
Congressman Hastert Meeting Concerning MSA Design 
, July 16, 1996 

I. 	 What is the nature of selection and adverse risk selection for the market which 
would be eligible for MSAs under the pilot project? 

A. 	 Potential for selection and adverse risk selection 

1. 	 Articulate difference between selection'and adverse risk selection 
2. 	 Clarify which insurance markets are most susceptible to adverse risk selection, 

i.e., large group market, small group and individual market 
3. 	 Elaborate on the , benefits of pooling certain higher cost or lower cost 

subscribers 
4. 	 HMO'slManaged Care's impact on risk selection in the private insurance market 

B. 	 Potential for adverse risk selection - small employer market 

1. 	 Features of the small employer market 
a. 	 premium costs facing small employers 
b. 	 State Insurance commission oversight of policies (consumer protection) 
c. 	 benefits of selection in the small employer market under MSA proposal 

C. 	 Potential for adverse risk selection - individual (self-employed) market 

1. 	 Features of the individual market 
a. 	 group versus individual underwriting 
b. 	 State Insurance commission oversight of policies (consumer protection) 

II. 	 How does the structure of the MSA for the pilot project relate to selection and 
adverse risk selection? 

A. 	 Design - flexibility ofbenefits and dollar limitations 

1. 	 Impact on adverse selection potential (ability to control premiums via design) 
a. 	 Small employer market 
b. 	 Individual market 

2. 	 Key design issues' 
a. 	 Minimum and maximum deductibles 
b. 	 Level ofMSA contributions 
c. 	 Nature ofout-of-pocket limitations 

B. 	 Tax treatment - level playing field (differentiate between tax treatment and design 
flexibility) 

1. 	 Impact on incenti\;es (is tax-preferred treatment most important feature?) 

G· .Cornbin~tionofDesigp limimtions and Elimination ofTax.Favored.Ireatment. , 

1. 	 Impact on adverse selection potential 
a. 	 Small employer market 
b. 	 Individual market 
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FROM: 	 Ken'Kies 

, 	DATE: :July 17, 1996 

_______.~._._________________~~__M~______________________*~.~••--- _______~_______________~.~~_~___~ 

" I am transmitting with thiS memorandum, the tentative staff proposal on medicaJ 

, sal"ings accounts as discussed today. 

Ifyou have any q':lestions, please call me. 
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Tentative Staff Proposal on :Medical SaYings Accounts 
," 

• .1. Limits OD Contributi'ons ' 

Annual contributions to the MSA would be limited to 65 percent oftlle 
deductible.underthe high deductible plan in the case of individual coverage,' 
and 7S'percent of the deductible wIder the high deductible plan in the case of 

.	family coverage. For example, if a high deductibl~ plan providing family . 
coverage has a deductible of $4,000, the MSA contributions wou,d be 
limited to $3,000. N~ oth~r dollar caps would apply. 

'2. Maximum Deductibl~ llnder High' Deductible Plan 

I.nord~r· for an MSA to receive tax-preferred treatment, the maximum 
deductible WIder the high ded~ctible plan could not exceed $2,250 in the 

, case of individual coverage and $4,500 in the case of famUy coverage. 
Consequently, the deductible under the high deductible plan would have to 
be within $] ,500 to $2,250 in the case of individual coverage, and $3,000 to 
$4,500 in the case of family coverage. As under the original MSA proposal, 
these amounts would be indexed for inflation, except indexing wou1d be 
delayed for one year and the index would be based on the regular consumer 
price index (nCPI") instead of the medical cost component of CPL' 

3. Dollar Limit 2n Total Out..Qf..£.2.(:ket Expenses 

, The maximum total out~of-pocketexpenses with,respect to allowed costs 
WIder the highdcducttble plan could 110t exceed $3,000 in the case of 
individual coverage, and $5,500 in the case of family coverage; Both 
amoWltswould be indexed for inflatiolllike the deductible amoWlts (Le., 
indexing delayed for one year and based on regular CPl) . .This limitation 
would be in lieu ofthe requirement that cost sharing under the high 
deductible plan after the deductib1e has been met cannot exceed 30 percent. ' 
The ma",imum total out-of·pocket expenses limitation would include the 
deductible under tho high deductible plan mid is designed to give insW"ers 
flexibilitY iII d~signing their high deductible plans. For example. if-the! 
deductible under a high deductible plan providing individual coverage is . 
,$2,250; the maximum total co-payments or coinsurance under the plan after 
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the deductible is satisfied could not exceed $750. Alternatively, ift11e, , 

deductible under the same plan is $1 ,SOp, the maximum total co-payments or 
comsurarJce after the deductible is satisfied could not exceed $1,500.. - ,-

, 4. Employer and EmpJnyee Contributions Allowed, , 

Both the employer and the emp1oye,e would be pennitted to make MSA 
contributions. As with previous MSA proposals) employee contributions 
would be pennitted only if there is no employer contributiorl to an MSA on . 
behalf of the, employee. 

5., Post..6S Di,tributions ' 

No penalty tax' would apply to distributions from:anMSA after age 65 which 
are not· used for medical expenses. Such distributions not used for medical 
exp~nses WQu\d ,continue to be subject to regular inconle tax. 

6. Comparability Ruie for Emp"oyer Contributions 
; , 

To the extent an el11ployerprovides high deductible health plan coverage 
coupled with an MSA to employees and makes cmployefcontributions to' 
the.MSAs, the ~mployer would have to make the same contribution on 
behalf of aU employees with comparable coverage. For example, if the 
employer contributes $500 to an' MSA for one employee with individual 
coverage under the: high deductible plan, the same $500 contribution would 
have to be made to: an MSA on behalf of all employees with individual ' 
coverage under ~uch h.igh deductible plan. If the same employer contributes 
$1;000 to one employee with family' coveragetmder the high deductible 
plan, the same $1,900 contribution would'have to be made to an MSA on ' 
behalf of all employees with family coverage under such high deductible 
plan. As'under present law, an employer would not be' required to COVeT all . 

. emp10yees WIder the high deductible plan. 'Fllrtlter, if an employer provides 
high'dedli~tible health plan coverage to employees but makes no 
contributions to MSAs, an employee so covered on his ot her own would be ' 
pennitted to make. a deductible contribution to·an MSA without regard to . 
whether other emp10yees make such ·contributions.· . .. 

No requirements would be imposed with respect to self-employed persons. 
. , 

I. ' 
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Tentative Staff Pr(Jposal on Medical Savings Accounts 

1. Limits on Contributions;" 

Annual COlltributions to the MSA would be limited to 65 percent of the 
deductible under the high deductib1c plan in thc case of individual coverage, 
and 75pcrcent ofthe deductible under t.he 11igh deductible. plan in the case of 
family coverage. No otherdo)]ar caps would apply. 

2. Maximum Deductibles Under IUgh Deductible Plan and Doilar Limit on 
- ····-·--·----·... --Total Out-or-Pocket Expenses ..n. • 

'1n order for all MSA to receive tax-pi'eferred treatment, the inaximum' 
deductible urider the high deductible plan could not exceed $2,250 in the case 
ofilldividual coverage and the out-of-pocket expenses with respect to 
allowed costs could 110t exceed $3,000 for such claims.' In the case offamily 
c,overage, the maximum deductible could not exceed $4,500 and the out-of- . 
pocket expenses with respect to allowed costs couJdnot exceed $5,500. As 
under the original MSA proposal, thc maximum deductible and out-'of-poeket 

, 'limits would be indexed forinftatjon; except indexing would be delayed for 
, olle year and the index would be based on the 'regular consumer price index 
· ("cpr) iflstead of the medical cost component ofepI. 

,3. Employer and Employee Co'ntributions Allowed 

. ;Both the employer and the employee would be pennitted to make MSN 
· contributions. As with previous MSA proposals, cmployee contributions' 
would be pennitted only if there is no employer contribution to an MSA on 
behalf of the employee, ' . . 

4. . Post-65 Distributions . 

No penalty tax would app]y t~ distributions from an MSA after age 65 which 
· are not used for medical expe;nscs. Such distributions not used for medical 
expenses would continue to be subject to regular income tax., 



'. 


·5.' Comparability Rule for Employer Contributions 

To the extent an employer provides hign deductible health plan coverage 
coupled with anMSA to employees and makes employer contributions to the 
MSAs, the employer would have to make the same contribution on be~a1fof 
all employees witl1 comparable coverage. For examp]e, jf the employer 
contributes $500 to an MSA for one employee with individual coverage under 
the high deduetjble plan, the same $500 contribution would have to be ma~e 
to an MSA on behalf of all employees with individual coverage under such 
high deductible plan. If the-same employer cont~ibutes $] ,000 to one 
employee with family cover~ge under t11e high deductible plan, the SaIne 
$1,000 contribution would haveto be made to an MSA on behalf of all 
employees with_family coverage wlder such high deductible plaIl.AB under 
present ]aw, an cmp]oyer woiddnot be required to cover a11 employees under 
the high deductible plan. Further, if all emplriyerprovides high deductible 
health plan coverage to employees but makes no contributions to MSAs, an 
cmployee so covered on his or her ovm would be pennitted to make a 
deductible contribution to an MSA without regard to whether other 
employees make such contributions. Nospecial requiremel1ts would be 
imposed with respect to self~employed persons who own a company .. 

;".--.;; .. :~ . 

http:plaIl.AB
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POSSiBlE MSA COMPROMISE 

~ ,. 

,~----------------------~----------------------~------~ 

4 years' , 
Companies of 50' employees or 
fewer and self-employed 

Extent of Pilot 

No, limit on number of uninsured 
,Limit of 759,090500,000 for 
those now insured 

Number of particlpant~ 

An affirmative vote to eXpand 
No vote to continue-existing pilot 
for individualsenrolfed during 
t.st 'period 

Continuation after Test 

Structure of MSA and To be determined, consistent 
high-deductible plan with attached guidelines by the 

American Academy of' Actuaries 
,', Medical Savings, Account ,Work: 
'Group, RAN,D, or similar body 
appointed by the 'Majority and 
'VIinority Leadership of the 
House and Senate 

Study and report' by impartial 
body named by Majority and 
Minority Leadership completed 
by J,anuary 1, 2000 

Study 

, ' 

dtJly 9, 9:20'Elffl 

July 10 
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The American Academy 9f AQtuarles or', RAN 0 shall determine the " 
structure of ,the high deductib'le' plan and MSA :to: ' ' 

" 
i , 

~-Provide 'adequate fin~ncial protection and meaningful health 
coverage for people ch¢)Qsing high deductible, plans/MSAs who 

, I " " , 

, , experience serious illnesses: "', '., ' " 
I 

I ' 

•• Avoid tax, Windfalls unrelated to medical needs, minimIZe 

disproportionate. tax benefits for upper income individuaJs relative' 
to other individuals., arid provide equitable' tax' treatment between ' 
MSAs and '. conventional;, health insur~nce plan~, '., r" '. 

--Minimize adverse selection and potEuitia( premium increases' 
for firms and individu~ls ~aint.ainjng conventional cov~'rage 

--AvoidiDcentives to r~duce cqveragefor lower paid workers to 
benefit:·.mor~ highly co~pen~ated employees or owners ' 

,~ , T' 

\ , --Maximize disclosure :of information to consumers that will 
promote ~n infor'mad c~oice betw~an highdedu~tible/MSA plans and 
other types of coverage 

, . 

-·Liinit, , in consultation; with the Treasury Department and Joint Tax 
Committee, per capita ~ax.expenditures to the level assumed in 
revenue estimates " : 

I 

" 
" 

,'.,' 

.. I t-' 

.1 

. i , 
I 
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EXPANATION OF DEMOCRATIC POSITION ON REPUBLICAN PROPOSAL 

1. 'Extent of pilot. We have accepted Republican proposal for a broad­
b~sed pilot project. The 'target market for the "testt! is the market (small 

, business and 	self-employed)! which is the major potential market. for 
medical savings accounts. ~ccording to Joint Tax estimates, three 
quarters of high deductible/MSA policies would be sold in this market if 
no restrictions were included in the Jaw. 

2. Num'ber of participants. Allowing 500 j OOO' policies to be sold in 
the pilot, with no limit on total participation' (because those without 
current insurance coverage a're not subject to the cap) is a, major 
Democratic concession in view of our willingness to drop insistence on a 
'sunset. This level, is far in excess of that needed ,for a genuine test. 
Establishing a limit of 750,000 plus unlimited coverage for the uninsured 

" would establish 	a cap that actually exceeds Joint Tax projections 
(750,000 for' all participants)~ Because the limit is on pOlicies rather 

,than participants, the actual number of people covered would be 
;lpproximatefy 750,000 under: our, proposal. 

3. Continuation after test.. This is a, major concession for Democrats, 
since it effectively means we: have dropped our insistence on a sunset. , It 
responds to Republican' conc~rns that people will be deterred from 
enrolling during the test period because they would be unable to continue 
if Congress fails to extend the program. It is critical for Democrats that 
new people not be allowed to enroll after test period ends, unless. 
Congress votes to broaden tHe. program. ., 

4. Structure of ~S~ and high deductible plan. We have accepted the 
Republican proposal. with modification that the impartial ~ody 
establishing the structure of MSAs and high deductible plans be given 
guidance. Proposed guidanc~ WOUld' allow body tO'structure MSAs and 
deductible plans in any way ,it thinks best but should address major 
concerns about program: . adequate financial protection for participants, 
tax equity, adverse selection,' and cost to Treasury.' We have specified 
that the body designing the MSAlhigh deductible would be se1ected by the 
Majority and Minority, Leaders,hip of the. House and Senate. to assure 
impartiality. 

I 

5. Study. We have added a i requirement for a study and report by an 
, 	 J .' " , 
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'outside body, selecte~ by th~ Majority and Minority Leadership, so that the 
" impact of MSAs oan be eval~ated at ~he end of th(i) test period. 

ADDITIONAL 
, ' 

o Since we have included ~ compromise proposal on MSAs. we should 
, also include· a compromise proposal. on mental healthequity--Domenici 

proposal to require that any 'mental he,alth benefits provided by a plan be 
included within any lifetime land annual limits established by plans for 
other services rather than Wilder a separate, IQwer cap.' 

, 
o Any agreement on ~he bill has to include compromises on other 

, parts of the bill where Democrats and Republicans, differ.. We need, to be 
. giv'en the current draft 'of th_bill .immediately' for review. ' 

" , 
{'/ 

, , 
, 

; , 

, 

, I 
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ll-Jul-1996 08:32am 

TO: 	 ('See Below) 

FROM: 	 Chri~topher C. jennings 

Ocimestic Policy council
, 

'SUBJECT: Kassebaum~Kennedy update 

We are quietly making,'progress on reaching closure on an 
acceptable MSA compromise. If and when we reach consensus on this 
issue, the p'ressure will be overwhelming to finalize agreement on ' 

.all other 	aspects of ~he Kassebaum-Kennedy bill. 

The MSA compromise discussions/negotiations are being handled 

almost exclusively by: Senators' Oaschle, Kennedy, and -- of late 

-- Senator Breaux. They are talking directly with Senator Lott. 

We are in the loop, bMt certainly a step removed -- which, for 

now, is probably the best thing ,from our perspective. 


The ,Republicans -- other than Lott -- are getting frustrated that 

the Oems are not movihg as mpchas they perceive the Republicans 


, are compromisIng to u,s; as such; they.are writing and calling us 
to get more actively ,and visibly involved -- in other words, to 
jam our Oems a bit. ,Today, Lott held a press conference to go 
after Kennedy,: and criticize him for continuing to object to the 
appointment of confer;ees. 

Having said the aboVe', it is clear that Lott and Gingrich want a 

deal and are willing :to try to push their right wing members to 

get ,something if. they can obtain an MSA deal that allows them to 

save face. Clear,ly any deal we accept will be ,a time-limited, 

constrained (i.e., pop,ulation capped) demo that cannot be expanded 

unless Congress votes affirmatively (under, regular order 

procedures) and the President sirig's a 'bill to do so. In return 

for issues we have won, we will probably accept,th~. notion that 

those who sign up for MSAs during the study period will not have 

to give them up at the conclusion of the study. (The argument 

goes that no one or few people will sign up for MSAs during the 

study if they think they will eventually be required to give ,them 

up; Kennedy and Oaschle are ok.with this as long as' they are 

satisfied with other :provisions of ~he compromise) . 


:, 	 , 

We are working with Nancy Ann, Treasury and HHS to assure that our 
MSA populatid'n cap i~ workab~e., Thi~ is a critical element of our 
compromise that must 'pass the credibility test. Nancy Ann and I 
think it will and 'we :should have an English language version of 



· i 
our mechanism done ina couple of days. 

The other is~~es around the design/structure of the MSA and the 
consumer protections for the study period are still unresolved, 
but both sides are moderating their rhetoric and their demands. 
(These are issues lik~ where to set the maximum deductible and 
out-of-pocket cOst limits, how much to limit contributions to the 
MSA ~ccount, whether or not em~loyees as well as employers can 
contribute to the accounts.) 

In addition to the MSA issue, we are still supporting the Domenici 
mental health parity compromise. (This drops all the parity 
requirements, like 'copayment, deductible, benefit structure parity 
requirement,' and only. retains a parity r'equirement for lifetime 
and annual caps.) The Republican Leadership seem determined to 
not include this at' this point;' they don't disagree that the 
provision is now but a shell of its former self, but they hate the 
"camel'. nose unde~ the tent", issue. At this, point, virtually all 
the Dems are supportive and Domenici alid Simpson are trying 'to 
soften up the Republican leadership. [On both the MSA and the 
mental health provision ,we are trying t,o stay low, have the Hill 
attempt to hammer these provisions out, and keep the extent of our 
knowldege of the disc~ssions to be unknown.] 

It is import~ht not to forget that there' is a whole bill that 
these two issues are ~ttached to. Besides insurance reform 
(the portability and the elimination of pre-existing exclusion 
provisions, etc.), there is the increase in the self-employed tax 
deduction to 80%, 'the long-term care tax clarifications with 
consumer protections, :and a Medicare fraud and abuse provision 
that Donna (with one exception) loves. These are all extremely 
popular provisions that we ne,ed to: take credit for if and when we 
get a bill. ! 

Having said this, we still have not seen the Republican compromise 
language on all of the above-mentioned provisions. WhIle we do 
not believe we will have major problems with their drafting, there 
are at least three issues that we are nervous about: 

1. Insu:r-ance,Reform.; Is their new language acceptable, 
particularly(hs it relates to the individual market protections? 
(We have a cOncern that people going from the group to .individual 
market may fipd the Republican compromise relegating them to' ' 
policies that are provide only for ,this population -- which would 
likely lead to a6cessibl~, but absolutely unaffordable policies. 

2. Advisory Opinions/Fraud and 'Abuse. The Republican compromise 
retains the House Advisory Opinion provision, which the Justice 
Dept and HHS feel strongly will undermine their ability to enforce' 
criminal activities related to health care fraun and abuse. CBO 
has actually scored; it, as a $390 million coster over 6 years. 
(This provision would direct HHS and Justice to give providers 
advisory opinions rega'rding whether their actions constituted 
fraud or not; the De~artments: fear that these could well be 
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mi~sused as tools for,defense against a subsequent fraud charge 
being leveled at a pa:t:Cticular provider.) We will be working hard 
to delete this provision --:-apparently the Republicans on the 
Senate may be sympatth~tic to our position. 

3. Medigap Duplication Issues. So far, the Republicans have not 
provided sufficient dfsclosure protections to consumers (in the 
eyes of the Administration and Mr. Dingell.) These are, 'as you 
may recall, the policies that d~plicate what Medicare covers and 
pay the beneficiary a' set-amount over and above Medicare payment 
rates. Most analysts think they are of questionable value (at 
best), but our position is that we simply want to make certain 
beneficiaries. fully un~erstand that they are buying a policy that 
duplicates Medicare. ' ,(T think we can make some progress here, 
too, with the Senate Finance Committee and the House Commerce 
Committee -- wpen this bill finally goes to conference.) 

I'. ' 

If we g'et·a deal on MSAS, we (Jen, myself, Nancy Ann, HHS, 
TreasurYj Labor and the Justice Depart~ent) will be asked to 
quickly review the statutory language for any additional major 
problems. (Any publicly stated problems will have to pass an 
extremely high threshoid ,of importance.) This review will likely 
coincide with a pro fo~ma conference and a quick attempt to get 
the bill to the floor and to the President for signature. If we 
get that far down the :t7oad, we shoutd talk about the signing 
ceremony's timing, design, message and participation. My sense is 
that people will want tp make it a very big deal; and that the' 
number of people who want to participate will dwarf how many 
people probably can. 

We will continue to kee'p you informed as' more information becomes 
available. Sprry this is so,long.... 

~'f 

cj 

Distribution: 
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July 11,1996 

To: Nancy-Ann Min: 

From: Larry Levitt· i 


Re: A few quick tho~ghts on the MSA language 


I have passed the language on to Gary and Len.: Here are a few thoughts based 
on a quick reading: . 

• 	 The limit on MSA contributions is the lower of $800 (single)/$1,600 (family) 
or one-half of the deductible. The one-half of the deductible part seems 
overly stringent. I might consider the ~l dedl!~ible ($ince you'v~ got the, 
dollar limits in there anyway). - ­

• 	 On page 12, it appears to say that there is no 15% tax penalty on withdrawals 
after age 65. If I under~t<U1d this correctly, you can withdraw balances after 
age 65 and it is just treat~d like regular inc-orne. This seems quite generous; 

• 	 The minimum deductible for qualified plans (page 13) is $1,000 for an .. 
individual and $2/000 for a family. This is quite low. Is this what you want?' 
It might minimize adverse selection be<:ause a lot of people would join MSAs 
(depending, of course, on the demonstration limits), including sicker people. 
Howeverl it might no~ b~ so desirable forIots of people to join MSAs. 

• 	 for small employers, it i~ the insurance company that must apply for a 
registration number for a:n MSA (page 24 in ddinition of account sponsor). It 
seems to me that it should be the entity that issues and acts as the trustee for 

. the MSA. ., . 

• 	 I may be reading the language wrong, but it seems like employees have to 
pay taxes on MSA contriqutions if no registration number is obtained. This 
could be perceived as unfair. (There is some language on the bpttom of page 
30 that might exempt employees, but 1. don't think so.) , 

I will read it over some more' and talk to Gary as well. Please call if I can help 
more (415-289-3312). 

Take care. 

I· 
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POSSIBLE MSA COMPROMISE 
July 10, 1996 

A. 	 Structur, : . 

. 1. CliP on Enrollment During Initisl Period 

The Secretary ofTreasury wiJl annually monitor the number ofMSA accounts 
and detennihe the number of individuals using MSAs. (This requirement is 

. ~~i.1dy inl.<luuc::d in the lat~st Republican offer.) . 

1'* 	 lfthe num~r ofMSAs exceed Joint Tax (Of' Treasury) projections during this 
period~then :ollly employerswho are currently offering high-deductible policies in 
connection with MSAs could continue to offer them. 

Staf{from the Joint Committee on Taxation and Treasury 
Department would design details as to how enrollment would be 
monitored and capped.. 

2. 	 N.o. Sunset a~ end of 4-year period 

At the end ot: the 4-year period. small employers (SO employees and less) could 
cotltinue to offer MSA policies to their employees and ¢ould continue .to 
contribute to lhese MSAs. At this time,Congress could vote to lift the cap on 
enrollment arid/or make MSAs available to large employers andlor individuals.. 

(., ~\"f\c,t'~ 
;~"'~~' I~/I'~~ .~ t~B. 	 Cgnsumer Protections 

o .(~~-tr., 

1. 	 Compromise On Maximum Deductibles 

Individuals $1~500 - $4,000 (Last GOP Offer) 
$1,500 .. $2,000 (KenlledylDaschle Ofter) 

;n Sl~OO - $3,000 (Compromise) 

Family $3.000 - $6,500 (Last GOP Offer) 
$3,000 - $4,000 (KennedylT.>aschle Offer) 

:** $2,000 - 55,000 (Compromise) 
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2. 	 Compromise On Out-of-))oc:ket LimitlS. 

The lategt ~8schlelK@.nnedy offer:. proposed that no cost-sharing he 
permitted ftir out-of-pocket expenses for covered services in excess of 
$2,500 for i!Jdividuals and $5,000 for families 

•• 	 Comprom~e: Cost-sharing for covered. services could not exceed $1,000 after the 
deductible has beell met for either individual or ftunily coverage. 

Examphti An individual with a $2,000 deductible, would face 
maximum out-of-pocket costs of $3,000. A family with a 

, $4~OOO deductible would race maximum out-or-pocket 

costs ofSS,OOO. 

.3. Lower Cap ~On Annual MSA Contribution 

Republiean~ have offered to reduce the maximulll annual amount that can 
be contributoo to MSAs by $300-- from $2,000 to $1,700 for individuals, 
and from $4;000 to $3)700 for families. 

I 

Democrats still propose to further restrict annual contributimls. They 
initially proposed a formula which would have limited contributions to 
about $800, ibut now indicate some fle"ibility us to whllt thnt uIllount 
should be. ; 

4. 	 ~ Addition.al Consumer Protections 

Democrats h~ve al:J1led tQ drop all other consumer protection requirements 
contained in earlier oilers, including: (1) nondiscrimination n:quirernents; (2) tax 
penalties for tl0ll-mcdica] withdl'awals after age 65 ~ (3) requirement that ollly . 
emplu)'t:ns can cuntribult: to MSAs; and (4) additional limits on contributions to 
,MSAs by self-employed, . 

http:Addition.al
mailto:8schlelK@.nnedy
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MSA DEMONSTRATION:' RESEARCH SUGGESTS CONTROLS NEEDED 
TO PREVENT ADVERSE EFFECT ON INSURANCE MARKET . 

, ," i ' I " '" 	 )' 

by Iris J. Lav " 
" ,', 

Overview ,.I 	 "" I 5·'1996, ' 

'He~lth insura~ce r~forII\ iJgisl~tion'i~ stalled largely because of ~ontrover~y over 
, whether ta~-advantaged Medical!Savings Accounts should be permitted. l A potential ' 
, , compromise woulciallow a '~dempns,tration~' to test~nd evaluate the effects 'of:MSAs: , 
, before Congress considers whether to make them perma~ent. Senator ~assebaum,a~d 
other'Senate Republicans have prbposed a broad d,emonstration ,that would allow . 
MSAs to be used during the dem¢mstration per,iod by employees of smaller businesses 
(those with up to 50 employees).a'nd by self-empJoyed persons~ , ',' ?' , ' ,. I • - , 

'. ' 	 . . 
,. 	 ! ,,' , i ' " ':" '" • ',. 

mere continues to be considerable disagreement about whether it is possible tq 
'" conduct a safe and effective demonstration project -' one that will provide informatiori 

about the effect of MSAs on work¢rs, employers, and iri,surers while not ,creating , : 
wid~spread irreparable harm to. any of those.participants or'to the ins:urance market as , 

, a whole. Although many issues' r~main outstanding, two types of issues 'affecting the 
design of the demonstration are p~rticularly thorny:, . 

i, c' 
1 .. 

• 	 The extent to which the demonstration design should inch..lde relatively . 
stringent limits on deductible amo~ts,'coinsurance requirements",and . 
total out-of-pocket expenses for thehigh-deditctible insurance plans used , 

, '; 	
in conjunction with MSAs; and . 

. , : I''.,:, .~, . , 	 .; '. . '( , , .. 
, '':, 

• 	 The size and scope o'f the population pennitted to use MSAs duri~g the 
, demonstration perio~.2" " . ' " ',.' . 

'I 

,I. ; ~'i ';
I 	 " , ",

Medical Savings Acco,unts are tax-advantaged personal savings accounts that may be used by persons 
covered by high-deductible health ·insurartce policies. Funds in th,~ MSAs may be used to pay for ~ ,wide 
range of health care expenditures, includi~g,types of expenditures not covered by the insurance policy. , 
MSAs are included in H.R. 3103, the Health Coverage Availc;l.bility and Affordability Act of 1996, that the' 
House passed on March 28, 1996. Medical Savings A~counts were not included in the Senate version of the' 
legislation that passed on April 23. , . , ! . ,j, ".,' 	 " ' ~ .,,': • 

" ' • !, f ~; :' , 'f 	 , . (. "\ " ,', 

2 This paper focuses on design issues tlkt would directly affect tile 'insurance market. A,number of other 
. design issues remain outstanding. For example, as the legislation stands, the tax treatment of MSA funds 

(continued ... ) . 

" 	 . 
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. : The issues of demonstrati6rtciesigil are impbrtantbeca'use there i~.a strong 
iotential for widespread uSE? of:MSAS toiesult b:(adi\risiQnof the he~ith)nsitrance 
. market - known as,. "adverse select~,On/-. that could i::ir,iy~, up' the cost an~ curtail the 

· .:availability of conventional insu~ance. Adverse selection would occur if young, healthy 
people with low medical costs w~re to become concentrated in one type of insurance 

·.·plan, in this case the MSA plans.: MSAs would be attractive to such people because the 
.MSA legislation allows participants to retain unspent health care dollars in their own 
accounts. People with low healt~ care costs could accumulate tax-free investment 

'earnings on those funds and eventually use them as retirement savings or (in some 

· . Circumstances) for other purposes. . 


. Because the younger, healthier people choosing MSA plans would no longer 
·.participate in conventional insurance, conventional, low-deductible insurance would be 

-"'left covering those who are less nealthy and have higher medical costs. As a result, the 
'.' : 'cost of conventional insurance would increase; the premiums for it would reflect the 
.'4igher average medical expenses of the pobl 'Of people remaining in conventional 
"insurance~ According to the AIr\erican Academy of Actuaries, a disproportionate share 

·.·.·:.of these people would be older ~mployees and preg~ant women.' 
" . , !: " l·?~l 	 , 

.' j " 

. . Recent research suggests that the premiums for coverage under a conventional 
heal~h insurance policycould n~arly.double6r even increase'as much as four-fold, 

." dependiJi.g on the degree ofadverse selection MSAs trigger in the insurance market. At 
.' those increased premiums, it is fikely that significant numbers of employers would be 
.. unwilling fo offer their em:p16ye~s conventional insurance' and that this decline in the 
· market for conventional insUrance would lead some insurers to cease selling it. If this 

I • 
degree of adverse selection in the insurance market were to occur on a broad scale 

;. during a demonstration period, Ithe disruptions to the insurance market might not be 
readily reversible if Congresss~bsequerttly decided not to contimie'the MSA 
experiment: . , ." . i l ' . .' 

The available research su'ggests that the probabilitY and degree of adverse 
selection would be related to the two critical issues of demonstration design identified 
above: the types' ofJ1fgh:'deductible insurance plartspermitted to be used"with MSAs 
.and the number of people permitted to participate in' the' experiment. 

i 
I 

• 	 The degree of adv~rse selection and cost increases for conventional 
insw:anc~ app~~rs; ~pbe rel~ted to th~differenc,e ~~ ~E?Xis~?f out-of­
pocket costs CO~ls1:WJ~rs WOllld bea(under, an ¥SApla~ as.coIflpared with 

. the risk of such costs underconvention~l insurance. Healthier. workers 
. , \ 

. '," . 	 .:. 
2 (...continued) I 

used for non-medical purposes is too lenient to prevent use of MSA accounts as 'tax sheltered means of 
' .. accul1wlating savings for a vari~ty ofp\lrposes. . , " . 

/ •• :1 

2 

:'," .. '-. 
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wou1:dbe more lik,~ly than less hea~~y workers to accept an Insurance 
policy under which they might have to pay a few thousand dollars of : 
health care co~ts from theirown fundsif they became very sick, because 
healthy workers wp~ld judge,'that' the probability of their actually haying, 
to incur such,costs is low. But among less healthy workers, the greater the, 
probability that th~,ir:,out-of-pocket costs under an MSA could 
significantly exceeq such cos~s underconventlonal insurance, theinore 
likely they would tie to stick with conventional insurance. The research " 
finds that the differ'ence in potential, out-of-pocket cos ts, under the two' ,,' 
types of insUrance 9.oes not have ,to be exceptionally large to trigger this' 
type of division ofthe health'insurance market by health status. When 
workers covered b~ high:..deductible insurance/MSA plans risk incurring 
annual 'out-of-pocket costs that are just $1,000 more than the potential out.,' 
of-pocket costs und~r conventional plans, the research finds substantial ,," 

, advers,e selection. '~ " ", ' , 
, ,.. I '~', 

, • ,Both the House MS~ legislation and the Kassebaum comproinise could 
, ' trigger extreme adv'erse,selettion. The Kassebaum proposal allows ' 
".' insur'ance deductibr,es to 'be ~s high as $5;000 for individuals and $7,500', 

for families; while the House bill puts no limits on deductibles. In 
additi~n, while conventional insurance typically ,limits' the ou~-of-pocket 
'costs an'individual must pay to $1,000 or $2,000 over the course of a.year, 
consumers could be'liable for unlimited ciut~of-pocket costs under either," 

,the House bill or th~ KassebaUm compromise. Given the research", 
, I 	 ' , ' ' 

findings that differences of this magnitude trigger adverse selection, it is 
critical that the dembnstiation deSIgn-put ,strict-li'mitson both-the ' 
ded~ctible amounts;and the total out-of-pocket costs consumers can incur 
und~r the high-deductible insurance policies used with ¥SAs. 

" " 	 I' . ' ',' ,.•" --, _., _., '~.,' 

'. 	 The effeCt of adversJ selection on the insurance ,mark~t also depends on; 
the proportion of pll: insured people who would choose to enroll in the 
plan that'is the mostifinancially advantageous to them, given their 
expected,healthsta~s. Since in any given year most-people are healthy , 
'and few,are sick,}ip;to 80 percent of all people could benefit financially in 
the sh~rt run by choosing an MSA plan. While the Kassebaum " ' 
compromise makes~s many as·40 millioltworkers eligible to ,use MSAs ' 
- that is the number of individuals who' are'Self employed or ,work in a,' 
business employing fewer than 50 people - the potentialJor adverse 
selection,argues for ¥eeping the scope.of,the experiinent'far smaller than 
that until the effects of MSAs on,healthinsurance markets,and people 
who rely on health msurance coverage can be caref:ully evaluated. . 
, .., 	 ," 

,. 1 , 

I 
'." I I 

I 

l 
.'" 	 ~ , 
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. The; research cited aboveort adverse selection, which includes work by RAND, 
. . . I·. 

the Urbanlnstifute, and the American Academy of Actuaries, was conducted through 
computer simulations of the.healtli·insurance market. Some MSA proponents believe 
that.interm:ediatingJactors, such as the extent to which choices concerning which types 
of:health insurance are purchased are made by employers rather than individuals, will 
prevent the degree of adverse selection found in the research from occurring in the real 
world., That mayor may not turn out to be correct. But allowing a large-scale test 
without adequate safeguards and. limits on the high-deductible insurance plans used 
with MSAs is comparable to playing Russian roulette with the health insurance market. 
Without appropriate limits, substantial and perhaps irreversible harm to insurance 
markets and to less-healthy segm~nts of the population could result from the process of 
"demonstrating" and "evaluating" the MSA approach.

I 

'" '" '" '" '" 

Potential Damage to Insurance Market Relates to Design Issues 
I 

Adverse selection in the hehlth insurance market takes place when healthy and 
less healthy segments of the population becomes'egregated in different types of 
insurance plans. ,If healthier ,people choose' high-deductible insurance with MSAs, the 
poolof people coveredbycompre~ensive health insurance will tend to be sicker on . 
average than it would1?e~witl1out MS.As. ,And.if the. pool ofpeop'le who are 
converip.onally insured.,incurs higher-thM-:-averagehealth.care costs because some of 
the healthierpeople:a.renoJongez:in}he pool, the~F?rerniun;ts for convetttional insurance 
will rise. MSAspose a strong-risk;o£triggeJ:'ing Utis type ()f;effe~t. ~ I 

'" ~ j it:~~~') ~j~t:! "~'r ' i.4" ..~" . '>.': lI: 

Young, healthy people wh6 antidpate hav:ing low. health care ~osts in the near 
future would likely choose to pa,rtlcipateinMSAplans. ,They would,do so because the 
MSA legislation allows participants to retain unspent health care dollars in their own 
accounts;' Th4si people.with low· health: care costs cana~glD1ulate tax free earnings on 
those funds and use them, a~retirement s~vings or for a ,wide .variety of other 
purposes:3 Onth~.~ther h(lnd, olqer andle~§"heaH.hy·pe.opl~who judge t:l1ey are likely 
to incur health.c·a.re·cqsts,wo.u.lci pebet~er·off fjnaI1~ialJy if tbey.r:el!).ainedc,overed by 
conventionalhealt,h-insuranc¢/whl,ch geneJ:'(ll1yhas lp.~~r d~.ciuctible amounts and 
relatively low caps on out-:of.,.pocket expenditures. As aresulti the pool of workers 
covered by conventional insurancei could; incur. far higher: av~rage health care costs than 
the larger pool of. workers who now are:covered by such insQrance. To accommodate 

, t .' '. .: ~ • ~.i' :' j .:: ,. • . ....: ~ 
';~',! . .'~1 ~i.: :\.~ '~.~, " " \\', ,,~, ,'t: '" ,.,., ,4' \ ... '.rl~J.:,~·.J':~ . .i 

3 Under the legislation; a 10 percent pen~lty 'applies to.~ithdrawals prior to age. 59 ~. for purposes other 
than medi~~l expenses.Tllo~e negotiating,,~ d~n:<?~stra~ion pr9je.:.~ rep!l~~dly have.col1sidered a 15 percent 
penalty for non-medicaI'withdrawals prior:to age 65. Even with the high penalty, however, some 
taxpayers could gain financially by saving for non-medical purposes through an MSA (which exempts 
em 10 er de osits from income and FICA taxes and allows interest to compound free of tax) rather lhan 
through an investment taxe un er norma prOVIsIons 0 current aw. 

--~--------------------~~------~I 

4 



I 

,', . , 
, 

;

: 

! " 
, , , ''', I" " " :', , ", ,', " ,

those higher ave~age health care ¢osts, the premiums charged for conventional fee-fpr­
service insurance policies would :have' to increase dramatically; (See" appendix for 
illustration of how such' a divisiop of th,einsurance m~rk~fcould affect premiums.) 

, I ' 
'If such a division of the insurance market and the resulting increase in the cos't of 

. . . J ,I. '. .~', . , . 

conventional ins~aI\ce -' the p~9cess I, , ", '' ' , 

known as "adverse selection" -''were to 
takepl~ceon 'l:W1.despread basis :dUrlng 
an MSA, demonsp:-ation perio'd, itlcQuld 
become difficult to reverse those t, ' . ,," 
conditions at a later date; , Expert$ point 
out that many employers would not he ' 
,willing to pay the sharply higher I, ' 

premiums for conventional insurance " 
that adverse sele~tionis likely to trigger. ' 

, I' " 
Some employers would no longer offer. 

'conventional insurance to emplo~ees",' , 
and some insurance cQmpa~es' p~obably, 
W'ould cease selling such insuran4e. If 
Congress subsequently decided, based " 
on the results of the demonstration 

, I' 

project, that allowing tax-advantaged 
MSAs is not soUnd pub~ic policy and ' 
discontinued them, it is unclear w~ether , 
or how the market would, recover; 

. .,.,' '," ,,' 1 ) . 

,Participants in the demonstration Inight 
nO,longer have the option ,tobuy I'",. 
.cqnventionalirisurance coverage ~t' ~n ", 
affordable price., " , " i' 

Goals of Reform Could Be Undermined 

':Adverse selection -:- and the resulting 
, , iilcrease in premiums and limits ,on availability of 

:conventioniill insurance -- could substantially 
, undermine the goals of the health insurance 

i:reforms contained in'the proposed legislation. 
,'One purpose of the legislation is to help workers , 
, with "preexisting conditions," which often result 
in exclusion from coverage when a worker begins 
a job, chimges jobs, or loses coverage under a 
spouse's policy. The legisla~ion effectively curtails 

• ", I 

such exclusi.ons for gr.oup insurance polides;But 
if a w.orker,with a chronic health problem-gains ; 
.only the right to be covered by a high-deductible 
p.olicy with an MSA - because that is the only 
option his .or her empl.oyer offers ,~ theworker 

: may have to expend th.ousands of dollarS'.out-of­
, pocket bef()re insurance begins to'pay a portion of 

health care costs. That situation would not fulfill, ' 
the broader intent .of this legislation. But if • 
employers cann.ot ~ffurq,to cover their empl.oyees ' 
with comprehensive insurance because adverse 
selection has driven up its c.ost"a high-deductible 
plan wi~h an MSA may become the onlY,'available 
ch.oice.' ' 

, The twQ issues identified 'a~ove -."the risk dfo4t-of~p~cket expe!lses to which' , 
MSA users are exposed and the nUmber of people who could use MSAs during the 
, demonstration p,eriod - are important determinants ofwhether a division of h\~urance 
coverage betWeen more healthy ~nQ.less healthy workers 'would take place arid", , ' , ' 
whether'such a divjsionwould beiwid,espreadenough to increase substantii:l1ly the ' 

"price anddecrease the'availabi1ity~of conventiqnal health insur~nce. ,. , 
• " • i"" • .;' ,I 1,:/ 

,'J " , 
, " i " ", , ," , " ,,: ' ' 

Research Indicate,sThat Adyers~ Selection Occurs at. Relatively·Low Deductible., 
Levels and Out-of-pocket Caps 'I, ," . ~, :' . . 

, 

, I 
I 

" "'" " ',.,' 
, The levels of deductibl~s, cdinsurance,and :risk of out-of~pocket expenses' " ' 

allo",ed under the MSAlegislation pbse a high probability oftriggeringaciverse' .. ', " 
selection inthe ,insurance market, '~ccordingtto research 'that has simulated the effects of 

, , ;', " • -I. '. ' "I 
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MSAs,,;~d~,er~,~ ~ffe~ts 01;\, t,l),~,wafk~t.f?f cq~ve~ti?,n~~~e~-Jor~s~~~ic~. insU1'anc~ .P9lic;ies 
have been f()unqy1,th~ee sep(g~te.sWcUe& I:>Y,non-p(irtisan 9rgam~atlOn~: ~D (whkh 
has been~d~ly ini~~~t~fJ)!¢~¢4 ~~.r~?Shlng. ~he.opp6site cond~si?:h), the Urban' . 
Institute, and the American Acad4\'!my of Actuaries.4 

· . 
I 

! 
Each of tl1ese studies analyzed an insurance market initially offering both high-

deductible plans in conjunction w,ith MSAs and conventional low-deductible fee-for­
'. service insurance. In these studies, each consumer was allowed to choose -' within 

certain limits, depending on the study - the plan providing the best financial 
advantage for his or her health and income status. Premium savings from purchasing 
high-deductible rather than conv~ntional insurance were assumed to be' deposited in 
the consumer's MSA account. Those deposits, however, are likely to fall short of the 
annual deductible amounts under those insurance plans. For example, the American 
Academy of Actuaries showed pr~mium savings of $1,033 as a result of buying a plan 
with a $3,000 deductible and a $4,000 cap on out-of-pocket expenditures rather than 
buying a conventional plan with a $200 deductible a.nd a $1,000 cap 'on out-of-pocket 
expenditures. The risk of out-of-pocket expenditures increased by $3,000 but $1,033 
would have been deposited in the

l 
MSA.: Thus users of such MSA plans still would face 

a substantial risk of paying for m~dical costs with their' own fimds. 
I 	 , , . '" I, ' . . !-' 

, 	 .' [. ..... ' " , 
. In comparing the high-deductible MSA plans t()'conv.enti0Ilal insurance, the 

stu<¥,~.s cpnsidered ~~~ J<eydi#~t~hs~s.~between the" t~C? types of ixis\lrance: The 
differences the studie~.examm~d were; ..1). Hie deductible amount below which the 
consumer pays-,all heaith cafe co~fs; 2),the. cqinsur~~t~or~~qst sK~fing required once the 
deduc~bleai:nbunt has been expended; and 3) ili~'iil'aXi~\lffi ()ut~6f-E6c~et health care· 
expertsesthe consuril.er can ip.tut~iabov~·which t1w insurance'pays ,all expenSes.5 

. ',,,. ::'\ .;':,~:.,' " ,l: t 
e

" ., > .~.~ ~,;:; ~. 0' ... ,; '; t " 

. oneQf the key. fjndings.,acr~'ss.~ll,Qf these s~p.~~s ~s.t.h(lt adverse selection will ... 
occur even when the insurance policies useq with MsAs hav'e relatively low deductible' 

.)' . 	 amounts. The selection will occuibecause less healthy people would face a high ' 
propability of paying sub~tflntial~moun~ 9f:~edif:~I.pil1s before_their~s1;U'(lnce 
coverage b~ginsi most would tiytp ~void tfuit sin;l~tio~.. ' '111 the research, adverse 

.. : '. ; '.. I,' I"~ ',~' ~~," ~ >:",.f~"\l;_, t"~': L~' ",-:~i~'~"~' . 

(' , ,. ,I., 	 'I" 4 ~"J.• ~ ~;-~ .; ": f~ : . .". 

4 Emmett.B: Ke~ler, etal., "Can Medic~l Sayings'A.ccoU,l,lt~ fllT th@.r:Jpneld~rly Rep,uc;e Health Care 
Costs?" JAMA, June 5, 1996, p. 1666-7,; ~en M. Ni~l1oJs, ef..al., Tax-Preferreq Medical Savings Accounts and 

.-. . ., ". '.' ...... /. . .'. 	 . 
Catastraphic Health Insurance Plans: A Numerical Analysis of Winners and Losers, The Urban Institute, April 

.. , . 	 1996; and American Academy of Actuaries, Medical Savings Accounts: Cost Implications and Design Issues, 

May}~~5. ; 


:-~,f;" ., <,,", ..• : ~: . ,'.:,:f "', <r.:", ~.; li.: ..'·l~ :",.'; . ,') ,;,'; ;':'~""';": ',,: '. , 

5 For example, a typical conventional ihsurance policy might reqUire the holder to' pay the first $200 in,. 
health care costs (the deductible) and 20 percent (the coinsurance) of costs in excess of the deductible. Most 
also includel:'l.rnaximum amotiont of ~ov~r~d.r!\edical~xpe!\s~s the p'o~icy. ho~der mus~ .pay'. such as $1,500 
(the cap), aboy!'! 'Vhic~the insllrance pays 1~ percent of expenses~ This l:'lnalysis focuses, on the deductib,Ie 

, . ....., .,. 	 ,'. .' . ~ .' ," • " '." " \,. I ", .. , . :> { , ~ ." ." , ' , ~ ~ 1 ..• 

am~,u!\ts anci out~of,..p()cket caps,be~use those pa'raplEiter~ are the more important determinants of tile c'ost 
to the col1surne'r.r 'k' " .. ",; ,,' , ". ., •. ' ".,.' :.: 
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self;!ction was found at deductibl~ amoWlts of $liOOO inth~ Actuaries' study, $2,000 in 
the Urban Institute study, and $2,500 in the RAND,study: (all amoun~s apply tq single' 
Individuals).6: By contrast, the MSAlegislation that passed the House of , '" • 
Representatives requires a minim~m deductible of $1,500, and no limits are placed on 
the maximum deductible amount. The MSA demonstration proposed by Senator 
Kassebawll also requires the i?1sttrance used with MSAs tQ havealnirumum deductible 
of $1,500; itlimits.thedeductibleflmount f9r single individuals to,$5j OOO. Thus, it is' 

, likely that many insurance plans ,offered with MSAs would have deductible amounts in 
the ~ange for which the stuc:lies fqund adverse selection occurs. (See Table~l),' " 

. " '.' " . 
,t,' 

, " FUrthermore, all of the studies assumed. consumer piotections th~t ar~ unlikely 
to occur in the real-world market:for MSA plans. The st':1dies assumed that consumers' 
using high-deductible insurance plans in conjunction with MSAs would be'protected 

,bycaps:placed on the maximum amount 'of out-of':pocket costs they could in~. The 
out-of-pocket maximumsassumep. in the studies all were very low relative to ' 

. conditions likely to prevail, in the :market; the Actuaries and the Urban Institute · 
" assumed a $2,Oo.O',cap on out~of-ppcke,t costs for individuals while'RAND assumed a 

$2,500 cap. ,Yet neither the.House legislation nor the Kassebaum,proposal requires insurers to 
put:a,ny cap on oui-ot-pocket costs a consumer could incur under the high-deductible policies. 
The'Kassebaum plan expliCitly says that insurers can require workers to pay 30 perc~nt 
of all costs above the'deductible amount. ' " 

: I.':' , . 
"Tablet ~, , . 

, ' COtltparlson of Cir~umstances of Adverse Selectio'n Fin'dings 
. , to MSA Proposals 

; 

i , 
Deductible for 

Individuals ' , 
,Out-of-Pocket MaximUm 

for Individuals 

" Studies Showing Adverse Selection: , 
.' '. I 

'RAND I 

•, , . , ' i 

Urban Institute 
I 

Actuaries 
I 

I 

MSA Proposals .' i 
HR3103, i 

r 
I 

" 

Kassebam:n Compr~mise I 
I 
i 

1 " 

I 

, 

$2,500 
: 

$2,000 

$1,000 

at least $1,500" 
, .nomaximum 

$1,500 to ~5iQOO . ' 

'r!. , 

$2,500 

$2,000 

$2,000 

" 

No limit on out-of-pocket' 
,expenses 

No limi~ onout-of-poc~~t 
'expenses 

, " 

, 

, • " 1 "'. j. . , 1, ,. " t " 

6 The studies ~id norall includ'e analysis for family plans, but it is generally accepted that there is little 
difference in the beha~or of markets for i~dividual plans and family plans. . 

.• <;, 
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Caps, on out-of~pocket costsiappear to be 'particularly import,mt in determining: 
· whether adverse selection' will occur because the capis the ultimate determinant 'of the 
amount of medical'costs a persol1 with serious heal thproblems would have to bear in . \ 
any year. The higher the cap on the high deductible plan relative to the conventional, 
plan, the less likely it is that a p~~son anticipating potential health problems would be 

: . willing, to use an MSA plan. The 'evidence from the research suggests that adverse 

,,; selection can be triggered by relatively modest differences in out-of-pocket cost risks. 


In the three studies, there was only one scenario under which adverse selection 
· did not occur. The RAND study ~onsidered one scenario in which the out-of-pocket 

cost cap for individual participants was set at an'identicallevel of $1,500 for both the 
· high-deductible plan and the conventional plan. One would not expect to find much 
difference in the plans !=hosen by people with differing health statuses under this 

':, scenario, because the out-of-pocket risk of using the MSA/high-deductible plan not 
only was relatively low at $1,500 a year but also was no different from the $1,500 risk 

" 
\, ,an individual would assume by using conventional insurance. ,Not surprisingly, 

RAND found little or no division 'of the insurance market in this case. 

I This RAND scenario has been widely been misreported and misinterpreted as 
-"proving" that adverse selection Will not occur; That-interpretation is extremely . 
,misleading. In another RAND sc~nario much more representative of conditions likely 
to prevail in the market under the proposed legislation, a large degree of adverse 

· selection was found. i 

" " 
.' . " 

. ; >" Table·2 
__ Differences in (:aps on Qut-of-Pocl<et CQst Bet:ween ij:igh-Deductible 

and ConventionaHnsurance in Three Studies 
I· . ' . .. 

-"' ... I 

Con ve,ntionaJ 
Insurance 

,,~ 

High-Deductible _ 
Insurance Used 

" ;:,With MSAs. 

,,"', 

.,. I, 

Difference 

. Study Foun{ 
Adverse 

Selection? 

RAND Scenario t,· 
RAND Scemirlb' u', 
Urban Institute 

.A~tti.aries, . 

,. I 

$1;500 

$1,500 i 
! 

$1,250 
j , ,

$1,000 

' , 
$1,500 

t" • $2,500 

$2,000 , 

$2,000 

0 

$1,000 

$750 

$1,000 

, , 
No 

Yes 

Yes 

Yes 
, , ' '1.' ,

;+',<::.. 
,Not~s: D!fferel!ces are shown ,for indiv~d~l coverage. ' 

I :' • . • j" • f • • 1 . ~, 1 ~ ,'. • 'f ~. I 

The Ameriq.u} ,Acac:i,einy of Actuaries showed various levels of deductibles and out-of-pocket 
maximums. ThiS table shows the smflllest difference between the high-deductible plan and the 
conventional plan. . . I­

I 
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" 

"'1 

. '! . . . 

, As cCin', be seen in Table 2,Iwhich shows th~ difference in the m~~um out-of­
pocket costs betWeen thehigh-dedtlctible and the 'conventional insitran~e plans , ' 
assumed in the vari()us studies, all of,the studies - including RAND- found adverse 
selection when the difference in inaxiinum out-of-pocket costs between th~ two types of ' 
insurance was as loW-as $75q to ~l,OOO. Based on this data, it would be reasona}:)letQ 
hypothesize that (1, division of the insurance market, and adverse selection is likely to 
,occur whenever there is a signifi~ant difference in the.risk of out-of-pocket' 
expenditures between the conventi()nal insurance, plan and the high-deductible plan 
used with the MSA. " ' , " ''I 

"i . . '" 

, For this reason, it also is reasonable to conclude ,that the proposals put forth by'" , 
proponents of MSAs would lead to'a very high de~ee of adyerse. selection. As noted, 

, ) 

, neither the House bill nor the Kassebaum compromise include any limitson'out-of-' 
pocket costs., '! ' ' ':,' , 

': ,~ . 

Research indicated the Cost of:C~nVentionallnsurance Would Increase, Sharply' 
! " 

. ' ,The three studies found supstantial degrees of adverse, selection despite the, , 
relatively modest differences benveen the;deductible amounts and the ou't-af-pockets, ' ' 
caps in the two types of insuranc~ assumed in th()se studies. If such a degree of 
adverse selection were to take place, it is likely that some employers, self-employed 
persons, or individuals could not afford to purch(lse conventiot:lal insurance policies. 

i", "I 

The RAND:study looked a~ therelative'health care costs ofworkers who would " 
choose high-deductible coverage ~thanMSA as compared to those who. would choose 
either conventional coverage or . at). HMO. As noted above, the study found' little 
difference when the cap on out-of+pocket costs was the same $1,500 in both types of 
plan. But for another scenario using an MSA with a $2;500 deductible plan and a 
$2,500 out-of-pocket experiditure ,tap, considerable division of the insurance market . 
was found. RAND found that MSA users would have average, annual per capita health 
care expendi,tures of only $2,840, ~scompared to $7,549 for the people remaining in 
q:mventional fee-for-service plans tand HMOs. And when compared onl}r'to'people 
who chose fee-for-service plans who woUld have average annual per capita 

, expenditures of $8,732 - the·average medical expenses of MSA users·were only one-

third as high: ' , ' ' ' " 


" . '! ' 

With such differential health care costs among the people in the vario'!ls' plans, 

the premiums charged for the different types ofinsurance \Vould have toadju.st " 

accordingly and would need to ris~ sharply.'for conventional insurance. RAND 


, . ~',L' ;.' '.' , . " ' J ~' • , 
"j 

t.:' 

" ~I ' 
9 

I 
'. :"i I' , 
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'concluded that, "Suchalarge discrepancy makes adverse ,selection a legitimate 
'concern."7, , . I' ,;, . , ' '; I' 

,', :. I .. 
", . 

. The Urban Institute study found a similar effect on health care costs and health 
, insurance premiums. If open cho~ce between types of plans were available and all 

,",' people who could gain financially from switching to an MSA did so, the study found 
,',. that the premium for a conventional policy (for a single person) would have to increase 
/;,' from $1,701 to $7,396 to accommodate the higher average health care costs of those 

remaining in conventional insura~ce. Under these circumstances, the study suggested, 
, conventional insurance would cease to exist and no longer be available to the less 

,,',healthy, older people who would be "losers" under MSA plans.s 
., ",. . , . 

The study conducte~ by the American Academy of Actuaries found that the 
: premium for a conventional plan for a single individual would rise from $2,699 to 

$4,343 if individuals could select either a conventional plan or a high-deductible plan 
:,,: " with an MSA. The actuaries' study found a smaller difference than the Urban Institute 

or RAND studies because the actuaries did not assume that everyone would choose the 
,"': 'plan that yielded the most financial benefit for him or her. For example, the actuaries 

assumed that three-quarters (rather than all) ofthe. individuals with no significant 
,health care costs would choose the high deductible plan, and that half the individuals 

, , with the highest health cateexp'enses would select the high-deductible plan with an 
':,' MSA.9, " ~ I' : fl.: , •0; 

';': Although each of the three studies had somewhat different assumptions and 

"', methods, each concluded that adverse selection would result in sharplyincreaseq 


premiums for converitionalinsurance. These studies, suggest that the-cost of : 
" conventional insurancecould,nea~ly double and possibly even.increase as much as 
, four-fold as' a result: ofadverse sel~ction. ' The extent qf the cost i~crease would, depend. 

on factors such. as the, difference iri the risk of out-of-pocket costs between the,high­
, deductible insurance/MSA and,the conventional insurance andthe extent to which 

.... 

, '" .: ,..' : ~ _ 1 t ; ,- . ' .:, ''. ; ~ . ,:",.. '.; I ! ,~ - I': l' • ,: . 


: ~ 
 7, Emm,ettB. Keeler, et ~l., liC!l~.MeclicaISavings Accountsf,!Jr the,.N0n~ld.erly.J~,ed~ce! Health,Care 
Costs?" lAMA, June 5,1996, p.)??9.. !i'e ,~onventionatplan h,aq a $250 deductible, a 20 percent 

" <::' . coinsurance rate above the ded.ii~bl~;-an~acap of $1,500~'" " , ,,' . 
~ .J~< l ' ~~ , \ 

,::::, 8 These results were found for an MSA:used with an insurance plan that imposed a $2,000 deductible fot 
single policyholders and provided full coverage for all health care costs once the deductible is met. Such a 

" plan was compared in the Urban Ins~tute;study to a conventional plan with a $250 deductible, 20 percent 
coinsurance, ~u~9,a $1,250 cap onJ)ut-of-:pqcket costs. ;/., ( . "~ I " I: 

9 ," I' .i.;:~ ••. ,. :~.~ .• ' ,i ,I.;"{" . ~"rc :.\', .", '. 

The actuaries' study suggests that the results it found are possible for plans with deductibles as low as 
$1,000 combined with out-of-pocket maximums of $2,000, compared to a conventiomil plan with a $200 

. " deductible and a $1,000 out-of-pocket maximum. For both types of plans, cost sharing is assumed to be 20 
.' 

percent up to the maximum. 
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. 	 , 
, 	

people of varying health statuses: choose the plan like~y to provide the most financial 
benefit to them.' I, , ' "', ' 

, " ,I 	 .', 
In short, thl?.research find~ a high pro,bability that advers~ selection will oscur at 

, the levels of deductibles and O\it-~f-pocket costs permitted uriderthe House bill or the, 
Kassebaum comprorilise~ ,It finds that this ~dverse selection will result in substantial: ' 
premium increases for conventio*al insurance -,,increases large enough to make suC;h 
insurance unaffordable and unavailable for many Americans .. As the American '," 
Academy of AC,tuarieshas no~d/'The greatest sayings [from MSAs]will be for,the ' 

, employees whq have litde or no health care expenditures. The greatest losses will be 
,for the employees with substantiAl, health care expenditures. Those with,high ",' 
expenditures are primarily older employees and pregnant women."IO These findings, 
raise the, question of whether an appropriate MSA demonstration can be designed. , 

.. ", ".' 

, 
I 

Implications for MSA Demonstr,ation Design 
,'.' 

I 

Can: a "safe" MSA demon~tration be designed that1both tests whether the, 
,adverse selection found in the co~puter model-based research will occur jn the real 
world and also lim~ts potentially *on-reversible damage ~o the conventional insurance 

, market? That is ,not a~ easy task. : ' 
" 	 'I' , ,', '," " '" " " ,'," ' , 

Oriewayto limit damage i~ to limit the scale of the experiment. If a relatively, 
small number of' companies are aliowed to participate in the demonstration (perhaps' 

'" "several thousand),a large amount, of corroborative,information could be gathered and 
evaluated. ,This;would allow a st~dy of the impact of MSApolicy without engendering 
widespr~ad market changes. For example, information couldbe gathered aboutthe 
health status of workers in companie~ that choose MSA plans as compar~d to workers 
in companies that do not choose~SAs, as well a~ the effect of these choices,on ' 
employees. If the participating cO:p1panies were concentrated in a few states, the effect 
of the decision of some businesses: to offer MSAs would be felt throughout the ,market 
anp could be measured. II At the saine time" the limitations on the number of 
companies that could offer MSAs would assure that the effects of adverse selection are 
not severe enough to damage irrep,arably the small-group market for conventional " 
insurance while the experiment is being conducted.' ' 

, I 
, 

I""" 'i ' 

" " I" 	 " ' 

10 American Academy of Actuaries, Medical Smrings Accounts: Cost Impliciltions and Design Issues, May 
,,1995, p. 23. 

'n It is gener~l1y th9ug,ht th~t sm?l~ btis~ne~~; ~ould offer'only one type of 1nsuran'ce ,to thei~ employeesi 
for that reason, it is unlikely that the effect~ of advers~ selection would be fourid within a single small 
bUSiness. " , " • ' , ' , 

1 
I, ,11' 
I', 

" 
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Another way to' limit damage is to require the high-deductibleinsurance/MSA 
. plans to include caps on out-of-pocket expenditures that are only modestly higher than 

, the caps typical for conventional irsurance in the area. The results of the RAND study 
" suggest that high deductibles and caps can lead to sharply delineated divisions in the 
health insurance market and to commensurate increases in the cost ofconventional 

" -insurance, while more modest limits, can dampen that effect. In addition, placing 
moderate limits on deductibles aI1d out-of-pocket. expenditures will afford some 

, measure of protection during the experimental period for less healthy workers who are 
,:forced to accept a high-deductible MSA plan, either because their employer has made 
,the change or because insurance companies are offering only MSA plans to self­
employed persons in their area. ; 

It is also important to limit:the potential for MSAs to be used as a lucrative tax 
. shelter by some people who antictpate low health care expenditures. The MSA 
.. proposals impose penalties for wi:thdrawal of funds for purposes other than paying 
, medical costs, but neither the 10 percent penalty in the House bill nor the 15 percent 

penalty proposed in the Kassebaum compromise are sufficient to prevent this type of 
abuse. The penalties are particularly ineffective for funds held for a significant number 
of years. The longer the funds are held, the more valuable the deferral of taxes and the 
tax-free compounding of earnings on deposits becomes. In addition, the penalties are 
rendered nearly meaningless if dETPositors earn high rates of return on funds in MSAs. 
,Rates of return high enough to ov.erwhelm the effect of a 10 percent or 15 percent 
penalty could be earned if funds'are invested in a: vehicle such as a,mutual fund 
reflecting a broad index. of the'stock market (on average'the stockmarket has risen 
approximately ten percent annually over the past decade) or if general interest rates in 
the economy riSe substantially, in the fUh¥e. If'the pUrpose of MSA funds is to pay f~r 

: medical expenses, the penalties for non-medical uses should be sebat levels that insure 
, funds are preserved 'for that purpose; .::"i -:'. :', " C,y; 

'.1'1'," " ' 

Similarly,'theMSA proposflls allow withdrawals ofMSA funds without penalty 
for any purpose after the holder lias reached,'acertain age '"'--;:- 591h in the House bill and 
65 in the Kassebaum proposal."Aihealthy taxpayer using an MSA, who would: have far 
more after-tax savings that ifthe'~ame'amountof'earnings had been saved in most, 
other ways permitted under current law, could spend those funds,on a~,extended 

, 'vacation or any other way he or she would choose once the taxpayer reached the 
designated age. Yet, that same p~rson might require long-term care within the next 
,several years and might fall back on Medicaid to pay for that care. In other words, the 
person could expend one tax sub~idy on personal consumption and'"then requfre' , 

. another tax subsidy for health care costs. 'To prevent this kind of abuse, penalties for 
non-medical use of MSA funds sl10uld apply throughout the life of the holder rather 
than c~asing at a particula~ age. Th~ fund.s a~ru.mulated in the ~SA could continue to 
be used for covering out-of-pocket costs ~dr h~aHp.~ei'v:ic~s ih the ~a~~er years of life, 
when health care costs (including out-of-pocket costs) tend to be higher.' ' 

, ",'. 
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. If he~llh:ier pe~ple 'choose high-deductillle'insurance with MSAs in the hope of 

keeping their UnspE!nt deposits, t~e pool of people covered by comprehensiv~ health .' 


, insurance will ten~ to be sicker o~ average than it woul.d be with<?ut MSAs. And if the 
"pool ofpeople who are conventiO'nallyinsured'incurshigher average health care costs " 'I 

because some of the healthier people are no longer in the pool, t~e premiumsfor . 
conventional insurance will rise. l '.. 
' .. " Consider ~n example in which there are five pe~ple With health insurance' . 

provided.by one company}~ Tog~ther, the five ,people· have $15;QOO a y~ar'in medical. 

expenses. The insurance company charges the group of five a.prenlium of $1'4,000 a .' 

year for insurance, outof whichit reimburses the groupfor approximately $11,000 in .'., .' 

medical expenses .. Not~ that in this example the result is the same whether the medical 

expenses of 'the 'five people are distributed as in column A or column Bbelow. So long· 

as the five.people remain in a group, the employer would pay an average of $2,800 Oil 

behalf of each·employee. .. ,.1. :. . ", . '.' '. . • . .' .. '. ...., .. '.. . ', 

• ,I 'I , 
, ; 

• 1 

Hypothetical qistributions of M~di~al Expenses' 
, , 

1 • Example A Example B 
" 

I . 

Person 1 " 1 

Person 2 '..' I ~ 
" 

Person 3 . ., .. .' 
i ,; 

Person 4 
, 

i .' .. 
i' 

PersonS : 

d.. 

Total Medical Expens~s. 

.. 
$3,000; 

"3,000 .. 

3,000 " 

3,000 . 

.3.00Q·. 

$15,000 

. . 
,. $600 

600 
; ,. 

1,000 .. 

6,4:0,0 

6.·~00 

$l!?,qpO. 

,- .,' 

" J,' ,I ' " .'...." 4 , 'I "Ii' 

Now assume that the medical expenses are distributed as in col~ B and that 
Persons 1 through 3 chose a highideductible plan with an MSA. The employer pays a • 
lower average premium for each Of them .andalsb deposits $2,000 in an MSA for each 
of them. Of the $6,000 deposited ~n the MSAs, only $2~ZOO (the sun:lQfthe expenses for 
Persons I·through 3) would be used for medical expenses. The rem,aining $3,800 
,. I . . , 

, . 

I· 
I 

. 12. Th~ follOwing example is noi based ?nactuarial a~lysis. The numbers used are for illustratio~ only. 
. . " , ' , 

I 
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\(:,' ',tvould become savings for Person~'1 through 3., (Some of that amount might· or might 
?> not be used to pay medical costs in a subsequent year.) 
',.": -	 ; 
~.~/:: < 

,;/:,,:;',' Persons 4.and 5 did not choose a high-deductible plan because a high:-·" 
)\'-. deductible plan would result in higher out-of-pocket costs for them. But when·tl}e . 

": ,'~mployer tries to purchase conve~tional insurance for a group consisting of just these 

,two individuals who have averag~ medical costs of $6,400 a year, the premiums exceed 

'$6,000 per person. The employer ~annot continue to offer comprehensive insurance at 

that price. 

This simple example illustrates how MSAs disrupt the principle of insurance. 

MSAs make it advantageous for healthy people to leave the insurance pool, which in 


',,: 	 turn removes from the pool a substantial amount of funds currently available to help 

subsidize people whose medical cpstsexceed the premiums they pay. If MSA users 

'remain healthier than average, they can use the, excess, funds in their MSAs for their 

retirement, or for education, vacations, or car purchases; these excess funds will not stay 


" '.-in the health care system. The result: is that the price of a basic comprehensive health 
'insurance plan will be much higher than it would be if a normal cross-section of people 

:,-.of varying health statuses particip~t~d in a compr~he~sive insurance plan. 
, 	 . 

, ; ':', .I ': ~ • ; ~', , : ,./ ' ...... , ~ , ,',' . 

While this example con~idersthe.effed of diViding the insurance pool within a 

<single employer, these effects' also;could,occur across employers or in the insUrance 

"market for self-employ~d people qi' irtdiyiduals~" Consider two insurance companies 


,,:: that insure sm~ll busin~sses. If one'fust.ifance company offers only hl'gh:deductible 

, policies with MSAs"the premiumS fh~rged for those policies could be, relatively low, 

" reflecting both:the fact that those covered by su~ policies would tend to be healthier 

. than average and the' fact that insurance: does not kick in until the deductible is reached. 


'. If the second insura1}ce compa~y offe~s only conventional insuranc~, its b1J~iness is 

. 	 • ",1·...,.<· I t,.' • (;" (.~~;:~ ''''411,,1,I ;).

, 'likely to come from small enterprIses havmg reC),sons to to continue conventional 
".:".).nsurance coverage~;£,()r e~amp~e, ith.e.~~~er~ris~s may employ many,~<;idl~~aged t~ 
:'.:":older workers or workers In therr Child-bearIng,years. But the conventional Insurer In 
'!.'::::"this example wouldJ',e,!6rced,to chatg~hlgh~r Pr~~li:i9~J9r~s.4ql' h.lstirance than it 
}.·.':might charge if its mix of clients w,as more representative. Under current laws in more 
" 'than half the states, insurers are required at least partially to average - "community 
, rate" - the differences in employt;e, health statuses across the small businesses they 

.," . insure. ., . I : .' , • , ,. 

",'-.,' I 

t " , . 
, 

In addition; experts point out that the risks,of all insure~ groups are partially 
f' pooled 'internally. by insurance companies even when the law does not ~~quire such 


:'pooling; insurance companies tend to compute a basic rate for, say, all small businesses 

.. ,and then make marginal adjustments to arrive at the premiums Charged specific 

. ,:businesses. Under the proposed MSA legislation, these opportunities for broadly" 

"averagtng hea,lth cost$ across busil1ess~s a,r~ life.lyto qiJ;ni~sh sharply. I!,surance, . 

, 	 ' 
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companies that do not specialize in providing high-deductible policies with MSAs are 
likely to face upward pressure on premiums and may not be able to continue offering 
conventional policies at prices employers can afford. 

, 
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, 
MEMORANDUM 


. TO: Interested Parties 
FR: Chris J.' 
RE: Joint Tax Assumptions in the MSA Model 
DT: July 8, 1996 .! 

I 

David Nexon met with Joint Tax today to discuss the underlying ,assumptions in their Medical 
Savings Account (MSA) model. Here are some quick notes/findings of interest: 

• 	 . The eligible population numbers (that are lower than ours) are based on Commerce 
Dept. numbers for firms eligible and BLS numbers for populations eligible. (Does this 
make sense to Labor and $lIS?) 

'I . 

• 	 For 50 and under populati9n now under consideration by the Republicans, JCTassumes 
that 750,000 would choos~ MSAs. They assume that it will take only two years' to get 
to that 750,000 number and then, presumably, the number would level off at 750,000. 

. I 	 . 

• 	 JCT assumes that there ar~ 12.8 million self-employed individuals, in the nation and 

that 3.1 million of this population cover themselves (i.e., get only a 25'% deduction). 


, 	 I 

I 


• 	 JCT projects that of ·the 7$0,000 who opt for MSAs, fully 300,000 would be self­

employed. 


• 	 JCT also projects that of the 750,000 people who opt for MSAs, 300,000 would 

currently have high deduct,ible health policies. (NOTE: This is a different 300,000 

from the self-employed nu'mber; having said this, most of those who have high 

deductible plans are assu~ed to be the self-employed.) 


• 	 Of those who opt for MSA, less than 100,000 (no specific number) are assumed to be 
uninsured. ii, 

• 	 Of the 450,000 employme~t group policies (750,000 minus 300,000 self-employed 
who cover themselves), 60% of the policies are assumed to have employer 
contributions to the account and 40% are assumed to have the employee contribute to 
the account. 

" 

Thought you might find this information to be useful. 
, I ' . 

I. 

i 
1 
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Medical Savings Account Study 

Summary Description While ithere has been significant debate on the merits of 
"Medical Savings Accounts, there is virtually no empirical evidence to help inform this 
debate. This study of the small group and self-employed markets is intended to provide 
nationally repres"entative data on employer and employee behavior, insurance costs and 

I 	 " 

.. coverage, and tax revenue effects. In addition, data would be generated that would 
help policy makers anticipate tl)e effect of MSAs on health care costs and utilization, 
as well as the interaction bet~een MSAs and the managed ca(e market. 

To estimate the effects of tax-favored MSAs coupled with catastrophic health care 
coverage in the-small group anc1 self-employed market, a fixed number of MSAs would 
be authorized nationally. A sample of firms would be drawn from those electing to 
offer MSA-appropriate catastrophic coverage to yield nationally representative 

-information" for firms and employees. A second sample of firms, matched by size, 
.	industry and geographic region would be selected to yield a comparison sample of 
firms and employees. Impacts on employer behavior would be estimated by 1) 
comparing the charaQteristics;pf MSA and control group firms, and 2) analyzing 
coverage and contribution decisions made by participating firms before and after they 
choose to offer MSAs. Impacts on employees would be estimated by comparing a 
sub~sample of employees in firms electing to offer an MSA option with a sub~sample ­
of employees in control group firms: Following is a brief outline of the research design: 

1. Key Research Questionsl 

o 	 ,How do employers respond? 
the number and c!1aracteristics of employers offering MSAs; 
employer decisions regarding the number, natl;lre, and scope of insurance 
options available ~o employees, as well as and contribution levels 

! 

o 	 Which employees participate? 
Do MSAs disproportionately attract particular employees (e.g.,those with 
higher/lower inco~e or those in good vs. poor health)? 

o 	 How would the market be affected? 
Which insurers market MSA-linked catastrophic coverage, and what 
level(s) of cost sharing do they promote? 
How would MSAs affect the supply and cost of other insurance choices? 
How would health care costs be affected? 

o How is tax reve~ue affeytadl 
Based on employer and employee participation and contribution rates, 
what is the tax revenue effect of MSA legislation? 
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o How are out-of-pocket costs affeded? 
How do MSAs affect enrollees' out-of-pocket spending? 

o 
I 

Interaction between Managed Care and MSAs: 
To what extent do employers and employees opt to combine MSAs with 
managed care products vs. Fee-for-service products?· 

a 

2. 

Effect on Utilization and :Health Status: 
How do MSAs af;fect health care utilization decisions I including us of 
primary and preve:ntive health service~, and individual health status? 

Study Structure 

, , I 

! 
I 
I 

o Sampje of Firms: nationally representative sample drawn from firms electing to 
offer MSAs; comparison, firms drawn to match MSA firms from sample frame 
used by Census Bureau. i 

a Iotal..cap on number of MSA accounts: To be determined 

o Length of Demonstration: 4 years(1/98 - 1/02) 

o 

o 

Report Dates: Interim Report January 2000, Final Report September 2001 
I ' 

! 
Freguency of Data ColleCtion: annual 

9 Administrative Data SQurces: Insurer Reports 
, 1, .. 

o Survey Data: Employ~rsl (MSA offerors and Comparisons), Employees (MSA , 
selectors, MSA non-selectors, and comparisons) 

3. Administration 

o The study would be administered by DHHS and Treasury through a contract 
with an independent research organization. An advisory committee would be 
selected to advise the independent contractor on evaluation design issues. 
Members would have' expertise in' the areas of health insurance, health 

I 

economics, tax policy and research design. 
I 
I 

4. Methods 

A. Data Collection 
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o 	 Data on employer beh:avior (e.g., take-up rates, employer contributions), 
insurance premiums, anp the insurance options offered by the firm would be 
collected directly from the firm. 

o 	 Data on employee behavior and demographics would be collected from a survey 
of employees. Data on urilization of medical care and out-of-po,cket costs would 
be collected from insurer claims data as well as the employee survey. 

, 
, 0 Tax effects would be estimated based on relevant information from the insurer 

reports and the employer and employee -surveys. 

B. 	 Length of Demonstration' The Demonstration would last four years and baseline 
and annual follOW-Up data would be collected from both firms and individuals. 

i ' 	 . 

----------e-:-----Estimated CpSl of Study $20 million (see attached breakdown).· 
, 
I 

. Rough Estimate of MSA study.~osts 

1. 	 Data collection 

• Families 	 6m 

· Firms 	 4m 

· Insurance records 	 2m 

.....
3. 	 Analysis 8m 

TOTAL 	 20m 

PROPOSED SECTION ON MEDICAL SAVINGS ACCOUNTS STUpY.;:-'.... 	 . 
'J 

SEC. . MEDICAL SAVINGS ACCOUNTS STUDY. 

(A) In order to assess: the effectiveness of Medical Savings Accounts in 



'07/03/96 11: 13 '5'202 401 .73H 	 1aI005/007 

i 	 . 
. . 

conjunction with high deductible health insurance in the se'f~employed and small group. 
(up to firm size 100) market, the Secretary is authorized to carry out a study analyzing 
employer and employee participation, tax effects, out-of-pocket costs, and other 
relevant information, for firms ~nd employees offered a medical savings account option 
compared to an appropriate control group. Such study shall, to the maximum extent 
possible---	 , 

(,) collect such data annually for up to 4 years; 
(2) yield results that can be generalized to the nation as a whole; 

The results of such study shall! be compiled and presented within 2 years after the 4­
year study period. 

I 

(a) AUTHORIZED OF APPROPRIATIONS.--For the purpose of carrying out this 
section there are authorized to be appropriated a total of $20,0001 000 for·fiscal year 
1997 and the succeeding si~fiscal years. 

-.---.--.- --- ..'.." . : 

, \' 

. , 
! 

i 
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: MSA Reporting System 
I • 

1. 	 States perform their normal :regulatoryfunctions. consistent with the insurance reform 
r~quirements of the Health Insurance Refonn Act. This would include approval of 
qualified catastrophic health insurance plans (CHI) (see #2), and appropriate marketing, 
disclosure and reporting fun~tions.TheNAiC could develop model regulations for the 
states, but this is not require~. 

2. 	 Treasury will estimate the cap on policies to be sold and will issue rules for what 
constitutes a qualified medical savings account, consistent with the Health Insurance 
Reform Act. Qualified eIDs can only be sold in conjunction with a qualified MSA. 

, ' 

3. 	 Insurers sell qualified CIDsduring an open enrollment period. There is no limit onthe 
number ofpolicies which can be sold during this time. Insurers and other vendors can 
establish the MSA accoWlts.. : 

, ­

4. 	 A count ofqualified policies sold is maintained on an ongoing basis. The insurer reports 
sales (can be batch reporting) 'to either the state (if the state so elects) or HHS (or its 
contractor). The report would contain basic information on the CHI policy and MSA 
accoWlt numbers, the employer and employees covered. . , ; , 

5. 	 HHS or its contractors would ~pprove the sale ifit occurs during the enrollment period 
and the employer has SO or fewer employees or if the sale is to a self-employed person. 
The insurer would be given an:approval number, similar to how credit card transactions 
are handled electronically. \ 

6. 	 Steps 4 and 5 above constitute the data from which the demonstration study would draw .. 
the study sample. A sample would be drawn from the approved sales and more detailed . 
surveys would be conducted. ; 

7. 	 The contractor reports to HHS. which in tum forwards the data to Treasury. (If the states 
have elected to partiCipate, tl1ey~ would report to the IillS contractor.) 

8. 	 At six month intervals, the number ofpolicies sold is compared to the cap. 
. 	 . 

If the cap is reached, th~ Treasury publishes a formal notice stating that. the cap 
has been reached and that no new employers may open MSAs for their employees 
after a speCified date (e.g., 60 days later). Employers who have established MSAs 
within the enrollment period and who have at least 50% ofeligible employees 
enrolled in MSAs may continue to open accounts for new hires or other 
employees who now wan~ to have an MSA (The "50%" would be based on self­
reporting>by the employer, subject to auditing and penalties for violations.) , . 	 . 

Ifthe cap is not reached, then enrollment continues. 
7/3 HOO 
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MSA,REPORTINGSYSTEM, ' 

~_____ ~, I 

I 
I 

NAIC 
'Ir-'" ­.. _____ .... ......1 

state ln$uranee Regulatory .. t ' Stroctw"e 
, 
j ,I 
I ,: 
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VendorSells MSA Plan 

~..............................-.
. .
' ! Study draws ! 

S~te or HHS contractor ~- - - - ... - - -1 sample i
Reports Information to , 

'--_~_..-____........I ; ...........................i 


Number of MSAs reported 
,to Treasury , 

i 
I 

" 

j 

: 

; 
, 

, 
, ~" 

, 
Cap Reached 

I1 1 , 
I 

~" 8 

Cap Not Reached: 
Enrollment continues 

., 
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Quic~ Response to Inquiry re: state regulation of Medical Savings Accounts 

For the states ofArizona - ,Missouri, a .. indicates that eligible medica1 expenses are 
defined as those defined in ISection 213 (d) ofIntemal Revenue Code. Will make cans to 
learn ofother restrictions that may apply to benefit packages. ' 

Arizona· 

~Total Deposits made toth~ account from either the account'holder or e~ployer are 
_'_____'_~.__~_''.limited to $2.000/account holder and $1,000 per dependent up t02 dependents 

, 	 -No specification re: benefit packages but presumably state law applicable to high 
deductible insurance polici~s applies' ' 
-Statute,states that upon agreement between employer and employee an employer may 
contribute to employee's MSAexc1usivelyor in addition to medical coverage

, 	 , 

Colorado'" 
. . i 	 . 

-Maximum contribution $3~000. (Employer and employee contribution combined-Total-no <> p 
variation based on dependent/family status) ..5 

,~"Qualified higher deductible plan" is defined as p01icy that provides for payment of 
covered benefits that exceed the deductible (which shall not exceed $3,000) that is 
purchased by employer for ~e benefit of employee who makes deposits into medical 

, savings account. ' ! 	 ' 
-Employer or employee may establish MSA .. 

, ~Conversation with r~~~t9r indicated that this law has not had much effect since state tax: ? 4&. 
, 155% offederaltax Iiabihty, " " J 

Idaho* 	 , 
.1 

- Maximum contribution (employer and employee combined) $2,000 
, ~No specifications on benefit package for insurance policy used with MSA 

-Employer may offer to est~blish MSAs for employees or may contribute to employee's 
existing MSA '. 

, .,:.. 
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-Maximum contribution ofS3,OOO per taxpayer ($6,000 only in: case oftwo account 
'holders filing joint retum)~ adjusted annually for CPI , 
-"Qualified higher deductible health plan" means a health coverage policy or contract that 
provides for payments for;covered benefits that exceed the "higher deductible" and that is 

, purchased by employer fot'employee for whom employer makes deposit$ into a msa . 
("higher deductible" defined as $1,000 and $3,000, tQ be adjusted by CPI) 
~Group high deductible poJicies must comply with group health insurance requirements 
-MSA program includes an employer purcoase ofa "qualified higher deductible plan" or 
employer' contribution into MSA. . 

Indiana'" 
, , 

... ____~ __,____ I 

, -Deducrlbles must be betWeen $1,000 and $5,OOO-figures to be adjusted 
-"Qualified higher deductible hea1th plan" means a health policy that provides for payment 
of eligible medical expenses (defined in tax code) after "higher deductible" (Defmed as .. (\A\ ~ 

. SI-5,000) is exceeded t, . €s uJ"":i,... ..~/ 
-Contributions must not exceed $5.000 (per accountholder)., },tt' GJ{l~' ~~IJ..) qf':j~ 
-MSA programs to be estaplished by employer and employee may contribute but may not oJ":' ~'( 
contribute an amount larger than necessary to make balance in account equal to the i.~ 

deductible l.r'~\~l 
-Coverage,documents mus~ be approved as for other health policies p J ~ 
Mi.h~an' I ... r9(~ 

. -Maximum contribu~ion $3;000, minimum deductible for higher deductible plan $1;000 c.• :. 

and max. deductible is $3,0;00, (As of '94) to he adjusted annually according to general ~'.. 
price level ! . , 
'-"Qualified higher deductib1e health plan" means health coverage policy that pays for 
covered benefits in excess of deductible and that is purchased for benefit ofMSA account 
~~: ' 

-Employer or resident ofst~te may establish MSA , . 

Mississippi* 

-Deductibles between $1,250 and $2,500 for individuals, betweenS1,7S0 and $3,500 for 

health coverage provided to individu~ and dependents ' 

."Qualified higher deductibl~ plan" is health policy that provides for payment ofcovered 

expenses in excess ofthe higher deductible' . ' 

• MSA can beestaplished by em.ployer or resident 
·MSA program includes employer purchase of qualified higher deductible plan and 
employer or individual payemnt into a msa an amount equal to at least 66213% of premium 
reduction realized by purch~se ofhigher deductible plan . 

" ... 
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Missouri 

-Benefit package must in~lude a contribution level that will be equal to cost ofstandard },p
srruin group plan I ' 

-Regulation specifies that :50% ofthe employer' $ contribution level shall be used by 
insurer or self-funded pl~ to purchase a major medical policy. ' 
-Employer contributions to individual MSA are tax exempt 
-Dept. of insurance in consultation with Dept. ofHealth to defme "bona fide medical and 

I 	 ' 
health car~ ~"penses" ~ " 	 " 

; 

I
Montana 

.' 	Maximum contributiort $3.000. 
-

• 	 Account can be established either by the employer. the employee, or an individual state 
resident. 

• 	 Eligible medical expe~ses means an expense paid by the employee or account holder 
for medical care defined by 26 USC§ 213 (d) for the employee or account holder or a 
dependent ofthe empli;>yee or account holder. ' 

, 	 ' i ' 
, I 

~evada (need to call state/or additional infonnation) 

, 	 , 

• 	 Account established b~ employer. 

New Mexico 

I' 	 ,~~:,:"": 

• 	 ACcount established by the employer in which the employer provides a qualified 'higher 
deductible' plan. contributes to a MSA, and' appoints an account administrator to 
administer the plan. 

• 	 For 1995, the maximuJt deductible shall not be less than $1,000 and not be ;more than 
$3.000. Th~ departm~nt may adjust annualJy the maximum employer contribution to 
reflect the last known increase in the medical care component of the consumer price O~.tJo 
index. For 1995. the e~ployer~s,contribution shall not exceed $3,000. >~ ~ \' 

• 	 Qualified higher deductible plan is a health coverage policy, certificate o~ contract that ~q,":A ~ 
provides for payments for covered health benefits that exceed the policy. certificate or'" ~~ 
contract deductible that is purchased by an employer for the benefit ofan employee. ~ p ~.~ 

I , 	 ~ 
• 	 Eligible medical ;expe~e means an expense paid by the' employee for medical care V 

described in section 21 :1, (d) ofthe Internal Revenue Code of 1986 that is deductible for . ;JY' 
federal.income tax purpbses. y~ 
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Ohio (new law--summarybased OD summary documents) 

-Maximum tax-deductible contribution/accoUnt holder-$3,000 (spouses can deduct $3,000 
each if each hold an account) .. . . 
-No max. ded~ctible or limit on out·of~pocketliabmty on catastrophic accounts 
-Benefits regulated as other health policies-IT MSA holder applies to enroll in more 
comprehensive plan with a lower deductible, insurer can appply same waiting 'periods and 
underwriting requirements as insurer applies generally to all applicants unless account 
holder enrolls during a designated open enrollment period--Other than this exception to 
portability requirements, other requirements ofsmall group laws apply 

I 

Oldahoma 

._- ..-----_....--Indi~dua1~ o~-employe~s· can ec;ntribute toa medical savings account. An individual 

or employer can purchase a qualifeid higher deductible health benefit plan approved by 

the state offered by an:entity regulated by the state for the benefit of an individual or 

employer and dependents. An individual can deposit into a MSA or the employer can 

make a contribution on behalf of the employee all or part of the, premium differential 

realized by the employer based on the purchase of a qualified higher deductible plan. 

Ari employer that did not previously provide a health plan or health coverage policy, .. 

can contribute all or part ofthe deductible ofa qualified higher deductible plan. 


o ! . 

• 	 The amount of deposit for the first taxable year sluin not exceed $2,000 for the 
account holder and spoUse and $1,000 for each dependent child ofthe account holder. 
The maximum allowable amount of deposit. for subsequent years shall. be increased 

. annually by a percentageequaJ to the previous year's increase in the national consumer 
price index. 

• 	 An eligible medical expense is an expense paid by the taxpayer for medical. care 
described in section.213(d) of the Internal Revenue Code. 

I· 

Utah 

• 	 Account can be established by employer or individual, The program can be established 
by an employer in which the employer purcha~es a qualified higher deductible plan and 
contributes to the MSA Or alternatively, the account holder can purchase a qualified 
higher deductible plan ru:d contribute to the MSA. .. .. ~ 

I". 	 :&
• 	 A contribution into an ~ccount made by an employer on behalf of an employee, or ~ 

made by an indi,,:,dual account holder may not ex~ the ~eater of$2,OOO i~ tbat tax / ? 
year, or an amount equal to the sum of all ehgible medical expenses p8.1d by the r 
employee or account holder in that tax year.· In this latter circumstance, eligible .".. ~J 

.~ 
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medical expenses are expenses in that tax year that aIi insurance carrier has applied to 
the employee or accotint holder"s deductible. 

. ({ :I• I 	 • . .(..... 

• 	 Qualified higher ded~ctible plan means a health coverage policy, certificate, or· I~~ 
contract, that provid~s for payments· for covered benefits that exceed the higher /'. <.). . . ""deductible and that is' purchased by an employer for the benefit of an employee: for .~ y
whom the employer makdes deposits into a MSA or by an account holder. JJ _oJ~ 

\or~1I• 	 Eligible medical experlse means any expense paid by the taxpayer for medical care 
described in section 213 (d) of the Internal Revenue Code. . 

. . , U.%?Virginia 

Statute authorized develbpment and establishment of a plan upon Congressional 
____.._. ______authQllZ8tlon (includes MSAs for medical... assistance and workers' compensation 

.. programs). ? 
West Virginia 

• 	 Any individual resident:ofthe state can establish a medical savings account. 
I 	 . . 

I 

• 	 Medical expenses means the amounts paid for· services for the diagnosis, cure, ­
mitigatio~ treatment. br prevention of disease, or for the purpose of affecting any 
structure or function of the body. which expenses may be included in calculating the 
federal deduction for medical and dental expenses for federal income tax purposes; for 
insurance premiums for' combined' plans issues pursuant to this se9tion. but exlcuding 
expenses Jor cosmetic surgery as defined. in section 213 of the Internal Revenue Code 
of 1986, as amended., ' _. 

.• 	Insurance ~ommissioner directed to promulgat~ regs re: annual contribution minimum 
and maximums.Any individual resident of the state or employer can establish a medical 

I •savings account 
I 
I 

• 	 Medical expens~s meahs the amounts 'paid for 'services for the· diagnosis; cure, 
.rrutigation, treatment,o,r prevention of disease, or for the purpose of affecting . any 
structure. or 'funCtion of; the body, which expenses may be included in calculating the 
federal deduction for mtfdical and dental expenses for federal income tax purposes; for 
insurance premiums for :combined plans issues pursuant to this section, but exlcuding 
expenses for.cosmetic ~rgeryas defined in section 213 of the Internal Revenue Code 
of 1986. as amended. 

• 	 Insurance CoIIUpissionei directed to promulgate regs regarding the annual minimum 
and maximum contributions among other items. 



~'JUN-28-1996 11=57 FROM TO 94565542 P.01/04 

tinitat tStatts ~rnatt 
COMMllTEE ON LASOR AND 


HUMAN RESOURCES 


WASHINGTON. DC 2051~OO 


TO: 


/ 

FR: Duvjd Nexoo 

DATE & TIME: 

NUMBER OF PAGES: COVER +----::5:::;......_ 

RETURN FAX NUMBER: . (202) 224-3533 

IF TIIERE IS TROUBLE RE~ErvING mIS FAX; PLEASE CALL 
(202) 224-7675. ! 

MESSAGE: 

FAX NUMBER: 




JUN-28-1996 11:57 'FROM 	 . 94565542 'P•02/04, 
!
f . 

r 
I 
1 
i 

THE IMPACT OF; THE DEMOCRATIC OFFER ON THE 
. ATTtu,CTIVENESS.oF MSAs 

. ). . 'f
I 	

. _ ' . 
.	1.The allowable deductibles ($2,000 per individual and $4,000 per family) and 
stop-loss ($2,500/$5,000) u~der the Democratic'offer are far above the typical 
conventional plan. The typicfU small bus'iness plan has a deductible of $200 
(l/lOth of that allowed under the Democratic offer) and a stop-loss of $1,000 . 
(40% of the Democratic off~r).l ' '. ' 

2. Most individuals have mydical costs each year that are below the Democratic 
deductible level. Seventy eight percent of all adults have medical costs of less 
than $2.000 in a given year.~ , . 

I 

:3. The Democratic deductible and stop--loss level results in' major savings, in 
premiums. Raising the deductible further does not produce a proportionate 

'additi.onal reduction. Acco~ding the American Academy of Actuaries, the faniily' 
plan premium und~r the De~ocratic MSA deductible and stop-loss would be 
$4,385--a savings of $2,182 (33%) compared to the conventional plan. By the 
time the Democratic deduc~blelevel is reached, the law of diminishing returns _ 
sets in on further increases in the deductible. Ooing to a $6,000 ,deductible,: a 
50% increase in the deductible, increased ,savings by only one-third ($724).3 

;. " 	 , 

I " ' 	 " 

4. " The Democratic deductible·is at,the level that the market has already 
, established as the nonn for high deductible, MSA-type plans. According to 

experts at the American Academy of Actuaries, in general, MSA/high deductible 
plans today do not impose ~y additional cost-sharing after the deductible is· 
readied. Moreover, individual deductibles are generally in tpe $1,500-$2,000 
range, rarely higher. Family plans' are typicaily $2,000 to $3,000. 

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

4. Changes in the stop-los~, the most important consumer protection feature, 
make only a very minor difference in premium savings, according to experts on 
the American ACademy of ,Actuaries MSA taskforce. An Increase in the stop­
loss 'of $LOOOsaves only~bout 3.7% 'in, premium costs. , 

-------------------------1· 	 ,'I' " ' . 	 . 

1 BLS, This is als<?,thelcv~l that the American Academy of Actuaries uses to model the typical' 
conventional plan (M¢dical'Savinis Accounts: Cosl Implications iJQd Design Issuesl. ' 

, '. I' , '. . 

2American Academy of Actuaries. Medical Savings Ac.coums; .COSllmplications and Design /sstLe$, p. 6. 

3americal1 Academy of Ac;t~aries. p. 8. 
, ! 
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Analysis of Workers Eligible' for MSAs During 1997-99 Start Up 
, ) 

Period Under H.R.J 103 Compromise 

I 

i 
Number of Workers 'Percent ofTotal Workforce 

I 

Employees in firmS with SO 
or fewer employees and self·

• I 
employed ' i ·r9 32,9% 

; 
All others 

I 
85,2 -million 67,1% 

,TOTAL 127 miUioD 100-/. 

I " " 

I
,!' , ' , ',' 

Analysis of Potential Users of MSAs During Start-Up Period Under 
'H.R. 3103 Compromise That Currently Have Health Insurance. 

': Coverage:) J5 7~ co ~ e. {;,', b16'r 
N~mber ofWorJcrs With 

Health Ins.Jjanq! 
Percent of Workforce With 

Health lnsura.n<::e 

Eligible for MS~ in 1997­
,Employees in firms with 50 
or fewer ernployceswith ! . ' 

employer -provided insurarice 
and self-employed I 

L 
(~~-~IL_~ 
l61~ 7.66% 

. . I 
Not rligib~ for' MSAs until 
2000 73.s million 923% 

TOTAL 79.6 million 100% 
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I 

Survey of Selected MSA Plans: Summary ofCato Institute Polley Analysis no. 220 
, ' 

Amount of'Deductible Percent of Plans 

More tban $2,000 17% 

83% 

Source: Cafo fustitute Policy Analysis no. 2~ More Than a Theory: Medical Savings Accounts at Work 

, . 

i, 
• I 

, . , 

!.. 
! 

, . 
i 
I 

-,} 
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NAIC 

MEDICAL SAVINGS ACCOUNTS· 


STATE CITATION 	 : 
I , : PROVISIONS, 

I 

I 


§ 43-1028,43- : Arizona Trust established as an. individual MSA shall not 
I 

.add ,the amount ofinterest income received on­1331 I ., obligations ofthe state. Employer may contribute 
I 

to the employ~'s individual MSA exclusively or 
. I in addition to medical coverage. For each taxable I 

i year, deposits may not exceed $2,000 for account . 
holders and $1,OQO for each dependent up to 2, 

, dependents. Funds used solely for medical , , i 
: 'ex:p;mses are 'not taxable. Funds can be withdrawn ' 

'! 
without pena1ty on the last business' day of a. I 
calendar year but are subject to income ,tax.! 
Withdrawals for non·mediCal expens~s are 

! 
I -

considered taxable income and incur a penalty I 

! equal to 10 J)ercent of the withdrawal amount. 
Colorado Employer or-employee may ,establish MSA.§§ 39-22-504.5 'to 

, . , ,
~~:;02Jj , 'Maximum contribution $3,060. All contributions . . arc on a-pre-tax,basis. Funds exempt fro~ income' ' 

tax ifused to pay eligi'ble medical expenses. 
Idaho 

I 

MSAsmay be established and contributed to by ':§§ 63-30221 	 I 
I 

' 

,, , 
' , individuals or,employers. Maximum annual 

I contribution 52,000. Annual contributions and I 

-
,I ,interest earned are deducted from taxable income. 

. : Funds used for pwposes other than for eligible 
'medical expenses considered taxable income. I 

Account holder shall pay income tax and a penalty I . , 
, equal to 10% ofmoney withdrawn iffunds used 

! 
, for pUrposes other than eligible medical expenses. 
, 

'When accO\lntbolder reaches'S9112 years ofage, , 
I 'withdtawals may, be made for any reason Without' , 
I penalty.i 

" I 
r 

,I , 

I 
I 

" 

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

• R ," 

1 

,
" , 

CNAIC 1996 	 14 




06/28/96 FRI 10:1.7 FAX 202 624 8579: NAIC Iil 003 
, . 

STATE CITATION : PROVISIONS 

Illinois 

Indiana 

Louisiana 

820 ILCS 1521:1 to 
820 I~CS 152!fO, 
820ILCS 152130, , 
ILCS 152185 

MSA is an account established to pay eJigible 
medical expenses ofan employee and dependents. ' 
MSA programs include all of the following: 
purchase by an employer ofa bigher deductible 
health plan; contribution into a medical care 
sa~gs accoWlt. Maximum amounts are adjustable 
'based on consumer price index; principal " 
contributed to and interesteamed onMSA and 
money reimbursed to an employee for eligible 
medical expenses are exempt from taxation under 
IL Income Tax Act; money withdrawn for other 
~ses considered income and is taxable. 

IC 6-8-11, Ie 6;'3­
2-18 

Employers may establish MSA for employees and 
dependents ofemployees. Employer must p~hase 
a qualified higher deductible health plan. make a 
contribution that equals all ofpart of the difference ~ 

HB 1259 (l99~) 

I 

I 
I 

, betWeen the cost oftbe higher deductible health :­
plan and the employer's previously incuR:e4 QeaJ.~ • 
coverage costs, and designate an account 
administrator. Maxinium amounts are adjastabl'e ,~ 

based on the conswner price'index or other federal 
indicator,of general price.level~~ Funds withdrawn 

, " for purposes other than payment ofeligible 
medical expenses shall be subject to taxation. ' 
Effective January 1, 1996. 
l:Iealth Care Commission, to forw~d 

, reconunendationto Insurance Commissioner 
regarding MSAs. 

I 

j 
'I 

I. 

I 

" : 

. 
I 
I 

! 
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" ! , 

,CITATIONSTATE PROVI,SIONS 

Michigan 
 §§ 550.981 to : 

, I 

550.988 ' I 

I 
" 

, 
, 

, , 
I, 

i 
I 
I 
! 

Employer or resident of state may establish MSA. 
MSA is one ofthe following: program established 
by an employer that previously ,provided a health 
cov~rage policy that includes all ofthe folloWing: 
purchase of a higher deductible health plan; , 
maximum contribution 53,000; amounts adjusted ' 
annually based consumer price index; if funds ' 
wit:bdrawn for purpose 'other than payment of ' 
eligible medical expenses, adnunistrator shall 
withhold 10% ofamoWlt withdrawn as penalty. ' 

, , 

Mississippi' f§ 71-9-1 to n-9- ' MSA can be established by employer otresident. 
""9 -';,	MSA program in~ludes all ofthe following: 

purclWe by an employer or resident ofa qualified 
higher deductible health plan; payment into the 
MSA at least 66 2135 ofthe premium reduction 
realized by the PlJl'chase ofa qUaiified health plan; , 
and,an accOUnt a4ministrator. Principal and earned 
interest shall be excluded from tax; money 
withdrawn and not-used to pay eligible expenses 
shall be taxable income. 

Missouri §' 143.999 Employer contnoutions to Individual Medical' " 
Account for health care expenses shall be exempt 
from income tax. Annually employer shall 
determine contribution level to, be expended for 
coverage which shall be iIi lieu of any standard 
indemnity or health'insurance provided . 

.Percentage of employer's contribution shall be 
I 
I 

Used bythe insurer, HMO etc. to provide benefits. 
: Remainder will be ~d to fund an IMA to pay for: 

" 

, health cate expenses not covered by the Policy. 
, 	 " 

Funds in account spent on health care are exempt'· 
I freD) MO state incOme tax. . 

, 
I 

" 

©NAlC 1996 	 16 . 
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STATE CItATION' PRQVISIONS 

Montana HB 560 (1995~ Employer may establish MSA for an employee or" 
: . employee's dependent. Resident ofstate may 

establish an MSA. Contribution and interest are 
tax exempt ADiounts withdrawn from account not 
tax exempt and .subject to 10% penalty of 
withdrawn amount if used for other than payment 
ofeligible medical expenses. Max. annual 
contribution $3,000, but no limit on amount 
maintained in account. . 

Nevada AB 592 (1995): Ifan employer elects to provide health care 
benefits through an MSA, the program must be 
administered by an approved entity. Funds can be 
withdrawn to pay eligible medical expenses not 
otherwise paid by a third party, to reimburse 
employee for eligible medical expenses or by the 
employee on the last business day ofthe year. 

New Jersey ·AB 635 (1994): . The feasibilityofpennitting the use ofMSA plans 
under: the state's small employer health benefit 
program shall be studied by the program's board of 

.. ·directors. 
New 591,\-23D-1 to Employer may establish an MSA for employees. 
Mexico 59A-23D-7, 7-2:'. lhe employer must provide a qualified higher 

5.6· :, deductible health plan, contribute to the MSA and 
, appoint an account administrator. Funds used for 

eligible medical expenses are exempt from 
taxation. 

Oklahoma Tit 63 §§ 2621 ~o MSA shall be an accomit to pay eligible medical 
2623 expenses ofan account holder. The progr;un shall 

i,nclude the purchase ofa qualified, approved 
health ptan or the deposit by an individual on 
behalfofan employee into a medical Savings 
account of all or part of the premium differential 
realized 'by tbeemployer based on the purchase of 

1 • a qualified health plan for the benefit ofthe 
i employee. Beginning 111/96 the amount ofdeposit 

shall not exceed 52,000 for the account holder, . 
52,000 for the spouse ofthe account holder and 
S 1 ,000 for each dependent child of the accoWlt 
holder. The maximum deposit for subsequent years 

,1 

shall be based on the CPl. Contributions and 
: . interesteamed are tax exempt. 

(oNAle 1996 17 
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STATE CITATION I 

I 
, 

PROVISIONS ' 

Texas SB 604 (1995) i 
i 

! 
I 

The Health and Human Services Commission shall 
develop a plan for a pilot program that uses 
Medicaid funds to establish an MSA for recipients ' 
of acute care smices under the Medicaid program. 

Utah § 31A-32-101 to 
31 A-32-106 63t­, , 
3-104 

: , 

- I 

i 
; 

! , 
I 

i 
I 

MSA,can be established by employer or resident. 
The contribution into the account may not exceed 
the greater ofeither $2,000 in any tax year or an 
amount equal to the sum of all eligible medical 
expenses in that tax year which an insurance 
carrier has applied'to the employee or accoWlt 

,holder's deductible. Contributions. interest earned 
and reimbursement made for eligible medical 
expenses are tax exempt. The Health Policy 
Coinmission will evaluate MSAs. 

Virginia 38.2-5600 to 38.¥~ 
5603 ! 

I ' 

I , 

I 

I 
i 
,, 
, 
I , 

Dept. ofMedical Assistance Services to develop a 
plan to use MSAs for the working poor. D,ept. of 
Workers Compensation shall create and use 
medical savings accounts and work in cooperation 
with the Depl'ofT.axation. Dept. ofTaxation to 
develop a system of..refundable tax credits.Jaim 
Conunission on Health Care to monitor the,plan. ' 
Implementation ofplan contingent upon passage of 
federallegislaticin authorizing plan. components. 

West §§ 33-15-20,33-: Resident may establish a medical savings account. 
Virginia 16·15 ! 

I 

I 
I 

I 

I 

i 

A percentage may be designated that may be , 
withdrawn ifnot needed: for,medical expenses. 
Any amount used for other than to pay medical 
expenses shall be taxed as income ofthe payee. 
Withdrawal requirements applicable to, insurers, , 
offering group AIH; public employee insurance 
agency and £RlSA health plans. 

, 
Every eetort baa been made to make this Information as correct and complete as p~sible. For lurther 
information about Medical Savings Accounts, please consult the laws Iisteci aboYe. 

, ' , 

• Although the statutory fimnework exists for MSAs in these states, the NAle has no statistical information 
with respect to the numbcrofpersonS ~hO have utilized th~ pllllS. . 

I 

, 
I 
I 

I, 
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