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(1)

EXAMINING INNOVATIVE HEALTH INSURANCE 
OPTIONS FOR WORKERS AND EMPLOYERS 

Thursday, June 24, 2004

U.S. House of Representatives 

Subcommittee on Employer-Employee Relations 

Committee on Education and the Workforce 

Washington, DC 

The Subcommittee met, pursuant to notice, at 10:04 a.m., in 
room 2181, Rayburn House Office Building, Hon. Sam Johnson 
[Chairman of the Subcommittee] presiding. 

Present: Representatives Johnson, Tiberi, Wilson, Kline, Carter, 
Andrews, Payne, McCarthy, Kildee, Tierney, and McCollum. 

Staff present: Kevin Frank, Professional Staff Member; Ed 
Gilroy, Director of Workforce Policy; Aron Griffin, Professional 
Staff Member; Richard Hoar, Staff Assistant; Molly Salmi, Deputy 
Director of Workforce Policy; Deborah L. Samantar, Committee 
Clerk/Intern Coordinator; Jody Calemine, Minority Counsel Em-
ployer-Employee Relations; Margo Hennigan, Minority Legislative 
Assistant/Labor; Marsha Renwanz, Minority Legislative Associate/
Labor; and Michele Varnhagen, Minority Labor Counsel/Coordi-
nator. 

Chairman JOHNSON. Good morning. 
A quorum being present, the Subcommittee on Employer- Em-

ployee Relations of the Committee on Education and the Workforce 
will come to order. 

We are holding a hearing today to hear testimony on examining 
innovative health insurance options for workers and employers. 
Under Committee Rule 12(b), opening statements are limited to the 
Chairman and Ranking Minority Member of the Subcommittee. 
Therefore, if other Members have statements, they will be included 
in the hearing record. 

With that, I ask unanimous consent for the hearing record to re-
main open 14 days to allow Member statements and other extra-
neous material referenced during the hearing to be submitted into 
the official record. 

Without objection, so ordered. 
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STATEMENT ON HON. SAM JOHNSON, CHAIRMAN, SUB-
COMMITTEE ON EMPLOYER-EMPLOYEE RELATIONS, COM-
MITTEE ON EDUCATION AND THE WORKFORCE 

I want to extend a warm welcome to all of you and to the Rank-
ing Member, Mr. Andrews, and my other colleagues who are 
present today. 

With annual double-digit health care cost increases over the last 
few years, employers are faced with the question of how they will 
continue voluntarily providing the high level of quality benefits 
that they have in the past. 

Essentially, they have three options: reduce benefits, ask employ-
ees to contribute more, or reexamine your whole workforce. 

Many employers are redesigning their health plans and imple-
menting new options to help employees become more savvy cus-
tomers of health care. For example, the Wall Street Journal had an 
article yesterday which described what the Texas-based Whole 
Foods Market, Inc., was doing. In 2003, Whole Foods took a chance 
and implemented their own high-deductible plan combined with an 
account that the employer subsidized. By putting employees in the 
driver’s seat when it came to their health care decisions, they 
hoped to lower costs. 

The results of their decision was impressive. According to the ar-
ticle, overall medical claim costs fell 13 percent from the year be-
fore, and despite critics’ conjecturing, one woman said that the plan 
certainly never stopped her from going to the doctor, ‘‘but it made 
me a more conscious spender.’’

At the end of 2003, $14 million carried over in employee ac-
counts, which employees can use toward this year’s medical ex-
penses, and the benefits of a plan like this are not just cost-based. 
The number of Whole Foods employees with health insurance sky-
rocketed from 65 percent to 95 percent, and the employees are 
happy with their plans. 

Last summer, the company gave their workers a choice between 
consumer-driven plans and one of the more traditional insurance 
arrangements. The high-deductible plan won out, with an over-
whelming 83 percent of the vote. Many Members of Congress would 
do well to get that kind of confirmation. 

The Whole Foods model is just one example of the innovative 
ways employers are continuing to offer benefits. In today’s hearing, 
we will also explore two other options that were made available to 
employers in last year’s Medicare Modernization Act. Employers 
now have the benefit of new health savings accounts. Individuals 
and employers may make annual contributions in these HSAs tax-
free, and as long as the money is used for medical expenses, it can 
be withdrawn tax-free. 

As a way of helping employers to continue offering high quality 
health benefits to their employees once they have retired, the re-
cent Medicare prescription drug law also made a range of new op-
tions available to employers with respect to prescription drug bene-
fits, and the options present a great opportunity to help ensure the 
viability of voluntarily sponsored health plans. 

We look forward to hearing your testimony, and I thank all of 
you for coming. 
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I am going to yield now to the distinguished Ranking Minority 
Member of the Subcommittee, Mr. Andrews, for whatever state-
ment you wish to make. 

[The prepared statement of Chairman Johnson follows:]

Statement of Hon. Sam Johnson, Chairman, Subcommittee on Employer-
Employee Relations, Committee on Education and the Workforce 

Good morning. Let me extend a warm welcome to all of you, to the Ranking Mem-
ber, Mr. Andrews, and to my other colleagues. 

With annual double-digit health care cost increases over the last few years, em-
ployers are faced with the question of how they will continue voluntarily providing 
the high level of quality benefits they have in the past. Essentially, they have three 
options: reduce benefits, ask employees to contribute more, or reexamine their work-
force. 

Many employers are redesigning their health plans and implementing new options 
to help employees become more savvy consumers of health care. 

For example, the Wall Street Journal had an article yesterday which described 
what the Texas-based Whole Foods Market Inc. was doing. In 2003, Whole Foods 
took a chance and implemented their own high deductible plan combined with an 
account that the employer subsidized. By putting employees in the driver’s seat, 
when it came to their health care decisions, they hoped to lower costs. 

The result of their decision was impressive. According to the article, ‘‘overall med-
ical claim costs fell 13% from the year before.’’ And, despite critics conjecturing, one 
woman said that the plan ‘‘certainly never stopped [her] from going to the doctor, 
but it made me a more conscious spender.’’

At the end of 2003, $14 million carried over in employee accounts, which employ-
ees can use towards this year’s medical expenses. 

The benefits of a plan like this are not just cost-based. The number of Whole 
Foods employees with health insurance skyrocketed—from 65% to 95%! 

And the employees are happy with their plans. Last summer the company gave 
their workers a choice between the consumer-driven plan and one of the more tradi-
tional insurance arrangements. The high-deductible plan won out with an over-
whelming 83% of the vote. Many members of Congress would do well to get that 
kind of confirmation! 

The Whole Foods model is just one example of the innovative ways employers are 
continuing to offer sound benefits. In today’s hearing we will also explore two other 
options that were made available to employers in last year’s Medicare Moderniza-
tion Act. 

Employers now have the benefit of new health savings accounts (HSAs). Individ-
uals and employers may make annual contributions in these HSAs tax-free. And, 
as long as the money is used for medical expenses, it may be withdrawn tax-free. 

As a way of helping employers to continue offering high quality health benefits 
to their employees once they have retired, the recent Medicare prescription drug law 
also made a range of new options available to employers with respect to prescription 
drug benefits. 

The options present a great opportunity to help ensure the viability of employer-
sponsored health care. We look forward to hearing your testimony. 

STATEMENT OF ROBERT E. ANDREWS, RANKING MEMBER, 
SUBCOMMITTEE ON EMPLOYER-EMPLOYEE RELATIONS, 
COMMITTEE ON EDUCATION AND THE WORKFORCE 

Mr. ANDREWS. Good morning. Thank you, Mr. Chairman, for 
your courtesy, and I appreciate the chance to hear from the wit-
nesses this morning. Thank you for your time and your prepara-
tion. 

In the last three-and-a-half years, over 4 million people have lost 
their health insurance. The number of people who are without 
health insurance has gone up from about 40 million to 44 million. 

One of the driving factors in that is the wildly escalating cost of 
health insurance. There is not an employer with whom I have met 
in the last 5 years, frankly, that has not listed the skyrocketing 
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costs of health insurance at or near the top of his or her list of con-
cerns. Without a doubt, the rising cost is a major contributor to the 
growing ranks of the uninsured. So, the focus on ways to reduce 
the cost of health insurance is a welcome focus. 

It is a highly debatable area. I, frankly, am greatly skeptical that 
so-called consumer-driven models will reduce health care costs. 
Buying health care is not the same thing as buying an article of 
clothing or a piece of furniture. It is a very complex transaction, 
and I think that the presumption is that these choice models may 
deteriorate quality before they reduce cost, but that is why we have 
these hearings, so we can debate and hear the arguments for and 
against such models. 

I would caution people, however, not to put too much credence 
in the theory that a modest cost reduction would radically reduce 
the number of uninsured people in the country, because it will not. 
A modest cost reduction is welcome and it is necessary, but it is 
wholly insufficient to deal with the vast majority of the 44 million 
uninsured Americans. If you look at American families that made 
less than $37,000 a year, half of them have been without health 
insurance in the last year. 

Typically, the family that is without health insurance has a very 
low family income. The person who is working in that household 
is working for a thin margin industry at low wages with little or 
no health benefits. A significant drop in the price of health insur-
ance is not going to reach most of those uninsured people. It is not. 

The employer who is working on a very thin margin to begin 
with is not going to be motivated to provide health insurance to an 
employee if the price drops from $8,200 to $7,800 per family. He 
or she still cannot afford it. 

The harsh reality here is, without significant public subsidies, 
there will not be a significant reduction in the number of uninsured 
people in the country. So I think that leads us to the discussions 
we are going to have on the floor today about the larger and global 
economic questions for the country. Are tax cuts the right policy or 
not? Is spending restraint the right policy or not? In what areas 
are these the right policies or not? Without a significant invest-
ment in subsidy to help uninsured people gain access to health 
care, it is not going to happen. 

Now, that does not mean that we should not explore various tools 
at our disposal to reduce the price of health care, and I look at this 
morning’s panel as an excellent opportunity for us to learn that. 

There are many different approaches to this. Some I think will 
work and some will not, but I think it is very important that we 
approach this problem with a clear understanding that a family 
that is making 24 or $25,000 a year, that makes too much for Med-
icaid but not enough to pay for private health insurance, is not 
going to be helped very much by a stabilizing or modest reduction 
in prices of health care for employers. Some of those families will, 
in fact, get covered, but anyone who assumes that it is more than 
15 or 20 percent of those families just is wrong. It is not. 

So I think that not only do we need to focus on the issues of re-
ducing cost, but we also need to focus on the budget priorities and 
policies of the country as to whether we are putting the money in 
the right place, and I will just conclude by saying I think we did 
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the right thing in 1997 with the creation of the State Children’s 
Health Insurance Program, the SCHIP program. 

There was more progress made in those few years when the 
funds were available for that program than any other time in the 
recent history of the country, because we put a significant amount 
of Federal resources into purchasing high-quality health insurance 
for children across the country. 

That is what is going to make a dent. These other strategies are 
welcome and necessary, but they are not sufficient to address and 
solve the problem. 

So I look forward to the testimony of the witnesses, and I look 
forward to the questions from the members of the Committee. 

Thank you. 
Chairman JOHNSON. Thank you, Mr. Andrews. 
Let me introduce our witnesses now, and I want to thank you all 

for coming now, and I will again later. 
The first witness is Mr. William Dennis, Jr. Mr. Dennis is a Sen-

ior Research Fellow at the National Federation of Independent 
Business. He has also served as President of the International 
Council for Small Business. 

Second, Mr. Frank McArdle. Mr. McArdle is the manager of the 
Hewitt Associates Washington, DC Research Office. Prior to joining 
Hewitt, Mr. McArdle was Director of Education and Communica-
tions at the Employee Benefit Research Institute. Prior to assum-
ing his position, he was a Professional Staff Member at the U.S. 
Senate. 

You did not talk them into doing anything right over there, did 
you? 

Mr. Ron Pollack is our third witness. Mr. Pollack is Executive Di-
rector of Families USA, a national organization for health care con-
sumers. Mr. Pollack is also the founder and chair of the Health As-
sistance Partnership. 

Finally, Mr. Rick Remmers. Mr. Remmers is the chief executive 
officer of Humana, Incorporated, Kentucky, Indiana, and Tennessee 
health plans. In this capacity, he is responsible for overall strategic 
direction and operational performance of a combined 500,000-mem-
ber, $1 billion premium revenue commercial health plan operation. 

Before the witnesses begin, I would like to remind the members 
that we will be asking questions after the entire panel has testi-
fied. 

In addition, Committee rule 2 imposes a 5-minute limit on all 
questions, and the lights that you saw working down there are also 
5-minute timer lights, and we would ask you if you could try to 
keep your comments within that limit. When you see the yellow 
light, you know you have got a minute left, and if you could shut 
it down pretty quick after the red one comes on, we would appre-
ciate it. 

You may begin your testimony, sir. 

STATEMENT OF WILLIAM DENNIS, JR., SENIOR RESEARCH 
FELLOW, NATIONAL FEDERATION OF INDEPENDENT BUSI-
NESS (NFIB), WASHINGTON, DC 

Mr. DENNIS. Thank you, Mr. Chairman. 
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I would ask that my full statement be included in the record at 
this point. 

What happens when small employers receive substantial in-
creases in employee health insurance premiums? Well, the flip an-
swer is they struggle a lot. Unfortunately, the real answer is they 
struggle a lot. 

The easiest way to explain is to walk you through the process. 
Once they receive a substantial increase, their first reaction is to 

shop for a better deal. Indeed, we now find 60 percent of small 
firms are shopping for a better deal every year. About half that 
number actually switch. Small firms are the most frequent shop-
pers, although they are the least frequent switchers. There are lim-
its to what they can get in the market. 

Some move to non-traditional forms of insurance. For example, 
13 months ago, we found that about 5 percent of all small firms 
had an MSA. These firms employ 3.9 million employees, although 
obviously they all did not participate. Once they finish shopping 
and even if they get some price break, they still need to offset the 
rest. They have various options before them. I will mention three 
of the most important. 

The first is to raise prices, in other words forward shift. The sec-
ond is to back shift to employees. The third is to lower their own 
earnings. 

Most would like to raise prices, but most also operate in highly 
competitive markets. 

I would draw your attention to Exhibit 2. Exhibit 2 shows how 
unsuccessful small firms have been in passing on cost increases 
over the last decade. If you will note, the thin line represents those 
who would like to raise prices in the next 3 months; the heavy line 
indicates the number who were able to. You can see that the heavy 
line is around zero. Therefore, when they get—when small firms 
get premiums increases, substantial premium increases, they have 
a very difficult time forward shifting it. 

The alternatives to back shift to employees in the form of fewer 
jobs, lower wages, fewer benefits, etcetera—economists argue that 
both theory and evidence show that most health insurance cost in-
creases are back shifted over some period of time but not every-
thing is back shifted and not everything is back shifted imme-
diately. 

For example, we can see 25 to 30 percent of all small firms rais-
ing cost shares, raising co-payments, raising deductibles. That is 
back shifting. 

Actually, we are finding that relatively few drop insurance, per 
se. Now, that seemed kind of strange, because why would we have 
declining coverage? Well, we believe that an important reason for 
this is that new firms, of which there are 800,000 new employers 
every year, are reluctant to begin providing insurance. 

The third thing that could be done is lower earnings. That is not 
viable over the longer term. No earnings, no business, no need for 
health insurance. Yet all costs cannot be back shifted, and we can-
not forward shift, as you have seen. 

So what is left? That is earnings, that is income, and most small 
firm owners are middle, upper middle-class folks. So what is the 
stopgap? Their income is stopgap until a transition can be made, 
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and those transitions are exacerbated by short notice of premium 
increases, unexpectedly large hikes, proportionally large hikes, pay-
roll as a large portion of expenses, and a tough earnings environ-
ment, and that is what we have had, a tough earnings environ-
ment. 

So what choices do they have? Well, there is no fixed strategy. 
It depends upon individual circumstances, but there is no reason 
to believe that back shifting will stop or decrease. We may be able 
to do a little more forward shifting. There has been some pricing 
power in the last couple of months, but I do not see Mr. Greenspan 
letting that go on for long, and they will continue to shop and look 
for better deals. 

In conclusion, whatever one thinks of insurance companies, rates 
do reflect the price of health care. Curbing health care costs is an 
important target. How do we get there? Well, we get there best 
with individuals making choices about the health care rather than 
employers, through their insurers, or government making it for 
them. 

Thank you, Mr. Chairman. 
[The prepared statement of Mr. Dennis follows:]
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Statement of William Dennis, Jr., Senior Research Fellow, National 
Federation of Independent Business (NFIB), Washington, DC
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Chairman JOHNSON. Thank you, sir, and let me advise all of you, 
your full remarks will be entered into the record if you desire. So 
if you cannot get through them all, we will get them in the record 
for you and perhaps discuss them more in detail when the question 
period begins. 

You may begin your testimony, sir. 

STATEMENT OF FRANK McARDLE, MANAGER, WASHINGTON, 
DC RESEARCH OFFICE, HEWITT ASSOCIATES, WASHINGTON, 
DC 

Mr. MCARDLE. Good morning, Mr. Chairman and Members of the 
Subcommittee. 

Thank you for the invitation to appear before you this morning, 
and Mr. Chairman, I appreciate your condolences on my prior Sen-
ate staff experience. 

My name is Frank McArdle, and I manage the Washington, DC, 
Research Office of Hewitt Associates. Hewitt is a global human re-
sources outsourcing and consulting firm headquartered in Lincoln-
shire, Illinois. We have been in business since 1940, and we work 
with employers, employees, and retirees, literally millions of em-
ployees and retirees throughout the country. 

In addition to that experience, I will also draw this morning from 
some surveys that we have conducted at Hewitt in conjunction with 
the Henry J. Kaiser Family Foundation, which are all available on 
the web-site, www.kff.org. 

Today’s hearing is focusing on new insurance options, and I 
would like to discuss some new options available to employers 
under the Medicare Prescription Drug Improvement and Mod-
ernization Act, which I will abbreviate as the MMA. 

What I would like to do before I get into that, though, is describe 
four key pre-existing trends that were in force just prior to the en-
actment of the MMA, and one is employer plans were voluntarily 
providing very generous benefits to retirees, both pre–65 retirees 
and Medicare-eligible retirees, and these are highly valued. 

Observation No. 2: Retiree health benefits were continuing to 
erode, as they had begun to do in the 1990’s, early 1990’s, and you 
have charts in my testimony that illustrate that. 

Three, double-digit cost increases in the range of 13 to 14 percent 
were playing a major role in driving that erosion, and fourth, re-
tiree health plans varied widely both within large, multi-state 
firms and across the country nationwide. 
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So, in light of these trends, the MMA seeks to encourage employ-
ers to continue providing retiree health coverage by offering incen-
tives for employers to do so and, equally importantly, the flexibility 
for employers to choose among multiple options, because no single 
option would likely fit the situation of these complex entities. 

There are basically three broad categories of options and then 
some additional ones. The three big ones are, option one, the plan 
sponsor provides retirees not enrolled in Part D—and that is im-
portant—qualified retiree prescription drug benefits that are at 
least equivalent actuarially to what Medicare will provide in 2006. 

If the plan meets those requirements, then the plan is eligible for 
a payment from Medicare equal to 28 percent of the allowable costs 
for a drug for a retiree, between $250 and $5,000. So it is done on 
a per-retiree basis. It is not done on an aggregate basis. 

This option is probably the least disruptive for all retirees, and 
it actually costs Medicare less to provide this 28-percent subsidy 
than it would cost Medicare to provide coverage to a similar retiree 
without employer coverage. 

Option two, the plan sponsor can supplement or wrap around 
Medicare, generally using ways that are similar to what employers 
did in the past in terms of aligning with Medicare, but also, there 
is a new twist, and there are differences, because drug coverage is 
obviously very different than hospital care and physician services. 

Then option three is an employer can become an employer-spon-
sored PDP or Medicare Advantage plan using a waiver authority 
that is provided for under the new law. 

Beyond these three broad options, other possibilities exist for 
companies who may have the financial ability to do something but 
would choose a route that is better suited to their circumstances. 
At this stage, most large employers have yet to make the firm deci-
sions as to which approach they will take, because it’s still very 
early in the process and employers still lack certain piece of key 
information. 

For example, there are unanswered questions that will be de-
cided in forthcoming regulations at which CMS is busily and dili-
gently at work, and in addition, employers will be looking to the 
marketplace to see how plans will respond to the prospect of be-
coming a stand-alone PDP or Medicare Advantage plan. 

I can tell you that I think, at this point, that sponsors of large 
collectively bargained plans may be more inclined to choose a 28-
percent subsidy while other sponsors may, instead, prefer to wrap 
around the new Medicare coverage. 

Based upon CBO and Joint Tax estimates, these financial incen-
tives for the 28-percent subsidy are very substantial, at $71 billion 
between 2006 and 2013 and nearly another $18 billion in related 
tax benefits. 

In explaining these incentives, the Conference Report noted—and 
I quote—‘‘Absent this assistance, many more retirees will lose their 
employer-sponsored coverage.’’

We agree with that conclusion, Mr. Chairman, and I thank you. 
[The prepared statement of Mr. McArdle follows:]
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Statement of Frank McArdle, Ph.D., Manager, Washington, DC Research 
Office, Hewitt Associates, Washington, DC
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Chairman JOHNSON. Thank you, sir. 
You may begin, sir. 

STATEMENT OF RONALD F. POLLACK, EXECUTIVE DIRECTOR, 
FAMILIES USA, WASHINGTON, DC 

Mr. POLLACK. Mr. Chairman, thank you so much for inviting me. 
I am delighted to join you. 

For three reasons, this is a very timely hearing. We issued—we 
at Families USA issued a report about 2 weeks ago that looks at 
the uninsured in a somewhat different way than we are normally 
used to doing. 

The current population survey of the Census Bureau tells us 
there are 43.6 million people who are uninsured. Depending on 
your interpretation, that is either the number of people uninsured 
throughout the course of the year or a point-in-time estimate, but 
it does not tell you how many people are directly affected with 
being uninsured. 

Our report, also based on Census Bureau data, shows that, over 
the course of the last 2 years, 81.8 million people, almost 82 million 
people were uninsured at some point over the last 2 years, 2002–
2003. 

That constitutes approximately one out of every three people 
under 65 years of age, and most of these people were uninsured for 
substantial periods of time. Over half were uninsured for more 
than 9 months, and the vast majority of these people are in work-
ing families. Four out of five are in working families. 

Mr. Chairman, as you probably know, Texas ranks at the very 
top of the list that has a very high uninsured rate. In Texas, 43.4 
percent of people under 65 years of age were uninsured at some 
point over the last 2 years. 

Now, there are other reasons why this hearing is very timely. 
Obviously, there was a very important Supreme Court decision 
that was rendered which means that, for many people who have 
health coverage through their employer, even though they are cov-
ered, they may not get the care that they thought that they were 
supposed to get when they got coverage, and now it appears that 
there is not meaningful recourse to make sure that people actually 
get the care they thought they were supposed to get when they ob-
tained insurance from an employer. 

My hope is that we will work in a bipartisan fashion to enact a 
patient’s bill of rights so that people who do have insurance actu-
ally get the care that they need. 

Lastly, this is a very important and timely day for a hearing be-
cause later day, you may be voting on budget legislation that will 
establish entitlement caps that would cause severe harm to those 
people who are dependent on Medicaid. 

If the legislation is adopted that establishes an entitlement cap, 
by the end of the 10-year period, 17 percent of those on Medicaid 
are projected to lose their coverage. As many as 8 million people 
whose lifeline is the Medicaid program would lose coverage. 

So this is a very timely day for us to be having this hearing. 
In my written testimony, I focus on three different aspects of pro-

posal—I am not going to go into them in great detail—health sav-
ings accounts, tax credits to buy individual coverage, and associa-
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tion health plans. We think, actually, that those approaches will do 
very little to provide health coverage for those people who do not 
have it today and, in some instances, may actually do harm. 

Let me just mention that, with respect to health savings ac-
counts, we think they are poorly targeted. They provide the great-
est relief for people in the highest income brackets. 

We do not believe it is going to achieve meaningful cost contain-
ment. It is more likely, ultimately, to cause adverse risk selection, 
and we believe that it will facilitate more cost shifting to workers 
who can ill afford it. 

I think there are alternatives, and in the remaining time, I just 
want to suggest that one alternative that we should look at is rein-
surance coverage, especially for small businesses, so that those 
small businesses who are having difficulties paying for the care of 
their workers have two things. 

One is they get some relief, because by the provision of reinsur-
ance, it would reduce the premiums, because for example, reinsur-
ance that would provide protection for people with claims above 
$50,000—only one half of 1 percent actually encounter those kinds 
of costs, but they account for 20 percent of health care costs. 

If we provided such reinsurance protection for employers, it 
would not only reduce their premiums, but it would provide greater 
predictability in terms of what those premiums would be in the fu-
ture, and it could be a great help to small businesses. 

Lastly, I would say, rather than establishing an arbitrary cap on 
public programs like Medicaid, I think we should be using those 
programs to expand coverage so that the arbitrariness that results 
in people getting coverage based on state of residence or their fam-
ily’s status is brought to an end and we can expand coverage sub-
stantially to working families in the process. 

Thank you, Mr. Chairman. 
[The prepared statement of Mr. Pollack follows:]
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Statement of Ron Pollack, Executive Director, Families USA, Washington, 
DC
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Chairman JOHNSON. Thank you. 
Mr. Remmers, you may begin. 

STATEMENT OF RICK REMMERS, CHIEF EXECUTIVE OFFICER, 
HUMANA, INC.– KENTUCKY, LOUISVILLE, KY 

Mr. REMMERS. Chairman Johnson, Ranking Member Andrews, 
and distinguished Members of the Subcommittee, my name is Rick 
Remmers. I am Chief Executive Officer of Humana’s operations in 
Kentucky, Indiana, and Tennessee. 

Humana is one of the nation’s largest health benefit companies. 
We provide health benefits to approximately 7 million Americans. 

I am also testifying today on behalf of America’s Health Insur-
ance Plans, AHIP. AHIP is a national trade association rep-
resenting approximately 1,300 private sector companies providing 
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health insurance coverage to more than 200 million Americans. Its 
members offer a broad range of health insurance products in the 
commercial marketplace and also have demonstrated a strong com-
mitment to participation in public programs. 

I appreciate having this opportunity to testify about health insur-
ance options for American workers and their employers. I will 
begin by reviewing the innovative strategies health insurers are de-
veloping to help employers and workers receive the greatest pos-
sible value for their health care dollars. 

Next, I will highlight initiatives AHIP’s board of directors have 
endorsed in an effort to make health coverage more affordable for 
small employers and their employees. I will conclude by identifying 
steps Congress and the Administration can take to make health 
savings accounts and flexible spending accounts more workable and 
attractive options for patients. 

To reduce health care costs, Humana and other health insurance 
plans are developing innovative solutions in two broad areas. First, 
we are offering consumer choice products to give workers new op-
tions for exercising greater control over their health care decisions. 
Second, we are advancing disease management, wellness, and pay 
for performance initiatives to improve patient care and help work-
ers stay healthy. 

Patient choice products are available in the marketplace today in 
at least three basic designs: low-premium health plans offered in 
combination with a health savings account, health reimbursement 
arrangement, or flexible spending accounts; two, products that 
allow employees to build their own plans after employers have cho-
sen a core level of benefits; and three, products designed around 
tiered networks of providers. 

At Humana, we have designed product offerings known as Smart 
Suite and Smart Select that combine some of these features. Our 
Smart Select product is available to self-funded employers of 300 
or more workers. Employers are allowed to choose from a variety 
of plans, some of which include a health reimbursement arrange-
ment and flexible spending account. 

Smart Suite and Smart Select also include web-based tools that 
are both sophisticated and user friendly. Employees can use these 
tools to compare cost and benefits, estimate their total health care 
spending, and customize their health plan by selecting varying lev-
els of co-payments, co-insurance, and premium costs, and prescrip-
tion drug options. 

This approach allows employers to maintain a single insurance 
pool with a single insurance carrier and, at the same time, give em-
ployees the ability to choose health plans based on their own eval-
uation of their health care needs, preferences, and values. 

Smart Suite and Smart Select have demonstrated that consumer 
choice offerings reduce medical costs in total. Humana has seen 
single-digit annual medical cost increases in Smart Suite compared 
to medical cost increases approaching 17 percent on traditional of-
ferings. 

Humana has offered Smart Select to our own associates over the 
last 2 years and has experienced an average medical cost trend 
under 5 percent without shifting a larger portion of the cost to the 
associates. 
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In fact, Humana’s workers’ overall contribution rate actually, on 
average, decreased from 21 percent of the total premium to 19 per-
cent in the first year. 

Medical cost savings are the result of utilization reductions in 
hospital in-patient and out-patient services. Preventative services 
and routine physician services actually increased by 14 percent, in-
dicating that associates and their dependents are not avoiding care 
but are more cost-conscious about the choices of benefits, services, 
and providers. 

Our experience with these products has recently led us to offer 
a new enhancement, Smart Assurance. Many Americans are wor-
ried about future increases in the cost of health care. Smart Assur-
ance is the nation’s first enhancement to a consumer choice product 
that gives workers the ability to ensure that their costs rise at a 
predictable single-digit rate of no more than 9.9 percent. 

Quality improvement is another important area where health 
plans and insurers are working to provide greater value to employ-
ers and their workers. 

My written testimony explains the steps the private sector is tak-
ing to promote evidence-based medicine, disease management pro-
grams, predictive modeling programs, wellness and prevention pro-
grams and incentives to reward quality. 

Humana uses a technique known as predictive modeling to help 
employers understand the dynamics of their work forces and iden-
tify at-risk and chronically ill persons. We then work with employ-
ers to tailor the types of disease management programs that should 
be implemented for their employees. These disease management 
programs improve health care quality by focusing on the com-
prehensive care of patients over time rather than their individual 
episode of care. 

I also want to briefly focus on small employers and the chal-
lenges they face in offering affordable coverage to their employees. 
We know that small employers are much less likely than large 
firms to provide health care coverage for their employees. 

Almost all employers offer health insurance coverage. However, 
among employers with fewer than 50 employees, only 80 percent 
offer coverage; among employers with fewer than 10, only 55 per-
cent offer health insurance coverage. Affordability is the most im-
portant reason that many small employers do not offer coverage. To 
address this concern, I urge the Subcommittee to consider policy 
proposals endorsed in March of this year by the board of directors 
of America’s Health Insurance Plans, AHIP. These proposals would 
directly address the problem of affordability through a program of 
tax credits for small employers and individuals. My written testi-
mony outlines additional details on these proposals. 

Implementation of these tax credits would make health coverage 
more affordable for workers and increase the number of small em-
ployers who offer coverage. 

Lastly, I want to discuss ways Congress and the Administration 
can make health savings accounts and flexible spending accounts 
more workable and attractive in the marketplace. 

First, on behalf of both Humana and AHIP, I want to thank 
Chairman Johnson and many other Subcommittee Members who 
helped to win Congressional approval of health savings accounts. 

VerDate 0ct 09 2002 20:10 Oct 26, 2004 Jkt 000000 PO 00000 Frm 00033 Fmt 6633 Sfmt 6602 H:\DOCS\94534 EDUWK PsN: NNIXON



30

I also want to emphasize our enthusiastic support for bipartisan 
legislation recently approved by the House which would allow up 
to $500 in unused FSA funds to roll over from 1 year to the next. 
These are valuable options for health care consumers. 

I have a number of other ideas that we can address during the 
questioning. 

Thank you. 
[The prepared statement of Mr. Remmers follows:]
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Statement of Rick Remmers, Chief Executive Officer, Humana, Inc. – 
Kentucky, Louisville, KY
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Chairman JOHNSON. Thank you, sir. We appreciate the testimony 
of all of you, and your remarks will be entered into the record. 

You know, Mr. Dennis, it sounded to me like you think small 
business guys are having a hard time, and I know they are. Do you 
anticipate employers not having the competitive competition be-
tween each other in order to provide health care to obtain good em-
ployees? Is that fading from our system, or are the prices just run-
ning them out of business? 
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Mr. DENNIS. Well, there is a certain element—there is a propor-
tion of businesses that are vigorously competing for employees and 
for very high quality employees, and they need to provide health 
care, there’s no ifs, ands, or buts about it, and they frequently pro-
vide very, very good benefits. 

There is another side, though, where that is not the case at all, 
and they are struggling to meet payroll. They are in highly com-
petitive markets, very frequently. They are not taking much out. 

In fact, there is a direct relationship, quite frankly, between the 
amount of money a business owner takes out of the business, 
whether or not they provide health care, whether or not they pro-
vide pensions, and the wages they provide. I mean there is a direct 
relationship there. 

So, there are—you have almost a situation where you have some 
that are vigorously competing, using health care and using all 
types of benefits, and you have others that are not. 

Chairman JOHNSON. Thank you. 
Well, I know, when I was running a business, it was tough find-

ing health care, and you have really got to search around for it, 
and sometimes you don’t get the best stuff. 

Mr. McArdle, on page 5 of your testimony, you mention one op-
tion employers may take advantage of when providing retiree pre-
scription drugs, supplementing or wrapping around a stand-alone 
prescription drug plan. 

Could you tell me how that option might work for an employer? 
Mr. MCARDLE. That is an excellent question, Mr. Chairman. 
There are various ways of doing that. One way might be—and 

that is why I said in my opening remarks that the employers are 
looking to see what happens in the marketplace, who is standing 
up to do PDP plans or Medicare Advantage plans, but one option 
would be to contract—for the employer to contract with a Medicare 
Advantage plan or a PDP plan for their retirees to get coverage 
through that plan and the employer would pay an additional pre-
mium to provide more generous benefits than what’s in the stand-
ard plan. For that purpose, it would really be an advantage. 

Most of the employers offering retiree health are large multi-
state employers, and so, they have retirees all over, and if they had 
to coordinate with 50 or—who knows?—75 different PDPs, the co-
ordination problem could be quite severe. 

So, for that purpose, having an opportunity for a national PDP 
plan or a national Medicare Advantage plan would be a big boon, 
because then the employers could be able to service all their retir-
ees and do it in a way that is administratively feasible. 

Chairman JOHNSON. Thank you. 
You know, Mr. Pollack made the statement that—it is all doom 

and gloom according to him, and you know, some of the statistics 
that we have seen indicate that HSA applicants, for example, did 
not have any prior coverage, which means some of them are getting 
insurance that did not have it, and some of them are older than 
those purchasing traditional insurance, and quite a few of them are 
buying policies who make less than $50,000 or even down to less 
than $25,000 a year. 
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So I am not sure that your statement that we are only helping 
the wealthy is a true statement, and I would be interested in your 
response to that remark and where you got your statistics from. 

You know, since I have been up here in the Congress—when I 
first got here, we started with 15 million people uninsured. Then 
it went to 18. Then it went to 21. Then 35. Now 40 and now 41 
and now 45, maybe 48, and gosh, you are talking about 85 million. 
Come on. Where are you getting those statistics from? 

Mr. POLLACK. Well, if—so, you want me to focus on the 82 mil-
lion number? I am happy to do that. 

Chairman JOHNSON. Sure. 
Mr. POLLACK. The 82 million figure also is derived through Cen-

sus Bureau data, and there is no actual contradiction between the 
43.6 million figure that is most commonly cited and the 81.1 mil-
lion that we cite in our report. They actually depict two different 
things. 

The 43.6 million figure, which comes from the current population 
survey, comes from a question that essentially asks were you unin-
sured throughout the course of the year? Most policy analysts actu-
ally interpret that question differently. Most policy analysts inter-
pret the 43.6 million as being a point-in-time figure, how many 
people were uninsured at the time the survey was taken. 

The 82 million figure comes from trying to look at how many peo-
ple over a period of time—in this instance, 2 years—were unin-
sured at some point in that 2-year period. As you know, some peo-
ple are uninsured and then they regain insurance. Others, at the 
time a survey may be taken, have insurance, but later on, they lose 
that insurance, and so this depicts how many people over the 
course of the last 2 years, 2002–2003, were uninsured at some 
point, and of course, that number is considerably larger. 

The two numbers do not contradict one another, they depict 
something very different; and I would suggest that the 82 million 
figure is a very useful way of analyzing how many people are di-
rectly impacted by the lack or loss of health coverage. 

Chairman JOHNSON. Well, our CBO estimates 20 million unin-
sured in any given time. 

Mr. POLLACK. That is a different—again, we are depicting dif-
ferent numbers. 

Chairman JOHNSON. Well, that is why you cannot use numbers 
like that. I do not think they are realistic. 

Mr. POLLACK. Well, I think it is very useful to have a base of in-
formation about how many people are truly affected. The Census 
Bureau data that I cited, both in terms of the 43.6 million and the 
82 million, are not contradictory with one another. They give you 
different pictures of this problem. 

Chairman JOHNSON. Maybe they tell you how many babies are 
born a day. 

Mr. POLLACK. I am sorry? 
Chairman JOHNSON. Maybe they tell you how many babies are 

born a day, because they are not insured. Our time is up. We will 
get back to that issue. 

Mr. Andrews, you are recognized for questions. 
Mr. ANDREWS. Thank you, Mr. Chairman. 
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I would suggest that we could easily settle this dispute about 
numbers if we adopted a national policy and made the number 
zero, which is what it ought to be. If we had a policy that invested 
the right number of resources into health care for people, it would 
be zero. We would not have to worry about this. 

I wanted to ask Mr. Remmers and Mr. Dennis a question about 
reducing costs by more competition. In the market that I represent, 
two insurers have 82 percent of the covered lives, there is very lit-
tle competition, and I think that is common in markets throughout 
the country. 

What would you think about a proposal that would create a Fed-
eral charter for health insurance underwriters that would say that 
if you met a fixed standard of fiduciary responsibility and a fixed 
level of consumer protection, benefit protection, if you met these 
standards, that you would be able to write insurance in any of the 
50 states and compete on a national basis? 

Do you think that would induce competition that would lower 
costs for health insurance buyers, Mr. Remmers? 

Mr. REMMERS. Congressman Andrews, if you could clarify one 
more time—you gave several criteria before you finished the ques-
tion. What were the criteria again? 

Mr. ANDREWS. The criteria are that there would be fiduciary 
standards that would ensure that the company would be solvent, 
and there would be consumer protection standards so that certain 
benefits would be mandated and covered, similar to state mandate 
benefits. There would be one set of mandates for the whole country. 
Do you think that would lower costs or not? 

Mr. REMMERS. Probably have to get back for the record on that; 
I do not have the information at my fingertips. But my first reflec-
tion on this is that it probably would not, that competition is driv-
en through normal competitive alignment of are you committed to 
a marketplace, do you have the network-based contracts, do you 
have the things that are, frankly, very important in order to pro-
vide a competitive offering in a given state. 

Mr. ANDREWS. Isn’t it, in part, driven now by the fact that, in 
fact, as a practical matter, you have to be licensed by each state 
that you operate in, so the regulatory barriers to market entry are 
very significant? If you knock down those regulatory barriers, 
wouldn’t you have more competitors in the marketplace? 

Mr. REMMERS. I think that would be helpful. I think there are 
regulatory barriers, and they do vary by state. In Kentucky, where 
I reside, I think our state legislature has recognized that and had 
worked to try to soften some of the barriers to entry and encourage 
competition to come back in. 

Having said that, we have very actively six or seven offerings in 
most areas of the state for competitive offerings rather than just 
a presence. 

Mr. ANDREWS. Does any one insurer have more than 40 percent 
of the market share where you live? 

Mr. REMMERS. No, not where I live, in Louisville, Kentucky, no. 
Mr. ANDREWS. That is unusual. 
Mr. Dennis, what do you think? 
Mr. DENNIS. Yes, I would agree, and in fact, associated health 

plans are kind of a parallel to what you are talking about. There 
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are some differences, but clearly the idea of this relatively uniform 
regulatory set is to cut entry barriers and to eliminate overlap, du-
plication, so on and so forth. So, yes. 

Mr. ANDREWS. Well, of course, a lot of us think associated health 
plans create an un-level playing field, because they create one set 
of rules for one competitor and another set for another, but that is 
an argument for a different day. 

Mr. DENNIS. Yes. 
Mr. ANDREWS. Mr. Pollack, I wanted to ask you a question. Your 

idea about providing tax credits to small businesses to help them 
purchase insurance for their employees, I think, is the only viable 
strategy out there. As I said earlier, I think subsidies for people 
who cannot afford insurance are necessary, and I think an em-
ployer-based system works. I do not think it is a wheel that needs 
to be reinvented. 

What do you do about the problem of increasing the number of 
uninsured because you are subsidizing those who do not provide 
coverage? What do you do in a situation where one service station 
owner goes the extra mile and insures his or her employees, but 
the guy down the street does not? Do you offer the tax credit to 
both service station employers, or do you only do the one who does 
not offer coverage, and how do we reconcile that problem? 

Mr. POLLACK. I think that is a very tough issue, because on the 
one hand, you want to use your tax dollars as prudently as possible 
and achieve policy results. On the other hand, you do not want to 
penalize somebody who’s done the right thing in the first place. 

Mr. ANDREWS. Right. 
Mr. POLLACK. So I think there has got to be a very careful bal-

ance. 
I think we send the wrong signal when those people who have 

done something voluntarily then get disadvantaged in terms of the 
tax benefits that are offered. 

Mr. ANDREWS. It is a hard problem. 
Mr. POLLACK. I do not think you can simply provide that tax ben-

efit to those people who had not provided it in the past and now 
provide it and do not provide assistance to those who——

Mr. ANDREWS. I think Mr. Dennis had a—one comment he made 
earlier suggests where you might break that gradation. There is a 
cleft in the marketplace, there is a cleavage in the marketplace be-
tween employers who are competing for employees who demand 
health insurance and cannot get them without it and employers 
that are not in that marketplace, and I think that is probably the 
way you have to do this, and you have to extend the tax credit to 
some of the employers in that marketplace where employers—em-
ployees do not have the market power to demand health care. 

You have got to extend it to them, which means that these all 
cost more than you and I would think they would originally, be-
cause it has to cover not only employers who are employing unin-
sured people but employers who are employing insured people but 
competing with people who do not insure, if you follow me. 

It is a very tough problem. 
Mr. POLLACK. I think it is. I mean, it creates a cost inefficiency, 

but you have to balance it with equity and fairness. 
Mr. ANDREWS. Thank you very much. 
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Chairman JOHNSON. Thank you, Mr. Andrews. 
Mr. Carter, do you care to question? 
Mr. CARTER. Thank you, Mr. Chairman. 
First, let me apologize for being late. We had a markup down the 

hall I had to be at. 
A question was asked just a minute ago—and I took it as a two-

part question—and one of the things was mandated coverage. Mr. 
Remmers, I think my colleague down here mentioned two parts, 
and one part you addressed. The other was mandated coverage, 
like many of the states have mandated coverage that they require 
of anyone who offers policies. I have heard testimony that man-
dated coverage actually drives the cost up, rather than down, and 
having policies that offer marketplace-driven coverage is a more ec-
onomical method. Do you have a comment on that? 

Mr. REMMERS. I would agree with you. From Humana’s perspec-
tive, our experience is you get into various forms of mandates, 
whether it is at the benefit level or at the coverage level, as you 
mentioned, I think it is going to be difficult for employers to as-
sume. 

That is why we favor strongly the marketplace approach of offer-
ing innovation, which I referenced some and go into further detail 
on or off the record, offering innovation in the marketplace to allow 
the voluntary system to continue but provide some of the gaps, so-
lutions, which I think is what Congressman Andrews was ref-
erencing with various types of public—both financing support and 
program support, which are badly needed in certain areas of the 
market. 

Mr. CARTER. I understood the other part he was addressing. 
Mr. Dennis, in your opinion, proposals to make it easier for pa-

tients to sue employers—would that have any help to small busi-
ness, the way you look at it? 

Mr. DENNIS. I am sorry. I did not hear the question. 
Mr. CARTER. There are proposals to make it easier for patients 

to sue their employers in state courts. Do you see that as any help 
at all to these small businesses that are trying to offer health in-
surance coverage? 

Mr. DENNIS. No, sir. No, sir. 
I would like to go back to the prior question, too, about man-

dates. I mean I think the empirical evidence suggests that they add 
considerable cost, and it ought to be taken in that light. 

Mr. CARTER. Well, it seems to me—for instance, there was a time 
in my life when my wife and I needed to have maternity benefits 
in our family, and in fact, I had four children and never had a pol-
icy that had them, on four children, just bad luck, but now I really 
do not care anything about that, and so, to me, policies that—the 
more you can offer a marketplace solution where you could tailor 
the policy to fit your individual needs, the better you are served by 
the coverage that you receive, and so, I agree with that. 

What significant steps can Congress take that will make it easier 
for small employers to offer health insurance benefits that you see? 

Mr. DENNIS. There are really a series of them. We think, cer-
tainly, the HSA program that’s now on the books is definitely a 
step in the right direction; association health plans, definitely a 
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step in the right direction. We ought to be looking at some medical 
malpractice sorts of reforms, steps in the right direction. 

One of the things that I think is quite clear is that there is no 
magic bullet. 

I do not see one magic bullet either holding down health care 
costs or making sure that we cover a lot more people than are cur-
rently covered. It is important, though—and a major target is that 
we curb the rising cost of health care, because that does have im-
pacts on all kinds of coverage issues. We know that there is an 
elasticity in health care, that when it gets higher, fewer people get 
it. So, we need to really look at those things. 

Mr. CARTER. Thank you. 
Thank you, Mr. Chairman. 
Chairman JOHNSON. Thank you, Mr. Carter. 
Mr. Tierney, do you care to question? 
Mr. TIERNEY. I do. 
Chairman JOHNSON. You are recognized. 
Mr. TIERNEY. Thank you, Mr. Chairman. 
Mr. Pollack, I would like to cover some ground that I think you 

mentioned in your testimony, and that is the prospect of reinsur-
ance, and I would like to—my understanding is you’re talking 
about reinsurance through a premium rebate pool and that you 
would reimburse the employee health plans for 75 percent of the 
cost for catastrophic cases over $50,000. 

Would you expand on that a little bit, how that would work, and 
what the benefits of that would be? 

Mr. POLLACK. Well, I think this is a very practical step that 
would be of real help to small businesses. For small businesses, 
they not only have to worry about the general cost increases, but 
they also have to worry about the unpredictability of those costs, 
and for a small business, if they have just one employee who has 
a major catastrophic illness, this could devastate a small business 
and certainly would significantly increase their premiums in future 
years. 

So the idea is to provide help to small businesses to improve the 
predictability of their costs and to help reduce premiums some-
what, and the way this would work is that, for the very, very small 
number of individuals who have really catastrophic expenses, say 
expenses in excess of $50,000—and that only constitutes about one-
half of 1 percent of all people who have health coverage, but yet, 
it accounts for about 20 percent of total cost. 

This would mean that a small business would understand that 
there would, in a sense, be some significant cap in their liability, 
and it would mean that they would much better predictability in 
the future, so that I think this is a very practical step that is worth 
looking into. There are some difficult issues, I think, that need to 
be worked out in terms of how this gets implemented, but I think 
the concept makes abundant sense and hopefully will be welcomed 
by the small business community. 

Mr. TIERNEY. Thank you. 
Mr. Dennis, let me ask you—some people have proposed allowing 

small businesses to join insurance pools, like the Federal Employee 
Health Benefit plan. In fact, I know Stu Butler, over at the Herit-
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age Foundation, seemed to have sort of endorsed this concept late-
ly. 

What do you think? Would you think that the government-spon-
sored insurance pools would allow small businesses to benefit from 
this? Would that be a helpful prospect? 

Mr. DENNIS. I am not sure. Clearly, there are some conceptual 
pros to it. 

I notice that Stuart has just changed his mind, for what that’s 
worth, has come up with a separate proposal, but the idea of hav-
ing a very large pool operating in which these individual employers 
can operate in and around, or whatever you want to call it, is very, 
very attractive. That is one of the reasons we have supported 
HSAs, for example—not HSAs—AHPs, is the whole idea that, you 
know, we are going to have a larger pool, we are going to have bet-
ter bargaining power, and so on and so forth, and so, in that sense, 
it is very positive. 

I do not think that we have, as an organization, have taken any 
position on the Federal plan itself, though. 

Mr. TIERNEY. Mr. Pollack, do you have an opinion on the benefit 
of that type of a process, allowing employers to buy into the Fed-
eral employee health benefit plan, helping them with the afford-
ability, hopefully, and the administration of their plans? 

Mr. POLLACK. Yes, I do. I think it would make a great deal of 
sense, and I am not sure whether it would be the precise same plan 
as the Federal employees, but it could be some kind of a parallel 
plan, and my hope is that through economies of scale, that employ-
ers would be able to achieve some significant savings in the proc-
ess. 

Mr. TIERNEY. Thank you. 
I yield back, Mr. Chairman. 
Chairman JOHNSON. Thank you, sir. 
Mr. Kline, do you care to question? 
Mr. KLINE. Yes. Thank you, Mr. Chairman. 
Chairman JOHNSON. You are recognized. 
Mr. KLINE. I want to thank the panel for being here. This is a 

subject that has been driving us all crazy for years now, but the 
last two or 3 years, it has just been remarkable how I travel 
around my district in Minnesota and talk to employees and em-
ployers, and both sides always, invariably, talk about the cost of 
health insurance. It is frequently the No. 1 issue to the businesses 
that I am visiting. Sometimes it is the No. 1 expense, but it is al-
ways very, very high. So I very much appreciate your being here 
today, and I certainly want to thank the Chairman for holding this 
hearing. 

Mr. Dennis, a couple of minutes ago, you said HSAs and cor-
rected yourself to say AHPs, but both are possibilities. HSAs are, 
in fact, now in law, and I have been surprised, as I have traveled 
around to talk to these same business owners, that they do not 
know what HSAs are, and so, my first question to you is, since you 
are representing a very large organization, what is the discussion 
to educate employers about the potential for HSAs? 

Mr. DENNIS. Well, that’s a major thrust that we are going to be 
undertaking, in fact have begun to undertake, but more than that, 
I think one of the major issues involved is that is how do we get 
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the word out through the normal market process, through the in-
surance industry, if you will? 

We have had a very small MSA program before AHAs came 
along, and it was reasonably well—well, the renewal rate was very 
high—94, 95 percent—savings were quite substantial, but the prob-
lem was we had an issue of marketing, and that is what the issue 
is right now, because the incentives for those to market it, for the 
agents, if you will, are not there, and what we have to do is find 
a way to make sure that the agents involved in this have incen-
tives, and we have got some plans on the drawing board right now, 
hopefully, to do that, because if you have got active sales forces out 
there doing it, that is the best publicity, in effect, there is. 

Mr. KLINE. Well, exactly, and we had a meeting here a month 
or so ago—we had a number of representatives from the insurers 
and were talking about how well received they were and talking 
about, frankly, their efforts to inform the public about HSAs, and 
yet, I have yet to go to one of these companies—and I visit two or 
three a week every week when I am back in the district—who 
knew about them and anymore than the most rudimentary notion 
of how they might work. So, I would encourage you and your orga-
nization to talk about it as much as you can, and then, as you say, 
the industry is going to have to do that, as well. 

Mr. Remmers, on page 3 of your testimony, if I have got the right 
note here, you talk about information transparency and other qual-
ity tools. How will the average consumer be able to access these 
tools, and what benefits will they gain? 

Mr. REMMERS. There’s a variety of work taking place in the 
transparency area today, and it is all predicated on, if you believe 
in the patient as an active consumer and having the right to know 
information regarding cost and quality, which we do stand for at 
Humana, you have to put information in a way that they can, one, 
get to it, and two, understand it. 

Sometimes it is easier to give an example, and I can give one in 
my own life that is personal. When I was asked to be put on a cho-
lesterol-lowering medication about 2 years ago, for the most part 
it was a bunch of Latin to me, the various options, as they are to 
most people. My internist suggested—and I will refrain from using 
the drug name here for a moment—drug A, which in my benefit 
plan would have cost me $50 a month. It was, in fact, a benefit 
plan that I chose. No one chose it for me. So for $50 a month or 
$600 a year, I could have this drug that I needed to have, that in 
fact would benefit me in out-years, not near term. 

I went to the drug store, got it, and was shocked at the $50. 
Having said that, Humana contacted me in about 24 hours, in 

my case through the web, because that is how I asked to be con-
tacted, through e-mail, but we can do it through phone, which most 
people have access to, or regular mail. In my case, it came through 
an e-mail that gave me an alert. I signed on a private web-site, se-
cured just to me, not to my spouse or anyone else, for privacy rea-
sons, and I saw, as I clicked onto my e-mail, an alert message, a 
little red flag flicking, which all 3 million of our commercially in-
sured people have access to this, it said if you would like some 
helpful information regarding the opportunity to lower your pre-
scription costs, click here. 
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I did so and found a row of alternative drugs, in this case one 
that would cost me 25 a month or, in effect, save me $300 a year. 

I, in turn, took the initiative—Humana did not require me to do 
it, I did not have to ask permission to do it, so there was choice 
in play here—I chose to call the internist back and discuss it with 
her, which, frankly, was a little bit startling to her office, if I have 
to be candid. They were not used to this kind of engagement——

Mr. KLINE. I can imagine. 
Mr. REMMERS.—which we are going to see more and more as peo-

ple get more and more in tune with having access to information 
and having the ability to control their own decisions. 

She was thrilled. She said, ‘‘I am in the habit of prescribing drug 
A, but for $300 a year less, I would absolutely suggest drug B.’’

That has been 2 years, and I am fine. 
So that is maybe a specific example of the way that we are—and 

by the way, I could see the actual retail cost of the drug, I could 
see our Humana cost for the drug, and what my cost share piece 
of it was, or any other drug that you want to see on our web-site. 

Mr. ANDREWS. Will the gentleman yield for a second? 
Mr. KLINE. Certainly, glad to yield. 
Mr. ANDREWS. Who was it that made the judgment that the 

other drugs on that list were the equivalent of drug A that you 
bought? Who made that decision? 

Mr. REMMERS. We have a group of people that are physicians 
and pharmacists that stratify the whole PDR. So this is not that 
50 percent of the drugs are available across the list. 

In my case, in my benefit plan, there are four tiers that this 
group decides, for both cost and clinical efficaciousness reasons, re-
side in one of these four tiers, and this is not administrators; it’s 
pharmacists and physicians. 

Mr. ANDREWS. Thank you. 
Thank you for yielding. 
Mr. KLINE. I see my time has expired, so I yield back. 
Chairman JOHNSON. Thank you, Mr. Kline. 
Is that a generic drug? 
Mr. REMMERS. Neither of these are. 
Chairman JOHNSON. OK. Thank you very much. 
Ms. McCarthy, you are recognized. 
Mrs. MCCARTHY. Thank you, Mr. Chairman, and I probably 

know what the first choice of the drug was. Most likely, it was 
Lipitor, because I started off with it—oh, gosh—too long ago, but 
I have slowly seen it go from $20 a month up to the $50 a month, 
and people should have more choices, or at least the information. 

What I will say—and I am going to probably come in a different 
way—I happen to believe, because you went on your medication, I 
went on mine, that some of the best practices that are agreed upon 
are disease management or wellness programs. That is not what 
we do enough in this country. Unfortunately, we still look at medi-
cine during the crisis center instead of the prevention that we’re 
looking at. 

So I do not know why we do not have a standard part in almost 
every health insurance plan. Some do, and I know they do, and 
those are the ones I look for. 
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I am lucky. I work here. I have the doctors here that have me 
on a computer and say, hey, you have to go for your test, you have 
to have this done next month, so they keep track to keep me 
healthy, which hopefully, in the end, when I am in my 80’s, is 
going to pay off, but I guess my question is—and I also—when we 
were talking earlier—and I am sorry if I am talking funny, I had 
a little teeth work done this morning. 

Many of us are also onto a bill, legislation that is here on the 
House, which we cannot seem to get a hearing on, to give small 
businesses a tax credit for the health care costs on top of the al-
ready existing full tax deductibility, and I guess my question would 
be how big would a tax credit have to be in order to make a dif-
ference for the small businesses to be able to cover, certainly, their 
low-wage workers? 

I mean, how do you figure that out? 
Mr. DENNIS. There are elasticities that economists have devel-

oped over the years. They are very crude at this time. This goes 
all the way back to some of the early Rand studies in the 1980’s 
or late ’70’s, where they know that certain—you know, you add a 
certain price, lower a certain price, you get more, you get less peo-
ple that will be covered. 

I do not know if anything has been done specifically dealing with 
smaller firms, however, on that score. 

I have no idea what those numbers would be, and clearly, the 
higher, the more you would include, and the lower, the less you 
would include, if that is what you determine would be good policy, 
but I do not know of any number and I do not know of anybody 
who does have a number for you. 

Mrs. MCCARTHY. On the cost-effectiveness, just going back, be-
cause we had—it came through this Committee going back where 
we had the AHPs passed for small businesses. I fought against 
that, and basically, it goes back to my original part on the 
wellness. 

My state of New York and many other states throughout this 
country, through the attorney generals, through legislation, real-
ized that wellness, yearly physicals, mammograms were important 
so we could prevent or, if we found a disease, get it early, and yet, 
the bill that was passed through here on the House side would 
have done away with all of that. 

You know, when I try to talk to my small business people, I want 
you to have insurance, I want you to be able to cover your employ-
ees, but we have to somehow find a way—forget about the poli-
tics—on what is good health care practice, because in the end, in 
the end, we will end up saving so much more money. 

Diabetes—perfect example—people that do not take care of them-
selves end up in a dialysis center, which is costing us so much 
money, or lose a leg or their eyesight, come off the workforce. 

It is complicated. I think everybody here cares very much that 
people have insurance, but we seem to—cannot find an answer. 

Mr. DENNIS. One of the situations is that, with the constant—
with constant price increases, smaller firms are constantly shop-
ping, and when they are constantly shopping, it is very difficult to 
develop relationships with insurers and insurance products and 
that sort of thing where you might institute a wellness program for 
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three or 4 years or something like that, if you are constantly going 
back and forth, and that is one of the really difficult problems cre-
ated by this environment of rapidly rising prices, and that is small 
business owners have to look for new things, they just cannot take 
those, and as long as we do it, it is going to—as long as we have 
to keep shopping, it is going to work against precisely those rela-
tionships which will give you what you are looking for. 

Mrs. MCCARTHY. Mr. Pollack? 
Mr. POLLACK. I think the issue of AHPs that I find even more 

troubling relates to the potential for market segmentation and di-
viding those who are healthier, younger, from those who are sicker 
and older. 

I do not worry so much about this with a group like NFIB or the 
Chamber of Commerce, which has members—they are not—these 
members have joined those organizations for other reasons other 
than becoming a member of an association health plan, but for oth-
ers who really would be encouraged to create these association 
health plans and for whom market segmentation could potentially 
be very easy and whom I try to encourage those businesses that 
have a healthier, younger workforce to join and to discourage the 
older, sicker ones from joining, I think for those who are left in the 
traditional pools, it means the costs for them are going to increase, 
and CBO tells us it would increase, I think, for approximately 20 
million people who would be left in these traditional pools. 

Mrs. MCCARTHY. Thank you. 
I see my time is up. 
Thank you, Mr. Chairman. 
Chairman JOHNSON. Thank you. I appreciate your questions. 
You know, AHPs are part of large organizations like the Cham-

ber, for example, which you say would be OK, and I think there 
is a requirement for any organization to be in effect for at least 3 
years before they can start an AHP program, under the law, if it’s 
ever passed, and so, I think that maybe we are talking about some-
thing that will not ever happen, but can I just ask—your large 
companies who have health insurance do provide wellness pro-
grams, do they not? 

Mr. REMMERS. Yes, sir. 
Mr. Chairman, in part, it is the definition of a wellness program, 

and I would say not just large but small and medium-size employ-
ers—the vast majority of our health plans that we at Humana sell 
to customers and administer for them do include preventative serv-
ices, mammograms, physicals, things such as that; other kinds of 
wellness and lifestyle programs along the lines of fitness and that 
sort of thing, no. 

Most of that, as Denny mentioned down the row, generally aren’t 
offered by a vast majority of employers, and the reason is their 
health benefits costs are costing them too much and they cannot 
invest the additional amount, which is one of the reasons that giv-
ing more options and more choice and more innovation in the mar-
ketplace is extremely important, because as people decide to pos-
sibly consider a lower-premium plan, if that’s right for them—if it’s 
right for them in accordance with their needs, their values, their 
ability to do that, that is an attractive offer, and in turn, there may 
be more money freed up to invest in other fairly more traditional 
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wellness programs, but preventative services, yes, including in the 
lower-premium plans like HRAs and HSAs. 

Chairman JOHNSON. Disease management, if you will. 
Mr. REMMERS. Disease management applies to all of our 3 mil-

lion people that we administer or insure unless a large self-funded 
employer specifically requests not to, but beyond that, all of our in-
sured business, it does. 

Chairman JOHNSON. Thank you, sir. 
Mr. Wilson, do you care to question? 
Mr. WILSON. Yes, Mr. Chairman. Thank you, and I would like to 

thank all of you for coming this morning, and Mr. Dennis, thank 
you very much for your past presidency of the International Coun-
cil for Small Business. 

I also very much appreciate your service with NFIB. I served for 
a number of years in the State Senate and worked very closely 
with the executive director, Michael Fields, in South Carolina, and 
NFIB is a real world advocate for small business, and in our state, 
which is not unusual, 99 percent of the businesses are small busi-
nesses, 85 percent of the employment are small businesses, and so, 
we really appreciate your input, and today, in your testimony, you 
noted that small employers have a limited number of options from 
which to choose when facing the cost increases. They can pass on 
the cost increases to consumers, reduce employee compensation, or 
limit business investment or owner earnings. 

How feasible are any of these options for the small employer? 
Mr. DENNIS. None of them are very attractive. I mentioned that 

it is very difficult to pass on cost increases right now, particularly 
in this low inflation environment. Most of it ends up getting passed 
back to employees, but small employers do not like to do that. I 
mean somehow it is the idea that, you know, we are having a good 
time when we do that sort of thing. 

Employees do not like it, we do not like to do it to employees, 
and so, that is not—that is what happens, eventually, but that is 
not a very positive thing, and if you take it out of your invest-
ments, business investments, you are eating your seed corn, in ef-
fect, you cannot operate that way, and if you take it out of your 
own earnings, well, a middle-class person cannot take a lot of 
money out of their earnings as a stop gap, even as a temporary 
measure. The alternatives are not very attractive, let me put it 
that way, none of them. 

Mr. WILSON. I do appreciate NFIB trying to get the word out to 
businesses as to what is the best approach. 

Mr. DENNIS. Thank you. 
Mr. WILSON. Also in terms of your opinion, what regulatory bur-

dens do you foresee in creating and offering consumer-driven 
health plans, and how can Congress best address them? 

Mr. DENNIS. Regulatory burdens. 
Well, there is a potential range of mischief, but I think one has 

to look at it not so much about where the problems are but where 
you want to go, and is something necessary? 

I mean if you want to offer certain options, is there—is it nec-
essary that you put a certain requirement on the—on that option? 

Within reason, I would generally say stay as flexible as possible, 
but there are clearly some things, in terms of various types of dis-
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crimination and things like that, that you want to, you know, fence 
off. 

So I’m not sure that I can answer your question very well with-
out a little bit more—in a more specific context, unless I have a 
more specific context, but generally, flexible is the watch word. 

Mr. WILSON. Excellent. 
Mr. Remmers, I really appreciated—I, 2 years ago, too, started 

on the cholesterol-lowering pharmaceutical, and I am really grate-
ful for the effect and very pleased about the advance, and I appre-
ciated your recounting how you looked into lowering the cost, and 
in fact, you mentioned in your testimony that many insurers and 
employers are providing education to consumers. 

Can you relate efforts to, again, educate consumers as well as 
you did on the internet? 

Mr. REMMERS. I will be glad to. I will give you another specific 
example. Maybe it is a bit more tangible. I would love a shot at 
your previous question for 30 seconds, as well. 

Mr. WILSON. You can come back and get that one, too. 
Mr. REMMERS. OK. 
A large health system in Louisville, just as an example—I will 

not reference their name, but they are a large employer, multiple 
hospitals, health system—went into a patient choice, consumer-
driven, however you choose to reference it, which really meant they 
gave a choice, a range of choices of health options for people to con-
sider—in their case, six. 

They have about 8,500 people enrolled in their plan, meaning 
employees, workers, and in turn, about roughly 14,000 people when 
you include family members and such. One of the things they were 
concerned about was how do you—how do we communicate with 
and educate a workforce while in health care, for the most part, al-
though you have a wide diversity of workers in that sort of environ-
ment, not just nurses and doctors and such. 

So we have tools that we deployed. We happen to call them Plan 
Professor. We did it, in their case, on both paper and through the 
web. We also asked them to come on and consider how they would 
choose one of the six plans that would most meet their needs, 
again, from a leaner benefit offering to a very rich benefit. What 
might meet my needs may not meet your needs. 

We had a tool—we have a tool called the Plan Wizard that 
helped them select the plan that would best meet their needs, 
again, or preferences, and that was both on-line and on paper. In 
fact, the irony of this is that the leadership of that organization 
was doubtful that, of their 8,500 people, many would have access 
to the web or know how to use it. So we gave them a voluntary 
option of enrolling in these plans, which meant, when you enrolled 
in these plans, you both got the benefit of the education—you had 
to read through things to learn how to become a more active health 
care consumer in both choosing your plan and using your plan, so 
is this plan best for me, and how do I make certain decisions like 
a drug choice, as I use the health system. 

They could either go through the phone to do that, through a 
voice-activated type of technology, which again, most people have 
the phone, or they could voluntarily go on-line, through the web, 
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and go through the enrollment, where they got introduced to all 
these guidance tools, if you will. 

In fact, they felt that less than 30 percent of their people would 
go on-line to do this, because they would not have access or would 
not know how to use it. 

Now, through multiple support systems that we offered them, 84 
percent of their people went on-line to both enroll and use these 
other tools. To me, that is a terrific success story. It is one story, 
but I think it gets at some of your question. 

Mr. WILSON. Yes. 
Mr. REMMERS. Your previous question on what regulatory hur-

dles are there——
Mr. WILSON. Right. 
Mr. REMMERS.—here are several, but there are many more we 

could talk about for the record. 
One, in regard to the HSAs, health savings accounts, the health 

care reimbursement arrangements, and FSAs, flexible spending ac-
counts, there are rules—the Treasury Department gave some relief 
this week, but—that limit the coordination of these three things, 
and these are how people can begin to think about how they plan 
for their health care financing out in the future in a tax advan-
taged way. 

Secondly, the President’s final legislation to allow unspent funds 
in these flexible spending accounts, which now you cannot roll over 
from year to year, so very few employers, small or large, take ad-
vantage of that, or their workers, frankly—they ought to be able 
to carry those over from year to year. 

There is a proposal working its way through now to allow $500 
of unused money—allow HSA funds to be used to pay the health 
insurance premiums of individuals who retire before they are age 
65, speaking to the retirement dilemma, allow those monies to be 
used for that. Again, it is a way to plan for your retirement in a 
tax advantaged way. 

Fourth, allow HSA funds to be used to pay Medi-gap premiums, 
again, so if you are over 65 and retired, you would have these 
funds available to help you do that. And last, allow consumers to 
continue to contribute to an HSA after age 65, again for tax pur-
poses and planning. 

The HSAs are good news for consumers, but the lack of uni-
formity in state insurance regulations are a barrier to us getting 
them out in the market and having understanding and acceptance 
in the marketplace. 

I will not bore you with what all of those are, but they have to 
do with other kinds of mandated benefits and such that counteract 
with the HSAs in a negative way regarding deductibles and such, 
and that needs to be worked through. 

Mr. WILSON. Well, thank you, and in particular, I appreciate you 
bringing up about the HSAs, because I believe they can be very 
helpful, but we do need, certainly, to fine tune, and I know that 
I was hopeful that they would be very flexible, and—but thank you 
all for your participation, and Mr. Chairman, thank you for your 
leadership in trying to assist small businesses address the problem 
of health care cost. 

Chairman JOHNSON. Thank you. 
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The gentleman’s time has expired. 
Actually, HSAs are in 49 states, as we speak. 
Mr. Holt, you are recognized for 5 minutes. 
Mr. HOLT. Thank you, Mr. Chairman, and I thank the witnesses 

for your good presentations. 
Let me understand better the effects of risk pooling. Obviously, 

in some general sense, it makes sense. Is there a well-understood 
industry-wide formula for the function for decreasing rates with in-
creasing pool, and does it vary greatly from company to company? 

In other words, if—what we are trying to get at is, if we are try-
ing to find mechanisms to increase pools, association health plans 
or whatever, do we really know what we will get, and you know, 
maybe Mr. McArdle, maybe you have thoughts on that? 

Mr. MCARDLE. Yes, sir. I think it would—pooling, conceptually, 
I think would be very helpful. I mean you have issues about what 
is the experience of the pool and, you know, the companies and the 
employees that are in the pool, but I think the pool is also maybe 
helpful in making larger group sort of possibilities available. 

Mr. HOLT. Apart from questions of skimming and segmentation 
and so forth, is the function well understood, you know, the lower 
rates? 

I mean can we say it will be 10-percent lower if you have 50 per-
cent more members in the pool? 

Mr. MCARDLE. I think you can say generally yes, that the larger 
the pool, the larger the risk is. 

Mr. HOLT. In general, I understand. Is the function well under-
stood, and is there a great deal of variation? 

Mr. MCARDLE. Well, I think it would depend a lot on how you 
design it. 

There can be variation, absolutely, but you know, I think, again, 
the advantage is—I mean you have to look at what the experience 
has been of individuals and whether they have been subject to un-
derwriting before and whether they would no longer be subject to 
underwriting, whether they would have guaranteed access, for ex-
ample, under the pool, which they might not have outside the pool. 

So it can be beneficial in a number of ways, and you know, let’s 
say, because there is no underwriting, that it jumps up a percent-
age point or two, on average, just hypothetically. Then it would 
still be a great advantage for the employees who would be in that 
pool. 

Mr. HOLT. Mr. Dennis, both on that question and another ques-
tion—really, why are businesses not pooling more? I mean, there 
is nothing under law that prevents them from doing it. Why do we 
need to provide them more incentives to do it? Why do we need to 
excuse them from various state law to prompt them to do it? 

Mr. DENNIS. Let me start with the first question first, if I might, 
and that is yes, as a general rule, this is understood, the whole 
idea, because the difference between pooling costs and the price of 
the insurance that comes out of it—and I think that that may be 
an issue that is causing some confusion or something of that na-
ture. 

In other words, we basically know and understand what the costs 
are given the larger pools, as you increase the pool. We do not nec-
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essarily know what the price is, because price is based on other 
things besides the actual loss. 

Why are we not already doing it? Well, I can give you one exam-
ple, and that is, several years ago, we tried as an organization to 
do it, and we just ran into state law after state law after state law 
being contradictory, and it was just—it became impossible for us to 
do anything like that, and this goes back several years, and we just 
had to give up the whole effort. 

Mr. HOLT. Why is it not happening more, say, within a state’s, 
say, chamber of commerce or some intra-state organization? 

Mr. DENNIS. Frequently what has happened is that the pool has 
not been large enough. They have not been able to sell and get 
enough people. 

Mr. HOLT. We have millions of workers in New Jersey. 
Mr. DENNIS. Yes, but a lot of them already have something, you 

know, already have health insurance somewhere, they are happy 
with it for some reason or another, and there has not been able to 
get a critical mass together to do it. Why more effort has not been 
put into it, I do not know. 

Mr. HOLT. I am sure that small businesses would like to be re-
lieved somewhat of the burden. They want to provide good insur-
ance for their employees. 

I guess a question is do they care whether that burden is shifted 
to the government or shifted to the employee? Do they care for any 
reasons other than kind of ideological reasons? Let us consider, 
say, catastrophic insurance. 

Mr. DENNIS. Well, as a general rule, without a specific type, they 
do not want it shifted to the government, partially for ideological, 
partially because it is going to be higher taxes for them, assuming 
that is where the money is going to come from and we do not bor-
row it all, but you know, it is higher taxes. 

So I would assume that probably the cost shift would be the pre-
ferred strategy, but you know, that would be pure speculation on 
my part. 

Mr. HOLT. Well, I see my time has expired and the Chairman is 
eager to move on. 

Thank you. 
Chairman JOHNSON. Thank you, Mr. Holt. 
I appreciate the testimony that you all have provided today, and 

obviously we still have some problems in the health care business 
and need to address them, and we appreciate your input, and I 
hope you all will stay in touch with both Mr. Andrews and myself. 

I think this was a good hearing, and if there is no further busi-
ness, the Committee stands adjourned. 

Thank you. 
[Whereupon, at 11:32 a.m., the Subcommittee was adjourned.]

Æ
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