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* For additional information on this subject, see also, ‘‘Present Law and Analysis Relating to
the Tax Treatment of Health Savings Accounts and Other Health Expenses,’’ Joint Committee
on Taxation staff report, September 25, 2006 (JCX–45–06).

HEALTH SAVINGS ACCOUNTS:
THE EXPERIENCE SO FAR

TUESDAY, SEPTEMBER 26, 2006

U.S. SENATE,
SUBCOMMITTEE ON HEALTH CARE,

COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 2:35 p.m., in
room SD–215, Dirksen Senate Office Building, Hon. Orrin G. Hatch
(chairman of the subcommittee) presiding.

Present: Senator Rockefeller.

OPENING STATEMENT OF HON. ORRIN G. HATCH, A U.S. SEN-
ATOR FROM UTAH, CHAIRMAN, SUBCOMMITTEE ON HEALTH
CARE, COMMITTEE ON FINANCE
Senator HATCH. Well, we will call the committee meeting to

order.
I have been a strong advocate of individuals taking personal re-

sponsibility for their lives. The Federal Government does not al-
ways have the right answer or the appropriate solution for every-
one, and all of us can admit that, oftentimes, the Federal Govern-
ment’s solutions are inflexible and unyielding.

That is the beauty of health savings accounts, or HSAs. HSAs
give the individual the ability to take responsibility for his or her
own health care needs. Who knows best, the Federal Government
or the person needing the care? I believe that the answer is fairly
obvious.

I know that some are uncomfortable with the HSA approach, but
I believe that today’s hearing will help answer many of the valid
questions surrounding the details of HSAs.*

Both our subcommittee Ranking Minority Member, Senator
Rockefeller, and I want to take the time to address this important
issue and ask very relevant questions regarding HSAs.

It is always a pleasure to be with my friend, Jay Rockefeller. In
fact, I could get used to this, couldn’t you?

Senator ROCKEFELLER. Yes. Not necessarily——
Senator HATCH. Right away?
Senator ROCKEFELLER. Well, just the position of the seats.

[Laughter.]
Senator HATCH. Well, we will just switch seats every once in a

while. How is that? [Laughter.]
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Oftentimes in the Senate it is difficult even to agree on the exist-
ence of a problem. That is not the case when it comes to our Na-
tion’s health care system. Everyone in this institution understands
the frustration of ordinary Americans, insured and uninsured, who
have to navigate our health care system.

As is evident in the report released yesterday by the Citizens
Health Care Working Group, which I worked on with my good
friend and Finance Committee colleague Senator Ron Wyden,
Americans want an improved health care delivery system with bet-
ter access for those who cannot afford care.

They are tired of insurance that is too expensive, benefits that
are too difficult to decipher, a bureaucracy that many times lacks
the human touch, and a system that is too unresponsive for a mo-
bile 21st-century workforce.

The administration believes, and a number of our Congressional
colleagues and I concur, that health savings accounts are part of
the answer. By combining lower premiums with higher deductibles,
they have the potential to make health care costs more manageable
for individuals and for employers.

The idea is easy to grasp. When individuals are more responsible
for their own health care, they will make better, and more cost-
conscious, health care decisions. When someone else is paying the
whole bill there is no incentive to monitor one’s own spending. It
is no wonder that the yearly premiums for traditional first-dollar
coverage have exploded.

By making health care more affordable, these plans will provide
affordable insurance to those who are currently uninsured or
under-insured and reduce the Nation’s health care expenditures as
well. That, at least, is the theory.

Today, we hope to hear how these plans work in practice. One
thing does seem certain to me: HSAs are here to stay. Their growth
has been remarkable. They were only created in 2003 through the
Medicare Modernization Act. I served as a member of that House/
Senate Conference Committee, and to this day believe that the cre-
ation of HSAs was probably one of the most important aspects of
that particular legislation.

By March 2005, 1 million individuals had health savings ac-
counts. Only 9 months later, that number had grown to 3.2 million.
Not only are individuals and small businesses turning toward
HSAs, but some of the giants of American industry and retail are
as well.

Now, these plans do appear to be gaining popularity. They are
definitely growing. I think it is incumbent upon us to take the task
of improving them as seriously as we can. For me, just picking up
the newspaper in the last few weeks confirms their promise and
shows the way forward.

The GAO has released its latest in a series of studies dem-
onstrating that both HSA-eligible plans and high-premium plans
cover similar services, including preventive services, and that for
many people there are substantial savings associated with partici-
pation in these plans.

Now, the decision by one prominent company to offer almost 300
generic prescription drugs at $4 for a 30-day supply for those living
in Tampa, FL, is an important step in the right direction.
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Let us hope that this decision will be expanded to other parts of
the country, because it will have a significant impact for HSA par-
ticipants who may have to pay for some prescription drugs out of
pocket.

As more individuals and businesses elect HSA-eligible plans, I do
not doubt that private consumer pressure will correct some plan
deficiencies on their own. At the same time, I believe that Congress
has an opportunity to improve HSAs for those already participating
in them. HSAs are still in their infancy. The evidence is starting
to come in, however, and our excellent panel should help us to
navigate through some of these critical issues.

[The prepared statement of Senator Hatch appears in the appen-
dix.]

So with that, I will turn to my dear friend, Senator Rockefeller.

OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER IV,
A U.S. SENATOR FROM WEST VIRGINIA

Senator ROCKEFELLER. Thank you, Mr. Chairman.
You notice, the Chairman and I are setting a new example in

how to sit, or on what to sit. This is a first in our history of the
Finance Committee. Right?

Senator HATCH. I am not sure it is that important, however.
[Laughter.]

Senator ROCKEFELLER. It is to me.
Senator HATCH. It is to me, also.
Senator ROCKEFELLER. Health insurance makes a substantial dif-

ference in the amount and kind of health care people are able to
obtain. We had a two-hour meeting of a foundation I set up about
15 years ago, co-chaired by Bill Frist and myself, yesterday on the
whole question of why it is we have stopped talking about the real-
ly big picture, which is universal health care, with these new sta-
tistics out.

It was very interesting. We decided that, frankly, we had all be-
come too timid, too incremental, looking at little ways to incremen-
tally do this or that, not looking at the effect on the large picture
or affecting the large picture.

The consequences of not getting needed medical care are not triv-
ial and can result in unnecessary hospitalizations and serious
health problems, not to mention the effect it can have on a per-
son’s, or a family’s, finances.

According to the Census Bureau, over 46 million Americans were
uninsured in 2005, including 8.3 million children. That was the
first time that number had gone up since 1998, which has some-
thing, I think, to do with our Children’s Health Insurance Program.

The weak economy, unemployment, and the increasing cost of
health care all made it harder last year for American workers and
their families to obtain affordable, comprehensive health care in-
surance. The growing uninsured problem in this country deserves
immediate attention by the Congress. It has not gotten it, really,
for about 10 years or so.

If it is not going to get it in this Congress, which it is not because
of the time, then we have to do it next year. We should get started
before the recess this year. Unfortunately, I do not think the health
savings accounts, HSAs, are the answer, and I remain concerned,
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unlike my esteemed colleague, that these tax-preferred accounts
continue to be pushed by the administration as a meaningful
health insurance option.

We know that the majority of uninsured Americans are in work-
ing families with low to moderate incomes. Research indicates that
71 percent of the uninsured are in a 10-percent or lower income
bracket, and that more than half—that being 55 percent—of the
uninsured have no income tax liability at all.

This means they would benefit very little from health savings ac-
counts. According to the GAO, the vast majority of people who pur-
chase HSA policies are healthy, affluent workers, with an average
adjusted gross income of $133,000, in 2004 figures. That is not the
folks that I deal with in West Virginia, and I suspect it is not typ-
ical in Utah, Montana, and a lot of other places.

These individuals are betting on not getting sick, or if they are
getting sick, they are probably not going to do anything about it
because they do not know whether that would have any effect, or
what it would cost, or they become passive in their own health
care, which is dangerous.

Furthermore, the use of HSAs could significantly undermine the
employer-based insurance on which most people, 60 percent of
workers, rely. As healthier, more affluent workers shift to HSAs,
older and sicker workers will be left in traditional employer-
sponsored policies.

This type of adverse selection will drive up premiums for tradi-
tional employer-based coverage, further encourage firms to provide
less desirable coverage or to drop health care coverage altogether,
all of which happens.

Indeed, some research even concluded that if the savings limits
for HSAs were increased, they would also undermine employer-
provided retirement savings programs. This perverse incentive
would be very dangerous, obviously; as small business owners have
the option of saving more money, tax-preferred, in an HSA, they
would have less incentive to provide 401(k) accounts to their em-
ployees.

We need to do more to encourage small business to provide re-
tirement and health care benefits. Our experience with the Trade
Adjustment Assistance Health Care Tax Credit is, in this instance,
instructive regarding the limitations of trying to use the tax code
to expand coverage.

Even with a tax break, health insurance is still too expense for
many, if not most, people to purchase. Therefore, the take-up rate
on the Health Care Tax Credit has been very low, worthy of atten-
tion. I believe the HSAs present the same problems. Many people
will not be able to afford health insurance in the private market,
even if they receive some tax subsidy.

Finally, a note about the ability of HSAs to encourage consumer
responsibility. Patients generally lack both the medical expertise
and complete information about costs and quality that would be
necessary to comparison-shop, as we are accustomed to doing for
other goods and services.

What patients are doing, instead, is cost-avoidance, or personal
peril avoidance. Many HSA enrollees are avoiding needed care be-
cause they cannot afford the high deductibles. Anyone who knows
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anything about health care knows that this will lead to greater
costs to our health care system down the road.

If current purchasers of HSAs would not recommend these plans
to people who have chronic conditions, have children, are on medi-
cation management, or cannot afford the high deductible, then why
should we proceed with a strong tax advantage? These are charac-
teristics of most uninsured Americans. We have to find a better so-
lution.

I will just end with a story, Mr. Chairman, which you have prob-
ably heard me say before. But I was a Vista volunteer 40-plus
years ago in West Virginia. There was one thing which was
rammed into my head and will never leave. I was in a small, south-
ern coal community. Nobody had any health insurance, jobs, did
not go to school, lots of problems. Wonderful people.

One thing I found that I could do was to get a Pap smear van
from the county. They would send that out, and that was impor-
tant, so I went around the community on that. The van came, no-
body showed up. I figured I had done something wrong. So as a so-
cial worker, I went to work and tried to do better. The van came
again a month later, and nobody showed up. I went to work again.
The van came on the third month, and two people showed up.

Lesson: when people are poor, when they are discouraged, or
when they are living in adverse circumstances, they have enough
bad news in their life, they are not sure they want to go to a place
or take a test which may give them news that is even worse.

Now, you could say, well, it is their responsibility to do so. But
human nature is human nature. We need to deal with that and we
have to be sensitive about that if we want people to have health
care available to them.

Thank you, Mr. Chairman.
Senator HATCH. Well, thank you, Senator Rockefeller.
[The prepared statement of Senator Rockefeller appears in the

appendix.]
Senator HATCH. I have to run down to Judiciary to make a

quorum, if you can take care of the hearing until I get back. But
let me just introduce everybody here. We have a distinguished
panel of witnesses here today. You will have to forgive me for being
absent for a few minutes.

Robert Carroll, Deputy Assistant Secretary for Tax Analysis at
the Department of the Treasury will testify for the administration.
Dr. Carroll has been a visiting scholar with the Congressional
Budget Office and served as a Senior Economist on the President’s
Council of Economic Advisors.

I want to thank you for being here. We appreciate you being will-
ing to be on this one-panel format, because ordinarily we would
have you go first by yourself.

John Dicken, Director for Health Care Issues for the U.S. Gov-
ernment Accountability Office. He has served as a Senior Analyst
for the President’s Advisory Commission on Consumer Protection
and Quality in the Health Care Industry, and is a Legislative Fel-
low with the Senate Committee on Labor and Human Resources.

I am especially happy to welcome Joe Knight, from Ogden, UT.
It is always a pleasure to have a fellow citizen of the Beehive State
testifying.
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Mr. Knight is CFO of Setpoint Systems, a family-owned business
with 34 full-time employees. Setpoint offers an HSA-eligible health
plan to its employees. So, Joe, we are really pleased to have you
here, and I am looking forward to hearing about your company’s
reasons for offering such a plan, and the experiences of both em-
ployees and management with this plan.

Sara R. Collins is the assistant vice president for the Program
for the Future of Health Insurance for The Commonwealth Fund,
where she has written extensively on health policy. We are grateful
to have you here as well.

John Goodman is the founder, president, and CEO of the Na-
tional Center for Policy Analysis. He is the author of nine books
on health care and economic policy, and holds a Ph.D. in Economics
from Columbia University.

Finally, Eric Beittel is a certified financial planner with Enders
Insurance Associates in Harrisburg, PA. He has worked in the fi-
nancial services industry for over 7 years, assisting dozens of small
businesses and hundreds of individuals with health savings ac-
counts. Furthermore, he owns an HSA himself to manage the
health care needs of his young family.

Now, I understand that your great uncle has accompanied you
here today, so we are happy to welcome him as well.

We are happy to have all of you here today. If you will excuse
me for just a short period of time, I will go down and make that
quorum. In these last few days, it is tough to do that. I will be
right back.

We will start with you, Dr. Carroll. Senator Rockefeller will take
good care of all of you, and we will reserve our questions until the
end.

Senator ROCKEFELLER. Dr. Carroll?

STATEMENT OF DR. ROBERT CARROLL, DEPUTY ASSISTANT
SECRETARY FOR TAX ANALYSIS, U.S. DEPARTMENT OF THE
TREASURY, WASHINGTON, DC

Dr. CARROLL. Thank you, Ranking Member Rockefeller and dis-
tinguished members of the subcommittee. I appreciate the oppor-
tunity to discuss with you today health savings accounts and the
President’s initiative to expand upon HSAs, as included in the fis-
cal year 2007 budget.

The initiative will help make health care more accessible, afford-
able, and portable, thus better enabling Americans to obtain health
care and to retain their health care when they change employment.

I will focus my remarks on the problems in health care and how
the President’s proposals help address these problems by building
upon the early success of HSAs.

By way of background, health care costs continue to rise rapidly
in the United States. Growth in health care costs has been exceed-
ing GDP growth by 2 percentage points since 1940, comprising 16
percent of GDP in 2004, and is projected to grow to nearly 20 per-
cent of GDP by 2015.

Higher insurance premiums pose a challenge for employers and
burden workers. The burden of rising health care costs is particu-
larly problematic for small businesses, who often end up choosing
not to offer any health insurance to their employees.
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At the same time health care costs are rising, the number of un-
insured also continues to grow. As health care costs grow faster
than incomes, an increasing number of individuals are unable to
purchase health insurance.

Also, those higher, ever-rising costs mean that the self-employed
and employees of small businesses are far less likely to have cov-
erage. A significant number of the uninsured work for small busi-
nesses.

A substantial portion of rising health care costs is due to the ef-
fects of our insurance system itself. Health insurance gives people
valuable protection and peace of mind that they will have help pay-
ing their medical bills should a major illness arise.

However, the tax system stacks the deck against insurance that
gives the individual a greater role in health care decisions. First-
dollar coverage, in effect, dulls the incentives for consumers to shop
carefully for cost-effective care.

The tax bias that favors this coverage that encourages individ-
uals to purchase pre-paid health care in the form of employer-
provided insurance is an important piece of the puzzle, explaining
the rapid growth in health care costs.

When consumers have more at stake, when they have more expo-
sure to the price of health care, when they have more ‘‘skin in the
game,’’ they can be expected to make better decisions. Greater reli-
ance on competition and greater exposure to market prices will
help lead to more efficient use of resources and help stem the ex-
cessive rise in health care costs.

With the appropriate reforms, the U.S. health care system can
become more efficient at supplying cost-effective health care to con-
sumers, while continuing to lead in innovation. The President’s
Health Care Initiative would address rising health care costs
through a series of proposals designed to improve the functioning
of the health care market.

At the core of this initiative is a set of tax proposals that puts
the health care consumer more in control of his or her health care,
that removes the tax disincentive to purchase high-deductible
health plans and the tax bias for first-dollar coverage.

Fundamentally, the initiative places health care purchases di-
rectly by individuals with high-deductible health plans on an equal
footing with employer-provided health insurance.

The President’s Health Care Initiative allows those with high-
deductible health plans to deduct insurance premiums and out-of-
pocket expenses and to claim refundable tax credits to cover payroll
taxes paid on these premiums and out-of-pocket expenses.

The initiative also includes a refundable tax credit to cover the
cost of high-deductible health plan insurance premiums that is tar-
geted to the lowest-income Americans. The result is a policy that
provides the same tax advantage available to those with employer-
provided insurance as health care purchased by all Americans with
high-deductible health plans.

Providing consumers with a larger role in health care decisions
will help bring market forces to health care. Where market forces
are prevalent, there is evidence that health care costs have grown
slower, or in some cases even decreased.
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The President’s initiative also helps make health insurance more
portable. In today’s economy, employees frequently change jobs,
and these changes are often for the better. Each year, some 56 mil-
lion employees are hired, while 53 million leave their jobs.

Our dynamic labor markets make an important contribution to
our economic growth and higher living standards. Tying employees’
health insurance to their workplace, however, is a source of job lock
and an impediment to fluid and flexible labor markets.

HSAs have the distinct advantage of being owned by individuals,
regardless of their employer. When workers change jobs, they take
their HSAs with them.

Just a couple of years after the enactment of HSAs, some 3.2 mil-
lion people are now covered by high-deductible health plans. More-
over, there is broad use of these plans by important segments of
the population. Early evidence indicates that over 40 percent of
those covered by these plans have incomes below $50,000, and
roughly 50 percent are age 40 or over.

The President’s Health Care Initiative builds on the early suc-
cess of HSAs by removing the tax disincentive to purchase a high-
deductible health plan. Treasury projects that, in the absence of
the tax bias against high-deductible health plans, the number of
HSAs will rise by 50 percent.

The President’s Health Care Initiative also reorients HSAs—and
in many circumstances lower-income Americans would receive a
larger tax subsidy than those with higher incomes—and is in stark
contrast to current law, where lower-income Americans often re-
ceive little benefit from the existing subsidy for health care.

Thank you for the opportunity to testify before the committee
today, and I look forward to your questions.

Senator ROCKEFELLER. Thank you. Dr. Carroll.
[The prepared statement of Dr. Carroll appears in the appendix.]
Senator ROCKEFELLER. Mr. Dicken?

STATEMENT OF JOHN DICKEN, DIRECTOR, HEALTH CARE
ISSUES, U.S. GOVERNMENT ACCOUNTABILITY OFFICE,
WASHINGTON, DC

Mr. DICKEN. Mr. Chairman, Ranking Member Rockefeller, and
members of the subcommittee, I am pleased to be here today to dis-
cuss GAO’s recent report entitled ‘‘Consumer Directed Health
Plans: Early Enrollee Experiences with Health Savings Accounts
and Eligible Health Plans.’’

As Dr. Carroll indicated, HSAs were introduced in 2004, and
HSA-eligible plans are a small, but growing, share of the private
health insurance market, with about 3 million Americans covered
in these plans as of January of 2006.

These consumer-directed health plans have three components.
First is a deductible significantly higher than typical with more
common preferred provider organizations or other traditional plans.

Second is the actual HSA, a tax-advantaged account for paying
medical expenses and accumulating savings.

Third is a decision support tool to provide enrollees with stand-
ardized information on the cost and quality of health care providers
and services.
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My written statement, based on our recent report, provides infor-
mation on HSA-eligible plans, including their financial features,
characteristics of enrollees, HSA funding and use, and enrollees’
experiences. My remarks today will briefly highlight several key
points from my written statement.

First, the financial features of HSA-eligible plans differ from
those of traditional plans. As detailed in our report, enrollees typi-
cally pay lower premiums for HSA-eligible plans than for tradi-
tional plans.

However, depending on their use of health care services, enroll-
ees in HSA-eligible plans can also pay more when obtaining care
due to higher deductibles and out-of-pocket spending limits.

To give real-world illustrations, we estimated total annual costs
for enrollees at three large employers, offering both an HSA-eligible
plan and a PPO. For these employers, an enrollee with low to mod-
erate use of health care, such as six doctor visits in a year, could
pay 48 to 58 percent lower annual costs in the HSA-eligible plan
than in the PPO plan.

In contrast, an enrollee with extensive use of health care, such
as a hospital stay costing $20,000, could pay 47 to 83 percent high-
er annual costs in the HSA-eligible plan than in the PPO plan.

Second, HSA-eligible plan enrollees generally had higher incomes
than comparison groups. Specifically, 51 percent of tax filers who
reported HSA contributions in 2004 had an adjusted gross income
of $75,000 or more. This was nearly three times the percentage of
all tax filers under 65 years old with adjusted gross incomes of
$75,000 or more.

Similarly, data from the Federal Employees Health Benefit Pro-
gram, two large employers, and a national broker of health insur-
ance showed that HSA-eligible plan enrollees had higher incomes
than traditional plan enrollees in 2005.

Third, regarding the use and funding of HSAs, it is striking that,
in 2004, just over 55 percent of those with an eligible plan contrib-
uted to an HSA. Of those reporting that they contributed to an
HSA in 2004, about 45 percent also withdrew funds, which were
mainly used to pay medical expenses.

Fourth, to discuss their early experiences with HSA-eligible
plans, we conducted focus groups with enrollees at three large em-
ployers. Many focus group participants liked the ability to accumu-
late savings and the tax advantages of the HSA. Participants also
reported few problems obtaining care. Many participants re-
enrolled in the HSA-eligible plan when offered the choice.

However, participants noted certain aspects that they did not
like. Some participants said that they would prefer being able to
contribute more to the HSA, while others said they would be will-
ing to pay higher premiums for plans with lower deductibles.

Most participants would recommend their HSA-eligible plans to
healthy consumers, but not to those who have a chronic condition
or may not have the funds to meet the high deductible.

In closing, these early experiences underscore two important les-
sons. When offered the choice of enrolling in an HSA-eligible plan,
individuals will likely weigh the potential savings and financial
risks in relationship to their own health care needs and financial
circumstances.
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If healthier individuals anticipate incurring lower costs, they
may be more likely to select an HSA-eligible plan than would less
healthy individuals. This stresses the importance of monitoring en-
rollment and assessing the cost of health coverage for enrollees in
both HSA-eligible and traditional plans.

Finally, an increase in health care consumerism is key to cost re-
ductions that may occur under these plans, but few participants in
our focus groups researched costs before obtaining health care.

This may be due in part to consumers’ reluctance to question
health care providers about costs and the dearth of readily avail-
able, standardized provider-specific information. Overcoming these
barriers will likely require time, education, and improved tools to
provide enrollees with better information about the costs and qual-
ity of their health care.

Mr. Chairman, this concludes my statement. I would be happy
to answer any questions you or other members of the subcommittee
may have.

Senator HATCH. Well, thank you, Mr. Dicken.
[The prepared statement of Mr. Dicken appears in the appendix.]
Senator HATCH. Mr. Knight, we look forward to hearing your tes-

timony.

STATEMENT OF JOSEPH V. KNIGHT, CHIEF FINANCIAL
OFFICER, SETPOINT SYSTEMS, OGDEN, UT

Mr. KNIGHT. Thank you. Thank you, Chairman Hatch, Ranking
Member Rockefeller, and members of the subcommittee, who seem
to be on break.

I am Joe Knight, chief financial officer and co-owner of Setpoint
Companies, a small manufacturing company comprised of six sub-
divisions. Three major businesses that I own are manufacturing
automation—we help companies manufacture in the United States
rather than in China—roller coaster manufacturing, and precision
machining through a company we call Leanwerks.

I am here on behalf of the U.S. Chamber of Commerce. The U.S.
Chamber of Commerce is the world’s largest business federation,
representing more than 3 million businesses and organizations of
every size, sector, and region.

Setpoint, originally founded in 1992 after operating out of a ga-
rage, has grown to a company with revenues of over $15 million.
A fast-growing company, our overall organization has grown, in
2000, from 20 employees, to now a total of 60.

I am also pleased to tell you that our company was voted as one
of the best companies to work for in Utah magazine. We were rec-
ognized as an INC 500 company. For 4 consecutive years, we were
one of Utah’s 100 fastest-growing companies in the State.

We have grown this company without outside investment and
with our own personal savings and sweat, between my partners
and I.

One of the challenges we have is, we are a high-tech company
and we have employees that, on average, make about $20 an hour
in salary. One of the most important things these employees look
for in employment is benefits, including health care benefits.

Our strategy is to provide benefits that large companies offer as
well and match those benefits. This strategy has served us well, be-
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cause we have been able to attract top engineering talent. We have
always paid 100 percent of single coverage and 75 percent of family
coverage for our full-time employees when it comes to health care.

To recruit and keep these top employees, we need to have, and
keep, all of our benefits competitive. Starting in 2003, this became
a serious challenge with our health care coverage. One employee
had a wife with cancer, and another had some serious health issues
with a child. Unfortunately, in a small group like Setpoint’s, these
issues can be disastrous.

In 2004, our PPO premium increased 20 percent, with a higher
deductible and co-pay. Then in 2005, we were hit with a 49-percent
increase in our plan. The 49-percent increase was especially dev-
astating to our business, because our health care costs were much
higher than the large employers in our area. Consequently, the em-
ployee portion of health care and the level of coverage was not com-
petitive, and we had trouble recruiting talent.

After considering several options for the 2005 plan, my agent in-
formed me about the new health savings account high-deductible
plan alternative. After looking at this option, we found that we
could offer a plan with a $3,500 deductible for singles, and $7,000
for families, through United Healthcare. These plans allowed us to
avoid the 49-percent increase in premiums and allowed 100-percent
coverage for preventive medicine.

Now, I am a finance guy, so I started looking at the alternatives
and the options and started calculating comparative data to see
which plan I deemed would be best for my employees, and also for
our company. I was surprised to find that the HSA option was far
better financially for all of my people, especially those employees
who had serious health issues.

We rolled out the new plan with a lot of education, because ini-
tially some of our employees were skeptical. This included one-on-
one discussions, modeling medical costs, and offering comparative
analysis on the different plans.

Now that we are nearly through our second year with the HSA,
everyone is happy with the change. As an employer, we are able
to use our savings in the HSA premium to increase our contribu-
tions, which are now $1,200 per family per year, and $600 for indi-
viduals. Consequently, all of our savings and premiums as an em-
ployer went directly to the employee’s HSA accounts.

On a personal level, I am very pleased with this type of coverage.
I have seven children, ranging in age from 18 to 4. Consequently,
my wife is a very good budgeter and is very careful with our
money. The HSA has made my wife a real shopper when it comes
to health care.

When we needed a minor surgery for one of my children, my wife
shopped for doctors and the costs that she would be comfortable
with. She was able to save on our health care costs by managing
that use.

Whether it is finding the right doctor or asking for generic medi-
cation when possible, she is in control of our spending with the
HSA. If the doctors are aware that you have an HSA and are will-
ing to pay cash, they often offer a cash discount beyond the UHC
discount we are already provided.
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I think this new type of plan is putting decisions back into the
hands of the consumer, and this will lead to more prudent utiliza-
tion and ultimately help to control the increasing health care costs.

Both my employees and I are delighted with the health savings
accounts that allow us to benefit from our health care spending de-
cisions and the use of pre-tax dollars. When the health care plans
are paired with these HSAs, it puts the consumer in charge.

There are ways to make these HSAs more appealing to employ-
ees and employers, many of which are contained in Senator Hatch’s
bill and mentioned in my written testimony.

On behalf of Setpoint Systems and our employees, I would like
to thank this committee for the work you have done in enacting
this legislation into law and considering the possible improve-
ments.

Having health savings accounts as a viable health care option
has allowed Setpoint to curb the increases in our health care pre-
miums, while enhancing our ability to hire and retain employees.

Thank you.
Senator HATCH. Thank you, Mr. Knight.
[The prepared statement of Mr. Knight appears in the appendix.]
Senator HATCH. Dr. Collins, we will take your testimony.

STATEMENT OF DR. SARA R. COLLINS, ASSISTANT VICE PRESI-
DENT, PROGRAM FOR THE FUTURE OF HEALTH INSURANCE,
THE COMMONWEALTH FUND, NEW YORK, NY

Dr. COLLINS. Thank you, Mr. Chairman, Ranking Member Rocke-
feller, members of the subcommittee.

The subcommittee is to be commended for focusing attention on
the manifold problems confronting the U.S. health care system:
steady growth in the number of uninsured, rising health care costs
and premiums, wide variation in the quality and cost of care, and
inefficiencies in care delivery and administration.

Some maintain that HSAs, coupled with high-deductible health
plans, are an important part of the solution to our health systems
problems. Asking families to pay more out-of-pocket, the reasoning
goes, will create more prudent consumers of health care, driving
down cost growth and improving the quality of care as providers
compete for patients.

The tax incentives associated with HSAs will lure previously un-
insured people into the individual market, reducing the numbers of
families without health insurance.

While it is comforting to believe that such a simple idea could
help solve our health care problems, nearly all evidence gathered
to date about HSAs and high-deductible health plans points to the
contrary.

Indeed, there is evidence that encouraging people to join such
health plans will exacerbate some of the very maladies that under-
mine our health system’s ability to perform at its highest level.
Americans already pay far more out-of-pocket for their health care
than residents of other industrialized countries.

The Commonwealth Fund’s Biennial Health Insurance Survey
found that, in 2005, 60 percent of privately insured adults with an-
nual household incomes of under $40,000 spent 5 percent or more
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of their income on out-of-pocket expenses and their premiums, and
40 percent spent 10 percent or more.

There is considerable evidence that high out-of-pocket costs lead
patients to decide against getting the health care that they need.
There is also evidence that rising cost exposure leads people to ac-
cumulate medical debt, take on credit card debt, and reduce their
savings.

The Employee Benefit Research Institute and The Common-
wealth Fund Consumerism in Health Care Survey found, in 2005,
that people enrolled in HSA-eligible high-deductible health plans
were much less satisfied with many aspects of their health care
than adults in more comprehensive plans. People in the plans allo-
cate substantial amounts of income to their health care, particu-
larly those who have poor health and low incomes.

Adults in the plans are far more likely to delay or avoid getting
needed care or to skip medications because of the costs. Problems
are particularly pronounced among those with poorer health or
lower incomes.

Few Americans in any health plan have the cost and quality in-
formation they need to make decisions, but patients’ use of infor-
mation alone is not likely to dramatically reduce health care costs
or improve quality. Most health care costs are incurred by people
who are very ill, often in emergencies.

Payors, Federal and State governments, accrediting organiza-
tions, and professional societies are much better positioned to insist
on high quality and efficiency.

HSAs will not solve our uninsured problem. Fewer than a million
currently uninsured Americans are expected to gain coverage as a
result of HSAs. This is primarily because, as Senator Rockefeller
pointed out, 71 percent of uninsured are in the 10-percent or lower
income tax bracket, and thus would benefit little from the tax sav-
ings associated with HSAs.

The individual insurance market is not an efficient or equitable
solution to the uninsured problem. The Commonwealth Fund sur-
vey found that nearly 90 percent of adults who sought coverage in
the individual insurance market in the last 3 years never ended up
buying a plan.

Nearly 3 of 5 adults who sought coverage found it very difficult
or impossible to find a plan they could afford. The problem was
particularly acute among people with health problems or who had
low incomes.

The administrative costs of individual coverage consume an esti-
mated 25 to 40 percent of each premium dollar, compared to 10
percent for group coverage. We as a Nation should focus on more
promising strategies for expanding coverage and improving afford-
ability, quality, and efficiency.

These strategies include: expanding group forms of insurance
coverage, like employer-based coverage; eliminating Medicare’s 2-
year waiting period for coverage of the disabled, letting older adults
buy into Medicare; building on Medicaid and the State Children’s
Health Insurance Program to cover greater numbers of people; en-
suring affordable coverage for families by placing limits on health
care costs as a percent of income; greater transparency with regard
to provider quality and the total cost of care; pay-for-performance
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incentives to reward health care providers that deliver high quality
and high efficiency; development of value networks of high-per-
forming providers under Medicare, Medicaid, and private insur-
ance; better management of chronic health conditions; improved ac-
cess to primary care and preventive services; and investment in
health information technology.

Thank you.
Senator HATCH. Thank you.
[The prepared statement of Dr. Collins appears in the appendix.]
Senator HATCH. Dr. Goodman?

STATEMENT OF DR. JOHN C. GOODMAN, PRESIDENT AND
CHIEF EXECUTIVE OFFICER, NATIONAL CENTER FOR POL-
ICY ANALYSIS, WASHINGTON, DC

Dr. GOODMAN. Thank you, Mr. Chairman, Senator Rockefeller.
Professor Kotlikoff and his colleagues at Boston University are

predicting that, in just 5 decades, government at all levels will be
spending a third of the GDP on health care.

Yet government spending today for all purposes is a third of the
GDP, so the path we are on is for health care to crowd out, lit-
erally, everything else that government does.

If the private sector keeps pace with the government, and it has
for the past 30 years, then by mid-century health care will crowd
out every other form of consumption. We will have no food, no
clothing, no housing. We will have only health care.

Now, this, of course, is an impossible path, yet it is the path we
are on. We cannot get off of this path unless someone chooses be-
tween health care and other uses of money.

The question is, who will that someone be? Too often, the critics
of health savings accounts are given a free pass. They do not want
patients to make these decisions, but only a few years ago some of
these very same people were irate when employers and insurance
companies were making these decisions. They would probably be
equally irate if government made them.

We cannot have a serious conversation about health care unless
we address how we are going to choose between health care and
other uses of money. For my part, I want as many of these choices
as possible to be made by patients, in consultation with doctors,
rather than by impersonal bureaucracies.

This is not an unusual idea. Twelve billion times a year, Ameri-
cans buy over-the-counter drugs. Before they engage in these acts
of self-medication, why do they not seek professional advice from
a physician? Presumably because they do not want to incur the
time or the expense.

Yet in making these decisions 12 billion times a year, Americans
are choosing between physician care and other uses of time and
money. That is a good thing, not a bad thing, because, if they all
went to the doctor on all these occasions, we would need 25 times
the number of primary care physicians we have in this country.

Do people always make good decisions? No. Do their mistakes
sometimes have tragic consequences? Of course. But the answer
there is not to discourage choice, it is to help people make better
choices.
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From the large to the small, Americans have shown a willingness
and an ability to trade off health care dollars against other uses
of money. To help them make these choices, individual self-insur-
ance through health accounts and third-party insurance should be
on a level playing field under the tax law.

When does it make sense to have individuals manage their own
health care dollars, and when does it make sense to have those dol-
lars managed by third parties? These are decisions that should be
made in the marketplace and not by Congressional committees.

We have more than a decade of experience with health accounts
in South Africa, where two-thirds of the private marketplace now
is in a health savings account plan. We have 7 years’ experience
with the MSA pilot program, 3 years with HSAs, and 41⁄2 years
with HRAs.

As a result of all this, we know a lot more than some of you may
think. The GAO study we heard about looked at three companies
for 1 year, and the companies were not typical. But AHIP has
looked at thousands of companies, covering 2.3 million people.

On top of that, we have dozens of reports and studies done by
companies in the industry, independent analysts, think tanks, and
many more coming forth every day. Here is the thrust of what the
great bulk of these studies find: that when people manage their
own health care they do common-sense things.

They cut back on unnecessary doctor visits. They cut back on
drugs they were not planning to take anyway. They switch from
brand-name drugs to generic drugs. There is no real evidence that
they are skimping on preventive medicine. Even the worst studies
do not find any harm to the health care of any people in these
plans.

People enrolled in these plans represent a broad cross-section of
people by age, income, and health. One-third of them were pre-
viously uninsured. I do not know why some people making $75,000
a year would not recommend one of these plans to other people, but
I can introduce that high-income person to literally thousands of
Medicaid disabled patients who today are managing their own
health care dollars in the Cash and Counsel program. The satisfac-
tion rates among these Medicaid patients are almost 100 percent.

As good as all these results are, we have barely begun to take
advantage of these accounts. What we need for the future is flexi-
bility, especially for the chronically ill, because this is where our
greatest opportunity lies. For the healthy person, the HSA is, for
the moment, a savings account. But for the chronic patient, this is
an opportunity to manage their own health care.

Self-management of care will be the next great wave of change
in the health care marketplace. We now have devices that allow
diabetics to monitor their own glucose level. Asthmatics can mon-
itor their own peak air flow. Parents can buy devices that tell them
whether their child’s sore throat is a strep infection. Another device
tells them whether the child’s ear ache is an infection.

New products are coming on the market every day. But to make
all of this work, the patient who manages his own care must also
manage the funds that pay for that care. That will be the promise
of health savings accounts in the future.

Thank you, Mr. Chairman.
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[The prepared statement of Dr. Goodman appears in the appen-
dix.]

Senator HATCH. Thank you.
Mr. Beittel, you will be our concluding witness.

STATEMENT OF ERIC C. BEITTEL, ENDERS INSURANCE
ASSOCIATES, HARRISBURG, PA

Mr. BEITTEL. Chairman Hatch, Ranking Member Rockefeller,
and members of the committee, thank you for the honor to address
you today.

My name is Eric Beittel, and I am a self-employed Certified Fi-
nancial Planner and insurance producer from central Pennsylvania.

My father always said to speak from the heart and your audience
will hear you. I could advise you financially about the many fine
cost-saving attributes of the health savings accounts, or I could tell
you about the various small businesses that I have helped imple-
ment HSAs as a way to continue offering employees high-quality
benefits while costs continue to rise.

But those stories, though very meaningful to me, are not entirely
from my heart. Instead, I am going to tell you about my family’s
health savings account and how it has allowed us to live out a few
of our biggest dreams by giving us a financially sensible avenue to
health care.

In the summer of 2003, my wife Jennifer and I had our second
child. Though Jen had a job she loved as a public high school
teacher, she wanted to stay home with our children, knowing first-
hand just how important parental involvement is.

But we had a problem. While we figured we could tighten the
belt and live without her income, we could not live without her
health insurance coverage—our health insurance coverage—par-
ticularly with two young children.

As a self-employed financial advisor, I did not think that we
could afford the high cost of individual health insurance on one in-
come. When I looked for coverage, I discovered it would cost about
$800 to $1,000 a month, and that coverage did not really compare
to the rich benefits my wife had under her health insurance plan
in her school district.

I then learned about medical savings accounts and the new HSAs
coming in 2004, and I was hooked. We could get insurance for $200
to $250 a month. The monthly savings in cost of coverage would
more than make up for the high deductible.

Although there would be some initial risk in having a large de-
ductible, it gave me an extraordinary opportunity, an opportunity
for my wife to be home with our children: priceless. We still have
an HSA today, and my wife is still at home, now with three chil-
dren.

Though our family has had a few health bumps in the road, in-
cluding a gall bladder removal, ear tubes for the baby, and Lyme
disease, we would never switch back to our old insurance. Despite
our high out-of-pocket health costs—we hit our deductible the last
2 years—today we are far more in tune with our health, and we
are savvy consumers.

We research treatments, compare costs, and really consider our
lifestyle choices as part of the complete picture. We have saved a
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ton of money, which only encourages us to continue weighing in the
many different health and lifestyle options available for our family.

Here is a great example of our newfound attention to detail. My
wife had to take our oldest child to the emergency room while vis-
iting her parents in rural Pennsylvania because he fell and split
open his chin.

Alone on this trip, she frantically called me to check on our in-
surance. But I told her not to worry, and to give them our insur-
ance card and to get our son the care he needed. Fortunately, our
son did not require stitches. The physician assistant who saw our
son sealed his chin with DermabondTM and kept it closed with
strips.

It took all of about two minutes. About a month later, we got the
bill from the hospital. The total charge was about $630. While it
is difficult to walk into an ER and not accrue such charges, I found
two interesting items on the itemized bill. First, there was a fee for
a specialist physician when my son was seen by a PA; second, was
for sutures, which my son definitely did not receive.

I made one very patient call to the hospital to discuss these
charges. The hospital took a day or two to research my concern,
that I was charged for services my son did not receive. When they
called me back they stated the charges were incorrect and our bill
would be adjusted.

The end result? Our bill was adjusted from $630 to $304. In the
day of our old health insurance, we never would have read the
itemized section of the bill or explanation of benefits. We would
have just read the ‘‘insured responsibility’’ section to verify our co-
pay and deductible.

Additionally, after this experience in the ER, my wife added the
over-the-counter SteristripsTM and DermabondTM to the first aid kit
she carries. [Laughter.] If there is a next time, she will be ready.

But what really do our experiences with our health savings ac-
counts have to do with living our dreams? It is my wife’s dream
to be at home with our kids while they are young, and there she
is, loving nearly every minute of it. It allows me to concentrate on
growing my business instead of juggling a family life with two
working parents and three young children.

The quality of family time that we have because one parent can
fully devote her time and energy to our children and our household
is an amazing blessing that should be achievable for any family in
America. I speak from the heart about health savings accounts.

They have helped our family live out many of our dreams, and
they can help many more Americans do the same. My family has
had an HSA for nearly 3 years, and I have helped hundreds of peo-
ple in dozens of businesses evaluate and implement HSAs. I have
seen it all.

However, until last week I had no idea there were any bills pro-
posing improvements to HSAs. I was pleased to learn about many
valuable improvements proposed in legislation sponsored by Sen-
ator Hatch, Representatives Kantor and Ryan, and other members
of the Congress.

In particular, as policy makers look to improve HSAs, I believe
the following changes would go a long way to expand access to
HSAs for those who need them most: increase the limit on HSA
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contributions, especially for those with high health costs, and per-
mit those who enroll in a high-deductible health plan mid-year and
are subject to the full annual deductible to be able to make that
full annual contribution to their HSA.

Thank you for the honor of addressing you today. I would be
happy to answer any questions the members of the committee have
for me.

[The prepared statement of Mr. Beittel appears in the appendix.]
Senator HATCH. Well, thank you, Mr. Beittel. We appreciate the

testimony of all of you. We are really interested in trying to find
the best ways we can to help our country and to help each indi-
vidual citizen.

Dr. Carroll, you have listened to all of the testimony here today.
Would you care to comment on any of it, in light of what your find-
ings are?

Dr. CARROLL. I think, listening to the testimony, HSAs clearly do
provide more options to individuals. They give individuals a greater
stake in their health care decisions, and I think it is the case that
when individuals have more at stake in their health care decisions,
they will tend to make better decisions, more informed decisions.
I think HSAs are certainly an important part of the health care so-
lution to help control health care costs.

Senator HATCH. What about some of the issues Dr. Collins has
raised?

Dr. CARROLL. She raised a number of issues. One issue is, who
is benefitting from HSAs? I think the early evidence on HSAs,
which is still fairly early, indicates that a fairly broad spectrum of
the population is benefitting from HSAs.

The statistics that I have seen suggest that roughly 42 percent
of those with HSAs have incomes below $50,000, indicating that
HSAs are being used by lower-income and moderate-income indi-
viduals, and I think that is very, very significant.

The data that I have seen suggest that roughly half of those indi-
viduals with HSAs are 40 or over, suggesting that a portion of the
older population, as well as the younger population, is taking ad-
vantage of HSAs.

It was mentioned earlier that for those purchasing HSAs in the
non-group market, industry data suggest that perhaps as many as
one-third of those individuals were previously uninsured, again
suggesting that, in terms of addressing the uninsured problem,
HSAs are a significant part of the solution.

Senator HATCH. You testified that data showed that about one-
third of those who purchased HSA-eligible health plans in the non-
group market were previously uninsured. I do not know if we have
any data on what percentage of those in the group market were
previously uninsured. But would we not expect it to be even high-
er?

Let me ask one other thing. After all, is it not one of the goals
of health savings accounts to make insurance more affordable to
those who do not have it? Therefore, even if only one-third of HSA
owners were previously uninsured, do you not agree with me that
this is really a significant factor?

Dr. CARROLL. I think that is a very significant finding. It is fairly
early evidence. I think as time goes on and we have a better expe-
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rience with HSAs, I think that is something that we want to con-
tinue to look at very carefully, the number of folks who have HSAs
who were previously uninsured.

Senator HATCH. All right.
Mr. Knight, in your small business case, what were the largest

challenges in connection with offering health savings accounts?
What did you find to be the biggest challenge?

Mr. KNIGHT. Well, the largest challenge for us was educating the
employees and helping them understand the differences between
the plans. In 2006, the case was so compelling that what I actually
did was offer an evening session, with pizza, for employees and
their spouses to come and go over the traditional plan versus the
HSA plan, and look at the financial ramifications.

I have heard some of the testimony here. I can only speak to my
specific plan. But financially, my $4,000-deductible family plan,
when you take into account the savings in premiums, as well as
the contribution we made as an employer into that plan, there was
no possible scenario I could come up with that would make the em-
ployee worse off at any income level with the traditional plan.

So once I got through that information and presented it to my
employees and they understood that, it really overcame a lot of ob-
stacles. But I think the biggest challenge with these plans, offering
it to a company with employees who are used to more traditional
plans, is education and helping them understand the difference in
the plans and the way an HSA works.

Another thing that occurs to me, Senator Hatch, is that we are
looking at the first year here. As employees build up money into
that account, these accounts can greatly exceed the amount of the
deductible, which means that our employees or the people that
work in my company will be 100-percent covered in the future as
these plans accumulate.

Finally, by far, the people who are best off financially when I
modeled it were those who had the most chronic and serious health
care problems, and that is primarily because the co-pays do not
count towards deductibles.

Since the PPO plan we were forced to go on because of our health
problems had a high deductible and high co-pays, that created a
situation where their out-of-pocket was greatly increased because
of their severe health care problems, when compared to an HSA.

Senator HATCH. Could I ask one more question before I turn to
you?

Senator ROCKEFELLER. Sure.
Senator HATCH. My question is, why do you offer health insur-

ance at all to your employees? The reason I ask this is that there
seems to be an unstated assumption among some HSA critics that
these plans are the first step towards doing away with employer-
provided health insurance altogether. What benefits do you get as
a company from providing health insurance to your employees?

Mr. KNIGHT. As a company? Well, first of all, I would argue ex-
actly the opposite. Having an HSA option made it more likely that
I could offer health care to my employees and made it possible for
me to keep the coverage with the same amount of funding that I
could have handled otherwise.
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That 49 percent increase would eat into my profits, but it is also
something the employees had to handle, Senator Hatch. So offering
the plan to my employees and having employees have health care
not only is critical and made possible through the HSA, but, if I
did not offer that, I would lose employees at every level of my com-
pany.

We have a lot of blue collar employees, and we also have some
professionals that work in engineering, and they expect to have
health care coverage. You take that away, and I cannot compete
with some of my competitors who are able to offer coverage.

So I never thought of not offering health care coverage as an op-
tion in my business because of the types of people we hire, and the
fact that it is so important to retain employees in a technology-
based business, that you cannot handle the turnover that comes
with offering limited benefits and not offering insurance.

Senator HATCH. Well, thank you.
Senator Rockefeller? Then I will have some more questions.
Senator ROCKEFELLER. Yes. I think, there just being two of us

here, we should be able to proceed.
Senator HATCH. Keep going?
Senator ROCKEFELLER. Yes.
Senator HATCH. Go ahead.
Senator ROCKEFELLER. Dr. Carroll, the President’s fiscal year

2007 budget includes two main proposals allegedly aimed at in-
creasing health insurance coverage, an individual tax credit and
expansion of HSAs.

Now, these proposals are not news to us. They have been in-
cluded in previous budget requests as well. However, there is a
question that I have been trying to get for the better part of several
years and I have not gotten an answer. I think I can predict your
answer that I have a question about.

I asked former Treasury Secretary Snow and current Secretary
of Treasury Paulson by letter, and no one was able to answer this
question, even though it is fundamental to the analysis of health
savings accounts, so, I am hoping you are going to answer my ques-
tion today.

The question is, how many currently uninsured Americans do
you estimate each of these initiatives, health savings accounts and
individual tax credits, would cover?

Dr. CARROLL. It is a very, very difficult question. It is very, very
difficult to quantify the effects on the number of insured, particu-
larly the way that we do the modeling at Treasury.

First, I should point out that we very much view this as a pack-
age. There are actually five different proposals. There are two de-
ductions, one for high-deductible health insurance premiums, one
for a higher level of out-of-pocket expenses for high-deductible
health plans or HSAs, contributions into HSAs. Then there are
three refundable credits: one credit for payroll taxes paid on pre-
miums, another refundable credit for payroll taxes paid on out-of-
pocket expenses, and the third credit—which is probably familiar
to you having been in a number of budgets, although this year it
is focused on high-deductible health plans—a refundable tax credit
targeted to the lowest-income individuals to help them afford
health care.
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We view this very much as a package, and so it is very, very dif-
ficult to disentangle the effects of any one particular provision.

Just as an illustration of this, in the blue book that Treasury
produced to accompany the budget, we show the revenue effect of
the refundable tax credit targeted to low-income individuals to help
them better afford health insurance. We estimated that credit to
cost in the neighborhood of $22 to $25 billion.

The way we did the estimates, it is stacked after all of the other
elements of the package that I described, so it presumes that all
of the other elements, for the purposes of the estimate, have al-
ready been enacted.

If we were to estimate the effect of that one proposal relative to
current law, presuming that none of those other proposals were en-
acted, instead of costing $22 to $25 billion, it would cost over $50
billion. The interactions between the proposals are very, very im-
portant.

Senator ROCKEFELLER. You have made your point on inter-
actions, and therefore not being able to come up with answers. You
work for the Treasury Department. You are a highly trained pro-
fessional. You ought to be able to answer my question. If you can-
not, I will for you.

Dr. CARROLL. Again, I do not think we are able to put a specific
number on how the proposals would affect the number of unin-
sured. I think what we can do, and what we have done, is provide
a qualitative answer: by controlling the rise in health care costs,
the initiative will help increase the number of newly insured. So,
that much we can say.

Again, I think the root problem in health care is that health care
costs are rising considerably faster than incomes, and, in any coun-
try where health care costs continue to rise at 2 percent above GDP
for a long period of time, we are always going to have an increasing
number of uninsured in terms of an absolute number, or relative
to the size of the population.

Senator ROCKEFELLER. May I just interrupt to say that you are
not going to answer my question. I am not being—well, I am being
a little bit, I guess, abrupt, and I apologize.

I suggest that you look at the number 3.2 million. I think that
is what the answer is probably close to being. I would then point
out to you that most of those will have been, were previously, al-
ready insured.

I would just appreciate, when you are creating public policy, you
may be doing it for a whole subject, but the incremental parts of
it each are public policy discussions within themselves and ought
to have statistical consequences and answers.

So I think that is approximately what you are going to come up
with. Then if you come anywhere close to that, the fact that they
previously had health insurance, maybe you could respond to me
by letter about that problem.

Dr. CARROLL. All right.
Senator ROCKEFELLER. Thank you.
For John Dicken and for Dr. Sara Collins, this has to do with in-

come levels of HSA purchasers.
Mr. Dicken, GAO’s findings seem to suggest that higher-income

individuals are more likely to enroll in HSA-eligible plans. Your re-
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port specifically mentioned that HSA purchasers had an average
adjusted gross income of $133,000 in 2004.

Mr. KNIGHT. Yes.
Senator ROCKEFELLER. Now, when you talked about your em-

ployees, Mr. Knight, you said they were very happy with the switch
to HSA coverage, but you also mentioned that the family deductible
under your new plan is $7,000. So that would lead me, I think, in-
exorably to the question of, what is the average age of your employ-
ees? You have, what, 34?

Mr. KNIGHT. Yes, in the plan. The average age is early 40s, prob-
ably, mid-40s.

Senator ROCKEFELLER. Early 40s. Would you call that relatively
young and relatively healthy?

Mr. KNIGHT. No, I would not. Not my plan.
Senator ROCKEFELLER. You would not?
Mr. KNIGHT. No. Not with the problems we have. Not relatively

healthy.
Senator ROCKEFELLER. All right. Do you believe that if one of

your lower-wage workers—if you have such; I do not know what
your structure is——

Mr. KNIGHT. We do. We have workers in the $7 per hour range.
That is where we start.

Senator ROCKEFELLER. All right.
Do you think they would still be pleased, if they experienced a

catastrophic new medical problem? Would your lower-income em-
ployees have $7,000 in available disposable income to cover that?

Mr. KNIGHT. Yes. Let me answer that. The answer is, they would
be better off.

Senator ROCKEFELLER. Do you see what I am getting at?
Mr. KNIGHT. I understand what you are getting at. The answer

is, they would be much better off with the HSA, and here is why.
First of all, the plan has two deductibles, a $4,000 and a $7,000.

You can decide by premium. The problem is, because of our prob-
lems, our PPO plan had a $3,500 deductible.

So, to go from the $3,500 to the $7,000 deductible, that differen-
tial was offset by the fact that we put $1,200 in their HSA account,
plus they save $100 a month in premium.

When you add the savings together and take that into account,
it is actually less of a burden for them to cover the $7,000 than it
would have been to cover the $3,500.

In addition to that, the co-pays, for example, when they get a
prescription or when they go to a doctor’s appointment, do not
count towards that $3,500, Senator Rockefeller.

So comparing the two together, my employees that use the plan
a lot, even at the lowest income levels, come out better off because
of the PPO plan that I was offering to them and the fact that it
was a high-cost plan.

Senator ROCKEFELLER. You had a problem before and you con-
sider this to be marginally better.

Mr. KNIGHT. Let me explain further.
Senator ROCKEFELLER. Then, Dr. Collins, I want you to comment.
Mr. KNIGHT. We had a plan that was of typical cost, and then

we had two terrible medical situations in our small group. For that
reason, the carrier started raising our premiums dramatically. Not
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only did they raise our premiums, but they also said we are going
to go to a higher co-pay, so instead of $25 for a doctor visit, it is
going to be $50; instead of $15 or $25 for a prescription, it is going
to be $45. So they raised that.

They also raised our premium as well. So we are at this high-
cost PPO plan, whereas if I go to the HSA, the increase in pre-
mium came down a little bit, but I still had that high deductible.
I had one $7,000 deductible, but the co-pays and everything else
went away in the HSA.

However, when that low-income employee starts spending
money, every dollar they spend goes towards that $7,000 deduct-
ible. Whereas, in the PPO plan, all of those co-pays—which, frank-
ly, I know this is staggering, but for one of my employees, they
were spending $900 a month in medical co-pays, on average. That
does not count towards the deductible in a PPO plan. It did in the
HSA.

So this employee who had a chronic health problem was saving
thousands and thousands of dollars by going to a $7,000-deductible
plan. Thousands. And that employee was elated by going to an
HSA. He had a large family. One of the children had a serious
health problem and they needed numerous prescriptions every
month.

Senator ROCKEFELLER. Dr. Collins, how would you react to that?
Dr. COLLINS. I do not think that either situation was particularly

beneficial, either for the firm or for the employee. It is hard to see
how going to yet a higher-deductible plan is better for the em-
ployee.

I mean, if you look at the considerable amount of evidence that
there is on people’s out-of-pocket spending and what it does to their
health care behavior, there is incontrovertible evidence that people
delay care or do not get care if they have high out-of-pocket costs,
including high deductibles. So it is hard to see that this is a much
better situation for the employees.

The other thing that high-deductible plans do and high out-of-
pocket costs do is, they prevent people from saving, so they are
shifting resources into their health care and not saving.

Mr. KNIGHT. Dr. Collins used very general information. I am
talking very specifically about my cases. And I am a finance guy.
When my employees have more money in their pocket, they are
better off, period. That is what happened with the HSAs.

Senator ROCKEFELLER. Well, you are talking about specific cases.
We are talking about an entire country.

Mr. KNIGHT. I understand. I understand. I am just talking about
my experience with my two or three families that had chronic prob-
lems. That is exactly right, Senator. I understand.

Senator ROCKEFELLER. I respect what you say.
Mr. KNIGHT. Fair enough.
Senator ROCKEFELLER. And my time is well over.
Senator HATCH. Well, thank you, Senator.
Let me go to Mr. Dicken here now. Your study drew some com-

parisons in the income of HSA-eligible plan enrollees and enrollees
in traditional health plans.

However, I am troubled by the logic of the comparisons. For ex-
ample, on page 6 of your testimony you mentioned that ‘‘the ad-
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justed gross income of the estimated 108,000 tax filers reporting
HSA contributions in 2004 was about $133,000, compared with just
$51,000 for all tax filers under age 65.’’

Now, rather than comparing the HSA enrollees to traditional
plan enrollees, you are comparing them to all filers. Now, this
seems to me to be an invalid comparison. Should we not be com-
paring the $133,000 figure to the AGI of traditional plan enrollees
and not all filers under age 65?

My guess is, the AGI of traditional plan enrollees is also going
to be far in excess of the $51,000 average, because many filers do
not have health insurance at all.

Now, the report makes the same mistake, in my opinion, on page
7, when you compare the income from the other data sources. This
does seem to be a major flaw. What is your response on that?

Mr. DICKEN. Thank you, Mr. Chairman. Certainly we draw a
number of different comparisons in looking at credible data that
look at the income of people that purchase HSA-eligible plans. The
IRS data, as you indicate, do compare those that make contribu-
tions to their HSAs to all tax filers. Unfortunately, the IRS data
do not allow us to look specifically at those who would have insur-
ance, and we recognize that limitation in our report.

But to bolster that, we make a number of other comparisons,
looking at Federal employees who have selected a health savings
account compared to others who purchased traditional plans, look-
ing at two employers, and data from a national insurance broker,
and they all come to the same conclusion, that these are higher-
income people purchasing the HSA-eligible plans than traditional
plans or PPOs.

Senator HATCH. Well, Drs. Collins and Goodman, let me throw
one to both of you. Could you please describe for me the evidence
that HSAs are creating a distortion in the insurance pools that will
lead to higher premiums and a greater number of uninsured? And
were these not the same charges that were made when we moved
toward managed care? Dr. Goodman?

Dr. GOODMAN. Absolutely. And there was some evidence that
healthy people joined HMOs. But many of the people who today
criticize HSAs on those grounds never had one unkind word to say
about the HMO form of delivery, so they are cherry-picking the oc-
casions on which they want to make this allegation.

Probably the best evidence we have on how all this is going to
work is, surprisingly enough, South Africa. Because about the time
that Nelson Mandela became president, they deregulated their in-
surance industry.

Virtually every product that we have in the United States com-
peted on a level playing field in South Africa. There were not a lot
of government regulations saying what the HSA had to look like.
It was pretty much a free market.

Over the next decade, the HSAs captured most of the market. In
fact, I think today they have two-thirds of the entire market. But
there is no evidence of all the healthy people running one way or
all the sick people going the other way. These are plans that, as
I said earlier, appeal to a broad cross-section of people.
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The problem with the GAO study is, when you see numbers that
are just way out of whack with what we know from other experi-
ences, they just chose unrepresentative companies.

If GAO had chosen to survey Whole Foods, they would have dis-
covered there are tens of thousands of employees making $20,000
a year who are in HSA accounts. And not only that, but at Whole
Foods the employees get to vote on whether they want to switch
back to the old health plan. Eighty-five percent of those employees
voted to stay with their health savings account product.

So I would say that GAO study, the answers they got, are simply
a function of which companies they chose and are not representa-
tive of the market as a whole.

Senator HATCH. Dr. Collins?
Dr. COLLINS. I think the experience of the FEBHP, the Federal

Employees Health Benefit Program, product shows that in an em-
ployer group plan, people who are offered a high-deductible health
plan HSA product and choose to go into the product tend to be
younger. So if you look at just an employer-based plan, enrollees
do tend to be younger, they do tend to be higher-income.

So if you put that experience in a small employer firm context
so that a small employer offers an HSA product and a lower-
deductible product, the HSA/high-deductible product will probably
attract a younger and more affluent member of the company.

To the extent that the youngest and healthiest workers go into
that product, leaving the older and less wealthy and sicker employ-
ees in the other product, you could have a situation where the pre-
miums become so expensive in the other product, the lower-deduct-
ible product, that it is no longer a viable insurance product.

To the extent that a small employer only offers a high-deductible
plan, it would surely benefit their higher-income employees, their
healthier employees over their lower-income and sicker employees,
leaving few options for that group of employees.

Senator HATCH. Senator Rockefeller?
Senator ROCKEFELLER. Thank you, Mr. Chairman.
Dr. Goodman, a question for you. In your testimony you made a

very interesting comparison. You stated that ‘‘HSAs are like Med-
icaid Cash and Counseling.’’ I strongly disagree with you.

I think that comparing HSAs to Medicaid Cash and Counseling
is an apples to oranges comparison at best. Individuals with diabe-
tes who participate in Cash and Counseling have a personal care
manager to help them plan their health care budgets.

Are you suggesting that every HSA enrollee in America has ac-
cess to a personal care manager to plan their budgets? This is the
argument in this so-called 4 to 2 panel, 4 in favor, 2 with ques-
tions.

I do not think this is the case. Prima facie, it is not the case be-
cause the argument is that the individuals can make the best
choice themselves and do not need to have these personal coun-
selors.

Also, Cash and Counseling is for personal care only in your ex-
ample, not health care. Personal care is washing, feeding, transpor-
tation to the doctor’s office, et cetera. So do you not think it is
somewhat of an overstatement to say that these two are alike?
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Dr. GOODMAN. No. But that is an interesting metaphor that you
used, the apples and oranges, because that is what has been hap-
pening up and down the table throughout this hearing. We keep
talking about these plans as though they are all alike, and they are
not all alike.

At my organization, the National Center for Policy Analysis, we
fully fund our health savings account; at Mr. Knight’s place of em-
ployment, they do not. So these are two completely different plans,
even though both involve patients managing their own money.

Now, there are health savings account plans out there where the
diabetics do have a counselor in the private sector. What I meant
to say in my testimony is we have not taken advantage of how to
use these accounts. In the Medicaid program, you are right, it
started out as custodial care.

I have been told by HHS that now they have moved into real
health care dollars, so in many of these experiments it is more
than just custodial care. If I am wrong about that, then I stand cor-
rected, but I have been told that it now involves more than just
that.

In any event, the principle is the same, that you empower pa-
tients, you give them the opportunity to manage their own money,
where it is appropriate for them to do it. We have not made enough
of a distinction here. We do not want patients to make every deci-
sion.

If you are unconscious on the gurney, you are not in the right
place to be making health care choices. But on how to handle a lot
of diabetic problems, on what drug to take for relief from arthritic
pain, those are cases where patients can manage their own care
and make a lot of their own decisions.

Senator ROCKEFELLER. Dr. Collins?
Dr. COLLINS. The thing that is hard to understand when we talk

about diabetic care and chronic care in the framework of these
plans is that the law is explicit about not covering prescription
drugs that would take care of those very chronic conditions, so I
do not understand the logic about this being good for people who
have chronic health conditions.

If you look at the data, when people with chronic health prob-
lems face high out-of-pocket costs, face caps on their drug benefits
in the case of Medicare beneficiaries, certain studies have shown
this, that people tend not to get the drugs that they need to take
care of diabetes, to take care of heart disease, and it ends up cost-
ing the health system more down the line. So again, it is hard to
understand that logic.

Senator ROCKEFELLER. Mr. Chairman, my time is over.
Senator HATCH. Well, thank you.
Let me go to you again, Dr. Collins. You cite the RAND Health

Insurance Experiment as evidence that greater cost-sharing re-
duced the amount of health care that people obtained.

Now, what did this study, or any other subsequent studies, re-
veal about the subsequent health outcomes of those people with
greater cost-sharing as compared to those who participate in low-
deductible health insurance plans?

Dr. COLLINS. There are a couple of recent studies, one by John
Hsu at Kaiser-Permanente that looked at capping the Medicare
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drug benefit and the effect that it would have on Medicare bene-
ficiaries’ use of prescription drugs.

They do find a statistically significant and substantial reduction
in the use of chronic care medications that led to adverse health
events for those Medicare beneficiaries, who reduced their use of
prescription drugs, ending up in the hospital, not being able to con-
trol their blood pressure, trips to the emergency room. There was
another study in Canada that looked at the effect of higher deduct-
ibles on prescription drugs and found similar evidence.

Senator HATCH. Dr. Carroll, let me just ask you this. Would you
care to comment on that first?

Dr. CARROLL. Yes, I would. If you go back to the RAND study,
as I understand it, they did not find any statistical difference in
the outcomes.

Senator HATCH. That is right.
Dr. CARROLL. But they did find that plans with no cost-sharing

spend 45 percent overall on health care than individuals in plans
that had a high degree of co-insurance, which was very substantial.

I did want to mention one other point that is related to a number
of comments that have been made about preventive care. There is
what appears to be some fairly recent research that finds that
HDHPs, high-deductible health plans, may in fact encourage pre-
ventive care. Preventive care can be covered under a high-deduct-
ible plan, of course.

This is a very important finding. A recent study found that 5 per-
cent more individuals sought preventive care with an HDHP than
with a traditional PPO. The intuition behind that actually makes
some sense.

For somebody who has a stake, who has to pay out-of-pocket for
their medical care, they actually have a self-interest in receiving
and obtaining preventive care in order to lower their future health
care costs.

This is exactly the sort of market efficiency, if you will, that we
want to encourage through HSAs. Some early evidence suggests
that preventive care may actually be sought more frequently under
those with HSAs than those with traditional PPOs.

Senator HATCH. Let me ask you, at Treasury, what efforts are
you making through regulation to make these plans better?

Dr. CARROLL. We have been very aggressive. The approach we
have taken is to issue regulatory guidance early and often, as we
say. The regulatory guidance is really handled more on the legal
side of the office as opposed to the economic side that I head up.

But one good example is preventive care. Early on there were
some questions about what type of preventive care could be covered
under high-deductible plans that would qualify for HSA contribu-
tions, and we worked very, very quickly to provide clarification of
that through regulatory guidance.

Senator HATCH. Let me ask you this, Mr. Beittel. We have kind
of ignored you here, but we have not meant to ignore you. We just
had a lot of these technical questions to ask folks.

But I would like to ask you a question that is pretty practical in
nature. That is, among the principal charges against HSAs plans
is that they are only for the wealthy, or they mostly benefit the
wealthy.
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Also, the unstated assumption is that somehow they are sub-par
plans that do not cover anything and that do not include employer
contributions for the deductible. Now, do these charges jibe with
your experience?

Mr. BEITTEL. Not at all. Employers are very concerned about still
giving quality benefits with the lowest cost to the employee as pos-
sible. I have many companies which have tailor-made their HSA
contribution to be similar to the type of resource contribution they
had made to their previous health care plan.

I think Dr. Goodman made a great point, that comparing one
HSA plan to another HSA plan is kind of like comparing apples to
oranges. Of course, if an employer does not add any money to it,
it is disappointing, to say the least, but most employers add quite
a bit.

I had one employer fully fund it, and it still resulted in about an
8 percent savings overall to their previous plan. So, everybody won
in that situation. The employees paid less, the employer paid less,
and still high-quality care was there. For me personally, to take on
$2,400 for my family, I saved roughly $3,600 a year in insurance
premiums.

Senator HATCH. That is pretty impressive.
Senator Rockefeller?
Senator ROCKEFELLER. Thank you.
Dr. Carroll, I just want to make an observation. You know, there

is no question, I am a Democrat, he is a Republican, we are very
good friends. We agree, and we have created some amazing pro-
grams together here in Congress.

But there is no question that one of the problems is that the ad-
ministration’s focus, to our way of thinking, on high-income people,
particularly through the tax cuts, which are incomprehensible to
me—Senator Hatch will have a very different view, and I under-
stand that—so that it seems like over the recent years we have
been through a series of situations which continue to help those
that are either younger, healthier, or have higher incomes. I think
this is another example.

Now, you said something very interesting, which I want to ex-
plore, not with you but with my staff. That is that HSAs encourage
wellness or prevention of illness as opposed to curing of illness, or
both.

But the wellness factor, prevention factor, is enormous, in my
mind, how that can get done, how we can get people to do that. So,
one of the things I am just going to say to you that we are going
to do, is to look at what you said with respect to that wellness fac-
tor. If you are right, that is very significant, and I need to take that
into account. All right.

Mr. Beittel, I do not want this to come out wrong, and it is going
to, so forgive me for that. I am glad you are here. I am glad you
are telling us about your experience with HSAs. It is valuable for
us to hear from somebody like you who participates in an HSA.

A couple of questions, however. You are an insurance salesman,
working for Enders Insurance Associates, are you not?

Mr. BEITTEL. Yes.
Senator ROCKEFELLER. And could you please tell the committee

whether you sell HSA products?
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Mr. BEITTEL. I sell the high-deductible health plans that go along
with the health savings accounts. Yes.

Senator ROCKEFELLER. That just needs to be said, without preju-
dice. Your answer needs to be heard. It becomes a little bit more
difficult for you to tackle your own product.

Mr. BEITTEL. Have you ever tried to sell health insurance or
manage it?

Senator ROCKEFELLER. No.
Mr. BEITTEL. It is no fun.
Senator ROCKEFELLER. I do not expect you to have a fun-filled

life.
Mr. BEITTEL. I would truly rather be working in other fields of

my expertise.
Senator ROCKEFELLER. I understand. But you are not. One of the

things you are doing is selling HSAs. I just want that on the
record, without any prejudice to you. You have a right to do any-
thing you want in life. But you are before this committee testifying
on HSAs, and that needs to be said.

Dr. GOODMAN. May I say something about that? If he was a nor-
mal insurance agent, his commission is lower on the health savings
account plans than on any other insurance he sells. Is that not
right?

Mr. BEITTEL. For most companies, that is correct. When the in-
surance premium is 30 percent less, that means I generally make
30 percent less.

Senator ROCKEFELLER. That does not change my point of view.
I appreciate the intervention. I do not appreciate the use of my
time, but fair enough. Whether you make more or less is not a con-
cern to me. It is the fact that you sell the product and that you
are here before us, and I think that is valid.

I have a question, again, for Dr. Carroll. Although more than 3
years have passed since the trade adjustment assistance, the TAA
Health Coverage Tax Credit that began in late 2003, I think, the
program still serves very few—in fact, less than 10 percent—of the
displaced workers and early retirees who receive notices of poten-
tial eligibility. So, let us look at that for a second.

I think, Dr. Carroll, that the HCTC program is a good example
of what happens when you use the tax code to try to expand health
insurance coverage. People do not get the health care they need.
The nature of a tax deduction is that it is more valuable to people
who pay higher taxes at a marginal tax rate. I do not think that
is disputable.

The value of deduction to a high-income worker is, as I think you
indicated, more than three times the value to a low-income worker.
Or maybe that was Dr. Collins who indicated that. It seems to me
to be a bad public policy to offer large subsidies to more affluent
people, those who need less subsidy, to afford health insurance in
general.

So my question is, if a person does not have enough income to
be liable for any Federal income tax—and I addressed that in my
opening statement—then are the HSA tax benefits of any value to
that worker?

Dr. CARROLL. Well, I would focus on two different points.
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Senator ROCKEFELLER. And I am assuming that 55 percent of un-
insured Americans do not make enough income to pay Federal in-
come tax. Right?

Dr. CARROLL. I think the average family of four begins paying in-
come taxes when they have about $41,000, $42,000 of income,
which I think is consistent with your comments.

HSAs not only provide tax advantages, they also provide more
flexibility to workers. As I mentioned in my opening statement and
in more detail in my written remarks, one of the features of HSAs
is that they are portable.

An individual owns the HSA, as distinct from FSAs and HRAs.
When an individual leaves a job, they take the HSA with them, so
that affords more flexibility to workers, where over time in this
economy we have had an increasing number of workers who have
switched jobs.

HSAs also provide the opportunity for some savings. We have
heard a number of individuals on the panel talk about the lower
premiums that result from HSAs. There is an actuarial relation-
ship between the higher deductible and lower premiums under
HSAs, as well as the employer contributions that are often made
into HSAs.

I would just remark that Mr. Knight’s experience for his firm is
actually fairly close to the average for the economy. The numbers
I have seen suggest that, for singles, employers, on average, con-
tribute $580; for families, employers, on average, contribute $1,092.

So to summarize, HSAs provide, I think, a broader set of benefits
than just the tax advantages. What is interesting about the IRS
data from 2004 that Mr. Dicken has in the GAO report is that a
significant number of lower-income taxpayers have HSAs, even
though they may in fact have no income tax liability. So, that
might be an indication that there are non-tax benefits associated
with HSAs that individuals benefit from.

The second point I want to mention is, the President’s initiative
really does realign HSAs in an effort to reduce or eliminate the tax
disincentive for high-deductible plans or tax incentive for first dol-
lar coverage.

It tries to create a level playing field, if you will, between insur-
ance purchased through employers and insurance or health care
purchased directly by individuals.

It does so for those with high-deductible plans, but through a se-
ries of credits and deductions, eliminating the income taxes, as well
as the payroll taxes. Because it is eliminating the payroll taxes,
one of the benefits of the proposal, if you will, is that it realigns
the distributional effects of HSAs.

There is a table in my written testimony on page 14 that illus-
trates for a typical family of four with high and low medical ex-
penses the tax benefits that a typical couple could expect to receive
under the President’s initiative.

What you see is, for an individual with typical medical expenses,
lower-income individuals will actually receive a higher dollar tax
benefit than higher-income individuals. When you look at the per-
son with higher expenses, you cannot exactly say that.

You cannot say that the lower-income individual will receive a
higher dollar benefit. But the relationship is not very different. The
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lower-income individual receives almost as much in terms of a dol-
lar benefit as a higher-income individual.

The point of all that is that, because of the payroll tax credits
or the tax credits for payroll taxes paid on premiums, out-of-pocket,
and the targeted tax credit for lower-income Americans, the initia-
tive really does realign the distributional effects of HSAs, I think,
in an important way.

Senator ROCKEFELLER. Mr. Chairman, can I ask one more ques-
tion of Dr. Collins?

Senator HATCH. Sure.
Senator ROCKEFELLER. Thank you.
I would like to explore a very important argument that HSA

folks say, and that is that their HSA accounts would drive down
the cost of health care by having consumers be more price sen-
sitive. I would like to have you comment on this.

It has been argued that patients will be more careful about what
health care they receive if they personally must pay the bills as
part of a high-deductible plan. I personally am skeptical of this, for
several reasons.

I understand that 70 percent of all health care costs are paid by
the sickest 10 percent of Americans. People who have chronic con-
ditions or a catastrophic medical event will quickly exceed their de-
ductible, even in plans with high deductibles.

So my question to you is, will the HSA model actually impose
any pricing pressure for those patients who already have exceeded
their deductible? If the data is correct, that 70 percent of the costs
are incurred by a small share of the total patient population, then
is it realistic to expect that price pressure will affect more than
one-third of health care expenditures?

And Mr. Knight, I have a written question which I will send to
you.

[The question and answer appear in the appendix.]
Dr. COLLINS. The EBRI Commonwealth Fund survey does show

that people in high-deductible health plans are somewhat more
cost-conscious. They tend to talk over treatment options with their
physicians, and are more likely to ask for lower-cost drugs.

We also show in the survey that only 14 to 16 percent of people
have any cost or quality information available to them to use, so,
even if people wanted information about the cost of their physi-
cians, they would not be able to find it because it is simply not pro-
vided by their health plans.

But even if people had full information about prices and quality,
it is unreasonable to expect, given the point that you make about
the large share of health care costs that are borne by very sick peo-
ple, that high-deductible health plans, health savings accounts,
would have a transformational impact on the health care cost prob-
lems that we currently have and on the quality problem we have.

Increased transparency, both on prices and quality, is very good
policy for the health system in the United States. We want people
to know more about the cost of their health care. We want employ-
ers to know more about the cost of their health care.

We want buyers and purchasers to know more about the cost of
health care, and we want people to know more about the quality
of the providers that they are going to. But research has shown
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that public information on quality is more often used by the pro-
viders who are required to provide information about the quality of
their care to improve quality of care, rather than patients. Focus-
ing on provider use of quality of care information and cost informa-
tion will have the most important impact on quality and costs in
the health care system. Patients are really in the weakest position
to demand high quality and efficiency from their providers.

Senator ROCKEFELLER. I thank you.
Thank you, Mr. Chairman.
Senator HATCH. Thank you, Senator Rockefeller.
Dr. Goodman, would you care to respond to that? Then my last

question to you is, are these plans working?
Dr. GOODMAN. I think Senator Rockefeller’s question is very in-

teresting. We have a market in which physicians do not really com-
pete for patients on the basis of price or quality, nor do hospitals.

The reason is because the third parties have all the money and
pay all the bills. Basically we ration the physicians’ time by wait-
ing in this country, the same way Canadians ration it. Although we
like to think our system is very different, it really is not.

If we empower the patient, I expect, eventually, radical changes.
However, only about 20 percent of those changes are going to occur
because patients have changed. Eighty percent of the change is
going to come on the provider side.

Once you let the diabetic control his own dollars, then you are
going to find physicians who say, ‘‘Oh, by the way, I know none of
my colleagues will talk to you on the phone or talk to you by e-
mail, but I will do that. I know my colleagues do not keep your
records on computer and they do not electronically order your pre-
scriptions, but I am going to do that and you will get safer care,
and you will be getting better care.’’

You will actually have a market in which people compete for the
business of diabetics, whereas, in today’s market they run away
from them. No one wants the sickest patients. But with consumer-
driven health care, you could have a real market for sick people.

We are beginning to see right now, Senator Hatch, the begin-
nings of a change on the supply side, I think, in response to pa-
tients controlling more dollars. The Minute Clinics in the upper
midwest, the Call-a-Docs where you can pay to talk to a doctor on
the phone, Wal-Mart offering generic drugs at $4, all of the new
innovations in medical tourism, I think all of this is a response to
consumers controlling more dollars.

I think we are going to fast approach a tipping point where you
get huge changes on the supply side, and the medical marketplace
will begin to look more like other markets instead of the bureau-
cratic market that it now is.

Senator HATCH. That is great.
Now, Mr. Beittel, do not feel badly that Senator Rockefeller

pointed out how you work. Every one on this panel works in their
own special way. Dr. Goodman, of course, is president and chief ex-
ecutive officer of the National Center for Policy Analysis.

Dr. Collins, just to mention one other, is Assistant Vice President
of the Program for the Future of Health Insurance. So you are all
experts in your own field, and that is why we have you here. You
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have added a particularly interesting element to this hearing, so
we are very appreciative of it.

I would just like to ask one other question, and I will start with
you, Dr. Goodman, but I would like all of you to respond to this
question if you could.

I was intrigued by your suggestion that the participation of the
chronically ill in the HSA would have the broadest impact on na-
tional health care savings. But we have also heard today that the
chronically ill might not see the benefits of an HSA. You would, as
I understand it, overcome this difficulty by allowing greater health
care contributions by employers for chronically ill employees.

I would like to know what you have to say about that. Then I
would like to know what the rest of the panel thinks about this.
Is there evidence to suggest that persons with preexisting condi-
tions are finding it more difficult to get into a low-cost, high-
deductible health plan? There are two questions there, and maybe
more than two.

Dr. GOODMAN. To the point of what needs to be done for the
chronically ill, I think someone has said that the chronic patients
spend 70 percent of the health care dollars, so, if you want to take
full advantage of the account, you want to make the account work
for the patients who are spending all of that money.

Now, the basic design of the health savings account, and I was
involved in helping design it, did not have the chronic patient in
mind, quite frankly. This is just one way to start out with a health
savings account.

But if you want the chronic patient to benefit and use intel-
ligently these accounts, it seems to me you have to make different
deposits to the accounts of different employees. If one employee is
spending a lot more money than another employee, the third party
insurance money is not the same for the two employees, so why
should the deposit to the account be the same for the two employ-
ees?

It seems to me what we need to do is have special accounts for
people with different chronic problems. There is a lot of literature
that shows that diabetics can manage their own health care and
get as good or better results than in traditional care, the same for
asthmatics and other chronic conditions. So, we know that patients
are willing and able to do this.

If you want them to do it well, you need to empower them. When
they make decisions, they need to financially benefit from their
good decisions and bear costs when they make bad ones. I think
there is a tremendous opportunity here. I think you would find
these accounts would be welcomed in the chronic community.

A chronic patient in the individual market is going to have a
hard time getting low-cost insurance because you have individual
underwriting in most States, whereas, in the employer market he
cannot be discriminated against.

But in my ideal health insurance world, we not only want doctors
competing for the sick patient, we want insurers competing for
them as well. If you create a system in which people have perverse
incentives to avoid the sick person, then they are going to run from
them. But if insurers and doctors can profit from solving the prob-
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lems of people who are ill, then they will compete vigorously for
their business, and that should be our end goal.

Senator HATCH. Thank you.
Mr. Beittel? Then we will go to Dr. Collins, on across that way.
Mr. BEITTEL. I was born and raised in Lancaster County, which

has a large Amish and Mennonite population. My father was a pe-
diatrician who treated many of them. He said that they operated
a little bit differently than the rest of us when it came to their
health care. They wanted the most affordable, effective treatment.
People with traditional health insurance usually do not care about
affordable.

But with the Amish and the Mennonite, there are limitations as
far as insurance because of their religion and they are much more
of a self-pay. They were concerned about those things and they
would take much better care of following treatments because their
money was on the line. I think the same thing goes with HSAs.

Senator HATCH. Thank you.
Dr. Collins? By the way, I appreciate that because that is a per-

fect illustration of when people are taking care of themselves and
doing everything they can to have great health care, and it is be-
cause they are personally concerned about every dime that is in-
volved. The more we get people concerned about that, the better off
we are all going to be. Naturally, Senator Rockefeller and I want
to make sure everybody has——

Senator ROCKEFELLER. And would that we could all be Amish or
Mennonite. [Laughter.]

Senator HATCH. Well, I am still hoping for you, I will tell you.
[Laughter.]

Dr. Collins?
Dr. COLLINS. Just to address the point about buying high-deduct-

ible health plans in the individual insurance market, and people
with chronic health conditions. A report based on the Common-
wealth Fund Biennial Health Insurance survey that the Common-
wealth Fund released a couple of weeks ago questioned people who
had ever sought health insurance in the individual market over the
last 3 years, and 70 percent of people who had health problems
said they found it very difficult or impossible to find a plan in this
market that was affordable.

AHIP, the trade association for health insurance plans, found in
just a subset of their membership, 30 percent of people were either
denied health care because of a preexisting condition, or were
charged a higher premium, or had a condition excluded because of
a preexisting condition.

So they found about 100,000 people in their sample over a given
year were denied coverage in the individual insurance market, so
it is not a particularly good market for people who have chronic
health conditions.

In terms of getting employers to add more dollars to the accounts
of people with chronic health conditions, you are still allowing this
to be a voluntary contribution. About 37 percent of employers now
do not contribute to people’s health savings accounts.

Those that do, the savings, I think was mentioned earlier today,
is about $689, on average, about a third of the average deductible
in these plans. So, just telling employers that they are allowed to
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contribute dollars for employees with chronic health conditions
does not guarantee that people with chronic health conditions will
have adequate access to the health care that the need.

Senator HATCH. All right.
Mr. Knight?
Mr. KNIGHT. I have a point of clarification. I think, Dr. Carroll,

you said it was about $1,000, right?
Dr. CARROLL. Yes. It is $1,092 for families, roughly $600 for sin-

gles.
Mr. KNIGHT. Right. Right.
Senator HATCH. So your testimony is very important because you

are living it every day.
Mr. KNIGHT. Yes.
Senator HATCH. And your business depends on how you handle

it.
Mr. KNIGHT. Yes. I will just make a quick comment on this issue,

if I could. Sadly, the employee that I mentioned had a wife with
cancer. His wife passed away this year. This employee went
through about 3 years of very, very difficult times, obviously.

It was difficult to watch him go through that. Perhaps if we had
an option to fully fund his HSA account or put more money in be-
yond what the limit was, we would have chosen to do that, simply
to take the stress off of him and to get him through that.

Now, I do not want you to believe that I am completely just try-
ing to take care of people and love people. I do, but I am also a
businessman. When you have a business with technical people—
and this particular person was a CAD designer that did very high-
end design for us—you need their mind in the game. You need
their long-term commitment.

So, I feel like taking care of people at that level in these kinds
of businesses that we have is good for business in the long run, and
making profit. So, having that option, with special cases with em-
ployees, is actually a benefit to me as a business person in helping
to keep my business strong and vibrant, not just this year, but in
the long run. So, I think it would be a nice option to have.

Senator HATCH. Thank you.
Mr. Dicken?
Mr. DICKEN. As we talked to participants that have high-deduct-

ible health plans and talked to industry experts, there were cau-
tions about recommending these to individuals with chronic illness,
and there are several aspects that may, under current law and cur-
rent IRS guidelines, limit the attractiveness to those with chronic
illness.

One is what you have identified, which is that currently employ-
ers are not able to contribute more to those individuals with chron-
ic illness. Another issue is that of maintenance medications.

Prescription drugs cannot be covered under the deductible, and
so people may be on maintenance medications. They are not consid-
ered preventive, and they may not be able to get those covered
until they have reached their deductible or they are paying fully
out-of-pocket.

So, certainly we did hear from experts and from individuals that
those were the types of things that they would look for to try to
improve the attractiveness for those with chronic illness.
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The other comment I think both Dr. Goodman and Dr. Collins
mentioned is that certainly, in the first year of HSA, most of these
accounts were in the individual insurance market. Over time, en-
rollment has increasingly been in the employer market. Certainly
there are issues about those with chronic illness being under-
written in individual markets to get the high-deductible health
plans.

Senator HATCH. Thank you.
Dr. Carroll, you are the last one.
Dr. CARROLL. Yes. The comments by Mr. Dicken are exactly

right. The current comparability rules prevent employers from dis-
tinguishing between their HSA contributions. They have to provide
the same percentage, the same amount of HSA contributions to all
employees, with comparable high-deductible health plan coverage.

The President’s proposal would change that and allow employers
of individuals who are chronically ill to contribute at a higher level,
so I think that is an important feature of the President’s proposal.

I think, by and large, many employers do want to provide more
HSA funds to employees who have higher expenses because of
chronic illness. I think that change would help make HSAs more
attractive.

Another point I wanted to mention is the statistic that we have
heard on the panel, that a very large fraction of the health care ex-
penditures are borne by a very small group of people. The statistic
I have heard is that 20 percent of the population pays 80 percent
of the health care expenses.

I think there are a couple of points to make about that statistic.
One point is, first, a significant portion of health care spending oc-
curs below the HSA out-of-pocket maximum, so even if that sta-
tistic were accurate, there would still be significant cost-sharing.
There would be significant exposure to price for people below the
HSA out-of-pocket maximum under, let us say, the President’s ini-
tiative.

The second point to make, I think, is really important. Many peo-
ple will not be able to predict at the beginning of the year that they
will be over the HSA limit, so, when you start off at the beginning
of the year, you have to evaluate whether HSAs will increase price
sensitivity.

It is really those people who know, at the beginning of the year,
that they are going to be over the limit—that is where you would
think there would be less sensitivity as opposed to more. Those
people who cannot forecast it, and have an extraordinarily high
level of expenses, that is where you would think you would have
greater sensitivity.

Based on the Medical Expenditure Panel Survey, and this is a
very interesting statistic, of those with spending over the HSA out-
of-pocket maximum in 1 year, only 21 percent had spending that
exceeded that limit in the prior year.

So, empirically, I think it may well be the case that the 20 per-
cent who pay 80 percent of the health care expenses, more often
than not, are simply not the same people year after year.

Senator HATCH. Well, like Senator Rockefeller, I have a lot more
questions. We will submit them in writing.

[The questions appear in the appendix.]
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Senator HATCH. But let me just say, I think both of us feel that
this panel has been an excellent one in trying to help us under-
stand these issues and to sift through them. I, for one, am very ap-
preciative of having you all here.

Senator ROCKEFELLER. And I, for two. We do not do enough of
this. Actually, it is kind of a joy when you do not have everybody
here so we can just sit and ask the questions we want. You have
been excellent. Some of you have come long distances. I think both
Senator Hatch and I appreciate that. I think it has been a very,
very good hearing.

Senator HATCH. All right. Thank you so much. We appreciate all
of you.

With that, we will end this hearing. Thank you again for being
here. We appreciate all of your testimony.

[Whereupon, at 4:25 p.m., the hearing was concluded.]
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