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Republican Proposal for Medical Savings Account 
, September 12, 1995 

Today, a press confer~nce was held by Republicans to extol the benefits of 
Medical Savings Accounts (MSAs) for Medicare beneficiaries. Although the 
Republicans continue to withhold detailed specifics of their· MSA proposal, we have 
serious concerns about its applicability'to the Medicare program. An MSA option for 
Medicare beneficiaries is likely to increase premiums for. millions of beneficiaries who 
opt to stay in the current Medicare program. 

MSAs may be attractive initially to younger, healthier and wealthier beneficiaries 
-- but this type of self-selecti<;m would likely benefit them while raising costs for the 
majority of Medicare benefic~aries; This is because MSAs lead to what is known as 
adverse selection - a proces~ whereby insurance companies are able to attract the least 
expensive and healthy beneficiaries and avoid the more expensive, more vUlnerable 
population. The population that remains· in the traditional Medicare program would be 
a smaller and sicker group of beneficiaries. As a result, the cost per person and their 
accompanying premiums would rise. Another adverse selection problem would arise if 
beneficiaries who chose the limited,catastrophic-oriented MSA benefit opted to go back 
into the traditional program when they became sick. 

Apparently some Republicans are considering addressing these serious adverse 
selection problems by prohib#ing beneficiaries who chose MSAs to opt back into the 
more traditional program to :seek better coverage. With such a "lock-in" provision, if a 
Medicare beneficiary gets sicker than expected, he or she would be trapped in the MSA 
catastrophic health care plan for the lock-in period. We do not believe that this. is the 
tYPe of choice that most Medicare beneficiaries would want. 
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National Center for Policy Analysis 
and Medical Savings Accounts , 

, The National Center for Policy,Analysis (NCPA) is a RepUblican-leaning ·pro-free enterprise· 
organiZlition with offices in Dallas and Washington. D. C. It is largely funded by conservative 
foundations and by corporations. 'Its board ofdirectors includes many corporate leaders whose 
companies help fund NCPA. One board member is Golden Rule Insurance chiefand Newt Gingrich 
backer Patrick Rooney. Rooney has long promoted. the idea ofMedical Savings Accounts (MSA 's) .. .. ' ' 

Golden Rule Insurance Chief Proposes MSA's, Sat on NCPA Board. One of the central elements 
in the Republican Medicare plan is the use of Medical Savings Accounts (MSAs). The top proponent 
and beneficiary of MSAs is Golden Rule Insurance.' Golden Rule's chief execUtive Patrick Rooney 
sat on NCPA's board of directors as recently as 1993. 

Golden Rule Is a Major RepubllcimlNewt Gingrich Campaign Contributor and Financial 
Backer. Golden Rule is one of the Republicans' top campaign contributors - most notably to GOP 
Speaker Newt Gingrich. Gingrich has endorsed Medical Savings Accounts (MSAs) as one of several 
alternatives to the current Medicare system. Golden Rule gave nearly $1 million to Republicans for 
the 1994 election; its top executives have given Gingrich's GOPAC over $150,000; and the company 
sponsored a conservative cable TV talk show hosted by Gingrich. Gingrich's plan to make MSAs 
part of the Medicare system is not the only break Golden Rule has gotten from the GOP Congress. 
[Wall Street Journal" 5/15195] 

GOPAC fundraiser/GOP Congressman drops investigation of Golden Rule. Earlier this year a 
House subcommittee -chaired by GOPAC fundraise:r Rep. Joe Barton (R-TX) -'dropped an 
investigation into allegations that Golden Rule Insurance was cherry-picking healthy customers and 
denying too manyclaims.[Newsweek, 2113/95] 

Gingrich 'Promoted Golden Rule In Hfs 'Course. Gingrich has praised Golden RUle Insurance in his 
course, in speeches to private groups and in remarks in the Congressional Record., In addition, 
Golden Rule advertises in America" Qvilizotion, the magazine of the Progress and Freedom 
Foundation. 

NCPA Is also Funded By CoJJSertative Foundations and By Corporations. Other major 
contributors to NCPA include conservative foundations, such as the Koch Foundation, the Bradley 
Foundation, the Murdock Charitable Trust, the ' Pew Freedom Trust and the Noble Foundation. The 
Koch family also founded the Cato ,Institute' and Citizens for a Sound Economy. Corporate 
contributors include AReO Oil and Gas Co., Pepsico, Inc. and Proctor and Gamble • 

." 

NCPA's Other Issue Positions: NCPA advocates such positions as privatizing Social Security and 
some welfare programs, implementing school choice programs and market-based ·solutions· to . 
environmental problems. It strongly opposed President Clinton's health care reform plan. It also 
estimated high job losses as part of, Ross Perot's 1992 deficit reduction plan. 

'. 
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New Study Shows That Med~calSavings Accounts 

Are Actuarially Sound for Medicare . 


Washington, D.C. _. Under the Republican Medicar~ reform. plan. private 

insurers will be able to put money in persOilal accounts which the elderly can use to pay 

medical bills and they will get to keep money they don't spend, according to the National 

Center for Policy Analysis (NCPA). 

The NCPA has teamed with Milliman & Robertson, an actuarial consulting firml 
I 

to analyze the types of private-sector options the elderly will have. The study, released 

today on Capital Hill, says that: 

• 	 Medicare beneficiaries will be able to join a private plan that pays all 

expenses above $3,000. 

• 	 The private plan "Yill be able (O deposit as much as $2,10() in a 
personal Medical Savings Account (MSA) that beneficiaries can use to . 

pay expenses below the $3,000 deductible. 

. • 	 At the end of each year, the elderly will be able to withdraw unspent 

funds in their MSAs or anow the money':'to grow with interest to pay 

future medical bills. 

• 	 Beneficiaries will:be able to deposit into th~ir MSAmoney they now 

spend on supplemental "Medigap" insurance (about $1,200 a year) in 

order to eliminate any out-of-pocket exposure. 

• 	 They also will be able to use Medigap funds to buy additional 

coverdge for such items as prescription drugs. 

- more-

For more information: Gleim Mitchell or Windi Fuller 2.14/386-6272 
or Jail Faiks 202/638-4600 

Dalla~ Headquarters: 12(;55 N. Central Expy .. Suile 720· Dallas. TX 75243·1739 • 214-386·6272 • Pall: 214·3t\6·01J24 

Wa~hin!l!on Oftlce: 727 l'i!h St. N.W. 'ith Floor. Wa!;hinllto!l. DC 111iJ(I'i' 202.li2!ol..(i(i71 • Fax 202.('2){.1-.4.74 
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"This plan would giye the elderly genuine catastrophic protection, which they do 

not now have," said NCPAPresident lohn Goodman. "Under the current system~ about 

'418,500 Medicare beneficiaries experience out-of-pocket costs in excess of $5,000 every 

,year. In some cases these out-of·pocket costs bring .fh1ancial devastation and ruin." 

The elderly will also have other options. "The goal," said Goodman." is to let 

private firms experiment all:d innovate by repackaging 'Medicare and Medigap insurance 

coverage. The elderly would then be able to choose from among many options available 

,in the medical marketplace .. Some will undoubtedly choose to be members of HMOs 

, where important choices between health care and other uses of money would be made on 
I " 

their behalf. Others will prefer to manage more of [heir own health care dollars through 

Medical Savings Accounts," he said. 

, 
Whereas HMOs rely on managed care (restricting choices of doctors and access to 

certain diagnostic tests) to control costs, Medical Savings Account plans gi ve ~atients 

financial incentives to reduce spending. Goodman said, "Medical Savings Accounts give 

the elderly a financial self-interest in eliminating w~.te and inefficiency. That is because 

. they get to keep the dollars they don't spend out of their MSA." 

The study also concludes that the federal govemmentcan easily meet its budget 

goals for Medicare by, allowing the elderly to' have Medical Savings Accounts. 

Congress's budget resolution requires that projected Medicare spending be reduced by , 

$270 billion over the nextsevcn years. At least $235 billion can be saved through the 

MSA option alone. "We can reach the Congressional budget goals for Medicare and give 

beneficiaries more protection than 'they now have," ,Goodman said. 

Another NCPA study, using the National Center for Policy AnalysislFiscal 

Associates Health Care Model, predicts that widespread use of MSAs by the elderly 

would not only reduce health care spending under 'Medicare, but would also result in 

lower health care prices for the non-elderly. 

- more· 

For more information: Glenn Mitchell or Wind; Fuller 2141386.6272 
or jan .Faih 2021638.4600 
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The study, by NCPA Senior Fellows Gary and Aldona Robbins. finds that tbe 

Republican plan would nor only reduce Medicare ~pending but would also reduce all 

health care spending. Less spending by the elde!1y on health care would ease the 

pressure on all medical prices and the rate of increase in. health spending would slow. 

. 	 . ~ 

• 	 By the year 2005. Medicare spending would be 18 percent lower than 

currently projected spending. and total U.S. health care costs would be 

8.7 percent lowei. 

• While spending on health care would decrease by $186 billion, the 

output of other gOods and services would increase by $241 billion. 

I 

• 	 There would be: 367 •.000 more jobs than otherwise. and wages for 

American workers would have increased by almost one-half triUion 

dollars between t997 and 2ooS. 
I 

Medical Savings Accounts, which have been developed and refmed by the NCPA, 

are now used by hundreds of companies and municipalities in the United States. In the 

l03rd Congress, more than :240 membel'S from both parties were cosponsors of reform 

bills that included MSAs fo,l' the non-elderly. In this ,session, HOllse Ways aod Means 

Chairman Bill Archer (R-TX) is sponsoring an MSA reform bill for the non-elderly and 

there are severa] other bills in the House and Senate as well. 

##### 

The National Center for Policy Analysislis a public policy research institute founded in 

1983 and internationally known for its studies on public policy issues. The NCPA is 

headquartered in Dana.~. Texas. with an office in Washington, DC. 

For more in/ormadon: Glenn Mitchell or Windi Fuller 2141386·6272 
or Jan Faiks 2021638.4600 



12: 11 NO. 958 (;leiS• 

.... 


Office ofthe House Majority Leader 

For inunediateIelease- Contact: Michele Davis 
September 12, 1995 (202) 225-6007 

'Today, the National Center for P~licy Analysis released figures from Milliman and Robertson, a 
respected actuarial 'finn, detailing the cost savings availlible to seniors under a Medical Savings 
Account policy that private insurance firms could market under the Republican proposal to save 
Medicare. Majority Leader Dick Armey made the following statement: . 

"This study confinns what we aiways knew -- take the control out of 'Washington and 
give it to individuals and they ~ll always spend less and getmore. ' 

"I've been an advocate ofMedical Savings Accounts for years, because I believe 
individuals make better decisions than a centralized bureaucracy. Medical Savings Accounts .. 
will be an important part ofour, legislation to preserve and protect Medicare. We will give senior 
citizens control over their own h~alth care spending. Senior citizells are wiser than any 
government bureaucrat I know. and are ill a better position to make important medical decisions. 
A central tenet ofour Medicare reform is this: we trust older Americans enough to give them the 
power to use their Medicare dol1~rs ac; they see til to meet their retirement health care needs." 

### 
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Medical Savings Accounts for Medicare 


We have not yet studied the 'proposal in detail but based on what we have heard this 
,Medical Savings Account (MSA) proposal raises major concerns. 

It raises 'risks of cost increases or benefit reductions for those that want to 
stay in the traditio~ program. If healthier individuals opt for the MSA 
option, the traditional plan would over'time be left with sicker, more 
costly individuals. To cover,l:he extra cost, the gdverilIIlent either would 
have to spend more, traditional Medicare participants would have to 
contribute more to maintain cutrent benefits, or benet its would have to be 
decreased. 

It is difficult to design MSAs that allow choice over a long period of time. 
One way to address this issue is to lock people into an MSA for a long 
period, the result of which would be that many people would not have the 
coverage they need when they need it most. If Medicare participants are 
given the choice to switch back to the traditional plan when they need it 
most, costs could rise substantially. But any effective means to limit costs 
might severely limit choice in future yeats. 

It is essential that any proposal for medicare reform maintain benefits at reasonable 
costs for the most vulneraple members of our population. MSAs run the risks of 
raising costs for less healthy individuals and limiting choice. . . 
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October 3 I 1995 

President Bill Clinton 
1600 Pennsylvania Avenue, NW 
Washington DC 20500· . pv. 
Dear P::::e,:~::~ of organifationsderucated to expandin Ls to quality health 
Cal'e while containing costs, we were deeply trouble' 	 press that you lookby report;fn= 
favorably on the possibility of experimenting with edical .Savings AccountSlJ.v1.SA's) for 
Medicare beneficiaries. , 	 " 

I . 
./ 


, 

Republica.rl proposals beford both the House and the Senate would allow seniors to 
.opt out of traditional Medicare co~erage by electing. to buy a private' catastrophic Ilealth 
insurance policy and creating a ¥edical Savings Account to cover other health care 
expenses. We believe that MSA's ,Will lead to the demise of Medicare because: 

• 	 A disproportionate number 'of healthy seniors will select MSA's. In the 
extremely likely case :that risk adjustment efforts will be minimal, money will 
be drained 'from Medicare funds that are meant to cover the sick in order to 
cover MSA I S and catastrophic policies for the healthy. Participants will even 
be allowed to withd~w funds for non~health pUIposes. 

, , 

• 	 :nus diversion of funds to ,the healthy will drive up costs in the traditional 
Medicare program by an estimated ,21 percent in the seventh yearl

. 

I . 	 , 

• 	 The increase in costS! for traditional fee-for-service plans will lead ,to "look
back" payment reductions to fee-for-service providers, leading to an exodus of 
fee-for-service providers and continued selection of the next healthiest tier of 
seniors into MSA's. !This cycle could ultimately lead to the demise of the 
Medicare. system. ' , 

\ 	 .: "" 
lThe actu'al increase could pe much higher, depending on the final details of the 

'program design. The 21 percent ~stimate is based on assumptions and analysis by Jack 
Rodgers, Price Waterhouse LLP and James W. Mays: Actuarial Research Corporn.tion~ 
"Medical Savings Accounts for Medicare Beneficiaries," prepared for The Uenry J. Kaiser 
Family Foundation, August 1995, Table 2. 

http:Republica.rl
http:AccountSlJ.v1
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• 	 If efforts are made~ adjust for risks, they will irievimbly lead, toa new 
bureaucratic administrative system to .adjust for ,individ~~ seniors i health 

, 	 status. It will be extfemely difficult, if not impossible, to~nstruct a "fair" 
payment system,sinc~ individuals with different behavior such as exercise, 
di~t, and smoking ha~its will all have differing views on fairness. It will be 
almost impossible to tpatch Medicare I s excellent record of low administrative 
costs. ' i' 

i , , , 
! 

As you know) the battles ~o' preserve funding for the Medicare and Medicaid 
programs will be intense. We Pfan ,to fight the disastrous cuts that are now und~r 
consideration in' Congress. We respectfully request that you do all in your power to defeat, 
proposals 'that threaten to sabotage! the long-term viability,of the Medicare 'program. We 
believe the ill-conceiVed idea of M~dical Savings' Accounts is such as proposaL 

I 
1 

~incerely, 
i 

Christine Lubinski Sandy:Harding 
'AIDS Adion National Association of Social WorkerS 

Jeff Jacobs Dr.: Martha :Sotomayor 

American J;\lblic Health Association N~tional Hispanic'Counell on Aging 


, Bob Griss Shehey'Moskowi~ 
Center on Dis'a~ility & Health Neighbor to Neighbor 

Nancy Chupp 
. 

, r 

i 

[ 
Kathy Thorntoh 


Church Women' United .. NETWORK: 

. . 

'A National Catholi~ Social 

Cathy' Hurwit, Justice Lobby 

Citizen Acticm 


. Bob Njcholas 

Mern Horan ,: Teamsters , 

Consumer Federation of America 


Evelyn Dubrow 

G,ail Shearer UNITE 

Consumers Union (Union of Needletrade, 


Industrial, and Textile Employees) 
. William H. Bywater 
,International Union of Electric,. Patrick Conover 
Electrical, Salaried, Machine . United Church'of Christ, ' 

& Furniture Workers i 

I 

OfrlCe for Church in Society

I 

AFL-CIO 	 ; 

/ 
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KASSEBAUM-KENr.;EDY HEALTH REFORM LEGISLAtiON 

. I 
,Background: 

I 

On April 23rd, the Senate passed (by a 100 to 0 vote) an amended version of the 
Kassebaum-Kennedy insurance reform bill. The previous week, every Democratic 
Senator joined with five Republican I Senators to ·support an amendment (in a 52-46 vote) . 

I . . . .. 	 . 

to strike Medical Savings Accounts (MSAs) from a Dole Amendment to the legislation. (The 
Republicans that supported the' amendment were Senators' Bond, Gorton, Chafee, Kassebaum, 

. and Hatfield). This was played by the media and the Democrats as a stinging defeat for 
Senator Dole. ' 

As of May 15th, the conferees for the Senate-House conference had not been selected 
because Senator Kennedy has' conti~ued to object to the Members Senator Dole planned to 

.-...- .....- ... ~··· ..	appoint·to the Committee. In an alIllost unprecedented move, the Majority Leader attempted' 
to stack the conference with Members friendly to the House MSA provision. (He was not at 
all subtle in picking Members who normally would not be on the conference and bypassing 
those who would have.) 

i 
Kassebaum-Kennedy Insurance Reforms 

, 
l 

The underlying Kassebaum-Kennedy insurance reform provisions address some of the major 
problems in today's insurance market. According to the General Accounting Office, it would 
benefit as many' as 25 million Amer~cans. Like the President's balanced budget proposal, this 
legislation provides for: 

. 	 ~ ~ i. ' . 
• 	 Guaranteed Access. Insurer~would be required to offer health plan co'{erage to all 

. groups, regardless of the hea~th status of any member of the group. In addition, 
employees could not be denied group coverage based on their health status. 

, 	 Guaranteed Renewal. Insurers would be required to renew Coverage to groups and. 
individuals as long as the premiums are paid and employers could not have their 
coverage terminated if their workers incur large medical costs. 

I. 

I 

• 	 Limits oil Imposition of Pre'-existing Condition Exclusions. Insurers 
could not impose pre....:existing conditions for people who have switched jobs and 
have maintained coverage for: longer than 12 months. (They could not impose a 
pre-existing condition for longer than 12 months for those who have not had . 
continuous coverage.) , 

• 	 Increased Access to Individual Policies. Individuals with, previous coverage would 
have access to the individual health insurance market (if certain' conditions are met.) 

I 	 . 

• 	 Promotion of Purchasing Cooperatives. States would be given assistance to help 
certify and encourage the development of purchasing cooperatives to help small 
businesses gain leverage in b~ying more affordable and acCessible health insurance. 
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Senate Amendments to Kassebaum..lKennedy 
" ' .: 	 ' , ' . I' r ' , 

The Senate defeat of the MSA amendment covered up some significant additions to the 
underlying insurance refoni1 bill. They inCluded: 

(1) Expansion of the self-etrlployed tax deduction to 80 percent over 10 years (the 
President's balanced budget has a phase-into 50 percent, as does the House-passed 
version of Kassebaum-Kennedy); 

I 

(2) Clarification that tax trea~ment of private long-term care policies should be the 
same as traditional health insurance (the President's balanced budget does not have this 
provision, but the President advocated for a similar provision in the Health Security 
Act; the House-passed bill h~ a similar provision); . 

I 

(3) Strengthening of Medicare fraud and abuse prevention/enforcement (the President's 
balanced budget has a similar provision, as does the House-passed insurance reform' 
bill -- although it is flawed ~s it, in some cases, weakens enforcement); and 

I 

(4) the Prohibition of health plans from imposing limits or caps on mental health 
services if similar limitations:are not imposed on coverage for other conditions (the 
President's balanced budget dOes not allow plans to discriminat.e by <;iisease category, 
but does allow plans to ,have ;differential coverage limits; the House~passed' ins~rance 
reform bill has neither the President's nor the Senate-passed provisions.) This last 
item was sponsored by Senator Domenici and Senator Wellstone and won by a 
surprisingl y large: 65-33 mar~in. 

I . 

Outstanding Issues Going Into Conference: The House-passed bill has at least 5 major 
provisions that are extremely probletpatic. They were well aware that we had grave 
concerns about them, but they weI1t ahead and included (1) Medical Savings Accounts, 
(2) Caps on punitive'and non-econoinic medical malpractice awards, (3) tbe.deregulation 
2f state oversight over MEWAs --I Multiple Employer Welfare Arrangements -- that 
the Governors, the Insurance Commissioners, the consumer groups, the insurers and many 
providers believe will severely undermine the insurance market by providing for' an under
regulated environment in which healthy employees/employers can be selected away from 
unhealthy populations, (4) the elimin~tion of the prohibition against insurers selling Medigap 
policies that duplicate benefits that ~neficiaries already receive through their Medicare 
coyerage, and (5) the weakening of 'frtain Medicare fraud and abuse' enforcement provisions. 

The Senate-passed bill does not include the, firstfotir provisions and improved on the 
problematic fraud and abuse provisions. We believe that we can and should work out some 
of the minor concerns -we have with ~he Senate prOVisions (mostly relating to the long':"'term 
care tax clarifications and the fraud and abuse provisions). However, 'the real fight will be on 
the House.,-passed'provisions. The bosiness community might help us fight the House-passed, 

I 	 ' 

controversial provisions. However, they will also be focusing their guns on the 
DomenicilWellstone mental health parity provision. (They believe it is huge, new Federal 

, mandate.) 	 , 

, 	 I , 
May 20,1996 
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Concerns H'itll ~1edical Savings Accounts crvfSAs) 
. and with the Specific Proposal Passed by t.he House 

Summary 
I 

• 	 Medical Savings Accounts (MSAs) have great potential to have detrimental.effects on the 

health insurance market, are iunli~ely to achieve the goals of proponents, have significant 

potential to be expensive, arid are inconsistent with the desire to simplify the taX code. 

By encouraging healthy individuals to leave traditional insurance pools, MSAs could 

penalize individuals who are: less healthy as well as individuals who cannot risk or afford 

the MSA option by raising: their health insurance premiums. There is no objective 

evidence that MSAs would be successful in either expanding coverage or significantly
, 	 . 

containing costs. In addition, as currently structured, MSAs have no requirements that 
assure that the li'mited, ~tastrophic insurance coverage they would provide is 
meaningful. Moreover, their large deductible would undermine the desirable utilization 
of potentially cost-effective preventive health care. And,while the Joint Committee on 
Taxation (JCT) estimates that MSAs would lose $1.8 billion in revenue over six years 
(1997-2002), the loss woul~ be much more if participation is more in line with what 
proponents claim it wlll be. : Finally, because MSAs would complicate the tax code and 
create new administrative b~rdens, they are wholly inconsistent with the current desire 
for tax simplification. 1 

I 	 .;, 

Concerns 
I 

• 	 Advene selection. By providing a tax incentive for the purchase of catastrophic 

insurance, as opposed to t.dt.ditional coverage, MSAs would further encourage healthy 

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

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

escalate. This segregation 9f the more healthy from the less healthy -. with a tax break 

for the healthier -- would llot promote sound 'health policy. Those most in need of 

coverage would have the ]~t access to it 


Less heaithy: individuals could end up paying more; As a consequence,. 
some could l~se insurance coverage. 

The ab.senee;of an effective workable risk adjustment mechanism makes 
it more likely that there will be serious adverse selection problems. 

• 	 lm1ividuals could game t~e system. While catastrophic coverage could potentially 

encourage cost containment by requiring 'higher de.ductibles, individuals could establish 

an MSA during their young healthy years, and drop their high-deductible coverage -

switching to a 1T,l0re traditional plan -- during their high-cost years. After doing so, they 

could still,keep their MSA;and continue earning tax-free build-up to pay for additional 

health benefits, long-term ¢are, or retirement on a tax-preferred basis. . 
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Allowing individuals to switch plans enables individuals to game the" 
system. 

AllQwing indiViduals to keep their MSA accounts when they opt back into 
a comprehensive plan rewards gaming. 

I 
o 	 MSAs are untested:c. MSAs could have substantial negative effects on the health 

insurance market and on ind:ividuals, especially those with poor health. 

MSAs 	as defined in the proposal are untested and objective researchers 
(e.g. the American Academy of Actuaries) are concerned about potential 
effects. Data: from existing MSA plans has not been made available for 
review. 

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

I 

• 	 Tax benefit for the healthy ~nd Wealthy." MSAs would enable more individuals .to pay 
out-or-pocket medical exper:ases on a tax-preferred basis. MSAs would also permit 
individuals with low medical expenses,or substantial financial resources to save $2,000 
a year (or $4,000 for a fa~ly) on a tax-free basis.

I . 
There are no income limits in the proposal. Tax benefits would be much 
greater for h,igh-income pirtidpants than for low-income groups for 
several reasons. Within any age group, high-income individuals are more 
likely to partiCipate than low-income individuals. High-income individuals 
tend to save ;more than low-income individuals. Finally, high-income 
individuals are in higher income tax brackets than low-income individuals. 

, , 	 . 

Individuals who wished to maximize tax~favored savings would be free to 
pay their medical expenses out of their other funds, and essentially let the 
MSA serve flS an additional IRA without income limits. Healthy 
individuals ~yreceive windfalls at the expense of less healthy individuals 

" to finance these additional savings accounts .. 

For healthy individuals, assets in MSA accounts could accumulate to 
substantial SlIr;nS. These amounts could well exceed amounts necessary for 
health care. " 

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

I· 
I
", 

I 

. i 

I' 
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Tile 10 percent penalty On nonmedical withdrawals from MSAs would not 
be high enough to recapture MSA tax preferences in many cases. , 

Allowing peQaltY-free nonmedical withdrawals at age 59 112 could 
encourage individuals to spend their MsAsavings on non-health-care 
consumer godds when their health expenses are likely to be growing and 
they are not y,et eligible for Medicare (at age 65). 

• 	 Social Security and Medicdre taxes. Employers that currently do not provide health 
insurance could provide extremely minimal health insurance and establish MSAs for their 
employees. As a result, employers and employees could avoid Social Security and 
Medicare taxes on employer contributions altogether. 

Although contributions to 401(k) retirement accounts receive tax· 
preferences for income tax purposes, these contributions are included in 
taxable wages for Social Security and Medicare purposes. 

MSAs 	 could! reduce the Social .Security and Medicare wage base, 
especially for: low-income workers. 

• 	 Underinines health insumnce protection and preventive care. The proposal could 
reduce the amount of health insurance protection for individuals, as well as the 
effectiveness of their care. 

Without ollt-of-pocket limits and a specified set of benefits for the 
catastrophic coverage, individuals may not have meaningful insurance 
protection. 1Jleseindividuals may not be able to pay their health expenses 
in the event bf a major illn.ess:, leaving. hospitals, Medicaid and other 
individuals ati risk for paying the bilL 

Because employers are likely to contribute less than the increase in the . 
. deductible, employees would be at risk for larger out-of.:.pocket costs in 
MSAs compared to C?urrent plans. According to the American Academy 
of Actuaries, :the amount of out-of-pocket exposure can be high, especially 
if employees are given choice. 

I 
I 

MSAs may discourage effective preventive care~ The high deductible 
coverage associated with MSAs may lead to delayed care and under
utilization of ;routine and preventive health care services. 

I 	 . " 

Undermines targeted health spendinc.... Under the proposal, individuals would be free 
to wit.hdraw'MSA funds tax·free to pay for less critical health care items that are not 
covered by their catastrophic insurance .. 

, 
MSAs would discourage cost containment by enahling more employees, 
self-employeq individuals a.nd others to pay for these types of out-of
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pocket expenses with tax-preferred dollars. As a result, MSAs favor high
deductible plans over low-deductible plans in· these circumstances. 

Using MSA funds for less critical.care would deplete the funds set aside 
for health ca.J. If individuals later experienced more serious health ('.are 
problems, they would lack funds to pay the high deductible for more 
critical care. 

Although MSA funds could not be used to pay for catastrophic premiums 
on a tax-preferred basis, MSA funds could be used on a tax-preferred

I . 

basis to pay ;for long-term care insurance premiums. As a result, 
premiums receive unequal treatment even though a policy goal of the bill 
is to treat long-term care in an equal manner to medical care. . .. 

• 	 Q1!:estionahle effect on cost ~ontginment. Although a high deductible could potentially 
encourage consumers to be' more cost conscious, high deductibles and MSAs could 
increase costs in other ways.: 

I.• i 	

IMSAs divert participation from managed care. Capitated plans and other l 
managed care c1rra.ngements hold the promise of coordinated, quality-tested 

I. 
1. 

care and cost efficiency not provided through MSAs. , 

, . 
Allowing MSA funds to be used ona tax-preferred basis to cover medical 
expenses of fatnily members, who are not covered by the high-deductible 
plan and who :Could be covered ·by a low-deductible plan, reduces CQst 
consciousness 'and could result in increased medical expenses for these 
individuals. . 

Allowing the ¥SA owner to be covered by other specialized coverage 
plans that are flot subject to the high deductible ·would reduce the effect 
of a high dedu~tible on cost containment. 

Inconsistent with tax simplification and dif!icult.to administe.!.:., MSAs would constitute 
a major step away from tax slmplificatiofl . The addition of this new arrangement under 
the tax code would add complexity for taxpayers and the IRS, and could lead to a risk 
of significant noncompliance., 

. I 

I 

lnconsistent with the thrust of the biU. MSAs are in'consistent with the basic policy of 
the larger bilL which is directed toward broadening risk pools. 

May 22, 1996 
, 

. 	, 
I 
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PROPOSED COMPROMISE' 

1) Senate-passed bill wit~ a compromise on Mental Health. parity 
provision .. 

2) MSA compromise '. one· of the following 2 options: 

Option #1 

--Demonstration with rigorous experimental design. data requirements, 
. and sunset that will provide a fair test of MSAs . . I . 

. I 

··Demonstration could include separate measurement of the program's 
impact on individual, small business, and large employer market 

. I ' 

--Participation in the demonstration limited to the 'minimum number of 
people necessary to provi~e an adequate test of the MSA concept, including 
such issues as: 

o adverse selection! . ! 

o participation by income category 
l 

o impact on cost of conventional policies 

·0 impact on overall: health care costs 

o impact on utilization, of preventive services 
i , 

--Companies authorized t~ self MSA policies consistent with the 
experimental design, based 'on an RFP. 

--Program could be admini~tered· by HHS ora private contractor in 
cooperation with Treasury,_ 'I 

Option #2 
, I 

--Time-limited demonstratidn to sell MSA policies in a small number of 
I 

. , 
! . 
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states or geographic areas. 


--Strong evaluation component to determine whether MSAs achieve their 

I 


objectives or result in pr~blems feared by the opponents. 

I 

I 


. , 

, . 
i 
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HEALTH INSURANCE BILL • ADDITIONAL PROPOSAL I . . 

1) Senate-passed bill with ~a compromise on Mental Health parity 

provision. 


2) New MSA compromise option 
I 
1 

OPTION #3 

, I 

-·MSAs could be offered through health insurance purchasing cooperatives 
offered under the bill. 

--Cooperatives offering MsAs would be required to: 

o Offer a -choice of at least one standard insurance policy 

o Utilize a risk-adjustment mechanism between standard and MSA 
policies 

•..MSA pOlicies offered would be required to limit allowable ~eductjbles, 
eg. , to $1,500 per individual or $3,000 to family and not could not require 

I 

addtional co-payments after deductible was reached 

--Five year sunset with evaluation to be conducted by HHS or other 
appropriate body. Participating insurers and coops would be required to 
provide data needed for ev~luation.· . 
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NAIC's Compendium of State Laws on Insurance Topics December, 1995 

Mandated Benefits--Summary 

FEHBP 
benefits 
offered 

\ Number of States Mandating Benefits 

\

Mandated 
Benefit 

: 

Mandated 
Coverage 

Mandated 
OlTering 

Mandated 
Coverage 
Limited· 

Mandated 
Offering 
Limited* 

Yes Cancer testsl , 41 3 1 1 

Yes Congenital 
Defects2 , 

6 1 0 0 

yes Health Examsl 
' 
I 

16 5 4 0 

NO Infertility : 

Treatment 
6 1 5 1 

yes Maternity l 6 1 2 1 

yes 
, 

Mental Illness4 
, 
I 4 4 10 13 

yes Phenylketonuria: 
(PKU) I 

8 1 3 0 

yes Prosthesis, etc.s 
I 8 2 0 0 

yes 
t 

TMJ i 
, 

Substance 
Abuse' 

11 3 0 0 

yes 9 2 12 10 

NOTE: Mandated covcrnge requires that insurc::rs must include benefit in the policy or c:ettificare. 
Mandated offerings must be offered. to subscribers, usually at an additional cost. Some of these requirements only 
apply to certain types of plans. such, as HMOs. These are noted in the 2 righthand columns . 

., 10 Certain types of Policies 

I In state mandated benefits. cancer screening refers to mammograms. pap smears and in 2 instanc~. prostate 'cancer. 

FEHB screenings include those and in ad(fition include coronary artery disease. and colorectal e3ncer screening. 

2 All of the states that mandar.e congential defects define it as cleft palate. FEHB defines it more broadly. to include 

proturding ear deformitie$, birthmarlc.s. webbed fingers or toes and others that "are a significant deviation from the 

common form or norm". 

~ Health exams includ~well baby care. FEHB benefits exceed those mandated by all staleS, as it covers individuals 

~p to age 22, where as m~t StaleS only mimdare coverage up to 5-12 yrs. . 


The mental health mandated benefit in GA. LA. ME. NH. OR. RI. IX appears to ex.ceed that of PEH8. FEHB 
limits menral health. hospitalization to l00dayslyr. with $150 co-pay per My. The states listed have parity laws for 
mental health. although NH. ME limit parity to "biologically based" illnesses such as bipolar. schizophrenia, and 
major depression. .. I .. 

S This includes recotlStrI.lctive surgery after 1ll8Stectomy. . 

6 In most States, the mandated benefit is for alcohol only. NJ & IX mandate coverage to same levels as other ilJn~5. 


FEHB limits inpatient care for alcohol and ~ubstance abuse to (·28 day max.imum trelItment program per life time. 

, i 
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DETEr{MINED TO BE AN 

ADMINISTRATIVE MARKING 

INITIALS: /JT DATE: ,·1.3'05 

Recommended changes to Senate purchasing cooperative section 

Replace Sec 131 (3) • Interstate Cooperatives in Senate bill with: 

Sec. 131 (3) - Multi-state Coop6ativcs -

a. General '-- For pwposes oftbls section, a multi-state cooperative shall be'certified by the 
Secretary upon demonstration to the Secretary (in such fonn and manner as shall be prescribed in 
regulations ofthe Secretary) that -

(1) such qualified heaIthiplan purchasing cooperative operates in a majority of the 50 
states and in at least 2 ofthe regions ofthe United States, 

(ii) the cooperativ~ covers at least 100,000 participants and beneficiaries in each region it 
operates and, , , 

.(iii) the cooperative covers at least 5,000[ too high for small states like VT - would a 
percentage be better? What? Goal is to have a significant presence in the state.] 
participants and beneficianes in each State that it operates and, 

! 

(iv) the cooperative sells;to substantially diverse types of employers and, 
I ' 

(v) the certified cooperative does not exclude from membership any employer, in any 
State in which it operates, which meets ,the cooperative membership size maximum. 

b. Enforcement - The SecretarY shall make a detennination ofwhether such group meets the 
requirements ofthis section in a ti.mely fashion. The Secretary shall inform each State, in which 
the cooperative operates, of fedetal ~fication within 90 days. 

c. Definitions-- The term 'region' means any ofthe following regions: 

(I) The East Region, includes the States of Maine, New Hampshire" Vermont, 
New York, Massafhusetts, Rhode Island. Connecticm., New Jersey, Pennsylvania, 
Delaware, Marylap.d, West Virginia, Ohio and the District of Columbia. 

(ii) The Southeast Region, includes the States ofTexas~ Arkansas, Louisian~ 
Mississippi, Alabama, Georgia, Florida, South Carolina, North Carolina, Virginia, 
and Tennessee. I 

(iii) The Midwest ~egion. includes the States of Montana, South Dakota, North 
Dakota, Nebraska; Kansas, Oklahoma, Minnesota, Io~ Missouri, Wisconsin, 
Michigan. Illinois,: and Indiana. 

(iv) The West Region! includes the States ofOregon, Washington, Idaho, Nevada, 
California, New Mexico. Arizona. Wyoming, Hawaii. Alaska, Colorado~ andUtah. 
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I 

Add Section (g) (2)(E) MULTI-STATE COOPERATIVE EXCEPTION 

(1) Limited Preemption of State Mandated Benefits Laws --. 
i 

(A) In General~- A heaith plan issued through a certified multi-state cooperative must 
offer, at a minimum, (I) a benefit package equivalent to the actuarial value of the FEHBP 
standard Blue Cross option and (ii) specific treatment services that are required in the 

, 
majority of the States. : 

' 

(1) Initial Benefit Plan ~sign Requirements for Multi-State Cooperatives-- Small 
group reform alternative benefit options enacted by any State within 2 years after 
enactment of this legislation, in which the multi-state cooperative does business, 
must be considered by the multi-state cooperative when designing the initial 
benefits plan o~ered by health plan issuers for that multi-state cooperative. 

(2) Delayed Eff~ctive Date ofSubsequent Enactment of State Alternative Benefit 
Plans or Amen~ents to Existing State Alterative Benefit Plans for Small Group 
Employers -- A multi-state cooperative must amend the benefit plans offered by . 
health plan issuers of the cooperative to reflect modifications to laws authorizing 
the issuance of~temative benefit options to small employers, in each State the 
cooperative oper~tes. every 3 years. 

(ii) Cooperatives with J;mployer Membership Levels Set Above a States Small Group 
Reform Requirements i 

(A) Limited Preemption ofState Rating Laws - When the majority ofa 
cooperative's employer membership, in each State in which it operates, consists 
ofemployers that are not within the States small group reform rating laws and the 
cooperative sells to individuals, that State retains the option in determining if the 
State's small group rating law shall apply_ 

(B) The Secreta.rY shall, in such form and manner prescribe in regulations, rating 
requirements for health plan issuers in the multi-state cooperative that ensures: 

(I) a health plan issuer may reduce premium rates negotiated with a multi
state purcbasing cooperative to reflect savings derived from administrative 
costs, mar~eting costs, profit margins, economies ofscale, or other factors, 
except that any such reductions in premium rates may not be based on the 
health status, demographic factors, industry type. duration, or other 
indicators ofhea1th risk of the individual members of the cooperative . 

. i , 

http:Secreta.rY
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NEW SECTION: Federal Certification for Existing Multistate Bona-Fide Association Plans 
Sec. 131 (4) 

(a) CERTIFYING AUTHORIty 

(1) Multistate Bona-Fide Association Self-Funded Plans -For purposes ofthis Act, the 
I , 

Secretary shall be the aRpropriate certifying authority with respect to a bona fide 
association plan which i~ a multistate self-funded health plan. 

(b) CAPITAL REQtnREMENTS 
, 

(1) In General -- The solvency requirements established under paragraph (2) shall, on and 
after the effective date of such regulations, apply to a plan described in Sec( ). 

I' 

(2) Solvency Requirem~nts -

(A) In General-; Except as provided in subparagraph (B), the requirements under 
this paragraph shall be any of the following standards developed by the NAlC 
within 9 months of the date ofenactment of this Act: 

(;1) Solvency standards for bona fide association plans ensure that benefits 
under su~h plan be provided in full when due. 
(ii) Rules: for monitoring and enforcement compliance with such standards 

(B) Failure to A40ptAdequate Standards w" If-

(I) the NAIC does not adopt standards described in subparagraph (A) 
. within th~ required time period, or 

(ii) the Secretary detennines, within 30 days ofadoption by the NAIC, that 
the NAIC's standards are not adequate, 

t 

the Secretary shall establish such standards not later than 15 months after the date 
ofenactment of this Act and such standards shall constitute the requirements 
under, this paragr~ph.. 

(.C) Proof ofInv~luntary Plan Termination Policy 

(.I) In General -- The associatio,n sponsor shall submit to the Secretary 
Evidence of the existence of a plan involuntary termination policy. Such 
termination policy --

(a) shall be submitted on an annual basis, 
(b) shall be issued by 

(I) a State licensed insurer;'or 

(Ii) a United States domiciled State licensed captive insurer,. 
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as determined in regulation promulgated by the Secref.aIy; 

(.c) shall provide each participant or beneficiary 90 days of 
Coverage beyond the date ofplan termination; and 
(d) shall provide for all outstanding benefit payments covered 
under the plan. 

(li) Issuance - The requirements ofparagraph (1) may be met through surety 
bonds, letters ofcredit, or other appropriate security to the extent provided in 
regulations issued by the Secretary. 

(iii) Coverage-:For pUIposes of this paragraph () the term 'coverage' means 
coverage for th~ same benefits as described in the latest summary plan document. 

, 
I 

(d) Availability - A bona fide association plan may only include in coverage any 
. business or individual who is a member ofthe association establishing or maintaining the 
. plan, an employee of such member, or a spouse or dependent ofeither. 

(1) Each association employer member shall be treated as maintaining an 
employee welfare benefit plan on behalfof the plan participants and beneficiaries 
under the certifi;ed multistate bona fide association self-funded health plan. 

Sec. 131 (5) Existing Mu1tis~ Bona Fide Association Self-Funded Health Plan Defined 

(a) In General-- The t~ "multistate bona fide association self':funded health plan" 
means a health plan which •• 

(I) is (or is a cohtinuation of) an existing plan, 
(2) is established or maintained by a bona fide association, and 
(3) has been in operation continuously since its establishment 

. I 
(b) Existing Plan -. For purposes ofthis section-

(1) In General -;A health plan is an existing plan if-

(A) on May I, 1996, the plan was a self-funded health plan which on and 
after the date ofenactment of this Act, the plan covers . at least 500 lives 
for a period ofnot less than 3 years. 

(2) Disqualification ofCertain Arrangements -- A health plan shall not be treated 
as meeting the requirements ofparagraph (l)(A) ifa State demonstrates that-

i . 
I 

(A) fraudulent or material misrepresentations have been made by the 
sponsor in the application, 
(B) the a!rangemerit that is the subject of the application, on its face. fails 
to meet the requirements for a complete application., or 
(.C) a fi4ancial impairment exists with respect to the applicant that is 
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I 

sufficient to demonstrate the applicant's inability to continue its 
operatiqns. 

I 
I 

(.c) Multistate Bona Fi~e Association Defined --For purposes of this section, the teon 
"bona fide association"i means organization with respect to ~hlch the following I 

requirements are met:'.J . 

(l) the sponsor 6fthe association is and has been (together with its immediate 
predecessor, ifany) for a continuous period dUring the 5 year period ending May 
1, 1996. . ! . . ' 

(2) isorganizediand maintained in good faith by a trade association, an industry 
association, a pr,ofessional association, or public entity association, for . 
substantial purp?ses other than that ofobtaining or providing a health plan. 

I 
I 

(3) is established as a permanent entity which receives active support of its 
members' 

(4) has a constitution, bylaws. or other similar governing document which 
specifically statJs its pt.lIpose and provides for periodic meetings on at least an 
annual basis, I 

I 

. (5) the associati6n collects dues or contributions from its members on a periodic. 
basis, without conditioning such dues or contributions on the basis of health status 

I . 
ofthe employee~ ofsuch members or the dependents ofsuch employees or on the . 
basis ofparticip~tion in a group health. plan. 

! . 

Enforcement Provisions (see Sec. 167 HR 3103)
I . 

, I 

. '. I . 

Cooperation Between Federal ~d State Authorittes (see Sec 168 HR 3103) 
i . 
1 

Filing and Disclosure (see Sec 1,69,170 HR 3103) 

! . 

I 
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, MEMORANDUM TO TIlE PREsIDENT , 
, . 01-0 ';ftG"i2- Q ~rr 

FROM: Carol Rasco and Chris lenningS -, " 

SUBJECI': lames Glass~an's Medical Savings Account Op Ed Piece 

I 


You asked how we would respond to the lames Glassman Medical Savings Account (MSA) 
Op Ed in the Washington Post. This memo responds to the flawed, if not completely 
inaccurate, claims Mr. Glassman makes in his article. . 	 , , 


I 


Glassman Claim: MSAs Promo~e 'Cost-O;mtainment. Glassman states that MS~ and 
their highdeductibles will make f~milies smarter health care consumers. He cites the " 
respected RAND Corporation's 1974-82 study on the removal of first-dollar coverage and its 
effectiveness on cost containment to conclude' that "wise shopping -:- and' judicious use -'- ' 
should have the effect of limiting increases in health' care, costs overall." '" ' 

, 

Response: There is NO evidence Ithat MSAs would produce any more cost constraint th(l)l 
what today's m<IIket is 'achieving through managed Care' and now prevalent non-first-dollar 
benefit packages.' In fact, in a study that will be' releastXt in lAMA in a few days, RAND 
concludes that ¥SAs would have absolutely no demonstrable impact on cost containment. 
This finding, which is based on an elaborate model of the impact of MSAs on the insurance ' ' 
market, is devastating to the advocfates of MSAs, particularly since it will come from RAND. 
(It is important to note that the stu,dy, which cannot be cited publiCly until it is published, also 
concludes that the damaging effects· of MSAs on the ~surance market have been overstated.) 

Glassman Claim: Em.pioyers Will Foot the Cost of the Deductible. 
, , 'I 

Glassman says that with MSAs, "~our employer puts $2,000 into an account in your name... ' 
In effect, you're spending your own money on health care -- with the kinds of beneficial 
results that the Rand study predictS."' ' 

, 	 . ; 

Response: There is absolutely no! requirement th~t employers will giveback to employees all 
or any of whatever they are saving through the reduced cost of a catastrophic benefit package. 
Even if one makes the eeonomica1,ly valid assumption that employers will maintain their' . 

" current health care contributions artd give back the premium savings to their employees, both 
the American Academy of Actuaries and the Urban Institute have reported that it is 
impossible for savings from a,hig4 deductible premium tp come close to being sufficient to 
fill the hole left by the deductible.! (This is based on a well known insurance principle that· 
reflects the fact, that mos~ health care costs' are, produced by a few, very high~cost ' ' 
consumers.) , 
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POSSIBLE MSA COMPROMISE 
! • 

1. Orderly Phase~ln ofMedj~a! Savings Accounts. Medical Savings Accounts (MSAs) 

would be available initially to employees in employer;.sponsored high deductible plans if the 

employer has 50 employees or fe~er. including the self-employed. MSAs would automatically ~',. ' 

be extended to,employers with more than 50 empioyees,(on January 1,2000, unless Congress ~d.ua.. 


acts to delay direpeal the expa~siQn. Expedited,procedures would apply to ensure that this 

measure ,to repeal or delay the expansion was considered and voted-upon in the House and r 


'.--~--.--.-~senate~~~~~IY heext.m!1ldto lD~dQ.1S ~teY","~II"-I, . ... 

. ~~.J;=~:~~=, a:.8~'l:~ ls~~~ ~t2.S ~ \~e c..-...ptOt...F'\ ~, ~.".l-b). 
Rationale: This approach would targetMSAs to that portion of the employer market 

, where costs are highest and access is m.ost difftcult. Ther:efore. it would provide 
, addi~ional cove~ge options for small employers and allow for a mOre appro,prititeand fair 

evaluation of the potentiaL advantages and disadvantages ofMSAs before extending them 
to the majority of the market. Employees who'work for small employers represent 
approximately 28 percent of those covered by employer-sponsored 'health plans. 

Minimal Consumer 'Protections. MSAs offered in connection with ernployer.sponsored 
high deductible plans would comply with minimal consumer protection sta..,dards as a condition 
of deductibility·- similar 'to requirements cOJltained in the bill for deductibility of long-:term care 
insurance. First, MSA plans,'would be required to disclose information about cost-sharing,' 
requirements, deductihles, a~d limitatiolls on coverage, if any, under the plan. This 
requirement is consistem with ger;teral disclosure requirements for small employers already in the 
bill's portability section and would provide small employers wi~h basic information they need to , 

I . . ' 

decide whether to purchase anM$A for their employees. Second, MSA plans could have a 
maximum deductible of$5,000 for individu~!s and $7,500 for family coverage [the RAND 
study, recently published in the l2.umal of the American Medical AssociatiQQ foUnd thaI adverse 
selection problems are minimized significantly with tower, deductiblelevels;Thitd, cbst-sharing

.sc%- would be no more than~ percent of the allowed amount for any given sel"Vice under MSA 
) I.) V'. it-+ plans. Because there are no cost-sharing limits under the HouseMSA proposal, individuals 
\;.." 5" could face substantial payments for medical cover,age under a ta:x:~preferred MSA even after they 
,",,~'~) meet.o.r,.excee~ the plan's deducti:ble. Finally, States could impose requirements beyond these 
..J 

, minimal standards, and the NArC would be directed to devdop niodelstandards that the States 
could adopt voluntarily. ' , , ' 

I" 
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3. Study On Adverse SelectiotLby IndeRenderit Qrganization.. Indetetmining whether to 
make adjustments and expand the MSA program, Congress would be aided by a study iegarding 
the effectsofMSAs on adverse ~election. .The Chairman of the H.ouseWays and Means . 
Committee and the Senate Finance Committee would request .ate t'cI~rl\eaden!, of ~ . 
AQt.'Ii~i') Q~d:!:er independent organizationJ"'io prepare a study regarding the effects of MSAs in 
thesrnall group market on adve~e selection, pealth costs, use of preventive c~ andcon~mer. 
choice. This study will be submitted to such Chairman by January 1; 1999.' .. 

.... ====t , 	 . 

4. . Tax ~Structure Chang~s. Strocture and tax changes would. be included, as agreed to 

by Chainnen of House Ways and Means and Senate Finance Committees. Under these 

proposals: (1) the exemption troin the estate tax would be deleted; MSAs would be subject to. 


·estate tax under rules similar to individual retiremellr accowltS (i.e., if the beneficiary is not the 
decedent's spouse, the MSA accOunt balance-would be includible in the taxable estate, and an 
income tax deduction would be <i!lowedforesta.te taX paid With respect to the MSA); (2) tJ'te 

· additional tax on withdrawals fot nonmedical purposes would be increased· from 10 percent to 15 
I. 	 . 

percent; (3) penalty-free withdraWals for·nonmedical purposes. could be made after age 65 . 
(instead of after age59 Yz; (4) in any year.in. which a contribution is.made by an individual to a 
MSA, withdrawals from MSAs rhaintainedb)!.that individual would riot be includible in income 
only if they are for medical expe~sesofthe individual, and the individual's spouse and . 
dependents, who are covered by a high deductible plan; and (5) the statements of managers 
would reflect Congressional inte~t that Ii high deductible policy is intended to provide 

·	mearun ful health care coverage!and the legislative language would specifically direct the 
Treas Dep 0 monitor:the market for high deductible poliCies and report to the . 
Congress l e need. for additional anti-abuse rules develops (i.e., if individuals are obtaining 
high deductible poLicies that do Jot provide meaningftif health care coverage). 

. ,'. t 	 " " 

! . 
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Possible MedJcal Savings Account COmpromise 
. , 

, ! 

Summarv: Implement a staged, phk-in of M~dical Saviilgs Accounts (MSAS), wW,ch is 
preceded. with a 3-year demonstratiqn designed to study the potential benefits and problems 
with MSAs. This study would provide recommendations about the feasibility and advisability , , 

of'expanding them nationwide. Thei results of the study, conducted by an independent 
, recognized expert' body would be provided to the Congress for its consideratiQn. A fast-track 

procedure for afflrlnatively extending MSAs to large employers would require an up or down 
vote, within 90 days of the receipt of the. report. If the Congress -passes this legislation, an 
automatic extension to small busine~s occurs unless the congreSs rejects it in a fast-track 
vote. In the' third stage, an automatic extension to the individual maJ;'ket occurs unless the 
Congress rejects it on a siInilar fastJtrack vote~ At each stage of COngressional consideration 
of further extension of MSAs, the n~tionally recognized authority would supplement their first 
report with recommendations reiatedi to the expansion to other markets. . 

. Proposal . 
I 

Demo: A 3-year demonstration project (similar to Empowerment Zones) would be 
conducted on the feasjbility and, advisability of implementing MSAs through_ 
the, tax code The tax provisions for theMSA demonstration project would' be 
similar to those in the: House-passed health insurance reform bill (except that 
the favorable tax treatment for MSAs would expire at the end of the study 
period and certain safeguards would be built into the design of the MSA to 
minimize adverse effects on health markets, the tax system, and to assure that 

, the high deductible policy provides meaningful health coverage). 
. . 

State and local govenkents would compete for 4 separate slots for the MSA . , 

demonstration project; At least one slot would be reserved for a rural area. 
Applications by two or more States would be permitted to:create a regional 
demonstration project! Selections would be made by the Secretary of Health
and Human Services, ,in consultation with the Secretary of Treasury, based on 
the overall strength of the application. Evaluation of submitted applications 
would be based on the strength of the experimental: design and its ability to 
measure the effects of MSAs. . 

In the third year of the demonstration project, an evaluation would be 
completed by an indePendent, recognized expert body. The report of this 
evaluation wo'uld be f~>rwarded to Congress with recommendations about the 
:feasibility and ~dvisabilityof extending MSAs·nationwide. 

" 

,r 
i 



Stage I: 'When the repqrt is reteived marking the end of Stage I, a fast-track procedure 
would be started under which the Congress would have 90 days to consider 
whether to extend MSAs to large employers (at least 100 full-time employees) 
nationwide. . Any Member could request floor action on the proposal to extend 

·MSAs to all large employers (private businesses, non-profits, and 
governments). This extension could not take place without being enacted into 
law in the prescribed dme period. .In the second year after this extension takes 
pl",ce (if it occurs), a follow-up study by the nationally recognized expert body 
would evaluate this d:tension and make recommendations about the feasibility 

I • 

and advisability of further extension of MSAs to smaller emp~oyers. 

i 	 .. 

Stage n: 	 When the second repOrt is ,received (two years after the implementation of the 
large business MSA), another fast-track procedure would be initiated under 
which the Congress ~ould Consider the extension of MSAs to small employers 
(under 100 employeeS).. Under this procedu~e, the extension would take place 
automatically 90 days after receipt of the Stage II report, unlesS both HousC;S of 
Congress voted to prohibit it. (Any House or Senate Member could request 
this fast track vote) .. In the second year after this extension takes place (if it 
oCcurs) a follow-up study by the. nationally recognized expert. body would 
evaluate this extension and make recommendations about the feasibility and 
advisability of further extension of MSAs to the individual market. 

• t 	 . " 

Stage m: When the. third report !isreceived (two years 'after the implementation of the . 
small business MSA),! another. fast-track procedUre would be started under 
which the ·Congress would consider the extension Of MSAs to the individual 

. purchaser market. The extension' would take place automatically 90 days after . 
receipt of the report , ,unless both houses of Congress vote to prohibit it. --' 
(under the procedures :outlined in Stage II)~

I 	 . 

I . 
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,I COUNTER PROPOSAL' 
, ! 

1 . 	 1, YEAR EXPERI,MENT WITH STUDY AND EVALUATION BY GAO. FIRMS 
WITH 100 AND ,LESS, AND THE SELF-EM~LOrED ELIGIBLE FOR' MSA' 

,PROGRAM. : 

2. . AFFIRW.TIVE VOTE REQUIRED FOR EXPANSION OF MSA PROGRAM. 
, 

3. 	 ~OUNT OF CONTRIBUTION LIMITED TO ~2/000 FOR INDIVIDUALS AND 
$4 1000. FOR FAMILIES. CONTRIBUTIONS (".AN BE T-rAOE EITHER BY 
EMPLOYEES OR EMPt.oYE~S, B,OT NO'!' B01'H _" 

4. 	 THE FRDERAD GOVE~~NT DOES NOT DrCTATEHEALTH BENEFITS NOW 
AND 'fing IS NOT ,THE TIME! TO START. INSTEAD, HIGH DEDUCTIBLE 
~LANS WOULD BE REQUIRED TO CAP CO-INSURANCE OF ALLOW~LE 
CFARGES FOR 

STATES WOULD 

RBGlJLATIONS 


, 
. , 

CovERED SERVICES .AT 30~. IN ADDITION, ~RF; 
BE GI"iTEN 5 YF.A'R~ 1'0 TMPTJEMF.N'T'MOl)'P.J.r NAte! 

FpR THE HIGH PF.PUCTIBLE PJ.AN'H. 

, 

I, 


i 

. l 

,, ' 
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PROPOSED LEGISLATIVE LANGUAGE FORMEWADEMONSTRATION, PROJECTS 

. . I . . . . . . 

Amend section 514(b)(6)(2)(B)j of the Employee Retirement Income Security Act of1974 (29· 
U.S.C;l144) by changing the 'present paragiaph, (B) to (B)(i) and adding the following 
language as paragraph (B)(ii): ! " , " , 

I 

(l) In Gm.eral., 'The Secre~ of Ubor shal"'cond~ct deolOnstration projects to ,assess the' 
feasibility and impact of pennitting selected multiple employer welfare arrangements ." 

. 	 I,. ' . 

(MEWAs), as defmedin section 3(40), to be exempt in whole or in part from State insurance 
regulation. , " ., , 

(n)Project Objectives. 	 t 

I 

I ' 

• Test the administrative feasibility of regulating MEWAs primarily at the Federal 
lev~l 

,'. Create a sound basis !for~ ev3Iuation of ,the impact of the projects pn inc~asing 
coverage of small fii:riI ~mploYees. ' '.,,' . '. "" 

. j 

.' I ...,' 

• Disrupt as little as pOssible existing· inSurance markets. 
I 	 ..

'. . !: '. . ",,' . 
.• Evaluate the impact on State health reform efforts and ~tate insurance i-egulationof 
regulating MEWAs. primarily at the Federal level . . 

. '! . . 

I 


I' . : 

(llI) Number and Duration ~f Projects. There shall ·be no more than six demonstration 

proj~ts which will be conducted in locations spe~ifiec1 by the Secretary .. Several of the . 

. entities participating· in the projects shall meet the criteria specified in paragraph (IV). The 
SecretaIy shall any out the. demonstration projects duririg the three year period ~ginning on 
a date no later than one year afterenaconent of this Act and may elect to extend the projects 
for aD additionaltluee year period. . .... '. . '. .... • . 

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

(IV) General MEWAEUgibility. MEWAs eligible ,to apply for .partiCipation'in the . 
. demonstration ,projects· must ~ sponsored' by employer assOCiations and meet criteria . 
established by the SeCretary including:' .' . " 

f • 	 '. 

(a) planspoDSor requfrements such as tI+e assQciationmust: 

(1) bavebeen organized andmaintamed' in'good faith for· 5 cOIltinUOUS 'y~ars 
. with a, constitu~?n or bylaws;. . 

I 	 " 

. , (2) exist for pulpOses other thanproVi<ung health care coverage; 
. 	 . 

(3)'have a'me~bership comprised'pt~y of employers with fewer than 100 
emp'loyees' ,I .' .'. ".' " 

'J i. 	 ' 

·Kj)~hFT 

·1 
i 
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{4} be a perman~t entity receiving active support of its members; and 

, (5) collect dues or contributions from members on a periodic basis without 
conditioning such amounts on the basis' of health status. 

(b) financial responsibillty which may include requiring insurance (in whole or in . 
pan) or reserves, bonding, capital requirements. etc., as appropriate; 

(c). the extent to which ~ association offers or intends to offer health care coverage to 
geographic areas'in whi~h the rate of health coverage for small employers is low; 

(d) except for geographic purposes or limitations approved by the Secretary. 
associations would be prohibited from excluding from participation' employers who 
meet the criteria for participation set forth in their application. and the associations 
would have to make beD.efit packages available on an ~quivalent baSis (terms and 
price) to all of. their panicipating employers; ,and " 

. . • I , . 

(e) participating employers would have to offer the benefit packages OD an equivalent 
. basis to all of their employees. The non-purchase of benefits must be at the 

employee's affirmative election.' . ' 
i, 

(V) Criteria for Certain Multi.state MEWAs 

In the selection of entities for participation in a multi-state demonstration project preference 
will be given to MEWAS that: " 

, 
(a) have primarily independent small businesses as participating employers; 

, 

'(b) sell to substantially 9lverse types of employers; and 
I 

(c) do not exeludetrom membership any employer in any State in which they operate. 

, The Secretary may limit the m~ti-state demonstration projects to states and regions deemed 
feasible for purposes of the p~jects: . 

i . 
(VI) Data Collection. Particip~ting entities will be required' to provide the Secretary with 
substantial reporting and dam, :Information to be provided' would mclude financial status and 
claims data (to be reported qua!terly at the end of ~ach year), information on the health 
coverage arrangement ~t the entity and/or participating employers had offered prior to 
applying for acceptance into the program~ arid extensive data on the price of benefits, benefit 
packages, and characteristics of enrollees. The information reported would allow for afull 
impact evaluation. ; " . 

I 

2 



---------------------------------------------------------------------------

~ 06/05/96 19: 12 '5'202 219 73 6 ·USDOL SOL. PBSD IaJ 004/004 

(VTI) Evaluation. The data gathered from the projects shall. at a minimum, be assessed to 
determine the impact of the projects on the efforts of the States involved to expand health 
coverage for the uninsured and ,contain the cost of health insurance for all residents. The 
results of any assessments shall'be contained in the Secretary's report to the Congress. 

I, . . 

(VIll) Consultation. The SecretaIy may consult with the States regarding the participation of 
any MEWAs that ,are .currently Under Stare regulation. ' '. .. . 

. t .•" 

(IX) Study. In order to fully aSsess the potential for the delivery of health insurance through 
MEWAs. including association plans. additional information will be needed concerning 
MEWAs nationwide. Such information should include, but not be lliirited to, the number of 
MEWAs and their respective e~ollments. All such plan~ shall register with the Secretary in 
a manner prescribed in regulations. The results of this study shall be included in the 
Secretary's repon to Congress. : . 

(Xl Report. The Secretary shall submit to the Congress a report on the results of the 
demonstration projects ~lating to the expansion of health coverage among small employers, 
the impact on State health reform efforts and the impact on·Federal resources not later than 
twelve months after the teIIIlination of the first three years of the project. 

. I , . 
I 

(Xl) Authorization. The Secretary is authorized to spend such amounts as necessary to carry 
out these demonstration projects. 

i 

<XI;I) Appropriations. There is hereby appropriated $5 million dollars per year for each of 
the fiscal year from 1997 to 2091 to carry out these demonstration projects. 

I 

(X1ll) Wajver From Certain Feder3ILaws. The proviSions of the Regulatory Flexibility 
Act (5 U.S.C. §601 et seq.), Executive Order 12866 (58 FR 51735, October 4, 1993)~ the 
Paperwork Reduction Act (44 U.S.C. §3501'et seq.) and the Small Business Regulatory 
Enforcement Fairness Act of 1996 (Title n. P.L. 104-221, 110 Stat. 857-875. March 29. 
1996) shall not.be applicable t~the demonstration projects. 

',' 

, ... 

PROPOSED LEGISLATIVE L~GUAGE AMENDING ERISA SECTION 3(40) 
I 

.. " ! 

Section 3(40) is ,amended by a~dina at the end the following: ' 

"(iv) an entitY accepted by, the Secretary for pUIposesof a demonstration project. 
described in section S14(b)(6)(B)(ii)." 

, i 

3 [Q)RAFT 
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:PROPOSED COMPROMISE . ~ 
, \. I 

i
, I 

1) Senate-passed bill with a' compromise on Mental Health parity .1 
.,;provision. 

" 

l 
"'f, 

2) MSA compromise - on,e of the" following 2 options: 

Option #1 
\ 

, ~ 

'--Demonstration with rigorous experimental design. data requirements, ' 1 
and sunset that will provide 'a fair test of ,MSAs 

, 

\ 

, ~ 

:--·Oemonstration could include separate measurement of the program's 
impact on individual. small business, and large, employer market' 

--Participation in the demonstration limited to the minimum number of 
people necessary to provide an adequate test of the MSA concept, including 

! 

such issues as:' ' , J 

I, 

. ' i 


o adverse selection , 
·i , 

o participation by;income category 
! 

, 
, I 


, I,' 


o impact on cost of conventional policies 
.,j 

o impact on overall health care costs 
i 

I 


o impact' on utiliz~tion of . preventive 'services, 
, , . 

--Companies authorized to sell MSA policies consistent' with the 
'experimental design, based on an RFP. 

--Program could be administered by HHS or a private c;ontractor in 
cooperation with Treasury. ' , 

Option #2 I 
,I 

I 


--Time~limited demonstrat,ion to se.1I MSA policies' in ,a ,'small number of 



. 
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:
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I. 
I 

1 

states or geographic, are~s. 

.-Str'ong' evaluation' comp6nent to determine whether MSAs achieve' their 
objectives or result in pr6t>lems feared by the opponents.

,.' ~ , 

I' ' 

! " 

" 

. '.' ... 

. . i 
, '.! 

I ' 
I, 

',: ·1 

. ~". 

, .,"
; 

" 

- ., ., .: ,\' ' " ~. 
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HEALTH INSURANCE BILL • ADDI'TIONAL PROPOSAL 

1) Senate-passed bill With! a compromise on Mental Health parity 

provision. , 


2) New MSA compromise option , 

OPTION #3 I 
i 

, I 
I 

--MSAs could be offered through health' insurance purchasing cooperatives 
offered under the bill.' i,

t, 

i 
!I 

i:--Cooperatives' offering MSAs· would be required to: 	
! 

., 	 f: 
j'. 

, . 

o 	 Offer a choice of; at I,east, one standard insurance policy 
i 

a Utilize a risk-adjustment mechanism between' standard and M$A 
policies 

. -·MSA pOlicies offered' wQuld. be required . to limit allowable . deductibles, 
eg., to $1,500 per individ4al or $3,000 to family and not ·could not require 

" 
Iaddtional co-payments after' deduotiblewas reached 	

" 

I 

--Five yea'" sunsetWithev~luation to' bec6nd~cted. by HHS oroth~r , ' 
approp~iate body. Participating. insurers and Coops would be required to 

" provide data needed, for evaluation . 

. I 

I
I . 
! 

I',' 
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MEMORANDUM • 


, 
,, 

June 10, 1996 

TO: Distnbution 

FR: Chrls Jennings 

RE: Republican MSA Proposal 

" 

Attached is the Republican MSA ,proposal which we received today as well as talking 
points based on our initial analysis. . ' 

Please feel free to give mit a call at 6-5560 with any questions or concerns. 

i', 

I 
I 

'j 

I 

, 
I 



DRAFT 

Initial Response to the Republican MSA Proposal 

I 

• 	 We just received the Republican's latest MSA proposal and have just started the 
process of reviewing and evaluating it. 

I 	 '.> 

• 	 This proposal represents' aD. important step forward from the Republican's previous 
proposalJor a full blown MSA. However, it appears that it does not adequately 
addressed the concerns w~ have previously raised. 

\'. ,. 
! 

. I 

. Specifically, the scope anq design of the proposed MSAappears to be.too.,broad.' 
Moreover, the proposed procedure of automatically extending MSAs to,the remainder 
of the marketplace without an 'affinnative vote by the Congress is. of significant 

I 	 . concern. 

• 	 We also want to make sur~ that the objectivity.arid legitimacy of any MSA evaluation 
cannot be called into question. We are concerned that the current outline of the study 

. may fall short in that arear 

• 	 We look forward to working with Republicans and Democrats on an appropriate 
compromise that is acceptable to all parties. 
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i . . . 
PO'SSIBLE MSACOMPROMISE 

.!. ',' '" ~. ':' 
.{ . 

L Orderly Phase~lnofMedi6al Saving~ AccOunts. Medical Savings Accounts (MSAs). 

would be available initially to employees in employer-sponsored high ,deductible pl~s if tpe . 

employer has 50 employees or fe'i'~r, including th.e'se1f-emp!oyed.MSAs would automati~ally ~ .. 

be e~ended tC!.:erployerswith m?f? than 50 e~ployees,(on Janu~ 1, 2009, u~less Congr~s '. .~d.u.a.. 

acts to delay or repeal the expansion. Expedned,procedures would apply .to ensurethat thIS 

'measure to repeal or delay the exPansion was considered and voted upon in the House and' 


----......,. '.-senate;~:.~:;::;.==!:;.:I,...e<'Tcxten.ctedtO'Intli~.r(lUal.:) t1~it yea;; f~n 1.~. 1, 

;e~;e~:~~~==
~el!~ls~o..~ yot~ ~ \~f, c.--~tO""Fl ~~,d.l-llJ. 

, . :. ,., " . 

.' Rationale: This approach ~ould target MSAs to that portion of the employer mark.et 
where cOsisare highest an<{access is'm.osfdifficult. Therefore, it wottld·provide . 
additional coyerage optiorls for small employers and allow for a mOre appropriate and fair 
evahiation of the potential! advantages and, disadvantages of MSAs, b~fore:ex.teilding them 
to the majority of the market Employees who work for small employers represent 
approximately 28 percent bf those covered by employer-sponson&~ health planS. ' , . 
" '[ . . '.' , . ' 

2', Minimal Co~sumerProtedtions. MSAs offe:red,inconnection' ~t~ eITIployer·~ponsored . 
high deductible plans would comPly with minimal consUmer protection sta,:ldards as a condition 
of deductibility·~similar to requirements contained 'in the bHl for.dedu,ctibility of long-term care 
insurance. First, MSA plans .,Would hereqUlred to disclose inform.ation about cost-sharing 
requirements, deductibles, arid ~imitations on coverage; if any, .urider the,plan. This 
I:equirement is consistenrwirh general disclosure requirements for small employers already in the 

,. ., I . ' .,' 

bill's portability section and woul:d provide small employe.rs with basic inforrriarion they need \0 
decide whether to purchase an M$A for their employees. Second, M$A plans CQuid have a 

. 'maximUm deductible of $5,000 fdr individuaLs and $7,500 for family co~erage('The RAND 
,study recently published in the IQumalQfthe American Medical Associatiau found·that adverse 
selection problems are minimize9 significantly With lowerdeductible l~vels, Third, cost-sharing

'3C%- would be no more than-a-percerit of the allowed amount for anY given service under MSA . 
. . I ' 

; 1,..11", 'Si-t plans, Because there are no cost';sharing limits under the House MSA proposal,individuals. . 
i~ S c~mld face substantial'payments for medical coverage under. a tax-preferred MSA even after they 

. J~'<!.) meet or excee~ the plan's deductible, Finally. States could impose requirements beyond these . 

..J 

minimal s~dards, and the NAIq~'ould bedire~ted to develop mod61 standard~ that the States 

could adopt voluntarjly, . I . 


http:employe.rs
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3. Srudy On Adverse Seiectton.bY Independent Organization. [n determining whether to 
make adjustments and expand the MSA program, Congress would be aided by a study regarding 
the effects ofMSAs on adverse selection. ,The Chairman of the House Ways and Means 
Committee and the Senate Finarice Committee would request.ate k~l~eaeeh'l:J of ~ 
Aegla,Au:, Of 8tMr independent organizatio~ prepare a study regarding the effects of MSAs in 
the small group market on adverse selectio~ health costs. use of preventive c~ and conrumer 

~ . 4 ' , . 

choice. This study will be submitted to such Chairman by January 1, 1999. . ,
• ........ .!'. 


4.' .Tax ~~StrucrureChan~es.' Structure and tax. changes wOul.d be included, as agreed'to 
by Chamnen 0 House Ways an!i Means and Senate Fmance Commlttees. , Under these 
proposals: (1) the exemption fro:rn the estate tax would ~ deleted; MSAs would be subject to 

,estate tax lUlder rules similar to Individual retirement accounts (i.e., if the beneficiary-is-not the 
decedent's spouse, the MSA ac~unt balance' would be includible in the taxable estate, and an 
income tax deduction would be ~lowed for estate tax paid with respect to the MSA); (2) the 
additional tax on withdrawals f~r nonmedical purposes would be increased from 10 percent to 15 
percent; (3) penalty-free withddwals for'nonmedical purposes could be ma.de after age 65 
(instead of after age 59 YZ; (4) i~ any year.in.whi,ch a contribution is made by an individual to a , 
MSA, withdrawals from MSAs maintained by.. that individual would not be includible in income 
only if they are for medical expenses of the individual, and the individual's spouse and 

,dependents, who are covered by; a high deductible plan; and (5) the statements of managers 
would teflett Congressional internt that a high deductible policy is intended to provide 
meanin ful health care coverage and the legislative language would specifically direct the 
Treas Dep 0 monitor the market for high deductible policies and report (0 the 
Congress ie need. for additio,nal anti-abuse rules develops (i.e., ifindividuals are obtaining 
high deductible policies that do p.ot provide meaningful health care coverage). 

, ; 
: ' 

i, ' 
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I June 2;', 1996, I 

RBFOKNmHD~D mBLB~HONE O~L 
i , , 

mOl 	 senator Edward Kennedy, 

DATI: 	 June ,~l, '1996' 

:RECOKMENJ)ED BY: John Hilley, 

PURPOSE: 

'1'0 discuss the status;of ne.gotiations on a Medical pavings
Account compromise and strategy to'get the, Kennedy/Kassebaum bill 
enacted. 

'BACXGROTJ5D :: 

'J'here have been onqoirtq 'neqotiations,wi:th Republicans in an 

attemptt,Q achieve an !acceptablecompromiseon 'MSAs'. This issue 


, is the primary road block to getting a bill passed through the 
congress with the support of, both Democrats a.nd Republicans", 

I 

TOPICS OF DISCUSSION: ,! 


,I 


1. 	 The Seh&tepasseq Kennedy/Kassebaum bill is very good for 
thecOUl').try, and :!for' ,the Democrats. Obviously I it looks like' 
the price of get1;:.ing ,this bill through both houses of 
Congress i:;; some:versionof HSAS. However, even'though the 
Republicans willlget some Cl':Qdi't for the MSAs, the. Democrats 
will get the lions share o( the credit. . ' , 

a . . The major challe~gefor', us is to. come up with an MSA option
both sides can live with. We want to' re.solv~ this tp get a 
bill loan sign. :Sased on discussions w'ith your staff, I am 
trying to 'push senator Lott into agreeing to the,following
four 	issues; , : ' , " , ' 

, , , 

'a. Limit Enrollment; Durinq '!xperiment. We need to 
, limit the number 6f people that can have an MSA 
during the experiment. period. The Department of 
Treasury;estiniates that the caps we are proposing 
will limit he participants to between 500 , 000 ~nd 
1 million people. ' 

I 	 ' 

b. 	Require Affirmative vot.e.. We want an a,:':firmative 
vot,e to expand 'the program :beyond the initial 
limited ~umher of people. I believe senator Lott 
will agree to this as long as there is no need for 
an affirmative vote for those already in the 
program *uring the experiment p~riod to continue in 

'I '/ . / 
I 

f, . 
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the prog:r;am. If we could get the Republicans' to 
agree to 'Caps and vote to expand, I would favor not 
having a vote to continue the program for those 
enrolled. 

c. 	Guard Aga'inst Adverse Seleotion. We need to 
agree onla deductible an.d out-of-pocket limit to 
protect against adverse selection. (The higher the 
deductible the more potenti~l for major problems 
with heal:thy populations selecting MSAs and people 
staying in'traditional plans and seeing their 
premiums ;increase significantly.) 

We 	 are starting the ,discussion with a $2,000 limit 
per indiVjidual. The Republicans are at a $5, 000 
deductible limit, but they also have no protection 
against, ddditional out-of~pocket' costs above the 
deductible. I want your feelings on where we 
should e~d up ,and how we, get there. 

I ' ' 

I, 	 ' 
, d. 	Ensure Fa:1r Tax Treat.aen't. We want to ensure a, 

level playing field between the tax treatment of 
MSAs and [tradi~ional health plans. currently, the 
Republican plan is giving a tax advantage to MSAs 
because tt allows fora Qiqher tax deductible 
contribution than what the employee would save in 
premiums ;for the purchase of a catast.rophic versus 
a traditional health plan. ,They are at a $2,000 
limit an~ we are at a $1000 limit. 

, 
,3 ~ 	 Today my staff wil11 belneeting with the House' and senate 

Republican policy; staffs and David Nexon of 'your staff has 
been invited. Senator, I need your help. I want to work 
with you to achieve a health care bill we can all be proud 
of. 

CONTACT PERSON AND 

TELEPHONE NUMBER(S): I' white ,House operator 


DATE 	OF SUB!>USSION: June 21, 1996 

ACTION:______________~________~----------~----~------------
, ' 

'" i , " 

, I 

'I 



It) 

0 
0 
,,~

",.
0 
0 

l§I 

Vl 
0 
Z ..... 
Z 
Z 
&:a 
"":) 

1
1
1

Il..
=:
", 
&:a 
Il.. 
Vl 
....: 
Vl 
=:=: 

..... 
-<") "" 
1

..... 
0 
.." 

0"" 
"" @l 

<':l 
.." 

It) .... 

QO 
Q:) 

'. 
1..... 
", 
QO 
0 

Workers and Dependents by Firm Size 

• There ate at leas.t 44 million workers and dependents that could be eligible for coverage jf firms with 50 or fewer are 
permitted to participate in MSAs. 

-- 33.5 million adult workers (28.3%) are in fim1s with 50 or fewer employees. They and their dependents total 43.7 million 
people. (The total count is low because in dual wager eamer families, dependents without their own coverage were assigned to 
the higher wage earner, who is likely to be in a larger firm.) 

I 

-- 21 million workers, 49 percent, have employer-sponsored health coverage. 

There are at least 145 million workers and their dependents in iirms that could be eligible for coverage if firms l't'ith• 
more than 50 employees are permitted to participate in MSAs. 

-- 85 million workers are employed in finns with more than 50 employees; with dependents, this group totals 145 million . 

-- 115 million, or 80 percent of those workers and dependents, have employer-sponsored coverage. 

• There are 11.7 million self-employed people; with dependents J titey total 19.6 million p~eople. 

-- 3~8 million of the self-employed have health coverage . 

-- The distribution ofthe "self-employed" hy firm size in the accompanying charts illustrates the problems ofdefinmg the tenn in 
a way that could not be readily abused. The self-employed associated with larger fIrms may be owners, partners or 
independent contractors. 
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-0 + "Workers" does not include dependent children who work.N 
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**In 2+ worker families, dependents arc assigned to the firm size of the highest paid worker. 
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It') *,.. "Self-employed" is selfdeclared on CPS. People who are "self-employed" in larger firms may be owners, partners or indepertde.nt 
M 

contractors working fClr a firm, 
!:II) 

m 
S01U'Ce:_ 1995 CPS I:-" 

M 
" 
!:II) 

-0 

It') 

-0 
-0 
"'
M 
-0 
-0 

lSI 

til Workers'" Workers & Self-Employed ISelf-EmployedFirm Size 
z ~ IlepeDdents** \Vorkers*** Workers and...... 
z Dependents'"z 
(;;LI., 

<10 17.8
-1' 

l' 

l' 
 10-24 10.5 

25-49 5.2 
Il. 16.8 (8.9%) _0.4 0.7 (3.6%)50-99 10.4:= 

ff 
" 

29.9 (15.9%) 0.3 0.3(1.5%)100-249 17.7til 
...: 

Table 1 

\-Vorkers and Dependents by Firm Size 

(Millions; Percentages Add Down Columns) 


20.1 (10.6%) 9.3 16.3 (82.7%) 

15.2 (8.0%) 0.9 1.7 (8.6%) 

8.4 (4.4%) 0.2 0.4 (2.0%) 

12.4 (6.6%). 0.1 (0.5%) 

86.0 (45.6%) 0.4 0.2 (l.O%) 

43.7 (23.1%) 18.3 (92.9f!/o)10.5 

145.1 (76.9%) 1.2 1.3 (7.1%) 

60.5 (31.9%) 10.9 19.0 (96.9%)- - - -. - ..  - -- .. -- -- --- ..- -- ....  - .. - - - .. 
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189.8 (100%) 19.6(100%)11.7 
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Covered Workers and Dependents by Firm Size 
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Firm Size Workers" 

<10 4.2 

lO~14 • 4.2 

25-49 2.9 

50~99 S.9 

100·249 11.9 

2S0-99!J 5.3 -

1000+ 35.9 

<50 t 1.3 

50+ 60.0 

<1(16 

--I 
17.2 

Total 71.3 

Workers & 
Dependents*'" 

1.9 

7.9 

5.6 

11.3 

23.2 

10.1 

-70.7 

. 21.4 

115.4 

32.7 

136.8 

Self"EmpJoyed Self.EmplQyed 
\Vorkers*u Workers8no 

'Depen~ents* 

2.8 5.9 

05 l.2 

0.1 0.3 

.0.2 0.5 

0.1 Q.2 

. 0.1 0.1 -

3.4 . 7.4 -

0.4 1.0 

3.6 7.9 

3.8 8.4 

* "Workers" does not include dependent chi1d~en who work. 

**In 2+ worker families, dependents are assigned to the firm size of the highestpaid worker. 

U* "Self-employed" is selfdeclared on CPS~ People who are "s~lf-employed'~ in larger finus may be owners, partners or independent 
contractors working for a firm. 

Source: 1995 CPS 
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Table 3 

Covered Workers and Dependents As Percentage of Total, by Firm Size


(fabJe 2 Divided by Table 1) 
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Firm Size 

<10 

10-24 

25·4' ' 

50-99 

100·249 

25-0-999 

1000+ 

<50 

50+ 
, -- - - '-

<100 

Total 

, Workers* Workers & 
Dependents"'" 

Self-Empl,oyed 
\V nrkers*** 

Selr~Empll)yed 

Workers and 
Dependents* 

, 23.6% 39.3% 30.1% 36.2% 

40.0 52.0 55.6 70.6 

55.8 66.7 15.0 

56.7 67.3 50.0 71.4 

61.2 77.9 33.3 66.7 

71.6 82.3 

12.5 82.2 25.0 I 5{).O 

33.7 49.0 32.7 40.2 

69.4 79.6 36.4 76.9 
- :::... - -, . "., ,-,_.- .._" ..- ' 

39.4 54.0 33.0 41.6 

59.3 725 33.0 42.6 

iJ * "Workers" does not include dependent children who work. 

..,. Uln 2+ worker families, dependents are assigned to the finn size ofthe highest paid worker. IQ 
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MSAOPTIONS 


,Options include: (1) Limit' allowable policies; (2) Limit conditions under 
, which policies could be s~Jd; (3) cap losses to Treasury 

, (1) Limit allowable policies 

o limit' deductible to no more than $1,500 

o prohibit coist-sharing beyond deductible (or after $1,000 in 
expenses beyond the' deductible are reached) 

o Prohibit lif~-time and annual caps 

o Limit total .amount in' msa to three times deductible 

o Raise the: penalties for withdrawal for non-medical 
purposes 

(2) Limit condition~ under which policies could be sold 

o Require guaranteed issue and community rating for any 

policies sold 


a Move self-employed into the individual market 

o 'Require insurer to offer both msa and conventional policy to 
employer; require employ~r to offer both policies to employees; require 
insurer to risk-adjust the, premium 

,0 Allow PQlicies to be sold only in states that legislate/a 
, risk-adjustment 	program. ! Most States already have risk-adjustment 

(modified community rating) program for small business coverage. which 
would need to be modified. 

, I 

(3) Cap losses to 'Treasury--If tax expenditures exceed estimated 
amounts, reduce tax bene:fits of MSA (i.e. not allow 1 00% deductibility). 

J 
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This is consistent with Republicans own Medicare proposal, which caps 
.. program spending at lev~1 written into Reconciliation bill . 

. a 

. 
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STATEMENT OF EDWARD M. KENNEDY ON TIm REPUBUCAN PROPOSAL ON 
MEDICAL SAVINGS ACCOUNTS 

For Immediate Release: , Contact: Jim Manley 
June 12, 1996 (202)224-2633 

,The Republican so-called Hcompromise'" on mediCal: savings accounts is no 
compromise at all. Irs a c:apitulation to House Republicans who are more interested 
in serving the special interests in the insurance industry than in passing needed 
health. reforms. 

The letter releaSed ~ay has the sUPPlrt of.50 groups ,who speak for the, 
public interest. It demonstrates the broad-based. opposition to enacting medical . 
savings accounts, before that controversial idea is fairly tested. The letter is written 
on behalf of working fa~es, senior citizens, health care providers, the disabled, 
and (.'Onsumers..They are :the ones who have the most to lose if the current system 
of broad-based insurance ~ fragmented by mediCal savings accounts. ' 

i" , 
Who do we trust 7 the American peoplet or the very insurance companies 

who are the worst abusers!of the current system andwhQ stand to, profit most if 
medical savings accounts are im~ on the American people? 

, I 

I ' • • 

The House RepubliCan leadership pretends their proposal is a fair atte~ t"t to 
deal. with medical savings :accounts. But it is nothing of the kind. Under the::=
propcsal, medical savings .ao:ounts could be sold immediately' to all small business 
and the self.-employed. That means MSAs would be .available to a massive market 
of more than 40 million Americans - one third of the -nation's entire labor force. 
That's not a test - irs a travesty. 

;,.MORE~ 
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KENNEDY ON MSA 2-2-2 
, 

We know that the emall business health insurance market is espeda1ly 
vulnera~le to the cUsruption that medical savings accounts would cause •. Many 
states· have been achieving progress in recent years in making health insurance 
more aO'..'eSSible and affor~able to small business. Medical savings accounts rould 
undo all that hard-won progress. ,It would be irresponsible for Congress to take that 
c:hance. 

The great danger of. medic:al savings accounts is that they will fragment the 
health insurance pool, sip:t«on off the healthy and wealthy, and price conventional 
insurance out of reach for'large numbers of American families. Medical savings 
accounts contradict the bedrock insurance prindple 01 shared risk. 

They will raise preritiums for the vast majority of Americans - espedaUy 
those who are sick and need coverage the most. As premiwns rise, more and more 

. working families will be forced to drop their coverage, ~d the current worsening 
aisis ot the uninsured will become even mm:e severe. 

The Kassebaum-:tCeqnedy bill passed the Senate by a bi-partisan vote of 100-0, 
without medical savings accountS. It passed unanimously because it contained the 
non-controversial, bi-pa~n, health insurance reforms that everyone has agreed. 
on to make insurance port~ble and to reduce exclusions for pre--existing conditions. 

The American people deserve.to have these basic consensus refonns enacted 
now -- riot jeopardized by 'the last~minute addition 01 this partisan Republican 
poison pill. Our task is to pass this ~ill, not kill it 

-3();. 
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June 12, 1996 

, The President of the United States; 
, William Clinton 
. The White House 
, WashingtOn; DC 20500 

Dear Mr. President: 

; We are writing to express our strong opposition to the modified health insurance reform 
. legislation presented by the R.epublican leadership on June 10. While we are pleased that a 

number of anti-consumer provisions are not included in this modified bill. the addition of 

phased-in Medical Savings Accounts (MSAs) transforms the original legislation from a 

modest step in. the right direction i~to a step backward for health care: consumers, 


The Kassebaum-Kennedy bill. as Originally drafted. would have provided welcome 

improvements to the health care marketplace by severely restricting insurers' ability to impose 

pre-existing condition restrictions ~d by assuring .consumers that'they would not lose their 

tieaJth coverage when they change jobs. The underlying principiebehind the legislation was 

that of expanding health care cove~age by keeping people in the risk pool -- heNthy and sick 

alike .- ~ that a broad community of consumers f;aI1 spread the risk and share the cost. 


The MSA proposal turns the very principle of spreading the risk on its head. Starting with 
the self-employed and small empJ~yers. the proposal would divide the community into groups 
of healthy and sick. MSAs will appeal primarily to the healthy, who will benefit financially 
by setting up accounts that are not needed to pay doctors' bills. The more people opting for 
MSAs, the fewer premium dollars :wiH be available to pay doctors' and hospitals' bills for the 
sick. Ultimately. premiums wi.H skyrOCket for employers and self-employed people wanting 
traditional IowM deductible coverag~. Many win have no option but an MSA and high· 
deductible policy. 

The so-called compromise proposal would then e"pand the MSA option to everyone in just 3 
years, before the full impact of the first phase is known. Expansion would be virtually 
automatic. since the proposal would alter the Senaie rules through If expedited procedures" that 
would decrease the prospects for apequate debate. . 

. , 

Consumers of MSAs under this proposal would be inadequately protected. They would have 
no assurance of any employer contribution to their insurance premium or their MSA. There is 
no cap on out-of-pocket costs for people with a high-deductible plan, nor any restrictions on 
insurers' ability to limit lifetime benefits. There is no assurance that the high deductible 
policies will offer comprehensive benefits, no guarantee that the self-employed will qualify 
for an insurance policy in an MSA plan. and no assurance that premiums win be fair .. High 
deductible plans would be free to charge 30 percent co-insurance. even after the deductible is , 

met. 


.- . 
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:Therefore. we urge you to reject the' JW1e 10 compromise and to go back to the bill that was 
Ireponed out of the Senate Labor and Human Resources Committee on April 18. as modified 
~by the Manager's perfecting amendment. Only by :rejecting this MSA proposal -- and any 
'.similar so-called "demonstrations" -..:. can Congress assure American consumers that modest 
I,health care refonn will do more good than hann. 

, Sincerely, 

,AIDS Action COWlcil 
American Association on Mental Retardation 
American Federation of State, Cowuy and Municipal Employees 
American Foundation for the Blind i . 
American Network of Community Options and Resource.s 
American Nurses Association 
American Public Health Association 
American Speech-language-Hearing Association 
Brain Injury Association 
Center for Women & Policy Studies 
Center on Disability & Health 
Church Women United 
Citizen Action 
Committee for Children 
Consumers Union 
Council for Exceptional Children 
Gay Men's Health Crisis 
General Board of Church & Society: The United Methodist Church. Ministrv of God's Human Communtt\"'" , .. . 
Gray Panthers 
International Union of Electronic, ElectricaL Salaried. Machine and Fumiture Workers (IUE) 
Justice for All 
National Asian Pacific Center on Aging 
National Association of Developmental Disabilities Council 
National Association of People with AIDS 
National Association of Protection ~ Advocaq Systems, Inc. 
National Association of Psychiatric Treatment Centers for Children 
National Association of School Psy~hologists 
National Black Women's Health Prt;>ject 
National Caucus & Center on Black Aged 
National COWlcii of Senior Citizens 
National Education Association I 

National Episcopal AIDS Coalition. 
National Farmers Union 
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National Gay & Lesbian Task Force 
.National Hispanic COWlcil on A&ing . 
National Minority AIDS Council . 
National Osteoporosis FOWlclation ' 
National Pueno Rican Coalition 
National Senior Citizens Law Center 
National Task Force on AIDS Prevention 
National Therapeutic Recreation Society 
National Women's Health Network 
Neighbor To Neighbor ; 
NETWORK: A Catholic Social Justice Lobby 
Service Employees International Union 
The ARC 
UAW 
United Church of Christ, Office fo'r Church in Society 
United F90d and Commercial Workers International Union 
United Mine' Workers of America' 

; , 


