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The Future of Health Savings Accounts...

Whose Ox
Is Being Gored?

An national association annual meet-
ing recently, one of the keynote
speakers, who was from a prominent
investment banking group, made several
remarks regarding the consolidation action
that has been occurring within the health-
care industry over the last few years. This
consolidation action includes actual pro-
viders of healthcare, (i.e., hospitals, clinics,
and doctors, as well as the third party
funding mechanisms of healthecare, i.e.,
insurers, HMOs and PPOs).

The most revealing remark o come oul
of this speaker’s mouth was that the
banking fraternity was pleased with the
consolidation action because il was re-
sponsible for “...firming up the pricing
models...” among the surviving entities,
and the banking fraternity was in favor of
“. 14, 15 and 20 percent annual price
increases...”. Consistent with this “stronger
pricing is better” ideology was a complete
denial that higher pricing was connected
to or responsible for the level of uninsured
among the US. population (estimated to
number between 45 and 80 million, depend-
ing on whose ligures vou choose Lo believe).

An interesting observation is that the
level of uninsured as a percentage of the
U.5. population remains generally un-
changed since 1965, the year that Medicare
was enacted. Draw your own conclusions
about the correlation between government
insurance intervention and the percentage
of uninsured.

When asked what effect H5A legislation
(part of the Medicare Modernization Act of

2003) would have on the cash flow models
of the insurers, HMOs and PPOs surviving
this current wave of change in the financing
models of healthcare, the speaker’s reply
was, “1 don’t believe anyone is studving
that.” | was astounded. However, after
reading the cover story of the September
edition of Managed Care magazine and its
last page “Managed Care Outlook,” I'm
beginning to think that maybe George W.
Bush is the only one who believes that
HSAs represent the last best chance for the
commercial healthcare financing market to
retain its place in this game before abdi-

cating its role to the federal tax lords,
When you consider that our greal coun-
try has “de-volved” to the point of legis-
lation driven by anecdote, we now have
well-organized special interests funding
lobbyists to encourage and promote new
laws “financed by the many to advantage
the few.” We do not need redundant legis-
lation and government cost to displace the
insurance industry whose very benefil
ideology is “many for the few.” This
concept stands Democracy onits head. No
matter how honorable and noble the
desired outcome, vou cannot force, coerce
or extort a democralic process any more
than you can “manage” the inexorable force
of natural supply and demand economics.
Healthcare, being of a very personal,
individual nature, has a tendency to favor
an inelastic pricing madel in traditional
supply and demand economics. In other
words, pricing is not solely dependent on
{Contimed on page 358)
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the number of open heart procedures re-
quired (demand) spread over a fairly static
number of cardiac surgeons (supply). The
highly personal nature of a desired suc-
cessful outcome to this procedure has
created a sports-like atmosphere in this
field (as well as certain others), wherein the
“superstar” surgeons are “drafted” with
promises of signing bonuses, performance
clauses, stadium improvements (operating
theatres with all the latest technological and
mechanical support mechanisms), and
other cost-sensitive drivers having no bear-
ing on traditional economy of scale pricing
formulas.

Unlike a manufacturing process de-
signed to fill a specific product demand
evolving in a free-market economy, no one
can accurately predict the demand for
coronary bypass, nephrectomy, mastec-
tomy or cervical cancer procedures in a
given year. At the end of the day—still 24
hours by any reasonable calculation—a
single surgeon, or team of surgeons, can
only perform so many procedures regard-
less of the venue and support systems
installed. The biggest wild-card variable of
allin healthcare, at least in the absence of a
totalitarian-imposed queuing/ rationing
system, is what a given individual is willing
and able to pay for access to a desired
outcome.

As Managed Care Editor John A. Marcille
says in his September editor’s memo, “Let's
face it: Nearly everyone who reads this
publication is benefiting from healthcare
inflation. Man or provider, more income is
welcome. Cost control is being driven by
employers (under the guise of being driven
by consumers) and plans are starting to
respond with new programs...Some health
plans see this situation as a golden oppor-
tunity...". That opportunity, so far, seems
to have manifested itself as the desire to
assuage the investment banking fratern-
ity's wish to see health plan pricing models
firm up.

Marcille recognizes the opportunity, but
asks, “...is our inaction so pervasive that
we cannot respond with the kind of controls
that will bring healthcare inflation into
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balance with the rest of the economy? Will
workers stand for rationing? Will employ-
ers resist unhappy workers’ demands? Can
insurers come up with anything truly new,
acceptable and effective?” He goes on to
quote a beltway research group called The
Centers for Studying Health Systems
Change (CSHSC) and another organiza-
tion, the Commonwealth Fund, as sug-
gesting that consumer-directed health
plans (CDHPs) could worsen health out-
comes by reducing patients’ receipt of
“...needed preventive care and care for
chronic conditions.”

To begin with, a COHP is just a plan—an
inanimate object that can neither increase
nor reduce needed care, Care will be
increased or reduced by the appropriate
professional presented with such need for
care by some prospective patient. In a free
market economy; neither a “plan” nora " pro-
vider” can dictate “need” (read demand),
as this is the prerogative of the consumer/
patient,

Therein lies the “news” that, up to this
point, seems to have escaped the main-
stream media, In its desire to sell “news,”
the mainstream media has chosen to whip
a red herring—healthcare—into a frenzied
state. Healthcare in the United States is not
the problem—the cost of healthcare is the
problem!

The reason the cost of healthcare is a
problem is that cost and care have too much
insulation between them, so much insula-
tion from third party pay mechanisms that
cost and care bear no direct relationship to
each other. What other product, service or
commodity has anywhere near the amount
of insulation between its use and its cost as
healthcare? Whenever you find inelastic
pricing models, you can expect to find
inordinately extended distribution chan-
nels (insulation) between source and use of
goods and [or services. Then you are pay-
ing for “distribution process,” not goods
and services.

That is exactly the reason why CDHPs
should find a ready market in spite of what
the president of the Commonwealth Fund
cites as a “...fundamental flaw in their cur-



which will attract “...heal-
thier and higher-income individuals,” sug-
gesting that not only is it bad to be healthy
and to have money, but that such indi-
viduals must be stupid to buy a plan that
does not “...contain strategies that promote
high-quality care...”. | would suggest that
those people are healthy and have money
for the very reason that they do not make
stupid decisions.

With the exception of those unexpected
shock losses attributable to accidents,
cancers and certain premature births, much
of healtheare cost overruns can be attribe-
uted Lo manageable lifestyle choices such
as overealing, alcohol and drug abuse,
unprotected sexual practices, ete. In a
culture where 80 percent of healthcare
expenditures can be attributed to 20 percent
of the healthcare consurming public, itisill-
advised to pay $1,000 to $2,000 a month for
a product or service for which you might
get $200 to $500 a month worth of use.

According to the CSHSC report, “...70
percent of covered employvees had health-
care costs of less than 1,000 a year...”. This
statistic is consistent with historical utiliza-
tion data which is, in turn, supporied by
tax return data including the level of item-
ized deductions for healtheare expenses in
excess of 7.5 percent of adjusted gross
income, In other words, for an individual
making the real median houschold income
level of $43,318%, household health expendi-
tures would need to be equal to or greater
than $3,248.85 (7.5% x $43,318) in order to
qualify as an itemized deduction. This is
maore than three times the level of health-
care costs as reported by the 70 percent of
employees studied above, Even a poverty-
level family of four would need more than
$1,300 in medical expenses in order Lo
ilemize,

To use what has morphed into a worn-
out cliché, you no more need a health in-
surance plan to cover your annual physical
exam cost than you need automobile in-
surance o cover a regular lube, oil and filter
change, or homeowners coverage o re-
imburse the lawn service! Major medical
coverage is inlended to protect against

rent design...”

unexpected, catastrophic shock losses! Not
low cost, anticipated, budgeted items.

This is exactly what the health savings
account language of the MMA'03 is in-
tended to address ina very logical, unemo-
tional fashion, At the risk of appearing
“anecdotal” in support of this legislation,
consider the following real-life small busi-
NEess scenario:

» The average annual cost of an em-
ployee/family $500 deductible major
medical benefits plan was $13,800 before
MMAS,

* The average annual benefit reim-
bursement after three family members out
of four max out a $500 individual deducti-
ble amount ($1,500) on $3,000 worth of
medical expenses ($1,000 pach) at 80 percent
reimbursement (51,500 x 807 = §1,200).

With a high deductible healthcare plan,
the emplover can lower his fixed annual
premium expense from $13,800 to $3,000,
fully fund the employee’s maximum family
HSA at $5,000, and still realize a healthcare
expense savings of nearly $6,000. Then,
assuming the family experiences its average
healthcare expenses of $3,000, it uses &3,000
of 11s $5,000 HSA fund and has $2,000 lett
over Lo start the next vear. After five years
of this scenario, the employer has saved
%30,000 and the employee has an HSA with
$10,000 in it, at which time he raises his
deductible to 510,000, further lowering his
employer’s cost of coverage. Both the
premium expense savings and the net
buildup in the HSA can add to the em-
1_1|u}.'cr':-i future retirement fund.

So, whal is wrong with this picture?
Wihase ox is being gored by s provess? Ask
the investment bankers, insurers, HMOs
and insurance brokers. That historical
paradigm cash cow, premium cash flow
and sales commissions, so methodically
.;Iv]_tg_-rn.ldl':]u for the last 40 years, is taking a
shift in direction, The money is still there;
it has not been destroyed, !Im-.uu-t, il is
now with its rightful owner 'u'hu now has
affordable healthcare coverage. %
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