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State Fiscal Highlights

STATE FUND FY 2007 FY 2008 FUTURE YEARS
Human Resour ces Services Fund (Fund 125)
Revenues -0- -0- -0-
Expenditures -0- Potentia minimd increese Potentiad minimal increase
Other State Funds
Revenues -0- -0- -0-
Expenditures -0- -0- -0-

Note: The state fiscal year is July 1 through June 30. For example, FY 2007 isJuly 1, 2006 — June 30, 2007.

The bill would require the Department of Adminigtrative Services (DAS) to offer sate employees a high deductible
hedlth plan linked to hedlth savings accounts. This provison would increase adminigrative coss to DAS. Such
increase is expected to be minimal, and would be paid from Fund 125.

Local Fiscal Highlights

LOCAL GOVERNMENT FY 2007 FY 2008 FUTURE YEARS
Counties, municipalities, townships, school digtricts
Revenues -0- -0- -0-
Expenditures -0- Potential increase Potentia increase

Note: For most local governments, the fiscal year isthe calendar year. The school district fiscal year is July 1 through June 30.

The bill would generdly require any public employer that currently provides health benefits to workers to offer them
a high deductible plan linked to a hedlth savings account. Though such plans are generdly presented to be lower-
cost hedth plans, they may not be soin dl cases. The requirement likely imposes adminigtrative costs on some loca
governments, and it may, in some cases, require aloca government to offer a hedth plan that is higher in cost than
currently offered plans.




Detailed Fiscal Analysis

H.B. 116 would require public employers that provide hedth benefits to employees to contract
with at least one insurance company to provide one (or more) policies or contracts for a high deductible
hedlth plan to cover its employees who have opened a hedlth savings account (HSA). At the state levd,
the bill would specificaly impose this requirement upon the Department of Administrative Services
(DAS). The requirement would not apply to a public employer that is party to a collective bargaining
agreement (that does not itself carry such a requirement), but such an employer would be required to
offer such a hedth benefit option during collective bargaining over subsequent agreements. Moreover,
the requirement would not apply for an enrollment period if the number of employees that sgned up for
the high deductible hedth plan in the preceding enrollment period was less than 1% of digible
employees.

The bill would dso permit a public employee that is enrolled in a high deductible hedth plan to
open an HSA, and would permit the employer to make contributions to the employeg's HSA.

Background

H.B. 46 of the 126th Generd Assembly permitted politica subdivisions to establish a hedth
savings account program and permitted public moneys to be used to make contributions to HSAs or to
pay for federdly quaified high deductible hedth plansthat are linked to HSAS.

Hedth savings accounts as authorized by section 223 of the Internd Revenue Code are
described in IRS Publication 969. They are tax-exempt trusts or custodia accounts that the taxpayer
sets up with a quaified HSA trustee. No permission is required from the IRS to establish an HSA,;
however, to be digible for the tax benefits a taxpayer must have a "high deductible hedth plan” and no
other hedlth coverage A "high deductible hedlth plan® means that the plan's minimum annual deductible
is $1,050 for individua coverage and $2,100 for family coverage, and that the plan has a specified
maximum limit on the sum of the annud deductible and out- of- pocket expenses for covered medical
sarvices. The maximums for tax year 2006 are $5,250 for individual coverage and $10,500 for family
coverage.

The State Employment Reaions Board (SERB) conducts an annud survey of locd
governments regarding the hedlth benefit plans they offer to employees. Responses to their most recent
survey indicate that in fiscal year 2006 responding counties offered five HSASs, and two offered asimilar
type of account—a hedlth reimbursement account, or HRA. Responding municipalities offered 14
HSAs and 10 HRAS, responding townships offered 2 HSAs and 4 HRASs, and responding school
districts offered 17 HSAs and eight HRAS?

! There are afew limited exceptions to the latter eligibility requirement.
% According to a SERB official, 69 of the 88 counties responded to the survey. There were 321 responses from
municipalities and 103 responses from townships, but in both cases there may be more than one response from an
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The dtate does not currently offer a high deductible hedlth plan to employees, and there is not
such an option being offered for FY 2008.

Fiscal effects

High deductible hedth plans linked to HSAs are generally presented as cost-reducing options
for employers. According to an August 2006 study by the U.S. Government Accountability Office,
such plans "typicaly have lower premiums than other types of hedth plans because high-deductible
hedth plan enrollees bear a greater share of the initid codts of care” Because current law expressy
permits political subdivisons to offer such plans to employees, though, it does not seem that the hill
would reduce costs to loca governments to provide hedth benefits to workers. Since the hill would
generdly require political subdivisonsto offer such plans, it may be possible that the bill would increase
their codts.

According to the data collected by SERB, only a few of the loca governments and school
didricts that can offer high deductible plans linked to HSAs do so. There may be a number of reasons
for this. Some may plan to do so, but smply haven't managed to design and implement a plan yet; such
plans are rdatively new. Another possible reason that some such employers do not offer them, though,
is because doing so would raise codts rather than reduce them. There are likely to be adminigtrative
cogts associated with offering multiple hedth plans to employees. A locad government or school digtrict
may have knowledge about how many employees would likdly sgn up for the high deductible plan, and
have cdculated that the anticipated cost savings would be less than the adminigrative costs of offering
another plan. Furthermore, while premiums are "typicaly” lower for high deductible plans, this is not
necessarily aways true. Thus the bill may require a political subdivison, in some atypica cases, to offer
employees a higher cogt plan. Due to data limitations, LSC gaff cannot identify any specific entity that
would experience an increase in codts, nor can LSC gaff estimate the magnitude of any such potentia
increase.

Some of the reasoning above gpplies to the sate as wdll, but some does not. Assuming the
date is currently permitted to offer ahigh deductible hedth plan to employees, it does not seem that the
bill would reduce costs to the state of providing health benefits to workers. On the other hand, because
the state employs over 60,000 employees, it does not seem likely that DAS has a good idea that the
number of gtate employees that would be likely to sgn up for a high deductible plan would be too little
to judtify the adminidrative costs. There would sill be some cost to DAS of designing and implementing
a high deductible plan, but such codts are likely to be minima. They would be paid from the Human
Resources Services Fund (Fund 125).

LSC fiscal staff: Ross Miller, Senior Economist
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individual municipality (or township). And there were 762 responses from school districts, which may also double-
count a school district in some cases.
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