MEDICARE COMPROMISE B

MEDICAL SAVINGS ACCOUNTS (MSAs) AND OTHER PLAN OPTIONS

Allow MSAs as M%dicare choice, to be phased in over a
three-year period, with enrollment capped at 10% of
beneficiaries. |In the first year, capitation payments
would be 75% of [the AAPCC (instead of 95% as in current
risk contracts); legislation would -include mechanism
for "overpayment adjuster" to lower capltatlon payments
in the follow1ng year if payments in a given year
turned out to exceed true health costs of beneficiaries
by more than 10% . In order to provide data needed for
this assessment,| beneficiaries choosing MSAs would be
required to report on year-end balances in their MSAs.
Beneficiaries would be required to spend MSA balances
only on health cﬁre costs as defined by the

Secretary, and there would be a two- -year “lock-in"
requirement. Johnt Congressional/Presidential
Commission to study and make recommendations about
continuation of program at the end of three-year

phase in.

Allow private fee-for-service plans as Medicare choice
provided that (1) limits on balance billing by
phy31c1ans under, current law would continue to apply to
all services provided to plan enrollees; (2) plans
would have to comply with same quality ‘assurance and
beneficiary protection standards that apply to other
plans; (3) plans could only be marketed in a county in
which, during the preceding year, at least 60% of all
practicing physicians (including at least 50% in each
of the major specialties) “participated” (i.e.,

: | . + "
accepted assignment on all claims) in Medicare.

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

BALANCE BILLING

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

Balance billing permltted for prlvateAfor -for service
demonstration (see above), but limited to current-law
effectlve rate for fee-for-service.

PREMIUMS ABOVE MEDICARE CAPITATED PAYMENT

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




MEDIGAP ?ROTECTION’

No limits on premiums for supplemental benefits if
full disclosure [made.

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 return to traditional fee-for-

service Medicare.

Allow Medigap plans to charge higher premiums to those
who elect Medlgap after managed care plans, but plans
would be requlred to charge the same average premium
charged by that|{plan to beneficiaries with comparable

demographics (e.g.,age).

ENROLLMENT

_ Secretéry would provide, through third party,

information to all beneficiaries about plans available
in area (similar to Federal Employees Health Benefits
Program process). Require enrollment to be conducted .
by third party |(i.e., not by health plans) for one-year
transition perlod though plans could market directly
to benef1c1ar1es after initial information about all
plans has been prov1ded (and after the plan's marketing
brochures, etc.% have been approved by the Secretary).

After one-yeafftranéition period, plans could enroll

_ beneficiaries directly. Health screening prohibited.

SAVINGS PROPOSALS

Increase overall Medicare savings to $146 billion.

Savings of $146 billion includes proposal for income-
related Part'B’premium. Under this policy, higher-
income benefic%aries a Part B premium up 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 for couples(phasing up to 75% at

'$150,000). ThlS proposal could be expected to save in

the nelqhborhood of $10 billion over 7 years.




CHANGES INCLUDED IN MEDICARE COMPROMISE B

MEDICAL SAVINGS ACCOUNTS (MSAS) AND OTHER PLAN OPTIONS

NO .

MSAs--Drop the demonstratlon terminology, and instead allow
them to go nat10nw1de with MSAs, but provide for a 3-year
phase-in with a 10% cap. A 3-year phase-in is reasonable

(these products won’t|be available nationwide for about that

long, anyway), and the Compromise B proposal has other

features that protect |Medicare from losing lots of money and
beneficiaries, including: (1) limiting participants to 10% of
beneficiaries - (around 3.5 million people); (2) holding
capitated payments in the first year to only 75% of the AAPCC
or average fee-for-service payment rate (this would be around
$3600 annually, as opposed to the nearly $4800 annually that
we pay for beneficiaries in risk contracts; the lower rate
will help to compensatg for the fact that many beneficiaries
who currently spend very little will be attracted to MSAs);
(3) requiring an "“overpayment adjuster" in the legislation so
that we can adjust payments in any year following a year in
which the data indicates that the capitated payments were more

. than 10% higher than- &hat the beneficiaries’ actual health

costs were; (4) requlrlng a longer lock-in for MSAs (two years
as opposed to one); (5)| requiring MSA balances to be spent on
health expenses as deflned by the Secretary and requiring

‘beneficiaries to report to HCFA on year—-end balances (so we

can determine how much "proflt" they are getting (or how much
money Medlcare is losing).

All of these factors lel make MSAs less attractive at the
margins to beneflclarlés, although the Conference staff will
want to negotiate from here (I am sure they will want to start
at a capitation rate hlgher than 75%, for example), all of
these conditions are defensible (the Speaker himself has
talked about a mechanlsm\llke the "overpayment adjuster"), and
we should not do this unless we get most of them.

Private fee-for-service plans--Compromise B allows these plans
to be offered without| a demonstration, but it includes
features that (1) require phy8101ans to abide by current law
balance billing limits an’™ (2). requlrf'that a county have a
certain minimum part1E1 ‘ation leve. by physicians in
traditonal Medicare befqre these plans can be offered. Both
of these features will minimize the incentives that doctors
might have to leave traqitional Medicare.
' 1

“"FAILSAFE'" OR "“LOOKBACK" CPPS ON FEE~FOR~-SERVICE

This doesn’t change. It is even more important if we .allow
them to go wall-to-wall with MSAs and private fee-for-service



plans, in order that the attractiveness of these new plans to
beneficiaries and proyiders not drive up the per capita cost
of those left in fee-for-serv1ce so significantly above the
projections that fee-for-service Medicare will continue to
breach the caps, be cut, and eventually "wither on the vine."

BALANCE BILLING

. This doesn’t change. Thls is one we need to have if we are to
preserve our p051t10n about protecting seniors/maintaining
Medicare as a "deflned benefit" as opposed to a "defined

contribution."
PREMIUMS ABOVE HEDICARE CAPITATED PAYMENT

. This doesn’t change,| either. We’ve already compromised
.somewhat in Compromise| A, in that we allow unlimited premiums
for supplemental benefits so long as there is full disclosure.

2

MEDIGAP PROTECTION

. This doesn’t change. Aqaln we’ve already compromised some by
bowing to their concern about the effect that community rating
of Medigap premiums mlght have on premiums; we allow Medigap
insurers to charge higher premiums (so long as they are the
same for everyone with, the same demographic characterlstlcs)
to those who come back to fee- for-serv1ce after being in an
MSA or prlvate fee-for-service plan.

ENROLLMENT

. Compromise B specifies a one-year transition period before
plans can contact and enroll beneficiaries. directly
(Compromise A was vague| on how long the transition might last,

~but we discussed something like 3 years with Conference
staff). I think they will agree with this. Otherwise, we’ve
essentially folded on| this one--this 1is probably not a
problem, because they agree with the provision of FEHBP-like
information to all beneflclarles, and if there are marketing
abuses--which there surely will be in any event--we will hear
* about them, and Congress can deal with it. :

SAVINGS PROPOSALS

. We’ve 10oved up tc $146 billion--I assume this is a net number.
If it is, then _hat means we would need gross savings of
around $153 billion or Qo because our additional benefits are
costing us around $7 blﬂllon. [Note: I‘d accomplish this by
taking our $131 gross (i.e., $124 net) and adding the income-
related premium ($10 billion, we hope), and then I’‘d look for
another $5 or so from a combination of ratcheting down
slightly on managed carelpayment rates and the hospital update

in the out-years.]




MEDICAL SAVINGS ACCOUNTS: CONCERNS BY HEALTH POLICY EXPERTS

The articles and editorials in the following newspapers and magazincst express concerns about
- the negative impacts of medical savings accounts (MSAs). In addition, analysts from the
listed think tanks have conducted studies| which reveal the problems with MSAs:

The New York Times
The Washington Post
The Chicago Tribune
The Los Angeles Times
The Boston Globe
The Wall Street Journal
The Indianapolis Star
The New Republic
USS. News and World Report
Blue Cross &Bzuesmuofohw
Tax Notes .
Center on Budget and Palicy Priorities
American College of Physicians
The Brookings Institution

Consumers Union

Selected articles and editorials are attachcd. For copm of other articles or studies, pleasc fccl
free to call 456-5560.




;. by Robert Pear
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The New York Times

" "G.O.P Bill Would Profit Tnsurer With Ties to Party”

- The Golden Rule Insurance Company, which has close ties to Republican leaders, would

. profit from the medical savings accounts|currently being ptgposed by Republicans in

.. Congress. Republicans argue that medical savings accountswill expand health care choices
" for beneficiaries. But many Democrats say that MSAs — swhich will only help the healthicr

- and wealthier — is a payback to generous lobbymg axmpalgns from companies like Golden

‘Rule Insurance.

" Washington Post

.- "Health Care 'I\xmabout"
- Editorial .

) InthclastCongress Repubhcansarguedthathealthcarereformshouldbememental But
-+ mow it is Republicans who are loading up the moderate Kassebaum-Kennedy health care bill
", with controversial amendments, the worst of which is medical savings accounts. MSAs
~ would split and weaken the insurance system While healthy beneficiaries: would choose

" MSAS, vulnerable beneficiaries would be left in conventional insurance programs and would.

o likelysectheuhcalthmcostsgoup

oy

"Bad Move on Health Care"

It used to seem as if Congress was going to pass modest health care reform, now Republicans

" are threatening to add amendments which could derail Kassebaum~Kennedy and some of

which should derail it. Medical savings| accounts are one proposed amendment which would

-, - 'weaken and fragment the system. While many people — including physicians who think it
- might save them from maraged care — support MSAs, these savings accounts would create
- two—tiered health care system and increase the number of uninsured.

+ "Medical Savings Accounts: Potential and Pitfalls”
.- by Stuart Auerbach

PrOponcnts argue that medical savings a‘ccounts give patients incentives to lower their health
. . care costs. However, MSAs would dra1'n profits from the current system, leavmg older and

... .sicker Americans i in more expensive conventional health care programs.




Los Angeles Times

"Nix Insurance with a Tax Break; Health| Care: High Deductibles Won't Reduce Costly
Hospital Stays and Tests, the Most Expcmwc Segment of Care”
477/95

Medical savings accounts would not save health care dollars because most health caré money
is spent on a few sick people who are bcyond cost-reducing incentives. They would,
however, encourage doctors to focus on segments of care where financing is still open—ended,
mainly long~term care and hospxtahzatxon Even with cost-reducing incentives, however,
MSAs couldsuﬂnotcompetcthhmanagedcmebemnseunhkc MSAs managed care could.
control the costs of their high cost patients. Furthermore, the article points out that MSAs
would be attractive to the healthy and wealthy but would increase costs for sick and lugh nsk
beneficiaries.

Boston Globe

"MSAs a Suicidal Shoal for Gop~
by David Warsh
4/28/96

MSAs wxﬂchenypxckthenchandheahhywhowouldoptoutofthcofthcnenstmg

. insurance plan. Those who are poorer and sicker who would be left in more cxpensive
traditional plans. MSAs are backed by thc Goldea Rule Insurance Company, which already -

_unapologetically insures only those likzly to remain healthy. Medical savings accounts are
also supported by some conservative think tanks and by Republican leaders, many of whom
believe that this consumer controlled option help differentiate them from President Clinton.

’ N
"Medical Savings Mirage”
Editorial
11/18/95

Medical insurance works best if it is spread widely across the population. We want policies
which distribute health care costs. MSAs do the exact opposite and therefore should have no
place in our budget. MSAs are likely to have a harmful effect on young people who are
more likely to usc them.




... Letter to the Editor

: The Wall Street Journal
- *The Sick Would Lose, Hcalthy Would Gain"

" Len Nichols, Marilyn Moon, Susan Wall, The Urban Institute
11/03/95

- Authors disagree with a WSJ editorial that says the sick would gain from MSAs. They

" believe that perhaps some sick people who currently have no out—of—pocket maximum would

- accounts

gain, but that healthiest beneﬁaancs would undoubtably gain the most from medical savings

" "Politics and Policy: Golden Rule Insurance Takes Lead in Advocating Mass as a Way of
- Controlling Health Care Costs"
- by Phil Kuntz
05/15/95

" Golden Rule Insurance Company, the mdumy leader in marketing MSAs to the private

sector,hasbeentounngMSAsmpohuaanswhﬂepounnghundmdsoftheusmdsofdants

- 04/12/95

into their campaigns.

" “Politics and Policy: Goodman's Mcdxcal Savings Accounts Become a Hot Alternative to
" Overhauling Health Care” o
by Laurie McGinley

- MSAswhmhwerewewedmlmbymanyDemmtsasapcnphetalmz,havebecomc
- central plank in the GOP plan. ManycxpoctsomchndofMSAtoPaxCongrm which

~ underscores how much the health care debate has shifted.

- "Congress Ready to Adopt His Pet Project”
by Larry MacIntyre and George Stuteville
10/10/95

Pat Rooney, the chairman of Golden Rulc Insurance Company may finally reap the political
rewards for his and other executive's neatly $1.5 million contributions to Congress. Congress

" may pass legislation which allows tax free medical savings accounts, which would benefits

| ~ companies like Golden Rule Insurance.




The New Republic

"The Gold Standard”
~ by John Judis
11/06/95

Judis criticizes a Congress which he says is unduly influenced by special interests. One - ”
extreme example of this is medical savings accounts tacked on to the Medicare bill by '
Republicans who were responding to 2 five year lobbying campaign by the Golden Rule
Insurance Company. While Golden Rule|Chairman Pat Rooney claimed that medical savings
accounts will save $220 billion in health care costs, there is no evidence that MSAs would
save any money. Instead, MSAs would discourage preventive care, benefit the healthy and
wealthy, and undermine health care for less well off Americans.

. U.S. News and World Report
"‘I‘hcrc They Go Again: This Year's Battle Over Health Care Refoxm is a Political Baromctcr

by David Bowerlaster and Bruce Auster
04/08/96.

MSAsuc&cmodmntovemmlmpcdoftheKcnnedy-chbwmbﬂlwhchmﬁesarguc
will split the insurance market by attmctmg healthier and wealthier individuals and 1eavmg

sicker and less well off beneﬁcxanes in c'onventwnal insurance progmms

Blue(}ossamIBIueSkerdothw

"MedxmlSavmgsAmmts Aqucan ThatCouldDwtmy thcAmmmHealthCarc
- System" :
by JohnBurry Jr.

Medical savings accounts would be a windfall’ for thc hcalthy and wealthy and would
eventually bankrupt the health care systcm..

Tax Notes ,

"Medical Shelter Accounts”
" by Lee Sheppard

As drafted in the House bill, MSAs would be one large tax shelter. Employers would find
MSAs very attractive, since paying intojan MSA in lieu of wages would enable them to avoid
paying social security tax. The MSA is|even a better deal for employees who pay no taxes if
they withdraw money for medical expenses and pay income tax and a penalty tax if they
withdraw for non-medical purposes, which combined are less than the normal income tax and




' account.

social security tax on income. Furthenhorc MSAs would be entirely excluded from the
taxable estate. It is clear that the nch vnll use MSAs as another tax—preferred investment

- . Center on Budget and Policy Priorities

- "MSA Provision in Health Care Reform Bill Creates Tax Shelter and Casts Doubt on
-~ Expansion of Insurance Coverage"
*. by Iris Lav

. This article cites a number of reasons. why the inclusion of medical savings accounts in the
.- health care reform bill could make it more difficult and less affordable for cmploycrs to offer
j'adequatehcalthmsurancctocmploycesmostmncedof:t. Since the purpose of the health
- care reform bﬂllstoexpandmsuranccoovcmgc,thcmdusxonofMSAsoouldundcmmcthc
. fundamental purpose of this lchslauon.

"\ "Who Will Use Medical Savings Accounts and Why Will ‘Ihey Use Them?"
;- by Iris I.av

The Joint Committee on Taxation recently released a study which estimates that large portion
ofmxddle—andlow—moomcpcoplcwouldmakcuscofMSAs _This data has been used to -
.- answer critics'who say that MSAs would only benefit the- wealthy Lav argues that while low:
""" and middle income taxpayers may. patticipate: in MSAs inivoluntarily, it could seriously..
undermmethcuaccesstohcalthwe 'IhcywouldlikzlypaxucxpasemhfISAsbwnsctlwn
_ employers replaced their conveational hcalth insurance plan with MSAs. Those with chronic

~ health problems that require continuing carc or consume large amounts of preventive care;
maynolongcrbcabletoaffordthcnnec&saxyhealthwcco@undetahxghdeduw’ble
= plan. Furthermore,. there is nothing in the current bill which: requires employers to. make any

* deposits to MSAs as a condition of offering hxgh—deductible insurance. Without employcr

.. contributions, low and moderate income ¢mployees would have to finance their high~: -

. by Jack A. Ginsburg

. deductibles alone, making it even more likely that they will incur unaffordablc hcalth care
" costs ‘or be.unable to-afford adequate levels, of. hcalth .care. seivices.. :

Poa

D A UIN

X% American College of Physicians

" "Medical Savings Accounts”

. The American College of Physicians expresses concern that medical savings accounts may not

" help:those who are uncmployed or low and middle—income who cannot. afford such accounts.
Indeed, MSAs may. result in reduced. hca!lth insurance. protection and _greater out—of—pockct
costs. for those most in need. of health care. services:: Problems of adverse risk could arise as
the healthy: choose to establish MSAs causmg lughcr prcmmms for the lcss well off who are
left in traditional insurance programs . , :



http:tb.~W.ho

'The Brookings Institution

""Medical Savings Accounts: Facts versus| Fiction"
by Joseph White :

This article makes three central points: 1) Medical savings accounts will not resolve the -
current health financing problems; 2) An MSA-based approach will have winners and losers.
The winners will be those who are hcalthxcr and the losers will be those individuals with
greater health problems; and 3) MSAsaloncwxllnotcxpandacccsstohealthwc In fact,
they could even reduce access for those who need health care the most.

Consumers Union

The Consumers Union cites a number of [reasons Congress should reject MSAs including, 1)
Risk Selection. MSAs would further divide a system which already caters to the health and
wealthy at the expense. of poorer and sicker individuals; 2) Low-income individuals, who
will not be able to afford high deducublw and out-of-pocket costs will be left in the
tradmonalmmranccpoolthhhxgherhealthweoosts 3) MSAs would increase the size of -
the federal budget 4) there would be no safeguards for consumers who choese MSAS, 50 even
those who could afford them may not be guaranteed health care coverage.

IL. Medical Savings Accounts for Medicare Beneficiaries
The New York Times N

"Drop Medical Savings Accounts”
Editorial
11/13/95

MSAs would attract healthy and wealthy beneficiaries who could afford high deductibles.
However, these retirees would choose tax—free accounts when their healthy and then revert
back to traditional Medicare when they get sick. Furthermore, according to CBO, MSAs
would drain health care revenues and i mqncasc the budget deficit. Congress should
reconfigure Medicare on behalf of all retirees Bot just a select few.




"Médicarc Misfire"
- Fditorial
- 09/17/95

While Speaker Gingrich claims he wants to reform Medicare, his proposals would undermine
health care for the elderly. Tax-free savmgs accounts would only attract healthy retirces,
leaving the chronically ill to sign up with managed care and Government health programs.

~ Chicago Tribune

"Don't Put Much Faith in the Republican's Hype About Fixing Medicare with Medical
Savings Accounts” :

by Joan Beck
10/26/95

Mcdxcal savmgs aocounts would not, as House Republicans suggest, conu:ibutc to savings in
healthmrc.MSAsarcaannmedtheOtydevdopcdbyGoldenRulcmsum,asawy
lobbymgorgamzauonoﬁennglav:shpokt;&lconm’bum Weneedtomttheoostsof .
Mcdxcare,butgmngmoneytothosewhostayhealthywmﬂd;ustraseov&a}lheakhm
costs, smcethoscmthhlghcostswouldoptfoﬂmdmonalMcdmare : :

Jopddds T

Wall Street Journal

'UWT:&MMMBMPMWHMW«MMWA@M
WealthyStandtoGam,tthomMay!BcHurt'
byIanncMchlcyand(hnsGeorges = cre
102095 | |

The bills before the House and the Se'.nate could tum Medlcarc mto a multi-ucted systcm
Medical savings accounts are only mcntloned in one section of this article about broad -
sweeping health care reform. Autho:s cite critics who say MSAs would oaly be a vmblc '
option for the healthy and wealthy and argue.that leaving the sicker weaker beneficiaries.in-
the traditional program would mgger nsmg health care costs and fuxther wthacks in - .
COVerage:: . g | N Rt LN o
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" THE WASHINCTON PosT

.~ Tuesoay,Apaw9, 1996

Health Care ']imzabout

N'I'HElasthng:ess,xtwasmame(ﬁmgimot
enmely)theRepubimnswhoaxguedﬁntb&lth
.~ <A care refarm-should be an incremental process,
- They criticized the president for loadmg up*hzs

nﬁpmpemltopayoffpohtmldebtsandadmveamt,

.ed ideological objectives.
' Nawtheshoe—orsrtﬁlemst?—lsonﬁzeoﬁm
. foot.” The president and most Demo-
- crats’ are supporting what in the Senate-at- least*
- Temains thus far a relatively modest bipartisan bill. It
.. i3 the House' Republicans -who hzve insisted -on -

- stick, the bill will Ekely fail-—and s0 it should. Those -
.. mtheHmseandﬁmefewmtheSmtewhomH

R -usextasaveindeforothetpurpm&caldhackoﬁ.f

- - - The worst of the amendments nvolves what are

3 'systembynnhng:tmwforpeoplewhomnaﬁmd
it to remain insured between jobs.. Mainly it woald

- help&xepaxtofmepoptﬂanonthztakadyhasz

insurance rather than the one-seventh that, largely

: forrmsonsofmst,dosmtm&at'smtan
unimportant steq to take, . - .

Theﬁkdyeffedafmedml ammis,

" . however, wouldbetopushmtheoppme

direction, -
-w&kenthemsuranoesystemandmthemdaddto
- the number of uninsured. If the medical savings -
. proposal became law, -those who:chose would bay -
: mﬁedmmsuomcmmpohasﬁmhekm

- onlyaﬁexﬂ:eﬁrst&OOOorsoofamnnlexpmss.

Thepremnnnsferthnse,wh:dlwoddbemuch
lowerthanforcmvenumnlmmwouldmve
the same tax treatment as'under currentlaw, -
-‘An_ additional .amount .would -then -be .put in a-
:mmgsaooomtfortbepamapant.htoowmddbe
ﬁmﬁﬁr theb?ﬁd—upto m
use pay
bills not covered by instrance; under certain circtim-:
-stances, sonie wotld-also be available for otter. .
purposes. Proponents -say the -device would -give
peopleg:mterﬁeedmtoshopﬁrmandmke
.. them better shoppers, much more fikely to try to-
ho!ddcwncosbs,mﬂwywouldbedmwmgon

-But in the. process, thesavmgsammtswould
a]soﬁkdyspﬁtthemnmmﬂr& They repre- -
_sent a gamible; the people who would most Ekely take -
- the gamble would be the healthier and better-off. To
some degree, they would be choosing to withdraw:

" theirown funds.” -

from the broader insurance-pool to fend for them- " -
selmlzftmﬁmpedwmﬂdbethemvuhm~.

" ble, who would likely see their insuranoe costs go up;
themwewmldmkemameemha:d&to .
mamtzmtimnmw

“In a. sense this. is the vezyoppome of the

mmwpnnaple.ltxsbemgpmdbyemnpam&s N

. that: want - to sell the catastrophic coverage, plus -
peopledrawntoﬁ)emdivxdmlrsponsﬁﬁﬁtyﬂntﬁw
idea entails; But for the population as awhole, it
would do more harm than good. The has
rightly suggested that he would be disposed tovetoa -
bﬂﬁntm&mmmm&mﬁd
mvebnnﬁzetmxh!e.




By ROBERT PEAR

"‘ptewunsuchtax-lreeamms.

\anmdmdualaadsa.uoﬂora!amny
'nndet the House bill” The pmpuul

"; insurance after switching or losing
\\'Mjmautmmmnmm:.

oy

- mg  supporter  of

v, and his {anuly controls .

‘WASHINGTON, Aprl 13 - A
hea.!t.h insurance company with close
palitical and financial tes to Repub-
Jlican leaders stands to benefit sub.
smﬁaﬂy from a proposal that con-
‘servative Republicans want to add to
major health insurance bill sched-

{ormpletasetup medical
savings accounts 10 pay heaith care
expenss.‘meoornpany the Golden

. wouldhavetobepurcnaseﬁbypeo-

" wider cholce of health insurance
tons, strong new lncentives to con-
W health costs and more cootrol

3ut many Democrats denounce
-+ accounts as dad health policy,
| they say that the proposal is
.9g pushed by Republicans as a
“sard 10 Golden Rule and us for-
. r chatrman, J. Patrick Rooney, o
Republican
. ses. His father founded the come-

The medical savings accounts
would work this way. An employer or
an employee could put money into
meammt.anddmmmeymld
belong to the employee. Any money
not used in ane year could be carried
averandlnvs(ed.ukememmeyin
an individual retirement’ acmunt.
Earnings on such investments would
not be taxed, and money. withdrawn
from a medical savings account
would not be subject to income tax if
It was used f{or medical expenses.

At the heart of the debate is an
empirical question: a:eheam:ypeo-
ple more likely than sick peopie o
atahﬁsbmedialsavingsacmu?
Mast Democrats say yes, while Re.

publimusay.

‘The' Budget Office
mmewmmmyol.«m-
aries share the concern that young-
er, healthier people would be more
‘inclined to choose medical|savings
accmmtsamuuhi@-dedumnkm-

" Medical savings

"acco‘unts appro-lp‘ed
by the House, come
under fire. :

i

mmumapmm
: Dmsaythusick people
mmmmmmb-

e lmtmhpm«mmum-
oy mmmmm
K mw:;mawa

Demotrats say. They say heu.ithler
peoplevwldhavemremgmtrom

over at the end of a year. |
Republicans, by contrast, say the
high-deductible policies wou!d also
appeal to sick people b«:ause the
policles could provide utuim:zed pro-
tection against camuopmc medical
expenses after the deductibles were
met. Insurers now often set annual or
lifetime limits on the benefits that
will be paid lor a subscriber,
But Cathy L. Hurwi, tegislacve
directar of Citizen Action, a consum-
er proup with three million mem.
bers, said, "

i
In theory, the insurarce

company would pay all health care
casts ance you pay your deductible,
but nothing in the House bill requires
that.”

Representative Pete Stark, Demo-
crat of California, sald on the House
(loor fast moath that the Republican
propasal was “a payo!f to the Golden
Rule Insurance Company*’ ~ a char-
acterization disputed by Republican
laaders and Golden Rule executives,

Representative Cynthia A. McKin-
ney, Democrat of Georgia, asked on
the House tloor: “Why medical sav.
ings accounts? Just {ollow the mon-
ey. The Golden Rule Insurance Com-
pany has given mare than $1.4 mil-
lion to the G.O.P.. and, colncidentally, |
‘Goidens Rule just happens to be the
premier company peddlmg medical
savings accoumis.” . .

Mr. Rooney offered slnghuy di!ter-
ent numbers. [n an interview, he saxd
that he and Golden Rule empieyes
had given $1.1 million to the Republi-'.
can Natonal Committee and: ‘Repub-
llcan candmam t'or Ccngrss since
January 1993 Common Cause. the'
public affaifs ‘lobby, sdid that Mr.
Rooriey and John M: Whelan, Golden'
Ruls’s president,. had given more
than' 8117.000 W Gopac, the political .
action’ eummmee that’ helped M

Glngrichtakecontmlo(mesm i

Golden Rule, which describés it-

‘sel!asonao(memgstmppuersotﬂ |

h«nhammmmualsm
small groups” and says it* ‘covers
about 1.8 milllon people, it has shown
perm ia: trying ta- promote:
medmlmamu
Mr. Rooney, 3 maverick n the

'vmm sa4d: 1’
,mmm&ml

believe they are good for the Ameri..
can pecple. [t's no shoék 1o me that |
am being condemaed, or my compa-
ny Is being condemned We are
caught up in the conflict between the
two'parties.”

But Mary Nell Lehnhard, senior
vice president of the Blue Cross and
Blue Shield Association, said, “We're
afraid that medical savings accounts
will segment the market into people
who are very healthy and people who
are not heaithy.” [ that happens, she
said, “you lose the whole pnnczple of
insurance, which is cross-subsidy,”
with premiums being collected from
people who are healthy today to sub-
sidize care for the sick.

“You need a qux of people who are
using health care services and peo
ple who are not to make it afforgable
for everyone,” M8 Lchahard siud,

Members of Congress say  dw
averall health insurance bill has an

excellent chance of becoming I

but the outlook for medical savit
accounts is less clear. Mr. Gingr.
said he would not risk President
veto over the Issue, but other cons
vatives planned.to fight for the :
courts in a House-Senate conferenc

The bill scheduled {or debate ne
week is sponsored by Senators Na
¢y Landon Kassebaum, Republic:
of Kansas, and Edward M. Kenned
Democrat of Massachusetts. Conse
vative Republicans say they will pr-
pose amendmeas ta encourage me«
icat savsngs accounts. Mrs. Kass
baum, Mr.' Kendedy and the Whit
House oppuse -such ~afiéndment
saying they could sink the bill.

The House and Senate bills woul.
restrict pracucec that insurers us
to identily people with medical prob
lems. Mr. Rooney said thar Golder
Rule sometimes denied coverage tc
sucn people or charged them high
premmms. “

Mr: Whelan defended those prac-
ticeés in tmmocy before Congress in

- 1994; Fire insurance is not provided

aftermemmdiesﬁre." he said,
“horis auw-thdt {nsurance provided
after ihe car is stolen. To provide
health coverage to peaple for 2 medi-
- cal condition. which has already oc-
curred may be charitable; it is not
the business of ixmu’ance."

But Ms. Hunm of Citizen Action
‘said: “The idea that health insur-
ance is only for thé healthy is absurd.
_Elghty-one milllen pecple have some
“torm ofhalthpmblemummuldbe
labeled 2 pre-existing condition, ev-
5 érything (rom asthima to cancer.”

."Golden Rule has resisted efforts -
by several states, to require the sale
of health insurance to ail applicants
and to limit premiurm variations.

When New Hampshire was consid-

.ering such legislation in 1993, State

Senator Jeanne Shaheen, a Demeo-
crat, issued a news release saying,
“Golden Rule represents everything
that is wrong with health care in
America.” She asserted that the
company had “‘resorted to lies and
half-truths,* telling policyholders
that their premiums would soar. In
Kentucky, State Representative Er-
nesto Scorsone, a Democrat, said
that Goiden Ruie had run a cam-
paign of “disinformation, misinfor-
mation and outright decepuon.”™

Mr. Whelan acknowledged that the

company's  lobbying  had  been
“forceful and aggressive.” Bu e
saidd thaat Golden Rude Tund viobatasd e
laws amd was imerely Oyumg (o pr

et policvhokders
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Medlcal Savmgs jL(:coul:lts Potenhal and Pitfalls

Healthy Americans Could Save and Ge Cash but Older and Szcker Would. Suffer, Critics Say:

Brsw_nm
Wanningian Pot Soll Wenar

When Jack Strayer ‘ceveloped
warts ca hus iace from a fongus
pucked up o0 2 trp to the Yucatun he
deaded to have them vurned off
wuboat anesinesia wsave $120. He
atso put hus gurn surgery up for bid to
thees perodostists. .

- Y Strayer had bis way, that's how
all Amencins woukd shop{or their
heakh cire.

Thehahhampnuﬁmvetq&s
inchudes. a medial savmgs account.
His emplayer, the Couned for Affocd-
able Heglth frsuranct m Alexandm, -
parchases a beath merrance policy
oa hus betaf wnth 2 deductible of
31000, In addinon. Straver 1 grven
.$1.000 2 vear 10 spend oa medical
care, and whatever he saves. fess ~
m‘mmmmmm
spends the entre $1.000. tus compa-
nrsbamtmmmhdsm
tommprﬂm

The plan ofiered by Strayer's
eght-person organtatoo. an advo-
cxte for thus new ‘dea m fnancing
bealth care. 15 more gold-plated than
most. bocause the health wsurance
facks i smmedately after $1,000 &
spent. Most moedical ervags acoomt
plaas require betweea $800 aad
{Slﬁ&ﬁum—dmmb&

Only 2 stoall gumder of fmos have
. adopted medical saviogs account

phaas, in most mstances, the plans
are 00 0ew (o provde meaniagful
" ddt2 on haw medical savings acoounis
compare with more tradivonal health
paos. Companes that offer them
wnd to be smaller firms of wdute

w&rmmdtﬁemxm

ble emplovers 15 GO? presigentat -
toochd |

Maicoum S, teve” Forocs
jr.. whosé Forpes maganne empwovs
acout SO0 peooie. Anctnef 13 Goden
Rule Insurance Co. ol lxmnaoous.
with 1.200 etnoovees. rewer than
lOOotvcmwwces:mctsm Cav use
a m $4320¢S Jccount mn

MNonetheress, sucn pans mve as-
tracted natonal attenuoe 1nd :rc be-
ing promoted bv some nmgsu:ua
erouns and Keoubbcan coneressionai
eaders. wid ;neoToacated mem G
the House teguslation w0 ovctxuul
Medicare, grang servor cmmus e
OPPATTUNITY 10 DK faemca! smnz*
ACCOUALS OVEr rIANIONI msm'zncr
programs. The provisoa may oe part

dmelmgemurmw :

the House and Senate evennniiv st
sead to the presidens, Thel“hve

‘Hmmmmwamdmoum

tssue. &
The cooc:pt RAS Afawn SR t=

pasition 1rom asurance c:%mc'-
S6Me CORSEMEr ZTOUD3 3ng the Biue
Cross-Hive Shield orazxuumn wat
provides Coverage for nosofal ang
phvsican services. Trev argue tat it
would beaefit doctors pecause u
elumunates ords on wnat ooaovs an
cluarge o what SErvices e Can ore-
vide. and could skim off the |beantny
and wezithy, {eaving tne SICK and
poor for tradoal msurance M-
ers.

Straver and otne? supoorters
brush aude 1CSC COMBUINLS. Toey

argue that medkcal savings wcww.s
allow patents to make ther owa ra-
tional decisions on now taey bey
heaith care based on 1ts cost. vacr
wno worked = Congress 10r men-
Rep. David A. Stocxman, mcr Frese
oent Ronald Reagan s ooozct e,

bebeves pabents stnuid buy hakh
care tne same way 1hey buy ars—oy

- COmOAnAE Prices that doctars. nospr-

s and other providers crarge. He
says that tradisoeul heaith msurance
plans ofier oo moentves for panens

-tommmwx«s‘

out that pavents would do 50 © lower
costs meant cash m therr pockets.
The plans attack nsing medical

. ms‘bvgmmamkcin
- reduang them.” J. Patxk Rooney.

mmdco‘dcnkde.loldl’hw‘-

 can's Weexty, He added mat Gowen

Rule’s two-vear experrence with
medical savings 2ccounts has “been 2
wondertul sucoess™ that “controlled
costs. tcreased 20065S (G prevenuve
care . . . and promoted weliness.”
Edward Hustead, chawman of an
Amercan Academy of Acuanes sk
iorce and 3 semsor vice presisent of
‘The Hav Group. an actsanal consult-
mg fum m Wastongtoa, stroagly dis-

"agrees wath that wew, Hustezs sad
tnat Hoonev ever'a penod of moaths ©
035 rerustd (o SUpply data foc the ac-

waznat stuav, kooney did noc return
poone calis tor thus arbce.

Husteaa saw proponents of medr
Cll SIS 2000UIKS ASSAIT “every-
body's gong to be better o™

“They are not” Hustead said. The
academv s report, reicased last
moath. concludes that o redacal sav-
ngs accoumnis were adonced for all

would be furt, The reoort studied
lemslauon spoasored by House Wavs
and Means Commatee Charrman Bill
Archer (R-Tex.} promoung medsal
savings accounts for all Amerscans.
“The voung and the beaithy wall be
better off. Those wath laree heafth
bulls wiil not, and they are & percent
of the populzuon, [t s asing moaey

m the unhesithy and oving #te’
the healthy.” Hustead asserted.
al heatth misurance plans would be
left wath costs of canng for the oldest
and sickest pagients while vouag.
heatthy patsents would ot for the ex-
tra cash that medical syvings ac-
counts allow, sud Susaa Foxworth
Skerker, semoc divector of puble pol- |
xy at Ford Moator Co.. ' whch spends -
- $1.4 tilboa 2 vear on health benefits.
in mcmzmﬁdd.tms s know.
as cream skameauiy oc cherry picking.

“MSAs would be 2 windfall for the
heaithy and a bane to the sick. They
would provide 2 cash infusion to twe-

, Yurds of all Amencans znd a big cash
dran to the thurd who use the system
the most.” john Burry Jr.. charman
and chier executive office of Blue
Cross & Blue Shield of Otuc. told
Phvmcan's Weekiy,

. What s more, criucs of the ap-
oroace quesuon how much coatrol
‘saucnts really have m malang 3 ca-
wonal chonce of who provides medical
cre. .
© Deserte alf the political fanfare gur-
rounding the medical savags account
wiea. Hustead doesn't expoct 2 stam-
pede 10 that opuoa. Most Americans
re conservauve over how they pick
health care coverape and prefer (o
stck writh tnied and tiue grograms.

“Peopte wth low tncomes or high
health expendrtures are bikety 1o poes

-{er other health care opooas. Howev-

. ¢1, certan segments of the health o

sufance market~—pacucularly the
seli-emoloved and highly paid—
mught gravitate toward MSAs be-
Quse of Lax advantages.” he sad.
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1.os Angeles Times

April 7, 1995, Friday, Home Edition . '
SECTION: Metro; Part B; Page 7; Op-Ed Desk
LENGTH: 748, words

‘HEADLINE: NIX INSURANCE WITH A TAX BR%AK;

- HEALTH CARE: HIGH DEDUCTIBLES WON'T REDUCE COSTLY HOSPITAL STAXS AND TESTS, THE
MOST EXPENSIVE SEGMENT OF CARE.

BYLINE: By ALAIN C. ENTHOVEN and SARA J. SINGER, Alain C. Enthoven is a

professor at Stanford UnlverSLty s Graduate School of Business. Sara J. Singer
is his special 3551stant

BODY :

At least four members. cf the California Legislature have. eopled some federal
lawmakers and introduced bills that would -create tax-favored medical savmngs
accounts desxgned to be used in combination with hzgh-deductlble or
“catastrophlc" insurance {for exampleq the patient, pays’ the first §3, 000 a year)
to encourage people to set aside the qoney needed to pay for care below the - e
deductlble.,(The new, "tax- favored MSAﬁ dlffer from tax-free accounts availablie

to some _people. now'through their employers because they would be available to

everyone,}and money not spent at the. end of the year would accumulate rather

than belng forfelted ) “,‘“;' o : i T v

o

éééé

‘e he1r own money, ‘they would be wore
And CiF. they could'have tax-favored Msns,
‘gh* deductlbles e :

But this is the wrong way for tpe federal government to solve health-care
cost, access and quallty problems and an even worse»solution for California.
alone. . e e o R T

ot

Exempting MSAs from state taxes prebably would be 1neffect1ve, because ]
people's. behavior-is drivén maznly by}federal tax. consxderatlons And even 1f
favorable state tax treatment persuaded people “to adopt MSAs,.. hxgh deductlble
covexage would do little to- moderate cost growth in-the long run, since most
spendingis’ concentrated-on a few 51ck people who are béeyond the. cost- -reducing
incentives of the deductxble. In 1993, 80% of health- ~care spending weént for the.
15% of people with the hxghest costs, exceedlng $3,050. When someone is
diagnosed wlth a. condition he kndws Wlll cost more than $3, 000 to treat, more
care for his whole family is- “free " The ‘incentive to economize is gone-

The 1mportant opportunzty for saV1ngs is not in deterring mothers from taking
their children to the ped1atr1c1an for the sniffles, but in motivating doctors
to provide high-cost care efflclently and only when it is appropriate. Once
hospitalized, patlents' spending is unaffected by coinsurance and deductlbles,
because catastrophic coverage has no ;mpact on doctors' incentives. If everyone
had $3,000-deductible insurance, doct@rs and hospitals would focus on the

AP EXSNEXIS  Z9 LEXIS-NEXIS 7 LEXISNEXIS
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segment of care in which fznanc1ng was still open—enaed. pediatricians would

leave primary care and go into neonaCQlogy Costs would increase due to lack of
preventive saervices and earxly croaement. For exeample, a recent study of acute

appendicitis patients in Califormia“ found that patients covered under indemnity
insurance were 20% more likely than those in prepald (flrst ~-dollar} plans to
evelop ruptured appendixes . -

Another important problem with atésﬁrophic coverage is that the
$3,000-deductible policy would be relatlvely attractive to the healthy and
wealthy. ‘Those who could afford it would be ahead financially so long as they
did not need to use their deductlble.»Thls would increase costs for the.sick and
high-risk, left in comprehensive coverage. Making the- contributions to an MSA
tax- preferred would make catastrophlc coverage even more attractlve‘to ‘more
people. The bad risks would increasingly bear the cost burden of their care. In
a spiral of increasing costs-and higher risks, first-dollar coverage would be
driven from the market -- a desired outcome, in the view of tax-preferxed MSA .
proponents. But, do we want a woman in a five- -year struggle with breast _cancer to
have to spend $3, 000 per year more than someone who has the good fortune to be
‘healthy? -

- Tax-favored MSAs raise other problems. At a minimum, the additional money
going into MSAs would incréase state tax losses. Money not .spent on Internal
Revenue Service-eligible medical expenses could be withdrawn without penalty, so
people could accumulate interest on money in MSAs tax-free, paying taxes on the
money only when they withdrew it.’

Some of-the ‘enthusiasm for catastrophxc ‘coverage comes- from insurers that
" have not- developed managed-care capabllltles and depend on indemnity 1nsurance.
They think that this approach would give indemmnity insurance a better chance to
survive against managed care. But catastrophxc insurance would not save
indemnity insurance. Managed—care organlzatlons ‘would develop competitive
products, . taking, advantage of thelr superlor ability to control the costs of
high-cost cases. = ~

The federal government could try an after-tax MSA approach that would be
strictly . neutral with respect to the type of insurance people choose. But
California should not, at least not unt11 the federal government acts first.

LANGUAGE: ENGLISH

LOAD-DATE: April 8, 199S

2/) LEXIS-NEXIS 7) LEXISNEXIS 778 LEXIS-NEXIS



Praron Globe Hes)ae

“ECONOMIC PRINCIPALS
David Warsh

MSAS a suicidal

shoal for GOP

HAT HAVE YOU HEARD
about medical savings ac-
counts. MSAs for short? The
piteh for them is simplicity it-
¥ ¥ self. ’

MSAs are said to be like IRA= - tax-shel-

. tered saving accounts, but for medical
purposes instead of retirement. You put some
money aside to pay the doc for little things, say
32.000 or 83.000 a year. If yvou don't get sick. )
vou rol it over and eventualiy vou pocket it.

For big things, vou buy a cheap catastroph-
ic insurance policv with a big deductible,

" another 51.000 or so. It takes care of vou if vou
get really sick.

MS8As are said to give vois mare choice and
more control over the doctors vou see. If vou
like. vou can pay alittle more for 2 sawbones
who will take the time to talk. Gr vou can wait
a day or two to call in hopes of saving some
money. No other health reform so powerfully
affects consumer behavior. Meanwhile, vour - -
doctor gets to practice medicine the old-fash-
ioned way. Only the insurance bureaueracies
and the dictatorial health maintenance organi-
zations lose. Evervbody eise will be better off.

If vou believe that's how MSAs would
work. I've got a bridge to show vou.

MSAs were in the news iast week because
Sen. Bob Dole is said to want them included in
the health care legislation now awaiting recon-
ciliatiqn by a House-Senate conference '
commitiee.

Liberal Republicans. led by Sen. Nanev
}-{assebaum (R-Kansas|. deserted Dole on the
_Senate version of the bill. deleting MSAs. Dole

is seeking to restore them in the conference

... version. President Clinton has promised to -
veto the measure if it contains MSAs.

“Thus the two candidates are on the brink of
squaring off, clearly and firmly. pro and cen.
on the propesition that MSAs would be good
tor the health care svstem.

|
|
i
!
|
i

i

'What's the problem? Just tnis: MSAs
would touch off a whole new round of “cherry-
picking,” of “cream-skimming” {or “adverse
selection.” as it is formaliv known) that could

‘seriously damage a health care system which is

slowly righting itself on its own.

With MSAs. healthy people would opt out
of existing insurance plans. seeking cheaper
rates by joining pools of low-risk subscribers.
0Old and unhealthy people — high risks — would
be left behind. Their rates would soar.

A task force of the American Academy of
Actuaries studied the House proposal and con-
cluded unambiguously that it would harm the
poor and sick. A nonpartisan society of the
mathematical elite who calculate the financial
effects of complex programs. the actuaries are
about as close 1o 2 competent, perpendicular
judge of the matter as can be found - 2 su-
preme court of arithmetic.

Fdward Hustead. an actuary who headed
the task force, said. “The voung and the
healthy will be better off. Those with large
health bills will not. and they are & percent of
the population. It is taking money from the un-
healthy and giving it to the healthy.”

Who wants MSAs? Support for them i
narrow. but mighty deep. Peek benind the
seenes to see who is pushing the idea and the
first organization you find is Golden Rule In-
surance Co. of Indianapolis. .

With more than 800.000 policyholders.
Golden Rule is among the nation’s biggest.sell-
ers of individua! health insurance. MSAs would
greatly expand its lucrative market. «

When the Wall Street Journai spotlighted
the compan¥ in 1994. reporter- Leslie Scism
wTote. “Perhaps no other fiealth insurer can

. cherry-pick its way to unusually high profits as
well as Golden Rule:” The company does well
in the low-profit industry. “because its hardoall
legal tactics often carry the day.”

Golden Rule is one of the nation’s toughest
cops of “moral hazard™ - the pracice of buying
insurance only after vou know that vou're sick.
It bluntly asserts that it wants only healthy
customers: its application forms are pages
jong. “Fire insurance is not provided after the
house caiches fire.” the ¢ompany’s president
told the Jowrnal. The company sometimes de-
clines to pay for treatment if it can find an

unrelated iliness that wasn't disciosed.

Many policvholders sue wnen the company
decides theyv aren't covered for “previously ex-
isting conditions.” the Journal found. but few
collect. Most just slink away at the prospect of
still more legal bills. '

\What about peopie who have become sick
through no fault of their own - vet who lack
coverage? Giving them health care “may be
charitable. but it is not the business of insur-
ance.” savs the company s president.

Golden Rule is iargely owned and run'oy
68-vear-old J. Patrick Rooney. son of its
founder. He's been aiavish funder of Republi-
can congressionaj campaigns. including

: C W ARSH. Page A%Y
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MSAs a smculal shoal for GOP

M WARSH ;
Continued from page A97 .|

GOPAC, the Republican politiicai ac-
tion committee chaired until last
Mayv by Newt Gingrich.

A second rank of proponents in-

cludes a handful of conservauv -

think tanks. Chief among Lhem is the
Center for Policy Analysis i m Dallas,
founded in 1983 by economist John
Goodman to promote MSAs and
bankrolled (to a diminishing extent)
by Roonev. Former -Delaware Gov.
Pete Dupont is an adviser. |

Forbes magazine, where maver-
ick presidential candidate Steve
Forbes holds forth as publisher, es-
tablished a medified version of an
MSA plan two vears ago.

Milton Friedman, the ‘conserva-
tive economist, is a pmmment sup-
porter. He has argued that the mea-
sure would restore to medxcme the
bucolic standard that prevaxled be-
fore the Russian Revolutxon

A third tier of support for MSAs
is the Americal Medical Assocxatxon
the old-guard group of phvsu:xans
that apparently views the MSA asa
last-ditch means of preserving a fee-
for-service world. The fee-for~semce
mechanism, in which doctors had in-
centives to spend hezvil.'v on behalf
of patients, as long as /the patient
was insured. has been mdelx blamed
for the crisis of %mlaung costs that
began the binge of “cream-skxm-
ming” in the 1970s.

The continuing shift to “managed
care” ~ meaning corporate oversight
of doctors’ practices bvfhealth main-
tenance organizations and insurance

companies: — was the c;hief result of .
the health care cost crisis. The AMA.

hopes that medical savings accounts
will reverse the trend.

Finally. many Rep’ublican politi-
cal leaders apparently view the MSA
as a way of differentiating their

pmduct - of showing - the\ possess a

“conservative vision™ of how the

economy should work that is funda-
mentally different from that of Clin-
ton.

Dole and House Speaker Gin-

grich are only the most prominent.

House Majority Leader Dick Armey.

{R-Texas) and Ways and Means
Chairman Bill Archer (R-Texas) are
others, as are Sen. Phil Gramm (R-
Texas) and Rep. Dan Coats (R-Ind.).
Massachusetts Gov. William F. Weld
isthought to be a fan.

Many conservative health care
experts have watched in horror as
the leadership of the Republican

-Party has fastened on the issue of
. the MSAs. Managed care organiza-
tions don't like the savings accounts; |

neither do the hospitals nor the
medical schools. Big businesses,
which purchase most of the nation's
health care. are generally opposed
So are the unions.

However much they may chensh
the days of solo pmcunoner most
Americans recognize that the era of
corporately managed. high-tech
medicine is here to stay. They un-
derstand that the principle of insur-
ance is different from “free_enter-
prise” or “evervman for himsell” -
that access to basic health care is a
human right that should be insured.

The 1992 presidential election

_went to the party that best kept its’

Crazies under control. George Bush
let Pat Buchanan and the “social is-
sues” ideologues dominate his con-
vention. Clinton kept his left-wing

. supporters on a short leash and was

elected in November. e

. The GOP is once again flirting
with disaster — this time at the hands
of its economic extremists. Incredi-
bly, the man who botched a once-in-
a-lifetime opportunity to reform the
health care system may be about to

_get a second chance.

J
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' LENGTH: 536 words .

HEADLINE: Medical savings mirage

BODY .
Medical 1nsurance works best if it is spread widely across the population.

'Healthy people ‘defray the costs of those who are sick in the expectation that
.. they will need help when they become ill. A proposal for so-called Medical

.. _Savihgs Accounts runs counter to this bioad-baeed approach and ought to have no
.. place in the budget legislation now clearing Congress.

Unfortunately, ‘these private accounts, a kind of medical IRA, are a

"”fcenterpiece of the Republican proposal’ to transfo:m Medicare. While they would
~ have little impact on Medicare, which is not insurance so much as a

government -to~-recipient subsxdy,.they would have pernicious consequences if
applled to younger peqple, who are more likely to avall themselves of the

Under the proposal people would receive a set amount ~ from the government
in the case of Medicare, or from their employers. They would be expected to buy
an insurance pollcy to cover major hospitalizations. and other médical
catastrophes The rest of the money would go- into a medlcal savzngs account,
which could be used for routine care. Any amount left: at the end of the year

~would be- the account holder s to keep.

The key numbers here are the difference between the flgure at whlch the:”‘
catastroph;c pollcy lekS in and the amount 1n.the fedical sav1ngs account.

. Proponents often use the example of someone wzth 481, 500 account and. an

insurance policy for expenses, above $ 5,000. If the account holder requlred
treatment for a chronic condltlon that did not. requzre hospztal;zatlon, he or

" she mlght have - to spend $ 3.500 out of pocket.

i

House Republlcans have tagged thxs plan onto the Medzcare section of the huge‘

"budget reconczlzatlon bill. The Congressional Budget Office expects that if

approved, it might cost $ 600 million a year. This is’ comparatively small change
in the § 160 billion annual Medlcare budget. Most elderly people, the CBO

- reckons, will decide agalnst ‘the plan on the risk that they would have to pay a

large out-of-pocket amount.

" The ‘real danger lies in a pafallel GOP proposal that would use tax breaks to
encourage younger people to open these accounts. With such incentives, wmany
healthy people might be tempted to switch from conventional insurance.

Any discussion of medical savings accounts obscures.the,real crisis in healch
insurance: the fact that 39.7 million Americans lack protection. a number that

&
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has 1ncreased from 31 million in 1987

In 1984 Singapore revised its health care system to mandate medical savxngs
accounts for its 2.9 million citizens. Every wage earner pays into a series of
funds; those who cannot afford the contribution are assured of subsidized care .
in public hospitals and clinics. Something like this plan might have merit in
the United States if every citizen were included and if the government committed
itself to subsidize the poor, both healthy and sick.

The Senate excised medical savings accounts from its version of the bill, but
the plan was restored in conference committee. That was a mistake. This flawed
proposal should have no place in the health care debate until Congress is ready
to consider a plan that spreads the cost of one person's illness among 250
million Americans. '
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FROM WASHINGTON

The gold standard

. Central to the House Republicans’ Con-
iract with America is the disunction
setween government geared to “the peo-
vie” and government geared to “special
interests.” “We are united “here todav,
~ver £50 . current members of the House
.nd over 200 candidates. united in the
elier that the people’s House must be

wrested from the gnp of special interests’

and handed back o vou. the American
acople.” Dick Armev declared in
September 1994 when he introduced the
conuact on the Capitol steps. That's
good popuhist rhewric, vet this vear's
Republican Housc has wrned into a bac-
chanalia for special interests. [Cs the
most lobby-driven Congress since the
postbellum days when Jay Cooke and the
railroad interests had free rein.

There are examples all over the place,
in Republican-sponsored legislation gov
cming cvervthing from defensg o tele-
communications, to securities, to busi-
aess ax relief, But my favonite for sheer
perversity is a provision on Medical Sav-
ings Accounts, or MSAs, that the House
lcadership slipped into the Medicare bill.
\While House Republicans claim that “the
Medicare Preservaton Act of 1995°
would save the federal program from
imminent bankruptey, this measure
would actually raise Medicare costs—by
32.3 billion over seven years, according to
the Congressional Budget Office: Itis in
the bill for onlv one reason—a successful
iivevear lobbving campaign by Indiana’s
Colden Rule Insurance Company. .

Golden Rule is the kind of company
that any reasonable natonal health care
reform would have doomed to exunc-

uon. This s600 million corporation built |

18 business by carefully choosing whom it
would insure. Consumer Reports ranked it
“near the botom™ of insurance compa-
nes because of its mnadequate coverage,
Trequent rate mndcreases and readiness o
cancel policies. As 1t began o lose buse
nessan the '80s 1o insurance companies

- copaC and the Progress and Freedom

deductible. or signing uo with an HMO, !
a firm’s emplovees would purchase 2
high-deducuble cawastrophic policy that
would. sav. onlv cover costs aver $3.000.
But the em piover wouid 1iso establish a
medical savings accounc ol 51.500 to pav
for medical cxpenses. if healthy individu-
als spent Jess than $1.500 during the vear,
they could pocket the remainder.
Golden Rule touted MSAs as a wayv of
kecping down medical costs by discour-
aging policy. holders from purchasing
health care. Doctors liked them because
thev weren’'t managed care. And voung,
healthy emplovees liked them because
they might get monev back. Most bust-
nesses, however. shied awav because
MSAs didn't save them anv monev. And

policy experts like Sunford’s Alain
Enthoven scorned them because
thev undermined the logic of
health insurance: thev raised
the costs of insurance for
the potentally sicklv by
removing the voung and
healthy from the acuariai-
pool. They didn’t actually
reduce health costs, which
are concenuated among
the very sick. If anvthing,
they raised them by discourag-
ing people from gewing preventive
care and early treatment

Failing in the market, Golden Rule
and its chairman, Pat Roongy, did what
any wily Republican does: thev sought
government help to boost their business.
Rooncy helped start and fund a Dallas
think tank, the Nagonal Center for Pol-
icy Analysis, and a Washingron lobby, the
Council on Affordable Health Insur-
ance, 0 promote MSAS as a panacea.
Roonev, his execudves and Golden
Rule’s PAC began throwing money at
Congress, spending about 51.4 miilion in
five vears. Last year, thev coniributed
more o the Republican National Com-
mitice than any other business: They
funded not only Newt Gingrich. but also

Foundadon.

In 1993, Phil Gramm, a recipient-of
Golden Rule largess. sponsered a bill
that would have made MSAs the model
for natonal health insurance. In the
House, another Golden Rule beneficiary,
Bill Archer, who would later become
chairman of the House Wavs and Means
Committee, introduced a measurc to
make the {unds contributed 1o an MSA
tax-deductible. Neither bill passed in the
Democratic Congress. but when the

Republicans took over last November
Rooney and Colden Rule had reason @ |
celebrate. Archer has put a deduction for

MSAs in the tax bill. And the House lead-

‘hay sel managed care plans. st devised a | ceship mserted o provision i the Meao i
shan tor MSAS, Titend of huvime deome | ooare Indl deac would altow sentor canrens
Srenenave snshtGos casiy with o bow o to o MINAS

1 VHE NEW REPUDBUIC 1QVEMBEN 8, 1993

Here's how the Medicare MSA would
work. Those sentors who don't want the
normal low-deducuble comprehensive
coverage couid sign Go With an insurance
compahy like Uoiden Rule tor an MSA,
The supposcdly wotiering Medicare fund
would give Golden Rule what it deter-

mines 10 be the average cost of insur--

ance—s5.081 per person in 1996,
Golden Rule would then establish a pol-
icy with a deductble of 13,000 and set up
a 51,300 MSA for the policvholder.
Senior citizens would be liable for any
cost between $1.500 and $3,000 and for a
perceniage of the charges over $3,000. If
they became ill. they would lose money,
but. with illness imminent, they could
abandon the policv 1n favor of regular
fee for service aiter onlv a vear.
The Roonev-tunded Natonal Cen-
ter claims that MSAs would save
$220 billion. of the 5270 bil-
lion the Republicans want to

ihe Republican-appointed’
CBO completely disagrees.
indeed. the provision has
no redeeming fiscal meric
Like MSAs in ‘general, it
would discourage preventive
care and eariv treaument with-
out bringing down the cost of
high-tech medicine. And it would
threaten the Medicare fund by siphoning

off healthy seniors. Instead of paying only

for what these Medicare recipients actu-

‘ally spend on health care, Medicare

would have to pay the full $5,081—t0
Golden Rule and its ilk. Those standing
to bencfit would include healthy and
wealthy seniors who could afford to gam-
ble for a vear, Golden Rule and similar
insurance companics that had been
locked out of the lucradve Medicare mar-
ket and doctors who would escape the
strictures of managed care and Medicare
fee limits. The poor. the infirm and any
American banking on a solvent Medicare
system would lose out.

Both the proposal for 2 tax deduction
for MSAs and for an MSA option within

Medicare are cxpected to pass Congress

this vear. along with similar proposals
that stem direcdy from lobbyving efforts
by doctors and pharmaceutical compa-
nics. On 2 partvline vote, the House
Ways and Means Committee has already
defeated Democratic auempts 1o strike
or amend these proposals. If they do
pass. and get through. they'tl encourage
the most inefficient and unsavory ele-

“menws within the health care indusuy.

setong back even {urther the cause of
heaith cue rotonm SNorse, passage of
these proposals will demonstrate thacin
this Congress. it i< mancved interests and
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NEWS ANALYSIS .
Medical Shelter Accounts

Milton Priedman ix at it again. It seems that the
Hoover Institution economist, who got a Nobel
Prize for his observations about inflation, has be-
come an all-purpose endorser for the latest trendy
Republican economic nostrum, whatever it may
be. This time around it's medical savings ac-
counts (MSAs). But even Friedman cannot bring
himself to be more than lukewarm in his endor-
sement. (The Wall Street Journal, Apr. 17, 1996, p.
A20)

After condemning health maintenance or-

ganizations as socialist, and blessing the doctor-

patient relationship as precious, Friedman recites
a short history of how we got into the mess we
are in. The mess we are in chiefly consists of

“delivery of medical insurance through employers

and a income tax exclusion for this perquisite that
encourages overconsumption and raises prices.
But then Friedman concludes that, because the
repeal of this popular exemption is politically im-
possible, the next best alternative is to extend tax
exemption to all medical spending via MSAs.
How's that again? Employees who now lack
the bargaining power to raise their wages would
presumably negotiate médical benefits with their
employers, and opt for cash instead of expensive

first-dollar insurance. With the cash, they would.

self-insure through MSAs. And then despite
MSAs being tax-favored, employees would treat

withdrawals as though théy were paying from,

their own pockets, reducing overconsumption.
As the drafters of M5As recognize, low-deductible

medical insurance encourages overconsumption, .

which raises the price of medical services by rals-
ing demand. .

The economic logic behind MSAs is 'that con-
sumption of medical services can be reduced by
a tax bribe to purchase high-deductible policies.
The drafters hope that MSAs will wean
Americans from their 50-year-old habit of treat-
ing medical services as a free good. It would be
far more effective (and a revenue raiser) to limit
the present section 106 exclusion to the high-
deductible policies described in the MSA bill. (An
ironic aspect of the MSA debate is that few, if any,
involved have ever been HMO members, or, for
that matter, have ever had experience with any-
thmg but the best private medicine America has
to offer.) :

Why should tax practitioners care about
MSAs? Because, as drafted in Title II of H.R.
3160, the “Health Coverage Availability and Af-
fordability Act of 1996,” MSAs would be one
whopper of a tax shelter. (The same provisions

W AY BATOS AL a8 A0
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were struck out of the Senate’s bill, S. 1028; gee
Tax Notes, Apr. 22,1996, p. 427, and p. 559 of this
issue.) MSAs would encourage businesses that do
not now provide medical insurance for their em-
E\Iog;ees to pretend to do so by purchasing cheap

igh-deductible catastrophic care Insurance. This
encouragement would take the form of what are
basically super-IRAs exempt from every conceiv-
able form of federal tax. Preidman’s statement
that employers would find MSAs attractive is an
understatement. As drafted, MSAs would be
more attractive than cash salary.

For most employers, which already provide
comprehensive medical insurance, employee
complaints would prevent a wholesale conver-
sion to MSAs, just as employee resistance has
prevented the quick adoption of other cheaper
alternatives, The gmall revenue loss attached to
MSAs — $1.8 billion over six years — indicates
that this law would not be expected to change the
behavior of many employers. The revenue es-
timators believe that MSAs will be offered as an
option in existing cafeteria plans, so that most
MSA holders will be people earning between
$40,000 and $75,000 a year. MSAs would not,
legally or otherwise, replace the section 106 ex-
clusion for employer-provided medical in-
surance, which is the single largest tax expendi-
ture — projected to cost more than $70 billion in
fiscal 1997. (See Tax Notes, Apr. 1, 1996, p. 24 and
p- 107.) Friedman and other proponents of MSAs
argue that they will at least accomplish some-
thing, and something is better than nothing.

How much medical coverage are
employers golng to buy for their
employees for what the government
would spend bribing them to do /t?

But for those who make this incremental argu-
ment, the important question about the proposed
new tax expenditure is its cost effectiveness: how
much medical coverage are employers going to
buy for their employees for what the government
would spend bribing them to do it? The tax bene-
fits for the employer would be largely divorced
from the medical benefits that would have to be
provided for the employees. MGAs might be com-
parable to the classic cost-inefficient tax expendi-
ture: the low-income housing credit — the bulk
of the spending on which goes to enrich real es-
tate developers instead of producing housing.

Super IRAs

Generally, an individual covered only by a
aqualifving high-deductible medical insurance
policy could make tax-deductible (above the tine

-



the fair market value of the MSA is included in
the decedent’s gross income on his last income
tax return, where it would be taxed at a rate lower
than the estate tax rate. This income tax liability
could be deducted in computing the decedent’s
estate tax, making the approximate tax cost of
accumulating agsets in an MSA 20 percent of the
value of the MSA (assuming the decedent is sub-
ject to an income tax rate of 40 percent and an
estate tax rate of 50 percent). If the MSA passes
to a specified beneficiary, then that beneficiary

includes the MSA value in his income for the year”

that includes the decedent’s death. :

This treatment would encourage rich people to
accumulate money in MSAs while paying their
medical bills out of other funds. They could still
deduct payments of medical ¢ out of other
funds, because payments or Etﬁbuﬁons out of
. MSAs would not be considered in determining a
taxpayer’s section 213 medical expense deduction.

There is no medical policy argument for ex-
cluding MSAs from the estates of holders. People
do not need medical self-insurance reserves when
they are dead; nor do their surviving spouses
need their accumulated reserves free of tax. This
estate tax treatment was not inadvertent; it was
elaborately thought out. The explanation for this
drafting is the phobia that owners of closely held
businesses and many Republicans — including
the House Ways and Means and Committee chair-
man — have about transfer taxes. The estate tax
break affirmatively encourages rich people not to
_ use their MSAs for medical purposes by giving
them a roughly 30-point advantage for letting
money accumulate in them. This provision un-
dermines the credibility of the whole MSA pro-
posal, though it accounts for a small portion of
the revenue loss.

Everybody Out of the Pool

The principal argument against MSAs is not
that they would enable the rich to buy more or
better medical care. The rich can already do that,
and will be able to continue to do 8o, as they do
in any free society. (Even in Buropean countries
with comprehensive state-financed medical care,
the rich buy better care for themselves in the
private market.) The principal argument against
MSAs is that the rich will use them as just another
tax-preferred investment account and continue to

{:u'rchase medical care as they do now. And very
i

ttle of the benefit of MSAs will trickle down to
currently uninsured employees of closely held
businesses. B - .
House Ways and Means Committee Democrats
have objected that MSAs will segment the medi-
cal care market by taking the voung, healthy, and
wealthy out of the insurance pool. As the de-
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signers of the illeated Clinton medical insurance

- plan recognized, it is imperative to get these

people into the pool if insurance is going to

spread the risks. But the reality is that these

people are already out of the pool. The medical
insurance pool is badly segmented, such that
there is little broad risk-sharing going on. (Howls
about “two-tler medicine” are inapposite because
two tiers would be an Improvement over the
present situation.) It would be impossible for the
enactment of MSAs to affect this segmentation for
better or for worse, though the opponents are
correct in pointing out that MSAs do not shift

. risk.

The princlpal argument agalnst MSAs
/s that the rich will use them as
another tex-preferred Investment
account. .

Heie is how the medical insurance market
breaks down. The rich and executives covered by
luxury plans get whatever they want. The old get-
very good care through Medicare. Employees of
large employers get good coverage, even if they
have preexisting conditions, because a large
enough group can absorb the risks and because

. many large employers run their own pools. Em-
. ployees of smaller employers and others with -

preexisﬁ.n%conditlona buy from the Blues, which
are generally the insurers of last resort (and some

of which, like New York’s Empire Blue Cross, are

effectively wards of the state). The young and
healthy among this latter group either do not buy
insurance at all, or buy it cheaply from cherry-
picking companies that reject anyoné who has or
might make a large claim. (The New York Times,
Apr. 14, 1996.) The poor get their care through
Medicaid and the emergency room.

Finally, even if they worked as their
proponents assume, MSAs would not address the -
ability to afford medical care. MSAs would not
lower medical costs; indeed, contribution deduc-
tions would be indexed for medical inflation.
MSAs would be an extension of the present sec-’
tion 106 tax subsidy, so that they would tend to
drive up medical prices even if MSA holders be-
haved in the ways the proponents hope. Basic
economics dictates that every tax subsidy is
reflected in a higher price for the thing sub-
sidized. (For discussion of the medical policy and ~
economic issues raised by MSAs, see Tax Notes,
Apr. 22, 1996, p. 537.) : .

— Lee A, Shéppard

. Full Text Citation: H.R. 3160. Doc 96-9343 (221
pages)
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cash contributions to an.MSA. The legislation
sets a floor under the deductible of $1,500 for
an individual policy and $3,000 for a family
" policy. The amount of the contribution deduc-
_.tion is the lesser of $2,000 per iridividual ($4,000
per farnily) or the amount of the annual deduct-
. ible under the policy. There is no ceiling on the
deductible, so a policy with a huge deductible
could be very cheap to Eurchase. .(gome policies
- have deductibles as high as $10,000 per insured,
-and gaps in coverage or ceilings on reimburse-
- ments beyond that.)

Earnings of the MSA would be free of income
tax. No income tax would be imposed on with-
- drawals spent on an expansive array of medical
- services. Income tax, but not social security tax,
would be imposed on all other withdrawals, with
- a 10 percent penalty tax on top unless the in-
- dividual was older than age 59-1/2, dead, or dis-

abled.

half of an employee, the coatribution would be
_ excluded from the employee’s income. It would
_ also be exempt from the employer and employee
shares of the social security tax (combined 15 per-
" cent),and. unemployment - tax. (Employer-
provided medical insurance is riot subject to these
* taxes.):Of course, adopting employers would be
able to adjust wages to make up for contributions
. to MSAs that they might make on the émployees’
. behalf. Because.all compensation is- deduictible,
the income tax deduction would not be miich of
 a stimulus to employer contributions. But the so-
© cial security tax saving' would lead the employer
" to prefer.an MSA as a form of compernsation in
. leu of paying the employee incash-and letting
" him set up the MSA himselfisineeent g @

~ Perversely, the social security tax saving is so
gz’eat —five percent of the contribution ~— that

" . money in an MSA and the employee immediately
. withdrew it.By withdrawing for nonmedical pur-
i poses, the employee would-subject himself to in-
.. come tax and penalty tax which combined areless
w7 than the normal burden of income and social se-
i1 curlty tax on cash income. Because of the way the
social security tax exclusion is:drafted, the em-
“ployer would not have to make up social security

.used for nonmedical purposes. D

-~ MSAs resemble IRAs but differ from them in
important ways. IRAs provide deferral; amounts
withdrawn during retirement are subject to in-
come tax. Amounts withdrawn from MSAs for

-from tax. And the definition of medical purposes
. 1s broad, designed to give the holder unfettered
.+ choice in spending. “Choice” is the mantra of

562~

If an employer contributed to an MSA on be-

oth parties. would be ahead: if the employer put

tax on an MSA contribution that an employee

medical purposes would be completely exempt

MSA proponents, who recognize Americans’ gen-
timental attachment to doctors. (Hollywood’s so-
cially irresponsible deeds include routine depic-
tion of doctors as saints.)

The MSA definition of qualified medical ex-
penses hooks into code section 213(d), the subject
of much colorful litigation. Section 213(d) is so
broad that the wimp word “health” — or even

~ the more direct “feel good” — might be a more
appropriate descﬁgtion of the permitted spend-
than the scientific-sounding “medical.” It was
only as recently as 1990 that Congress enacted
section 213(d)(9), which denles a medical expense
deduction for elective cosmetic sur; eéy. Medical
expenses for MSAs would not include medical
insurance premiums. '

The soclal securlty tax saving Is so
great that both partles would be ahead
I the employer put money in an MSA
and the employee Immedl/ately
withdrew It, '

A series of penalties’prod IRA holders to take
withdrawals after they reach age 70, so IRAs do
not have éxceéssive accumulations. No with-
drawals would ever bé required from MSAs, al-

" lowing holders-to ‘accumulate quite a bit of

money in them. It is not required that the holder
pay his medical ‘expenses out of his MSA, 50 an
MSA ¢ould become just another tax-sheltered in-
vestment account. Rich people might want to let
their MSAS accumulate fiinds while paying their
* medical bills out of other monies.

Death and Taxes - : -

. The upper east side of New York City is chock
full of doctors catering to the real and imagined
illnesses of the rich and their pets. And’ rich
-people, though generally healthier than the rest

- of the population, do have real medical problems.

They tend to get melanoma more often than less
affluent people. And facelifts have to be redone
fairly often, lest the wearer look worse than a
“before” picture. But often it seems. that the rich
'simply énjoy the attention and indulgence that
pricey medical care provides. They go to the doc-
tor for the saime reason they §o to spas — to be
pampered and have someone listen to their com-
plaints. (Vogue, May 1996, p. 240.)

BGt there is sométhing in H.R. 3160 to stop the
rich from consuming medical care with money
from their MSAs. MSAs would be excluded from
the taxable estate. If the MSA passes to a surviv-
ing spouse, then the income tax exclusion for its
earnings continues in the hands of the spouse. If
the MSA passes as part of the gencral estate, then

TAX NOTES. April 29, 1566
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WHO WILL USE MEDICAL SAVINGS ACCOUNTS'
AND WHY WILL THEY USE THEM?

by Iris J. Lav

Prior analysis of Medical Savings Account proposals has shown that MSAs would
primarily benefit those at high income levels because MSAs create opportunities to
accumulate tax-sheltered funds for purposes other than medical costs. Higher-income
taxpayers would be most likely to take advantage of these tax shelter opportunities because
the tax benefits are worth more to taxpayers in higher tax brackets and because such
taxpayers can afford to pay substantial out-of-pocket medical costs if they choose to leave the

tax-advantaged funds on deposit in the MSAs or if funds accumulated in the M5As are
uwufﬁaent to cover their medical bills.! ,

Recently, the ]omt Committee on Taxation has released data estimating what
proportion of people in each income class would make use of Medical Savings Accounts,
finding that a large portion of the participants would be middle class.? These data have
been used to bolster claims that MSAs would benefit middle class taxpayers as well as the
wealthy. But the Joint Tax data are not incompatible with the conclusion that mgher-mcome
taxpayers would be the primary beneﬁaanes of MSAs. :

As the text of the ]oint Tax ,analysis makes clear, participation in an MSA may not be -
.voluntary. Taxpayers who participate in MSAs because their employers offer no other -
" option for health care coverage may not benefit from their participation and may become
worse off as a result of their employers’ switch from offering a conventional insurance policy
or a managed care plan to a plan that offers only a high-deductible insurance plan with an

MSA.
Joint Tax Highlights Benefits to Companies, Not Employees

The Joint Committee notes that its estimatetis based “on the assumption that a larger
proportion of small- and medium-sized companies might potenha]ly benefit from the MSA

! For a description of how high-income taxpayers would benefit from MSAs, see Lris I.Lav, MSA
Provision in Health Care Reform Bill Creates Tax Shelter and Casts Doubt on Expansion of Insurance Coverage,
Center on Budget and Pohcy Priorities, March 26, 1996.

2 Letter to Chairman Bill Archer, March 27, 1996. The Joint Tax Committee estimates that less than one
percent of participants would have incomes below $30,000, 25.4 percent of MSA participants would have
income between $30,000 and $50,000, 51.5 percent of the participants would have incomes between
$50,000 and $75,000, and 22.2 percent would have incomes above $75,000.
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' proposal and offer such plans to their employees.” To aséume that a corfzpany would benefit- -
;- generally means that the company would pay less for its employees’ insurance coverage.
;.. This suggests two further assumptions that likely underlie the Joint Tax analysis.

Small- and medium-sized companies that.do not now offer any health insurance

/. would not begin to offer high-deductible coverage with MSAs as a result of this legislation.
Such an assumption would result in increased rather than decreased costs for the companies
and thus would incompatible with the statement that the companies would benefit. The

; '1 - analysis must instead assume that employers currently offering conventional cove;tage or

managed care plans would begin to offer high-deductible insurance with MSAs.

e Furthermore, companies would receive a cost-saving benefit from such a switch only
</ ¢ if the total cost of the high-deductible insurance including the MSAs would be less than the

. cost of the insurance the company currently offers. Thus the small- and medium-sized

companies that switch to high-deductible insurance with MSAs likely would not put the

‘*.. entire difference between the conventional insurance premium and the high-deductible
“# insurance premium into their employees’ MSAs. Companies would realize cost savings from
“%-. the switch only if they choose to keep, as a profit-enhancing savmgs at least a portion of the
chfference in premiums between the two types of plans

:‘:" | . 'Low- and Moderate Income Taxpayers May Participate in MSAs Involuntarily

The Joint Committee on Taxation analysis goes on to say that “Employee wages for

. small- and medium-sized are weighted toward the lower- and middle-income classes. Asa
.- - result, the revenue estimate assumes that taxpayers in the lower- and middle-income classes
v~ aremore likely to be offered a high deductible plan coupled with an MSA as their pnmary

- health plan.” (Emphasis added.) Although the Cormmttee s use of the term “primary” is
~ ambiguous, it suggests some further issues.'

Low-and nuddle»-mcome employees may be reluctant voluntarily to accept high-

. deductible insurance with MS5As, because they usually do not have the resources to pay large
. out-of-pocket health care costs. An assumption that substantial numbers of such employees

would participate suggests that their employers might offer only high-deductibie insurarice

.- with MSAs and would no longer offer either a conventional fee-for-service policy or a
" managed care plan. For low- and moderate-income émployees who consume significant
-.. amounts of preventive care for their young families through a health maintenance

organization, for example, or have chronic health problems that require continuing care, the
restriction of choice to a high-deductible plan could substannally degrade their ability to
- afford necessary health caré services.

- Inadequate MSA Deposits Transfer Large Costs to Moderate-Income Employees

Low- and middle-income employees are likely to face high out-of-pocket costs under

the high-deductible insurance plans with MSAs because the MSA contributions made by
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their.employers are likely to fall short of the annual deductible amounts under those
insurance plans. In fact, employers are unlikely to be able to afford to deposit the full
deductible amount. Consider the following. A company may currently offer its employees
family coverage under a conventional insurance policy and pay an annual premium of
$5,200 for that coverage. If the company switches to offering a high-deductible plan with an
MSA, the annual premium for the high-deductible insurance policy would be approximately
$3,900. These costs assume the insurance plans are comparable except that the conventional
coverage includes a $200 deductible while the high-deductible plan has a $3,000 deductible.’
Betause the company’s annual premiums savings from switching to the high-deductible
insurance plan is only $1,300 per family ($5,200 minus $3,900), the company is highly
unlikely to be willing to deposit $3,000 — the full amount of the deductible — into the
employee sMSA. In addition, employers are likely to keep some of the difference as a cost-
saving benefit to the company. Thus low- and middle-income employees likely would have -
significantly less than half of their annual deductible amount — and most likely no more
than one-third of the deductible — deposited into MSAs by their employers and thereby
available to meet ongomg health care costs.

Moreover, nothmg in tlus bill requires employers to make any deposits to M5As as a
condition of offering high-deductible insurance. Once small- and medium-sized employers
shift to offering only high-deductible insurance and no longer offer conventional insurance
or managed care plans, they would be free to reduce or eliminate contributions to the MSAs
at any time. If that occurred, the low- and moderate-income employees of those companies
would be left to finance the entire deductible amounts out of their own pockets. Although
the low- and moderate-income employees could make deposits on their own to an MSA,
they would receive little or no tax advantage from using MSAs — because they either do not
pay income taxes or pay taxes at much lower rates than the higher-income taxpayers who

would be the primarily beneficiaries of this MSA legislation.

In short, if low- and moderate-income taxpayers use MSAs in substantial proportions,
it will likely be because they have little alternative. And the use of the MSAs with high-
deductible health insurance plans is likely both to increase their risk of incurring
unaffordable health care costs and reduce their ability to afford adequate levels of health
care services for themselves and their families.

* The American Academy of Actuaries estimates the empl oyer cost of the annual premium for a family
plan with a $3,000 deductible would be between $3,900 and $4,050, which may be compared to an
employer cost for a conventional $200 deductible plan of $5,250. That implies a premium cost savings of no
more than $1,320 for the $3,000 deductible plan. v
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Drop the Medical Savings Accounts

A key element of the Republican Medicare
reforms, the misguided medical savings accounts,
. has been knocked out of the comprehensive budget
—Dill on a technicality. But there are plans 10 revive
=4t That would be a dlsservxce. The accounts would
be costly and benefit only the healthy and wealthy.
w Republicans buttress their. claim that the ac-,
,«:ounts would be affordable and autractive to Medi-
‘care enrollées by citing a ‘study from a respectéd
Jractuarial firm. But the study, by Milliman & Robert-
;:son, is irrelevant It analvzes a plan verv different
s¥rom the bills the Senate and House passed.
»~‘ The overall G.0.P. Medicare reform would cut
.5270 billion out of Medicare and give the eiderly new
‘enrollment options. Besides traditional coverage,
Jhey could use their share of the Government mon-
;Y to join a managedcare plan or set up medical
r-samgs accouats. The accounts would combine cat-
:astrophic (high-deductible) coverage and a tax-free
?:ba.nk deposit from which to pay routmne bills. The
sJddea appeals to doctors because they would be free
o charge whatever they liked, thereby avoiding
price controls that the G.0.P. would impose on other
Medicare options to achieve the $270 bilfion cut.
The savings accounts would autract healthy
retirees because thev would profit from the tax-{ree
buildup of savings. The accounts would also auract
wealthy retirees because thev could afford the hirh
deductible. The Congressionzi Budpet Office
dicted that the oouion would 2uract only zhout |
percent of reurees ana ncrease the deficit The

_%orccﬁ o behisl

Government would fpend more 1o set up accounts

for healthy retirees than to cover them under

traditional Medicare.

The Milliman & Robertson study assumed that-
Congress would nearly triple out-of-pocket expenses.
for those who stick with traditional Medicare. But
the actual bills do not go nearly that far. From that
false assumption followed the absurd estimate that
80.percent of the elderly would switch to medical
savings accounts. Under the actual provisions the
House and Senate passed. the savmgs accounts
would not attract most retirees.

There are other problems with the G.O.P. plan.
For example, retirees could game the system by
choosing tax-free accounts when they are well and
traditional Medicare when they are sick. That prob-
lem could be licked by requining retirees to give five
years' notice before switching out of the tdx-free
dccounts. To figure out how to solve the idea's other
problems, Congress should set up demonstration
projects before it offers the option to everyone.

The Senate parliamentarian temporarily
knocked the idea out of the Senate plan because it
violated special rules governing the budget bill of
which Medicare reform (s & part. The Republicans
can probably ge( around that ruling when the bill
reiums from conference. The wiser course would be
for Congrens 1o oYran \“'; favings accounts and

P.n.c Nt “i inat 1 harnesses market
Gl oresrees, not ust the prives

TEy \)n. v

1
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Medicare Misfire
House Speaker Newt Gingrich prormsed a bold: -
market-driven’ reform of Medicare. He has not -
delivered. Thé policy he outlined on Friday would
shut off effecuve competstion and posssbly damage.

Health care for the elderly. Perhaps the Senate

leadership plan. w be released this weei. wxll do .
better. - :

Medicare 1s, as Mr. Gmgnch never ceases o '+ his concern about saving $270 billion ta balance the

charge, excessively costiv ‘and out of date. havmg
. adopted few of the innovative techmques Lhat are:
"used in the private sector to improve quality, and.--
lower costs. Mr: Gmgnch would soive these, proo-
lems by, 1 eifect) gmng the eiderly the opton.oi:
using a Governmént voucher to buy pnvate cover-
age. But the proposal reneges on mntroducing mars:: °
ket comperttion whénit ‘defiies health plans the rtght
to rebate part of me voucher t0. enrollees ‘Private .-
plans would havé no mcenuve m cut premxums
below the amount of the voucher

Apparentiy the House refused 1o allaw rebates
lest it be awtacked for driving the elderly into -
private managed care: for their financial survival:
lts voucher. ifom the sketchiv outline provided,
seems tied to the' cost of the exisung Medlcare
program, and thus offers’ little hope. of reining 1n:
costs.-Medicare costs will almost surely rise faster:
than the proposal expecis.

Mr. Gingrich would aliow private plans to com-
pete for customers by oifering them attracuve
benefits. like covérage of drugs'and eveglasses. But
“nEt Hmnd ol comoeuuon nvites plans o iator.
Jeneis 10 2Uract neatiny retirces who would not be
JDSUN 160 (Gt K

eaving e cnromcaiiy il 10 Sigaud
with the mznased ¢are ang Government pr‘oeums
The wan IrIer Thiiec cneesecinn ol teaihy

3

s ’ B H
retirees by offering the option of choosing a Govern-
ment-paid castrastrophic policy along with a tax-

- {ree savings account to caver part of the deductible.

These accourits would auract only healthy individ-

uals who would emect to have some of the deduct-~

- ible left over at the end of the year, .
The plan Mr. Gmgnch released owes more to

budget than it does 10 his concern about reforming
. Medicare: Even'so. ‘the’ spec:tlc measures appear

unlikely' o’ generate anthmg close to the required
savings.! The. oniy” saieguard is a, provision that
- would have the Govemmem. automaucallv cut fees
v for doctors and’ hospuals amcxpatmg m the Gov-

ernment. pmgram 1f costs rose faster than budget-
ed. But’ merem lies” a tng problem The cuts will

- almost cenamlv need to be huge, because doctors

have tnstoncailv offset price cuts by pushing addi-
tmnai tests and procedures on their patents. Blg
cuts could drive many docrors to flee the program.
draggung their patients with them into private care.

If that 1s Mf. Gingrich's goal. it needs to be speiled

out and ;usufxed

Whether the Repubhcan leaders can offset
these problems will depend in part on details that

they have not vet reieased For example. thev rmght'

adiust the voucner amount paid to a private pian
according 10 the health status of its enroilees —
‘ntroducing enormous complexity remtimscent of
‘e Clinton Aagmamisirones’s 2boried plan, Or ey
THENL reguizie ng vaiue o1 WNC voueney (o keep the
ost of privaie £ians Irom nsing precidiousiv. But
ne nformauon ree2se0 SO iar proviaes no such
mednamame TV

e House oion o more
lewirary or o

0 2uncy on

B e
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HEADLINE: AMAZING TRICKS, : R . .
DON'T PUT MUCH FAITH IN THE REPUBLICANS' HYPE ABOUT FIXING MEDICARE WITH MEDICAL
SAVINGS ACCOUNTS e = .

BYLINE: Joan Beck.

BODY: : T
TTTTTTTT wrthere's no use trylng “ she said. "One can't believe impossible things."

b 8 daresay you haven‘t had‘much practice, " said the Qﬁeen. “When I was your
age, I always did it for half-an-hour-a-day. Why, sometimes I've belaeved as
many as six impossible things before breakfast w ‘

Lewis Carroll in “Alice's Adventures in-Wonderland"f

Republlcans in the Keuse may ‘not have fallen down a rabbit hole. But they are
asking the elderly to believe 1mpossxble things ‘about the Medicare “"reform" plan
passed by the House last week. Seniors--and those who have an interest in their -
well-being--will go along at theif own risk. '

Congress still hasn‘t passed final uedlcare 1eglslatlon. President Clmnton
. has promised to veto it. The regulations that would govern its operation’ haven t
‘been written. But it would take a lot of faith in government and practice in’
believing impossible things to be confldent that proposed changes would really
save.the $270 billion Republicans want to chop out of 1ncreases zn Medlcare .
spendlng by 2002 wlthout harming the elderly

It takes a lot of faith, for example, to believe that the Medical Sa&ings )
Accounts in the House legislation would actually contribute to those sav;ngs—-as
much as 3220 billion of the $270 billion goal, accordlng to proponents.

The idea of Medical Savings Accounts is largely an untfied theory, especially
when people over. age 65 are involved. It was developed prlmarlly by Golden Rule
Insurance, an Indiana company which wanted to generate new business and whlch
sklllfully pushed the plan by means of a think tank it helped to fund, by savvy
lobbying and by strategic and lavish polltlcal contrlbutlons

A major supporter of MSAs is House Speaker Newt Gingrich who often praises
the idea "in talks and in his book, “To Renew América." He, his COPAC campalgn
committee and other Republlcan legislators are repOVted to have recelved

" contributions from the ‘insurance’ company lobbyzsts

Medical Savings Accounts are being praised‘as a way‘to “privatcize“ health

b LEXIS-NEXIS 7} LEXIS: NEXIS 8 LEXIS-NEXIS
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B
cax:e again to provide individual incentives to keep costs down and to glve
seniors’ fearful of the constraints of managed care a way to “"manage their own
hex th care * The way it would work is generally like this:

Each Medicare recipient who chooses a MSA would get a voucher good for about
the average amount Medicare spends on each beneficiary--estimated to be a little
moré than $5,000 in 1996. With the voucher he would buy a high-deductible,

catastrophlc health 1nsurance policy that would pay most of his health care
expenses over $3,000.

The ‘rest of the money~-$1,500 by one example--would go into an account to be
used to pay small medical bills. Once that sum was spent, recipients would have
to pay any other expenses themselves until they reached the $3,000 level where
theﬁlnsurance pollcy would kick in. If recipients hadn't used all of the money
in | helr account by the end of the vyear, they could withdraw it and use 1t as
they . choose, provided they pay taxes on it. Or they could roll it over into the
following year to cover future medical expenses.

““upporters say MSAs will motivate patients to help keep health care costs
down because they are essentmally paying their own bills until they reach the
hlgh deductlble and because they can choose their own doctors.

Crltlcs polnt out that giving money to Medicare recipients who stay healthy
just..adds to the total cost of the system--$2.3 billion over seven years
accordlng to an estimate by the Congressional Budget: Office. The elderly who
face high bills or who have long-term medical expenses would probably opt for
tradltlonal Medicare, opponents say, and their higher-than-average expenses

would no 1onger be balanced by seniors who stay well and cost the systém very
llttle.“;,

ey

You need practxce bellev1ng in 1mp0551b1e thlngs to assume that pushing

senlors into managed-care organizations, as:the House bill would do by raising

the! costs of tradltlonal care, will save Medicare money and assure the elderly
of adequate care. HMOs are skilled at signing.up the healthiest groups of people
and:’ av01d1ng the hzgh -cost. i1l. They often give.doctors incentives to minimize
treatment. And they cost Medlcare about as, much as other optlons for the
elderly, accordlng to 11m1ted studies. -, . - e

It takes faith to believe that changes in Medicare won't do harm to hospitals
and. to med cal tralnlng programs, for physicians. And that patients won't suffer
as: Eewer specmallsts are trained or are allowed to.see Medicare patients. And

that all the seniors who would like to stay in the current Medicare program will

be . able to afford the price increases that seem inevitable in the next seven
years. And that the elderly-—who range from savvy CEOs and presidential

andldates .to the comatose and those. with Alzhelmer s disease--can shift through
th “'ptlons and find a way to get good care at reasonable cost.

It even takes faith to belleve that all the Republlcans who voted for the
Medlcare legislation in the House and who are trylng to drum up national support
fo t really understand what's in the. bzllu»or have even read it.

Most of us do see a necessity for helping Medicare hold down its steeply
g costs. But we will need a lot more practice and evidence--before we
ve Gingrich and his colleagues have solved the problem. We may never get

KU P2
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around to breakfast.
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'BACKGROUND AND INTRODUCTION

Medical savings accounts (MSAs) provide a mechanism through which out-
of-pocket medical expenses can be paid on a pre-tax basis. A variety of research
organizations have promoted MSAs for a number of years, often advocating their
use in conjunction with a high-deductible (or “catastrophic”) insurance policy.

Recently, MSAs have gained prominence as an element of health reform
proposals being considered by Congress. The balanced budget proposal enacted
by Congress and vetoed by the President last year included MSAs along with
catastrophic insurance as an option for Medicare beneficiaries as well as for
people under age 65.

" Insurance market reforms passed recently by the House (H.R. 3103) also

- provide for the creation of MSAs in the non-Medicare market. The House MSA

proposal will by considered by a House-Senate conference committee, along with
insurance reforms passed by the Scnate — which do not include an MSA
provision. H.R. 3103 would provide for employer or individual contributions to
an MSA in conjunction with the purchase of an insurance policy that has a
deductible of at least $1,500 for an individual and $3,000 for a family. An MSA
contribution would be pre-tax (i.e., not included in taxable income, like an
Individual Retirement Account) up to the amount of the deductible or $2,000
(54,000 for a family), whichever is less. The Joint Committee on ‘laxation
estimates that the MSA provision in H.R. 3103 would reduce federal tax revenue
by a total of $1.8 billion over the period 1996 to 2002.! ‘

This paper is intended to inform the current debate by reviewing recent
research related to MSAs in the non-Medicare market.2 Our purpose in this
paper is to summarize the existing work that has been done on MSAs; we have

- made no judgment about the methods used in these studies or the validity of

their findings. We have sought to present a cross-section of different

‘methodologies and points of view, but have not attempted to review everything

that has been written about MSAs. We first describe the common characteristics
of MSAs. We then discuss the possible effects of MSA initiatives similar to HR.'
3103 on the health system and summarize any prominent recent research or

- analysis where appropriate.

CHARACTERISTICS OF MEDICAL SAVINGS ACCOUNTS

Medical savings accounts are generally designed with the goal of putting
high-deductible coverage on an equal footing from a tax standpoint with more
comprehensive employer-sponsored coverage (i.e., coverage with less patient
cost sharing).

~ Page 1 L ... Lewin-VHI, Inc.
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Currently, health care expenses paid by employers on behalf of employees —
either through premiums paid to an insurer or through direct payment of
expenses through a self-funded health plan — are tax deductible as a business
expense for the employer and exempted from taxable income for employees. If
the employer offers a high-deductible health policy (e.g., with a deductible of
$1,500), the premium would be paid on a pre-tax basis, but the employee would
have to pay for any out-of-pocket expenses and uncovered services with after tax
income. As a result, the tax system tends to favor coverage with lower patient
cost sharing over more catastrophic coverage.

~ Under current law, employees can, in fact, pay for out-of-pocket costs and
uncovered services with pre-tax income by contributing to a flexible spendmg
arrangement (FSA). However, the value of flexible spending arrangements is
limited by the fact that any unused balances at the end of every year are returned
to the employer. In 1992, 21% of employees eligible to contribute to a health care
FSA did s0.3 :

Unlike FSAs, MSAs generally permit unused balances to carry forward to the
following year rather than being returned to the employer. In addition, MSAs

‘are usually designed to be “portable,” meaning that an employee could rctain it

when changing jobs.

Eligibility for participation in an MSA is often predicated on an individual’s
purchase of a high-deductible insurance policy. In that case, the MSA would be
used by an individual to cover his or her out-of-pocket costs under the
deductible, as well as to purchasc services not covered by the insurance policy.
Typically, the amount of pre-tax contribution that can be made to an MSA is
limited by the amount of the deductible in an individual’s insurance policy.
Under some approaches, either an employer or an employee can contributeon a -
tax-preferred basis to the employee’s MSA. Under other approaches, an-
employee may not make a contribution to the MSA if the employer has already
done so.

Generally, MSA funds can only be used for medical expenses; a tax penalty is
assessed on withdrawals for non-medical purposes. The Internal Revenue
Service definition of medical expenses is commonly used to determine
appropriate uses of MSA funds. Some proposals (including H.R. 3103) permit
funds to bé withdrawn for non-medical uses without penalty after the account
holder reaches a certain age (e.g., 59%). '

Some MSA approaches permit the interest income generated by an MSA to
accrue tax free, while others tax that income.

Page 2 - 4 ' | - Lewin-VHI, Inc.
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DISCUSSION OF THE LIKELY EFFECT S OF MSAs

In this section, we discuss the likely effects of an MSA-type proposal similar
in structure to HL.R. 3103. The primary effects include:

. Lowermg health care costs by reducing service use through higher levels
~of cost sharing. | 7 S

¢ The potential for risk selection and segmentation of the insurance market.
¢ Potential financial gairis ;Sr losses for employees and individuals.
e The compatibility of MSAs and managed care.

For each issue, we discuss conceptually what the effect would be and how it
might influence the efficacy of MSAs. We then summarize any recent research or -
analysis that helps to quantify the effect.

Attached as Appendix A is a table summarizing the key conclusions of a
sclection of major MSA analyses.

' Lowering Health Care Costs by Reducing Service Use

The ability of MSAs to lower overall health care costs hinges, in large part, on
the degree to which people respond to higher deductibles (along with the
presence of an MSA) by reducing their use of services. The idea is that the
presence of insurance induces people to use more services than they would if
they had no insurance, because they arc not paying the full cost for the services.
In the extreme, fully comprehensive insurance with no deductibles or
copayments means that pcople who arcinsured face no financial cost for seeking
care, and might therefore seek significantly more care than they would if they
had no insurance or less comprehensive coverage.

Quantifying the effect of different levels of patient cost sharing on the use of
services is difficult, because it is hard to scparate the effect of the cost sharing
from the consequences of risk selection. Risk selection would occur if people
who are sicker tend to choose coverage with lower deductibles and peoplc who
arc healthier choose coverage with higher deductibles. If risk selection is present,
then the fact that people enrolled in higher deductible plans use fewer services
than people enrolled in lower deductible plans is ambiguous. It could be the case
that the higher deductible discourages service use, or it could alternatively be the

Page3 B - . Lewin-VHILInc.
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case that the people in the hlgher deduchble plan are simply healt}uer and use
fewer servmes (or the truth could lie somewhere in between).

Because of this difficulty, analysts generally rely on the RAND Health
Insurance Experiment to estimate the effects of patient cost sharing on service
use. Although the RAND study is somewhat dated (it was conducted during the
1970s), it avoided the problem of risk selection by assigning participants to
different levels of cost sharing rather than allowing them to choose the coverage
themselves. The experiment looked at the effect of various levels of coinsurance,
which ranged from no coinsurance to a plan with 95 cpinsurance. The
coinsurance rate was charged to expenditures below a maximum dollar
expenditure (which was related to family income, but no more than $1,000 per
yea r). The experiment found that health spending rose steadily as the level of
coinsurance fell; persons with no coinsurance had 60 percent greater expenses
than persons with 95 coinsurance.

The estimates of reduced service utilization used by various MSA analysts
include:

o Cato Institute/National Center for Policy Analysis. Researchers affiliated
with the Cato Institute and the National Center for Policy Analysis
(NCPA) often cite the result from the RAND study that families with no
deductible used 58% morc health resources than families paying 95% of
their health care expenses out of their own pockets (up to a $1,000
maximum).’ If this result were indicative of how service use would
decline as people switch from current levels of coverage to high-
deductible coverage and MSAs, then health care costs would decline
significantly under an MSA approach. NCPA researchers estimate that
universal catastrophic insurance combined with MSAs could reduce total
U.S. health care spending by as much as one-fourth.¢

¢ American Academy of Actuaries. In their analysis of MSAs, the American

- Academy of Actuaries (AAA) used utilization factors developed by the
Health Care Financing Administration (HCFA).? The Actuaries usc two
sample plans for the purposes of their analysis. The “standard plan”
(meant to approximate the coverage many people have today) has a $200
deductible for an individual, a required 20% copayment on expenses in
excess of the deductible, and a maximum individual out-of-pocket
payment of $1,000. The “high-deductible plan” that would be offered in

conjunction with an MSA has a $1,500 deductible for an individual, the

same 20% copayment, and an out-of-pocket hrmt of $2,500 Among the
AAA’s primary conclusions are:
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- The AAA estimates that health expenditures (including administrative
costs) for individuals would average $3,040 under the standard plan
~ and $2,638 under the high-deductible plan. In other words, health
expenses would decline by about 13% if everyone switched from the
standard plan to a high-deductible plan

~ The presence an MSA in conjunction thh a high-deductible plan

would mitigate some of the reduced utilization caused by higher
A pat1ent cost sharing, since some people may view the MSA as more of

an insurance policy than a savings account. The AAA’s estimates
indicate that with the presence of an MSA, health expenditures under a
high-deductible plan would be between 2% and 12% lower ,
expenditiires under a standard plan (rather than 13% withoutan
MSA).

* Brookings Institution. A researcher from The Brookings Institution
suggests that the changes in utilization cited by the Cato Institute and
NCPA analysts are overstated because “most Americans have nothing
resembling the kind of unlimited insurance” they describe.® He argues
that most people today already have coverage with some level of
deductible or copayments, and that managed care approaches have
already lowered use rates since the period during which the RAND
experiment was conducted. :

e Other Analysts. Researchers from the Urban Institute use utilization
factors similar to those used by the Amcrican Academy of Actuaries.® A
researcher with the Congressional Budget Office estimates a reduction in
health expenditures of between 5% and 8% based on a change from
standard coverage to a high-deductible policy. If the high-deductible
policy is paired with an MSA, he estimates the reductions in spending
would be only 2% to 4%.1°

In addition to discouraging service use, higher patient cost sharing might also
cause paticnts to shop more aggressively for better values (e.g., lower physician
fees), thus lowering overall health care costs. Some analysts question this
conclusion. They note that most health care spending is attributed to people who
would have already exceeded their out-of-pocket limit in a hi gh—deductxble plan,
and therefore would have little incentive to shop around for lower prices.
According to one estimate, over 80% of health spending by people with -
meloyeréponsored coverage is attributed to people who use more than §2,000
in services in a year.!!.
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* One researcher responds to this argument by suggesting that a sizable
proportion of spending falls below a high deductible (e.g., one-third to one-half).
- He argues that people would have an incentive to shop for better values until
they meet their deductible, and that the lower prices resulting from this market
pressure would carry-over to the rest of the health care system.12 :

Potential For Risk Selection And Segmentation Of The Insurance Market

An issue frequently raised about MSAs relates to their potential effects on the
availability and cost of other insurance products in the health insurance market.
By design, MSAs expose participants to the risk of higher out-of-pocket spending
than more traditional plan designs — such as typical indemnity plans or
managed care alternatives — in exchange for a lower premium. This type of
arrangement tends to be more attractive to healthier individuals, who have fewer
concerns that they might incur high health care costs.”® If MSAs tend to attract
relatively healthier enrollees in the marketplace, the premiums for other types of
insurance plan designs may increase because the average health status of the
enrollees covered by such plans will be reduced. 4

Concerns about MSAs attracting a healthier than average mix of enrollees are
important because this type of risk selection can have a destabilizing effect on
insurance markets. Risk selection in favor of or against certain plan designs can
result in severe differences in the health stalus characlerislics of enrollees across
different insurance plans, which will have substantial effects on the premiums for
such plans. To the extent that the premiums of plans reflect their enrollment mix -
rather than their efficiency, market competition among different type of plans
will be distorted.

The potential for risk selection exists primarily within employer plans that
offer multiple health plans and within those segments of the insurance market
where significant pooling of risk across individuals or employers exists, such as

- the individual and small group health insurance markets in states that have
adopted insurance reforms. In states that have not adopted reforms, there is far
less pooling in these markets and risk selection would be less of a concern.

Recent analysis of risk selection issucs under MSAs includes:

» Urban Institute. Researchers at the Urban Institute!s developeda
simulation to test the potential risk selection effects associated with MSAs.
Using data from the National Medical Expenditures Survey, they -
simulated the effects on premiums of offering a choice of two insurance
arrangements to employed persons: a comprehensive insurance
arrangement!® and an MSA with a catastrophic insurance plan.? They
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found that if only one-quarter of the people who would be better off (in
terms of out-of-pocket spending) under MSAs enrolled in MSA plans —
i.e., that some risk selection occurred — the premium for comprehensive
caverage would increase by 63% relative to a scenario where there was no
adverse risk selection. The higher the enrollment in MSA plans among

~ those who would be better off, the larger the increase in the premium for
comprehensive coverage.

¢ Cato Institute. A CATO Institute researcher argues that the risk selection
problem is overstated.!® He reviewed the experience of a number of large
employers that now offer MSAs with high deductible insurance plans to
their employees and concluded that risk selection has not been a serious
problem. He also argues that since low-deductible'health insurance
policies are “driving up the cost of health care,” it would “not necessarily
be a bad thing” if the cost of such policies rose as a result of adverse
selection. He further suggests that risk selection occurs because of
insurance market reforms that restrict insurers from charging premiums
“based on health status or denying coverage to people with pre-existing
" health conditions. If insurers were not restricted in this way, then an
- individual who developed an expensive health condition would not
necessarily be able to switch from lugh-deduchble to low-deductible
coverage.

» Brookings Institution. An analysis by a researcher at the Brookings
Institution questions the anecdotal evidence offered about the effects
- MSAs have had in the market. He points out that other plan changes were
made when MSAs were implemented, and that the American Academy of
Actuaries was unable to obtain actual claims information from any of
these arrangements in order to perform a thorough, quantitative
analysis.!? .

Premium Levels for High-Deductible Coverage and the Fxrzanczai
Implications for Employees

A number of analysts of MSAs assume that employers would be willing to
deposxt into an employee’s MSA all (or at least most) of any premium savings
generated by moving from a standard plan to a high-deductible plan. Given this
assumptlon, the financial implications for employees are affected greatly by how
much premiums decrcase when switching from low-deductible to high-
deductible coverage. This decrease influences how much premium savings
would be available to contribute towards an MSA, and in turn influences the
level of an employee’s financial exposure to out-of-pocket costs. In other words,
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a key issue is: When switching coverage, how much does an individual’s
: deductible rise relative to how much his or her premium falls?

‘Sce

narios presented by MSA analysts lead to very dxfferent conclusmns about o

the financial unphcahons for employees and md:vxduals

Cato Institute/N ahonal Center for Pohcy Analysis (NCPA). These

~researchers present a variety of scenarios similar to the followmg An

employer now pays about $4,800 for a typical family insurance policy.
The employer could, instead, purchase a policy with a $3,000 deductible
for about $1,800.and put the $3,000 in premmm savings into a MSA.2

- The 1mphcabom of thxe scenario are that all employees (regardless of their

health status) would be better off than under the status quo. Anemployee

" who used more than $3,000 in health services would not have any out-of-

pocket obligation — the MSA would cover the full $3,000 deductible. An

- employee who used less than $3,000 in health services would also have no
“out-of-pocket obligation, and could use the remaining MSA balance for -

services not covered by the insurance policy, elther now or in the future.

One NCPA research report presents premiums for a range of health
insurance policies offered in the marketplace, observing that “by
increasing the deductible from $250 to $2,500, the average family would

‘save as much in premxums as the coverage it foregoes ra

American Academy of Actuaries. The AAA’s analysis reaches a very
different conclusion, suggesting that the premium savings from switching

- out of a low-deductible plan into a l-ugh ~-deductible plan would be

significantly less than the increase in the deduchble faced by an

. individual.

As described above, the AAA’s results depend on the extent to which

people view an MSA as an insurance policy or a savings account. Based
on their “medium effect” case, the Actuanes present the following -
results:2

-~ Combined employer and employee premium savings resulting from

switching out of a low-deductible plan and into a high-deductible plan
would be $623 for an individual, which could be contributed to the -
individual’s MSA. This amount is significantly lower than the
maximum out-of-pocket obligation of $2,500 under the high-deductible
plan, leaving an individual with potential out-of-pocket expenses of
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- $1,877 (the difference between the maximum outef—pocket obligation
and the MSA contribution). ,

- Since the MSA contribution is lower than an individual’s maximum
oui-of-pocket‘obligaﬁon people who use a large amount of health care
services would be worse off under the high-deductible/MSA
combination (i.e., they would face significant out-of-pocket costs under
a high-deductible insurance palicy once their MSA accounts were

- depleted). People who use few services would be better off, because
- they would build up balances in their MSAs. The AAA estimate that
74% of employees would be better off fmancmlly in a single year, while
~ 26% of employees would be worse off.

¢ Urban Institute. Researchers from the Urban Institute produced results
similar to those presented by the American Academy.of Actuaries:??

. = Anindividual enrolled in the high-deductible plan would have $591
available for an MSA (the combined employer and employee premium
savings from switching out of a low-deductible plan). The high-
deductible plan used for the Urban Institute’s analysis had a $2,000

“deductible with no copayments (i.e., the insurer covers 100% of costs
once the deductible is met). Therefore, an individual is left with
potential out—of-packet costs of 51,409 (the difference between the
deductible and the amount available for an MSA).

- After a one year period, 80% of individuals would be Better off
financially and 20% worse off. After the cumulative effects of a three
year pcriod, 73% of individuals would be better off and 27% worse off.

- » Congressional Rescarch Service (CRS). Estimates prepared for CRS by
The Hay Group show results similar to thosc from the Actuaries and the
Urban Institute. Thesc estimate show a $627 premium difference between
a standard policy ($200 deductible and 20% copayment) and a high-
deductible policy ($2,500 deductible).?

Compatibility of MSAs and Managed Care | .

~ Another issue frequently raised about MSAs is their compatibility with
managed care.? The MSA approach to reducing costs —increasing individual
autonomy and cost consciousness — is very different from the approach o
cemployed by managed care, which involves relatively little cost sharing but the
active management of each enrollee’s health care use.2
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Several analybts have considered whether and how MSAs could be integrated
with managed care approaches. '

e American Academy of Actuaries. The AAA conclude that itwould be
“very difficult” to integrate HMO coverage and MSAs, and that '
integrating MSAs and other types of managed care plans would be
possible but could present “serious problems.”# Seveéral potential
approaches to integration are considered, including using MSAs to control
the use of outpatient and physician office services or incorporating MSAs
as part of an exclusive provider organization (EPO) or preferred provider
organization (PPO) product. The AAA suggests that the large deductible
associated with an MSA approach would make capitation impossible
unless some part of the MSA funds could be used as part of the capitation
to providers.. ,

¢ National Center for I’ohcy Analysis. Researchers at the NCPA state that
HMO enrollees would have the same opportunities to use MSAs as
individuals cnrolling in conventional fee-for-service plans. They point out
that many HMOs are incorporating deductibles, which will provide
incentives for HMO members to have MSAs. 2

SUMMARY

MSAs are a relatively new and highly controversial concept, and there is little
evidence about their potential effects on the health care system. Although
programs similar to MSAs are being used by a number of employers (including
several large employers), no systematic analyses of these arrangements has been

“conducted and pubhshed for public review, either by MSA advocates or critics.

MSA advocates {c.g., rescarchers affiliated w. 1th the Cato Institute and the
National Center for Policy Analysis), have presented arguments suggesting that
MSAs would reduce health spending substantially, permitting large
contributions into MSAs that would suhstanﬂally offset the higher deductible
people would face. Under this scenario, virtually all individuals would be better
off under an MSA /high-deductible insurance plan than under the status quo.

In the absence of empirical evidence, a number of analysts — including the
American Academy of Actuaries and rescarchers from the Urban Institute —
‘have simulated the effects of MSAs. The results from these studies are, in many
- cases, at odds with the arguments made by MSA advocates. They predict
significantly smaller decreases in health spending (which means that less is
available to fund MSAs), in part due to the argument that higher patient cost
sharing and managed care approaches have already lowered health care costs. In
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addition, these studxes suggest that MSAs could exacerbate rxsk selection
problems, further segregating the healthy from the sick in the insurance market,
and that many individuals would be worse off under MSAs (particularly those

with expensive health conditions).
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NOTES

1 Joint Committee on Taxation, “Estimated Budget Effects of Items Contained in an Amendment
in the Nature of a Substitute to H.R. 3103 to be offered by Chairman Archer on Tuesday, March
19, 1996~ {(March 18, 1996). The Joint Committee on T'axation (JCT) prepares revenue estimates of
the tax-related provisions of legislation. Their analysis has nol been included in vur review

~ because there is no public document describing the details of their assumptions and results. A

description of JCT's methodology for analyzing MSAs can be found in: Joint Committee on
Taxation, “Description and Analysis of H.R. 1818 (“The Family Medical Savings and Investment
Act of 19957), JCX-28-95, (Junc 26, 1995).

2 A number of papers also have looked at the effects that MSAs would have if introduced asan

.option for Medicare beneficiaries, including: Jack Rogers and Jim Mays, "Medical Savings

Accounts for Mcdicare Beneficiaries,” (August 1995); National Center for Policy Analysis,
“Saving the Medicare System with Medical Savings Accounts,” (September 1995); Milliman &
Robertson, “Vouchers as an Option on Medicare, Projected Savings,” (September 1995); Heritage
Foundation, “Reforming Medicare: What Congress can Learn from the Health Plans of
America’s Corporations,” the Heritage Foundation Backgrounder, (October 1995); and Lewin-
VHI Inc, “Changes in Mcdicare Program Spending Under Alternative Medical Savings Account
Models” (September 1995). Thesc papers have not been included in the discussion because the,
characteristics of the Medicare market are different from the voluntary health insurance market
for non-Medicare individuals (e.g., the Medicare program is highly structured, offers universal

" coverage to 2 uniform benefits package, is primarily dclivered in a fee-for-service manner, and is

characterized by individual rather than employer choice).

- 3 Paul Fronstin, “Medical Savings Accounts: Tssues to Consider,” EBRI Notes, v. 16,n. 7 Uuly

1995).

¢ Joscph P. Newhouse, et al, “Some Interim Results from a Controlled Trial of Cost Sharing in
Health Insurance,” New England Joumal of Medicine, v. 305, n. 25, (December 17, 1981).

§ For example, sce: Peter ]. Ferrara, “More than a Theory: Medical Savings Accounts at Work,”
Cato Institute Policy Analysis, n. 220 (March 14, 1995); Michael Tanner, “Medical Savings

- Accounts: Answering the Critics,” Cato Institute Policy Analysis, n. 228 (May 25, 1995); Brink

Lindsey, “Patient Power: The Cato Institute’s Plan for Health Care Reform,” Cato Institute
Bricfing Paper, n. 19 (October 4, 1993}); and John C. Goodman and Gerald L. Musgrave,
“Controlling Health Care Costs with Medical Savings Accounts,” National Center for Policy
Analysis Policy Report No. 168 (January 1992).

¢ Goodman and Musgrave, page 27.

7 The American Academy of Actuaries, “Medical Savings Accounts: Cost Implications and
Design Issues,” Public Policy Monograph (May 1995).

~ 8Joseph White, “Medical Savings Accounts: Fact Versus Fiction,” Brookings Occasional Paper

¥ Len M. Nichols, Marilyn Moon, and Susan Wall, “Tax-Preferred Medical Savings Accounts and
Catastrophic Health Insurance Plans: A Numerical Analysw of Winners and Lmer-a " The Urban
Institute (April 1996).

7 Larry Ozanne, “Effects of Catastrophic Insurance and Medical Savmt,s Accounts vn Medical
Spending,” unpublished paper (March 21, 1996}. The author is a senior analyst with the

. Congressional Budget Office (CBO), though the views cxpressed in the paper do not necessarily

represent the views of CBO.

11 Len M. Nichols, Marilyn Moon, and Susan Wall, “Medical Savmgs Accounts: A Pohcy
Analysis,” The Urban Institute (March 1996). .

2 Tanner, page 9.

B American Academy of Actuaries, page 5.

4 EBRI Notes, page 3.

- ¥ Nichols, Moon, and Wall (Apnl 1996).
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¥ The comprehenswe plan had a $250 deductible and 20 percent coingurance with a $1,250

annual limit on out-of-pocket spending.

17 The catastrophic insurance plan provided comprehensive coverage after a 52,000 deductible.
" 1 Tanner, pages 16 and 17.

¥ White, page 15

® This example is from Ferrara, Similar examples can be found in Tanner and Lindsey.

2 Goodman and Musgrave, page 13.

2 American Academy of Actuaries,

3 Nichols, Moon, and Wall (April 1996).

2 Bob Lyke, “CRS Report for Congress: Medical Savings Accounts,” Library of Congress (July 21,

1994). ’

2 Scc for cxample, EBRI Notes, page 4; American Acadany of Actuaries, page 12.

* See Nichols, Moon, and Wall (April 1996), page 22.

# American Academy of Actuarics, pages 12 and 13. For cxamplc. the Actuarics point out that

federal law would not permit a federally-qualified HMO to incorporate an all-purpose

deductible.

2 Goodman and Musgrave, page 32.
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Health spendmg for

individuals with a high-
deductible plan would
‘be about 13% lower than
spending under a low-

Us& the same assumphons
as the American Academy of
Actuaries.

bavmgs esfimates cxted by
Cato and NCPA analysts are
over-stated because:

Few people today have
coverage with no :

oL¥l BT -

deductible plan deductible.

" normally found in the ¢ Managed care ,
current market. approaches have already
When a high-deductible lowered service use, so
plan is paired with an high-deductible plans

-MS5A, health spending and MSAs would save
would be between 2% less than earlier studies
and 12% lower than might indicate.
spending under a low-
deductible plan. .

Spending on services not
covered by insurance —
which could be paid for
on a pre-tax basis out of
an MSA — would rise.
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¢ 314
icp Actuaries (AAA | ‘Brookings Institition

Argue that risk selection §If individuals are free to If one—quarter of thc people | Questions the anecdotal
is not a major problem, §choose a standard plan (ie.,, |who would be better off evidence that high- ~
based in part on the similar to a fee-for-service | finandally under an MSA deductible plans and MSAs
experience of several | plan in the current market) | enrolled in a high-deductible | have not led to risk selection
employers that offer or a high-deductible plan, plan withan MSA, the - | when used by certain
MSAs and high- then the premium in the premium for standard employers. He observes that
deductible plans. standard plan could rise by .. | coverage (ie., with a low the American Academy of
Since low-deductible 61%. deductible) would increase | Actuaries was unable to
health insurance policies by 63%. If more of these obtain actual claims
are “driving up the cost people enrolled in an MSA, | information from any of the
of health care,” it would the percentage increase in employers or insurers that
“not necessarily be a bad the standard premium have used MSAs.
thing” if the cost of such would be even higher.
policies rose as a result
of adverse selection.
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Pnesent a variety of

scenarios that indicate
that all employees
would be better off
under an MSA and high-
deductible plan than
under cusrent insurance
arrangements.

One scenario cited: An .
employer now pays
$4,800 for a typical
family insurance policy.
The employer could,
instead, purchase a
policy with a $3,000
deductible for a
premium of $1,800 and
put the $3,000 in savings
into an MSA. Under this
scenario, no employee
would have to pay
anything out-of-pocket
and could accrue savings
in an MSA account if he |
or she uses less than
$3,000 in services in a
year.

Smtchmg fmm alow-

deductible plan to a
high-deductible plan
would not reduce the
premium enough to
fund an MSA that covers
all of an employee's out-
of-pocket costs. The
maximum employee
obligation under a high-
deductible plan would
be $2,500, while the
premium savings
available to contribute
towards an MSA would
amount to only 5623.

In any given year, 74%
of employees would be
better off financially
under an MSA than
under a standard
insurance plan, while

. 26% of employees would

be worse off, -

Sumlar to t.he AAA

analysis. The maximum
emplovee obligation
under a high-deductible
plan would be $2,000,
while the premium
savings available to -
contribute towards an
MSA would amount to
only $591.

After a one year period,
B80% of individuals
would be better off
financially under an
MSA approach, while

- 20% would be worse off.

After a three year
period, 73% of -
individuals would be
better off and 27% worse
off.

Subgests that premxum
reductions cited by Cato
Institute and NCPA analysts
are over-stated, in part due
to risk selection. That is,
premiums charged for high-
deductible plans reflect the
fact that healthy individuals
are more likely to chmse
such plans.

LCWiﬂ-VI'H, Inli’.
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1t would be “very difficult” | Not applicable. Not applicable.
have the same to integrate HMO coverage L
opportunities to use and MSAs. Integrating .
MSAs as individuals. MSAs and other types of
enrolling in conventional | managed care plans would
fee-for-service plans. be possible but could present
Many HMOs are already | “serious problems.”
incorporating ‘
deductibles, which will
" provide an opportunity -
for HMO members to
use MSAs,
Page 19 Lewin-VHI, Inc.




Medical Savings Accounts (MSA) Proposal

4=Yeir Experlment Before consideration of the merits of expandmg MSAS to the entire
nation, a 4-year experiment would be initiated, concluding with a report submission by a
natlonally-recogmzed independent third-party. The report would address the feaSIblhty
and advisability of extending MSAs more broadly. It would focus on:

The fiumber and demographlc characteristics of MSA users.

The impact of MSAs on cost containment for users and the entire market.

The cost of MSAs (in terms of revenue loss to the Treasury). 4

The correlation, if any, of MSAs to posmve/negatlve health insurance coverage rates.

The effect of MSAs on the insurance market, including risk selection isSues and their

potential impact on premiums of non-MSA users.

. The impact of MSAs on the use of preventive care services and on the health care
delivery system in general.

o NOTE: As a condition of health plans ablhty to participaté in the experlment they

would agree to providing all necessary data to adequately evaluate MSAs.

Thrée Désign Ojtions for the Expériment:

1. Expanded géographic— 2. Firms with < 50 3. Firms with > 50

based experiment Limit participation to # . Limit participation to #
of workers/revenue of workers/revenue

loss projected for MSAs loss projected for MSAs

 MSA Structirre:

- All structural policies in latest Republican MSA proposal (6-10-96) are assumed unléss
inconsistent with the arhendments outlined below.

= Contiibiitions to MSAs for employees can be fhaide only by employers.
‘= The definition of catastrophic f(high‘deductibklc) health plans is modified to:
(1) Cap thé maximum deductible at $1,500 for individuals and $3,000 for families and |
2 Iﬁstiﬁtc artotal annual out-of-pocket st‘ob—ldss at‘ $2,500 (including the éeductible)’ for

individuals and $5,000 for families (including the dcducnble) with no additional artificial
dollar limits on covered benefits. {

- The alloWablc build-up of savm‘gs ini the MSA acéount is limitéd to thée timés the maxinium
deductible. :
» Insurérs and firms offering MSAs are fequired to also a traditional insurafice policy.

Differences in premiuins across the two plans must reflect only the objective differences in
benefit levels and cannot reflect the health status of the individuals who choose (or are
expected to choose) the plans. :


http:tr~ditiori.al

The maximum employer contribution to the MSA account in a year cannot exceed the lower
of the MSA deductible OR the savings from dlffercnce in costs between a traditional benéfit
plan arnd the high deductible MSA plan. :

Tax—free withdr:iwals are limited to health care‘vexpens"e's’ that count towards the deductible
under the high deductible plan.

Tax treatmerit for the self~employed is structired to be consistent with héalth deductions for

. traditional plans =- (so as to not bias selection in favor of MSAs.)

~

Consumer Pfotéétio’n’, Assuraiices:

Assure that the model MSA regulatory act by the National Association of Insurance -
Commissioners (NAIC) (outlined in the Republican proposal) provides for adequate consumer
and market protections for MSAs, including provisions to deal with risk selection concerns.
MSAs must be a full insured plan subject to the small group insurance reforms provided in
the state in which the product is sold, and must be in compliance with the insurance reforms
included in the Kassebaum-Kennedy bill. ' “

* Affirmative Vote to Expand MSAs Nationwide. -

After réceipt-of recommendations and analysis from the independent national organization, the

Congress will take a vote on whether or not to continue or extend MSAs to the rest of (or
any part) of the nation's populatlon An affirmative vote w1ll be required to expand the use
of MSAs.

/
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Medical Savings Accolunts (MSAs)

" House Bill. The House bill WOuId establish trusts or custodial accounts called
“medical savings accounts™ (MSAs). The bill would: ‘

° permit an individual who has catastrophic health care insurance {(with a
deductible of at least $1,500, or $3,000 for family coverage) to make tax-
deductible contributions to an MSA up to the lesser of the deductible or
$2,000 for individuals (or $4,000 for a family); or

o prov:de subject to the same limitations, an exclusnon from employees’
income (and social security wages) for employer contributions to MSAs.

Earnings on amounts in an MSA would accumulate tax-free. Distributions from
MSAs could be used, without being taxed, to pay for medical care (including

- deductibles under the catastrophic coverage, noncovered services, and long-term
care services), but could not be used.to purchase insurance (other than 'qualiﬁed
long-term care insurance, COBRA-type continuation coverage, or coverage while
unemployed). Amounts not used in a year could be carried forward into the next
year. Distributions used for nonmedical purposes would be subject to income tax,
plus a 10% penalty tax if paid prior to age 59 1/2, death or disability. The
balance remaining in the MSA at death would be excluded from estate tax.

Adverse selection. By providing a tax incentive for the purchase of catastrophic.
insurance, as opposed to comprehensive coverage, MSAs would further
encourage healthy individuals to leave the insurance risk pool. The remaining -
participants in the pool would tend to be sicker than average, and the costs for
those employees would escalate. This segregation of the more healthy from the
less healthy -- with a tax break for the healthier -- would not promote sound
health policy. Those most in need of coverage would have the least access to it.

Tax shelter for the healthy. MSAs would 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 who wished to maximize tax-favored
savings would be free to pay their medical expenses out of their other funds, and
essentially let the MSA serve as an additional IRA without income limits. '
Moreover, because the MSA balance would not be included in the taxable ‘estate,
individuals could use MSAs to avoid estate taxes when they die.

Use of MSAs by high-paid versus low-paid. According to an October 1995
“monograph of the Ameracan Academy of Actuaries: : -

The emp/oyee o‘emographics will determine whether a high-deductible/MSA approach is feasible.
If most of the jobs are low-paying -- say, between $10,000 and $20,000 -- there would likely be
very little interest in any plan with a deductible as high as $1,800, because low-paid employees

may not have enough money to self-insure the high deductible. Even less interest would ensue if -
employees were required to contribute to the MSA, instead of employers, because low-paid
employees usually have very little discretionary funds.

i



On the other hand, if there were substantial numbers of employees with salary of, say, $50,000
or more, the chance to put money into a tax-advantaged fund could be very attractive. Such '
employees are better able to self-insure the h:gh deductible arid have more in the way of
discretionary funds to contribute to the MSA.. :

Undermine targeted health spending. .Under the proposal, individuals would be
free to withdraw MSA funds tax-free to pay for less critical health care items that
are not covered by their catastrophic insurance, such as vision care and «
orthodontic expenses. This would deplete the funds set aside on their behalf for
health care. |f they later experienced more serious health care problems, they
would lack funds to pay the high deductible for more critical care.

MSAs may discourage cost-saving preventive care. The high deductible coverage
associated with MSAs may lead to delayed care and under-utilization of routine
and preventnve health care services.

MSAs divert participation from managed care. Capitated plans and other managed

care arrangements hold the promise of coordinated, quality-tested care and cost
efficiency not provided through MSAs.

Employer contributions oyerétated. Proponents of MSAs have overstated the
amount employers could contribute to employees’ MSAs without increasing

~employer cost. The reduction in premiums when employees switch from

comprehensive to catastrophic coverage (the source of employer contributions to
MSAs) will typically be less than the increase in the deductible. Therefore,
employees with MSAs would be at risk for larger out-of-pocket costs than under
current plans, because employers are likely to contribute less than the increase in
the deductible. .(In an impartial analysis by the American Academy of Actuarles, :
the mid-range estimate of these reductions in premiums was $1,562 per family
for an employer that switched from a plan with a $200 deductible to a plan with a
$3,000 deductible for all its employees. An employer contribution to an MSA of

- this full $1,562.amount would not meet the employees’ full $3,000 deductible if
-the individual had high health expenses.) And because of adverse selection, if

employers offered employees a choice between the plans, employers could not
hold their costs constant without reducing their MSA contributions to a level
which may be well below the $1,562 amount described above.

; ,
Questionable effect on cost containment. While catastrophic coverage can.
encourage cost containment by requiring higher deductibles, individuals could
establish an MSA during their young healthy years, and drop their high-deductible
coverage -- switching to a more comprehensive plan -- during their high-cost
years. After doing so, they could still keep their MSA and. continue earning tax-
free build-up to pay for additional health benefits, long-term care, or retirement-on
a tax-preferred basis. Moreover, MSAs would also discourage cost containment
by enabling more employees, self-employed individuals and others to pay for out-
of-pocket expenses with tax-preferred dollars. And even if MSAs encourage

“some individuals to reduce health expenditures, low participation in MSAs would

result in very little overall cost containment.



Inconsistent with tax simplification and difficult to administer. MSAs would
constitute a major step away from tax simplification. The addition of this new
arrangement under the tax code would add complexity for taxpayers and the IRS,
and could lead to a risk of significant-noncompliance. For example, individuals
would have to keep their own records on what Section 213 expenses they had
incurred that were not reimbursed by insurance to determine whether they
constitute qualified medical expenses that could be paid with MSA withdrawals.
The IRS would need to verify the amount of these unreimbursed expenses, and,
for tax-deductibility, would need to verify, on a month by month basis, that the
taxpayer is covered on!y by a hugh deductuble health plan :

Needs further study It is 1mportant to make sure that we understand fully the
consequences of this proposal for the tax system and health care. To that end, it
should be analyzed in the context of the overall health care plan of which itis a

part. In this case, it seems inconsistent with the basic thrust of the larger bill,

which is directed toward broadenmg the nsk pool.

Revenue loss. JCT estimates that the MSA proposal would reduce revenues by
$1.8 billion over 7 years.

B
ot .
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HEALTH INSURANCE REFORM COMPROMISE

. Principals' Issues

Tier‘I: - Resolved Issues

A An MSA experiment of a ﬁxed duration (3-5. ycafs), evaluated by an independent,
nationally-recognized body, that requires an affirmative vote (under regular order .
procedures) to extend or expand.

B. Populations ehglblc to participate in the expcﬁmcpt::

1. The self-employed and -
2. Businesses with 100 and less employees. ' ’
“(Utilization of MSAs by businesses and the self-employed is limited to
projection of users by the Treasury Dcpartmcnt)

- Tier II: Unresolved Issues

A. Mcntal Hcalth Parxty ‘

Staff Issues

Tier I: Resolved Issues

(Accept latest - 6~10-96 =~ Repubhcan MSA tax policy and insurance changes, which

. assume that MSAs are an insured product that comply with state insurance laws and the

_ insurance reform provisions in H. R 3103, UNLESS inconsistent w1th amendments outlined
below.) ' :

A. Catastrophic benefit package designed to be consistent with RAND study
recommendations to avoid risk selection. Maximum deductibles (and total out-of-
pocket costs) for individuals and families are set consistent with RAND
recommendations (i.e., $2,000/$4,000) and the minimum deductible is set at one half
the maximum deductible (i.e., $1,000 for individuals and $2,000 for families).

B. Contributions.to MSAs can be made only by employers and the amount of the
: contribution is limited to the lower of the plan's deductible OR the difference in the
cost of the premium between the catastrophic benefit plan and the traditional plan.
(Experts say that it is about one-half the set deducnblc)

No requirement for a cap on buxld—-up dunng the experiment; no requirement that
‘insurers and plans must offer choice of traditional/MSA plans; no requirement that
MSA account spending be solely limited to benefits covered by the catastrophic

benefit plan; and no rcquucment that a risk adJustment mcchamsm must be in place to
sell MSAs. ‘



~ Tier I: Unresolved Issues .

A.

, Deﬁmtlon of the sclf—employed and ways to addrcss the potcntxal problems assocxatcd |

with ”favorcd tax status.”

How is the MSA utilization cap mechanism monitored-and enforced?

Who is desighated as the independent, nationally—ré;:ognizcd evaluator of the study?

How is it referenced in the statute? What are the various issues this body is chargcd
to study? ‘ ‘

Rcv1cw of pmvmxons of the blll to assure thcre are no major problems Issues of
pamcular concern include: .

. Medigap duplication issues"\ .
- Medicare fraud and abuse issues
. Inéurance reform prbvisions '
- Other issues, such as long-tcrm care tax clanficatlons and othcr revenue

ra1$ers/loscrs
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Probiems With Medical Savings Accounts

LAVISH TAX BREAKS FOR THE RICH

The $1.7 billion revenue loss will go almost excluswely to the highest income and
healthiest Americans.

Joint Tax Committee Analysis concludes that less than 1% of those who will
purchase MSAs under this amendment will make less than $30,000,a year.
Virtually no one will purchase these plans who make less than $20,000 a year.

The well-to-do will be able to use MSA as a second IRA, except that this IRA will
have no income limits and will accrue disproportionately to the extremely weaithy.

People' choosing this option with large assets can use their own money to pay their
medical bills and protect their tax deferred MSA savings.

A little known proviéion that helps only péople with assets of over $600,000 -
excludes MSA balances from estate taxes. Even the most generous IRA expansion
proposed by Republicans and Dcmocrats docs not provide for this exclusion.
Health care analysts are virtually unanimous in thelr opp051t10n to MSAs:

--The American Academy of Actuaries says that MSAs are Taxmg money from the
unhealthy and giving it to the healthy.” , p

--The Center on Budget Policy Priorities says, "MSAs create new tax shelter

opportunities. Use of an MSA woul 1d be highly advantageous to substanual

numbers of high income taxpayers

2. HAND OUT TO GOLDEN RULE INSURANCE COMPANY

*

To select MSAs, an individual is required to select a catastrophic insurance plan

and Golden Rule is one of the largest marketers of catastrophic plans in the country.

MSAs would simply allow Golden Rule to greatly enlarge their market.

This company gave $1.6 million in political conmbutnons to Republicans over the
last 5 years.

They are near the bottomn of insurance company rankings done by consumer

groups, such as Consumers Union, because they provide inadequate coverage,

frequent rating increases, very aggressive underwriting, and readiness to contest
claims and cancel policies.

3. UNRAVELS HEALTH [NSURANCE’ AND INCREASES PREMIUMS
FOR WORKING AMERICANS .

*

Because healthy and wealthy individuals are most likely to purchase MSAs, those
who remain behind in the traditional insurance plans will likely face higher
premiums because the insurance pool has been weakened.

The premium increases could be high enough to force lower income working

" people to drop their coverage.



* #
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*  Insurance pool for ordinary Americans, without MSAs, will suffer both from
.healthy people pulling out to obtain MSAs and also from individuals with MSAs
who become sick going back into the traditional insurance pools. N

4. PART OF THE REPUBLICAN PLAN TO "WITHER AWAY"

MEDICARE

* This Golden Rule plan is the tool that Republicans want to use to have Medicare
"wither on the vine." Itis advocated by Speaker Gingrich -- who coined this
phrase and by Leader Dole who proudly talks about his vote against the original
enactment of the Medicare program. :

* Clearly Medicare MSAs have an even greater potential to undérmine the financial
+ stability of the Medicare program to both beneficiaries and the taxpayers who ,
support it by exposing the program to an option that rewards cherry picking healthy
beneficiaries -- not competition over cost and quality. Medicare MSAs were
included in the Republican reconcnhatmn bill vetoed by President Clinton in
December, 1995

* Today's amendment is just the first step back toward the Republicans and Golden
Rule's ultimate goal of putting in MSAs into the Medicare program. They were
rejected doing Medicare MSAs when the President vetoed their excessive Medicare
cuts; now -- through today's amendment -- they are setting the stage for pushing
Medicare MSAs as the next logical step.

S. DISCOURAGES PREV}‘ZNTIVE.CARE

* ~ MSAs may discourage cost-saving preventive care, such as annual check-ups,
immunizations and other wellness efforts. The high deductible coverage
associated with MSAs may lead to delayed care and under utilization of routine and
preventlve health care services.

. * MSAs divert participation from managed care. Capitated plans and other managed

care arrangements hold the promise of coordinated, quality-tested care and cost
efficiency not providing through MSAs.

* MSAs will not promote cost containment in the long-run. By allowing people to
have MSAs when they are healthy but switch to more traditional coverage when t
hey become ill, the MSAs simply become a vehicle for sheltering income, not a -
means of promoting more cost-conscious consumers.
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American Aéaderhy of Actuaries Estimate of Savings

' Individual Plan Fami_l;zb Plap
$1,500/$2,500 ‘ $3,000/$4,000
1. Employer savings for MSA plus : :
high deductible plan $so08 - $1,250 -
2. Employer savingaas a _ | v o
pcrcentage of deductible ' -33.9% o 42%
3. Employer & employec savings $635 - $1,568
4. total savings as a | ~ R :
_percentage of deductible L 42.3% : - 52%
~ 5. Reduction in prémiﬁin from
baseline for higher deductible plan . ‘ _
with no MSA : $703 - $1,719
6. Premium reductionasa o
percentage of higher deductible : . 41% - 573%

7. Savingé in premium for individual -
plan with $2,000 deductible and no MSA  $828

8. Above savings as a percentage
of the deductible for MSA option 55.2%
* 33.3% increase in deductible but only 8.3% mcrease in savings

9. Savmgs‘ in premjum for mdmdual A
plan with $3,000 deductible and no MSA $1,033

~ 10. Above savings as a percentage .
of the deductible for MSA option 68.9%
* 100% increase in deductible but only 21.9% increase in savings

11. Savings in premium for family ‘ : o » -
plan Wiﬂ‘l a $6,000 deductiblc and no MSA o §2,906

12. Above savings as a perccntagc .
of the deductible for MSA option , : - 96.9%

- Note:. These savings assume as a baseline an individual plan ($200/ 1000) and a family plan
($400/4000} with no MSA .
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Table 3
Cost Effect of (hange'to $1,500 Deductible Plan for Individuals
——
o ‘ '$1,500 Deductibie,
5200 42,500 Maximym Qut-of-Pocket
Deductible, ‘
$1,000 After Induction
‘Maximym . : Low HCFA High
Out-of-Pocket' ~ Before induction® Induction’ - Induction* Induction*
Plan ’ : o ‘
1. Premium SL69% ‘ 2,178 52030 $1.9%. $1820
2. Qut-of-Pocket 34) ‘ T %97 642 $522
3. Total Health ' ‘
Expenditures o .
{n+2 §3.040 $2972 s 52638 52442
Soune Armerican Agzdemy of Actuaries '
*(ost of fllystrarive standard plan using American Acadeny of Aduaries distribution.
ot of Mistrative high-deductible plsn before induction. .
“(ost of iffustrative high-deductible it consitdering the range of induction factors. ~
Table 1I-3 shows the premium and out-of-pocket expenses Tablell-4A 7
that would result if the average insured person were moved Cost of Different Copayment Designs-—Individual Plan
into the high-deductible plan, assuming that the person had -
no other choices for coverage. Before taking induction into . Deductible/ Reduction from
consideration, the premium would decrease from $2,699 to Maximum Premium Baseline Premium
$2,178, because of the application of the higher copayments. - Qut-of-Pocket ' :
The insured’s out-of-pocket expenses would increase from Baselive :
$341 to $794. The total health expenditures would decline S200/51.000 5269 R X
slightly, because no administrative expenses would be associ- + S1.000/52000 2176 523
ated with the insured’s out-of-pocket payments. The effect of - I1S00/52.500 1.9% 703
induction is shown using each of the three sets of factors 52,300/53,000 1871 828
from Table I1-2A. , ) ggﬁ;g ;g_gf ;ggg
Tables 1I-44 and ]I-4B show, for individuals and families, <5.000/%6.000 %9 i

respectively, the premiums for various high-deductible plans.
The premiums were determined by the following process:

1. The increase in copavments from the assumed current
individual plan was det¢rmined for cach health care zxpeuse
in the work _group s dataset. '

2. The increase in copayments from the assurned current
family plan was determined for each health care expense in 2
family distribution, based on the NMES model.

3. The reduction in health care expense resulting from the
induction effect was determined by applying the HCFA
assumptions and method to the increase in copayments.

4, The copayments of the high-deductible plan were then
applied to the revised health care expenses. 1o determirie the
aggregate health care costs reimbursed by insurance.

. 5. The aggregate insured health care costs were increased
by 159 to account for administrative expenses.

“Soume mnkaderucfmms
Note- Relative gt of plas after consideration of induction, befoce considergtion of the MSA.

Tabie !HB
. Costof Dn’ferem Cepaymem Desngns—Famﬂy Pian
Deductible/ Maximum , Reduction

~ Qut-Of-Pocket Premium  from Baseline Premium

Baseline -
SA00/ $2.000 6,567 - 0
$1,000/ 52,000 6170 397
$2.000/ 3,000 541 1.156
$3,0007 4,000 4,243 - 1718
$4,000/ 55,000 4385 FALY,
5,006/ 96,000 3989 2578
$6,000/57,000 3661 2906

- S, American Agdey of Actuaries

Note Relative cost of plam after comideradon of inguction, before czxxsadefatm of the MSA.
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ection 1] discussed the induction effect. Here, we
will attempt to quantify that effect, on (1) the
expenditures of the average employee, and (2) the

average total claim cost and administrative expenses.

Also, we briefly analyze the various winners and

- losers that would result from a shift from the low-deductible

plan to the MSA/high-deductible plan arrangement. Finally,

we discuss the potential effect of the arrangement on employ-

ers, including some of the facmrs that would influence risk

THE AVERAGE EMPLOYEE

'COMBINING HIGH-DEDUCTIBLE PLANS WITH MSAS

The case considered here is a switch from the low-deductible
plan to a combination of a high-deductible plan with an

MSA. This illustration assumes that the employer will freeze
his contributions (line 5 of Tables IV-1 and IV-2) and thus
reflects all savings back 10 the employee who contributes a
relatively small part of the total plan cost. In evaluating this .
posmbdm it is necessary t¢ consider whether :hxs is a realistic

and selection. ,as.sumptxon for the employer.
Table IV-1 Table [V-2
Employee Savings—Individual Plan tmployee Savings—rFamily Plan
Mavimum Out-Of-Pocket S200/S1.000° $1.500/52.500 * Maxmym Out-f-Packet $200/51,000 - $3,000/54.000
Proportion of MSA Net 1% % K% Proportion of MSA N - W% 50% 0%
Considered as Savings Applicable  lowfeq Medium et High Efleat * (orsicered & Savings Appicable  Low Effet  Medium Effect High Bffect
Employer Costs' : ' Employer Costs'
1. Premium _ A : i Premiym .
o For Administrtve Expense. 282 2 215 . la. R Admingtrtve Bpense $485 51 $519 S509
1b. tor Claims 1877 141 21,436 1398 1b. For Gaims . 4569 83525 $3.460 $33%2 -
2. Subtotal {{13) + (1) 52,159 51691 §1651  §1607 2 Subtotal {(73) + (1b)] $5.254 $4.054 $3979 3901
3, MSA Contribation . ‘ 3. MSA Conribution.
. ForAdmm!svatlveB@ense ¢ g, .0 N ‘ 3. For Administrative Expense 0 A4 25 2
3t For MSA Ciaim Fund g .45 498 541 -3b. For MSA Claim Fund 0 1176 1,250 1,326
4 Subrorad [{3a} + (36}) S %468 558 $952 - 4. Subwta! [(3) + (3b)] N SLAG $1.275 $1393
5 Total {2 + 4] - o . 5. Towd [(2)+{4)] o
(809% 0f $2.699) 2159 32159 Sa158 0 5159 {80% of $7,869) 5254 $525 - $5254  $5,254
- Employee Costs Employee Costs® .
6. Premiym . N 6. Premiym ‘ A
6. for Administatvefrpense. 70 . 55 S i 6. For Administrative Expense. 171 R B W
. &b ForGaims 474 38 359 3% &b For Claims 1,142 882 865 -
7. Subtoral [{6a; + (60 $540 “a 3 “02 7. Swhtowd! [(62) + (60 $1.33 S0 5995 975
8. MSALongibution ' ’ - - 8 MSAContrbtion .
8a. For Administrative Expense 0 2 o2 .3 8a. For Administrtive Expomse 8- 6 6 7
B For MSA (kim Fund ] 115 125 135 &b, For MSA Claim Fund 0 b 312 1
9. Subtotal [(8a) + (8bi] $0 117 127 - 138 9. Subtotal [(8a) + (80)] £y by 8318 5338
10 Towd [(7) +(9)] v 10. Totel {7} + (9] : ‘
{20% of $2,695) $540 5540 $540 9540 {209 of 57,869} §i31 $1313 $1313 . 61313
1. Dut-of-pocket medical epenses $342 851 $772 9] 1. Qui-ohpodet medical eperses. 973 . $2173 $2.004 $1.798
12 MSA{omtribaton , ‘ 12, NGA Contribition v - o
130} + (853} 0 674 %23 $676 [(36) + (88)] WA 51469 $1562 1897
13. Netemployee cost ‘ . 13, Net employee ot '
0+ 0112y 887 87 568 5% 0+ 01123 5228 92017 1,755 S1454
" EmmoyeeSamgs ) : - 14. Emnpioyse Savings {9} ,
5882 - (13)] o N/A 565 $193 $346 [S7.644 - i3] N/A 5369 i 832
1. EmiweeSmngs{% - 15. Employee Savings (%)
[(14)/5882] N/A ™ % % [(14)/ S2.2661 N/A 2% B% 36%
Soute: Americzn AGrkry o Achuaries Source: Amerian Aderny of Acuaries

“Assumes that the employer will predict the savirgs from copayment mange and pay that amount
10 an M8, Tora! efmpioyer cosiy {line 5} are heid constant,

*The total of premium share plus Gui-61-pocket medical expenses less the MSA contribytion, Line
1335 net annust emplay=e cost. Lines 14 and 15 show reduction in net employee cost.

*Assurnes that the employer wilf predict the savings ffotr copayrnen change and pay that amouns
0 an MSA, Tota! employer costs (line 5} are heid congan.
*The totzl of premium shae s out-of-pocker medical expenes less the MSA comrbutm tng
13 15 net annual employee (%t Uines 14 and 15 show reduction in net empleyes qog,

14
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séendable value of left-over MSA balances, were taken into account. 18 We calculated the

financial effects on winners and losers for one year and over three years. We also investigatéd

whether the socio-demographic cbafacneristics of Winnefs were different from those of Ioéets.
Table 1 repons the premium and MSA contribution esumatm used in our s:mﬂahons

" Table 1. Premmm and MSA Estimtw .

Health Insurance Achxarial Employer | Employee | MSA
Plantype | Premium | Insurance | Insurance contribution
v . | Contribution Contribution | by employer
Comprehensive $1,701 | $1361 | - $340 v/a
-——Catastrophic |~ $1,110 - $L,110 0 f $251

Source: Urban Institute analysis of NMES data, 1994 dollars.

. We estimated the comprehensive single premium at 31.701 and the c’aiastrophic premium

a$ll 10. -We assumed that the employér would pay, on average, 80 pércent of the premium in -

the comprchcnswe case and would be wxilmg to spend the samie arnount on each worker in thc

MS Acatastrophic a.mmgcmcm Thus, tbe employer would spend $1,361 mga:dlcss exther as 80

_percent of the comprehensive premmm or as 100 percent of the camstmphlc prermum plus a

deposit of the remainder, $251, into thc Worker s MSA. This means that shifting to the

MSA/catastrophic arrangement mmedxately returns $340 to the worker in saved out-cf-pocket

NV\-t & sovmes da‘\'&ﬁ-nplue.. p(am is 42,900 /mo

am MMpM "L"" < # 75‘0 /‘:,m

"We could not measure the implicit value of ﬁmncv.al profection in either the cemprﬁlcnswc or
MSA/catastrophic arrangement, for while real, this amount is subjective. Bacause we could not take this value into
account, we have somewhat overstated the number of winners — for some the financial gains from switching to the
MSAfcatastrophic plan will be smaller than the value they piace on greater financial protection. In real life, these

~ workers might not switch from the hypothetical comprehensive atrangement to the postulated MSA}camsuophyc plan

¢ven though from a sheer financial point of view they could “win” by doing s0.

12




“, PREMIUM INCREASES IN CONVENTIONAL PLANS AS THE RESULT OF
FAVORABLE SELECTION TO MSAs AND ADVERSE SELECTION FROM
CONVENTIONAL PLANS

American Academy of Actuaries estimates that the conventional plan
~ premium will increase from $2,699 to $4,343, an increase of 61%.

'Urban Ihstztuté estimates that éven low"incidence of adve'rse selection
will increase conventional plan premlums from $1,701 to $2,766, an
~ increase of 63% ' : :



e b e

MSAs:

PRACTICAL CONSIDERATIONS

This discussion shows how a plan that wasn't designied with
sufficient forethought could end up losing much of the sav-
ings attributable to the induction effect of a high-deductible
plan. This is the dampening effect we referred to earlier. While
it is possible that a sponsor of a tightly controﬂed plan can
introduce design constraints that preserve much of the induc-
~ tion savings, it might be much harder to accomplish that goal
" in a loosely-regulated national piam. Absent restrictions,
employees would be free to select from plans with a range of

copayments and co-ordination features. Employers and insur- -

ers could (and many would) design their plans 50 as to take

advantage of the selection process. Restrictions could narrow
_the freedom of employers, insurers, and employees to select

against the program, but such restrictions would narrow the

range of choices individuzals could make. Also, enforcement

of increased restrictions would add to the admuustranvc
-expense of the program.

7777 In the least regulated system, Cangress would sxmply cnact
the tax framework necessary for MSAs, and permit employers,
states, and individuals to change their health insurance within
that framework, Employers and insurers could replace the
current plans with high-deductible plans—but that would not
be a requirement. Employers would also be free to maintain .
their current level of expenditures for heaith care of reduc,
or increase, those payments

Individuals would be free to select fmm among the range of
* insurance products available. For example, when a choice was
available, the healthier individuals would tend to select the
-high-deductible, low-cost plan, while the less healthy would

CosST IMPLICATIONS AND DESIGN IssUEs

~ tend to choose a low-copayment plan. In many families, one

member would select a low—copayment plan, while another
family member who works for another employer would select a
high-deductible plan, or choose not to be covered. O, if avail-
able, all family members would select high-deductible plans
from their respective esnployers and rely on the coordination-
of-benefits provisians to pay most or all of covered charges,

* As a consequence, the high-copayment plans would cover -

' the healthiest individuals, and the lower-copayment plans

would cover the less healthy individuals. That selection
process would, in turn, result in increases in premiums for the
low-copayment plans and decmscs in premivms for the
high- deductib[e plans.

EFFECTS OF SELECTION

Table I1-5 shows the potential premium levels that would

result from the selection process if individuals were free to
_ select either the current or the high-deductible plan. The cal-

culation assumes that three-fourths of the individuals with no
significant health care expenses would select the high- )
deductible plan. It was also assumed that half the individuals
with the highest health care expenses would select the high-
deductible plan and that half would select the current plan.
For individuals other than those with insignificant health care
costs and those with high health care costs, the percentage
selecting the high-deductible plan was graded between 75%
and 50%. The selection would be greater for the higher
deductible plans and lower for the relatively low deductible

" plans. Table II-5 only shows the same selection at each point.

Tablell-5 =~
Effect of Selection
Deductible/ R
- Maximum o Pmmium Before Selecuon Premium After Selection
OQut-of-Pocketin = Szoo ' 5200 - High
High-Deductible Plan Deductible Plan  Deductible Plan DeductiblePlan - Deductible Plan
S0 $169 32176 5438 §1585.
§1,500/52,500 oS C519% $4343 §1,430
S2000/5300 - . $268 187 54343 §13%
$3,000/54.000 ‘ 5269 § 1666 $4343 SRR EAY
54000155300 T §1,501 $4343 1048
SS.000/56.000 . 26 C 51369 54343 SS90 .
mwmmmydAam ;

Note: Analysis basedonthedmamemco?afwnsrfbeﬁzamoﬁmdroaswdardmmmm

'ﬁ?‘\ew;éx;-\



Table 4. Effect on Comprehensive Premiur of Employer Offering an MSA Alternative

me
o Percent Choosing Comprehensive Employee Employee
MSA Premium " | contribution toward | contribution toward
~ - - comprehensive comprehensive
premium if the premium if the
employer -employer reduces
contributes the the MSA
' | | same amount to ali | contribution to zero
- ' workers .= | and divertsthese |
‘ - ) : o funds to shield
S | N o ~ workersin |
: : - B B comprehensive
0% $1701 $340 n/a
| 25% of winners | $2766 $1405 o $1342
(20% of total) ‘ . ‘ ‘
50% of winners $3444 - $2083 | $1916
(40% of total) o o T ' o « :
75% of winners $4628 ‘ '$3267 o $2891
(60% of total) - .
all winners $7396 - - $6035 $5031 |
(80% of total) N B ,

Source: Urban Institute analysis of NMES data, 1994 data.
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MEDICARE: Preiiminagy Administration vs. }Bréaixx‘/Chafee Con‘ip‘éris‘oh -

- Savings: - . $124 billion vs. $154 bllllon

Primary difference is from additional benefi iciary savmgs
* (CBO has not yet scored Breaux/Chafee)

' » Structural Reforms: Seems very similar (or acceptablé ‘cdmpri)misés) to Administration

o0 9@

Prowdes for variety of new. plan choice optlons, 1nc1ud1ng Preferred Prowdcr
Organization (PPOs) and ‘Pr0v1der Sponsored Orgamzatlons (PSOs)

No arbitrary budget faﬂsafc«m;%hamsm

No repeal of balance billing protectlons for private fee~for-service plan

Does not allow higher premiums to be charged for basic benefits in managed care

No full—scalc MSA optlon substitutes a MSA dcmonstratlon

'Prowder Proposals Similar to Administration savers package Major dlfferences

Mcdlcare 10% D1Spr0port10natc Share Hospltal (DSH) cut. (We have no cit).
Drops some of our savers from long-term care and nursing homc rclmbursement
Phy51c1an cut slightly lower ‘ :

Beneficiary Proposals: Most of Savings Diﬂ'erénce (estimated about $40 billion more)

L

~in).

Consistent with Admm1strat10n premlum pmtcctlons including QMBs, up to 200

percent of poverty

After 200 percent of poverty, begins a phase—out of Medicare premium subsidy.
(E.G., couples above $20,000 will pay a premium equal to 31.5 percent of Part B
program costs, phasing in to 100 percent at around $150,000 per couple.)

Increase initial Medicare ehglblhty age to 67 (to conform with Social Security phase-



Today’s vote against Medical Savings Acounts (MSAs) is a
victory for the mainstream, a victory for bipartisanship, and
-- most importantly -- a victory for the American public. It
‘responds to the President’s State of the Union call on the
Congress to pass a long overdue package of much needed
health insurance reforms. By defeating MSAs, the Senate
took an important first step toward achieving this goal.

The Senate showed today that Democrats and Republicans
can work together to pass health reform initiatives that
reflect the priorities that the vast majority of Americans
support. And that they can do so without insisting on
controversial amendments that could hurt the health care
delivery system and that have no broad-based support.

It is our hope that the upcoming conference will follow the
Senate and report out a bill that can retain the bipartisan
support that the Kassebaum-Kennedy bill currently has.
We look forward to working with the conferees in the
upcoming days and weeks to producing a bill that we all can
proudly support. | |
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- KASSEBAUM/KENNEDY INSURANCE REFORM UPDATE<-MSA DECISION TREE -

Update on Hill Vis A Vis K/K Bill and MSAs,

. Update on the other "M's":

--  MEWAs

-— Medical malpractice

— Mental health ‘parity ‘

--  Medicare fraud and abuse (adv1sory opinions) =

~—  Miscellaneous (we have not seen ANY languagc on all other provxslons)

- chubhcans latest MSA offer

, Demniocrats response
u Republican Stratcgy/Confcrce Appomtments

oéi’rﬁt‘ﬁ‘iétrétioh: What aré the options for the broad structural design of demo?

e Traditional MSA study : ' -
e MSA to targéted populatlons but avallablc to any stch populanon in the nation

- Demonstratlon S'if"ﬁc’ﬁi‘fé'- Wl‘io is iﬁifiél"[y'st'ii‘kii‘é& and who' evaluates denio?

- ‘If a tradxtxonal demo do we conduct a’ study on. all pOSSlblc users ,
- Fu'ms that have < S0 emiployees (mcludmg self~—employed") (Sec break-oiit of #’s)
Firiis that have >50 employees (See break=out of #5) -
, Evaluator Optlons (Not Commxttee Chalrmcn) Admmlstratlon under contract AAA,
. NAIC GAOetc D S S \

“MSA "S't"x‘lilé?"tﬁ‘i"‘e: How V'i§ it designed to st ngthen MSA tax/policy structure?

Deductible issue

Income limits . o

Caps on savings build-up. . ‘
Risk adjuster requireients on states

o MSA Expansnon How is it structured to expand (lf desnrable) to other populatlons"

° Mflrmatlve vote ycs to expand
L Mflrmatlve vote to rcpeal autoriatic cxpansxon
.  Who and when do we phase-in? - (Link to study?)

Addmonal MSA issues

. Lmkagc to Medicare MSAs

. i
. WA s o o s o
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APPLICATION OF NORMAL CHURCH PLAN COMPLIANCE RULE
Amend section 202(b) by adding at the end thereof the following: |

“Nothing in this section shall apply to church plans, except such plans shall comply with
the reform standards established under this Act, and if such plan fails to meet any
requirements imposed on such plan by this Act, the plan shall make corrections to meet

_. such standards as provided in section 3(33)(D) of the Employee Retirement Income .
Security Act of 1974 as if the standards in this Act are requirements of such paragraph .”.



CLARIFY EMPLOYER AND EMPLOYEE DEFINITION

Ameénd definition of employee and employer (sectlons 2(2) and 2(3)) by adding before the penod
in both places:

V ‘;except in the case of a church plan such term shell have the meaning given such term
under section 3(33)(C) of the Employee Retirement Income Security Act of 1974.” .



SPECIAL CHURCH PLAN BENEFITS RULE
Amend section 103(d) by addmg at the end thereof the followmg

“The Secretary shall exempt a church plan, as defined under paragraph (33) of sectlon 3 of
the Employee Retirement Income Security Act of 1974, from any provxswn of this Act, if -

the plan’s terms to prevent adverse selection conflict with such provision, or if the plan
certifies to the Secretary that compliance would cause the plan to be actuarially unsound.”.



DEFINITION OF CHURCH BENE;QIF’T PLANS AS NOT AN INSURER o

Amend Section 201 by adding the following new subsection:

Ta L

“(d) Special Rule for Church Plans -——Nelther a church plan (w1th1n the meanmg

* of section 3(33) of the Employee Retirement Income Security . Act of 1974) nor-any trust

* established under such. plan shall be deemed to be an insurance company or other insurer,

. or to be engaged in the business of insurance for purposes of, or be subject to, any law of
any state purporting to regulate insurance companies, insurance contracts, annuity
contracts, multiple employer welfare arrangements, providers of third party
administrative services, or other similar arrangements, providers or organizations. A
church plan shall be deemed to be a single-employer plan for pmposes of this section and
for the purposes of ERISA ? :
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Vermont Health Care Authority

89 Main Street
Drawer 20 « : i
Montpelier, VT 05620 o ' @ ‘

Chair f 1 Dican ~ ZQ

Dear Ms. Alberghini;

1 wanted to respond to questions that have been raised regarding the inolusion of
Medical Savings Accounts (MSA) as a component of a section 1115 statewide Mcdicaid
‘demonstration. We have received your state's demonstration application, which does not

currently include an MSA proposal, and have been discussing the Medicaid managed
care expansion and coverage fcatures with stale staff. We would have concerns if MSAs
were to be proposed for the Medicaid population under such a demonstration. |

In reviewing such a request, the Health Care Financing Administration would raise the
following issues, assuming the proposal is similar to MSA proposals being discussed
nationally: :

o

Wc are not sure how the pfoposal would further the goals of th’é Medicaid
program, for both the Medicaid population and individuals newly eligible under
- the demonstration. ‘ '

On'o important issue is the possible "cashing-out" of the Medicaid eutitlement,
which could change the fundamental nature of the Medicaid prograw away from
a program that provides health services. ‘ ' .

Several issues arise regarding how MSAs would work with a Jow income
population -- would individuals have to choose catastrophic coverage only, aloug
with an MSA; who would pay for the high cost sharing typically uscd under such
proposals? - - j o ‘ o

A basic principle for us is to make sire that Medicald beneficiaries are not
potentially worse off under a demonstration thun they otherwise would be under
the regular Medicaid program in terms of the scope of services covered and their
out-of-pocket costs. An MSA proposal could lead to reduced Medicaid benefits
for current eligibles. - ; : ‘




o What impact woruld MSAs have on adverae selection into nun-MSA choicés and"

~g5 |1:07 MM FROMOLIGH

Pa’gé 2 -- Theresa Alb‘érghini

- o The demonstrauon would need to be budget ncur_ral over a S«year penod

i

o Wa would carefully examme the coats for which federal mamhmg funds were

requésted and hcw the federal dollars would be used.

on the per eaplta costs of health plans semng the ‘remaining popular.ien?

HCFA continues to encourage nmte innovation in the section 1115 dcumnstration

process. Any proposal that would include MSAs needs to be put forward by the state, '

along with an analysis of how it would affect elements of the current Medicaid program
and addrcssing the issues discussed in this letter. In any event, we are moving .

- expeditiously to consider the demonstration application Vermont has submitted.

- Sincerely,

- Kathleen A. Buto

Kent Stoneman, Dxrcctor of Medica.td Dms;on, Departmcnt of
Social Welfare -

- Veronica Celani, Health Policy Director, Agency of Human Semce;

Sheme Fried, Office of Reseaich and Demonstrauons, HCFA




