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EXHIBIT NO. [ 6

Testimony on SB 467 e D — / 4 7@{

Sponsored by Sen. John Esp
Before the Senate Committee on Public Health, Welfare 4ndghafiety S é ‘# é’ ,7
February 18, 2005

Mr. Chairman, Members of the Committee:

For the record my name is Connie Welsh. Iam Chief of the Employee Benefits Bureau
in the Department of Administration. We are here today to testify, very reluctantly, in
opposition of SB 467.

Senator Esp has been very gracious in visiting with us on a couple of occasions about this
bill and as we understand the objective, we believe at a very high level we have the same
goal. In order to provide some accountability to the increase in health care costs we need
to engage the consumer in understanding and making decisions about the cost and
consumption of health care. Where we differ, I believe, is in how we achieve that goal.

There are two main reasons for our opposition to the bill.

1. First, this bill would legislate very specific plan offerings within the overall package
of State Employee Benefits. When the Legislature created the State Employee Benefit
pool in 1979, they provided for an advisory council (SEGBAC) to advise the Department
on matters pertaining to benefit offerings to the members of the plan. [2-15-1016, MCA]
This Council is comprised of 12 members representing employees, retirees, union
members (two union rep seats), and a member of the Legislature. In the past, Senator
Grimes has served as the Legislator representative on the Council.

The Department consults with the Council in matters related to the benefits offered to
plan members. They are able to consider the entire scope of the plan and make decisions
about the impact of changes on the entire system and how it impacts plan members as
well as the overall cost of the program. By developing and making decisions on plan
changes in the context of the overall program, we are able to reduce unwelcome
consequences and maximize the performance of the plan. In addition, since the unions
are part of the Council, benefits are NOT a subject of collective bargaining.

This model was actually adopted by the State of Wyoming. They had a system that was
vulnerable to piecemeal decision making and as a result that state scrapped their system
and started over with a system like ours. My predecessor assisted them by providing
information about our Council, governance, and administrative structure.

2. The second reason we oppose the bill is because we don’t believe this-is the best way
to achieve engaging employees in consumer health care. In particular, it requires that we
offer at least two high-deductible health plans (HDHPs), that they be offered no later than
January 1, 2006, and that the Health Savings Account (HSA) platform be the basis for the
consumer plan.



[ believe you have in front of you a packet. There are three Attachments.

Attachment A is a 14 pg. document comparing three tax vehicles for delivering health
care. It really hits the highlights of how HSAs compare to a Health Reimbursement
Account or HRA and to a Flexible Spending Account arrangement or FSA. I'm not
going to go over this in detail, this is more for your reference and to address questions.

Attachment B is a Time Line of Events involving the Department and Councils actions
regarding implementing a consumer plan and authorization of these various tax vehicles.

Finally Attachment C is a picture of our 2005 benefit plans laid alongside a potential
consumer plan offering so I can show you why it is important to develop a plan in
consideration with the total package of offerings.

If you could please turn to Attachment B, I’d like to take you through this timeline. The
State Plan began to develop a plan to offer a consumer driven health plan back in 2002.
Let’s distinguish a consumer driven health plan from an account such as an HSA or
HRA. The plan actually is a combination of the benefit design structure, all of the
contracts and supporting services needed to administer it as well as the tax platform it
uses. The accounts are the tax platform allowing tax advantaged treatment of those
dollars for health care.

=> (Go thru highlights of Attachment B.
- discussion of elimination of Basic Plan and actuarial advantage to limiting the
number of plan offerings (concern with multiple HDHPs
- discussion of timeline for offering product (no later than January 1, 2007)

Now if I could ask you to look at Attachment C, I’d like to go over why we think that
limiting the plan to an HSA platform may not be the way to go. We currently have four
medical plan offerings. If you look at the Provider Network line, you will see that each
of our existing medical offerings have a different network. Right above that section I've
listed the rates. Now the three plans titled “...MC Plan™ have nearly identical benefits.
They are three different companies that administer them and use different networks. The
variation in the rates is largely due to how much difference there is in the discounts in
those networks. We are able to provide a good level of coverage at varying deductible
levels by managing those plans. What we want to do with a CD plan is to offer a
complementary plan that provides some premium relief, ideally we would be able to
make some amount of state share available to the employee or plan member to saving in
an accounts (the incentive if you will) and not cause adverse selection in the remaining
offerings. Let me give an example. If we were just to add two low premium plans and
allow people to take the state share ditference and keep it that would be very attractive to
our healthy folks who aren’t using services. However, if you are facing high cost
surgery, you likely would want to be on a lower deductible plan to reduce your out of
pocket. This is adverse selection since the healthy folks are not keeping money into the
pool to pay the costs of the sick folks. However, the next time a healthy person needs
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services, they may look at jumping back into a lower deductible plan to get better up
front reimbursement.

The other question is whether we want to use an HSA. An HSA requires that any
employer contribution, once made is the property of the employee.
=> example of $1200 employer contribution to HSA (at beginning of year vs.
spread throughout year)

HSA funds cannot be used to pay for health insurance premiums with the exception of
our Medicare population. Only out-of-pocket costs for items covered by a FSA.

The infrastructure for HSAs is not very well defined in Montana yet. To my knowledge,
Wells Fargo is the only larger bank that is ready to administer qualified trust accounts for
HSAs.

A combined HRA/HSA platform may work better. We could allow employees to put
their own money in the HSA portion of the account and then put employer funds in the
HRA portion of the account. This still allows for accumulation, but protects both parties
more fully we believe.

HSA guidance is not yet finalized. Treasury is still issuing regs. I recently attended a
conference at the national level on HSAs. The White House had a representative as well
as Treasury and a number of national entities concerned with HSAs. Roy Ramthun,
Senior Advisor to the Secretary of the Treasury for Health Care spoke. He is responsible
for issuing guidance. While we were in the conference, we began to ask him about
treatment of various aspects of HSAs, for example catch up provisions for two HSA
owners in a household. He didn’t have an answer. However, we told him what we
wished Treasury would do, he called during break and by that afternoon we were looking
at a proposal on catch up provision treatment! This is how fluid and fast this 1s still

going.

Finally, Medicare has just issued regs on the new Part D drug benefit. We do not entirely
know how this benefit will work with HSAs. We are meeting with our consultant next
week to discuss joining a large employer working group nationwide to advise the Centers
for Medicare and Medicaid Services (CMS) on how to value employers who offer Rx
coverage to Medicare beneficiaries under an authorized Prescription Drug Plan.
However, since two different government agencies are involved, there appear to be
inconsistencies.

For all of these reasons, we urge you to not pass SB 467. We are committed to bringing
forward a consumer driven plan offering by January 1, 2007. Please let us continue the
process we started in 2002 and develop the best plan we can for State Employee Benefit
Plan members and for the State of Montana taxpayer.

Thank you.
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