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PROCEEDI NGS

MR. MLLER CGood afternoon, and wel cone to the Cato
Institute. W are tal king about two-tiered health benefits today
-- an evolution, rather than a revolution, in the way in which
health care is delivered to consuners. W have the perspectives
of a regulator, a representative froma health insurance conpany,
and soneone froma | arge enployer's organization, trying to
respond to what consuners want and what they need.

Again, as | said, the change in health care, given the
| ong history, suggests it is a matter of evolution rather than
revolution. And after the demise of the Cinton health plan in
1994, private enployers generally resorted to various forns of
conventi onal managed-care practices, which for a while held down
costs but seemto have run into nore problens lately in managi ng
both access to care and containing costs and mai ntaining quality.
They seened to hit an unyielding wall of soaring costs, expanded
l[iability risks, political opposition, and consumer discontent.

Now, currently, a nunber of powerful factors, even
wi t hout political action, seens to be noving health insurance
away fromthird-party decisionmaki ng by enpl oyers, insurers, and
t he government, and nore to consuner-driven alternatives. And

sone of those factors are that health insurance prem uns are
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ri sing again at annual, double-digit percentage rates; the
managed- care backl ash, which we are not hearing that nuch about
this fall but will be back soon; weakened third-party constraints
on health care spending; Congress remains still ready to add sone
expanded liability costs for bad nedical outcones to the health
benefits bills that enployers pay; and we are seeing |ooser |abor
mar ket s and busi ness belt tightening that is inevitably going to
result in |less conprehensive insurance coverage and greater cost
sharing by enpl oyees. And on the positive side, the w der
avai lability of information-technology tools and e-comrerce
i nternedi ari es shoul d be decentralizing health care
deci si onnmaki ng.

You know that something different is going on in the
heal th care market pl ace when you picked up a copy of The
Washi ngton Post |ast August and read an article by the D. C
| nsurance Commi ssi oner, saying that something is wong with our
i nsurance system and he is not calling for a national health
i nsurance. Lawrence Mrel tal ked about the current system for
payi ng the cost of health care as being seriously flawed, and he
has suggested that we need to deal with two different tiers of
health care needs that nust cover those needs with two separate
tiers of paynent. W want to understand what is going on here --
when The Washi ngton Post and the D.C. |nsurance Conm ssioner --

it seens there is sonething wong with this picture.
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Lawence Mrel is Comm ssioner of the District of
Col unbi a Departnent of Insurance and Securities Regulation. He
was appoi nted by Mayor Wllians to that post in July of 1999.
His responsibilities include directing the agency to enforce al
the laws of the District of Colunbia relating to the conduct of
t he insurance and securities business in the jurisdiction. And
his | ong background in the I egal comunity invol ved representing
a nunber of insurance conpanies, both in individual practice and
with several firms. His |aw degree is from Col unbia University,
and an MBA from Overland Coll ege. And today we are going to hear
what exactly should be different about our health insurance
system

Conmi ssi oner Mrel.

LAWRENCE H. M REL,
COWM SSI ONER OF | NSURANCE AND SECURI TI ES REGULATI ON

DI STRICT OF COLUMBI A

MR MREL: | amnot sure why you are so surprised that
sonmebody in the District governnent woul d have anything
interesting to say. W are in a newera inthe District of
Colunmbi a and a new era in our governnment, which | amvery pl eased

and proud to be part of.
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| knew before | becane | nsurance Conmm ssioner that our

heal th i nsurance systemwas not working well. | do not think I
amunique in that. | think people generally understand that it
does not work well. But | was not prepared for the |evel of

anger and the nunber of conplaints that | got and that | get as
| nsurance Conmi ssioner fromevery part of the system People who
are insured under the present system are confused about what kind
of coverage they have. They get angry when things they think are
covered are not covered. They have a lot of trouble trying to
figure out the system-- how do you file clains, where do you
file claims. | amlInsurance Conm ssioner, and | ama | awer, and
| cannot figure it out. Luckily, ny wife is better at that, as
she is at figuring out the VCR

Then talk to providers, talk to doctors and hospitals,
and they are furious. They are very angry at the notion that
sormeone who, first of all, is less qualified than they are, and
secondly, has not seen the patient, second guesses their
prof essi onal judgment about treatnent; or worse, does not pay
t hem when t hey have actually provided the services on the ground
that the services were sonehow not necessary. They thought they
were necessary; that is why they provided them So they are
angry about that.

In addition, the insurers are unhappy. That was a

surprise to nme. The insurers are unhappy because they have
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devel oped the systemto try to control costs. And that system
means nmanaged care, it neans elimnating certain things, it neans
cutting back on services. And every tine they do that, people
conplain to their legislature -- local or national, nostly |oca
-- and nmandates get passed. And mandates drive insurance
conpani es crazy because that is not how they price; they price on
the basis of what is covered. And if a mandate is passed and

t hey have to cover sonmething they did not intend to cover, then

they are going to | ose noney. So they do not |like the system

ei t her.

| thought a | ot about why the systemis not working --
what is wong with it -- and | really came up with two maj or
features that make it not work well. The first is that a |ot of

things that we insure under our health insurance system are not
insurable. | remenber fromny |aw school course many years ago
on insurance |law that an insurable event is sonething that, first
of all, is not likely to happen; it is rare. Secondly, it is a
maj or event. And thirdly, it is sonething that the person who is
i nsured does not want to have happen. That is what nmakes it an

i nsurabl e event.

Well, part of the health insurance systemfits that

definition. It is the part that deals with injury and ill ness.
Nobody expects to get a serious disease, and serious diseases are

relatively rare. Nobody expects to be injured in an accident,
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and accidents are relatively rare. Wen they happen, they are
devastating. They cost a |ot of noney, beyond what people
ordinarily have hangi ng around the house. They are, in short,
i nsurabl e events.

But routine health care is certainly not an insurable
event. That is, when you go to the doctor either because you
want a physical exam or because you want to get a flu shot, or
because you want to have sone kind of test to keep yourself
healthy, it is, first of all, not unexpected. Secondly, it is by
choi ce; you decide you want to go. Thirdly, the cost is not a
devastating cost; it is not a big deal. And that part of the
health care system in ny view, is sinply not insurable. And one
of the major problens we have with our current systemis that we
are trying to use the insurance systemfor sonething that it was
not intended to handle and handles it badly.

It handles it badly because the whol e expertise of
i nsurance conpanies is to limt the anount of clains that are
paid. Underwiting is the key to the insurance industry. You

try to figure out what the risk of loss is, and then you try to

| ower that risk -- paying fewer clains. There is nothing wong
with that, and sonetinmes it works very well. | wll give you one
exanpl e.

A wor ker's conpensation insurer, for exanple, wants

very much to make sure that fewer clains are filed. So the
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insurer will spend a lot of time and energy trying to make the
wor k place safer for the enployees. And that is a good result.
You want that. And they will do it for the noblest of reasons --
fewer work place injuries neans they nake nore profit. That is
how t he system shoul d wor k.

Well, then you try to apply that to the kinds of
routine health care that people go out to get, and it nakes no
sense at all. They do not want to pay for a doctor's visit
because that is not insurable. You picked it. You did not have
to go. They do not want to pay for flu shots because that is
sonet hing you chose to do, you want to do; it is not insurable.
So they try to limt the amount of clains paid by a very rigid
system of nmanaged care designed to hold down the nunber of
cl ai ns.

Well, to nme that is crazy. You want people to go to
t he doctor, you want themto get the flu shots, you want themto
do the things that they should do to maintain their health. And
you shoul d not do that through insurance. |In addition to the
fact that that is the wong paradigm it is also very expensive.
Because in order to determ ne whether a particular claimis a
valid one or not, there is a great deal of paperwork invol ved.
That may be all right if you have an $8,000 bill for a hospital
stay, but to apply the sane thing to an $80 charge for a doctor's

visit is crazy, because it costs the insurer as nuch
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adm nistrative tinme and expense to process the $80 claimas it
does the $8,000 claim That is the first thing wong with the
health insurance system is that it is not health insurance -- at
| east a big part of it is not.

The second problemwith it, | believe, is that the
coverage is a contract. People think if you have health
i nsurance you are covered for anything that happens to you.
Well, that is not true. You are covered for what the health
contract says you are covered for, no nore and no | ess.

Wel |, who negotiates that contract? It is negotiated
bet ween the insurance conpany and the enpl oyer. The enpl oyer
wants to be able to offer a reasonable health insurance plan,
because if he is interview ng an enpl oyee, the enpl oyee is sure
to ask -- a prospective enployee -- do you have health insurance?
And the enpl oyer wants to be able to say, yes, we have a fine
plan. And that is as usually as far as it goes. The enpl oyee
does not ask, well, what does it cover exactly and what doesn't
it cover? The enployee usually finds out what is covered and
what is not covered when the claimis nmade. Then he finds out
that it is not covered, and he is angry.

What are the notivations of the people who enter into
this contract? The enployer wants to hold down costs. Al
enpl oyers want to hold down costs. So he wants to provide an

i nsurance plan because he feels he has to, to be attractive to
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t he ki nds of enployees he wants to attract, but he does not want
to pay too nmuch noney for it. Insurance conpanies are very
conpetitive, one with the other, and they know this, so they keep
trying to provide | ower-cost products, or at |least hold the

i ncreases down.

Well, there are really only two ways to reduce costs,
two maj or ways, to reduce costs in an insurance plan. One is to
provi de | ess coverage. It is too expensive; all right, we wll
drop dental, we will drop visual, we will drop the famly. W
will cover the enployee, but we will not cover the famly. So
you provide | ess coverage. The other way is you pay the
providers the less. You will reinburse the doctors |ess than
they want, you will pay the hospitals |l ess than they want, and
you will reduce the costs that way. And that is in fact what has
been happeni ng and what causes all the anger and distress that |
t al ked about before.

But it is inportant to notice that the people affected
by this contract are not there when the deal is nmade. The
provi ders are not part of that deal and the enpl oyees are not
part of that deal. And yet, they are the ones nost affected by
it. And to ne that is another serious problemw th the system

Well, are there solutions? And that is what we are
here to tal k about today. |If | could wave a nagic wand, | would

prohibit the sale of a product |abeled "health insurance” with

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



1

| ess than a $4, 000- a-year deductible. That is not to say that

t here should not be plans for covering health care costs under
$4, 000, but it should not be insurance. It should not be treated
as insurance; it should not be underwitten as insurance.

There are two pieces to the health care puzzle. One is
covering serious illness and injury; the other is maintaining
good health. They are different systens, and they need to be
treated differently. You can insure against a catastrophic
event, such as a ngjor illness or accident. You cannot insure
for routine health care. It is just not insurable. So | would
separate themout by drawi ng a horizontal line -- this is the
two-tiered concept that we have been tal king about -- and say
that you cannot sell as an insurance product sonething that is
not insurable.

There are already powerful incentives in favor of going
with such a system not the |east of which is the Medical Savings
Account Programthat Congress enacted sone years ago. Now, at
present, it applies only to small enpl oyers and sel f - enpl oyed.

But the concept is that you can pay for that part bel ow the 4,000
or 2,000, or whatever the cutoff is, with untaxed noney. That

is, you can put noney aside that you have earned, not pay taxes
onit, put it in a nedical savings plan, and use it to pay your

routine health care costs. That is a powerful incentive. But I
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think there are other incentives, as well, for such a systemthat
have not been as nuch tal ked about.

One is that it is a real pain for an enployer to have
to negotiate a new health care contract every year. That neans
the enpl oyer has to go out and find a conpany. Usually, the
enpl oyer does not have to find one; they will find the enpl oyer.
The enpl oyer has to negotiate wth several different conpanies to
figure out which one offers the best conbination of coverages,
which one is likely to be nost attractive to his enpl oyees, and
then sign a contract, which is for a year. And next year he has
to do the sane thing all over again. Some enployers, if they are
| arge enough, will punt and will offer what is called a cafeteria
pl an, and let the enpl oyees pick which on of these plans they
want .

But if in fact you had a two-tiered system then for
the lower tier -- the routine health expenses -- the enpl oyee
makes his own choice and the enployer has nothing to say about it
at all. This is noney that is put into the pocket of the
enpl oyee, and the enpl oyee can spend that noney for whatever he
wants to. So if one enployee has a | ot of dental problens, he
can spend it for dental stuff. |If sonebody else wants to go into
mental health therapy, he can do that. It is not the choice of
the enployer as to what is covered or not; it is the choice of

the enployee. And | think that is pretty inportant.
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| also think it is inmportant for another reason and
attractive for another reason. And that is, that it puts the
pati ent and the doctor back in touch with each other. That may
not be true when you go to the hospital -- you may be unconsci ous
when you get there -- so we are not tal king about the high-Ievel
thing. But when you go into your doctor and you want an
exam nation or a shot of sonme kind, you pick the doctor you want.
The enpl oyer does not get to pick for you, or the health plan
does not get to pick for you. And you talk to the doctor about
what is necessary and what it should cost, and then you nake your
deci si on.

| have been thinking about this for a long tinme, | have
to tell you. | was at a | aw school a few years. | went into
private practice of law, and I hung up a shingle and went out by
nmyself. | was not a part of any group, so | did not have health
i nsurance. The D.C. Bar offered a high-deductible, catastrophic
health plan, which | took. Then it was a $2,000 deducti bl e.
That woul d be about a $4, 000 deductible now. And it covered
pretty nmuch everything above that. And it was dirt cheap. |
think it cost something |ike $140 a year for ne and ny famly. |
was a | ot younger then, but still it was a good deal. And | paid
the rest out of ny pocket.

Now, the first time | went to ny doctor after that -- a

doctor | had been going to for sone years who | amvery fond of
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and is a first-rate doctor -- the receptionist wanted to know
what insurance | have, who was going to pay for this visit. And
| said, "I don't have any. |1'mgoing to pay for the visit. |'m

going to pay you cash."

"Well, then you can't see the doctor,"” is what she
said. "W want to see your insurance card.” | said, "I don't
have an insurance card." W westled wwth this alittle bit, and

| asked her to go get the doctor. She got him and he cane in,
and | explained to him And he said, "Fine, of course I'l|l see
you. And, of course, |I'm happy to take cash.™

| do not renenber why I was there to see him He said,

"Let's take a ook at this. W could give you this test, but you

don't need this test.” | said, "Wait a mnute. |If this is part
of the standard work-up for this -- and | said |I'd pay you out of
my pocket -- why don't you give nme the test?" "Well," he said,
"I can tell |ooking at you, you don't have that problem"” And I

was thinking, boy, if | had been insured, he would have done t hat
t est.

Now, whose benefit is that? Not mne. | didn't want
the test. | did not want to get pricked or cut or whatever they
do for that. But he would have done it. You can be sure he
woul d have done it, because the insurance would have paid for it.

So putting the patient back together with the doctor is

an inportant part of this. Paying by cash, or by check, or by
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card after the visit -- where the doctor just tells you, here's
what it is and you pay him and he does not have to file any
papers, and he does not have to justify what he did, and he does
not have to get the prior approval of sone primary health care
provi der, and he does not have to worry about sonebody |ater on
telling himthat it was not necessary and therefore he is not
going to get paid -- is a trenendous savings. It is a savings in
cost, it is a savings in aggravation, and in the long run | think
it inmproves the system So | think that this nake sense.

Now, when | wote the article, |I knew of only one
conpany that offered such a product. Since |l wote it, | have
heard from many conpanies, including Ken's, and | find that there
are many products like this out on the market today that do
exactly the kind of thing that | tal ked about in ny article.

Now, are they all universally popular? No. | can tel
you who likes them and who does not |ike them The providers
| ove this kind of approach. And they can't wait, for obvious
reasons. The insurance conpanies do not mnd it. They like it.
They will figure out a way to nmake noney on it. | think
enployers will like it. Unions have objected to it, and probably
will continue to object toit. And they do it for a variety of
reasons, sone of which | think may have a point, sone of which

do not quite understand.
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One thing they say is that this is a system desi gned
for young and healthy people. It is a way to help them save
nmoney tax-free, like a 401(k). They will, therefore, |eave the
regul ar insurance system | eaving behind just the ol der and
si cker people who will have to pay nore for their premuns. | do
not think that is a necessary result, but |I understand the
concern. Ken has answers to that, which he will tell you about
| ater.

They are also concerned |I think that enployers will use
it as an excuse to cut back on benefits that they provide to
enpl oyees. Maybe they will and nmaybe they won't, | don't know.
But they are cutting back anyway. And many enpl oyers are just
not providing insurance anynore, especially snmaller enployers.

So this has to be a better systemthan that. Even if you have a
smal | enpl oyer who provides only the catastrophic plan, the
backup plan, and let's his enployees pay the rest, that is better
t han now, where they are not providing anything.

Public heal th advocates have rai sed sone concerns,
suggesting that, if people have to pay out of their own noney,
even if it is in a separate account, and they can only use it for
nmedi cal expenses, they will not go to the doctor as often.
don't buy that. Nobody wants to go to the doctor. You go to the
doctor because you have to, not because you want to. And the

fact that you have to pay it out of a particular plan or another
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| do not think nmakes a huge difference. And, of course, people
who run the managed-care systemw || object because it neans they
wll be out of a job, which I think is a good idea.

But, in any event, that is the long and the short of ny
argunent. | had an occasion to actually try it out. M
30-year-old son was working on a farmin West Virginia and had no
insurance. And | went to the one conpany | knew that offered
this, a conpany called Golden Rule, and | asked them what they
had available. Here is the plan they proposed.

The first $5,000 is paid entirely by you. And they
meant nme, not ny son, because they knew who was going to pay it.
The next $5,000 is paid 80 percent by the insurance conpany and
20 percent by the insured. And above $10,000, it is all paid by
t he conpany. That was the deal. The price they quoted ny son --
30 years old, West Virginia -- was $71 a quarter. $71 a quarter
that is cheap for that kind of insurance.

Now, | think there are huge savings to be nade by such
a division of insurance. And those savings, in my view, should
be put in the pockets of the enployees for themto spend as they
want. | think it is possible to do that, to give enpl oyees
greater control over what they spend their noney on, to save tine
and aggravation for everybody else in the system and still save

t he enpl oyer sone noney. | think it is possible. And | think
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when you hear Ken explain his plan, you will see that it is
al ready here. Thank you very nuch.

(Appl ause.)

MR. M LLER  Thank you, Conmi ssioner. | do want to
repeat, the gentleman you just heard speak is the Comm ssioner of
I nsurance in the District of Colunbia. That is correct.

Now, we are going to find out what is happening in the
mar ket pl ace. Because you can identify the need, the problens,
but we need entrepreneurs to step out there and then put a
product in front of the public, and succeed in addressing this in
a nore effective way. Well, one of those gentlenen is Ken Linde,
who is President and Chief Executive Oficer of Destiny Health.
Destiny Health is a privately-held insurance conpany. It has
created a nunber of innovative health care solutions. It has a
consuner-driven strategy which was nodeled first fromwhat its
parent conpany, Discovery Holdings, is engaged in -- it's a
gl obal and publicly-traded multi-Iline insurance conpany based in
Johannesburg, South Afri ca.

Destiny is based nearby, in Bethesda, Maryland. |Its
operations are primarily in the Chicago, Illinois area. And it
offers flexible plan options that return control of health care
purchasing to the consuner for routine and preventive services,

yet still providing conprehensive insurance protection.
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Ken's background is he previously was the founder,
Presi dent, and Chief Executive Oficer of Principal Health Care,
| ncorporated. That was a managed-care conpany that owned and
operated over 20 HMO s, PPO s, nental health networks, and ot her
managed-care health operations. And he was previously the Vice
President of the Eastern Division of the Travelers Health
Net work, fornmerly known as Wi taker Health Services. Before
then, he was the director of Federal Qualification for the Ofice
of HMO s in the U S. Departnent of Health and Human Servi ces.
And before Travelers, he was a Senior Health Policy Analyst for
the Boston University Health Policy Institute. He spent over
five years with the New Jersey State Departnent of Health as
Director of Alternative Delivery Systens. So Ken Linde has |eft
the church of managed care, and he is now preaching a
consuner-driven alternative.

Ken.

KENNETH J. LI NDE,

DESTI NY HEALTH | NSURANCE COVPANY

MR. LINDE: A typical managed-care executive of the
past -- | couldn't hold a job.

(Laughter.)
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MR. LINDE: By the way, the definition of an
entrepreneur is a guy that junps out of an airplane w thout a
parachute and bag of silk worns over his back and hopes they're
overachievers. | will not get into that airplane wthout a
parachute, so | am not perhaps that nuch of an entrepreneur.

Conmi ssioner Mrel, when he wote this article, all ny
staff canme running to ne and asked, did you see this article?
This really describes nuch of what our conpany is all about. And
it really does. And you have heard nmany of the concepts -- which
| will give you a general overview of -- except we have one
different concept. W give nmuch nore conprehensive benefits for
the insured product; we do not have a hi gh-deductible health
plan. So we do all the things that the Conm ssioner talked
about, and we give nore conprehensive benefits, which, to the

union type groups and others, is nuch nore pal atabl e.

| f you picture a triangle -- 1'Il give you this froma
brochure -- and if you assume everything on a triangle that we
think of it as a triangle of health care needs -- basically, on

the bottomof that triangle are day-to-day expenses that are

hi gh-frequent, | ow cost procedures -- doctor office visits, |ab,
X-ray, et cetera -- and at the top of that triangle are nore
costly, infrequent procedures, such as hospitalization,

out patient surgery, transplants, et cetera.
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Now, sonewhere along that triangle you have to

separate, if you will, that two-tiered philosophy, which is what
our product does. It separates what is controllable, health care
expenses -- the bottomof that triangle, the day-to-day expenses

-- with uncontroll able health expenses, which is the top of that
triangle. And that |line gets drawn, and we create two products

i ntegrated together in our conpany.

So at the top of that triangle -- hospitalization and
surgery, chronic illness nedication -- things that are beyond a
patient's control -- if you have di abetes and you are taking

insulin, if your doctor tells you, you are going in the hospital
-- those are beyond a patient's control, so we fully insure for
those events. W insure themfromdollar one, potentially up to
$1, 000 deductible. We do not have hi gh deducti bles at the $3, 000
or $5,000 |evel. Wiy? Because, philosophically, we believe that
deducti bl es do not change the behavior of the consuner. |If you
are going to have those uncontrollable events, a high deductible
is not going to change your behavior. So all it is, is
cost-shifting into the health care system So that requires an
i nsurabl e event.

For ny enpl oyees we have zero-dollar coverage. It
starts fromdollar one. W have added up to a $1, 000 deducti bl e,

$250, $500, because the enployers in the marketplace are
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demanding it. But we do not philosophically believe in those
deducti bl es from an insurabl e-event point of view

On the day-to-day expenses we have what we call a
personal nedical fund. And that is the patient's noney. So if
you take a premumthat, say, is $5,000 a year -- and just for
di scussions here we'll say $3,000 of it goes to the insured
portion | just described, and let's assune $2,400, or say $200 a
nont h, $2,400 goes into the personal nedical fund -- that $2,400
is the patient's noney, the consuner's noney. It always stays
the consuner's noney. It is an after-tax fund because it does
not neet all the aspects of a qualified MSA, which tends to be a
hi gh- deductible, tax-efficient program It is the consuner's
nmoney, and it always stay the consuner's noney. It rolls over
fromyear to year if you do not spend it. It can be used to
reduce your next year's premumor it can be used as a savings
vehi cl e.

This product -- and that is a very quick overvi ew of
t he product -- conceptually, clearly works. First of all, there
is amllion nenbers-plus in this product in ny parent conpany in
South Africa. They are about a 9- to 10-year-old conpany that
has devel oped this concept. Wy? Because the private health
care systemin South Africa happens to be alnost identical to the
U.S., which was a surprise to ne when | first |looked at that. 1In

1992, zero percent of their population was in this type of
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product. Discovery Health, ny parent conpany, introduced it
there in 1993. And today, 51 percent of the private market is in
this type of product. It has revolutionized the system and it
will, I believe, do the sanme thing here as it starts picking up
nor e noment um

So what we have is a product that gives very
conpr ehensi ve care when you need it, but value for the healthy.
And if you do not give value for the healthy, you do not keep the
healthy in your pool. And so many of the uninsured people in
this popul ati on are nmaki ng over $50,000 and do not see any val ue
in buying health insurance. An exanple is | paid car insurance
for an ungodly nunber of years, and wouldn't it be nice if State
Farm sent ne a check for $1,000, saying, "Geat, you haven't had
any accidents. 1'd like to give you sonmething back."” It would
be a smart nove because they nade a |lot nore than that off ne
over these many years. But they do not. So what we are doing is
gi vi ng sonet hi ng back.

Now, the question of whether an enpl oyee spends it
because it is their noney -- many studi es have been done in ny
parent conpany whi ch shows that does not exist. | just went to
my doctor today. It cones out of ny personal nedical fund. And
when the doctor says you need sone drugs, | said, "That cones out
of ny personal fund.” Wat did he say? "I1'Il give you sanples.”

So it changes the behavior. As you said, the physician-patient
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rel ati onshi p changes, where he starts thinking about how to deal

with his patient rather than howto bill the insurance conpany.
| ran one of these national HMO conpanies. | have been
there. | spent 25 years in the HMO business building the system

The problemis everybody thinks health care cost $10, and it does
not. And if all the answer to health care is we are going to
have a $40 co-paynent for a $42 office visit, then we are in
serious trouble. Because as we cost-shift, the out-of-pocket
expenses to enployees is going up at a higher rate than the
general health care inflation. And health care inflation is
going up at three to five tinmes the rate of general inflation.
So, obviously, we are in serious trouble if we do not cover
people with the right incentives.

Clearly, what we have | earned, both fromthe South
Africa systemand here, is that if you give people conprehensive
coverage when they need it, and if you involve them and give them
value for their noney, they will spend the noney when they need
to. But what they do not need, they get to use it or keep it.
And that "use it or keep it" mnd set versus the "use it or |ose
it" mnd set is a powerful change in behavior. The consuners try
to find out how nuch a doctor visit costs. That is a credible
concept, isn't it? And they try to figure out how nmuch a
chol esterol test costs. And when you get the chol esterol test,

is it worth the extra $70 to get the rest of the blood test. Do
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you really need it or are you just doing it because you are
payi ng a $10 co-pay? Behavior changes. Your relationship with
your physician changes.

The industry has about eight conpanies that are kind of
devel oping this product, along with Humana and United and ot hers,
Aetna, that are introducing variations of the product. But
nobody has a product that is exactly |like ours, where the
consuner al ways hol ds the noney. Mst of the other products are
for the self-insured marketplace, where the enployer holds the
nmoney, and it does not stay with the consunmers when they | eave
the enployer. And by doing that they get to pre-tax dollars.
Qurs is the only one that really keeps it the consunmer's noney.
It al ways stays the consuner's noney. And | can assure you, it
has a significant inpact on the consumer's behavior.

How to accelerate this was one of the questions | was
asked. How do we accelerate this type of concept? Wll,
clearly, the tax laws in this country are probably the biggest
issue to accelerate it. As | told you, our fund is after tax.
That is the only way you can roll it over and keep it; unless you
are pre-taxed, you use it or lose it. There is sone |egislation
trying to go through Congress to try to get FSA's to roll over.
That is a step in the right direction.

The last tinme Section 125 -- which is the cafeteria

| aws of the IRS Code -- and Section 105 were changed was in the
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early 1980's, and before that, the 1950's. So what that tells
you is the IRS does not really Iike opening up the Tax Code and
tal king about it. There are sone conpanies that nmay test that
Code; we do not |ike playing on the edge. So in ny neetings with
the IRS and others, | want to just say it is generally not
pre-tax dollars if you carry it over. And if you do that, then
it is potentially an illegal product, so we do not do that.

So, clearly, capital is an issue for these types of
products. What happened in HMOs in the early seventies, we did
have sone Federal funding fromthe Federal Governnent, but after
that a lot of the capital canme fromprivate industry, and
eventual | y kind of becanme part of other insurance operations.
And | worked for the Principal Finance G oup, which was one of
t hose.

Distribution, credibility -- | have a huge conpany
behind ne, but it's in South Africa. A big parent of theirs is
called the First Rand Bank, a great, huge bank. But it is in
South Africa; it is not the Bank of Anerica. So credibility
beconmes an issue. So how do we kind of evolve the smaller
conpany into the bigger conpany and get the credibility? Through
a lot of hard work and through a | ot of capital.

So we have actual experience in our conpany. That is
very inportant. In South Africa, year after year, for every

year, their increases are 25 percent below their conpetition with
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this product. So far, our increases in the first year of
renewal s are small nunbers. W have about 3,500 enpl oyees signed
up in the Chicago area. W are a |life/accident approved

i nsurance conpany in Illinois. W are starting in that market
and then expanding. W are enrolling 500 to 1,000 new fully

i nsured nenbers a nont h.

We are not just going after the large self-insured
mar ket |i ke many others. W are not a venture capital conpany.
W are an expansion of a very large, successful conpany. And our
renewals so far are in the 4 to 7 percent a year range. And if
you assunme our groups are nostly in the small -group market, nost
of those are getting 20 to 40 percent increases. So it is a huge
consumer change in behavior.

Now, again, these are small nunbers, so they don't mean
anything, but the 25 percent of a mllion nenbers neans
something. Those mllion nenbers in nmy parent conpany are -- in
the entire U.S., in the MSA's, there are about 220,000 nenbers --
so the marketplace there is well ahead of the U S. narketplace in
this type of product.

Clearly, small-group reformissues -- and the
guaranteed issue in Maryl and and New Jersey and Florida and ot her
types of States -- and sone States, | think Connecticut and New
Jersey, outlaw high-deductible health plans -- there are a whol e

bunch of laws that have to be | ooked at in order to pronote nore
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conpetition in health care. Each State is different. That is a
separate issue, because it is so hard to get approved in every
State under different regul ations.

The whol e concept of controllable health care expenses
and uncontrol | abl e expenses works. It works even in a system
that the Comm ssioner described. You have to separate peopl e,
but you have to educate people. You have to give them
information. So we give a lot of information to our consuners.
We educate them W do patient advocacy. W also do what | wll
call Nordstrom service in our conpany. W pay clains in four
days. W answer a phone call froma nenber with one to two
rings, by a human being. W do underwiting turnaround in 24 to
48 hours -- unheard of in the insurance industry. But that is
what we think is going to be the future of our conpany. Those
ki nd of conpanies that excel, that stand out, that do dazzling
type things to customers versus just paying clains and havi ng
confrontations. And as an old HMO guy, it is really nice to go
out with a group of friends that do not accuse ne of killing one
of their relatives. So it is really much better when I talk to
t hem about the consunmer-driven initiative.

So our future? The future is there are going to be
nmore consuner products. They are comng. They are comng with
conpanies |i ke ourselves. They are comng with venture capital

type of conpanies. They are comng with the existing marketpl ace
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because as a person that used to have those conti nuum of
products, admnistering it is hard.

We have a passion for the product that | have descri bed
to you. W firmy believe init. W do not want to sell HMO s
and PPO s and this product. W want to sell this product and do
it really well. If you have it as one of a nultitude of
products, you do not build your conmputer systens around it, you
do not build your service around it, and your sal espeopl e sel
what's hot. And the answer to the adverse selections is we
insure all these groups and take the entire group as a ful
repl acenent. So there is no adverse selection. W take the
entire group.

In South Africa there are a huge anmpunt of unions that
are in this product, and they love it. Again, the use or keep it
m nd- set worKks.

So that is alittle bit about who we are. It is a
little different. It is exciting. It involves the consuner. W
do all kinds of things through our EOB's. Wen a patient, for
i nstance, goes into a doctor's office, the doctor's office bills
Destiny Health. The card says $0 co-paynent on it. And, by the
way, this fund can be used for dental, nedical, alternative

medi ci ne, whatever it is that you want to spend it on. It is
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your noney. You get to spend it on what you think is right, not

what the insurance conpany tells you is right.

So the bill conmes to us. And we use Private Health
Care Systens in Illinois as a discounted PPO network. If the
bill is for $100, the Private Health Care discounts $80. Let's

assune you have $1,000 in your personal nedical fund. W pay the
$80. W send an EOB back to the menber saying, the bill was
$100. We paid $80 under your contract with Private Health Care
Systens. You now have $920 left in your fund. W start
educating people on the cost of their health care. W do many

ot her aspects of educating them as well.

You cannot put consuners in charge w thout educating
them and taking care of them and guiding themthrough the
system W do huge amounts of information on our Wb site and on
materials that does that. So it is different, it is exciting, it
is comng. Hopefully, you can see the passion we have for it.
Thanks.

(Appl ause.)

MR. MLLER Thank you, Ken.

Qur next speaker is Helen Darling. Helen is the
Presi dent of the Washington Business G oup on Health. This is an
organi zation first founded in 1974. And it is the only national
nonprofit organi zati on exclusively devoted to providing practi cal

solutions and innovative policies to its |arge enployer nenbers’
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nost inmportant health care problens. The Washi ngt on Busi ness
G oup on Health nmenbers are typically Fortune 500 conpani es and
| arge public sector enployers who provide health coverage for
nore than 39 mllion U S. workers, retirees, and their famlies.

Hel en, before taking over as President of the
Washi ngt on Busi ness Group on Health in Septenber, had previously,
for three years, served as Senior Consultant, Goup Benefits and
Heal th Costs, for Watson, Watt & Conpany, a very well-known
gl obal consulting firmthat, anong ot her things, provides
services in enployee benefits and hunan resources. And prior to
wor ki ng for Watson Watt, she directed the purchasing of health
benefits and disability for enployees and retirees at Xerox
Corporation. Prior to her tine at Xerox, she was an advisor to
Senat or Davi d Durenberger, who at that tinme was the ranking
Republican on the Health Subcommttee on the Senate Finance
Conmi tt ee.

| guess we have outlawed HMO s this afternoon, but
enpl oyers have made a pretty big investnent init. So the
guestion is, howw Il they adjust to the new options on the
table? WII they? And how m ght they go about doing that?

Hel en Darl i ng.

HELEN DARLI NG,

WASHI NGTON BUSI NESS GROUP ON HEALTH
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M5. DARLING | was really worried that you were goi ng
to go back like you did with Ken, all the way back in ny life,
and you all would figure I have been around a long tinme, which
have.

| amglad to be here. Actually, I amoften in the
position of being a contrarian or sonebody who brings a dose of
cold reality to something. And | have to say that | really,
fundanental |y, do not disagree with anything that has been said
so far. | think the challenge is sort of howto get fromhere to
there. And | think everybody agrees that the systemis flawed.
But as we know in politics, certainly in this town, having
agreenent on all the problens does not nean there is agreenent on
t he sol utions.

You can go back and say, well, why didn't we solve sone
of these things |ong ago? And the answer is, because everybody's
i deas about how the solve themare radically different, and
there's everything in between. But we actually all pretty nuch
agree on the problens. And | think we actually, probably pretty
much agree on the solutions. It is nore a question of can you
make it happen in the United States of Anerica today or anytime
before we are in our phased retirenment prograns.

| have to say, ny six years of running the prograns at

Xerox were really enlightening in many ways. But one of themis

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



| learned that people do not really do what we all -- who are
sort of conceptualizers and policy people -- think they will do.
And, in fact, one of the things that | always thought was so
ironic, is that the people often who were nost, shall we say,
careful with the tiniest anobunts of noney -- |ike how nmuch you
got paid for a tooth scaling -- were sonetinmes people with lots
of noney and very high salaries. So there is sonething that
happens to people when they get in the world of insurance and
coverage that is not totally predictable, and, frankly, in sone
instances is not terribly attractive, or, frankly, even rational
in their interest.

| remenber, for instance, when | first went to Xerox,
we had an indemity plan. W had lots of HMOs. W did not have
sort of first-dollar coverage in the indemity plan. And things
I i ke manmograns and routine screenings and those things were not
covered. They were actually all covered in the managed-care
pl ans, which were all HMOs. But | renenber having sonme person,
who, frankly, made quite a | ot of nobney, com ng and conpl ai ni ng
about how we did not pay for them And you would have | oved what
| said, because | said exactly what you said.

| said: You will have these every year, depending on
your age and everything, and you know they are going to cone.
And a screeni ng mammogram cost $55. | can take your $55 either

in foregone wages or actual dollars. | can then | oad on anot her
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$7 or $10 of admin costs, or maybe even hi gher because it's such
a dinky little claim and it's not electronic. Then I can ship
it back to you in the formof a benefit. O you can just pay for
it, and we will keep the cost down in the indemity program

whi ch, by the way, were already outrageous.

And nmuch to ny utter amazenent, the person | ooked at ne
and said, "Well, it should be covered. It should be a benefit.
"' mvery unhappy.” And in our culture at Xerox, if you said
t hi ngs are unacceptable -- and they say it in this authoritarian
way -- and they said "And your not providing it is unacceptable
to me" -- and that was a very inportant |earning experience. And
it happened over and over.

So, how do we get from here there? How do we take
somebody who is highly intelligent, in this instance,
wel | - educat ed, has surely grasped the picture, and yet sonehow
couldn't get over this idea that they wanted sonebody el se to pay
for it? And they had to have had enough econom cs to understand
t he concept of foregone wages. Anyway, realistically, it is
tougher than it sounds.

There is also the sense for people, other than the ones
who really take the tine to do it -- and it drives us all nuts,
but it is reality -- and that is if sonebody el se does not pay
for it we are not going to sonehow get it, or we should not get

it. These mandates drive our business group crazy, and we are
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opposed to mandates, and they make us nad because nost of our
conpani es have incredibly rich benefits. In fact, nost people
woul d say they are far too rich. But because they are rich that
is sort of taken as the base. And then it is sort of, oh, by the
way, the fact that you provide work-famly benefits, you provide
child care, you are the greatest place in the world for wonen to
wor k, bl ah, bl ah, blah, and oh, by the way, now we are going to
mandate all nmental health benefits, and we are going to require,
basically, unlimted access to a nental health systemthat does
have its own financial incentives for making certain that you
conme back for along time. So if that is fully paid by sonebody
else -- | mean, we are going to blowthe lid off sone of these
t hi ngs.

So how do we get fromhere to there, and how do we
transition to sonething? Well, first, as | have tried to
i ndi cate, we cannot design systens that assune people w Il nake
the right decisions. That may nean that you give peopl e choi ces.
It may mean that you provide sonething |like Destiny, which
think is terrific and m ght theoretically be great for everybody,
but realistically lots of people will not choose it. So if you
are a large enployer and you want to give that option as part of
t he packages you give them then that is great. But you are

going to find other people sort of floating to these other -- we
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woul d say -- much [ ess w se decisions, but they will make themin
spite of us.

You al so have to understand that there wll be sone
peopl e who, frankly, are not willing or interested to think about
t hese things, or shop, or do anything. M favorite exanple of
that is | was quite proud when | went off to Xerox, that we were
t he managed conpetition program and we want ed nmaxi mum opportunity
for choice and maxi mnuminformation. W were the first to put out
quality report cards. In fact, we devel oped HEDI S for the
pur pose of having uniform standardized data for health plans so
that we could give it to consuners and to our enpl oyees.

By the way, every market had conpetition, and we tried
to give themdifferent types. W wanted a really good group
staff nodel HMO, the best in the region, and then to have a | oose
| PA nodel HMO in a nmarket so people had choices, maybe two or
three. We didn't put any limts onit. And | renmenber one man
calling nme up. And | was particularly proud because it was the
first year we put out all this information. W had these
gorgeous materials, all these side-by-side conparisons. W

basically had the conputer go in and by your zip code you got

every detail. And | was so happy. And | got this call froma
man. And he said, "This is the worst year ever." And | said,
"Sir?" And he said, "lI'mgoing to stop openi ng these packages.

This is a lot of work for us to have to ook at this. You just

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



37

tell us what to do. O if you give us a choice, just tell us
you're giving us a choice. And then | won't even open the
package, and I'Il stay where | am"”

By the way, | mght add, this was a highly intelligent
person. This is sonebody that I knew. | was stunned. | then
got nore. And in fact, subsequently, there has been consuner
research that in fact documents that consuners |ike choice, no
guestion about that. They really react negatively to too nuch
choice. So you have to kind of bal ance those things.

And many will not take the tinme. And, frankly, | think
today, given the stress that everybody is operating under, it is
just one nore thing. As sonebody who just noved down here and
had to set up another household and get another DSL |line, get a
whol e bunch of new phones, |earn all those nunbers, get all these
security cards that | have, and get ny car, if sonebody said to

nme | had to make a choice on sonmething else that | did not have

to do, I would say, no, not this year. Next year maybe, but
forget it, | amnot going to do it. So people won't necessarily
do it.

Then, finally, I think the biggest problem| see in al

of these -- and, unfortunately, it works against the things that
are near and dear to ny heart -- is that we do not have the data
to make a | ot of the decisions. For exanple, we would all |ove
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to know what the best hospitals are for di fferent procedures.
Who woul d not want to know that?

| know that is valuable. | know | want to know the
infection rate in a hospital. | know |l want to know how many

CABJ's this particular hospital did last year and is planning to

do this year. | want all of that information. | amin the

busi ness. | have been in the business. | co-chair the HED S
Commttee. | have done that for six years. | used to be on the
U.S. National Vital Statistics Advisory Board. | nean, there is

nothing to do with statistics and epi dem ol ogy that | have not
been involved in one way or another. | cannot get that
information. And if you all know how to get it, please tell ne.
Because, | prom se you, it would be out there in a nanosecond.

So sone of the things that you need to know to make the
only decisions that matter are not available. And even where
they are avail able, they are not accessible. For exanple, the
Joi nt Conmi ssion has reports on sentinel events. These are
al erts about bad things that have happened to good people in
hospitals. Now, can you get your hands on that yet? No. Do you
even know it exists?

How many peopl e know about those reports?

This is probably the nost sort of health-policy group
that you could find of, quintessentially, people in this

busi ness. And yet one of the nost inportant things you would
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want to know about every hospital in this country you do not know
about and you cannot get your hands on it.

So sonehow we have to have nedi ati ng organi zati ons.
| deal |y, PHCS, the networks, the health plans, the organizations
t hat George represents would have that information and nake it
avai l abl e so that people could, in fact, nmake w se deci si ons,
whether it is with their personal account noney or their other
accounts.

| would also just add a couple other chall enges to
maki ng these things work. The biggest one is comuni cation. W
do have a nation of people entitled, expecting this to all be
done by sonebody el se, and nost |arge enployers do it. Most
| arge enployers who do it learned | ong ago -- as | did, and was
hunmbl ed in the process -- that it is really hard to communi cate
sonmething that is conplicated. And it is all conplicated enough
to start with. And the reaction, nost enployers, they care about
controlling cost, but they also care about enpl oyees’
sati sfaction.

| cannot tell you how many tinmes | heard, "Helen, nake
the problemgo away.” And by the way, | used to hear that in the
Senate, too. There are a lot of simlarities to these pl aces.
"Make the problemgo away." |f you have that happen to you
enough, you are not going to be out there doing things that

create problens and create noise that then you have to sol ve.
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Because it is not like there is sonebody el se out there solving

it for you. So you want sonething that you can comruni cate.
The second thing is, we have this problemof risk

adj ust nent by peopl e and by geography, and by type of plan.

Nobody wants a systemthat -- to overstate it -- rewards the

| ucky and puni shes the unlucky. | used to have people who nmade

comments to nme, because they were paying the indemity part --

whi ch, by the way, is nothing conpared to what the program costs,

but they still conplained -- and they would say, like this,
al ways hands on the hips -- "Well, | haven't gotten a dinme out of
this programin years, Helen." And | would say, hopefully,

di plomatically, that they're really lucky. That we had people
who cost $100,000 to a mllion dollars because they were unl ucky.
And if you haven't -- just like fire insurance or auto insurance
-- if you haven't used it, that is good news.

Now, that is a hard thing to understand. But if you
have nultiple sclerosis, if you have cystic fibrosis, if you have
achild with a major disability -- very common, if you are |arge
enough, you will have all of those things -- then whatever you
do, there is so nmuch you do not control, and there are so nany
expenses you have. So when you sit down and say, is every
enpl oyee in Xerox Corporation going to get a $6, 000 average
annual paynent? That is great. | did not spend a dine. |

actually had to give ny noney back in 125 because | was not
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spendi ng any noney -- knock on wood; there but for the grace of
God go | -- but there were plenty other people who were spendi ng
$20, 000-$30, 000 of their own people on top of what Xerox was
payi ng because of all the other things. So they were the unl ucky
ones, and | was the | ucky ones.

So sonehow, when we figure out how to price these
things and do them we have to do it in a way -- we do not want
to reward the systemfor bringing you back all the tinme, except
unl ess you need them So sonehow we have to do that.

| would say, in addition, we do have the probl em of
geography. Anybody who has | ooked at sone of the Wnberg studies
of small area variations, a |look around the country, | can tell
you, | would have |oved a prem um nationw de that was equal to
Rochester, New York's and Southern California. |If | had had
that, ny health care costs at Xerox woul d have been 40 percent
| ower -- a 40-percent difference between Southern California and
Rochester and many other places in the country. And our highest
premumin the country was, of all places, lahoma Cty,

Ol ahoma. Why? Because the doctors control everything in
kl ahoma City.

So how are you going to do that? You have people you
are noving all around the country. You are going to say, if you
are unl ucky enough to live in Boston, or the Washington, D.C

area, or Connecticut, you are not going to get that kind of

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



42

nmoney, but if you live in these other areas. So it is sort of
how do you adjust for that. Because if you have a $1, 000
personal account, ny personal account is not going to |ast very
long in Connecticut. Sonebody el se's personal account in

Rochester, New York is going to last twce as long. So |I am not

sayi ng these things cannot be solved -- these are technical
i ssues and shoul d be solved -- but they have to be.
And finally, | would just |ike to make one pl ug.

Washi ngt on Business G oup on Health is going to nake one of its
hi ghest priorities the straightening out of this silliness about
the way heal th accounts are done in this country. The idea that
peopl e's own noney, which they put aside sonme tinme during the
year -- but if they for one reason were |ucky enough not to need
it, whereas next year they may be unl ucky enough to need tw ce as
much as they had, that they cannot hold on to that and roll it
over so when they are unlucky they have the noney and they are
not wasting it when they are |ucky, nmakes no sense.

The fact that the I RS has been whatever they are -- |
will not characterize them-- to not look at it for a long tine
shoul d just nmake us all nmad, and say there is absolutely no
excuse for not solving this problem It is easy. It is people's
nmoney. W are not doing anything -- we are giving billions of

dollars away to all sorts of things right now-- to let the
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Aneri can people hold on to their own noney; it is sonething that
the President ought to do tonorrow.

| would just say, all the other parts of it -- the
401(h)'s, the 105's, the 106, all of those should all be w apped
into what we are calling an expanded 401(h) account, which is
portable, if you change jobs, you can take it with you; that is
flexible, it can be used for any sort of legitimate health care
expense; and if you are |ucky enough not to need it until you
retire, you can pay for retiree nedical, which you will no I onger
have if you are a certain age in this country. And if you do not
even need it for that, you can buy yourself sonme |ong-termcare
i nsurance. Because if you are all that healthy, you are going to
live a very long time. And then you may need at the end of life
sonme long-termcare. Thank you

(Appl ause.)

MR. MLLER Before we go to questions, Ken Linde has a
coupl e of followup comments.

MR, LINDE: Just sonme comrents on what Hel en said,
because she was right-on on nost of these issues.

First of all, in South Africa there is no Medicare
program and they are pre-tax dollars because they do allowit to
carryover there, because it is a |esser regulatory environnent
there. So it becones a real savings vehicle for people that

reach retirenment or reach a Medicare-type age. So it is kind of
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like a Christmas club plan for retirement. It is exactly what we
are going to need for either the | essening of Medicare benefits
or whatever.

The other thing that I want to make clear, which | did
not because of tine -- and there are a whol e bunch of other
things to our benefits | did not clarify for you -- if you run
out of noney in your personal nedical fund in our conpany, then
there is a safety net that catches you into a traditiona
80/ 20-type insurance conpany. And that is set at a certain
actuarial threshold.

So, as an exanple, if you put the $2,400 into your
personal nedical fund as a famly, and the famly threshold --
think of it as a deductible above the personal nedical fund -- is
$3,000, then there is a $600 possi bl e out-of-pocket gap for the
menber who pays out of pocket, and then they go into a 80/20
i nsurance policy. Because the consuner decides how nmuch they
want to put in their fund on their own, not the enployer -- they
decide on their own; it is their nmoney -- if you fund it at
$3,000, there is no gap. So you control your own experience,
your own premum And why not fund it at a hi gher anount because
it is your noney and you are getting interest on your noney, as
wel | ?

So we do have a protection, a safety net, that catches

people. If you run out of noney in your personal nedical fund,
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you do not lose it. And we also |oan you the first full year's
premumof that PMF in the first nonth. So if you have a | ot of
expenses in your first nonth, you get to use all that noney right
up front.

MR. M LLER  Thanks, Ken

Hel en, you said, "Make the problemgo away.” W have a
| ot extra chall enges, but at |east naybe we are focusing on a few
of the big problens going away while we deal with the | esser
ones.

We woul d be happy to take any of your questions. |If
you would wait for a m crophone to cone around and identify
yoursel f, and at | east disguise your cormentary in the formof a
guesti on.

M5. SODERGREN. Hi. M nane is Katherine Sodergren. |
amfrom MLean, Virginia and very interested in this subject.

One of the argunents | hear agai nst the personal
savi ngs account all the time is that people would buy other
things with the noney; they would not use it for nmedical. Wll,
as far as | amconcerned, they are doing this today. There are
many young peopl e that have good jobs, that can afford insurance,
but instead of buying health insurance, they buy the latest hi-fi
equi pnent or the |atest sonething el se, and then expect the
governnment and ot her people to pay for their nedical expenses.

How do you answer that when people say, well, they would not use
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this nmoney if it was theirs for nmedical; they would do sonething
else with it, and then they woul d need nedical care?

MR. LINDE: Under the qualified MSA | egislation, or
under the FSA-type | egislation, or under any of the
consuner-driven conpanies that out there -- all eight of them
t he ones that have personal funds -- they are only allowed to use
their funds for nedical expenses. W allowit for alternative
medi ci ne or dental in our conpany, or medical, but they cannot
buy stereos. They nust be under the sane type of rules under the
FSA-type regul ati ons.

MR. M LLER  Another questions right back there.

MR GREENE: John Greene fromthe National Association
of Health Underwiters.

The Washi ngton Post also ran an article in the Health
Section this week about physicians who are pulling out of al
managed care and basically returning to fee-for-service. And the
predi ctabl e response is that the costs are higher. How would you
deal with the continuity of care issues if you find that doctor A
has a | ower price on X, and doctor B has a | ower price on Y, and
how do you then neasure quality? And where do we have the tine
to go ook for who has the best price on X, Y and Z?

MR. M LLER  Conm ssi oner?

MR MREL: | don't know why we think that health care

is so different fromanything else. W have these kinds of
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choices to make all the tine about everything we do in our lives.
| was interested in what Hel en said about people who had plenty
of noney who conpl ai ned to her about having to spend it for
health care, and it resonated with me. Not long ago, | had in
the same week a screening col onoscopy and a 50,000-m | e check up
on ny car. It turned out they both cost the sane anobunt. They
were both $1,200. | paid the auto nmechanic the $1, 200 wi t hout
thinking twice about it, but it sure did kill nme to pay $1,200 to
the doctor who did the screening col onoscopy because it was not
covered by insurance pl an.

Now, why do we think that when it comes to health
i nsurance -- the nost inportant thing, really, that we have to
deal with -- that we should have any |ess responsibility than we
do when it conmes to taking care of our car? And yet people do
not gripe about that. There is no insurance for your car's
health. And you can inagine what a problemit would be if there
wer e.

MR. MLLER Hel en?

M5. DARLING Well, I would just say | think this is
the problem of the evolution of the market. Because those of us
who have been around a while know that there were tines when
peopl e said the Anerican people woul d never where seat belts.
And there have been tinmes when people have said the Anmerican

peopl e woul d not give up snoking, and things |like that.
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| f there were enough people who were in fact doing the

shopping for their own out of their personal health account or

however it's done -- and it is always pre-taxed, which neans you
are allowed to keep your own noney, | mght add -- you in fact

w || have physicians being able and willing to say what sonet hi ng
cost. And they will probably even begin to have signs, like if

you go in a place for your hair now, there is a little discrete
sign that tells you that whatever you are going to have done is
very expensive. You will begin to have that information. So it
will not be that hard to get, and it will not be that difficult
to shop. And maybe people will decide, well, | don't think it's
worth it, and nake different choices. But that will also
facilitate the market.

And | would just nake one other point about that. One
thing I was very struck by and | earned, too, was in the early
days when nanaged care cane in, there were physicians who said,
my patients -- ny 1,200 or 1,500 panel of patients -- they are
| oyal, et cetera, et cetera, they are not going to nove around.
And it was very interesting. It was just a stunning, stunning
change that occurred all over the country, especially in
nmetropolitan areas. Very tiny differences in paynent were
happeni ng. For exanple, for famly coverage, $20 nore a nonth
woul d get you one plan versus another. And your doctor you

| oved, near and dear to your heart, was in the other plan, but
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peopl e noved on that $20. Now, | think that is unbelievable.
And | think the physician conmunity were stunned at how little
money it took for people to change their own behavior. And nmany
times they did not even conplain about it.

MR. LINDE: |If you go for 20 m nutes on the tel ephone
as | did for hours in South Africa with people that have been in
a systemfor nine years, or even less, you will hear incredible
di scussi ons about what is the cost of going to this facility
versus that facility. Even in our systemin Illinois you get it
to some degree, but we are still small enough where it is not as
much. When you give consuners control over their own health care
dollars, they will start asking questions, and they will start
being interested in what things cost, and the differences, and
trying to research what is going on. It has a dramatic effect on
consumer behavi or.

MR. MLLER Brian?

MR MCMANIS: Brian McManis with Gol den Rul e I nsurance
Conmpany. | appreciate the business.

(Laughter.)

MR MCMANIS: A specific question for the Comm ssioner.
What has been the reaction anong your coll eagues in the other
St ates, because they tend to be fairly adverse to anything

consumer friendly?
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MR MREL: | do not know the answer to that yet
because | have not tried themout. A couple of comm ssioners
have told ne that they read the article. And they said, "Cee,
you really do think outside the box." | could not tell whether
that was a conplinent or a criticism But they were certainly
interested in the idea. The ones that cone to mnd are the
Maryl and Conm ssi oner and t he Pennsyl vani a Conmi ssi oner, both of
whom were intrigued with the idea.

But even within ny own governnment | amnot sure how I
am doing yet. | am here today speaking on ny own behal f -- |
shoul d have nmade that clear in the beginning -- and not on behalf
of the WIllians adm nistration, not because the WIIlians
adm nistration is against it, but because they cannot figure it
out yet. | amgoing to try and see if | can interest themin it.
| think it is something that would work for our own enpl oyees in
t he governnent.

But it is an uphill battle because, as Ken said, people
are used to paying $10 for a visit to the doctor. They think
that is what it cost. And they are going to resist, frankly, the
notion that they have to figure out what to pay and who to pay it
to.

MR. MLLER  Comm ssioner, in terns of the policy tools
at your disposal, what possible things could you do at the D.C

governnent |evel that m ght open up nore of these opportunities?

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



51

MR MREL: Wll, |ike any government, it offers a
variety of health plans to its enployees. And one of the things
that | would like to try to see is if we could get one or nore of
these plans as alternatives, to be chosen by people who would
like to choose them

| testified two weeks ago before the House Conmittee on
Civil Service. And they were worried about why the Federal plan
is getting to be so expensive. And | said the sane thing: Wy
don't you offer that as an alternative in the cafeteria of the
Federal health plan?

It is like everything else; it has to be sold.

Aneri cans do not buy; they are sold things, and it is a nmgjor
undertaking. But what we have going for it is that the present
systemis failing. It is falling apart as we speak. People are
pulling out of it, and people are going to start |ooking for

al ternatives.

MR. M LLER  Anot her question?

MR. MOSKOW TZ: Dan Mbskowitz. | ama freel ance
witer.

Since both of these variations in the plan has sone
sort of stop-loss protection, it seens to ne that despite al
this rhetoric about you are not getting in the business of saying
yes or no, doesn't there have to be sone sort of vetting of what

peopl e are spending this noney on? Sure, not hi-fi's, but how
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about massage therapy? How about hypnotists? How about Tar ot
card readers? | nean, there has to be sonething in which you
say, no, this is not legitimte health care. And if there has to
be sonet hing, doesn't that nmean you have to | ook at every single
bill?

MR MREL: Ken will have a different view on this than
| do. But under the Medical Savings Account |aw, what you do is
you claimit on your incone tax as a health expense. And the IRS
can disallowit if it is not a health expense as IRS defines a

heal th expense. Now, their definition of health expense is very

broad. It would include massage therapy, for exanple, if it was
for medical reasons. It would include alternative nedicine. | t
woul d not include a hi-fi. So there is that check onit. But it

is also your noney, and if you spend it for sonething, and then
you need it for health care, you are not going to have it until
you reach the stop-Ioss.

MR. MLLER  Hel en?

M5. DARLING | think a lot of these, what | call sort
of junk problenms, will go away when everything is el ectronic.
For exanple, you can go to Uzbeki stan now, probably, and put your
ATM card in, and get cash. And they may even ask you which
| anguage. So the idea that you could not have a smart-card
technol ogy that, for exanple, just |ike sonetinmes you go to a

store like Staples, and you cannot see the price and what they do
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is they swipe it and they tell you the price. WlIl, they could
tell you inmmediately if it is allowable on a pre-tax or they can
actually charge it to different accounts. W are already there
in technology. So a lot of the things that some of us have, over
the years, worried about could be sol ved tonorrow.

| mght add, | would nore than happily give up all the
extra fringe things that the IRS lets you pay for in return for
letting the American people keep their own Section 125 noney.
And | cannot imagine that it is probably not kind of a wash item
in a CBO scoring sense if they had to score it.

MR. M LLER  Anot her question? Bill Erikson

MR ERIKSON: Bill Erikson, with the Cato Institute.

Actual ly, | have two questions, Tom one for Ken Linde,
and then one for the Conm ssioner. Ken, did | understand you to
say that your renewal rate on your product was 4 to 7 percent?
And if that is correct, isn't that rather a poor testinony for
t he consuner acceptance of the product?

MR. LINDE: Well, actually, our first renewals canme in
August, and there was very few cases sold in August or Septenber
and Oct ober of 2000, so those are small nunbers. But, clearly,
t he mar ket pl ace back in August of 2000 was probably around 5 to 6
percent increases. Today it is 13 percent for |arge groups and
as nmuch as 40-plus percent for the small groups. Mbst of these

groups are small groups, 2 to 50 lives, that are generally
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getting sonewhere between 20 to 40 percent increases in the
mar ket pl ace. So in those groups that are enrolling the snall
nunbers that they are, they are nmuch lower than the traditiona
mar ket pl ace.

MR. ERI KSON: Wen you said renewal rate, | assuned you
meant the annual renewal of the policy itself.

MR. LINDE: The enployer's increase in cost fromyear
to year. W had a broker neeting two days ago of a |aunch of our
new products. W had 500 brokers that attended two days ago.
There i s a huge nmarket acceptance of this product in the Illinois
mar ket, where we are concentrating on it.

MR ERIKSON. Well, | would like to take a | ook at your
product on behalf of the Cato Institute.

Do you hold any hope at all of the MSA's being a viable
conponent of the two-tier solution w thout Congress anending it
to make it universally available to people with nore than 50
enpl oyees?

MR MREL: Yes, | have a |lot of hope. But | do not
know why you limt it to Congress not anending the law. | think
Congress is very likely to anend the law. | think at the tine
the MSA | aw was passed, it was | oaded down with restrictions and
anendnents by people who were holding out for a universal health
pl an and wanted to nake this not work. | think if it were |less

restricted, it would work a | ot better. | know there are bills
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now before the Congress that would untie sone of these
restrictions, and | certainly would support them

Whet her it woul d happen w thout those anendnents -- it
has not happened w t hout those amendnents in any neani ngf ul
way -- but | think if those mnor changes in the |aw were nade,
peopl e would use it much nore effectively. Under the MSA plan it
does roll over. Unlike the FSA the MSA does roll over. And if
you do not spend it this year, it is yours for next year. And if
you do not spend it, when you get to be 65, you can spend it for
anyt hi ng.

MR MLLER Question?

M5. HUNTER: Hi, Angie Hunter with the Council for
Af f ordabl e Heal t h | nsurance.

| have a couple of comrents | amgoing to throw out for
t he panel just to get your reaction. One of themis on consuner
information -- how nuch does this provider cost or this service
cost, et cetera. And in advocacy on that particular issue, the
argunments that you frequently hear is, well, it is hard to know
what sonet hing cost, because there is this negotiated price with
this person and that negotiated price with the other person. And
what is wong with the shelf cost of what the itemwould be? You
run into that. W do not really have a cost; it depends on who

is purchasing it and the agreenents.
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And one other thing on incentives for people to go
towards a nore consuner-choi ce type of product. | remenber one
of the |arger enployers that | worked for, in an effort to get
their enpl oyees to nove into a nore nmanaged-care type of health
care product, what they did is they said, you have these three or
four choices. But if you chose the nore restrictive in health
i nsurance selection, the nore they paid on the premum Wy
couldn't enployers do sonething simlar for MSA's or what Ken's
conpany i s doi ng?

MR LINDE: On the latter one, | think they are. First
of all, there is a difference between the |arger self-insured
mar ket and the smaller insured market. W concentrate in the
under-500 insured market in Illinois. Under the qualified MSA,
one of the many restrictions says that an enpl oyer and an
enpl oyee cannot both contribute to the MSA fund; it has to be
either/or. |In our program the enployer or the enployee can
contribute, either/or or both. Otentinmes, the enployer may fund
the insured part of the benefit and the enpl oyee funds the
personal nedical fund, or the enployer could pay 100 percent, or
anything in between. So this allows for a lot of flexibility for
the enpl oyer to do just that.

And nost | arger enpl oyers, when they have slice-type,
dual - choi ce business, and noving toward nore of a defined

contri bution nodel everyday, do set the contribution at a certain
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| evel , and anyt hing above that for other plans would be
out - of - pocket .

M5. DARLING Yes, | would certainly support that. A
| ot of |arge enployers have what we call benchmark pricing -- is
the termnology. And it is usually a nore efficient plan. And
sonetines, for exanple, Verizon -- and | know Xerox when | was
there -- and a nunber of other conpanies use sort of a m xture of
quality indicators and cost. So you could be the | owcost
provider in the market and not be the benchmark, because anot her
plan net quality standards. Mst |arge enployers do sone really
interesting things, which is one of the reasons they like to be
| eft alone. Because they're able to do sone really creative,
interesting things to try to drive the systemin the directions
that make sense in terns of quality and efficiency.

On the point about the costs, | do not know. This is
one of the reasons probl ens have not been solved in this country.
There is an awful |lot of noise in our systemin answers to things
like that. You can be assured that sonebody knows what the cost

is, because they are going to nake a claim Therefore, to say to

the person that is asking this, "Oh, well, we can't know' --
well, you damm well know. All you have to know the person's
group nunber, which you have to know. They wll not even |let you

come into the doctor's office without it. And swipe it, or pick
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up the phone and call, and say, for Goup GH, blah, blah, blah,
what do we get reinbursed for this procedure?

And yes, they m ght have 5,000 codes, but it is al
conputerized if they have 5,000 codes. And they can give you
that answer in a nanosecond. So these things are frequently used
to keep us from meking progress in inportant areas |ike this one,
but they are not correct.

MR. LINDE: There are sone conpani es working on this.
My conpetitor, if you will -- 1 don't really consider thema
conpetitor, though -- a consuner-driven plan, it is called Health
Mar ket , has devel oped what is called episodes of care, that does
give the fees. The problemis that it gives the fees at the tine
of service. So the kind of a joke is, you are on the operating
tabl e just about to get the knife and you say, "Just a m nute,
what does it cost? |'d like to negotiate this." So it may be a
time of getting there, but there are a | ot of conpani es worKki ng
on these type of products, |ike episodes of care, and they wll
come. But it is hard to get those prices in the nmarket.

M LLER  One final question. John again.
CGREENE: [Of m crophone.]

M REL: No.

2 3 3 %

CGREENE: [Of m crophone.]
MR MREL: Let nme answer both parts of your question

The first part is that there is a difference between the
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deductible for an individual and a famly, but it is not very
much. |f the individual deductible is $3,500, then typically the
fam |y deductible is $4,000 or sonmething. It is not big.

When it comes to the affordability, it is amazing to ne
what people can afford if they want to buy it. They seemto have
no trouble paying for health care for their pets. And that is
expensive. They buy a car when they want to or a TV when they
want to. Sonmehow they do not |ike to spend noney on health care
if it is their noney.

| think, as sonebody said, once you have put the
lollipop in their nouth it is hard to get it out. People have
gotten used to not paying for health care. And yet they wll
find the noney for sonething else. Especially since with nost of
t hese plans the anobunt of noney is in your account al nost before
you know it. And Ken's plan, and other plans as well, can give
it to you on day one. If you are going to have a stop-loss of
$3,000 and you are going to get $500 a nonth put into your
nmedi cal savings account, it does not take very long to nmake up
the $3,000. Then it is there if you have not spent it.

So | think that it is possible to do, but | also think
that it is inportant that we realize that people spend noney for
what they want to spend noney for. That is why ny belief is that
i nsurance ought to be for insurable things. W pay to fix the

porch on the back of the house. It may cost a couple of thousand
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dollars, and we will find a way to do that. The insurance is for
when the house burns down. That is what it is for, when there is
no way to do it. | nean, the insurance ought to be for sonething
that you cannot reasonably cover yourself.

MR, LINDE: The Commi ssioner is absolutely in ny
opinion, as well. Qur product, you are allowed to put zero to
$4,500 into your personal nedical fund. So let's assune you put
zero, then it is a catastrophic health plan. It works the sane
way as kind of a high-deductible health plan. W do not pronote
t hat, again, because we think that consumer behavi or and health
care costs are controlled by getting consuners invol ved, and
havi ng t hem have their own savi ngs account, and getting
information. But it can work that way for sonme enployers that do
not want to pay as nuch noney as that.

MR MLLER | would like to thank all of our speakers
on today's panel. And although we will not have any lollipops to
put in your nouth upstairs, we will adjourn to a health-enhancing
lunch. Thank you very much

(Appl ause.)

(Wher eupon, the Cato Institute Policy Forum concl uded.)
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