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SPONSOR STATEMENT

As medical costs nationally and in Alaska continue to rise, the need for 
innovative approaches to health care cost containment becomes more acute. The 
concept behind Medical Savings Accounts is to encourage employees to shop 
more carefully for medical services. It recommends the purchase of high 
deductible coverage by employers. The savings realized by this effort results in 
reduced health insurance premiums. These savings are then placed by the 
employers in individual employee Medical Savings Accounts.

Employee Medical Savings Accounts then may be used by employees to 
purchase additional, more specific insurance coverage and to pay deductibles 
incurred under employer provided or employee purchased medical coverage 
plans.

Medical Savings Accounts belong to the individual employee and move with the 
individual to purchase health insurance when between jobs or for coverage when 
re-employed, even when with a different employer.

The additional benefit to Medical Savings Accounts is that they allow the 
individual to select and purchase coverage at reduced cost without a new federal 
bureaucracy and would be revenue neutral to employers. It is compatible with 
the free market in that it protects individual freedom and rewards prudent 
decision making.

HJR18 urges Congress to enact legislation that will make Medical Savings 
Accounts a viable option in the national effort to reduce and contain health care 
costs.

I urge your support for this legislation.

V t* c  c l -C j r u . - aJ T ’



PAGE G2 / THURSDAY, JULY 15, 1993
■ ■ ■

Wesley Pruden Editor in chief 
Josette Shiner Managing Editor

Ronald S. Godwin Senior Vice President 
M ichael R. Mahr Director ot Advertising

A m erica’s  N e w sp ap e r

Tod L indberg  Editorial Page Editor 
Woody West Associate Editor 
Mary Lou Forties Editor, Commentary 
Arnaud de Borchgrave Editor at Large 

Assistant Managing Editors:
P.E. Innerst Michael Keating
Ted Agres Barbara Taylor
Joseph W. Scopin

A  proposa l fo r m ed ica l savings
T he sense of anticipation in the a ir  is palpable. 

The adm instration is gearing up its publicity 
cam paign to sell H illary Rodham  Clinton’s 
health care plan, and congressional Demo­

cra ts  trem ble at the thought of having to vote for a new 
round of taxes to pay for i t  M eanwhile, the Repub­
licans have been quietly putting together some ideas 
of their own that could com e in handy if the Clinton 
plan tu rns out to be so unw ieldy and expensive that it 
sinks under its own weight.

One proposal chat holds out a good deal of promise 
is the m edical savings account. According to the Na­
tional Center for Policy Analysis, which has been work­
ing with Republican senators and representatives, the 
m edical savings account plan would have the virtue of 
cutting costs, sim plifying the system and giving con­
sum ers m ore independence in the ir choice of health 
care. H ere  is how it would work:

Currently, the average cost of employm ent-based 
. family m edical insurance plan runs to $4,500 a year. 

P a rt of tha t is paid by the em ployer and part by the 
employee. Instead of the  m oney going to an insurance 
company as a prem ium , un d er this proposal, it would 
be paid into a tax-free m edical saving account, to be 
spent on health  care  a t the discretion of the consum er 
Some people would want to buy into the com pany plan; 
others m ight choose a health  m aintenance organi­
zation (HMO); and o thers again m ight w ant simply to 
buy a catastrophic health-insurance plan, which can 
make a lot of financial sense.

Currently, such catastrophic  insurance policies cost 
about $1,500 to $1,700 a year. C atastrophic insurance 
covers m ost of the costs of hospitalization, which ac ­
counts for the m ajority of the  real big-ticket items — 
m ajor surgery, broken lim bs, etc. — that people tend 
to w orry about. By definition, these plans have a high 
deductible — generally $2,500 to $3,000 for the family. 
That may sound like a lot, but it m ore o r less cor­
responds to the am ount in the medical saving account 
when the prem ium  has been paid.

It is in that $3,000 category that real savings can 
take place. Insurance companies currently find that 
the vast m ajority of their claims, over 90 percent, fall 
into this area. It would be up to the individual con­
sum er to spend the money as each sees fit. If the 
money is really yours, then chances are  you’d want to 
shop around and com pare prices. You would also want 
to make su re  you got the best value for your money. 
And you would weigh m ore carefully w hether a visit 
to the doctor is really necessary. An elem ent of com ­
petitiveness and accountability would be introduced 
into the system that is currently  lacking, which is one 
reason that health care costs are  zooming out o f sight. 
And, not insignificantly, paperwork for the vast num ­
ber of m inor expenses currently  billed directly  from 
the doctor’s office to the insurance company would be 
reduced.

Perhaps the best p a n  for the consum er is that the 
money not spent would stay in the account from  year 
to year, earning interest. Few people have health care 
expenses of $3,000 in a year, so most folks would find 
their balances growing. At retirem ent, the final sum 
would be paid out and possibly rolled over into a pen­
sion plan.

But how about those who are  currently  without 
insurance? An elem ent of tax fairness could be intro­
duced by making health care prem ium s tax-deductible 
for the self-employed. In the lover income ranges, a 
refundable tax credit could help pay for insurance, and 
those without incomes could be given health care 
vouchers, much as they are  given food stam ps today, 
to pay for catastrophic insurance and out-of-pocket 
expenses. That would take them out of the vastly ex­
pensive M edicare system.

Right now, it does not seem  that Mrs. Clinton's task 
force has much interest in practical and common- 
sense approaches such as this. But when the dust 
settles a fte r the health care battle that will surely 
come, perhaps the medical savings account will look 
like an idea whose time has come.
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Medical Savings Accounts: 
Putting People First in 
Health Care

By
Victoria C. Craig 
Director of Research
The Council for Affordable Health Insurance 
February, 1993

M E D I C A L  S A V I N G S  A C C O U N T S :  P U T T I N G  P E O P L E  F I R S T  IN H E A L T H



Executive Summary

Each of us is mortal — we get sick and we die. And when we do get sick, it is the health care system that reaches out to heal and to comfort us. The health care system will touch each of us at our most vulnerable and intimate moments. How to reform that system is not an abstract exercise, it is a decision that will affect us personally for the rest of our lives. And it is a decision that must put people — patients -- first, because the only purpose of this or any other health care system must be the care and comfort of the patient.The Council for Affordable Health Insurance has carefully reviewed the numerous health care reform proposals in the states and at the Federal level. The Council believes that they are all fundamentally flawed because they do not address the real problem in the health care delivery system today — the difference between the person who receives the care, and the person who pays the bill. The Council supports something truly revolutionary for our health care system — a return to market principles through the establishment of medical savings accounts.Medical savings accounts (MS As) are tax-deferred accounts set up to pay for routine medical care and to allow for the build-up of savings to pay for future medical expenses. MS As would allow employers, self-employed individuals, and others to purchase a high-deductible policy and put the premium savings into a medical savings account to pay for routine medical care. The funds in the MSA belong to the insured, and if not spent, accumulate over time as savings, pre-funding future health care expenses.MSAs have many unique advantages. ____• MSAs is the one idea that has the potential to actually reduce health care costs without resorting to rationing.• MSAs restore the patient/physician relationship, making the patient a buyer as well as user of care.• MSAs will create a demand for information about the quality and price of health care.• MSAs will reduce administrative costs,• MSAs will put insurance companies back in the business of providing real insurance.• MSAs will end the struggles over state mandated benefits.



B y  inco rpo ra ting  m ed ica l savings accounts with other concepts that have 
a lw ays  been the strength o f  o u r coun try  —  in d iv id u a l fre ed om  and 
re sponsib ility , a free  m arket fo r  goods, services, and ideas, a robust com petitive 
env ironm en t, and lim iting  g ove rnm en t’ s in vo lv em en t to protecting those 
w ho are incapab le o f  ca ring  fo r  the ir ow n needs; we can f ix  the cu rrent health 
care d e liv e ry  system  instead o f  destroy ing  it.

T h is w i ll in tu rn best accom p lish  the purpose o f  a hea lth  care system  re fo rm  
—  an op tim a l ba lance o f  qua lity , a ffo rd ab ility , and accessib ility .



Overall Costs of an MSA

Question: Will administrative costs of the insurance company increase because they will be writing more individual policies? How will this affect the price of the policy?Answer: It is not c le a r that there w ill be m ore ind iv idua l p o lic ie s  since we 
anticipate jo in t partic ipation between the em p loye r and em p loyee . In  fact, i f  
there were an increase in ind iv idua l po lic ies , that w ou ld  p rob ab ly  mean that 
the cost o f  adm in istering an ind iv idu a l po licy  w ou ld  be less than that o f  a 
g roup p o lic y . It must be recogn ized  that adm in istrative costs o f  the insurance 
com panies w i ll f a l l  since they w i ll not be hand ling the sm a ll d o lla r  c la im s . 
A nd eve ry  d o lla r  saved in adm in istra tive expenses is a d o lla r  d irec tly  
ava ilab le  to increase M SA  con tribu tions o r  reduce the cost o f  the en tire 
insurance program .Statement: Proponents claim that insurance costs would go down under their plan because consumers would buy their insurance directly from insurers and not through employers. They claim that getting rid of the ‘"third party in the transaction” would greatly reduce administrative red tape and cost. It could beargued, however, that eliminating theemployer would lead to increased administrative costs.
A n sw e r: The statement m isses the poin t. W e  w ou ld  encourage em p loye rs  
to incorporate tne M SA  concept in to the ir p rogram . N o  one is try ing  to get 
rid  o f  the em p lo ye r, but ra the r to advocate ind iv idua l re sponsib ility . That is 
why we env is ion  jo in t  partic ipa tion , as it is the most e ffic ien t and cost 
e ffec tive  w ay to reduce health ca re costs ove r a period o f  time.Question: Would health insurance premiums be reduced substantially enough to cover the deducible of a catastrophic policy as the medical savings account concept proposes?
A n sw e r: O u r actuaries have d eve loped  the fo llow in g  estim ates based, on 
som e o f  the largest sources o f  c la im s data ava ilab le  in the coun try . ITiese 
prem ium s are based on  a plan which pays 8 0  percent o f  the firs t $ 5 ,0 0 0  o f  
expenses a fte r the deductib le and 100  percent thereafter, and assumes a 7 5  
percent loss ra tio , and a 4 0 -4 5  y e a r o id  head o f  household .



A n n u a l P re m iu m

D s d u o pfcle In d iv id u a l Family o f  4$ 250 
-2,500 Difference 52,108

1.132976 56,2233,117The MSA arrangement is naturally more attractive for families since children ’ s costs are more heavily weighted toward fuv-dollar expense than those for adults. For about a 40% increase in premiums, the per person S2,500 deductible can be changed to a per family deductible of S2,500. In this example, the $6,223 currently being spent for the 5250 deductible plan could be split as follows:
The maximum out-of-pocket exposure under the 52,500 deductible plan is 53,500 or (52,500 + (.20 x 55,000)). The maximum out-of-pocket exposure under the 5250 deductible plan assuming a maximum imposition of three deductibles and three stop-loss expense amounts per family is S3,750 or (3[S250 + (.20 x S5,000)]). Thus the maximum potential out-of-pocket is actually 5250 less under the S2,500 family deductible even before we consider the amount in the MSA. With the MSA contribution, the financial protection for the family has actually increased by $2,125. In this example, the individual may want to increase the deductible further to, say. 55,000. The annual premium for a 55,000 family deductible would be $3,135 and the maximum out-of-pocket expense would be 56,000. Thus, the 56,223 premium for the S250 deductible plan could be split with 53,135 going towards insurance and 53,088 to the MSA. In this case, the increase in maximum out- of-pocket expense would be (56,000-53,750) or S2.250 which is more than covered by the MSA contribution.Question: Would raising the deductible from their typical levels of 5100 or $250 up to $3,000 really reduce the premiums by 66 percent, thereby assuring that employees would assume no risk of making out-of-pocket expenses wi-.fc their '<ioney other than out of the MSA?Answer: It could be as much as two-thirds, but the 54,500, 53,000. and $1,500 figures arc meant to be illustrative only. In some cases, they may be

Premium for a 52,500 per family deductible S4,348Contribution to the MSA S 1,875



pretty close to the mark, but they will vary widely depending on location and demographics of a particular group. If we use instead numbers based on the same claims data from above, we get a table:Deductible individual Familv5 100 52,236 56.7261.039 2,844Premium Savings 51,197 53,882% Reduction 54% 58%Question: The reduction in health premiums by 66 percent appears to be implausibly large. It implies that employers currently spend $3,000 in premiums to reduce each employee family’s deductible by at most $2,900 (from $3,000 to $100). Because many families spend less than 52,900 per year on covered care, the cost of providing low deductible policies ($3,000 per employee) would be far in excess of the expected cost of the extra care the additional premiums cover, right?Answer: This is precisely the irony. At lower deductible levels, employers may spend more than one dollar for every dollar of added coverage. This is largely due to the increasing certainty of use of benefits as deductible amounts get lower, combined with the administrativ'* add on of processing these small claims through the insurance mechanism. While a typical health insurance loss-ratio is 75 percent (meaning 25 cents of every premium dollar is spent on taxes, administration, and marketing costs), the distribution of these expenses is much heavier in the handling of small claims where third party involvement is both unnecessary and inefficient.The cost effect is particularly true for family coverage. For instance, using the numbers above, the cost to reduce the deductible for a family of four from53,000 per person to 5100 per person is (56,726 - 52.844) or 53,882. If we adjust the 53,000 deductible premium so that it applies on a per family basis, we get (S2.844 x 1.40) or 53,982 and the cost of the deductible reduction becomes (56,726 - 53,982) or 52,744.This 52,744of savings realized by increasing the deductible to 53,000 will not be diminished by expense loads—every penny is available to spend on health care services or left in the MSA for the future. Another way to look at it is that the premium savings represent average health care expenses of (.75 x 52,744)



or $2,053, and an average increase in the MSA of S686, which makes the option even more attractive to the consumer.Question: Is it realistic to think that insurers would be willing to sell high- deductible policies? Would policies be affordable?Answer: Low-cost, high-deductible policies are available today. What is not available is the ability to invest the premium savings in a tax-free account for the purpose of offsetting medical expenses below the deductible amount. Below the table shows some of the annual premiums for policies available in June, 1992. The premiums are based on a family with two adults, age 35, with one child.
1

I n d i v i d u a l  H e a l t h  I n s u r a n c e  A n n u a l  F a m i l y  P r e m i u m s  W i t h  $ 2 , 5 0 0  D e d u c t i b l e
( J u n e ,  1 9 9 2 )

W a s h i n g t o n
N a t i o n a l

P v r a m i d
L i r e

T im e
I n s u r a n c e

A m e r i c a n
C o m m u n i t y

C i n c i n n a t i
C i t y S I  . 3 6 9 S I . 6 2 2 S 1 . 3 1 0 S I . 0 8 3

S u b u r b 1 ,3 6 9 1 , 6 2 2 1 ,3 1 0 1 ,0 3 2

I n d i a n a p o l i s
C i t y 1 ,3 6 9 1 ,5 3 7 1 .4 0 4 1 .2 5 9

S u b u rb 1 .2 1 3 1 ,4 5 1 1 ,2 1 6 1 ,1 3 5

P e o r i a
C i t y 1 , 5 4 2 1 , 6 2 2 1 .5 7 2 1 .0 3 2

S u b u r b 1 , 5 4 2 1 , 6 2 2 1 ,5 7 2 1 .0 3 2

P o r t l a n d
C i t y N /A 1 ,8 7 8 1 ,2 5 3 N /A

S u b u r b N /A 1 ,8 7 8 1 ,1 6 4 N /A

D e s  M o in e s
C i t y 1 ,3 6 9 1 ,4 5 1 1 ,1 2 3 N /A

S u b u rb 1 ,2 1 3 1 ,2 8 1 1 ,1 2 3 N /A

D a l la s
C i t y 1 , 8 3 6 2 , 1 3 5 1 ,8 7 2 N /A

S u b u r b 1 ,6 8 0 1 ,2 8 1 1 ,1 2 3 N /A

R i c h m o n d
C i t y 1 .5 2 5 1 , 6 2 2 1 .4 9 7 N /A

S u b u r b 1 ,5 2 5 1 .5 3 7 1 ,4 9 7 N /A

(C c m s  have  been iru n ca se d  to  m ake  the  c h a rt e as ie r to  re a d )
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1. These po lic ies are on the m arke t today .

2 . T h ey  are so ld  in d iv id u a lly , not in groups. M ed ica l savings accounts are 
in tended c h ie fly  as a g roup insu rance prog ram  and m ay save additiona l 
p rem ium s through econom ies o f  sca le and the adm in istrative advantages o f  
m ass purchasing .

3. These po lic ies conta in  a p e r-p e rson  deductib le , not a fam ily  deductib le. 
G o in g  from  a per-pe rson  to a s ing le  fam ily  deductib le w ou ld ra ise the 
p rem ium  cost by ap p rox im a te ly  4 0  percent.

4. T he re  are ex trem e ly  w ide v a ria tion s  in health care costs and u tilization 
patterns in the Un ited  States. T hese  are som ewhat re flec ted  on this tabic in 
the p rem ium  d iffe rences between D e s  M oines and D a lla s , but the tru ly  high 
cost areas (N ew  Y o rk , B ostc  L o s  A nge les , and San F rancisco i are not 
in c luded  here. P rem ium s that are app rop ria te  in D es M oines w ou ld be fa r  too 
lo w  fo r  New  Y o rk  (as w ou ld  deductib le  le v e ls ), and it is im portan t that any 
leg is la tion  a llow  fo r  the d ram atic  d iffe ren ce s  in reg iona l costs.

Some observations about these figures:
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Golden Rule Employees Enthusiastic About Medical Savings AccountAn early-January survey demonstrates that employees of Golden Rule, an Illinois- based life and health insurer, are very pleased with their new Medical Savings Account (MSA) plan, are using the funds to pay for services not covered previously, and are saving money for themselves and their company. Sixty-five percent of the employees enrolled in the MSA rate their new form of health insurance as "excellent, "and another 32% rate it as "good." Only 2% rate it "only fair," and no one rated it "poor." The employees overwhelmingly prefer the MSA to their former plan, by a margin of 82% to 1%."By any standard of comparison, these numbers represent a strong endorsement of the Medical Savings Account," according to Sid Groeneman, a Research Manager for Market Facts, Inc., the firm that conducted the January 7-13 survey for Golden Rule.The Medical Savings Account is a new form of employer-provided health coverage which uses financial incentives to encourage consumers to purchase health care services more carefully, promoting efficient utilization. With "first-dollar coverage" provided by the MSA, employees can minimize their deductibles and copayments, or avoid them entirely. Under Golden Rule’s plan, employees not exhausting the money in their account can choose to receive an end-of-year refund or retain the money in an interest-bearing account to pay for next year’s expenses. Golden Rule’s MSA plan also offers employees more choice in how they can spend their benefits, as the funds can be used for products and services not covered by most traditionalv plans such, as dental care, eye care, and preventive care.Most Golden Rule employees chose the MSA originally, at least in pan. because they believed it might save them money. As it turned out, they were correct: 93% of enrolled employees received a refund check., averaging S602. The refunds applied to the period from May through the end of 1993, and likely would have been higher for a full calendar year.
-MORE -

M A R K E T  F A C T S



MARKET
FACTS 2The few MSA-plan employees who didn’t receive a refund are just as pleased with the plan as those who did receive a check in December: 19 of the 28 who didn’t receive a refund rated the MSA. plan as "excellent" (68%), and the remaining nine rated it as "good.""The thing I’m most pleased about with the Medical Savings Account is the benefit it represents for the single mother," said John M. Whelan, president and chief executive officer. "Ifshe has a child that needs to go to the doctor, she now has first dollar coverage, and she isn’t penalized with either a deductible or copayment. It makes it easy for her to take her child to a doctor."The popularity of the plan extends beyond sheer economics, as 29% also gave a coverage-related reason for choosing the MSA. Most of them mentioned that the MSA pays for routine medical care or miscellaneous expenses not covered by traditional insurance, some noted dental expenses or vision care, and a few mentioned prescription drugs or other items. And about 15% of the employees opting for the MSA mentioned choosing it because they think it helps reduce health/medical expenses for the company or the country.If it becomes more widely adopted, the MSA form of health coverage should make use of health and medical care services more efficient system-wide. And, while saving money, its proponents believe that it can also promote wellness by expanding consumers’ options.Since Golden Rule’s Medical Savings Account went into effect in May 1993, one-fifth of enrolled employees started using a medical service they hadn't used before because o f  the  

p la n . while only 3% indicated they stopped using some service they had been using earlier. Looking toward the future, over half (51%) of the employees think they or their family might use a service they hadn’t used before, such as vision or dental care, because of the plan; 4% think they might stop using some medical service or health product.Twenty-one percent reported "shopping around" or "comparing prices" more since the plan went into effect; 9% reported shopping or comparing prices less.Since the Medical Savings Account went into effect, employees have changed their patterns of purchasing healtA care. One employee said she liked the plan because she now has an incentive "to check on the surgeons’ fees before any surgery and even with the regular doctors."
-MORE -
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* * *The telephone survey of Golden Rule Insurance employees was conducted by the Washington and Chicago-area offices of Market Facts, Inc., an international survey and market research firm headquartered in Arlington Heights, Illinois. Market Facts made three attempts during the week of the survey to reach and interview the 708 Golden Rule employees for whom phone numbers were available. Five-hundred twenty employees were interviewed (73% completion rate). Only 28 employees refused to be interviewed (5% of the eligible employees contacted).Market Facts conducts research for many of the country's leading corporations, associations, non-profits, and government organizations at all levels. The company recently completed its second personnel survey for the U.S. Postal Service (Summer, 1993), and is about to begin a third USPS survey in 1994. This series includes all USPS employees (over 716,000 in 1993) and represents the largest civilian employee surveys ever conducted.
-  GRAPHS ON NEXT PAGE -



K e y  F i n d i n g s  f r o m  J a n .  7 - 1 3  S u r v e y  

o f  G o l d e n  R u l e ’ s  E m p l o y e e s  

E n r o l l e d  i n  t h e  M e d i c a l  S a v i n g s  A c c o u n t  P l a n

"H o w  w o u ld  you rate the 
M e d ic a l S av ing s  A ccoun t 
in su ra n ce  p lan  o ve ra ll -- 
exce llen t, good, on ly  fa ir , 
p o o r ? "

"O v e ra l l,  do you lik e  the 
M e d ic a l S av ing s  A ccoun t 
more, less, o r  about the same 
as the fo rm e r  G o lden  Ru le  
p la n ? "
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R E V I E W  &  O U T L O O K  

C o n s u m e r - F i r s t  H e a l t h  C a r e
The great medical care debate has 

reached the stage where all principles 
are out the window; the only goal Is to 
cobble together some contraption that 
can garner 218 votes in the House and 51 
in the Senate. It Is perhaps time, Intellec­
tually at least, to step back and what 
the problem is to begin with.

Now President Clinton Is going back 
and forth on ‘ universal coverage," 
always a quizzical lodestone. In this soci­
ety, we do not have any meaningful prob­
lem of people dying In the street for want 
of medical care; in that sense we already 
have something approaching “universal 
access" to care, whether or not through Insurance “coverage." Even In terms of 
Insurance, remember, we already have 
Medicare and Medicaid, so the uninsured 
are by definition neither elderly nor poor.There are problems with portability 
and pre-existing conditions, as Martin 
Feldstein discusses nearby, but the big problem is exploding costs. These prob­
lems, In ham, relate to the historical acci­
dent that linked medical care and employment; health insurance benefits 
proliferated when wage increases were limited by World War n price controls. 
The result was that employees pay for 
health care with what seems to be Other 
People’s Money, a sure-fire recipe for 
exploding spending and higher prices.

In recent years this trend has been 
Intensified by government programs such 
as Medicare and Medicaid. Today, 80% of medical expenses are paid by somebody 
other than the patients themselves. The 
graph nearby shows how out-of-pocket 
expenditures have declined from some 
60% of the total health bill in 1960 to 20% 
today, while government's share has dou­
bled to 46%. This problem is not likely to 
be solved by yet bigger government pro­
grams, The way to control costs and 
make Insurance affordable for more peo­
ple Is to reverse the trend, making 
patients part of the solution. The trick to 
a more compeuuve, economical system 
is to figure out ways to let patients be 
both the consumer and the purchaser of 
more medical services.As it happens, experiments are under 
way. At least three companies -  Golden 
Rule Insurance Co.. Forbes Inc. and 
Dominion Resources Inc. -  have imple-
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mented the Medical Savings Account plan 
developed by the National Center for Poli­cy Analysis of Dallas. They’re showing 
how market-oriented reforms can hold 
down costs and still preserve the freedom of choice and innovation for which Ameri­
ca’s health care Is renowned; versions of 
these plans are Included In the House 
Ways and Means Committee bill and Sen­ator Bob Dole’s proposal.

Golden Rule, in Indianapolis, special­
izes In individual medical care coverage. 
Pat Rooney, Its chairman, reasoned that If employees paid directly for a portion of 
their own care they would get the same 
level of treatment but would wind up 
spending less after comparison shopping 
caught on. He envisioned a plan giving a 
typical employee the option of sticking with his or her existing coverage or 
choosing a deductible of, say, $3,000 a 
year and putting the premium savings 
into a ‘ medical savings account,” which 
would be drawn down as medical expens­
es were Incurred.The remaining part of the employer's 
health contribution would allow the com­
pany to buy a catastrophic health care 
policy to cover all of the employee’s med­
ical bills over, say, $3,000 a year. All of an 
employee's health concerns would be cov­
ered, but the employee would have an 
Incentive to comparison shop. Anything 
left In his 0,000 annual medical savings 
account would be his to keep tax-free, so 
long as It was used for insurance premi­
ums between jobs or long-term care.

With these ideas Implemented, Golden Rule’s 1,300 employees can choose a tra­
ditional 5500-a-year deductible plan or one

with a 0,000 family deductible. If they 
choose the latter, Golden Rule deposits 
$2,000 Into a medical savings account. 
The first $2,000 of medical bills are paid 
out of the account, the next $1,000 Is out- 
of-pocket and everything above $3,000 a year is paid by Golden Rule. In 1993,81% 
of Golden Rule's employees chose the 
savings account option, and this year the 
number rose to 90%.

The reason Is that since 85% of Ameri­
cans spend less than $3,000 a year on 
medical care, and 73% have less than 
$500 a year in claims, Golden Rule allows 
employees to keep any balance left in their medical savings account. Today, the 
total medical bill for Golden Rule employ­
ees is about 60% of what lt used to be 
under a conventional Insurance program.

That’s because many Golden Rule 
employees made dramatic changes in 
their health-care purchases. Melanie 
Woodcock reports that a local hospital 
offered to perform surgery on her for 
$6,046 after she offered to pay up front In 
cash. Otherwise, the total bill would have 
been $9,843. Deanna Irick says she would 
rarely go to the doctor when sick because 
she didn’t want to pay the $250 deductible. 
Last year, she used her medical savings 
account for six-month checkups and 
treatment for a throat Infection, visits she 
“normally would have skipped." She was 
able to spend the company's money, 
which had been put Into her savings 
account, rather than her own. One out of five Golden Rule employees report they 
used their savings accounts for a medical 
service they would not have used under their old plan.

Forbes magazine in New York gives 
employees a $1,200 annual account In 
addition to their normal insurance. Every 
time they file $1 In medical claims they 
lose $2 from the account. Employees get 
to keep what’s left in their account at the 
end of the year. The paperwork on rou­
tine claims has gone down dramatically 
and the company's health costs fell 17% In 1932 and 12% last year.

Dominion Resources, a Virginia utility 
holding company, deposits $1,620 a year 
Into a bank account for the 80% of its 
employees who choose a $3,000 deductible 
plan rather than a lower deductible. Since 
1989, Dominion's health care costs have
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risen less than 1% a year. The average 
number of claims filed per employee has 
declined by nearly half, and paperwork 
costs have been cut dramatically. All 
three companies use wellness programs 
to encourage employees not to skimp on 
spending for physicals and other preven­
tive medical techniques.

Support for medical savings accounts 
Is growing. Six states -  Arizona, Col­
orado, Idaho, Mississippi, Missouri and 
Michigan -  have changed their tax laws 
to accommodate medical savings 
accounts. The United Mine Workers 
union has signed a new five-year contract 
with a health plan that Includes a 51,000 
bonus that workers can use to pay for 
their medical plan's $1,000 annual 
deductible. Mine workers still have first- 
dollar coverage, but the first $1,000 they now spend will be their own money 
rather than their company's.

Many companies currently offer flexi­
ble health spending accounts, but under 
current tax law the money reverts to the employer If lt Isn’t spent at year's end 
because lt would then be taxable income to the employee and not deductible to the 
employer. There Is broad bipartisan sup­
port for changing the tax law to level the 
playing field and give medical savings accounts the same tax advantages as 
group Insurance. Even the bill that passed Senator Kennedy's Labor Com­
mittee included a provision urging the 
adoption of medical savings accounts. Rep. Andy Jacobs of Indiana, the Democ­
rat who won Ways and Means approval 
of medical savings accounts, says they 
“could be the most effective medical cost 
containment measure ever passed by Congress."

Most of the health bills now before Con­
gress remind us of Henry Ford’s philoso­
phy behind the Model-T car: “You can 
have any color you want as long as It’s 
black." Health care reform that Includes 
medical savings accounts would repre­
sent real consumer sovereignty; patient 
self-interest would be harnessed to keep 
costs down, and workers would build up 
their own tax-free health care funds for 
when they were between jobs. Health 
care security would be enhanced, but not 
at the cost of quality or freedom of 
choice. In its current mood, however, 
Congress may very well not advance 
health care Innovation, but smother It In desperate haste.
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Medical Savings Accounts reward wise choicesBy THOMAS SENTER, M.D. and WILUAM A. BARNES SR.In Novem ber 1945, three months after World War II end­ed. President Harry S . Truman addressed Congress and stated that the United States spent 4 percent of the gross national product on health care and that we could afford to spend more.The amount of 4 percent had remained the same from 1865 to 1945, except for the Depression when expenditures fell because people had little money. Despite Truman’s proposal, the 4 percent level of expenditures on health care was not exceeded until 1950.The situation had remained static because the person who received the medical treatment usually paid for it directly. Blue Cross was started in Dallas in '.929 as a prepaid hospital plan or public school teachers. 'Jrowth of such plans was slow during the Depression. By 1940 only a few people were covered by these plans.Then during the Seco,.u World War, the U .S . government im­posed wage and price controls. However, there were no lim ita­tions on fringe benefits such as health insurance.Tax law provided that pay­ments to Blue Cross and other - nedlcal insurance plans were tax deductible to the corporation and he benefits received not consid- -red income to the recipient. So there was an expansion of Blue Cross and other sim ilar plans .. during .W W  EI as. health care benefits became linked to em- ' ployment. We are the only major ndustrial country where this is •he case.

T h e  m o n e y  b e l o n g s  t o  t h e  p a r t i c i p a n t  a n d  

a c c u m u l a t e s  y e a r  b y  y e a r  i f  n o t  u s e d  f o r  

m e d i c a l  s e r v i c e s .The unions quickly recognized that it was better to bargain for increases in benefits rather than higher wages which would be taxed.Then, in 1950, the Chrysler Corp. agreed to pay one-half of Blue Cross prem iums for its work force. In the steel industry after a strike which lasted 110 days, the companies agreed to pay all health insurance premi­ums.In 1963, General Motors adopt­ed a sim ilar plan. With low de­ductibles and little copayments, participants w ith such lavish coverage had what amounted to free health care. Governmental bodies copied these plans and we now have them in state and municipal governments as well as school districts. For example, Alaska state employees enjoy a generous medical plan adminis­tered b> Aetna. There are 13,500 participants and if dependents were included there would be about 30,000 in the plan.In this ( type, o f  plan ^partici­pants w iir .n b O isu a lly  question the cost. or. extent,of the services provided. The,(person who.? re­ceives the treatment i does:. not pay for - them 1 and th inks ¥ that some benevolent' organisation such as. Aetna or Blue Crtiss is picking up the bills. The patient will often demand and receive the most costly and elaborate services available. The physician

and other providers will furnish these services because they will increase their income.In 1985 the state employees made 338,899 claims for an aver­age of 25 claims per participant. In 1992 there were about the same number in the plan and they filed 685,000 claims. This is 52 claims per participant. Not surprisingly, costs doubled.Aetna charges the state $10.50 to process a claim . This is $7,192,000 for paper shuffling. A third-party adm inistrator w ill process m edical and dental claims for $12 per participant per month, including dependents. This is $1,620,000, If the state used a. third-party administrator, $5,572,000 could be saved.However, the real savings in the state group health plan can come about by changing the plan design. A t present the person who makes no claims and lives a healthy lifestyle receives no-re­ward for'their behavior.Medical Savings Accounts are a way to 1 help control costs by changing incentives for those: in group health insurance plans. In a group health, plan, 94 percent. . of the claims are for less-thani.; $3,000. Typically, an employer ' might be paying a premium of $5,000 per year for a male partici­pant with a family.

This would be for a deductible of $200 and 80% coinsurance for the next $2,500 in expense. In contrast, an insurance policy with a deductible of $3,000 can be obtained for an annual premi­um of $2,000. The $3,000 differ­ence between the low deductible premium of $5,000 and the high deductible premium of $2,000 is placed in a separate medical savings account. The participant pays his small health care ex­penses out of the medical savings account. There are no deduct­ibles, no coinsurance and com­plete choice of doctor.The money belongs to the par­ticipant and accumulates year by year if not . used for medical services. The sum at age 62 or 65 can be used to purchase an annu­ity which will provide a life income in retirement.The Golden Rule Insurance Co. in May of 1993 offered such a plan to its employees as an alter­native to its traditional,low de­ductible insurance plan. O f the participants; 80.5 percent chose Medical Savings Accounts.In . 1994, 90 percent of „the em-^ ployees took tlie'Medisaye alter­native: In eight* months; :the em­ployees saved an' averted of $602 per participant.JThi^jlsf,.the same as an increase in wages of $50 per month.

With medical savings accounts, people will reduce their medical expenses by shopping wisely. If the Anchorage School District had offered such a plan to its em ployees in 1994, about $4,000,000 In premiums could have been saved. That money could have been used to give merit increases and to hire more teachers. The strike could have been avoided.Interestingly, the school dis­trict was offered a Medisave Plan in 1984, but it was rejected by the benefits manager who said that “ It wouldn't w ork." If such a plan had been adopted in 1984, the savings in group health and dental premiums would have amounted to $40 million.Thus with the collapse of the Clinton health plan and the lack of support for a single payor system in Alaska, the'/medical savings account is a viable alter­native to schem es’ Involving heavy government intervention.Medical savings accounts do not require > a new bureaucracy and are an inexpensive way to help control health care costs for those who are participants in group health plans. *
* 4. •The next legislature should re­quire that all state.employees be offered the medical 'savings ac­count plan as an4 alternative. Private employers would do ,the same and the premiumksavings could run intoi millionsT of dol­lars.
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