- _:::_._; C 0MM!TTBE N 0Tl Cli S " : e

' > Commm‘ee fRe;gort CTR T

L I

] ) fﬁxecutwe Sésswm ES S

{Sessmﬁy ear} L ) ’Puﬁfzc ‘Héarmg< ?’Hf

it {Assembly Seﬁate m‘Ie nt}

}_ﬁjﬁ;_. ﬁ_i Co mmlttee O n

':{--"Insurance | . -
r- ;::_}_.'_j__-'-_'(AC In) | s
L - -lNl«‘ﬂBMATmN COLHECTEB BY CﬂMMlTTEE

- _ .az*.

) *Rgcorcfof(fomm ’szoceecfﬂmas ’RCCP SO

L m ND AGAINST pnmmsm S .

-.yﬁwﬂz ﬂ}fpf S

L e a1 a008). - e

o } C{éarmgﬁouse ‘Ruﬂz Cﬁuﬁe _ : . i

FRET

>?{éafm *szcorzfs‘}ﬁf{ (Etfﬁancffesafutwnsj ; o
| 05hr_ab0004 ACn piO1

kx C .




Toflo

- became widespread - [, Analyses by health and tax Sl
. -policy analysts also have concluded. that HSAS are l:keiy t be used axtenswe y as -
e tax sheiters by htgh mcome md;v;duat R e

S "':HSA 'pmponents 'ave i

i Heaith Savmgs Accaunts were'estabi;sbed as part (o .
" legislation and made available as of January 1, 2004. Any individual who enrells in a o
C .__hagh-deductibie health insurance. plan with a cieductahie of at least $1 000-for - E
e mdwadua% coverage and $2 000 for fam;£y ccverage may. esiabhsh a iax~favered

o i?-savmgs acccmn:t knr::.wn as a Hea th Savmgs Ac;ceunt f——} An mdw;duai watb a HSA
may take a tax deduction for:contributions he or she makes to the account (uptothe .

; -_.-amaunt of the deductible contained in his or her hzghﬁedtjct;bie insurance policy),as - .
~long as the contnbutaans de not exceed an annuat limit, set at$2, 600 for mdwzduals v

“and $5 150 fof fam:iy coverage in 2004 U Boih emp csyers and empioyees may -
- 'make deductible contributions to an empiayee s HSA in the same year; the ccmbmed.
.. contributions made on behalf of an mdﬁndual may ﬂOt exceed ihe plan deducttb e or
A the coninbutaon ilmits whfchever is inwer : Rt S

o '-Funds heid an thesa acceurzis may be piaced in varaous mvestmeni vehicles such a5 "
L .'stocks and bonds w;th the earnmgs accrmng on a tax*free bas:s Wathdrawa?s from

/s cbpp.org/9-13-04health2 him

1oy sand ’wen the: ﬂﬁcu;”}"e itin v

S ;HSAS wouid have these effects if use of the ac::eums | Avbe AcrobaReater |0

ong dlsmassed th ewamangs and cnt;c;sms_ and they L

Iast year S Medtcare drug



Initial Data on Individual Market Enrollment Fail to Dis... http://www.cbpp.org/9-13-04health2 htn

20of 10

the account also are exempt from tax as long as they are used to pay for
out-of-pocket medical costs such as deductibles, co-payments, and other uncovered
medical expenses. Withdrawals for non-medical purposes are subject to income tax
and a financial penalty, but no penalty applies to withdrawals for non-medical

purposes made after an individual reaches age 65.@
E}u.e to thé structure df .H.SAS, they hold particular attractions for heaithier and more

affluent people. For healthy individuals who do not expect to incur significant health
care costs, HSAs provide a way to build up a new stream of tax-favored savings. To

the extent that funds in HSAs are not needed for heaith care costs, account-holders

can build up account balances that accumulate over time and enjoy tax advantages
that regular savings accounts do not have. These tax advantages are worth the
most to people at higher-income levels; the higher your tax bracket, the greater the
benefit that the HSA tax breaks provide you.

HSAs do not provide the same benefits for less healthy individuals. For such peopie,
who tend to consume more health care, the high-deductible insurance policies that
must be used in conjunction with HSAs can mean significantly greater out-of-pocket
costs, as compared to the out-of-pocket costs typically borne under comprehensive
insurance, which usually carries significantly lower deductibles. These added
out-of-pocket costs are of greatest concern for those less-healthy individuals who are
not in the higher tax brackets, since they have fewer resources to draw upon and
also would derive much less benefit from the HSA tax breaks.

Health Savings Accounts Raise Substantial Concerns

HSAs are a controversial element of last year's Medicare prescription drug
Eegzslation They raise two principal concerns: that they are likely to weaken the
comprehensive employer-based health insurance system through which the vast
majority of Americans now obtain their heaith insurance; and that they will be used
primarily as tax shelters by healthy, affluent individuals.

e Effects on employer-based coverage. Under employer-based coverage,
heatthier and sicker employees are combined into a single insurance pool.
This enables less healthy individuals to obtain insurance at an affordable
price. If each individual had to purchase insurance individually based on his or
her own health status, older, sicker workers would in many cases be priced out
of the market.

A major concern about HSAs is that if employers begin offering HSAs and
high-deductible insurance as an option alongside traditional comprehensive
insurance, then healthy and less-healthy workers may separate into different
insurance arrangements, with the healthier workers shifting to HSAs and
high-deductible policies and workers in poorer health seeking to remain in
comprehensive coverage. Numerous health policy experts believe this
development is likely under HSAs. Such a development would be highly
problematic. The cost of insuring any group of workers — and hence the price
of insurance coverage for those workers — depends on the health status of
the people in the group. If the healthier, less-costly-to-insure employees opt
out of comprehensive coverage to take advantage of the HSA tax breaks, then
the average cost of insuring the people remaining in comprehensive coverage
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must go up, since those left in comprehensive coverage will be a less-healthy

group that tends to use more health care SeWiCGS.@

The withdrawal of healthier workers from comprehensive employer-based
coverage to take advantage of HSAs also could occur even if an employer
does not offer HSAs and high-deductible insurance as an option. Some
affluent, healthier workers may conclude they would do better purchasing a
high-deductible policy in the individual insurance market and setting up a HSA
than remaining in employer-based coverage (especially if the employer-based
coverage requires employees to bear a significant share of the premiums).

If HSAs lead significant numbers of healthier workers to opt out of
comprehensive employer-based coverage, making those who remain in such
coverage more expensive, on average, to insure, then the comprehensive
coverage that employers typically offer will become less affordable over time
— and a growing number of employers may ultimately cease {o provide it.
That would pose a particular problem for vulnerable workers. i in poorer heaith
who need such coverage and seek to remain in it.

Creation of a lucrative new tax shelter. The second concern sterns from the
fact that under HSAs, not only are contributions to the accounts tax-deductible,
but withdrawals from the accounts to pay for cut-of-pocket medical costs are
tax-free. This tax treatment — under which boih contributions to a savings
account and withdrawals from that account are tax advantaged — is without
precedent in the tax code. Retirement accounts such as traditional Individual
Retirement Accounts (IRAs) and 401(k) plans permit deductible contributions,
but withdrawals upon retirement are treated as taxable income. Other plans,
such as Roth IRAs, permit tax-free withdrawals but the contributions are not
tax-deductible.

Furthermore, unlike under traditional IRAs, there are no income limits on
participation in HSAs. As a result, affluent healthy individuals who have
reached the maximum annual contribution limits on their IRA or 401(k) plans
— or who are ineligible to make tax-deductible contributions to IRAs because
their incomes exceed the IRA income limits — could use HSAs to shelter a
greater share of their income for retirement. HSAs consequently are likely fo
become a major tax shelter for affluent individuals, causing substantial
revenue losses o the Treasury and adding to budget deficits.

Of added concern, the exceptionally generous tax treatment that HSAs enjoy
creates a dangerous precedent. If this type of tax treatment, under which
contributions to an account are deductible and withdrawals are tax free, is
extended in whole or in part to other savings accounts — such as retirement
accounts, as some Congressional leaders already are proposing — the

adverse long-term fiscal consequences for the nation may be severe,m For
example, a proposal to convert a portion of 401(k) and IRA accounts into
HSA-like accounts, which has been designed by Fidelity Investments and
endorsed by Senate Majority Leader Bill Frist, would be likely to cost the
Treasury hundreds of billions of dollars over coming decades (and, depending
on how large a portion of retirement accounts were allowed to be converted to
HSA-like accounts, could cost $1 trillion or more).
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Academy of Actuaries, and RAND. We now proceed to examine the specific claims
that HSA proponents have made with these data.

Unsupported Conclusions Drawn by HSA Advocates
HSA proponents have drawn three questionable conclusions from these data.

1. HSA supporters have claimed that the data show HSAs are not primarily

attracting healthy individuals and thus do not risk adverse se!uat:tion.[—g—l
Nothing in the data supports this conclusion. The eHealthinsurance data on HSA
purchasers include no information about the health status of the purchasers. The
data include information only about the age, family size, premiums, and plan benefits
of an unknown number of online HSA purchasers.

The Assurant Health data similarly lack information about the health status of HSA
purchasers. HSA proponents have noted that Assurant Health provided an offer of

coverage to 93 percent of the individuals who applied for HSA coverage,l-@] but this
factoid sheds little light on the health status of HSA users. Given that HSA accounts
and high-deductible insurance policies are considerably more attractive {o heaithier

individuals than to less healthy people and pose risks for those in poorer health, it is
likely that those who applied for HSA coverage were a healthier-than-average group.

Furthermore, insurers in the individual market can and do deny coverage to
applicants, based on an applicant's health or medical history. They also can offer
coverage to a less-healthy applicant that carries higher premiums charges and/or
excludes coverage for certain important medical conditions or health benefits. The
eHealthinsurance data and Assurant data include no information about premium or
benefit variation among the offers of coverage that were made. This further
invalidates the drawing of inferences about the health status of those using HSAs
from the limited data that have been provided.

Moreover, some applicants who were in poorer health may have received an offer of
coverage but found the premium they were quoted to be unaffordable and decided
not to purchase health insurance. The data made available lack information on this
matter, as well.

Nor do the eHealthinsurance or the Assurant Health data offer any comparison
between the average health status of HSA purchasers in the individual market and
the average worker in employer-based health insurance. The individual market is
accessible primarily to healthier individuals, due to the widespread use in that market
of medical underwriting, under which insurers can decline to offer coverage, offer
more limited coverage, or charge much higher premiums to less healthy people. As
a consequence, it is likely that most people who have actually purchased a
high-deductible policy in the individual market in conjunction with a HSA are people
who are in better health, on average, than people who have employer-based
coverage. To help assess the degree to which HSAs may result in adverse selection,
it would be useful to have data on the heaith status of workers with employer-based
coverage who have chosen a HSA and how their health status compares to that of
workers in the same firm who have chosen comprehensive coverage. No such data
have been provided by eMealthinsurance or Assurant Heaith.

2. HSA supporters have claimed these enrollment data show that HSA
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participants are not primarily higher-income individuals taking advantage of
the tax shelter benefits of HSAs. Here, as well, the data do not back up the claim.
The Assurant Health data indicate that 29 percent of individuals who purchased
individual market coverage from Assurant in conjunction with a HSA had incomes

below $50,000 per year.m—ﬂ This means that 71 percent of HSA purchasers had
incomes of more than $50,000. The Assurant data do not provide a more detailed
income breakdown of the purchasers with incomes above $50,000 to determine the
extent to which high-income individuals purchased high-deductible plans and HSAs
through Assurant.

Moreover, the Assurant Health data indicate that héérty 57 pe'rcent'o'f bur'chase'rs
were from professional or managerial occupaticnslgj People in those occupations

tend to have higher salaries. As a result, the Assurant data themselves seem to
suggest that higher-income individuals may be more likely to purchase HSAs than

those with low- or.mo_derate-incomes.&:ﬂ _

The éi’—i'eaifh_insﬁfahée data that have been made pubiicﬁ_iy_avaiiabte_ do not include
any data on income: One HSA proponent has cited eHealthinsurance as finding that

46 percent of HSA participants had family incomes of less than $50,000.L1—é1 Even if
these data (which are not publicly available) are accurate, they provide little basis for
drawing conclusions about HSAs. Itis important to recognize that data about HSAs
that come solely from the individual health insurance market are likely to skew the
income of the purchasers downward. Lower-income workers tend to use the
individual market in great proportions than higher-income workers due to their
greater lack of access to employer-based coverage. Lower-income workers often
work for smaller businesses; such firms, particularly those with large numbers of
, low-wage employees, are among the least likely to offer health insurance coverage
to their workers. As a result, in 2003 — before HSAs came into existence — insured
R households with incomes below $25,000 were nearly 80 percent more likely to obtain
their coverage through the individual market than households with incomes of
$75,000 or more.l-‘!—s-l Since it makes sense for people who already were purchasing
high-deductible coverage in the individual market to set up HSAs, a sample of HSA
purchasers in the individual market would likely be biased downward in terms of
income. Such data cannot be used to make inferences about the income of HSA
participants generally.

A much more useful examination would look at individuals participating in HSAs in
the employer-based health insurance system and compare their incomes to the
incomes of individuals enrolled in comprehensive health insurance plans offered by
the same employers. Data on the income of employees who choose a HSA plan as
compared to workers within the same firm who opt for a comprehensive plan would
be particularly relevant. Such data are not currently available since the large majority
of employers do not yet offer HSAs. Without such idea, conclusions on the matter
are premature.

3. HSA proponents also have claimed that the data show a large share of HSA
users are people who previously were uninsured and thus that HSAs can be an
important tool for expanding coverage. According to the Assurant data, 43
percent of HSA applicants did not have health coverage in the months before
purchasing a high-deductible policy in conjunction with a HSA. This statistic is cited
to show that HSAs can play an important role in making coverage more affordable for

6 0f 10 12/6/2004 2:17 PM
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the uninsured.

These Assurant data, however, require considerable gualification. The individual
market is often a market of last resort, particularly for adults who have lost their jobs
and‘health insurance, cannot afford COBRA coverage, and do not qualify for
Medicaid. Even before the advent of HSAs, many individuals purchasing insurance
in the individual market are likely to have been uninsured for a period immediately
preceding the purchase. The fact that a certain percentage of people who purchased
individual-market coverage in conjunction with a HSA were uninsured for the months
before the purchase is not especially meaningful in assessing the contribution of
HSAs. Moreover, no.data have been provided on the percentage of actual HSA.
purchasers — as distinguished from HSA appiicants — who previously were
uninsured. Some uninsured applicants may have declined to purchase coverage
once they were provided an offer of coverage if the offer carried a premium cost they
considered unaffordable. (Itis curious that data on the extent to which purchasers
previously were umnsured have not been made available along with data on
apphcants } -

Mast 1mpo;tant th@se data are for the md:wdaai market only. HSA use wi l become
widespread only if HSAs are adopted by large numbers of employers, which many
analysts now expectto occur. Since the vast majority of employers who'adopt HSAs
are likely to be employers that already offer coverage to their workers, most
employer-based HSA enrollment will involve workers who already are insured and
are shifting their health insurance arrangements (or having the arrangements shifted
by their employers) from comprehensive coverage to high-deductible plans attached
to HSAs. Over time, the vast majority of HSA participants thus is likely to consist of

people who previously were insured.f—‘i—@l

Conclus:on

s L Some HSA propnnents have claimed that recent data on HSA use in the individual
: market refute concerns that HSAs may weaken employer-based coverage through
adverse selection and that HSAs may be used extensively as tax shelters by
higher-income individuals. These proponents also argue that the data show HSAs
are effective in covering the uninsured. In reality, the data do not support any of
these conclusions.

HSAs are likely to become increasingly common in the employer-based health
insurance system. The Kaiser Family Foundation and the Health Research and
Educational Trust determined 27 percent of employers were somewhat likely or very
likely to offer a high-deductible health insurance plan attached to a HSA or other
personal savings account in the next two years. Among very large firms with 5,000
or more workers, 50 percent were somewhat likely or very likely to offer such

pfamﬁs.ﬁ:‘ﬂ Similarly, a survey of 991 primarily large employers recently conducted by
Mercer Human Resource Consulting found that nearly three-quarters of employers
(73 percent) are somewhat likely or likely to offer Health Savings Accounts by

ZOOG.U-& A smalier employer survey conducted by Hewitt Associates found that 61

percent of large employers are likely to offer MSAs in the near future.ﬁﬁ—1 As more
employers adopt HSAs over time, more data will become available to evaluate the
risks that HSAs pose. These data will provide much better evidence than the
preliminary, fragmentary, conflicting, and incomplete data from eHeaithinsurance and

70f10 12/6/2004 2:17 PM
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Assurant Heaith.

itis likely that when better data become available, they will confirm the risks that
health and tax policy experts believe HSAs pose. Indeed, the recent Mercer survey
of employers heightens these concerns. The survey found that employers believe
HSAs will be most attractive to healthy, higher-income workers. A plurality of
employers surveyed (44 percent) reported they believed their healthiest employees
would be most likely to participate in HSAs. A substantial majority of employers (61
percent) said they believed their higher-paid employees would be most likely to use

: HSAS,LZ—QI :

The Center on Budget and Policy Priorities is grateful to the Nathan Cummings
Foundation for its support of this report.
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To: Chairperson Ann Nischke

S Members of the Assembly Committee on Insurance

From: James Buchen, Vice President of Government Relations
Date: “Jangary 20, 2005

Subject: Support Assembly Bill 4, relating to health savings accounts.

Wisconsin Manufacturers & Commerce supports Assembly Bill 4 (AB 4), as
amended by Assembly Substitute Amendment 1 (ASA 1). We recognize that rising
health insurance costs are a major concern for businesses, big and small, as they strive
to stay competitive, whether doing business regionally, nationally or globally. One
way 10 reduce the costs of health insurance over the long run is to re-establish a level
of consumer driven competition in the purchase of health care services. Health
savings accounts are an important component of an effective consumer driven health
care plan.

AB 4 as amended by ASA 1 would create a state tax exemption for health savings
accounts, mirroring federal law, thereby allowing a Wisconsin employee a state
income tax deduction for any contribution to a health savings account.

Health savings accounts are federally tax-exempt accounts used to pay for certain
medical expenses for employees who are covered under certain health plans’. To
qualify, health plans must have a “high deductible,” that is, with a minimum
deductible of $1,000/single coverage or $2,000/family coverage (indexed annually for
inflation) and, for 2005, an out-of-pocket maximum of $5,100/single coverage or
$10,200/family coverage. Qualifying high deductible health plans can have first-
dollar coverage (no-deductible) for preventive care®.

Each year, the individual, his or her employer, and/or others (e.g., family members)
can contribute an amount up to the deductible of the high deductible health plan, but
not more than $2,600 annually for individuals and $5,150 annually for families
(adjusted annually for inflation). Both the contributions and the account earnings are
not subject to federal taxation. Employer contributions to an HSA on an employee’s
behalf are not counted as taxable income.

" IRS Publication 502 {2004) discusses medical expenses which may be pad for from health savings
account dollars, such as doctors® office visits, hospital care, dental care, vision care, prescription care and
over-the-counter medications. Other expenses are specifically excluded, such as cosmetic surgery, hair
transplants, nutritional supplements and teeth whitening,

* IRS Notice 2004-23 provides a safe harbor list of preventive care that high deductible health plans can
provide as first-dollar coverage: periodic health evaluations (e.g., annual physicals), screening services
(e.g., mammograms), routine pre-natal and well-child care, child and adult imsmunizations, tobacco
cessation programs, and obesity weight loss programs.



In addition:

¢ Health savings accounts may be carried over (year to year AND employer to
employer). :

¢  Health savings accounts can grow with tax-free earnings.

Withdrawals from health savings accounts are not subject to taxation if used
to pay for medical care. :

* For those under age 65, withdrawals from health savings accounts for non-
medical expenses are included in gross income and subject to an additional 10
percent tax.

o For those over age 65, withdrawals from health savings accounts for non-
medical expenses are included in gross income.

Even though HSAs have only been on the market since January 1, 2004, retrospective
data is already available regarding purchasers. Based on actual market experience
with HSAs:

¢ Assurant Health, a national health insurance carrier, has reported that 29
percent of HSA purchasers have family incomes of less than $50,000, 43
percent of the applicants were previously uninsured, 70 percent of its HSA
applicants were over age 40, and 77 percent of its HSA purchasers are
families with children.

¢ eHealthInsurance, an online insurance company, has reported that nearly half
of HSA purchasers make less than $50,000 a year. Also, eHealthInsurance
has reported that 56 percent of HSA purchasers who had annual incomes
under $15,000 were previously uninsured, and 46 percent of those making
$15,001 to $35,000 were previously uninsured.

Health savings accounts can give workers a strong financial stake in their health care
purchasing decisions, giving them incentives to aggressively manage their health care
costs by becoming more active, engaged consumers.

Wisconsin businesses are national leaders in providing health care benefits to
Wisconsin workers. Nearly 70 percent of the Wisconsin population is covered by
emnployment-based health insurance, putting Wisconsin eighth-best among the fifty
states in terms of the percent of the population covered by employment-based health
insurance. As such, Wisconsin businesses are keenly interested in ensuring health
insurance 1s affordable.

Wisconsin Manufacturers & Commerce respectfully requests you support AB 4, as
amended by ASA 1.
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TESTIMONY TO ASSEMBLY INSURANCE COMMITTEE
~AB 4 - HEALTH SAVINGS ACCOUNTS
“January 20, 2005

By
Eileen Mallow, Assistant Deputy Commissioner

Thank you, Representative Nischke and members of the Insurance Committee for the

opportunity to testify on AB 4, that would create a state income tax deduction for Health Savings
Accounts (HSAs). Insurance Commissioner Jorge Gomez has asked me to appear on behalfof
the Office of the Commissioner of Insurance. I am Eileen Mallow, Assistant Deputy

Commissioner of Insurance and I will be testifying for information on the bill.

What is an HSA? In a nutshell, an HSA is much more of a tax policy question than an
insmanc_e-quesﬁoﬁ, -It is a tax deferral vehicle that can be used to meet the allowable deductibles
for a high deductible health insurance policy. It differs from some of the other funding

mechanisms for health insurance deductibles in that the account belongs to the individual, and

any balance can be rolled over from one calendar year to the next. The Internal Revenue Service
decides which expenses can be claimed against an HSA, but the information contained on their
website suggests that any health care expense that would otherwise deductible for income tax
purposes is an allowable expense for an HSA. Federal income.tax deductibility is available to
Wisconsin residents and we understand we are one of 10 states that have not adopted the federal

tax deduction.

The Office of the Commissioner of Insurance has approved high deductible insurance
products for marketing in the state. Our understanding is that most of the larger health insurers in
Wisconsin have an approved policy to market. However, policy form approval is merely the first

step in getting this product into the hands of consumers. Ultimately employers or individual



purchasers must make the decision as to whether or not this product is right for them taking into
consideration the total out-of-pocket expenses for the insureds, benefits offered under the policy,

and tax consequences.

We have no information as to the willingness of consumers to purchase high deductible
health policies in Wisconsin. A story in the January 11, 2005 New York Times suggested that
consumers are generally not yet aware of these products, but would likely be resistant to paying
for the higher deductibles that accompany these types of health pléns. The article went on to say
that a very small number of eniployers (3%) had offered the plans for calendar year 2005. Only
time will tell if the product is adopted by employers and individuals needmg to purchase a health

insurance policy.

Finally, I would like to make a plea for a program our office believes will offer assistance
to individuals who need assistance with their health insurance. The federal Heaith Care Tax
Credit (HCTC) program offers up to a 70% income tax credit to individuals who have been
displaced from their jobs because their job has been transferred overseas. The credit is only
available for a qualifying health insurance plan, as defined by the Trade Adjustment Act,
Wzsconsm does not have a quahfymg pian at tkns nme except for si:ate centmuatmn which offers
very few mdlvxduals oppommlty to claim the credlt OCI has approached the Iarger health
insurers in the state about voluntarily developing a qualifying plan and all have declined. The
only remaining option for the state is to modify the eligibility requirements for the Heath
Insurance Risk Sharing Plan (HIRSP) to make it qualifying coverage. We understand that there

is bi-partisan support for this change and I encourage you to take up the issue as soon as vou can.

Thank you for your time and I would be happy to answer any questions you may have.
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TO: Assembly Insurance Committee
- FROM: Phil Neuenfeldt, Secretary-Treasurer
Joanne Ricca, Legislative Staff
DATE: TJanuary 20,2005
RE:  Opposition to Assembly Bill 4: Health Savings Accounts

. This bill to allow special tax treatment for Health Savings Accounts (HSA) that are tied
to high-deductible insurance plans is being offered as a harmless incentive to encourage their use
and as an option to help address our health care crisis. The effects of HSAs will not be harmless
and they are a totally inadequate response at this point in time to the magnitude of the health care
crisis.

Under current federal law HSAs are authorized and receive federal tax breaks, so the
option to use them already exists. The question is whether Wisconsin should further encourage
their use with extremely favorable tax treatment at the state level. The Wisconsin State AFL-CIO
is strongly opposed to expanding favored tax treatment for HSAs because the state will be
encouraging 4 -health care policy that—over time-—is projected to substantially increase the cost
- for quality, comprehensive health insurance and seriously erode employment-based coverage for
working families.

Background: New federal tax provisions to encourage Health Savings Accounts were
slipped into law through the Medicare prescription drug legislation of 2003. HSAs are linked to
high-deductible insurance plans (at least $1,000 deductible for an individual and $2,000 for a
family with an out-of-pocket maximum for the year 2005 at $5,100 for an individual and
$10,200 for a family). Money deposited into an HSA, either through payroll deduction or
directly, is from pre-tax income and the contribution allowed is increased each year. Interest
earned on the account is tax-free, as well as withdrawals for medical expenses.

Major Concerns:

o Will Drive Up the Costs of Comprehensive Employment-Based Insurance. The
concept of HSAs undermines the basic premise on which group insurance operates—a broad and
mixed risk pool. Younger, healthier and/or higher income employees will be attracted to the
HSAs and opt to “take their chances” with the high-deductible plans, but older workers and those
with families are more likely to need the comprehensive coverage. Certainly those employees
with chronic health problems will need better coverage. The pool of people who remain in the
traditional comprehensive plans will be sicker, the cost of those plans will soar and that option
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will become even more unaffordable for employees who need it. Research by the RAND
Corporation, the Urban Institute and the American Academy of Actuaries found that
premiums for traditional insurance could more than double if Health Savings Account use

becomes widespread. (“What’s ina Name? House Bill Would Change Name But Not the Substance of a
Proposed Expansion of Medical Savings Accounts”, Center on Budget and Policy Priorities, July §, 2003)

*  Long-Term Threat to Employment-Based Coverage. Charles Boorady, a
securities analyst at Smith Barney commented at the time HSAs were created: “This provision
- gives employers a door to discontinue health care as an employee entitlement.” . (New York Times
12/9/03) Access to health care in our country currently relies on an employment-based system, so
any federal or state policy that will encourage employers to abandon comprehensive health care
coverage or drive up the costs of such coverage is reckless.

¢ Increases Health Risks for Individual. HSAs. provzde a perverse incentive for
individuals to gamble with their health rather than use the money in the savings account for
routine and preventive care. Employecs will fry to avmd tapping 1nio the account for fear they
wﬂ} not have sufficient funds to cover some future major medical expenses. This will drive up
health care costs in the long run because illness and discase that goes untreated will require more
expensive care. Dr. James Marks of the U.S. Center for Disease Control stated at a health care
conference n Madison that “catastrophic coverage is absolutely the wrong direction to go if
we are concerned with prevention.” (“Health and Health Care in Wisconsin Conference”, October 3, 2003)

Additional Concerns:

* Avoids real cost control measures. HSAs do little to control the overall increases in
health care costs that are making health care unaffordable for growing numbers of employers and
-employees. “What HSAs really dois s}ufﬁ medical costs to: employ:ses ‘Promoters: of HSAs admit
as much. They believe that health care costs are high because too many people abuse the system.
They promote “consumer driven” plans which really are code words for shifting even more
health care costs to employees who are already paying substantially toward their health care.
Since 2000, employees’ share of medical costs has risen from 26% to 32%. (Business Week, “Your
New Health Plan”,November 8, 2004) And we strongly disagree with the cynical idea that people are
rushing to doctors for the fun ofit. It is an accepted fact that a small percentage of any
insured group is responsxb!e for 3pprox1mately 80 percent of the medical costs due to
chronic illness or serious medical problems, HSAs do not address this major factor. They do
not provide any systemic way of controlling health care costs, improving the quality of health
care or providing chronic disease management.

+ A windfall for the wealthy. Low-income and middle-class families who work
paycheck to paycheck do not have the extra income to make substantial pre-tax contributions to
annt HSA account. Many do not benefit from the tax break because they incur little, if any, tax
liability. Those who will benefit the most from this legislation are wealthier individuals who can
use the HSA as still another tax shelter—and the insurers who will profit from selling high-
deductible policies.



Proponents of AB 4 and HSAs cite some statistics that claim HSAs are being used by
lower-income individuals and the uninsured. The attached report from the Center on Budget and
Policy Priorities shows how their data is faulty-—mainly that it is based on some early, limited
information related to the individual market for high-deductible policies, and is not relevant to
the major concern about adverse selection.

.. The fiscal note of $38.7 million over the first eight years is substantial. It is wrong to use .
state revenue to encourage 2 health care policy that will erode quality, affordable
employment-based health coverage.

AB 4 and the promotion of Health Savings Accounts deflects attention from the
urgent need to fundamentaliy reform our health care system, something that our
policymakers must address. Every other advanced country has some form of universal
health care. How we provide affordable, comprehensive coverage for everyone is what we
shonld be talking. aboutmmstead of legislation that simply shifts costs to individuals and
threatens the comprehenswe health coverage under our employment-based system.
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enrollees, they will be left with a higher proportion of unhealthy people. More unhealthy
people will mean higher per capita costs, so premiums will have to be raised. The faster the
premiums rise, the more healthy people with financial wherewithal will decide to opt into
HSAs. This continuing cycle of “adverse selection” also known as "cherry picking” healthy
people will make the insurance we are used to—plans with smaller deductibles and low co-
payments—extremely expensive, leading more and more employers to drop this kind of
coverage.

‘Wisconsin is the laboratory for the nation. A state that has always taken the lead in
ensuring its residents were treated with fairness and given equal opportunity. Passing
legislation that helps those who are heaithy and hurts those who are sick does not follow in

our great tradition.

Thank you for your attention today.
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The members of the Wisconsin Association of Health Underwriters (WAHU) and National
Association of Health Underwriters (NAHU) are comprised of insurance professionals involved in
the sale-and service of health benefits, long-term care benefits, and other related products, serving
the insurance needs of over 100 million Americans. We have almost 18,000 members around the
country and nearly 600 members here in Wisconsin. Our membership is primarily made up of
insurance agents that work directly for and with the consumers of health care. Since our number one
concern is our customers, we consider ourselves to be consumer advocates and look at how any
legislation or issue will affect these customers.

Long before the advent of Health Savings Accounts, WAHU has long supported the concept of
consumer driven health care. The dramatic rise of health care costs will continue until normal
consumer behaviot is apphed to the purchase of health care. “Such behavior has been prevented
through current benefit design and structure, with the use of first dollar coverages and the continued
removal of the patient from the financial responsibility of their own health care, Consumer driven
plans, like HSA’s, provide the opportunity to bring back normal consumer behavior to the health
care marketplace. Unlike any other, financial responsibility is the driving force that will provide the
right kind of incentive for consumers to competitively shop price and quality in the health care they
purchase.

Health Savings Accounts are tax-exempt accounts used to pay for certain medical expenses for
employees who are covered under qualified high deductible major medical policies. In essence, an
individual or employee would purchase a health plan that has a large deductible. The individual or
employee would then set up a savings account to put aside money in order to help pay for medical
care under the deductible. If the individual seeks medical care, the money in the account would be
used to pay for such care until the deductible is met, at which time, the insurance plan would pay for
medical care. Any money left over in the savings account becomes the property of the individual to
carry over from year to year. The money to put in the savings account can come from two sources.
1. An employer, if the HSA is set up under a group plan. 2. The savings in premium that is
generated by purchasing a large deductible plan in comparison with a small deductible plan.
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Everyone can benefit from an HSA, regardless of your health status or financial condition. The
concept of this plan is to fund the account through the savings realized by purchasing a large
deductible major medical policy. Statistically, only a small percentage of consumers actually have
large catastrophic claims. For the small minority of people who will end up using those savings for
medical expenses, they are no worse off than if they purchased an expensive health insurance policy
that had %ttle or no deductible. However, for the majority of people who incur very little medical
expenses during the course of a year, the savings remains their money rather than the insurance
companies. This type of consumer driven health care benefits all consumers.
Ironically, Wisconsin consumers continue to purchase health plans with higher deductibles each
year. For many, they have already purchased a qualified high deductible plan. All this legislation
does is provide tax incentives that allow individuals to put aside money to help pay for medical
expenses, with the potential of large savings over traditional plans. Objecting to this legislation is
simply hurting the thousands of cost minded Wisconsin citizens who have, and who will purchase
these types of plans in an effort to save money. Wisconsin must provide its citizens with the same
tax savings provided by the federal government, and by nearly every other state, for the purchase of
these plans.

We urge you to support AB 4.

Thank vou for the opportunity to provide our comments.
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The Wisconsin Association of Provider Networks (WAPN) is an association whose members
represent nearly 1.8 million Wisconsin health care consumers. In 2004, our members contracted
for over $4.5 billion dollars in health care expenditures. Our members are made up of non-HMO
entities that produce Preferred Provider Organization (PPO) type products, including provider
networks and insurance carriers.

WAPN supports AB4, as it provides real solutions to Wisconsin’s health care cost crisis, and
provides the ability for consumers to purchase affordable and comprehensive health care coverage.
Health Savings Accounts are a new option for health insurance and they have two parts. The first
part is a health insurance policy that covers large hospital bills. The second part of the Health
Savings Account is an investment account from which you can withdraw money tax-free for medical
care, Otherwise, the money accumulates with tax-free interest until retirement, when you can
withdraw for any purpose and pay normal income taxes. e

The health care cost crisis we find ourselves in will continue until normal consumer behavior is
applied to the purchase of health care. Such behavior has been prevented through current benefit
design and structure, with the use of first dollar coverages and the continued removal of the patient
from the financial responsibility of their own health care. Consumer driven plans, like HSA’s,
provide the opportunity to bring back normal consumer behavior to the health care marketplace.

The objections to Health Savings Accounts have consisted of the claim that these plans are only for
the wealthy and healthy. This is simply not supported by the facts. The statistics with the insurers
selling these plans show that 46% of the HSA consumers have family incomes of less than $50,000
per year. One insurer with nearly 70,000 covered HSA lives finds that average self-reported income
during the HSA application process was approximately $32,000 36% have only high school or
technical school training. 38% live in homes with a market value of less than $125,000 and 27%
have a net worth of less than $25,000. As for the age group buying these plans, some of the
statistics by these same insurers found that over 70% of purchasers were over 40 years of age.
Furthermore, these same statistics show that HSA’s are helping with the uninsured. Over 40% of the
HSA applicants did not list any prior coverage and nearly 33% had not had coverage for at least 6
months prior to enrollment. One HSA Administrator [ talked with said that nearly 90% of all groups



that are purchasing HSA plans are groups under 5 lives in size. These size groups are typically not
wealthy individuals. These size groups are typically made up of low wage earners.

Wisconsin is only one of 11 states that have not provided their residents with the same tax incentive
that the federal government has provided. One HSA Administrator I talked with gets nearly 100
calls a month from Wisconsin residents confused as to why they aren’t getting the state tax credit.
The only answer they are able to give is that the legislation was vetoed. This doesn’t sit well with
Wisconsin residents. By not conforming to the Internal Revenue Code, Wisconsin taxpayers are also

~exposed to higher administration costs from their income tax preparers, as well as through flexible- -

compensation administrators.

WAPN urges you to support AB4 and we also urge you to contact the Governor asking him to
finally sign this legislation into law.

Thank you for the opportunity to provide our comments.
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Madam Chalr and members of the Assembly Commmee on Insuranc&: thank you for 2he ERE ;

o ;-'f: 'gpportumty to' make some bnef comments on behalf of the 13 OOO member ﬁrms of
""_.:___-'3NFIB/W1sconsm SR S _ S

estabhshmeni of health savmgs accounts has the strong Support of our state s smali busmeSS S

o commumty

We beheve HSAS have the potennai to do for heaith care what IRAs have done for

o '.-HSAS 1n Wlsconsm

R :"-':-Last week the America’s Health Insurance Plan, a major trade association re;zresentmg health -

5 -__'retirement savings.. While obviously adopting the federal law will not have as great an impact as_ o i
- the federal tax advantages extendmg state tax advantages mli {mher enhdnce ihe appeai R L

The beneﬁts of Heaith Savxngs Accounts have aiready made these accounts very yopuiar._"‘ B

& “insurers, reported 438,000 people have mgned up for health savings accounts through September, G

- 2004 — almost half of these individuals were over the age of 4{) and 30% ef the mdwzduai HSA L 3

fERae ;purchasers were prevrousiy unmsured ae

L Assurant Health reports that 43% of It’s apphcants were prevmusiy umnsurcd whiie
B -eHealt}ﬁnsurance reports that approximately 33% of it’s HSA purchasers were previously

B ‘uninsured. - Assurant Health also reports 77% of HSA purchasers are famiilies with children; 45% | - | _.
- are from households of four or more people; 70% of HSA purchasers are over the age of 40; and S

o those who criticize HSAs as only for the wealthy, Assurant Health data mdlcates 29%of

s -purchasers have famlly mcemes of less than $5{) UOO anci 19% have famﬁy incomes ef Iess than ::_' = e

B r $40 000 per year
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Attached to ‘my tesumony today isa hst ef smaii bnsmf:ss owners who are savmg money o

e _bn thexr health insurance premiums as a result of purchasmg their Health Savings Account pians.i EEE

. Youwill see an Ohio sc}f-empioyed enganeemng consultant who saves $8,400 (66%) the first - o
L year thh an HSA pian You will also’ see a anesota small buszness wzth iS ernpioyees that s R
i _isaveci $12 GOO wﬂ:h an HSA s SR . SRR A

i -5 S There is also the Iowa smali busmess counsehng service w1th 8 employees who repoﬁed SRS "
: savmg $14,740 {32%) on heaith insurance premiums with an HSA There isan Iowa OB/GYN -

- “Clinic with 13 employees that reports saving $40,608 (38%) on health insurance premiums the : L R

- first year of : an HSA plan. -And, finally, there is a Wisconsin smail busmess owner, a

B “chiropractor, who reduced health insurance costs by 70% saving $8,400 in the first year with 2 an g

S .: HSA plan.” As aresult of these dramatic savings, these employers are able to ma.ke szgmﬁcant
R '_.contnbutions to the HSAS of thelr empioyees R L : --

Also attached to my testzmony isa copy Of an artlcie that appeared in NFIB’S member

o _ﬁ magazme MY Business. This article shows an example of how contributions to an HSA can even' i

result in’ substantzal savings for retirement. The article also quotes a Nashv;lie NFIB member

i Wh() wlii save 30-4{)% each year thh an HSA account

S Smce 1998 NFIB Membcr Beneﬁts Corporation reports over $12 mlilzon in premmmg S
S -between MSAs and HSAS There are thousands of NFIB member empioycrs and empioyees o
SRR currentiy covered through an HSA 1nsurance plan SR SR

Fmally, Madam Chair o 3' e

HSAS provxde the empioyee w1th powc}: and control over thmr own money and

. :_ encourage physmzans to act autonemous}y mthout m’terference from HMOS and o

__ " insurance companies;. -
e Offer additional’ fmanczai securlty for today s mobﬂe werkforce
e HSA contﬁbutmns are 100 percent. tax-deductzble '

i . ' Funds in HSAs grow tax-deferred, medical costs are ‘I:ax and pena.iy free and ieﬁ'f o i3
7 over, funds from one year are roiled over to the next. In short you get the trzpie Sl

i crown gf tax piamnng with an HSA The money goes in tax free it grows tax .

s  free, and it comes out tax free And hopﬁfuliy, soon’ the money wﬂi aise be free : o 8 | i :

o -_'Gfstatetaxes

_ 'I‘hank you, and i nrge the Comm:ttee to aet prompﬂy and favorabiy on Assembly
lem B T : o B : o :



