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FEHB/MSA: ADDING MEDICAL  SAVINGS
ACCOUNTS—BROADENING EMPLOYEE OP-
TIONS

WEDNESDAY, DECEMBER 13, 1995

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON CIVIL SERVICE,
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT,
Washington, DC.

The subcommittee met, pursuant to notice, at 9:45 a.m., in room
2154, Rayburn House Office Building, Hon. John A. Mica (chair-
man of the subcommittee) presiding.

Present: Representatives Mica, Bass, and Moran.

Staff present: George Nesterczuk, staff director; Daniel R. Moll,
senior policy director; Caroline Fiel, clerk; Cedric Hendricks, minor-
ity professional staff.

Mr. MicA. Good morning. I would like to welcome you to this
meeting of the House Civil Service Subcommittee. Today we're
going to have a hearing on medical savings accounts. We have
Members who are involved in very weighty conferences on both
sides of the aisle and several other mark-ups, but with the agree-
ment of the minority side, we are going to begin.

I'll make my opening statement, and we'll get right to our first
panel so we won't delay the hearing, but, in fact, your comments
as witnesses today will be available to all of the Members, and we
hope they can join us as the hearing this morning proceeds.

Today, we'll be gathering information on medical savings ac-
counts, also known as MSA’s, before we actually include them in
the Federal Employee Health Benefit Program or any other pro-
gram that deals with Federal employees. MSA’s, I believe, give peo-
ple more control over health care spending, and I think that taking
a direction like that is very important today, especially when we're
looking at costs and effectiveness of programs.

The FEHB program is a managed competition program that I be-
lieve is working extremely well. Overhead and administrative costs
are relatively low, while employees can choose from a broad array
of plans to meet their specific health care needs. Providing MSA’s
as an additional option for Federal employees can only reinforce
one of the strongest tenets of the program, and that’s freedom of
choice for employees during what we call “open season.” MSA’s are,
in fact, a positive, productive change, I believe, that will strengthen
the program by adding a benefit for enrollees.

As one of the program’s strongest supporters, I'm really only in-
terested in improving the program. As I said, it’s a program that
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already works very well, and we wouldn’t want to do anything that
would harm our Federal Employees Health Benefit Program.

While providing personal choice, MSA’s also foster individual re-
sponsibility for health care spending. I think that’s an important
factor to look at. MSA’s are essentially savings accounts for unin-
sured medical expenses, which are coupled with a high deductible
health insurance cover plan to cover catastrophic illnesses. An
MSA allows the employer or an individual to contribute to the ac-
count and roll over the unused funds at the end of the year, much
like an IRA, and it's pretty much incentive-driven.

MSA’s provide a number of advantages over other health insur-
ance plans. Economists across the political spectrum have con-
cluded that one of the major factors driving health care costs is our
third-party payment system. Because a third party, the insurance
company, pays the bills, patients often are insulated from the cost.
As a result, they do not choose doctors and hospitals on the basis
of cost effectiveness, and they do not balance cost versus quality.
Rather, they seek to maximize quality without regard to cost. The
patient has no incentive to avoid unnecessary care or tests, nor to
shop for the most reasonably priced care. Since consumers lack
market incentives, which are so important to control costs, doctors
and hospitals are not driven by competition to reduce costs.

MSA’s address very specifically these problems by giving people
greater control over their own health care dollars. With the realiza-
tion that it is either their own money they are spending—and a
very stark realization that in fact it is their own money—employees
are much more careful and selective about the medical services
they use. This increased price sensitivity results in more effective
use of health care resources and in turn, we hope, will lower health
care costs, and in fact do lower health care costs.

At a recent hearing before this subcommittee, the president of
the American Federation of Government Employees, John
Sturdivant, testified that “the FEHBP’s relatively high premium
costs for employees have left roughly 400,000 Federal employees
uninsured.” That number is undoubtedly high, but there are unin-
sured Federal employees, and MSA’s in FEHB could, in fact, help
eliminate this problem. The currently uninsured who select an
MSA could use the government’s contribution to health care to pur-
chase a catastrophic coverage without to incur payroll deductions.
The balance of the government’s contribution would be deposited in
the savings account of the MSA.

MSA’s can be completely portable. Workers should be able to
take their MSA’s with them if they leave Federal employment, for
example. MSA’s, unlike traditional employer-provided health insur-
ance, should follow the individual regardless of employment status.
MSA’s allow individuals to maintain designated savings accounts
for health care expenditures and insurance, in fact, during tem-
porary lapses in employment.

To help the subcommittee further explore these issues, we've con-
vened two panels this morning. Our first panel includes Congress-
man Matt Salmon, who has been a leader in the Congress on this
issue and really taken the forefront in bringing the benefits of
MSA’s to the attention of the Congress and the Nation, and he is
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going to speak to us from his personal knowledge and experience
of MSA’s in Arizona.

He will be joined eventually by Congressman Dick Chrysler, and
he is going to share with us the positive experiences his private
company enjoyed with MSA's.

We also are privileged today to have one of the true leaders in
municipal and local government, someone who is a star of innova-
tion at the local government scene and who has made a tremen-
dous impact on the thinking of how government should operate in
the new environment that we find ourselves, with the new innova-
tion, new approaches and cost consciousness, the very distin-
guished mayor of Jersey City, NJ, Mr. Bret Schundler. We're
pleased to have him, and he can tell us specifically how MSA’s
were chosen as a health care option for employees of his very inno-
vative city, again with his leadership.

Our second panel will be led by Gary Glenn, a county commis-
sioner from Boise, ID. Despite firm opposition, Mr. Glenn was able
to pass legislation allowing county employees access to MSA’s. He
will be followed by Peter Hendee, a consulting actuary with the
Counsel for Affordable Health Insurance. The council is a trade as-
sociation representing 40 insurance companies involved in the indi-
vidual and small group market. Then we will hear from Mr. Merrill
Matthews of the National Council for Policy Analysis of Dallas, TX,
and, finally, from a distinguished representative of the medical
community, Dr. Daniel P. Johnson, member of the Board of Trust-
ees and president-elect from the American Medical Association.

I look forward to the testimony of our witnesses and hope that
we can thoroughly examine the possibility of adding medical sav-
ings accounts to the Federal Employee Health Benefit Program,
also institute MSA’s in any other levels of government or govern-
ment activities where, in fact, they can bring better health care, re-
duce costs, and provide another option to Federal employees or
beneficiaries.

With that, again, I will welcome our two panelists. I think what
we’ll do is go ahead and start off. I know Mr. Salmon would like
to go back to the conference, and then we'll hear from the mayor.
So, with that, we’ll recognize you again, Mr. Salmon.

STATEMENT OF HON. MATT SALMON, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF ARIZONA

Mr. SALMON. Thank you, Mr. Chairman. I appreciate this oppor-
tunity. Medical savings accounts are definitely an idea whose time
has come.

Three years ago, when I was a State senator in the State of Ari-
zona and was working on legislation to provide medical savings ac-
counts for our citizens at large in the State of Arizona, we realized
very early on how meaningless it really is without the kinds of Fed-
eral assistance and benefits that we can provide and tax benefits
that we can provide at the Federal level.

I guess maybe “meaningless” isn't the right word. It’s a good
start, in that some 3,000 companies across the country, as well as
municipalities that have instituted medical savings accounts for
their employees, have found tremendous savings and happier em-
ployees, as well.
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It’s based on the premise that made this country great. This
country operates on a capitalistic economy. Would anybody out
there really disagree or say that capitalism doesn’t work?

If the free market works in every other industry in America, why
should we say that it’s not going to work in the health care indus-
try? Why do we believe that incentives drive human behavior in
virtually everything else that we do, but incentives won’t drive
human behavior when it comes to the health care dilemma? I think
nothing could be further from the truth.

In fact, I think it’s the same kind of arrogance that pervades this
city, that Washington is the font of all knowledge, and it has the
right answers for everything, and that individuals, left to their own
devices, will harm themselves and other people. If we don’t step in
and mandate and tell people how to do things, that they won’t get
the job done.

That’s typified in a lot of the arguments about adverse selec-
tion—which I'll talk about a little bit later—that if you give people
that much control, almost total control over their own health care
destiny and health care decision and the ultimate control in choos-
ing their provider and making decisions regarding their family's
health issues, that they will make wrong decisions, because, appar-
ently, they aren’t as smart as the bureaucrats in the insurance in-
dustry, or they aren’'t as smart as we here in Washington.

They don’t care about themselves. They would rather be knock-
ing on death’s door than spend a couple of extra dollars out of their
medical savings account for preventative care.

Now, I say this kind of tongue in cheek, and we all know that
that’s ludicrous. There’s nobody out there that’s going to skimp on
their own health care so that they can save an extra few bucks for
their medical savings account so they can buy that big-screen TV
at the end of the year. That’s just nonsense, and I think we all
know it.

Last month, we passed legislation that will make medical sav-
ings accounts available to almost every American—almost every
American. I'm here to say they should also be available to Federal
employees, and I have a bill, H.R. 2341, that would do just that.

Under this plan, the Federal contribution to an employee’s health
benefits will be used to purchase a catastrophic plan and a con-
tribution to an MSA. This MSA choice would be completely op-
tional. I emphasize that again, optional. Nobody is forcing anybody.

The beauty of this kind of an idea is that most people, as Mayor
Schundler will probably tell you in a few minutes, as most compa-
nies that offered MSA’s to their employees, you will have probably
well over 50 percent of the employee base that’s going to opt to-
ward medical savings accounts, because they kind of like freedom.
They kind of believe that they can make the health decisions for
their families, and they like the incentives that go along with the
MSA option.

Federal employees could choose this plan, or they could continue
with the other plans that are offered in the Federal employee
health benefit plan. An MSA option for Federal employees would
reduce health care cost inflation for the Federal Government and
empower Federal employees to take control of their own health
care decisions.
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MSA’s will not increase out-of-pocket costs for Federal employees.
They actually limit out-of-pocket costs, because any funds spent out
of the MSA’s are applied simultaneously to the catastrophic deduct-
ible, and if the deductible is met, the catastrophic policy kicks in.

So, virtually, it’s better than any other plan when it comes to
out-of-pocket costs, because they can pay for prescription coverage
or go to virtually any provider that they desire, and they have first-
dollar coverage from their medical savings account.

Opponents of the MSA cite a few arguments—one, postponing
preventative care. Simply put, that has not been borne out in the
real world. The 3,000-some companies, like Quaker Oats, Fortune
magazine, Dominion Resources, and Golden Rule Insurance Co.,
just to name a few, have not found that people skimp on preventa-
tive care.

Again, I think that the MSA’s would encourage people to live
healthier so they don’t need expensive medical care, but there's ab-
solutely no reason to think that anyone would jeopardize their en-
tire MSA nest egg or their life just to save the cost of a doctor visit.
I think we all recognize that that’s pretty ludicrous.

In fact, private sector companies who offer MSA’s have found no
evidence, as I mentioned. Rather, middle and lower income workers
are more likely to get preventative care, since they don’t have those
out-of-pocket costs or deductibles that they currently have.

Let’s talk a little bit about the adverse selection process, the con-
cerns that predominantly are being shared by the insurance indus-
try. Adverse selection problems have never been found in the pri-
vate sector.

MSA’s are actually attractive to the very sick, as they will expe-
rience, again, much lower out-of-pocket costs, as compared to tradi-
tional plans. I don’t understand the rationale that only healthy
people would go to medical savings accounts. Again, they’re operat-
ing under the assumption that you don’t have a catastrophic care
policy with your medical savings account, so that’s just fallacious.

Mr. MicAa. Mr. Salmon, I hate to interrupt. I want to give you
this choice. There is a secret ballot going on in the conference. I
would like to recess the hearing and accompany you over there im-
mediately. So, if you don’t mind, we will return within 10 minutes.

I will recess the hearing, and I apologize so much for the incon-
venience to you, Mr. Mayor. Thank you.

[Recess.]

Mr. Mica. I will call the hearing of the House Civil Service Sub-
committee to order and reconvene the meeting here after that
quick run. We're testing whether Mr. Salmon will get to use his
MSA or not. We are pleased to be back and also to have our col-
league, Mr. Chrysler, join us.

We left off with Mr. Salmon, and you were finishing your state-
ment. We apologize again to the mayor for his patience and under-
standing. Mr. Salmon.

Mr. SALMON. Thank you, Mr. Chairman. I'm just going to observe
that, after having run across the street, run back, and walked in
the cold and sweated and all that, I would like to have an MSA
to cover my out-of-pocket expenses when I go see the doctor today.

Let me conclude that the adverse selection issue was where we
kind of lef* ¢*f. that folks on the other side »f thi= ixsue believe that
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if we institute medical savings accounts, that only the healthy peo-
ple will flock toward medical savings accounts, which the very sick
would be stuck in the old system, and it would go broke. That’s one
allegation.

If that was borne out by a real-life example, they might have a
point. Again, let me mention, there are about 3,000 companies that
I know of throughout the country that have instituted medical sav-
ings accounts as an option. I know Mr. Chrysler will talk about his
company as one of those examples. It simply hasn’t been borne out
by historical facts. They have not found the adverse selection to be
true.

This argument is being promulgated chiefly by those in certain
facets of the insurance industry that are deathly afraid that they're
going to have to compete for a living and they're going to lose mar-
ket share. So let’s be very clear, as we understand who is making
the arguments and why they’re being made, the facts simply do not
bear out the assertions that are made.

Again, if a person is very ill, they would want to go to a medical
savings account with a catastrophic care policy, because they would
have first-dollar coverage. By the time they expend, if theyre a
very ill person, their medical savings account dollars, then the cat-
astrophic care policy kicks in, so there’s really no reason that they
wouldn't have to or they wouldn’t want to pursue a medical savings
account as others.

Now, your staffers and mine, they deserve an MSA option now,
and the taxpayers deserve a break. Let’s not discriminate against
the Federal employees, and let’s give them the same option that we
believe is a viable option for all other Americans. I would urge the
eventual passage of this bill, HR. 2341, the Federal Employee
Health Benefit Plan/Medical Savings Account Promotion Act of
1995. Thank you.

[The prepared statement of Hon, Matt Salmon follows:]
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TESTIMONY OF REP. MATT SALMON (R-AZ)
Committee on Government Reform and Oversight

Subcommittee on Civil Service
December {3, 1995

Last month we passed legislation that will make medical savings accounts
available to almost all Americans. 1 am here today to say that they should also be
available to federal employees, and my bill, H.R. 2341 will do just that.

H.R. 2341 would simply permit the federal contribution to an employee’s
health benefits to be used to purchase a catastrophic plan and make a contribution
to an MSA. This MSA choice would be completely optional. Federal employees
could choose an MSA plan, if offered by the private sector, or they could continue
with any of the other plans offered in the FEHBP.

An MSA option for federal employees would reduce health care cost
inflation for the federal government, and empower federal employees to take
control of their own health care decisions.

MSA'’s will NOT increase out-of-pocket costs for federal employees. They
actually limit out-of-pocket costs because any funds spent out of the MSA are
applied simultaneously to the catastrophic deductible. And if the deductible is
met, the catastrophic policy coverage kicks in.

The opponents of MSA’s for federal employees fall into two camps. One
camp is made up of advocates for federal employees who have heard some of the
histrionics against MSA’s and are naturally concerned for their constituencies. I
am confident these folks will become enthusiastic supporters of MSA’s once they
hear the truth about them. Of course, even if they decide MSA’s are not right for
themselves, they will find in H.R. 2341 that the bill compels absolutely no one to
choose an MSA. H.R. 2341 simply permits MSA’s to be among the choices
offered federal employees. No advocate for federal employees could oppose that!
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The other critics of MSA’s for federal employees have different motives.
These are supporters of entrenched insurance interests who see their market shares
threatened by MSA’s. These opponents will pever support MSA's and will appear
wherever MSA’s are offered to block any change from the status quo. These
opponents may couch their rhetoric in terms of federal employees, but their true
opposition is to competition in the market for health insurance. These opponents
should be dismissed out of hand.

One claim cited by some opponents is that pcople with MSA’s will choose
to forego preventive care, to keep funds in their medical savings account. This is
ridiculous. MSA’s do encourage people to live healthier, so that they do not need
expensive medical care. But there is absolutely no reason 1o think that anyone
would jeopardize their entire MSA nest egg--or their life--just to save the costs of
a test or doctor’s visit.

In fact, private sector companies who offer MSA’s have found no evidence
that preventive care is being skipped. Rather, middle- and lower-income workers
are MORE likely to get preventive care with an MSA, since they won’t have out-
of-packet co-pays or deductibles like they currently have.

Adverse selection problems are also alleged at times. But they have never
been found in the private sector experience with MSA's. MSA’s are actually
attractive to the very sick as they will experience much lower out-of-pocket costs
as compared to traditional insurance plans. Moreover, the very sick will retain
their choice of physician or specialist under an MSA, which is an attractive
feature, particularly for those using an extensive amount of medical care. These
individuals often find managed care too restrictive.

As federal workers find themselves stuck in the middle of a dispute between
Congress and the President about whether to balance the budget, we should try to
do something for them. One thing we can give them now is an MSA option for
their health care. If action is taken in early 1996, federal employees can begin
accruing savings in their Medical Savings Accounts in 1997. That would benefit
the workers who choose them, would reduce health care expenses for the federal
government, and would serve as a laboratory to prove in the federal public sector
what Jersey City Mayor Bret Schundler and the private sector have already shown:
MSA’s work.

Your staffers, and mine, deserve an MSA option now, and the taxpayers
deserve a break. MSA’s for federal employees will save the entire health care
system money. 1 urge the Subcommittee to support free market competition by
supporting H.R. 2341, the FEHBP-Medical Savings Account Promotion Act of
1995.
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Mr. Mica. I thank you, Mr. Salmon, for your testimony. I'm now
going to call on Mayor Schundler.

Mayor Schundler, I should tell you that our subcommittee is part
of a general oversight and investigations committee of the Con-
gress, and it is customary that we do swear in our non-congres-
sional witnesses, so if you wouldn’t mind, would you stand, mayor,
and raise your right hand.

[Witness sworn.]

Mr. MicA. Thank you. The record will reflect that I'm not only
out of breath, but the mayor answered in a positive fashion.

We are again delighted to have you, for you to take time to come
before a subcommittee. You, in fact, are one of the shining lights
in the national municipal and local government arena. You've
brought a breath of fresh air to some outdated and often clouded
thinking and approaches in a city that has suffered a great deal
of pain and setbacks and problems in the past.

Your innovative approaches to some of their problems, we think,
can serve as an example here, too, to what we're attempting to do
in Congress in trying to do a better job with less and redo some
of the programs that just sort of chugged along, SOP, in the past.

But, again, we'’re delighted to have you. We look forward to your
testimony, and I also apologize for the interruption. So, with that,
you’re recognized.

STATEMENT OF BRET SCHUNDLER, MAYOR, JERSEY CITY, NJ

Mr. SCHUNDLER. I very much appreciate the invitation and the
opportunity to speak to the subcommittee. I do strongly recommend
that you include medical savings accounts as an option for Federal
employees. Last year, Jersey City was the first governmental entity
to offer MSA’s to its employees, although there have been thou-
sands of private entities which have already done so, and the re-
sults have been extremely positive for us.

We offered the option to our management employees, and over 60
percent chose the option in its first year, and we expect a substan-
tially greater percentage to opt in next year, after the checks go out
on December 31, refunding what is, on average, going to be almost
$1,000 for the employees participating.

Now, the city was able to achieve immediate budgetary savings
while also allowing employees to reduce their out-of-pocket health
care costs and continue choosing their own doctor. So this was a
win/win for all of us.

Why has the program proved so successful? In the past, Jersey
City covered its management employees through the New Jersey
State Health Benefits Plan. Most chose the traditional indemnity
or fee-for-service option, where employees had to pay a $200 up-
front deductible, and then they had exposure for a 20 percent co-
gayment for the next $2,000 of medical expenses per family mem-

er.

That means if you have a four-person family and have a very bad
year, where everyone gets sick, you could have, potentially, $400
worth of expense in co-payments per family member, plus that
$200 deductible, which adds up to $1,800 of potential out-of-pocket
expense.
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Under the MSA plan that we've provided our employees, the city
purchases a catastrophic insurance policy that covers 100 percent
of a family’s medical costs above a $2,000 deductible. The city then
places an additional $1,800 in a medical savings account that the
employee can draw upon for family medical expenses.

Added together, this means that the family of four enrolled in
the family plan would, at most, have to pay $200. The $1,800 MSA
would cover the first $1,800, then they would have a $200 back-
end deductible that they pay after they've expended the money in
the MSA, and after that, the catastrophic insurance plan kicks in
and covers 100 percent of costs above that $2,000 deductible.

Now, if that same family’s exposure under the old plan was
$1,800, and now it’s reduced to $200, if they have high medical
costs, it’s clearly a better plan for families which are at risk of suf-
fering high medical costs.

And it’s not hard to see why the MSA is attractive for families
with low medical costs, because the way our plan works, if they
have money left over in the MSA at the end of the year, money
comes back to them. Again, for our participating employees, the av-
erage that will be coming back to them on December 31 is almost
$1,000. That’s a fairly sizable amount.

The critics of MSA’s argue that employees will delay necessary
medical procedures or refrain from preventative care to ensure that
they receive a large refund at the year end, which I think is crazy.

We believe that Jersey City’s MSA plan actually encourages our
employees to access preventative care, because it offers first-dollar
coverage for medical expenses, as opposed to traditional plans
where the employee has to spend considerable deductible dollars
before they get any coverage.

Again, it’s the difference between having a front-end deductible,
which is the traditional plan’s approach, versus a back-end deduct-
ible, which you only have any out-of-pocket expense after the MSA
is expended.

Further, we've also included wellness benefits as part of our
MSA plan, which allows employees to use their MSA funds for rou-
tine medical expenses like doctor visits and immunizations. These
services were not covered by our traditional indemnity plan, nor do
they count toward an employee’s deductible or co-payment require-
ments.

All of these basic preventative procedures had to be covered di-
rectly out of pocket without counting toward their insurance cov-
erage whatsoever. Now, they're covered through the MSA, and they
do count toward the deductible of that catastrophic plan.

Let me also share a personal experience about how MSA’s save
money, not by encouraging employees to defer necessary medical
treatment, but by eliminating gratuitous medical spending. Two
years ago, I had back surgery. After completing the necessary phys-
ical therapy regimen, my back felt absolutely fine, but I was told
by the physical therapist I could continue coming for the various
treatments, many of which felt very nice, actually, and they would
waive all the co-payments.

Now, I responded that it was not proper for them to make that
offer, and I declined the offer, but I could easily see someone else
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saying, “Yes,” because under most health benefits plans, there are
no financial incentives to decline such an offer.

Medical savings accounts address this problem. As I mentioned
previously, the MSA has provided immediate budgetary savings to
the city. The cost of the family coverage that we had under the
State health benefits plan was $6,775 per year, and it was rising
every year. The premiums have doubled in just the last 5 years.

The cost of the MSA option is only $6,500—%4,700 for the cata-
strophic insurance policy and $1,800 for the cash contributions to
the medical savings account. Therefore, in the first year alone,
we're saving $275 for every management employee’s family that
chooses the MSA over the traditional indemnity plan.

I might add, obviously, that if we were able to restrain health
care costs even to zero, that that would be an amazing feat for my
State, in that we've actually reduced our costs, even while reducing
the out-of-pocket exposure of our employees.

That’s a great deal—better coverage for our employees, maintain-
ing their ability to choose their own doctor, and lowering the poten-
tial out-of-pocket expenses for our employees, combined with lower
cost to the taxpayers of Jersey City.

Because of the MSA's rebate potential, we expect even larger
budgetary savings in the future, as our employees are incentivized
to avoid gratuitous expenses and the reduced claims experience by
the insurance company results in lower premiums going forward.

For example, Forbes, Inc., has been able to reduce its health in-
surance premium by close to 10 percent per year in its first 3 years
by offering MSA’s to its employees, while employers with tradi-
tional fee-for-service insurance plans have continued to see their
premiums increase.

Our employees aren’t afraid to make informed decisions about
their own health care needs—as consumers, we make thousands of
decisions each and every year—but our employees are afraid of los-
ing the right to make choices for themselves through third-party
rationing.

They don’t believe government or any employer should have the
power to determine what level of health care they're eligible to re-
ceive or which physician they can see. They want and deserve the
right to make those decisions for themselves.

That’s why MSA’s are so popular with our employees. They keep
the power to choose in the hands of the patient, instead of putting
it into the hands of government, employers, insurance companies,
or health care providers.

I just want to add one last point. Congress should pass legisla-
tion that will end the foolish practice of treating funds that an em-
ployer deposits into medical savings accounts as taxable income.
Only the unspent funds an employee is rebated at year’s end
should be treated as taxable income.

Further, individuals enrolled in an MSA should be given the op-
portunity to start a medical IRA, whereby funds that are left
unspent can accumulate in the MSA, tax free, for future medical
expenses.

In June, I testified in favor or H.R. 1818, the Family Medical
Savings and Investment Act of 1995, before the House Ways and
Means Subcommittee on Health, which would change the tax sta-
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tus of MSA contributions. I hope that this crucial piece of legisla-
tion sponsored by Chairman Archer, which has received bipartisan
support, will be part of this year’s budget reconciliation package.

The choice is clear. Adding MSA’s to the FEHB program will im-
prove the coverage that Federal employees receive. It will preserve
their choice of their own doctor. It will slow down the rate of cost
growth to the government and to the taxpayers who pay that bill,
and it will do all of this, not by third-party rationing, but by giving
individuals an incentive to take an active interest in the quality
and cost of the medical care they receive.

I encourage you to lead us in the direction of higher quality and
expanded consumer choice and lower costs by offering the Federal
employees the MSA option. Thank you very much.

[The prepared statement of Mr. Schundler follows:]
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Chairman Mica and Members of the Subcommittee on Civil Service:

Good morning. 1 am appearing before you teday to strongly recommend that you
include Medical Savings Accounts (MSAs) as an option of the Federal Employees Health
Benefit (FEHB) Program, which is responsible for providing health insurance to over nine
million federal employees, retirees, and their families.

Last year Jersey City, New Jersey was the first governmental eatity to offer MSAs
to its employees. Thus far, the results have been extremely positive. We offered the
option to our management employees, and approximately 60% of them chose the MSA
over their previous coverage -- and we expect that percentage to increase substantially
next year. Meanwhile, the City was able to achieve immediate budgetary savings while
also allowing employees to reduce their out of pocket health care costs and continue
choosing their own doctor.

Why has this program proved so successful?

In the past, Jersey City covered its management employees through the New Jersey
State Health Benefits Plan. Most chose the traditional indemnity or "fee-for-service'
option, where employees had to pay a $200 front-end deductible and a 20% co-payment

on the next 32,000 of medical expenses for each covered family member. That means a
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family of four had to pay up to $1,800 in out-of pocket expenses annually.

Under the MSA plan, the city purchases a catastrophic insurance policy that covers
100% of a family’s medical costs above a 32,000 deductible. The city then places an
additional $1,800 in a medical savings account that the employee can draw upon for
family medical expcnses. Added together, this means that a family of four enrolled in the
family plan would, at most, have to pay a $200 back-end deductible. And if that same
family’s total health care costs fall below $1,800, the money remaining in the MSA
account will be refunded to the employee at year's end.

It’s not hard to sec why the MSA plan is more atlrac;ive. If family health carc
costs are high, family out-of-pocket expenses will be less under ;he MSA. If family health
care costs are low, the family will actuaily get the money left in the MSA rebated back
to them, which doesn’t happen under the State Plan.

The critics of MSAs will argne that employees will delay pecessary medical
procedures or refrain from preventive care to insure that they receive a large refund at
vear-end. [ disagree. We believe that Jersey Ciry’s MSA plan actually encourages our
employees to access preventive care because it offers first dollar coverage for medical
expunses, as opposed to the traditional indemnity plan, which requires employces to spend
considerable deductible dollars before their insurance is activated.

Further, we have included a "wellness benefit' as part of our MSA plan, which

allows employees to use their MSA funds for routine medical expenses, like doctor visits
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and immunizations. These services were not covered by our traditional indemnity plan,

nor did they count toward an employee’s deductible or co-payment requirements. So,

under the MSA, we have actually increased our employees’ access to preventive care.
Let me share a personal experience about how MSAs save money, not by

eocouraging employees to defer necessary medical treatment, but by eliminating

gratuitous medical spending. Two years ago, I had back surgery. After completing the

necessary physical therapy regimen, my back felt fine. But I was told by the physical

therapist that 1 could continue coming for the various treatments -- which were quite

pleasant -- and they would wave all co-payments. 1 respondea that it was not proper for

-

them to make such an offer, and 1 declined. But I could easily see someone else saying
"yes," and runnieg up unnecessary bills, because under most health care plans, there is
no financial incentive to decline such an offer. Medical savings accounts would address
this problem.

As 1 mentioned previously, the MSA has provided immediate budgetary savings
to the city. The cost of family coverage under the State Health Benefits Plan is $6,775
per year and rising (premiums have doubled in just the last five years). The cost of the
MSA option is only $6,500 -- $4,700 for the catastrophic insurance policy and $1,800 for
the cash contribution to the Medical Savings Account. Therefore, in the first year alone

we save about $275 for every management employee that chose the MSA over the

traditional indempity plan.
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That’s a great deal: better coverage for our employees, which maintains their
ability to choose their own doctor and lowers their potential out-of-pocket expenses,
combined with lower cost to the taxpayers of Jersey City!

Because of the MSA’s rebate potential, we expect even larger budgetary savings
in the future as our employees are incentivized to avoid gratuitous expenses, and the
reduced claims experience that results is translated into lower premiums. For example,
Forbes, Inc. has been able to reduce its health insurance premiums by close to 10% per
year by offering MSAs to its employees, while employers with traditional fee-for-service

.
insurance plans have continued to see their premiums increase.

Our employees aren’t afraid to make informed judgeme‘nts about their own health
care needs. As consumers, they make thousands of purchasing decisions each and every
year. However, they are afraid of losing the right to make choices for themselves through
third-party rationing. They don’t believe government, or any employer, should have the
power to determine what level of health care they are eligible to receive, or which
physicians they can see. They want, and deserve, the right to make those decisions for
themselves.

That’s why MSAs are so popular with our employees -- they keep the power to

choose in the hands of the patient, instead of putting it into the hands of government,

employers, insurance companies, or bealth care providers.
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I do want to add one last, very important point. Congress should pass legislation
that will end the foolish practice of treating funds that an employer deposits into an MSA
as taxable income. Only the unspent funds that an employee is rebated at year’s end
should be treated as taxable income.

Further, individuals enrolled in an MSA should be given the option of starting a
"medical IRA,"” whereby unspent funds accumulated from their MSAs could be saved,
tax-free, for future medical expenses.

In June, I testified in favor of HR 1818, the "Family and Medical Savings and
Investment Act of 1995," before the House Ways and Mean; Subcommittee on Health,
which would change the tax status of MSA coatributions. 1 hiope that this crucial piece
of legislation, which was sponsored by Chairman Archer and received strong bi-partisan
support, will be part of the this year’s budget reconciliation package.

The choice before you today is clear. Adding MSAs to the FEHB Program will
improve the coverage your beneficiaries receive, preserve employee choice, and slow down
the rate of future cost growth -- again, not by third-party rationing, but by giving
individuals an incentive to take an active interest in the quality and cost of the medical
care they receive.

As the trustees of the FEHB Program, the largest employee-sponsored health
insurance program in the nation, you have an opportunity to be a leader in national

health care reform. I encourage you to lead us in the direction of higher quality,
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expanded consumer choice, and lower cost, by offering federal employees the opportunity

to enroll in MSAs. Thank you!

Bret Schundler
Mayor, Jersey City, New Jersey

HHEHN
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Mr. Mica. I thank you again, mayor, for both your testimony and
your patience this morning.

I'll turn now to our distinguished colleague from Michigan, some-
one who comes from the private sector and offered his expertise,
not only on this issue but on the important reorganization issues,
provided tremendous leadership as a new Member of Congress,
again bringing new ideas to the new Congress. So welcome, Dick
Chrysler, and you're recognized.

STATEMENT OF HON. DICK CHRYSLER, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF MICHIGAN

Mr. CHRYSLER. Thank you, Mr. Chairman. It is a pleasure to be
with you today, and thank you for taking the time to learn about
medical savings accounts for Federal employees.

As the Nation’s largest employer—as the world’s largest em-
ployer—the Federal Government should prove itself as a leader in
innovative, cost-effective health care management. I believe it is
imperative that Congress approve MSA’s as a health care insur-
ance alternative, and, in my opinion, should be the only option for
Federal employees. That eliminates all the adverse selection prob-
lems.

I have a long personal experience with medical savings accounts.
My company in Brighton, MI, has enjoyed tremendous success with
MSA’s. RCI is an automotive specialty manufacturing company
which has had a traditional health insurance program until 2 years
ago, when we replaced the traditional plan with MSA’s.

In the plan, employees are free to choose where they want to go
for their medical care. They make choices based on the quality of
care, while negotiating a reasonable price. Even though employees
have a higher level of benefits with the MSA’s, a higher level than
with our previous health care insurance program, the company’s
annual health care costs were reduced from $4,800 per family to
$4,200 per family, a 14.3 percent savings.

At the end of the first year, RCI did not even receive a premium
increase for the high deductible policies used in conjunction with
the account. This kind of cost cutting means real savings for busi-
nesses, let alone the potential savings for a huge employer like the
Federal Government.

Bringing MSA’s to RCI was not an easy process, because MSA
arrangements do not share the same tax benefits as traditional
health insurance plans. Therefore, 1 look forward to the passage of
H.R. 1818, the Archer-Jacobs bill, to bring tax equity to MSA’s. 1
can guarantee that MSA’s will quickly develop a strong presence in
the marketplace.

Employees need to have a direct role in seeing their health care
dollars spent wisely. Personal involvement provides an incentive to
be conscientious consumers of health care and utilize preventive
health care to avoid costlier medical procedures. MSA’s are an ex-
tremely cost-effective way to offer health care benefits to employ-
ees, because they put the consumer back in the decisionmaking

rocess.
P At RCI, employees use an MSA health ID card to pay for all of
their medical, prescription, dental, and vision expenses. We find
that employees shop around for their health care needs, and what
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better way to control the costs than through competitive free enter-
prise? Remember that no system of free enterprise works without
a participating consumer.

RCI employees are proud to point out that they have saved
money by comparing costs, a relatively new experience for employ-
ees used to blindly handing over their insurance cards. They often
save hundreds of dollars for routine procedures, several dollars on
prescription drugs by finding the lowest price. A managed care sys-
tem provides an added feature to our employees. They may choose
to utilize the PPOM to lower their medical expenditures. However,
the preferred providers are only an option. Employees are free to
go to any health care provider they wish.

Employees are enthused and excited about MSA’s because they
have the freedom to go to any doctor, hospital, or pharmacy they
like. They control how their health care dollars are spent, and they
can buildup a pool of money in their MSA to pay for health care
later on in their lives or when they are out of work. MSA’s provide
employees a financial incentive to stay healthy.

RCI is pleased with MSA’s because we increased the level of ben-
efits to the employees while reducing our health benefits expense
by over 14 percent. Putting the consumer back in the loop keeps
health care expenses to a minimum. Paperwork is significantly re-
duced. Since 75 percent of our employees don’t spend more than
the amount in their MSA’s, these payments are not subject to the
scrutiny of reasonable and customary determinations, pre-existing
conditions, and other administratively cumbersome and expensive
reviews. The expenses are simply paid out of the MSA’s. Future
premium levels have already proved to be stable.

[ know of no health plan that is such a win/win for both employ-
ers and employees.

Based on my first-hand experience with medical savings accounts -
at RCI and research on health care alternatives, I know that
MSA’s work. I strongly believe there is no other health care pro-
gram that compares to the MSA concept when it comes to provid-
ing a high level of employee benefits, employee satisfaction, cost
control, and freedom of choice and administrative efficiency.

In allowing the individual, not a third-party insurance company,
to choose a physician, plan, treatment, and range of services, com-
petition will increase in the health care marketplace while simulta-
neously increasing consumer access. MSA’s allow individuals to be-
come educated consumers of health care, practice preventive health
care, and improve the quality of health care while forcing the mar-
ket to react to their choices.

MSA’s can and should play a major role in reducing health care
costs and improving health delivery nationally. Now is the time to
expand MSA’s as the choice for all Americans, starting with Fed-
eral employees.

Mr. Mica. I thank you for your testimony and thank all of our
panel witnesses this morning for their insight.

Let me turn first, if I may, to the mayor.

You said that you dealt first with management.

Mr. SCHUNDLER. Right.

Mr. MicA. Are MSA’s now offered both to management and other
employees?
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Mr. ScHUNDLER. The reason we offered them to management,
Jersey City has become a two-party city recently. That is an un-
usual experience in Jersey City, so a lot of things have become po-
liticized that before weren't quite as political.

The result is, we felt there was—rather than enter this into
unionized contracts, which would require opening all the contracts
and so forth, and that would become very political, we could do it
with management employees, and it would be, practically, much
easier.

Mr. MICA. So it was first done there. But has it expanded to
other employees yet?

Mr. SCHUNDLER. So we're going to be offering it to our unionized
employees this coming year, because we feel, now that we've got
the year to demonstrate—we have a year’s worth of experience
which we can demonstrate for unionized employed that this is
working, and you've got 250, if you will, people who can witness di-
rectly to the fact that it is working, and that will take some of the
politics, if you will, out of the debate.

Mr. MicA. Well, we had sort of a similar problem here, mayor.
This place was run by the same folks for 40 years, and they didn't
get any option other than what was offered, and sometimes the
unions would block any—or employee groups would block any new
approach. How did you—I guess you did this first with manage-
ment?

Mr. SCHUNDLER. Right.

Mr. MicA. And then—I mean it looks pretty attractive.

Mr. SCHUNDLER. Yes.

Mr. Mica. It looks like you reduced some of the cost.

Mr. SCHUNDLER. Yes.

Mr. MicA. It came down about $200. Now, that $200 had to go
somewhere, so it would actually either reduce your expenditures
somewhere else?

Mr. SCHUNDLER. Right.

Mr. Mica. Or it could have been put back into what you could
provide for medical costs for other employees.

Mr. SCHUNDLER. We could have reduced the costs far more if we
wanted to keep, let’s say, the exposure for the employees at the
same level, or if we had wanted, for instance, not to cover things
like preventative care.

What we've done is we've actually given them an enhanced cov-
erage package, again, where things that previously were not cov-
ered at all are now covered, both by the MSA and also count to-
ward the deductible and the catastrophic policy. We took some
money out, but from our perspective, the long-term interest of the
city is having more employees participate in this, again, having
people who use health care intelligently and not gratuitously, with
the belief that that will reduce our premium growth for the cata-
strophic policy, and that’s where the big savings is to be found. It’s
nice when you can get long-term savings, but you don’t have to
have short-term costs. So here, what we’ve been able to do is actu-
ally take out some cash today, but leave such a nice package for
our employees that it’s almost impossible to say it’s not better for
you. The result is, we expect very high participation, and we expect
the result of that will be significant savings, very significant sav-
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ings, through claims experience reductions, translating into pre-
mium reductions on the catastrophic part of the package.

Mr. MiCA. So your radical approach has actually worked.

Mr. SCHUNDLER. Yes.

Mr. MicA. And you've caught the attention of the employee
groups.

Mr. SCHUNDLER. Right.

Mr. MicA. So they want to be dealt in.

Mr. SCHUNDLER. Right.

Mr. Mica. Are they going willingly now?

Mr. SCHUNDLER. Yeah. I think, over the course of the next year,
we’ll be able to have all of the different employees’ unions. We
have, I believe, 16 different unions. I think we’ll be able to have
them all.

Mr. MicA. I'm sure we could match you.

Mr. SCHUNDLER. True.

Mr. MicA. The other group that I have to be concerned about is
our Federal retirees.

Mr. SCHUNDLER. Right.

Mr. MicA. When this was first unveiled by Mr. Salmon, myself,
and others, the sky immediately began to fall for Federal retirees.
At least their representatives felt that there would be cherry pick-
ing, this adverse selection, that their people, who would be the
most likely to use the services, would be somehow denied, and that,
in fact, their premiums would go up.

Now, you only have a short-term experience with this. How do
you respond to those people, who may indeed have very legitimate
concerns?

Mr. SCHUNDLER. I think the—again, the way we've tried to re-
spond is by holding all other things constant so other variables
don’t get into the equation. For instance, we offered them the same
three options—we offer our employees the same three options they
had before, plus a fourth.

We didn’t require that they take the fourth. They didn’t lose any
of the options they had. They just got a new option. We used Blue
Cross-Blue Shield as the provider, who was the administrator of
the State plan. So the people they deal with are actually the same
people as they were dealing with before.

Our management employees are no longer in the State plan at
all. You know, they're now under a plan directly from Blue Cross-
Blue Shield, but that’s the person who was administering the State
plan for them before. So they don’t change the person they're deal-
ing with on the health insurance side.

So, by doing all of these things, the only issue becomes, since you
are guaranteed the same benefits plus a few extra, since you’ve re-
duced your costs if you have high expenses, since you get cash back
if you have low expenses, don’t you think this is a pretty good deal?
And again, 60 percent in the first year already said, “Yes,” and I
think we’ll be over 90 percent in the second year.

The only reason why some people, I can imagine, might not
choose to go this route is because—let’s say you're part of an HMO
right now. You can make an HMO fit into a medical savings ac-
count type of approach. But the way we—again, we just offered
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them the same HMO, basically, that they had before, or they could
choose the MSA plan with a fee-for-service provider.

Now, you can make an HMO fit within an MSA structure, but
for those who actually have a personal relationship with an HMO
now, where they've been going, they continue to go where they're
going. There were some others who choose to stay where they are,
too, because of a pre-existing condition, and so they want to stay
under the relationship that they have.

But we have not suffered adverse selection. The reality is, our ex-
perience is that, again, if you have high costs, this is going to lower
your out-of-pocket expenses.

Mr. Mica. But what about now that folks that are left in the
other systems or choose to stay in those other plans?

Mr. SCHUNDLER. Right.

Mr. Mica. Have you in fact seen that they've had to pay more?

Mr. SCHUNDLER. Not at all.

Mr. MicA. Their premiums have not been increased?

Mr. SCHUNDLER. Not at all.

Mr. Mica. I didn’t really understand whether this has been ex-
panded or will be expanded to retirees. Do you have city retiree
folks that are eligible?

Mr. SCHUNDLER. Yeah, we do. Again, this first year, we put it in
with management employees. Next year, we believe we’ll be able to,
without having a big political fight, have the unions want to get
involved, because they will have been able to see, by through
watching the experience of their own direct unit bosses, that it’s
working well.

We think retirees tend to be the most conservative, in the sense
that anything new, they're suspicious of. They like what they have,
and they’re perfectly happy to stay with that. Our belief is that
when we have, again, a full work force filled with people who are
saying, “This is great,” you won’t notice any change in your doctor
relationship, because you just go to the same doctor you've been
going to, and that’s fine.

The only thing you’ll notice is that your bills will go down. Once
we have all of those people speaking up for the program, I think
we'll be able to get the retirees in, as well, but we have not tried
to force this on anybody at all. We've really done this in a way
where we—with management employees, we offered it to them;
they took it.

Now, we're going to go to the unions again and not force it on
anybody, but simply say, “This is what’s happening, and look at
how great the success, the experience is.” We think they’ll take it.
Then, when we go to the retirees—again, who may be the most sus-
picious of change—we can say, “Look at how well this is working,”
and make it a very nonpolitical evolution into MSA coverage.

Mr. Mica. Now, just to make sure that we've got the record clear,
you stated before the committee before, the cost was—what?—
$6,775?

Mr. SCHUNDLER. Exactly.

Mr. Mica. It went down to $6,500.

Mr. SCHUNDLER. Right.

Mr. Mica. And that only dealt with management. So even if they
cherry-picked, there still was no additional cost.
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Mr. SCHUNDLER. That’s right.

Mr. Mica. You're telling me that the premiums did not, in fact,
go up for the retirees or for the full-time employees?

Mr. SCHUNDLER. That’s right. What you have here is you've got—
again, Blue Cross-Blue Shield, which was administering the State
plan, is also administering our MSA plan with mirror image plans.
We've gone from the State health benefits plan now, and we've of-
fered our employees an HMO option, a PPO option, and a standard
indemnity offered by Blue Cross-Blue Shield which mirrors the
plan that the State offered them and Blue Shield administered be-
fore.

So they have the exact same coverage being administered by the
exact same administrator, simply a different pool of cash, if you
will, standing behind those policies with, now, a fourth option.

Blue Cross-Blue Shield had all of the claims experience before,
because they were administering the plan, so you have someone
who, right away, knows whether or not they're suffering any ad-
verse selection and whether or not they’re going to have to adjust
the premiums for the different plans. The reality is they are not
suffering adverse selection. We are not going to see costs going up
on those other three options that the employees are able to choose
from.

Mr. Mica. Well, I only graduated from a State university, and I
didn’t do well in math, but according to my calculations, about
$275, I think you said, per person that got in this. So it obviously
could have been used somewhere else.

Mr. SCHUNDLER. Right.

Mr. Mica. It was available to reduce your cost of government or
something.

Mr. SCHUNDLER. And I have to say that our deficit was never as
great as yours.

Mr. MicA. It’s hard to match.

Mr. SCHUNDLER. But it was bad enough. And, all too often, we
get into this situation where we are looking to have to cut services
because have to begin to live within our means. It’s nice when you
can actually expand services and cut spending at the same time.

Mr. Mica. I thank you. Mr. Chrysler, now you cited, again, before
the subcommittee the same type of experience with the private sec-
tor. Did this—was it RCA?

Mr. CHRYSLER. RCI.

Mr. MicA. RCI. I'm sorry. Trying to get you bigger than you
were. Was that offered to all employees, this MSA, or was it to
management or a select group, and were there retirees that could
also choose from this? How expensive was your coverage?

Mr. CHRYSLER. It’s very simple. You know, most companies offer
a health insurance plan. We had a Blue Cross plan prior to this,
and when we looked at MSA’s, we offered a plan—MSA’s—to all
employees, salaried, hourly, retirees, same plan to everyone.

That’s the reason why I guess I don’t understand the adverse se-
lection issue, is because most companies offer an insurance plan to
their employees. This is a benefit. You should only offer one plan.
And the thing about MSA’s is you will have, when the Federal Gov-
ernment finally gets around to passing MSA’s this year, you will
have the market that will respond to MSA’s.
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And the private sector—this MSA is very good for private sector
insurance companies, because they can offer the MSA, which
means they have control of this pool of money that the employer
and/or the government puts into it, and that’s a pool of money that
the private sector insurance companies will control.

They will be able to offer IMA’s—Individual Medical Accounts—
to their employees, which is another product they can offer, plus
they will be selling the high deductible health care insurance poli-
cies, which is another product that they will earn profit on, plus
it has very, very low administration costs. When we understand
that 30 cents out of every dollar we spend in health care is spent
on paperwork, this can eliminate 80 percent of those costs.

Mr. Mica. Now, Mr. Chrysler, we’re going to have a vote. I'm
going to give the next 5 minutes to the vice chairman. But you
have to tell me and the subcommittee, was there any cost-shifting?
In fact, this was offered to everyone?

Mr. CHRYSLER. Yes.

Mr. Mica. The management, employees, and retirees?

Mr. CHRYSLER. Yes.

Mr. Mica. Was there any cost-shifting?

Mr. CHRYSLER. Absolutely not.

Mr. Mica. Were the premiums increased? Say, after introduction
of MSA, was there any—I mean could you cite—there may have
been some normal increases, but was there anything that showed
that one group versus another group were penalized by the intro-
duction of MSA’s in your private sector experience?

Mr. CHRYSLER. No, our health care premiums went down by over
14 percent when we went to medical savings accounts, and after
the first year, when we started the second year, there were no in-
crease in premiums for the medical savings accounts for the sec-
ond.

Mr. Mica. You're not under oath, but you're telling us the truth
about this radical idea, right? Thank you.

Mr. CHRYSLER. Only real-life experience.

Mr. Mica. I want to yield to our vice chairman, and we’ll go until
it’s time for the vote.

Mr. Bass. Sure. Thank you very much, Mr. Chairman, for yield-
ing. My question will be short, and we’ll make our vote.

One question to Congressman Salmon. I understand that, in a
prior life in Arizona, that you were responsible for or participated
in the passage of legislation which provided for MSA's for Arizona
State employees. Could you give this subcommittee some observa-
tions about the type of program that you proposed and that was
accepted, and how has it worked in Arizona?

Mr. SALMON. Thank you, Mr. Bass. The bill that we passed actu-
ally opened MSA’s up as an option with a State tax incentive, like
a State-based IRA, to basically all citizens at large. It was not des-
ignated just for the State employees. Let me say, if I had every-
thing to do all over again, it would have been the logical next step,
or maybe even first step, because, frankly, here we are as stewards
of the taxpayer dollars.

I believe, as Mr. Schundler said, we have an opportunity to ex-
pand the employees’ opportunities when it comes to the health care
arena, to give them more options, give them the ability to take
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their own health care destiny in their hands and save taxpayer dol-
lars at the same time. It's a total win/win situation. We ought to
pursue this as vigorously as we pursue any kind of legislation this
ear.

Y There are several companies in Arizona, as I believe either Mr.
Chrysler or Mr. Schundler mentioned that there are insurance
companies that craft policies where they couple a catastrophic care
policy with an MSA, and that has happened in Arizona.

Insurance companies have seen this as a wonderful opportunity,
and they will manage, then, and they do manage the medical sav-
ings account, itself. They take care of the fiduciary responsibilities
for that, and then they also provide the catastrophic care policy,
which kicks in when your medical savings account has been ex-
pended.

Mr. Bass. Thank you very much, Mr. Chairman.

Mr. Mica. Well, we have just a minute here, and we’re going to
recess for a vote, but could any of the panelists cite any instances
where they've seen MSA’s institute—Mr. Chrysler in the private
sector, Mayor Schundler in the municipal sector, Mr. Salmon in the
State sector—where you've seen the introduction of MSA’s in bal-
ance or increasing costs as a result of that, or some deprivation of
service, either quality or availability at the level of service? Mr.
Salmon.

Mr. SALMON. Can I just make a comment? I know that I've pored
over, time and time again, resuits from private sector companies
that have offered medical savings accounts to employees, and
they’ve all had the same results. They have all lowered their costs
and increased employee satisfaction.

Let’s walk through this just 1 minute, because I think we've
mentioned a lot of positive benefits or attributes of a medical sav-
ings account. But let’s talk about within the medical industry, it-
self.

About 40 percent of the costs of hospitals and doctors are push-
ing paper, whether it’s paper to satisfy the Federal requirements
for Medicaid or Medicare or whether it’s pushing paper through the
insurance companies. About 40 percent are costs of pushing paper,
and if you deal on a cash basis with a doctor, they cut you breaks.
They give you discounts.

In my life, the last child that we had, Matthew, was born 7 years
ago. We were covered by a traditional third-party payer policy, and,
basically, the costs for delivery of my child, with hospital and doc-
tor, was $3,500. Two months later, my sister-in-law had a baby,
same doctor, same hospital, only she wasn’t insured, so she paid
cash, $1,500—$2,000 savings just on a delivery of a baby.

You shop around, and you look at procedures for everything from
gallstones to heart surgery, and you will find prices all over the
maps. If individuals are empowered to deal on a cash basis with
their doctors, they can negotiate. They can drive costs down. Doc-
tors benefit, patients benefit, the taxpayers benefit, and the econ-
omy benefits.

There is no real argument against this, other than those entities
that are scared to death of the competition that they will be thrown
into if medical savings account into the arena and we're going to
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do away with some of the bureaucratic we've seen in the insurance
industry heretofore.

Mr. Mica. Mayor, did you think up this radical approach your-
self, or did you use some other model, private or municipal?

Mr. SCHUNDLER. Actually, I read a book called Patient Power,
which was published by John Goodman of the National Center for
Policy Analysis. That’s how 1 came upon the idea. Then, what we
did was contact the insurance providers and, again, ask them if
they would offer us such a plan. Then we went to the State, itself,
and went through the process of removing ourselves from the State
health benefits plan. So it was step by step, just working with the
insurers, working with the State to set this up.

Mr. MicA. Do you know any State or municipal activities that
have resulted in more cost or lower benefits?

Mr. SCHUNDLER. You know, I've—we actually have been able to
do other things to—I want to make sure I understand the question.
Is it easy to find places where you can do more and spend less?

Mr. MicA. No. You know, maybe this panel is prejudiced. What
I'm trying to do is say, is there some place out there lurking, some
place where they did MSA’s, where they had a bad experience, and
where it drove costs up or people were denied services or access?
Because I want to know about those, and I'm asking you if you
know of any.

Mr. SCHUNDLER. No, I think the ultimate issue with regard to in-
surance plans is the insurance providers themselves, how easy are
they to work with? So we have the same administrator that we had
before, and, again, there has just been no change in experience.

If the Federal Employee Health Benefits Plan offers this as an
additional option, it will be the same person, it will be the same
entity that’s now offering the other options available to Federal em-
ployees. So I don’t think anybody will experience any difference in,
let’s say, the ease with which claims are settled, when you have the
same provider.

Now, ideally, it’s nice if individuals can take the cash value that
the city of Jersey City is putting into that plan and, if they want
to, be able to buy a different insurance policy altogether, because
it has a whole different set of coverages which may conform to
their particular situation more.

You could end up with an adverse selection under that scenario,
potentially, because someone could decide that they want a much
higher MSA contribution and a much, if you will, higher deductible,
because they just figure that they’re going to have very low medical
costs, and they want more cash back at the end of the year.

Now, it’s conceivable that you can design a program if you want
to where you have adverse selection as a problem, and there might
be reasons to do that. There might be reasons where, in the end,
it justifies doing so, because the overall cost to the system could be
less. That’s not the system we've designed, per se, which I'm not
saying is the end-all of all systems, but it’s certainly one which,
without having any change in experience whatsoever on the part
of the employees, lowers our costs and give them better coverage.

Mr. SALMON. Mr. Mica, just one point. There are about 3,000 pri-
vate sector corporations and limited partnerships that have offered
MSA’s to their employees throughout the country. Do you not think
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that if the other side, those who oppose medical savings accounts
vociferously, who probably are the same ones that got to the retir-
ees to stir up some fervor against it, do you really think that they
wouldn’t have paraded them forward or gotten some kind of a Dear
Colleague letter, talking about their horror story? Three thousand
companies across the United States—if the other side could find
one example of where they haven’'t worked, they would be trumpet-
ing that to the nth degree right now, and everybody knows that.
But they can’t find it.

Mr. MicA. Mr. Chrysler, a last word. We’ve got about 1 minute.

Mr. CHRYSLER. Yes. Just to answer your original question, the
answer is no with our employees. I had over 1,200 employees, and
MSA’s for them was just an outgrowth of a program that we start-
ed, where we had monthly caps on our premiums. You know, we
paid, as a company, the first $20,000 in medical costs, and then the
insurance company kicked in after that. I can say that our 1,200
employees, they were extremely delighted with our health care ben-
efits.

Mr. MicA. [ would like to pursue this, but what we will do is ask
additional written questions of the panel. I want to thank the panel
for coming down, for your patience, for your contribution, leader-
ship, and innovative approaches at the municipal level.

We do have a vote, so we will recess the hearing and reconvene
in 15 minutes.

[Recess.]

Mr. MicaA. I would like to call the Subcommittee on Civil Service
to order and turn to our second panel and call them forward. We've
got Gary Glenn, who’s the county commissioner of Ada County,
Boise, ID; Peter Hendee, consulting actuary of the Council for Af-
fordable Health Insurance; Merrill Matthews, director of Health
Policy Studies, National Center for Policy Analysis; and Dr. Daniel
Johnson, member of the American Medical Association Board of
Trustees.

I welcome our panelists, and I want to tell you again that this
is an investigations and oversight subcommittee of the Congress
and of the full committee, and it’s customary to swear in our wit-
nesses.

[Witnesses sworn.]

Mr. MicA. Thank you. The witnesses answered in the affirma-
tive. We will call first on the Honorable Gary Glenn, who is the
county commissioner in Boise, ID. We'll call on you, sir, and you're
recognized for 5 minutes. It's the custom of the subcommittee, if
you have a lengthy statement, without objection, it will be made
part of the full record, and we ask you to try to summarize in 5
minutes so that we can have questions and exchange. So welcome,
and you're recognized.
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STATEMENTS OF GARY GLENN, COUNTY COMMISSIONER, ADA
COUNTY, BOISE, ID; PETER HENDEE, CONSULTING ACTU-
ARY, COUNCIL FOR AFFORDABLE HEALTH INSURANCE;
MERRILL MATTHEWS, DIRECTOR OF HEALTH POLICY STUD-
IES, NATIONAL CENTER FOR POLICY ANALYSIS; DANIEL P.
JOHNSON, JR., PRESIDENT-ELECT, THE AMERICAN MEDICAL
ASSOCIATION BOARD OF TRUSTEES

Mr. GLENN. Yes, sir. Thank you, Mr. Chairman. Mr. Chairman,
Ada County, ID, is the first county in the Nation and, as incredible
as it is to me, only the second public employer in the Nation te
adopt an MSA plan, second to Mayor Schundler’s Jersey City.

Mr. Chairman, the bottom line I can offer you and the members
of your panel today is that if Ada Countv and Jersey City, having
proven that a government employer can design an MSA plan that
will reduce costs to the taxpayers to insure public employees, if
Mayor Schundler and 1 can do it, certainly the esteemed Members
of this body can do it.

The only difference is that if you do it, you will immediately save
American taxpayers millions of dollars a year, rather than the tens
and then hundreds of thousands of savings we'll experience at the
local level.

Based on Ada County’s experience, Mr. Chairman, [ feel con-
fident in predicting the following regarding your inclusion of an
MSA option in the FEHB. Tens of thousands of Federal Govern-
ment employees will enroll in a well-designed MSA option the first
year.

The main reason for those who don't will be the simple fear of
change—any change, at least based on the focus groups that we did
with our own employees, which we believe will evaporate after the
first year’s tens of thousands of enrollees brag to their coworkers
about all the cash they've got left over at the end of the first year.

Eventually, a majority of Federal employees will choose the op-
tion, I would predict. The bottom line will be immediate savings in
the millions of dollars, with long-term savings of much more to the
American taxpayers.

By introducing tens of thousands of cost-conscious health care
consumers into the local markets across the Nation, you will over-
night force health care providers to become more price conscious,
which will help restore market forces to bring the cost of health
care down for all Americans.

Under Ada County’s MSA plan, the taxpayers save money, which
was the first motivation that I had in proposing the plan. But
please not~, Mr. Chairman, the taxpayers would not have saved a
dime if no employee had enrolled. Therefore, by definition, the em-
ployees who enrolled did so only because they judged it to be in the
best interests of themselves and their families. This is, as described
earlier, a win/win situation. In fact. they win/win/win, because it’s
good for the taxpayers; it's good for the employees, themselves; and
good for our health care economy.

Our medical savings account offers three major benefits to em-
ployees, and I would offer as evidence of the fact that it is a benefit
to our employees the endorsement of this plan by our AFL-CIO af-
filiate and the Service Employees International Union member, the
Ada County Sheriff's Employees Association. You have a letter to
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that effect that I've submitted as part of the record. Those benefits
are as follows.

The opportunity to receive up to $2,100 in cash per year from the
county, any portion of which not spent on health care is the em-
ployee’s to keep and spend as he or she sees fit.

Because money they can otherwise keep is now at stake, we ex-
pect the county’s MSA enrollees to become cost-conscious shoppers
for health care services, just like they are for everything else, to file
substantially fewer claims for nonessential health care, resulting in
even lower premiums long-term, and helping force providers to be-
come more price conscious in order to compete.

These funds are also extremely portable, which would address
the people who are uninsured solely because they are between jobs,
between employers who offered health care insurance.

Based on the size of their families, it also offers the chance to
dramatically reduce the maximum amount of money they face hav-
ing to pay out of their own pockets in the worst-case scenario.

In my family’s case, with a wife and four children, I have an 82
percent reduction in my maximum worst-case out-of-pocket risk by
enrolling in the medical savings account, and when I enrolled in
the medical savings account, I save the taxpayers of my county, on
my family alone, $1,100 a year, even if I'm taxed by the Federal
Government, and if the Archer-Jacobs bill passes, then my family
alone will save the taxpayers of my county $1,500 per year.

Even the sickest individual is better off with our MSA, because
they will end up spending less, or in the worst case, if you're single,
no more out of their own pockets than they do with the old low de-
ductible 80/20 copay plan.

Finally, and most important, the MSA plan financially empowers
individuals with cash over which they have absolute control, and
MSA thereby provides our employees maximum freedom of choice
regarding their family’s health care. Our MSA plan is based on
faith in the ability of adult Americans to make rational choices in
the best interests of themselves and their families.

Mr. Chairman, I've included specific information in the packet
I've submitted as to the design of Ada County’s plan. I know that
you know how these things are designed and work. I would briefly
describe ours as follows.

If you are a two-party family or a larger family, you have a
$2,000 per-individual with a $3,000 maximum per family deduct-
ible, and the county will give you $2,100 a year in cash. If you're
single, you have a gZ,OOO per-individual deductible, and the county
gives you $1,100 in cash.

Mr. Chairman, I'll be happy to address that in questioning in
more detail if you like, but let me speak for a moment as a tax-
payer, instead of an elected official. I urge you to support Rep-
resentative Salmon’s bill.

But speaking as a taxpayer, I urge you, as stewards of the tax-
payers’ money, to decide that an MSA-based health insurance plan,
as Representative Chrysler indicated earlier in his opinion, that
that should be the only plan you offer Federal employees at some
point in the future, perhaps after a phase-out for other plans and
retirees.
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You would eliminate all concerns about so-called adverse selec-
tion. You would immediately save taxpayers tens of millions of dol-
lars in premiums. If I had a second vote on the Ada County Com-
mission, it would be the only plan we would offer our county em-
ployees. With 900 employees, we would save nearly a quarter mil-
lion dollars a year in premiums, if that was all we offered.

By injecting 9 million Federal employees, retirees, and depend-
ents with MSA’s into the health care market, you will force an even
more dramatic price consciousness and competition incentive on
health care providers, pressuring them to reduce health care prices
in order to compete, thereby saving not only American taxpayers
considerable amounts, but resulting in lower health care costs for
all Americans.

It is my view that it is unquestionably in the best interests of
the American taxpayer, who has to pay the bill, to do so, but it
clearly indicates, Mr. Chairman, why the simple notion of just of-
fering Federal employees the freedom to choose an MSA option if
they desire is a modest step with which any reasonable person
should agree.

Mr. Chairman, if T ean just close by indicating that, in my opin-
ion, it’s inconceivable that a single eastern city and a small county
in the west are leaders on this issue. We are, to my knowledge, the
only two public employers in the Nation, and we don’t have to pay
some of the Federal taxes that the thousands of private sector em-
ployers have to pay to enlist in these plans.

I hope Congress will take its rightful leadership role in restoring
the principles of free market economics to the health care market
of this Nation. By so doing, you will address the single largest ob-
stacle to a balanced Federal budget, the cost of health care, and
thereby address perhaps the single largest determinant of the kind
of economy in which my children and yours will have to raise their
families.

I strongly urge you to follow the lead of Ada County and Jersey
City, save American taxpayers millions of dollars, and help restore
cost-conscious consumption and price-conscious competition to
American health care, all by offering employees of the Federal Gov-
ernment at least the option of a medical savings account health in-
surance plan. Thank you, Mr. Chairman, for this opportunity.

[The prepared statement of Mr. Glenn follows:]
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Commissioner, First District

November 30, 1995

COMMISSIONER GARY GLENN
ADA COUNTY, IDAHO

TESTIMONY BEFORE THE U.S. HOUSE SUBCOMMITTEE ON CIVIL _SERVICE

MR. CHAIRMAN, MEMBERS OF THE COMMITTEE, I SUBMIT THE
FOLLOWING INFORMATION ON ADA COUNTY’S "MEDICAL SAVINGS

ACCOUNT" PLAN FOR THE OFFICIAL RECORD:

ADA COUNTY IS THE FIRST COUNTY AND THE SECOND PUBLIC

EMPLOYER IN THE NATION TO ADOPT AN MSA PLAN.

MR. CHAIRMAN, HERE'S THE BOTTOM LINE I CAN OFFER YOU
TODAY. ADA COUNTY AND JERSEY CITY HAVE PROVEN THAT A
GOVERNMENT EMPLOYER CAN DESIGN AN MSA PLAN THAT WILL RESULT

IN LOWER COST TO THE TAXPAYERS TO INSURE PUBLIC EMPLOYEES.
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AND IF MAYOR SCHUNDLER AND I CAN DO IT, SO CAN THE FEDERAL
GOVERNMENT. THE ONLY DIFFERENCE IS THAT YOU WILL IMMEDIATELY
SAVE AMERICAN TAXPAYERS MILLIONS OF DOLLARS PER YEAR, RATHER
THAN THE TENS AND THEN HUNDREDS OF THOUSANDS IN SAVINGS WE'LL

EXPERIENCE AT THE LOCAL LEVEL.

IF [ HAVE READ CORRECTLY REGARDING SOMEWHAT RELATED
LEGISLATION, THE C.B.0. PREDICTS ONLY ONE PERCENT OF MEDICARE

RECIPIENTS WOULD SELECT AN MSA OPTION IF OFFERED. HOW ABSURD...

BASED ON ADA COUNTY’S EXPERIENCE. I FEEL CONFIDENT IN

PREDICTING THE FOLLOWING REGARDING FEHB:

*TENS OF THOUSANDS OF FEDERAL GOVERNMENT EMPLOYEES WILL
ENROLL IN A WELL-DESIGNED MSA OPTION THE FIRST YEAR.

* THE MAIN REASON FOR THOSE WHO DON’T WILL BE THE SIMPLE
FEAR OF CHANGE -- ANY CHANGE -- WHICH WILL EVAPORATE AFTER THE
FIRST YEAR'S TENS OF THOUSANDS OF ENROLLEES BRAG TO CO-WORKERS

ABOUT THE CASH THEY HAVE LEFT IN THEIR ACCOUNTS.



43

House Subcommiuee on Civil Service / Page 3

*EVENTUALLY, AMAJORITY OF FEDERAL EMPLOYEES WILL CHOOSE
THE OPTION. THE BOTTOM LINE WILL BE IMMEDIATE SAVINGS IN THE

MILLIONS OF DOLLARS, WITH LONG-TERM SAVINGS OF MUCH MORE.

BY INTRODUCING TENS OF THOUSANDS OF COST-CONSCIOUS
HEALTHCARE CONSUMERS INTO LOCAL MARKETS ACROSS THE NATION,
YOU WILL OVERNIGHT FORCEHEALTHCARE PROVIDERS TO BECOME MORE
PRICE-CONSCIOUS, WHICH WILL RESTORE MARKET FORCES TO BRING THE

COST OF HEALTHCARE DOWN.

UNDER ADA COUNTY'S MSA PLAN, THE TAXPAYERS SAVE MONEY --
WHICH WAS MY FIRST MOTIVATION IN PROPOSING THE PLAN -- BUT
PLEASE NOTE THAT THE TAXPAYERS WOULDN'T SAVE A DIME [F NO
EMPLOYEE ENROLLED IN THE PLAN..... AND OF COURSE, THE EMPLOYEES
WHO ENROLLED DID SO ONLY BECAUSE THEY JUDGED IT TO BE IN THE

BEST INTERESTS OF THEMSELVES AND THEIR FAMILIES.

OUR MSA OFFERS THREE MAJOR BENEFITS TO EMPLOYEES:
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1. THE OPPORTUNITY TO RECEIVE UP TO 52,100 IN CASH PER YEAR
FROM THE COUNTY, ANY PORTION OF WHICH NOT SPENT ON
HEALTHCARE EXPENSES IS THE EMPLOYEE’S TO KEEP AND SPEND AS HE

OR SHE SEES FIT.

BECAUSE MONEY THEY CAN OTHERWISE KEEP [S NOW AT STAKE, WE
EXPECT THE COUNTY'S MSA ENROLLEES TO BECOME COST-CONSCIOUS
SHOPPERS FOR HEALTHCARE SERVICES -- FILING SUBSTANTIALLY FEWER
CLAIMS FOR NON-ESSENTIAL HEALTHCARE, RESULTING IN EVEN LOWER
PREMIUMS LONG-TERM, AND FORCING PROVIDERS TO BECOME MORE

PRICE-CONSCIOUS IN ORDER TO COMPETE.

2. BASED ON THE SIZE OF THEIR FAMILIES, THE OPPORTUNITY TO
DRAMATICALLY REDUCE THE MAXIMUM AMOUNT OF MONEY THEY FACE
HAVING TO PAY OUT OF THEIR OWN POCKETS IN THE WORST-CASE
SCENARIO...(IN MY FAMILY'S CASE. AN 82 PERCENT REDUCTION IN

MAXIMUM OUT-OF-POCKET RISK).
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EVEN THE SICKEST INDIVIDUAL 1S BETTER OFF WITH OUR MSA,
BECAUSE THEY WILL END UP SPENDING LESS -- OR IN THE WORST CASE,
NO MORE -- OUT OF THEIR OWN POCKETS THAN THEY DO IN THEIR OLD

LOW-DEDUCTIBLE., 80/20 CO-PAY PLAN.

#3. FINALLY, AND MOST IMPORTANT OF ALL --- BECAUSE IT
FINANCIALLY EMPOWERS INDIVIDUALS WITH CASH OVER WHICH THEY
HAVE ABSOLUTE CONTROL, OUR MSA PLAN PROVIDES OUR EMPLOYEES
MAXIMUM FREEDOM OF CHOICE REGARDING THEIR FAMILIES
HEALTHCARE. OUR MSA PLAN IS BASED ON FAITH IN THE ABILITY OF
ADULT AMERICANS TO MAKE RATIONAL CHOICES IN THE BEST INTERESTS

OF THEMSELVES AND THEIR FAMILIES.

THIS IS EXACTLY THE OPPOSITE OF THE DICTATES AND FINANCIAL
INCENTIVES OF THE MANAGED CARE SYSTEM AT THE HEART OF THE
CLINTON ADMINISTRATION'S SOCIALIZED MEDICINE SCHEME, WHICH
WOULD DENY INDIVIDUALS FREEDOM OF CHOICE AND PAY DOCTORS NOT

TO PROVIDE HEALTHCARE.
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MR CHAIRMAN, [ HAVE INCLUDED SPECIFIC INFORMATION IN MY
WRITTEN TESTIMONY AS TO THE DESIGN OF ADA COUNTY'S PLAN. WHICH
—- BECAUSE | KNOW YOU KNOW GENERALLY HOW MSA’s WORK — I WILL

DISCUSS IN DETAIL ONLY IF YOU SO DIRECT ME DURING QUESTIONING.

HOWEVER, GIVEN THE FACTS I'VE DESCRIBED, MR. CHAIRMAN,
PLEASE ALLOW ME TO SPEAK FOR A MOMENT AS A TAXPAYER MORE

THAN AS AN ELECTED OFFICIAL.

BECAUSE. THANKFULLY, YOU AND YOUR COLLEAGUES REJECTED
THE SOCIALIZED MEDICINE SCHEME PUT FORTH BY THE WHITE HOUSE
LAST YEAR. THERE IS NOTHING IN FEDERAL LAW WHICH REQUIRES YOU
OR ANY OTHER EMPLOYER TO PROVIDE HEALTH INSURANCE TO YOUR

EMPLOYEES, MUCH LESS THAT YOU MUST PROVIDE A MENU OF OPTIONS

IF 1 HAD A SECOND VOTE ON THE ADA COUNTY COMMISSION, THE

MSA PLAN WOULD BE THE ONLY PLAN WE CFFER.
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LET ME STAKE OUT THE MOST FAR-REACHING STEP YOU HAVE IT
WITHIN YOUR AUTHORITY TO TAKE, COMPARED TO WHICH A DECISION TO
SIMPLY OFFER MSA’S AS AN OPTION TO FEDERAL EMPLOYEES PALES IN

SIGNIFICANCE AND SCOPE.

I'URGE YOU, AS STEWARDS OF THE TAXPAYERS' MONEY, TO DECIDE
THAT AN MSA-BASED HEALTH INSURANCE PLAN WILL BE THE ONLY PLAN
YOU OFFER FEDERAL EMPLOYEES AT SOME POINT IN THE FUTURE --

(PERHAPS AFTER A PHASE-OUT PERIOD FOR OTHER PLANS) --

* YOU WOULD ELIMINATE ALL CONCERNS ABOUT SO-CALLED
"ADVERSE SELECTION," SINCE ALL FEDERAL EMPLOYEES WOULD BE ON

THE PLAN.

* WITH A WELL-DESIGNED PLAN, YOU WOULD IMMEDIATELY SAVE

TAXPAYERS TENS OF MILLIONS OF DOLLARS ON PREMIUMS.
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* BY INJECTING 9 MILLION FEDERAL EMPLOYEES, RETIREES, AND
DEPENDENTS WITH MSA'S INTO THE HEALTHCARE MARKET, YOU WILL
FORCE AN EVEN MORE DRAMATIC PRICE-CONSCIOUSNESS AND
COMPETITION INCENTIVE ON HEALTHCARE PROVIDERS. PRESSURING
THEM TO REDUCE HEALTHCARE PRICES IN ORDER TO COMPETE, THEREBY
NOTONLY SAVING AMERICAN TAXPAYERS CONSIDERABLE AMOUNTS, BUT

RESULTING IN LOWER HEALTHCARE COSTS FOR ALL AMERICANS.

THE DIFFICULTY OF SUCH A DECISION ASIDE, IT IS IN MY VIEW

UNQUESTIONABLY IN THE BEST INTERESTS OF THE AMERICAN TAXPAYER.

AND IT CLEARLY INDICATES, MR. CHAIRMAN, WHY THE SIMPLE
NOTION OF OFFERING FEDERAL EMPLOYEES THE FREEDOM TO CHOOSE
AN MSA OPTION IF THEY SO DESIRE IS A MODEST STEP WITH WHICH ANY

REASONABLE PERSON SHOULD AGREE.
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IT IS INCONCEIVABLE THAT A SINGLE EASTERN CITY AND ONE

RELATIVELY SMALL COUNTY IN THE WEST ARE LEADERS ON THIS ISSUE.

I HOPE CONGRESS WILL TAKE ITS RIGHTFUL LEADERSHIP ROLE IN
RESTORING THE PRINCIPLES OF FREE MARKET ECONOMICS TO THE
HEALTHCARE MARKET OF THIS NATION. BY SO DOING, YOU ADDRESS THE
SINGLE LARGEST OBSTACLE TO A BALANCED FEDERAL BUDGET -- THE
COST OF HEALTHCARE -- AND THEREBY ADDRESS PERHAPS THE SINGLE
LARGEST DETERMINANT OF THE KIND OF ECONOMY IN WHICH MY

CHILDREN AND YOURS WILL HAVE TO SUPPORT THEIR FAMILIES.

ISTRONGLY URGE YOU TO FOLLOW THE LEAD OF ADA COUNTY AND
JERSEY CITY, SAVE AMERICAN TAXPAYERS MILLIONS OF DOLLARS, AND
HELP RESTORE COST-CONSCIOUS CONSUMPTION AND PRICE-CONSCIOUS
COMPETITION TOAMERICAN HEALTHCARE, ALL BY OFFERING EMPLOYEES
OF THE FEDERAL GOVERNMENT THE OPTION OF A MEDICAL SAVINGS

ACCOUNT HEALTH INSURANCE PLAN.
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Mr. Mica. I thank the gentleman, and we'll turn now to Mr.
Peter Hendee, consulting actuary of the Council for Affordable
Health Insurance. You're recognized, sir.

Mr. HENDEE. Thank you, Mr. Chairman. I am a consulting actu-
ary, and I'm a mamber of the American Academy of Actuaries and
was part of its work group on medical savings accounts.

The Council is an association of small and mid-sized insurance
companies that was formed to fight for free market solutions to our
country’s health care problems. We also represent several hundred
individuals, including actuaries such as myself, physicians, insur-
ance agents, and other Americans that are interested in free mar-
ket solutions.

I thank you for conducting these hearings on creating a medical
savings account option for Federal employees. 1 agree with many
positive things that have been said about MSA’s. Rather than re-
peat them, I'm going to address the concern that MSA’s will cause
adverse selection.

Selection is the process of each person choosing what’s in his or
her own best interest, and there’s concern that all the young and
healthy people will want an MSA, and all the aged and sick will
be left behind in the other health plans.

Certainly, MSA’s will appeal to the young and the healthy. It of-
fers them a financial gain. They can keep the funds if they don’t
use health care that year. But MSA’s can be financially beneficial
to high-risk individuals, also. Catastrophic coverage may have a
$2,000 or a $3,000 deductible and all expenses above that paid in
full. This is similar to the maximum out-of-pocket amounts under
several of the Federal employee plan options.

But with an MSA arrangement, the funds from the account can
be applied toward those maximums, so a high-risk person with an
MSA could actually pay less out-of-pocket in a year of hi