ' Pre‘pa‘re,,a‘nalyze and report ori data

Total Evaluation Costs

$' 25000
$ 900,000
$ . 50,000
$1,200,000
$ 25,000
46,000,000
¢ 50,000
$ 6,600,000
$ 25,000
$ 3,525,000
$ 100,000
$ 4,087,500
~'$ 1,800,000

- $24.387.500

@o05-/005



~ 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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FROM: Kéhneth ). Kies
Chief of Staff

DATE: August 2, 1996

RE: Treatment of Mcdicare Beneficiarics under MSAs

A qucstxon has ariscn as to whether mdmduals covercd by Medicare are eligible 1o have -
a medical savings account ("MSA") under the provisions of the conference agreement to HR,
3103 (the "Health Insurance Portab:hty and Adcountabnhty Act of 1996"). ‘

der the original House bill pmvision in order to

" be eligible to make contributions to an MSA n% a year, an individual must be covered under a
high deductible plan and no other health plan (other than certain types of plans that may provide
incidental health care coverage, such as credit/insurance). A high deductible pl&u must have an
annual deductible of at lcast $1,500 in the casc of single coverage and $3,000 in the case of

. famxly coverage. Thesc amounts are indexcd for inflation.

Under the conference agreement, as ur

Medicarc does ’not meet the definition|of a high deductible plan, so that any one with
Medicare coverage would not be entitled to make contributions to an MSA. This is the case
whether Medicare is the primary or secondary payor. In the lattcr case, although an individual
may have an-employer-sponsored high deductible plan, thc:y would also have Medicare
coverage, and thus would not be eligible to make MSA contributions because the high deductible
plan would not be the mdnv'duaj‘a only hzalth-plan covorage

An issuc has arisen as 10 whether Medxcare Cover agc js a heaith plan becausc the MSA~
© provisions do uot explicitly define the term hehlth plan The term is uscd clsewhere in the
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Internal Revenue Code; Code seciion 106 provides that gross income of an employcc does not
include employer-provided coverage under an accident or health plan and Code section 105
provides that amounts received under an accident or health plan for employees are excludable
from income. - The apphoahle regulations pmw;dc that a health plan is & plan which provides for
the payment of amounts in the cvent of sickness and that a health plan may either be ingiirance or -
not insurance.” Thus, the kcy in defining what! constitutes a hcalth plan is the nature of the

beneﬁta provndcd ‘ - .

.. Medicare clearly provides paymems 10/ individuals for mckncss and pmwdes the same ,
typc of benefits that are typically provided- um}ex plans treated as health plans under.Code -
scctions 104 and 105. Moreover, the Treasury Decpartment has explicitly rccOgmzed that
Medicare Part B provides health coverage, it- }llas ruled that payments under Part B arc
excludable from gross income under section 104, which provides that payments under health -
* insurance are excludable from gross income.? |Similatly, Part B premiums are deductible as.

premiums for medical msurancé under section213 of the Code. Thus, not only does Medicare .

" coverage constitute health coverage, but it also mcets the narrower dcﬁmtlon of "medical" care.

- Because Medrcare provides medical coverag,c it cl arly provndcs health coveragc whlch I8 more
encompassmg L ‘

‘Medicare coverage wauld thus precluqe an mdmdual from hdvmg, an MSA becau«:e: they
wou‘d be covered by a heaith plan that is not 4 high dcductlble health plan

! Treas. Reg. secs. Vi,lOS»S and'rl.l()()vl". B
? Rev. Rul: 70-341, 1970-1 CB 31 |

* The IRS has ruled that taxes paid for Medicare are not deductible under section 213
- because they are not premiums for insurance.| As noted dbove, a health plan need not be insured. -
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" Health Inéuﬁmce i’ortabllzty and Accountablhty Acg of 1996
- (H.R: 3103) - Confereuce Agreement |

- Title I — Improved Availability and Poﬂab’ili‘ty of Héalth Insurance Coverage

- This title addresses a number of mterrelated issues in- the group | health plan. and
individual insurance market. These include: limitations on preexisting condition
exclusions; portability of prior satisfactions of preexisting condition' exclusions;

- guaranteed renewability; prohibition Bn excluding individuals from coverage because of -
health status; and, guaranteed avajlabxhty of individual polxczes for certam previously

‘ msured mdmduais under gmUp health plans - : :

Title I addresses these i issues w1th respect to’ employer group health plans and health
insurance issuers offering groups health insurance. coverage The bill ensures the -
portability of health insurance -for individuals moving from one group health plan to
another by prohibiting group hedlth f)lans and issuers. of group coverage from imposing

+ @ preexisting condition exclusion that exceeds 12 months for conditions for which'
medical advice, diagnosis, or trcatment was reccxved or. rccommended wn:hm the
”prewous six.months. _ b \ - '
'Preexxstmg conditions. could not be apphed to newboms adoptcd children, or
pregnancy. A preexisting condition 111mmanon period would be reduced by the length

. of the aggregate period of any credlt?ble prior coverage. The bill assures that, once

covered, the condition will not be excluded from future coverage if the individual
meets the requirements of the bill. These provisions assure that individuals who have
the opportunity to move to new jobs will not have to face limitations. in their coverage
for preexisting medical conditionis that affect them or their families.

Tltle I also addresses the small group market, It provxdes for guaranteed availability of
coverage to employees in the small group market. Each issuer that offers coverage in
the small group market would have to make all héalth insurance policies available to
small employers and accept for enrollment every chglb}e individual within the same
employer. The bill also assures peopie in group health plans in both large and small
~employers that they cannot be excluded from coverage or: from renewmg thelr
' coverage based on the:zr health status : : o :

Title 1 would also ensure portabxhty of health insurance for ehgxble mdlvxduals movmg
from group to individual coverage. The goals of these provisions are to guarantee that

~ eligible individuals are able to obtain health insurance and to receive credit for their .
prior coverage toward the new coverage ] preex;stmg condition excluszon perlod This . -

i




s accomphshed by giving States ﬂexzblhty\ to achaeve the guarantcc of group to
* individual coverage through a varlety of means that may include health insurance
coverage pools or programs, mandatory group. conversion' policies, open em'ollment by .

|
one or more: health insurance 1ssuers, guarantecd 1ssue or any combmauon thereof

‘,If a State does not elect to 1mp1emeint its own avallablhty mechamsm or if the

Secretary has found that a State’s mechanism was not reasonably designed to meet the
avallablhty goals of the Act federal guaranteed avallablhty rcqulrernents would apply.

" Title IT ~ Preventmg Health Care Fraud and Abuse, Admmistratwe Stmpliﬂcatton
_’ Duplzcat:an and Coordinatwn of Medicare benej‘ts. -

Thzs title creates a Health Carc Fraud and Abusc Accoum Wimln the Federal Hospltal

‘Insurance Fund. -Monies derived from the newly coordinated health care anti-fraud and

abuse programs, civil monetary penalties, fines, forfeitures assessed in criminal and

- civil cases would be transferred intof the trust fund. Mandatory appropriations are also
.established for the Federal Bureau of Investigation. (FBI), Inspector General, and the
- Medicare Integrity Program to modefmze and strengthcn ‘Medicare’ s fraud and abuse
B 'actlwues S SR _ e A L .

~ The 6ther pr(}visioﬁs of Title 11 rélétle to health care fraud and abuse aﬁd include the

following: establish a national health; care fraud and abuse control program to
coordinate federal, state, and local law enforcement to combat fraud with respect to
health plans; establish a Medicare Integmy Program; requxre the Secretary to provide
beneficiaries With an explanation of each item or service for which payment was made
under Medicare; require the Secrctary to establish a program to encourage md1v1duals

" to'report suspected cases of fraud and abuse.in the Medicare program; extend cerain
criminal penalties for fraud and abuse violations under the Medicare and Mcdlcald

programs to similar violations in federal health care programs; require the Secretary to
issue written advisory opinions with réspect to activities subject to fraud and abuse

" sanctions for a period of four years; require the Inspector General to issue fraud alerts;

requxre the Secretary to exclude fmm Medicare and State health care programs for a
minimum of five years individuals and entities who have been convicted of felony
offenses relatmg to health care fraud' or controlled substances; provide an additional

\ exceptxon to the anti-kickback provisions for rlsk-shanng arrangenients; establish 4 -

criminal penalty for the fraudulent dlSposxtmn of assets in order to obtain Medicaid

 benefits; apply the provisions under the Medicare arid Medicaid programs which A
. provide for civil monetary penalties for specified fraud and abuse violations to similar

violations involving other Federal health care programs; clarify the level of intent

required for imposition of civil monetary penalties; establish an additional civil money
penalty for false cemﬁcanon for home health semces and revise crmnnal law with
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‘respe'ct to health ‘care fraud, theft ot embezzlemem false statemcnts obstructlon of
“criminal mvestlgatlons of health car. offenses, and money laundermg related 10’ health
: }care fraud ' % : :

_The main prowsmns of Txtle II related to admmxstratlve sxmphﬁcatxon would 1mprove

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

*  encouraging the development of a health mformatlon system through the establishment

of standatds and requirements for the electronic transmission of certain health care

~ information. The Secretary ‘is requlred to adopt appmpnate standards for financial and
administrative transactions and data elements ‘exchanged electronically. The Secretary o
is also required to submit recommendatlons on standards Wwith respect to the privacy of
individually identifiable health mformatxon If Congress fails to enact pnvacv - -

‘ 'legislauon, the Secretary is reqmred to develop standards

- Tltlc II also contams pmvxsmns on duphcatton and coordination of Medzcare-related
plans. These provisions would mcdlfy the anti-duplication provisions contained in' .~ . -
OBRA 1990. Anti-duplication prow‘stons ‘would 'specifially statc thar‘a policy which .
pays | benefits to or on behalf of an individual without regard to other health benefit
coverage wonld not be considered to duplicate any health benefits under Medicare, L
 Medicaid, or a health' insurance pohéy Policies offering only long-term care, nursmg o
. home care, home health care, or corﬁmumty based care, of.any combination thereof
would be al! owed to’ coordmate beneﬂts w1th Medlcare and not be conmdered
5 duphcatwe ' SR .

" Tite TH —~ Tax Reiated Health Provxswns

: 1Beg1rm1ng in 199/ Medxcal Savmgs Accounts (\dSAs) are avaxlablc to employees
. covered under an employer-sponsored’ high-deductible plan of a small employer and
~ self-employed individuals. Taxpayers (includinig the self-emp! oyed) are allowed to
make tax-deductible contributions thhm limits to an MSA if they satisfy various
‘requirements, including being covered by a high deductible health plan. The earmngs
~on amounts contributed to the MSA would be tax-free. The amounts could be
‘ wnhdrawn from the MSA tax and penalty free 1f used for specrﬁed medical purposes

' The maximum annual contnbutlon t}txat can be made to an MSA for a year is 65
percent of the deductible under the hlgh deductible plan in the case of individual
coverage and 75 percent of the deductlble in the case of famzly coverage. During the
four year pilot perlod 1997-2000, the number of taxpayers benefiting annually from an

: MSA conmbuuon is lzmxted tcv a tlu'eshold level (generally 750 000 mXpayers) '
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. Title TII increases the health insurance deductxon for se{f-cmpioyed md1v1duals fmm -
‘30% to 80% by the yeat 2006. thle 111 also prov1des for: a medical expense’ >
deduction for payment of qualified. long—term care insurance premiums and expenses; -

_ tax-free accelerated health benefits; and, tax-exempt status to certain State-established
‘high risk insurance pools; tax-exempt status to certain State-established organizations -
providing workers’ compcnsatton remsurance, certain State-established organizations to
be eligible for benefits as Blue Crasszlue Shield orgamzatlons, and penalty free IRS -
withdrawals for medlcal expenses that exceed 7.5 percent of the adjusted’ gross mcome'
and for health i msurance premiums for unempleyed 1nd1v1duals :

) }Tirle 1 V- Application and Enforce ment of G'raup Healtk Plan Requiremems

~ The Internal Rcvenue Code of 1986 is amendc:d for enforccmcnt purposes of group
7 health plans requzrements o

Title V-Revenue O_mets : o | o
These pravmons estabhsh new rules| for taxmg taxpayers who: (1) expatnate or (2)

own corporate owned life insurance, |as well as rcpealmg a specxal mterest allocatxon
rule Ac‘nacted as part of the 1986 Tax Reform Act
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MSA Participation Scenarios : © . 1, 100% - Uniform
Participation Limit; . 750,000
Enroliment Relative to Limit : ) . 100%
Total Enrollment if Na Cap: ) ) 750.0(0
Account Opening Cutaff: S at cap cutoff 100
Date of Cutoff if Cap Hit : halatr e d 100
Maximum sligibility for opening MSA: - ) . : - 120
End of Data Period 15t Year: ) C 06/3087 | 60
End of Data Period: C &/130/xXX 80
Percent of Nancontribittors fram Prewous Yaar (for all yeacs) 10% : ;
Within Year Sign-up Rate “Uniform -0 . ' o

Faster Participation ’ : —— . : . ;
T « : 1897 1968 1999 2000 |
hreshhold for 15t Year ’ R E o Rev) . T

ap for Other Years _ V o 600,0¢0 750,000 750,000

sumed Take-up Rates : . 70% 80'% C100% - 100%
Projection of Participation ) « , ' : L "
at End of Year if No Cap : 1 626,000 800,000 - 750,000 750,000
ount at 8 Months ‘ : : 262,500 : ‘

‘[Count end of first year o ' : © 525,000
Projected Count for 2nd Yr ' ' e
Nov 1 As Projected from Data: ‘ 578,750 ‘ -

- Est of 2nd Yr Actives from 1stYr . , 472,500 ' : .
— Count to 6/30/98 . 63,750
Projected Count for 3rd Yr R o
Nov 1 As Projected from Data:1 . ‘ 715,000
- Est. of 3rd Yr Actives from 2nd Yr o 540,000
- Count to 6/30/9% , ’ 105,000
Projected Count for 4th Yr ~
Nov 1 As Projected from Data:1 - _ ) o 737500
- Est, of 4th Yr Actives from 3rd Yr ' . . 675,000
~ Count to §/30/00 - : : ' a7s00) .
s Cap Hit? , No Na No ‘ :

e ... 450vs 263 B00vs. 57) 750vs 715
Notes on the ilustration of the cap.

In the first year:
[actuat enroliment in 8 menths] * (10 monﬁ\s!ﬁmnnﬂws) = prgjgéﬁon ﬁs of Nov 1
If Nag 1 projection exceeds 750,000, eap is tﬁggered.
The Nov 1 projection will exceed 750,000, If envoliments as of 6130 exceed the 450,000 freshhold.
750000 * (6 months/10 months) = 450,000 threshhold

in subsequent years:
[ .9 * active enroliments in previous year] + [(new enrallments in 6 months of current yézr} * (10 months/Emonths)] = projection as of Nov 1

If Nov 1 projection exceeds 750,000, cap s triggered.

- Preparad at the request of Devid Nexon.
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 MSA Participstion Scenarfos ) B 133% Unlform
Participation Limit; ' ‘ ; 10,000
Enroliment Relative to Limit: , : ‘ . . 133%
Totat Envoliment i Ne Cap! ‘ 1. 300 000
Agcount Opening Cuteff. ‘ : t cap gutoff 100
Date of Cutoff if Cap Hit: , i 11006 100
Maximum eligibility for opening MSA: ) 120
End of Data Period 15t Year: S ) Co. . oensmsy 6.0
End of Dala Period: o 630X 6.0
Percant of Noncontributors from Prevawx Year {for all years): . i C 1 0% ,
Within Year Sign-up Rate ' Unform = 0
Faster Parlicipation ' : .
. o 1997 "’f"ss __ 1999 2000
reshhold for st Year T« ' 450000 ' i

ap for Other Years S . €00,000 750,000 750,000

ssumed Take-up Rates - ) 70% i 80% 100% 100%
Projection of Participation . : '

at End of Year if No Cap - , 700,000  £00000 1,000,000 1,000,000
Count at & Months ' ' 350,000 '

ount end of first year - ' : 700, 000
Projected Count for 2nd Yr ‘ - , .

Nov 1 As Projected from Data: - o : - ineer
= Egt. of 2nd YT Actives from 1st Yr . : €30.000

- f- Count to 630198 S S - BS,000
Projectad Count for 3rd Yr ' . o o

Nov 1 As Projected from Data:t . : . 664,500 . -
- Est. of 3rd Y7 Actives from 2nd Yr : : 594,500
- Count to 6/30/99 . , ; : . 0
Projected Count for 4th ¥r . )

Nov 1 As Projected from Data:1 : ] : ' T 825,050
- Est. of 4th Yr Actives from 3rd Yr . o . : 625,050
- Count 1o &/30/00 . ‘ ' 4]
is Cap Hit? - ' : No - Yes - No - '

- 450 vs. 350 600 /5. 772750 vs. 694
Notes on the illustration of the cap.
in the first year:

factual enroilment in 6 months] * (10 monthsfGmonths) = projection as of Nov 1

i Nov 1 projection exceeds 750,000, cap is triggered. |

The Nov 1 projectibn Mli exceed 750,000, if enrollments as of 630 exceed the 45(3000 thre shholg,

750000 ° (8 months/10 monthe) = 450,000 threshhold ‘
in subs::quent years »

[ 8 active enrolfmem; in previous year] + [(new enrcliments in & mcmh# of current year) -0 meriths/Gmonths)] = projection as of Nov 1

if Nov 1 projection exceeds 750,000, cap Is lriggered,

Prepared at the requus! of David Nexon,
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MSA Particlpation Scenarios’

Participation Limit,

Enroliment Relative to Limit:

Total Enraliment if No Cap:

Aerount Opening Cutoff;

Dste of Cutoff if Cap Hit:

Maximum eligibility for opening MSA:
€nd of Data Period 19t Year:

End of Data Pariod;

Percant of Noncontributors fram: Prewms Year {for all yaars):

Within Year Sign-up Rate

aster Particig_a_t_ipﬁ

B202 622 9260

OFC TAX POLICY

167% Uniform

750,000

187%

- ’ 1,250,000
tcapoutef - 100
TIX 10.0

: 12.0
0BrRQIST 60
6L30/XX . 8.0

) 10%

“Yriform - - 0

Threshhol
ap for Other Years

ssumed Take-up Rates
Profection of Participation

-at End-of-Year-it No-Cap
Count at 6 Months

ount end of first year
Projected Count for 2nd Yr

Nav 1 As Projected from Data:

- Count to 8/30/98
Projected Count for 3rd Yr
Nov 1 As Projectad from Data:1

— Count to 6/30/99
Projected Count for 4th Yr
Nov 1 As Projected from Data!
- Est. of 4th Yr Actives from 3rd Yr
- Count to 8/30/00
Is Cap Hit?

—_zo00]

d for 1st Year ey o,

~ Est of 2nd Yr Actives from 1st Yr

.« Est of 3rd Yr Actives from 2nd Yr

600,000

70% 80%

875000 1 000 000
437 500
875,000

964,583

787.500

108,250

Nc Yes

Noteg on the jfiystration of the cap.

I the first year,

(actual enroliment In € manths] * (10 months/8months) = projection as of Nov 1

if Nov 1 projection axceéds 750,000, cap ié triggered.

The Nov 1 projection will exceed 750,000, if enralimanta 3s of 6/30 exceed the 450,000 ‘hreshhold,

750000 * (6 monthe/10 months) = 460,000 threshhaid

. in subsequant years:

{997 1898 1969
450,000 ‘

750,000
C100%

750,000

,1?0%‘

1,250,000 1.250,000

868,125

868,125
0

Yes

P e Ry

781,312

781,312

0

- @004

[ .9 ~ active enrallmants in previous year] + [(new enroliments in 6 mbnths of current yea) * (10 nwn'athsismonms}} = projection gs of Nov 1

" it Nav 1 prajection exceeds 750,000, cap is triggéred.

Prepered at the request of David Nexon.
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200% Uniforr

Is Cap Hit?

" Participation Limit: 7::0,000
Enrcliment Relative to Limit: 200%
Total Enroliment it No Cap: 1,200,000
Account Opening Cutoff: at cap cutoff 10.0
Date of Cutoff if Cap Mit: 1117XX 100
" Maximum efigibility for opening MSA .. 120
End of Data Peried 1st Year: 0673087 .6.0
End of Data Period: ' 6/30/XX 8.0
Parcant of Nancontributors from Previous Yaar (for all years): 10%
Within Year Sign-up Rate Uniform SR ¢
Faster Participation o —
1697 1998 1994 2000
reshhold for 1st Year X , '
ap for Othar Years A 603000 750,000 750,000
ssumed Take-up Rates % - [ 80% 100% 100%
Projection of Participation L ) - .
at End of Year if No Gap - 1,050,000 1,203,000 1,500,000 1,500,000
----- -[|Cauntat® Months . 626,000 ‘
aunt end of firgt year B75,000 L
Projacted Count for 2nd Yr. . ;
Lﬁov 1 As Projected from Data: _ 787,500
Est. of 2nd Yr Actives from {st Yr 787500
.. Count to 8/30/98 0
Projected Count for 3rd Yr '
Nov'1 As Projected from Data:1 708,750
- Est. of 3rd Yr Actives from 2nd Yr 708,750
~ Count to 6/30/98 0
|Projected Count far 4th Yr ‘
Nov-1 As Projectled from Data:t - 637,875
~ Est. of 4th Yr Actlves from 3rd Y7 837 875
. Count to 6/30/00 ) o o}
Yes Yes . No

Notaunmjmiﬁmmmm

In the first year;

450vs. 525 600vs, 788 750 vs. 708

{actual enrcliment in B months] * (10 months/Smonths) = prajection as of Nov 1 A

if Nov 1 projection exceeds. 750,000, cap is triggered,

The Nov 1 projectian will exceed 750, 000 if snrofiments as of 6/30 exceed the 450,000 thre shhold.

750000 * (6 months/10 months) = 450,000 thrashhold

In subsequent years:

* {.9* active enrolimants in previous year] + [(new enroliments in 6 months of current year) * (10 monthsBmonths)] = projection as of Nov 1

# Nov 1 projection exceads 750,000, cap is triggered.

Prapared at the reques! of David Nexon.

. oees
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Projected Number of Qualified Catastrophic Policies in Force and Taxpayers With Policies in Force

Fully Phased In 2000 Level . 2000 Level 2006 Level
. 1997 Level With Termination Without Termination ~ Without Termination
Policles - (millions) 1.3 1.2 1.1 14
Taxpayers (millions) , 1.2 1.1 1.0 1.2

Note: All qualified accounls assumed to have contribution
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Changa In receipts

Modicat Savings Accounts |
- Changs in Recelpts

" $mafl employer (50 and under) and Sell-Employed
NO CAP AND NO TERMINATION IN 2000

1996 1997 1898 19989 2000 2001 2002 2003 2004

{Dollars Billions)

©0 - ©n 0.9 ©0.2) 02 (0.3) (0.3)‘ ey

2005 2006 1997-2002 1957-2006

0.3)
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TO: ”(SeedBelgwj

I BN

EXECUTIVE OFFI|CE OF THE PRESIDENT
25-Jul-1996 09:l4pm

i

FROM: ~ Christopher C. Jennings

Domestic Policy Council

- —8UBJECT: Vmsa deal updatei . ,'_ . W.l .

{'}

s -

| Senator Kennedy and Congressman Archer struck a deal on an MSA

experiment late this afternoon that appears to-be consistent with
the President’s previously stated ‘criteria for an acceptable

-study. ' I have no paper as of this- ‘writing, but should have

somethlng tomorrow morning.| The following is based ‘on a very
short oral phone call brleflng. The’ study 1s-;

1. Time llmlted-(4-years).

[ 2. Capped‘-LSCOnstrained tox?SO'OGO'aCtive poliéies;[

3. Des1gned to Explre ‘at” end of study perlod w1th transition
rules for those who' have purchased the pollcles durlng the study:

* Firms who have offered can contlnue to do so. (Thls is to )
address administrative complex1ty of offerlng more than one health
plan for a small. firm. Kennedy does not mind so much b/c there is
so much turnover in these small businesses (i.e. they shut down)
and he'does not belleve there w1ll be much of an 1ncrease in
purchasers : o :

4. Structured to av01d adverse selectlon by llmltlng

out-of-pocket exposure to consumers to a maximum $2,250 deductible

for 1nd1v1duals with a total out-of-pocket limit of $3,000.

5. Structured to assure relatlve tdx equity between MSAs and

traditional plans by’ 11m1t1ng employer . contribution, to accounts to .

65% of the set deductible." (There, was a concern that allowing much.

more than the savings of the purchase of MSAs to be contributed to .
the account would prcv1de 1ncent1ves for employers/employees to

shelter income tax free in these accounts -- acutally prov1d1ng an
add1t10na1 financial 1ncent1ve to opt for MSAs. )

6. De51gned to not be able-to‘be expanded UNLESS the. Congress.
votes affirmatives, under normal voting procedures (i.e., someone
could fillibuster the bill), to expand the’ study permanently.
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' developments...

TO: Laura D. Tyson

.This 'is all I can remember for now. Needless to say, the fact
‘that Archer and Kennedy' could come to an- agreement 51gn1flcant1y
enhances the likelihood that an acceptable bill will be passed by
the Congress. The long-awalted conference could begin ' as soon as

tomorrow. Since there is great pressure on both sides to: complete
this bill before the August recess, OMB (Nancy Ann), HHS, Labor,
and Jen and I will be. qulckly reviewing the bill for any major

problems and trying to adress them as rapldly and as
‘non—controver81a11y as p0551b1e. (There are a number of MSA
administrative issues that we and,  in partlcular Nancy Ann must

work out with Treasury and J01nt Tax )

The two blqgest outstandlng non-MSA 1ssues. An acceptable deal on
group to individual portablllty and an acceptable compromise on
mental health’ parlty We w111 keep. you apprlsed of :

‘Distribution: TS R X

TO: Carol H. .Rasco

CcC: Jennifer L. Kléin
CC: Jeremy D. Benami

CC: Elizabeth E. Drye
CC: Thomas O’Donnelil
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I“or example, in 1998 the IRS would amlyze I\M&Mﬂ-&&%&%ﬁ%ﬂ%&%ﬁ%}m

make a deductible MSA contribution for the 1999 tax year.” In the event that the threshold level

and wau]d determine, based On this daza, the

 would be entit

for the 1997 return filing year has not. been exceeded, all taxpayers in the qualifying eligible

exceeded the threshold ievel (;

group (i.e., self- emploved mdmdvals and employees working for employers with 50 or fewer

n the eve
has been exceeded, guidance would be pub‘ ished on or before Neovember

Im MSAS during the 1999 tax yea
909 the. }RS woalcl review Feruas

taxpayers that no new (axpayersfe%he%hmwewa&sly—ﬂwﬂsméwwmw wou]d be permnted
to c]alm an MSA deduction for the year 2000 if they have not claimed such a deduction for

- Based on the July 31 reports described in B.1.and ihe hmnry 31 repons described in -

B.2 .2, there would be two potential cutoff

dates: December 31 and June 30 each year beginning

December 31 ot the first year and ench.m une 30 of the ﬁml year of the demonstrauon pro;ect

S Each income tax’ return on whxch
taxpayer for purposes of the cap.

5See foomote 3

doos

i.(X "O percent of
) 1, 1998., advxsmg

an MSA deduction is. taken would be treated as one

7 Unless the threshold level was exceeded in 1997, a taxpayer could make a deductible MSA
contribution for the 1998 tax year, assuming he or she was in the qualifying group and was

covered under a high deductible plan in !

: contnbuaon for the 1997 tax year.

8See footnote 3.

998 even if he or she !ncl not made a deductible MSA
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O individuals.? I’r based on. Uns zq;omn , the .mmbe' of MSi\sfestabl hed_'e){ceeds'the 1997
..threshold level (X 30 percent of XY, on or before Oetober-1, 1997 the IRS would
publish guidancé providing that only, these eligible taxpayers who .made a- deductible MSA
: ‘;ontrlbuuon for 1997 of—wefe—;afe«ﬁeﬁ %y-uﬁmsmeé wom( bee mbte to nnke a deductlb le MSA :
B ‘conmbutzon n 1998J i O SR ‘ '

- If the 1997 threshold evel is not exceedui all t’txpa}ers in the qua lfymg ehgibxe group_‘l :
(e, wlf-emp oyed individuals and e"n ployees : warking for employers with-50 or fewer
- employees) would be permitted to make deducnb e MSA conmbutxons durmg the 1998 tax year

s

zf Rues for ,

B %H%%ﬂé—saeeeeémﬁemf—-i‘hems wou d%dweefeé—%e—eeHee%—éﬁea—wﬁhﬁspeet A

ly taxpayers €5 who claim an MSA deduction §
for the year in which the guidance is
teered would be entitled to make deductible

g me ye'lr the notice is issued,

this'guidance is issued tl.en on

preceding year:
A contributions in tax )eals follo owir

2 Failures fo‘reAport wculd“be 'stsbject, toa emnv_ o
~$5:000. 'A trustee or custodian reqmred to report
uld eleu to do so on a compawy wade or brauch by-branch bams ' =
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DRAFT 7/23/96, 6:50 PM

P'r.opdsed Operaﬁon ofla Cap on the Number of Taxpayers
to Utilize Medical Savings Accounts ("MSAs")”

A. - Cap‘ on Number of Taxpayers Utilizing M3As

Under the. MSA compromise proposal, only self-employed individuals and those
mdwuiua s working for emp!oyers wilh 50 6r fewer-employees.who are covered under employer»
provided | health ms.umnce would be e wrble to utilize MS As.

The number of taxpayers benefiting ma%y—#em—a%ﬁ—éeé&eﬂeﬂ 1
s would be limited 1o a threshold level (i.e., generally X number of taxpayers). Fhis

taxpayers who make a dCdLlCtlb e MSA Lontnbunon ror the ye%r—éer—whe—m&ée—éléﬁ}ueabk
Id b

eligible for an MSA deduction in :he succeedmg tax ‘,year,‘

For the 1997 tax year, taxpayers would be permstted to estabhsh MSAs provnded that
they are in the qualifying' group of] self king fi
“employers. with 50 or fewer employees,’

B. Administration of Cap on Taxpayers Utilizing MSAs -

1.. .Rules for $998-

On or betore Auoust 199”’, each trustee or custod:an of an MSA (e g., insurance
company r f' ‘ Intern venue Service

' [To the extent MSA contributions are made by an-employer directly to an MSA on behalf

~ of an .employee, the employee would have to include the amount of the contribution in taxable
income, but would be entitled to an' equivalent MSA (educ tion, The employer contribution
exc]udable trom wages for lemployment tax purposes.]
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7€ the—%eﬁ%«dﬁf&—?%ﬂ%e—ﬁ%ﬁg-m

nd would determine, based on this data the

If the TRS determines that the number
of these t'xxpayers ax earlexceeds the 1998 threshold level (X - 20 percent of
X)8, it would be directed to. pubhsh omdance on or before ;\{)*v‘eﬂ‘\'be{'—- L, 1998., advising

' taxpayers that onl y taxpayersmﬁ%v%%meé%w%ﬂeﬁ%e—ﬁewﬂ%e

{ % would be entitled to
make a deductible MSA contribution for the 1999 tax year.” In the event that the threshold level
for the 1997 return filing year has not been exceeded, all taxpayers in the qualifying eligible
group (i.e., self-employed individuals and employees .working for employers with 50 or fewer
employees ) would be permitted to establish MSAs during the 1999 tax year,
During 1999, the IRS would review feturns
filed for the 1998 tax year to determine whether the total number of taxpayers
or the 1998 tax year
. exceeded the threshold level (X)'. In thr;: event that the IRS determines that the threshold level
has been exceeded, guidance would be pubhshed on or before Nevem’aer I, 1999, advising
taxpayers that no new taxpayers : ' would be permitted
to claim an MSA deduction for the year 2000 if they have not claimed such a deduction for

Based -on the July 31 reports desmbed in B.1 'md the January 31 reports described in
- B.2, there would be two potential cuto}rr dates: December 31 and June 30 each year beginning
December 31 of the first year and ending June 30 of the final year of the demonstration project.

$ Each income tax return on wh:ch an MSA ded ucnon is mken wou d be treated as one
taxpayer for purposes of the cap. : -

See footnote 3,

7 Unless the threshold level was exceeded in 1997, a taxpayer could make a deductible MSA
contribution for the 1998 tax year, alscumino 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 deducublc MSA
contmbutwon for the 1997 tax year. . :

$See footnote 3-.
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ndividuals.” If, based on this reporting, the number of MSAs established exceeds the 1997
-threshold level (X - 30 percent of X)’, onfor before - Oetober-1, 1997 the IRS would
pubhsh guidance providing that only those “eligibie tzmayers who made a deductible MSA
" contribution for 1997 er_we-piewaash—t%weé would be eligible to m'\ke a deductible MSA_
, conmbutlon in 1998% |

If the 1997 threshold level is not exceeded, all axpayers in the qua\uyng eligible group
“(i.e., self-employed individuals and en?ployees working for employers with 50 or fewer
“employees) would be permitted to make deductible MSA contributions during the 1998 tax year,

2 Ru es for

eq
- following the tax year!

this guidance is issued t

 for the year.in whrch the guidance is issued or for any

_ng year err-éﬁ«)—whe—wefe-pw”e&s-}y—aﬁmsafeé would be entitled to make deductible MSA -

ears fonowmcv the year the notxce is sssued

2 Failures to report woulld be subjé@ to a penalty
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;7/23;96
NOTE RE ATTAFHED DRAFTS}J

1 N. B IRS may not :be able to get ready to admlnlstnr MSAS w1th'
a 1997 (as opposed to a 1998}'effect1ve oate ~

2. The- attached dratt marked 6 45 PM- reflects a ﬁlfferent

' approach from Wwhat the conferénce call earlier. today contemplated”
with respect to partlclpants;who stopped oontrlbutlng {or.

rece1v1ng contrlbutlons) to their ‘MSA in a prior. year. (The

attached alternative draft warked 6:50 PM reflects, the conference

call’s approach ) The 6:45 draft- would take a dlfferent approach

by applying the cap to the 1arger group. (i.e. including those

who stopped contributing) and would llkew1se grandfather 'the same .

‘Alarger group ‘after the cap applres We're gue351ng there are notvi_~

~likely to be very many of these people, and that the ones that do .

"stop contrlbutlng .are not -sol ‘likely to resume’ contrlbutlng in:

‘later years that it’s worth the trouble of excluding them from .

the- qrandfather 1nstead of taklng the clmpler course of ‘including

them.. - o S S s

3. Apart from the dlfference descrlbed in p01nt 2 above, the two
attached drafts. are 1dent;cal, and both are redllned agalnst the
: JCT draft Co . . « .

"4.‘The attached drafts would replace the October 1 IRS notlce
. deadline with a December 1 deadllne -~ not. dlecussed in the .
- ‘conference call. This would reduce the gaming opportunrty for -
those who will know about the cutoff effectlve Decenmber 31 and

‘rjw1ll otherwrse ‘have three. months 1nstead of one month in whlch to

‘set up MSAs (potentlally with nominal amouhts of contrlbutlons) .
- during that gap-period in order to get grandfathered.” This would
- also. réspond to IRS concerns that they may need about four months“

- perhaps sllghtly less w—Ito count

5. See footnote 3 re the percentage reductlons of the cap for'
" early years -- 1ntended to preserve our ability to discuss the

percentage amounts w1th thenm w1thout actually rejectlng thelr V "‘f

squest\ons CoT. \J

16 The drafts drop - the quarterly reportlng notlon and 1nstead
.would add a thlrd August 1 report (1n 1999)

Pleaee carl with comments/questlons

Cguuz’
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DRAFT 7/23/36, 6:45 PM

. taxpayers who make a deductible MSA Icontr:bunort for- the 3 ‘
. MSA contribution for any preceding tax yeﬁr)—ei—wheuwefe—pfeweﬁsiwm&ﬂfeé would be

' company
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Pmposed Opumtxon of a Cap on the Number of Taxpayers
“to Utilize Medical S'wmgs Accounts ("MSAs")

A.  Cap on Number of Taxpayers Utilizing MSAs

Under the MSA comprom‘ise p}'}'oppszﬂs, only self-employed individuals and those
individuals working for employers with 50 or fewer employees who are covered under employer-

prouded ealth insurance would be eligi ble to utilize MS As.

The number of taxpayers benemmg mﬁﬁany—ﬁaﬂwm%eﬁeﬁ ]
s would be ilmxted to a th:eshold level (i.e., generally X number of taxpayers). This
et-covered-undera-health-insuranee-plan-for
Wﬂm&%&wﬁh&&%ﬂé%&%ﬂﬁ%%%ﬁ%&%ﬁ%ﬁm
eommenees. If it 1s determined in a. ve’lr that the threshold level has been exceeded, no new
MSA participants would be perm;tted%ﬁ«%-&&eeeedﬁm—yem _,i and only
“a deductible

eligible for an MSA deductton in (he ‘succeedi ng tax )8’1!'

For the 1997 tax year, taxpayers|would be perrmtted ‘0’ establish MSAs provided that

they are in the qualifying group of s If-employed individuals or employees working for
ers with 50 or fewer employees

B. . Adminis;rétion of Cap on Tak'payers Utilizing MSAs

1. Rules for 898 §

j1997 e!ach r ustee or custodnn of an MSA (e.g., insurance

On or be‘fere Auousl I,
fi ial i :

"IRS") f

! [To the extent MSA contributions are made by an employer directly to an MSA on behalf

A' of an employec the employee would have to include the amount of the contribution in taxable

income, but would be entitled to an eqmvﬂem MSA deduction. The employer contnbunon

|
would be excludable from wages for employment tax purposes.]

[FARVIVICN
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cosT ESTIMATES FQ_R MEDICAL SAVINGS ACCOUNTS NSA) DEMONSTRATION

GENERAL ASSUMPTIONS AND COMMENTS

0 The source of funds for this demOnstrauon i5 a major concern. As there is no dlrect 1mpact on HCFA’s
beneficiaries, funding for this demonstration should not be linked to the Medicare Trust funds. Although
HCFA receives an appropriation, the source of our appropriated funds is.the Trust Funds. One
. alternative is for the funds for this demonstration to be provided to the Treasury Department, as they are
- - a partner with HHS on the project, and then provided to HCFA through an interagency transfer.
Anoﬂlar alternatwe xmght be to bill general revenue:s as occurs with the Mechcald program

We also pomt out that the language 'in the draft leglslanon 320 00() 000 is authonzed wbe
appropriated,” does.not actually result in money being avaﬂable 0 HCFA This only an authonzanon
. the money needs 10 be appropnated ‘ S ,, o

0 - We have dmdccl the. work that would have to be perfonned t0. conduct this demonstrauon into two .
categories: implementation activities and evaluation activities. These activities could be separated into
several different contracts (e. 8., one contract could perform the demonstration design and evaluation
tasks, while apother carries out the mplementanon activities) or consolidated into a smglc contract.

. Using more than one coniractor will cause coordination difficulties but will avoid the apparent conflict of
interest of having the demonstration implementer evaluate the project’s outcome.- We assume that the

costs wouid be mmﬂar rcgardless of the actua.l comracung strategy adoptf:d by the Governmcm ‘ o

o) Cur cost csnmatcs assume tha[ 100 (300 small busmesses w111 participate in the pro;ea and and that one
g mxlh(m mdmduals will enroll in Catastrophxc Heaith Insurance (CHI) plans and esmbhsh MSAs.

¢ - Weassume ﬂm the Contractor w111 need o }verlfy that the busmesses whlch agree to pamcxpate mect
*- certain qualxﬁcanons—-e g fewer than 50 employees--before employees can begin 1o enroll in CHIs.
(The alternative is to require insurers, o obtain signed assurances from businesses when they sign up. ‘}
We assume that the insurers will be reqmred to supply the Contractor with baseline information about the
participating employers. Otherwise, the Contractor will need 1o ¢ontact these businesses to collect
baseline information. If the Com;ractor nceds to colle.ct baselme data chrectly, it 13 hkely that costs will
E mcrease by $2 - $5 mﬂhcn dollars” - 3 , . -s_

o Our total cost estimate for the MSA is $ 37, 687 500 (813, 300 000 for 1mplemeumtxon activities and
- $24,387,500 for evalyation activities). The | caost per enrollee (using our assumption of one million .
enrollees) i $37.69. However, the demonstrauon costs are affected most by the assumption about sample -
sizes required for the évaluation, and the costs of the surveys rcqulred to gather information from these
samples. Expanding or reducing the number of enrollees in the demonstration will have less unpact on
the total costs than changes in evaluation: sample sizes. We beheve that the sample sizes used in our
,esnmates are the minimal needed to provxde reasonable esumates of the 1mpact of the demonstmnon ,

3

0. We have asmmed that the Contracmr(s) woluid NOT receive records on the CHI enroliges health
~ expenditures directly from insurers or from MSA holders (e.g.; banks or financial institations). It is not
clear whether:!hls data would be available. | Instead, we have issumed that expenditure data will be
' collected only mreugh the interviews of sample groups. If this expendlture 1§ available on all CHI
enrollees, collecting these records from msurers or financial institutions on all 1 mﬂhon enrollees, and
merging it into the evaluation contracior’s System and analyzing thé data would increase demonstration
bOStb--pOS?lbly by $10 million or more. (It is possible, but not certain, that this i mcrease wculd be offsct
in part by cost reductions. m the interviews reqmred of enrollecs ¥

o
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REQUIRED TASKS

ASSUMPTIONS

ESTIMATED
COSTS

Implementation Activities

.1

 Initial planning meeting(s} with ACFA/HHS.

1.2

Establish expert panels including representatives
from Federal agencies, insurers, States, small

‘businesses,

- $35,000

1.3

Conduct meetings with ’I‘réaéﬁry, HHS, insurers,

-States, ete. 10 discuss demenstration plam and obtain

comments, feedback.

We assume 3-5 meetings to discuss the project with represematives of
8-10 insurers and 20-30 States. Eacit meeting will be 1 day in

length.

$150,000

14

' 'Devek)p research design (including aumber of

States), sampling strategy, implementation plan, efc.

| requirements, etc.,

| We assume that this task will ”r'éqiiiFé‘gﬁﬂfeTing?and'hasiC‘analysis-of—— ———$300,000-
existing data e.g., on the number, location, and characteristics of -

small businesses, insurance policy characteristics and State
in order 1o develop a research design.

- $15,000 |

!

LS

Design and test data systems and instruments and ‘
prepare operational processes for the demonstrauon

(inciudes pretests, final tests, OMB Clearances,

coordination with State insurance agencies,

‘ Treasury/IRS, iosurers, MSA. kcepem—-clearance
. process, approval processes for firms, insurance

packages)

$2,000,000

16

_ Disseminate information on demonstration to

insurers, small husinesses.

$100,000

L7

Contractor refines the data systems and operating
processes developed during the design phase as

- needed to implement the operational phase of the
* demonstration. :

$100,000 |
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REQUIRED TASKS

~ ASSUMPTIONS

ESTIMATED

COSTS

1.8

Businesses agree to participate and offer CHI/MSA

plans to their employees. Insurers report information
on these businesses/employers to the Contractor,
either directly or through States. The Contractor
verifics that the employer meets required
qualifications, notifies insurer/State of approval, and
establishes a baseline record on each qualified -
employer. o ‘

~-record-on-a-new.employer.

We assume that the Contractor will aced to verify that new businesses
that agree to participate meet qualifications--e.g., fewer than 50
employecs—before employees can begin to enroll and that the
insurers will be supply the Contractor with baseline information
about the participating cmployers. Otherwise, the Contractor will -
need to contact these businesses to collect baseline information. If
the Contractor needs to collect baseline data directly, the cust of tlns
task could increase by $2 - $5 million dollars. .

‘Based on cxpenenoes with the Chmccs demonstration and the Health
Statws Registry, we estimate cost of 36 to esiablish each basalme

—M

100,000 businesses/feccrds X $ﬁ =

$600,000

LS

Employees voluntarily enroll in CHIs and establish
MSAs. Insurers report new employee enroliments o
the Contractor (through States if States so elect)--the
reports include baseline information on each
corollee. The Contractor verifies that enrollees are
with participating businesses and that caps have not
been exceeded, provides an account number,
establishes a record on ¢ach new enrollee and also on
each new participating employer.

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

1,000,000 enrollees/secords X §6 =

" $6,000,000 |

SONINNAP -
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REQUIRED TASKS - ASSUMPTIONS - ESTIMATED g
o ‘ COSTS &
. — : .
20 Insurers notify Contractor of disenrollments or other | We assume that 50% of enmllces will disenroll during the - $1,500,000 :
changes and Contractors enters this mformanon intec | demenstration (including paru:::patmg firms going out of businesses, S . =
its system. etc.). We estimate that the transaction costs of processing
disenroliments wil! be half that to establish the original records. )
. » o
We assume that there is no replacement of disenroliees (i.¢., there o
will be a fotal of one million individuals who enm]l over the tife of i b=
the demonstration., ) "':
. <y
500,000 disenrollments X $3 = =
2.1 - The Contractor edits and cleans the data contacts the | $400,00 per year X 5 years = $2,000,000‘
insaters or employers 1o resolve missing or ‘ e — , -
inconsistent data, maintains the data bases, and
pmvnd&s data to tbe Evaluation Camracmr 7 , , 5
2.2 Prepare Reports Both formal $100,000 per year X 5 years = : $500,(]UO ' “ ®
- (monthiy/quarterly/annual reports for different B ‘ ~ _%
purposes and audiences)--tracking progress toward 2
: caps and reporting Jevel of activity--and more ad hoc =
- reporting for those who ask for operational statistics. .
Total Impleméritation Costs = . $13,300,000
ot
&
Z
2
v E
@
¥

'§00/500 3
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REQUIRED TASKS ASSUMPTIONS ESTIMATED %
‘ ' COSTS b
Evaluation Activities :
) a
31 Draw samplcs of participating small firms. $25,000° |
3.2 Carry out interviews of the small firm sample. A sample of 1,500 businesses will receive a baseline interview and - $900,000 i
‘ one later follow-up phone interview. We estimate that the nel cost of ' "
| the 1,500 completed interviews (assuming we will need to "é
oversample initially to allow for withdrawals and refusals) will be -
$400 for initial interviews and $200 for follow-up interviews. - =
1, 500 X $600 =
233 Draw,samﬁle of enrollees in small firms. B 4 — —$25,000- ——
3.3 Carry out interviews of smail firm enrollees. 3,000 enrofices/familics will receive 2 interviews per year for 4 $6,000,000 :
o : years. - : | =
. - . 7
Based on experience with MCBS, we esiimate a cost of $250 per %
interview. - ' =
o » . : ’ Eg
| ‘ 3,000 X 2 times per year X 4 years X $250 =
34 Draw matched comparison sample of small firms. - ' ‘ - $50,000 .
3.5  Carry out surveys of firms in comparison group. To achieve 1,500 completed interviews with Comparison group $1,200,000 ¢
o employers, with assume a cost $800 per completed interview due to o
difficulties in persuading them to participate, collect baseline data, f
possibly obtain lists of employees. (if we are not able to identify - =
comparison group employees through IRS or other agencies. ) w
1,500 X $800 =
3.6  Identify smal! firm employees for maiched - $50,000
comparison group. Y
S
<
.
=
g
=
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Total Evaluation Cosis =

\;"
. . <
REQUIRED TASKS ASSUMPTIONS ESTIMATED ®
COSTS °
37 v Carry out surveys of small firm employees in Assume 3,000 Comparison gréup employees will be interviewed 2 ’ 36,600,000 ";
COMparison group. : times per year for 2 years to at a cost of $275 per completed =
‘ interview. We assume higher costs for the (,umparawn group due to _
more refusals. '
9
3, 000 ,x 2 times per year X 4 years X8$275 = =
g
E ¢ i . It
3.8  Draw sample of 1,500 self-empioyed individuals. _ _ $25,000 .
3.9 Carry ouf interviews of self-employed individuals Assume one baseline intcrﬁi;w and one phone foliow-up interview in | $3,525,000 =
o o , yearl at $600 per employer; | additional interview in year ! at $250
-to-collect.“employee” data; 2 interviews per year at $250 per
mtcrmew during years 2-4 , ,
=
3 [4]
» -
4.0  Draw comparison sample of 1,500 seli-employed $100,000 5
individuals. . ' _ ; . S
: - T . X 7 o
4.1 Carry out interviews of self-empmycd wmpanson' Assumc one baseline interview and one phone follow-up interview in $4,087,500 { -
' group. year 1 at $800 per employer; 1 additional interview in vear ' at $275 ~
1o collect "employce” data; 2 interviews per year at $275 per: . -
‘ ﬂ , 1merv1ew during years 24, ‘ . : ‘ ¢
.3,8' Receive data fmmlmplemematioﬁ Contractor, $100,000 per year for 5 years. $5{)0,000 §
merges files, maintain data bases. ;
3.9 .Conduct analyses of data. | _ $1,000,000 | - @
37'1i} Prepare an interim report of ﬁmimgx and a final - . '$200,000 }
IEport. , ‘
3.11 . Conduct presentations of findings. © $100,000 o
$24,387, 500 S
- P " ;
Lo
Qo



MEDICARE COMPROMISE

MEDICAL SAVINGS ACCOUNTS (MSAs) AND OTHER PLAN OPTIONS

. A 2-year national dpmonstration MSA program with
enrollment capped at 3% of Medicare beneficiaries. A
joint. Congre551onal/Presxdentlal Commission to study
and make recommendations as to whether option should be
continued/expanded. Open enrollment; health screening
prohibited. : ~

. 4-year demonstratlon of private fee~-for-service plans
T ~ in 10 states. Current-law rules for balance billing;

premiums for basxc!Medlcare benefit package cannot
exceed actuarial equlvalent of Medicare deductlble,
coinsurance uniform for all beneficiaries. . Open
enrollment; health |screening prohibited.

NO "FAILSAFE" OR‘"LOOKBACK" CAPS ON FEE-FOR-SERVICE

BALANCE BILLING

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

» ' Balance billing permitted for private fee-for-
- service demonstration (see above), but limited to
current-law effective rate for fee-~for-service.
PRBKXUHS ABOVE MEDICARE CAPITATED PAYMENT

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

. No limits on premiums for supplemental beneflts if
full disclosure made. »

MEDIGAP PROTECTION

. Require Medigap plans to accept all beneficiaries who
.elect coverage durlng annual open enrollment period to
protect those who choose one of the new managed care
plans but then want to r ‘turn to traditional fee-for-
service Medicare.

. "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 plan to beneficiaries with
comparable demographics (e.g., age).

“ry


http:recommendat10ns.as

04/03/96

733
g

10:46

ENROLLMENT

~ SAVINGS PROPOSALS

(>} i OMB AD HP

Requlre initial contacts with beneficiaries and
enrollment to belconducted by third party (i.e., not by
health plans) for transition period. Secretary would
contract with thlrd party to provide information about
all plans in area.

After transition period, plans could contact and enroll
beneficiaries directly. Health screening prohibited.

Proposal would charge higher-income beneficiaries a
Part B premium up to 75% of program costs,
beginning at modified adjusted gross incomes of
$100,000 for 51ng1es (phasing up to 75% at $125,000)
and $125,000 for 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 FLEXIBILITY PROVISIONS FOR STATES, including:
L Eliminate federal waiver process for mandatory enrollment in managed care.
. Eliminate federal waiver process for home and community-based care options.

. Repeal the Boren Amendment.

° Repeal the cost-based reimbursement rcquiremént for health centers/clinics.
. Repeal requirements for federal review of manéged care contracts exceeding $100,000.
FINANCING

° Accept and work off the NGA ﬁnancmg formula to achieve CBO scorable savings,
' (which has no cap and ensures that federal support increases with enroliment), but
retain current law with regard to state matching and provider tax rules.

ELIGIBILITY

® Accept NGA definition of ehglblllty with the exception of two modlﬁcatwns to the
kids and disability definitions. -

——  Retain current law that ph{ases in kids ages 1318, but repeal requirement that
makes it nnpossxbl;: for states to "roll-back" optional coverage of kids and
pregnant women to the mandatory poverty/coverage lcvels

~=  Retain federal dlsablhty demgnatmn authority, but restrict it to the definition
“agreed to in the welfare bﬂl (which excludes alcoholics, chemical and
substance abusers, and some definitions of SSI kids from mandatory coverage).

] Empower states to use any Medicaid savmgs to provide coverage of anyone under 150
percent of poverty WITHOUT any federal waiver. :




BENEFITS

' Acccpt the NGA benefits defmltxon but retain appropriate fcderal standards to ensure

—-  Retain current law's flexibility in defining benefits' "amount, duration, and
scope” as long as it is "reasonable to achieve its purpose,” is available
statewide, and meets the current law's comparability requirements.

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

Allow states to require nominal copayments for Medicaid HMO coverage.

Accept NGA proposal to repeal the Boren amcndmcnt and all other provider right of

°

that thc benefits are meaningful.

* provide for children under the EPSDT benefit.

°
ENFORCEMENT
.

action suits.
°

STRUCTURE/SECOND TIER ISSUES

Accept NGA pfoposal that requires all state administrative appeals to be exhausted -
prior to any court appeal on eligibility or benefits disputes.

eligibility disputes.

Repeal outdated managed care qua

' Preserve individual federal right of| action (through the federal 'courts) for benefit and

ity standards, i.e., the pnvate/pubhc—?S/ZS

enrollment rule, and substitute. outcomes oriented quality rules.

Retain federal nursing home standa

nursing home resident reviews and
nursing homes. )

irds and enforcement, but eliminate duplicative
allow for nurse-aide training to take place in rural

Retain current federal family financial protections, like spousal lmpovcrxshment and

protections against liens on famlly

property.

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




| Welfare Reform

Assuming as the base the Governors’ most receat proposals in March to changé HR4, the following
modifications are needed:

AFDC, WORK. & CHILD CARE |
State Funding/Maintenance of Effort (MOE)

Qverall MOE -- Raise level from 75% to at least 80%; higher for States not meeting work
requirements

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

Contingén;y Fund -- Allow further expansion during recessions

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

Medicaid -- Coverage for welfare families usmg current AFDC ehg:blhty standards; coverage for those
who reach the time limits |

Child Care -- Health, safety, and quality standards

Displacement -- Provisions for workfare not to displace jobs

- FOOD STAMPS
Optional Block Grant -- Drop any block grant version from bill and fix provisions that weaken federal
standards

Time Limits/Work Requirements on 18-50s -- States must offer work or training slot before
terminating benefits. Lengthen time limit from four months to six months

CHILD NUTRITION
Block Grant -- Consistent with the NGA’s most recent draft, no block grants

Deeming -- Until citizenship for S51, AFDC, Medicaid, and Food Stamps, exempt the disabled, and
veterans, no exemption for over 75 :
Bans - Drop Food Stamps and SSI bans
School Lunches and Discretionary Programs -- Eicempt from verification and deeming requirements
SSI Age Increase -- Drop provision to tie age of eligibility for SSI elderly to the “normal” social
security retirement age '
State Supplements -- Drop repeal of State supplement maintenance of effort requirements
CHILD PROTECTION

Block Grant -- Drop any version from bill
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Concerns with Medncai Savings Accounts (MSAs)
and with the Specific Proposal Passed by the House

Medical Savings Accounts (MSAs) have greas potential to have detrimental effects on the
health insurance market, are unlikely to achieve the goals of proponents, have significant
potential to be expensive, and are mconsxstmt ‘with the desire to simplify the mx code.

By encouraging healthy individuals |t0 leave traditional insurance pools, MSAs could
penalize individuals whao are less heslthy ag well as individuals who cannot risk or afford.

* the MSA option by rmising their héalth insurance premiums. There is no objective

evidence that MSAs would be sumsﬁxi in either expanding coverage or significantly
containing costs. In addition, as currenﬂy structured, MSAS have no requirements that
assure that the limited, catastrophic insurance coverage they would provide is
meaningful. Moreover, their large deductible would undermine the desirable utilization
of potentially cost-effective preventive health care. And, while the Joint Committee on

dooz

Taxation (JCT) estimates that MSAs‘ would lose $1.8 billion in revenue over six years

(1997-2002), the foss would be much more if participation is more in line with what
proponents claim it will be. Finally, because MSAs would complicate the tax code and
create new administrative burdens, they are wholly inconsistent with the current desire
for tax simplification.

Adverse selectipn, By providing la tax incentive for the pirchase of catastrophic

_ insurance, as opposed to traditional coverage, MSAs would further encourage heaithy -

individuals to leave the traditional insurance risk pool. The remaining participants in the

- pool would tend to be sicker than average and the premiums for those employees would

escalate. This segregation of the mere healthy from the less heaithy - with a tax break

for the healthier — would not promote sound health policy. Those most in need of

coverage would have the least access 10 it.

- Less healthy mdmduals could end up paying more. As a consequence,

some could lose inSuranoe coverage.

- The absence of an ef,fectivc workable risk adjustment mechanism ‘makes
it more likely that there will be serious adverse selection problems.

ndividuals could game the system. While catastrophic coverage could potentially
enmuragc cost containment by requiring higher deductibles, individuals could establish
an MSA during their young *hea!ihy years, and drop their hxgh-deductlble coverage --
switching to a more traditional plan - during their high-cost years. After doing so, they
could still keep their MSA and con’tmue earning tax-free build-up to pay for additional
health benefits, long-term care, or retirement on a tax-prefecred basis.
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© Allowing individuals fo switch plans enables individuals to game the

system.

Allgwihg individuals to keep their MSA accounts when thu.y opt back into

a comprehensive plan rewards gaming.

@Booa

MSAs ore untested, ' MSAs could| have substantial negative effects on the health
insurance market and on individuals, especially those with poor health. :

MSAs as defined in the proposal are untested and objectwe researchers
(e.g. the American Acadcmy of Actuaries) are concerned about potential

effects. Data from existing MSA plans has not been made avaxlablc for

teMew

Reports that existing MSA plans reduce costs for some employcrs, even
if verified, would not necessarily imply that tax incentives for MSAs
would reduce overall health care costs. - For .example, an employer that
currently offers an MSA may be reducing its own costs by shifting costs
to another employer that provides health insurance to the worker’s spouse.

" Tax benefit for the healthy agd wealthy. MSAs would enable more individuals to pay

out-of-pocket medical expenses on a tax-preferred basis. MSAs would also permit
individuals with low medical expenses or substantial financial resources to save $2,000
a year (or $4,000 for a family) on a tax—free' basis.

—

-

 individuals are in hxghet income tax brackets than low-income individuals.

There are no income hmxts in the proposal. Tax benefits would be much
greater for hlgh-zm:ome participants than for low-income groups for
several reasons. Withm any age group, high-income individuals are more
likely to participate than low-income individuals. High-income individuals
tend to save more ﬂmn low-income individuals. Finally, high-income

Individuals who wlshed to maxirmzc tax-favored savings wouid be free to

pay their medical expenses out of their other funds, and essentially let the
MSA serve as an- addmonnl IRA without income limits. Healthy
individuals may receive windfalls at the expense of less he:ﬂthy mdmduais

~ to finance these addmonal savings accounts.

For healthy mdw:duais assets in MSA accounts could accumulate to

health care.

Because the MSA balance would not Be,includéd in the taxable estate,
individuals could use MSAs to avoid estate taxes when they die..

- substantial sums. Thw: amounts could well cxcecd amournts ncccssary for
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The 1C percent peaalty on nonmedical withdrawals from MSAs would not
be high enough to recapture MSA tax pmferences in many cases.

Anowmg pcnalty-free nonmedical thhdmwals at age 59 172 could
encourage individuals to spend their MSA savings on non-health-care
consumer goods when their health expenses are likely to be growing and
they are not yet eligible for Medicare (at age 65).

. Seclal Security and Medicare taxes,  Employers that currently do not provide health
insurance could provide extremely minimal health insurance and establish MSAs for their
employees. As a result, employers and employess could avoid Social Security and
Medicare taxes on employer conn'ibntims altogether. ,

Although contnbutmns to 4-01(}() retirement accounts receive  tax
preferences for i mcome tax purposes, these contributions are included in
taxabls wages for Socla] Security and Medicare purposes

K

dooa

- MSAs eould reduce the Social Secunty and Med1me wa,ge base ’

especmlly for 1ow-ln<:omc workers.

. Undermines health mmmgg gmgg@gn and g;gggaﬁze care. The proposal could
' reduce the amount of health msurance protectmn for mdmduals, as well as the
effectiveness of their care, :

Without out-of-pocket limits and a specified set of h:naﬁts for the

catastrophic coverage, individuals may not have meaningful insurance
protection. These individuals may not be able to pay their health expenses
in the event of a major illness, leaving. hospntals Medicaid and other
individuals at risk for paying the bill. ‘

Because employers are likely to contribute lx:ss than the increase in the

-deductible, employees would be at risk for larger out-of-pocket costs in
- MSASs compared to current plans. According to the American Academy.

of Actuaries, the amount of out-of-pocket exposme can bc high, especially
if employees are given choice.

MSAs may diScéurage effective preventive care. The high deductible.

coverage associated thh MSAs may lead to delayed care and under-
utilization of routine an!d preventive health care services.

. Undermines targeted health mzndmg. Under the proposal, mdmduais would be free
to withdraw MSA funds tax-frec to pay for less cnnca] health care items thar are not
covered by their catastmphic insurance.

MSAs would discourage cost containment by enabling more employees,
self-employed individuals and others to pay for these types of out-of-
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pocket expenses with tax-preferred dotlars. As aresult, MSAS favor high-
deductible plans over low-deductible plans in these'circumstancas. :

- Using MSA funds for less cntzcal care would deplete the funds set aside

' for health care. If individuals later experienced more serious health carg

- problems, they would lack funds to pay the high deductible for mort_:
cnncal care, oo

- Although MSA funds could not: be used to pay for catastrophic premxums a
on a tax-preferred basxs, MSA funds could be used on a tax-preferred
basis to pay for long-tetm care insurence premiums. As a result,
prem:ums receive unequal treatment even though a policy goal of the bill
is to treat long-term care in an equal manner to medical care,

] MMMM Although a tugh deductible could potentla]ly .
' _ encourage consumers to be more cost conscious, high deducnbles anri MSAs mnld
increase costs in other ways. : C

- MSASs divert parﬁmpatxon from. managed care. Capitated plans and other
managed care armngements hold the promise of coordinated, quahty-teszed
care and cost eﬁ'zcmncy not pmvxdad thmugh MSAs

- Anowmg MSA funds to be used on a tak-preferred basxs to cover medical
expenses of family members, who are not covered by the high-deductible
plan and who could be covered by a low-deductible plan, reduces cost

' consciousness and could result in increased medxca! expenscs for these
mdwxduals

- Allowing the MSA owner to be covered by other spamhzed coverage
plans that are not subject to the high deductible would reduce the effect

of a high deductible oﬁ cost containment.

° Inco nsggegg with tax mp_l‘{rj@mg and ggﬂ'fgy_g to admmzster, ‘MSAs wouid constitute
a major step away from tax simplification. The addition of this new arrangement under
the tax code would add complexity for tzxpayers and the IRS, and could lead to a risk
of significant nsncomphanee

® nsist % the thrist of the b MSA! are inconsistent with the basic pohcy of
-the larger bill, which is directed tcward bmadming nsk pools 4

© May 22, 1996
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