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New Reporting Rule May Drive Health Savings Accounts

Retirees Eat Up Funds

Private accounts will
cut costs, offer choice,
says economic adviser
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Untilrecently, investors didn't have
to worry about companies’ health
care obligations to workers and re-
tirees. And before disclosure rules
changed a decade ago, it was hard
for analysts and investors to even
know how much they cost.

The legal change cut the number
of retirees with company-spon-
sored medical coverage. A decade
ago 44% of them had it; less than
20% do today. And most of that 20%
gets insurance only because of their
old union-type contracts.

In December 2006, a similar law
will make municipal governments
tell the public and their bond inves-
tors whatthey're providing for retir-
ee health care. This may lead more
employers to seek ways to cut costs.

Paul Zane Pilzer, an economist
andformerPresidential adviser, pre-
dicts that consumer-directed health
plans linked to health savings ac-
counts (HSAs) will be the solution.
He sees them taking over the health
care systeminl10 years.

HSAs are high-deductible plans
that let employers pay a fixed
amount to an employee’s medical
care: the worker chooses how to
spend that amount. What the work-
er doesn't spend, he keeps.

Critics say these plans will aban-
don workers who have little exper-
tise to choose the care providers.
And they will force workers to pay
more of their medical costs.

Pilzer disagrees. He co-founded
Salt Lake City's Extend Benefits
LLC, which works with clients like
Continental Airlines®tand AutoNa-

tion*M to provide individual insur-
ance plans for their workers. [nmid-
October, former America Online
chief Steve Case’s venture, Revolu-
tion Health Group, bought two-
thirds of Extend.

Pilzer spoke to IBD.

IBD: Why should consumers opt to
take more control of their medical
care?

Pilzer: Because unlike pensions,
health benefits can be terminated
at any time — (except) union con-
tracts, Companies are prohibited
from eliminating pensions, even if
they go through bankruptey. Not
the case with health benefits.

IBD: Why should investors care and
what can they do?

Pilzer: Most companies with
union employee contracts like Gen-
eral Motors®™ have retiree health
benefits to pay, but I can't stress
enough that these are open-ended
obligations.

Who knows what new devices
will be invented tomorrow and that
yvou, the investor, will become obli-
gated to pay for? Our medical indus-
try is constantly defining new dis-
eases that weren't (considered) dis-
eases a few years ago and coming
up with new treatments.

Yesterday’s cause of death is
today’s cause of disability. People
used to die of strokes, but today
strokes only disable them. This
trend is good if you're the person
who doesn’t want to die, but it's
bankrupting many of our largest
and oldest corporations.

I'd encourage every analyst worth
his salt to state the retiree health ob-
ligation of every company he fol-
lows. Investors need to be as well-
versed about a company’s health
care obligations as he is about the
company’s business.

I'll take my chances when I invest
that a company will make a good
widget, but I'd rather not take my
chances that a company's retiree
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gets cancer. The auto industry com-
panies with their unionized health
benefits are only the tip of the ice-
berg. Municipal governments will

face a major crisis in December
2006 when the new GAAP (general-
ly accepted accounting principles)
rules come.

Today Buffalo, N.Y., spends more
on retiree health care than employ-
ee health care.

IBD: What makes you think that
health savings accounts are mevita-
ble? Most U.S. workers today happi-
ly buy low-deductible plans through
their employers.

Pilzer: Your older readers will re-
member that 30 years ago we faced
a crisis in life insurance and pen-
sions. Back then, most corporations
had defined-benefit retirement
plans. When you retire we’'ll pay
you X dollars for as long as you live,
adjusted for cost of living.

Most U.S. companies realized that
they would go bankrupt with such
a plan. So they switched from de-
fined-benefit to defined-contribu-
tion pensions, They had no choice.

A similar change is about to take

place in health care. To put itin per-
spective, growth in health care
costs now exceeds profit for any of
the Fortune 500 companies.

Today 2 million Americans have
health savings accounts. The law
(permitting HSAs) passed in De-
cember 2003, but because of the
(annual insurance enrollment cy-
cles), HSAs are effectively brand
new this year.

IBD: How would health savings ac-
counts impact the medical system?
Pilzer: When consumers spend
their own money, their decisions
will be more cost conscious. In
1997, Lasik eye surgery was intro-
duced for $3,000 an eye and was
done only in hospitals. Insurers re-
fused to pay for it.

Now, eight years later, Lasik costs
£500 an eye and the procedure is
done in strip malls or shopping cen-
ters nationwide. This competition
and drop in price also will happen
to many other medical products.

Market-Leading Medical Stocks

The top stocks in the medical sector, ranked by the total of their Earnings Per Share and Relative Price Strength Ratings.

be B ks Last Oty Mext Ofr Lzst Ot

% Off 1] RelStr SMR Funds EPF  EPS  Sales
Ran | Company | Medical Subgmup | Tiker | P | Mgh | Rafing | Rating |Reting |In$tock|Change|Change | Change
Quality Systems Computer Sfiwr Qsll S361 -14.24 78 27 A 14 45 429 36

With its MextGen Healthcare Information Systems unit, develops software for practice management and clinical uses in hospitals and clinics.
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The maker of aesthetic laser systemsis due to report Q3 earnings on Tuesday. Analysts expect profit to double to 14 cents a share.
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Makes liguid, semi-sclid and inhaled drugs both branded and generic for treating respiratory, neurological, and dermatological ailments.
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Acquires, develops and manages dental offices, under the Perfect Teeth brand, in Colorado, New Mexico and Arizona. It now has 57 offices.
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The mental-hospital chain reported late Thursday that Q3 profit was 44 cents a share, up 42% from lastyear and 2 cents above views.
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The eye-care giant gets 44% of its $3.9 billion annual revenue from surgical devices, 0% from drugs and 14% from consumer items,
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The pharmacy benefit manager’s shares shot up 17% Thursday after 03 results beatviews on profit, though they missed on sales,

Genentech Inc

Genetics

OMA - B7.09

-8.32

76 93 A 22 45 BTN Lk

Lastweek the biotechwon priority FDA review of its Rituxan drug as a treatment for more aggressive forms of non-Hodgkins lymphoma.
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The maker of implantable neurological devices narrowly beatview with Q3 profit of 26 cents a share, up 13% from last year.
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Makes diagnostic test kits for various diseases, as well as antigens, reagents, proteins and ather biologicals for drug discevery.




