
The Promise of
Consumer-Driven

Health Care

How Putting Consumers in Charge of their Health
Will Improve Wellness � and Reduce Excessive Costs

April 2006

An Ethan Allen Institute Report





An Ethan Allen Institute Report

Ethan Allen Institute
4836 Kirby Mountain Road  �  Concord, VT 05824

Phone: 802-695-1448  �  Fax: 802-695-1436

E-mail: eai@ethanallen.org

Web page: http://www.ethanallen.org

The Promise of Consumer Driven Health Care

How Putting Consumers in Charge of their Health
Will Improve Wellness � and Reduce Excessive Costs

Contents

Understanding Consumer Driven Health Care  . . . . . . . . . . . . . . . . . . . . . . . . . 2
Understanding the Health Consumer�s Savings 

Options: HSAs, HRAs, and FSAs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4
The Consumer Driven Health Care Record To Date  . . . . . . . . . . . . . . . . . . . . . 6
Ten Tools for Achieving Consumer Driven Health Care  . . . . . . . . . . . . . . . . . . 7
Case Studies in Consumer Driven Health Care . . . . . . . . . . . . . . . . . . . . . . . . . 9

Mendocino County School District . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9
T. Rowe Price . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10
ConnectiCare  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10
Mercury Office Supply . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11
Medtronic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11
Forbes Inc.  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12
American Financial Group  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13
Textron . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14
Whole Foods Market Inc.  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15
Logan Aluminum  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16
Rutland Pharmacy  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16
Southwestern Vermont Medical Center  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16

Vermont CDHC Initiatives  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17
Conclusion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18
Endnotes and References  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19-20

The case studies in this report (other than Mendocino, Logan Aluminum, Rutland Pharmacy and
Southwestern Vermont Medical Center) are based on research by David Hogberg of Consumer Choices in
Health Care, a leading nonprofit health policy research organization based in Maryland.

The Ethan Allen Institute, founded in 1993, is Vermont�s independent, nonpartisan free-market public policy
research and education organization.



Understanding Consumer Driven Health Care

From the dawn of humanity people have gotten sick or suffered injuries. Their first response
was bed rest and folk remedies. Then they sought assistance from the shaman and chirurgeon.
Gradually there arose a respected, research-based profession called medicine, complete with cer-
tification, licensing, specialization, institutions, and discipline. This system was well established
by the time of the First World War.

People who got sick or suffered injuries consulted medical professionals for advice and treat-
ment. Some of the treatment was provided as charity. Most of it was paid for by the consumer �
in cash if available, in services, hams and chickens if not.

Such treatment was episodic � it occurred only when someone�s health broke down and
caused a problem. There was little in the way of preventive care beyond the occasional physical
exam and vaccination. Most people understood that reckless driving, heavy smoking, and exces-
sive alcohol consumption led to health problems. They were not so clear about the importance of
physical activity, diet, nutrition, vitamins, and mental health factors in maintaining wellness.
They went on about their lives, and when a medical problem appeared, they went to the licensed
medical professional for treatment. For this treatment they received a bill. There was no third
party to step in and pay.

People have long understood that fire, flood and earthquake could destroy their most impor-
tant investment, their home. They also understood that their unexpected death could leave their
dependents in desperate economic straits. With the coming of the automobile age, they quickly
understood that auto accidents could expose them not only to injury and the loss of their vehicle,
but to large damage judgments if they were at fault for injuries and property damage to others.

But such unlikely or unexpected events could be insured against. By paying modest and reg-
ular premiums to an insurer, calculated to reflect the statistical risk of claims, that insurer would
step in and settle losses and claims of calamities occurred, or pay a large death benefit to the sur-
vivors. Insurance coverage cost money, but it brought protection, security, certainty, and peace of
mind.

So people became consumers in the insurance market, just as they were in the food, housing
and vehicle markets. Typically aided by an independent agent, they shopped among many insur-
ers for the most suitable coverage and the most dependable service at an acceptable price. But
though unfortunate health outcomes could be insured against, a comparable commercial health
insurance market did not develop in this country.

Government health insurance flowered in Great Britain and Germany in the late 19th Cen-
tury. Despite a major push for compulsory government insurance in the 1910s, Americans re-
jected the idea as destructive of America�s values and self-help traditions. Instead, Americans
sought to insure themselves through non-commercial programs created by fraternal, religious,
and charitable societies. Members of the group paid a small premium, entitling them to treatment
through contracted physicians and hospitals.

The commercial insurance industry sensed that there might be a large market for health in-
surance. Aided by federal tax rulings authorizing employers to deduct the cost of premiums, com-
mercial group health insurance made rapid advances in the 1920s. In the 1930s hospitals entered
the competition, creating nonprofit Blue Cross plans for hospital services. Both types of vendors
sought to sell policies wherever possible to employers, acting paternally on behalf of their em-
ployees as a group.
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Ill-advised wage controls during World War II gave employers a major incentive to offer
compensation in the form of tax-advantaged insurance benefits in place of government-capped
and taxable salaries and wages. This practice made employment based coverage America�s dom-
inant form. Fraternal and mutual benefit plans diminished in importance and eventually all but
disappeared.

By the 1980s, driven by labor union pressure, major private and public sector employers typ-
ically offered low- or even zero-deductible health insurance policies covering a wide range of
benefits, with all but a small portion of the premiums paid by the employer. The employer se-
lected the policy, agreed to the benefits, defined the deductibles and co-payments, and paid the
premiums. The ultimate consumer, the patient, had very little to say about it.

Indeed, the consumer had little or no access to information about health care options, pric-
ing and quality measures. Until recently hardly anyone had such access. For obvious reasons,
physicians and hospitals were highly averse to publishing data on treatments gone wrong, mor-
tality and infection rates. As noted physician Howard Dean MD once observed, �there is no such
thing as an informed consumer of health care.�

Until recently, a majority of working Americans might have health insurance, but unlike pur-
chasers of life, property and auto insurance, they had little influence, few choices, and zero re-
sponsibility for what a fourth party � the employer - bought on their behalf.

From the first party consumer�s standpoint, if anything went wrong, a third party hired by the
fourth party paid a second party to fix it. There were no direct and visible cost consequences for
the person receiving the treatment or service. The third party insurers paid the second party
providers to deal with the first party�s medical problems, and the fourth party employer selected
the coverage and paid most of the premiums. The system did not put much emphasis on helping
the first party maintain wellness. And of course, since the fourth party paid the bill, there was al-
ways an incentive for highly insured patients to overutilize services whenever they felt below par.

With the advent of Consumer Driven Health Care (CDHC), where much of the decision mak-
ing and some of the payment responsibility is restored to the first party, all this is rapidly chang-
ing.

Consumer Driven Health Care is based on empowering health care consumers with in-
formation, control, incentives, and choice.

Health care consumers are rapidly becoming much better informed and effective purchasers
of health care insurance and services. They are increasingly looking for health insurance that
meets their own needs � not needs collectively determined for them by their employers or a gov-
ernment bureau.

Consumer driven health care rewards innovative insurers and providers for creating the
higher quality, lower-cost services consumers want and deserve. In a consumer driven system,
government provides useful consumer information, protection against fraud and incompetence,
and financial assistance for the needy. It does not allocate resources, unduly restrict choices, force
people into insurance pools, control prices, or micromanage care.

The key outcome of CDHC plans (CDHPs) is behavioral change. People behave differently
when they have information, control, incentives, and choice � and when there is at least some first
party responsibility for paying for benefits received.
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Given reliable information about wellness, treatments, providers and outcomes;

Given trusted advice and counsel by knowledgeable professionals;

Given choices among providers, products, and services; and

Given incentives to better manage their health and financial decisions,

the great majority of American families can and will make intelligent choices, achieve better
health outcomes, and rein in excessive costs caused by third party involvement, ill-informed
choices, and provider inefficiency.

Understanding the Consumer�s Options: FSAs, HRAs, and HSAs
Key to the rise of Consumer Driven Health Care are three tax mechanisms. Though different

in their particulars, all three allow money to be channeled into tax-favored health spending ac-
counts controlled by the individual consumer.1

Flexible Spending Account (FSA)

FSAs originated in 1978 and are now held by some 20 million employees. The FSA is es-
tablished by a company �section 125� or �cafeteria� benefit plan, which may include other ben-
efits besides health spending. Employers contribute some amount into the plan; employees
choose to reduce their monthly salaries by a designated amount each year, and have the employer
put the difference into their FSA. The employer and employee contributions both reduce liability
for income tax and payroll tax.

The employee can spend the FSA balance on any IRS-qualified medical expense2, including
preventive care, but not on insurance premiums. However if the FSA contributions are not fully
spent by March 15 of the following year, the unspent balance in the account reverts to the em-
ployer. If an employee leaves or dies, the FSA balance also reverts to the employer.

Though available since 1978, the growth of FSAs has been generally limited to large com-
panies with expert employee benefit staff to manage the complicated IRS requirements. The com-
plexity, the �use it or lose it� rule, the ownership by the employer, and the lack of portability have
been viewed as disadvantages.

Health Reimbursement Arrangement (HRA)

HRAs effectively originated in 2002 when the IRS issued a ruling clarifying their tax status.
As of January 2005, employees benefited from some 2.6 million HRA accounts.

The HRA is established by a company plan. Only employers can contribute, the contributions
are tax deductible, and all account balances are owned by the company. Employees can use their
accounts to pay for all IRS-qualified health expenses, and also health insurance and long term
care insurance premiums (if allowed by the company plan). Employee spending from an HRA is
tax free.

The creating company has wide latitude to specify contributions, uses and terms of an HRA.
The HRA is the employer�s property. If the employee retires or leaves, HRA balances, with the
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company plan�s consent, can be applied to the former employee�s COBRA premiums. Unlike an
individually-owned HSA, the employer-owned HRA can not be taken to the employee�s next job
or retirement (unless the employer agrees to such a provision.)

Health Savings Account (HSA)

The predecessor to the HSA was the �Archer MSA� created in 1996 and closed in 2006. Be-
cause of that legislation�s complex and restrictive rules, fewer than 100,000 persons created
MSAs in their ten-year existence.

The HSA was authorized by the 2003 Medicare Modernization Act, and became available in
January 2004. As of January 2006 over 3 million persons owned HSAs, and the number was ris-
ing rapidly.

The HSA must be coupled to a High Deductible Health Plan (minimum deductible of $1,000
for an individual, $2,000 for a family). Anyone with such a plan, whether company-purchased or
individually purchased, can create an HSA. The HSA is typically held at a bank or credit union
and accessed by check or debit card.

Employers, employees, the self employed, and even family members or unrelated persons
can make contributions into a qualified person�s HSA. The total contributions per year can not
exceed the deductible on the qualified high deductible insurance plan (to a maximum of $2,650
for an individual, $5,250 for families).

The HSA carries a triple tax benefit. Contributions are tax deductible by whomever made,
the buildup of value of account balances is not taxable, and disbursements for health expenses are
not taxable. Withdrawals for other than qualified health expenses are treated as ordinary income,
and also incur a ten percent penalty.

Unlike the HSA and FSA, the HSA belongs to the individual. An employer can not recover
contributions, the account is portable, and in case of the owner�s death the balance is inheritable.

HSA balances can be used for a wide range of IRS-qualified medical expenses, plus COBRA
premiums and long term care insurance premiums. They may not be used to pay for the high de-
ductible health plan premiums.

All of the models described here reflect the principles of Consumer Driven Health Care.
Each account holder has the responsibility for making informed choices for spending his or her
own health care money, among a range of providers competing for his or her business. A large
fraction of consumers will now seek value when spending their own funds. This will include
spending wisely on preventive care, so as to obviate more serious and costly health expenditures
later on.

The main value of Consumer Driven Health Care is that it changes behavior. With CDHC,
in a great many health situations people will spend their own money, instead of somebody else�s
money. Not all people will exhibit this behavioral change, especially at the beginning. Accident
victims arriving at the emergency room will not make cost-effective choices. Older people will
retain the third party payment viewpoint that they have known all their lives. People on Medicare
will have only limited opportunity to gain any benefits, since such people may not create HSAs.

But as younger people see the advantages of consumer choice and control, and respond to
the incentives of tax-favored health spending accounts to manage their health, America�s health
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care sector will see dramatic and positive changes. Providers, facing sharply increased consumer
knowledge, will respond by improving safety, efficiency, service, and patient outcomes at com-
petitive prices. These benefits will flow from restoring personal responsibility and increasing re-
liance on consumer driven market forces.

The Consumer Driven Health Care Record to Date

A wide array of research shows that CDHPs have strong appeal to those with lower incomes.
A survey conducted by eHealthInsurance of insurance products purchased in the first half of 2005
found that 40 percent of HSA purchasers made less than $50,000.3

A survey by America�s Health Insurance Plans yielded a similar result, with 37 percent of
HSA policyholders having incomes less than $50,000.4

Destiny Health found that among those who had CDHPs for eighteen or more months, 70
percent had income under $50,000.5

Research also shows that these plans are attractive to those without insurance. An analysis
by Assurant Health found that 40 percent of HSA plan purchasers did not indicate having health
insurance coverage prior to purchasing the HSA plan.6 Meanwhile, the America�s Health Insur-
ance Plans survey found 27 percent of HSA policies purchased in the small group market were
purchased by employers who did not previously offer health insurance.7 The reason these plans
are attractive to people who are not wealthy is not hard to discern. Since CDHC plans have lower
monthly premiums, people with modest-to-low incomes are more easily able to afford them.

The research also strongly suggests that CDHPs are just as attractive to older people (who
more likely to get sick) as they are to younger, healthier people. The same eHealthInsurance sur-
vey found that 45 percent of HSA purchasers were over forty and almost one-fifth were over 55.8

The America�s Health Insurance Plans survey showed that nearly half of those who have
HSA plans were over age 40.9

Assurant Health, a major insurer of individuals and small groups, found in an analysis of its
data on health insurance purchases that 57 percent of those buying HSA plans were over 40.10 A
recent survey by the Blue Cross/Blue Shield Association yielded similar results.11

The Blue Cross/Blue Shield Association surveyed its customers who had HSAs, HRAs, and
non-CDHC plans. Thirty-two percent of those with HSAs and 22 percent with HRAs were age
45-55, while 22 percent with a non-CDHC plan were in the same age range. Those over 55 still
show a stronger preference for non-CDHC plans (24 percent); yet the fact that fifteen percent of
those with HSAs and nine percent of those with HRAs were over 55 suggests that they have con-
siderable appeal to older customers.

The BC/BS survey also showed no real difference among those in fair or poor health. Eleven
percent of those with HSAs, twelve percent of those with HRAs, and twelve percent of those with
non-CDHC plans reported having either fair or poor health.12

In January 2006 the Cigna Choice Fund reported the findings of its study of 42,200 first-time
users of consumer driven health plans. The study found that these consumers generated an eight
percent reduction in medical costs and made positive changes in health behavior, such as in-
creasing their use of medications to treat chronic health conditions.
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Ten Tools for Achieving Consumer Driven Health Care
American health care is moving rapidly toward consumer driven models built upon consumer-friendly in-

formation, choice, and two party relationships, backed by insurance coverage to protect against large and un-
predictable medical events.

Every family has long used this consumer-driven model to select food, clothing, housing, cars, and vaca-
tions. It seeks to minimize third-party intervention, where an insurer, employer, provider, or the government de-
cides what is medically necessary and what it will pay for. Its goal is to insofar as possible give patients control
over information and resources, so they can ration their own purchases in light of their own values and priori-
ties. Here are ten tools currently developing to bring consumer-driven health care into being.

1. Health Savings Accounts. Authorized for 2004, HSAs are individually owned (and thus portable) ac-
counts funded with tax-deductible contributions from the individual, the employer, or both. The HSA is coupled
with a high-deductible major medical insurance plan. The account owner uses the HSA to pay for health care ex-
penses up to the deductible amount, where the insurance takes over. Unused funds stay in the accounts and build
interest over time. (HSAs replace the MSAs authorized as a demonstration program in 1996).

2. Flexible Spending Accounts. FSA �cafeteria plans� can be established only by employers. Employees
may assign part of their salaries into an account to pay for health care expenses. The accounts have a use-it-or-
lose it provision that requires unspent funds to be forfeited to the employer at the end of the year.

3. Health Reimbursement Arrangements (HRAs). First authorized in 2002, HRAs allow employers to
fund employer-owned accounts from which employees can reimburse themselves for a wide range of health care
expenses. HRAs may be used with any kind of insurance plan, and may be for any amount of money. Unlike
FSAs, they may rollover and build-up over time.

4. Indemnity Coverage. Indemnity insurance, long common in property insurance, is a �two-party� con-
tract in which an �insured� pays a premium for protection against future medical costs. The insured pays the
health care provider, and is reimbursed by the insurer.

5.Defined Contribution. �Defined contribution� means that the employer provides a fixed payment dedi-
cated to employee health insurance benefits. Employees use that contribution to select from a variety of benefit
plans, often supplemented with their own funds.

6. Opt-Out Provisions. These provisions in health care plans allow workers to use their employer�s de-
fined contribution to supplement a spouse�s coverage, or for both earners to pool their funds to purchase cover-
age for the whole family.

7. Direct Pay. A growing number of physicians, either independently or as part of networks, are offering
offer their care for cash (credit card) payment, at substantial discounts made possible by their dramatically re-
duced costs of dealing with third party payors (especially Medicare and Medicaid)

8. Independent Medical Centers. Some health care providers- often offshore � are starting to offer fixed
prices for defined services. This is especially suitable for �focused factories�, facilities that specialize in one or
a few treatments or procedures such as cosmetic surgery, heart bypass surgery, and hernia repair, achieving high
volume, high quality and high efficiency.

9. Expanding Insurance Markets. Insurance markets have traditionally been rigidly separated by regula-
tory jurisdictions. By requiring expensive mandates (community rating, guaranteed issue, mental health party,
pregnancy coverage, etc.), state regulatory regimes deny consumers the opportunity to find the kind of insurance
coverage that best meets their needs and resources. National �association plans� (not yet authorized by Congress)
will allow association members to buy appropriate coverage not available in their own state.

10. Information Technology. Few of these changes could happen without the remarkable power of the CD
and the Internet, which now allow consumers to identify their resources and match them up with preferred cov-
erage or services.

�Health care is about people. The best way for people to express their needs, values and desires is through
a market-based system that gives them the power to spend resources in keeping with those values.� � Greg Scan-
dlen, Director of the Center for Consumer Directed Health Care at the Galen Institute in Alexandria, VA.

This brief is based on a paper of the same title published by Greg Scandlen in 2003. It appeared in the Ethan
Allen Institute report Health Care in Vermont: A New Prescription (2004).
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Cigna VP Michael Showalter said �this early data suggests that the change in health care de-
cisions making encouraged by a consumer driven plan doesn�t end once a consumer satisfied the
deductible or reaches the out of pocket maximum. It also signals that health advocacy programs
like health coaching, along with access to information tools and consumer advisors, are essential
components of a consumer driven health plan.� He noted that the goal of these programs is to help
members improve their health, which in turn controls costs.13

Definity Health released a study in Fall 2005 that found that persons in CDHPs took far more
interest in their personal health care decisions. Some 70 percent of re-enrollees report being more
actively involved in health and lifestyle decisions, compared to 60 percent of new enrollees. Con-
sumers enrolled in a plan that incorporates personalized health messaging services and coaching
to support decision making reported that �the plan helps me get the care I need� and �helps me
save money on health care� at a rate significantly higher than those in a model without those ser-
vices.

Definity also found that the use of preventive services was higher among CDHP participants
on a risk-adjusted basis, and that chronically ill patients reduced their emergency room visits.14

John Torinus is CEO of Serigraph Corporation in Wisconsin. In July 2005 he found that 18
months into his company�s Humana CDHP, medical costs were down one percent over 18
months, and were flat for the trailing twelve months. �We make wellness and prevention virtu-
ally free, and we encourage early and frequent doctor visits by making the co-pay only $20. Our
cost per employee for the fiscal year ending June 30, 2005 was $7,437, about $1,000 under the
national average.�15

In March 2005 McKinsey & Co. surveyed 2,500 consumers, 1,000 of whom had been en-
rolled in a CDHP for at least one year. The researchers found that the CDHP enrollees were more
likely to engage in health-conscious and money-saving behavior, such as researching treatment
options and choosing a less extensive, less costly course of treatment. They continued to seek pre-
ventive care at a higher rate than did consumers in traditional plans and were more interested in
company sponsored wellness programs. For CDHP members with more than $5,000 in annual
medical costs, the findings were even more pronounced.

Significantly, the McKinsey researchers found that chronically ill respondents in CDHPs
were three times more likely than traditional-plan members to engage in health-conscious and
money-saving behavior. They also adhered more strictly to treatment regimens for chronic con-
ditions than their traditional-plan counterparts.16

In early 2005 the Segal Company surveyed 27 large employers with CDHPs covering
110,000 employees. Half of the respondents said that their CDHPs reduced overall medical
spending trends, and only 8 percent said they had increased those trends. Medical costs and
claims dropped at 46 percent of the companies, and rose at 21 percent. Hospital costs and claims
dropped at 33 percent of the companies, and rose at 25 percent. Prescription drug costs dropped
at 54 percent, and increased at 17 percent.17

EHealthInsurance, the largest on line insurance broker in the U.S., representing more than
140 major health insurance companies, surveyed customers who chose among the 6,500 products
offered in the first half of 2005. It found that premiums for HSA-eligible insurance dropped 15
percent between 2004 and the first half of 2005. Nearly two thirds of the HSA purchasers paid
$100 a month or less for their plans. More than 40 percent of HSA-eligible plan purchasers earned
less than $50,000 a year, and 55 percent were under age 40.18
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Aetna released a study in June 2005 of its experience offering HRAs. It found that medical
costs increased by 4 percent and 6 percent over the first two years, well below the average of tra-
ditional plans. Half of all employees had HRA funds left over at the end of the year. Plan partic-
ipants were more likely to visit ambulatory care facilities and specialists than their colleagues in
traditional plans. Companies with 70 percent HRA participation showed a 13.4 percent decrease
in medical costs; plans with less than 5 percent participation showed a 9.9 percent increase.19

Since CDHPs are relatively new, much more study needs to be done to obtain definitive an-
swers to the policy questions they present. Initial findings, however, are almost uniformly posi-
tive. This is true for spending trends, patient behavioral change, patient outcomes, and patient sat-
isfaction.

CHDPs have attracted a torrent of criticism and abuse from labor and socialist organizations
and their supporters in Congress and state legislatures. These groups support universal tax-sup-
ported national health insurance. As a way station toward that goal, they favor having the gov-
ernment require all employers to fund generous health care benefits for their employees, deliv-
ered through government controlled alliances. These groups naturally see the rise of
consumer-owned, Consumer Directed Health Plans as a large and irreversible step away from
their goal of an all-embracing single-payer collective health care system.

These critics are right. The growth, success, and consumer approval of CDHC will make it
much more difficult for collectivist health care proposals to win political support.

Case Studies in Consumer Driven Health Care

Mendocino School District

Perhaps the earliest example of a CDHP was that developed by two officials at the Mendo-
cino County (CA) public schools in 1978.

Like all employers, the district was feeling the pinch of rising health insurance costs. So it
hit upon a new plan. The district bought its employees a health insurance policy with a $500 de-
ductible. Then it deposited $500 a year in each employee�s health savings account at the local
credit union. (Using the medical care price inflation index, $500 in 1978 is equivalent to around
$2,250 in 2006.)

With the accounts, employees paid for health care costs below the policy deductible. The dis-
trict administrators soon reported that the employees became much more careful shoppers, and
much more thoughtful about their health choices. Of the district�s 200 employees, 109 spent less
than $200 of their $500 accounts, and only 38 spent all of their balances. Employees didn�t skimp
when they had a real problem, but they didn�t rush to the emergency room when they had a minor
problem, either.

The school district reported that it saved $40,000 to $50,000 in premium costs in the first
three years, and the insurance company held the premiums steady even as other firms saw dou-
ble digit increases.

Spokesperson Claudia Lynn of the county education office said �everybody saves, including
the doctors, who are paid faster�, because of the elimination of the health insurance company in
relatively minor cases. She added that for the employees, the program is �an incentive to remain
healthy.�20
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T. Rowe Price

T. Rowe Price is a financial services company with 4,100 employees. It purchases its CDHP
through Definity Health. The employee premium represents 20 percent of the total premium cost.
The premium that the employee pays is as follows:

The plan is coupled with an HRA that covers a portion of the deductible; the other portion of
the deductible the employee must pay for out of his own pocket. There is first-dollar coverage for
preventive care.

Once the deductible is reached, the patient pays for 10 percent of any cost exceeding the de-
ductible, with the insurance company picking up the remainder, as long as it is �in network� (a
group of doctors, hospitals, and other providers approved by the insurance company.) The patient
must pay for 30 percent of any cost exceeding the deductible for out of network providers.

Randall Singer, T. Rowe Price�s Vice President of Corporate Benefits, says that so far the ex-
perience for employees with the CDHP seems positive. �People usually call me when they have
a problem with a plan,� he states. �So far, no calls.�

The CDHP costs up to 35 percent less than T. Rowe Price�s traditional plans. Singer reports
that while prices for the other plans went up for next year by about 50 percent, the price for the
CDHP stayed flat.

However, enrollment in the CDHP has also remained flat, at about 8 percent of employees.
Singer offers two explanations why more employees not made the CDHP choice, with costs ris-
ing for the other plans: �Our employees� preferences may be somewhat inelastic. They seem will-
ing to pay the increased cost to stay with the traditional plan.�

His other explanation offers lessons for employers contemplating a CDHP. �The plan is
somewhat complicated,� Singer says, �and employees may shy away from it because of the time
it takes to understand it.� The reason seems to be the rather complex payment structure. An em-
ployee enrolled in the CDHP first pays for no medical costs; the HRA does. Then he pays for all
of the medical costs until the full deductible is met. After that, he may pay 10 percent or 30 per-
cent of the cost, depending on whether he stays �in network.� The lesson appears to be that com-
plexity can hinder employees� willingness to switch to a CDHP.

For the time being, T. Rowe Price has no plans to change any of its health insurance offer-
ings. Right now, the CDHP plan is only two years old, and the company will need more data on
the CDHP before it decides what changes to make.

ConnectiCare

ConnectiCare is an insurance company with just over 500 employees. It offers employees a
choice of four different health-care plans. One option is its CDHP with a high deductible policy

Employee
Monthly Out of Pocket

Type of Plan Deductible Premium Cost HRA Limit
Individual . . . . . . . . . . . . . . . . . . .$1,500  . . . . . . . . . . .$51  . . . . . . . . .$1,000  . . . . . . . . . .$500
Couple . . . . . . . . . . . . . . . . . . . . .$2,250  . . . . . . . . . .$107  . . . . . . . . .$1,500  . . . . . . . . . .$750
Plus Child  . . . . . . . . . . . . . . . . . .$2,250  . . . . . . . . . . .$97  . . . . . . . . .$1,500  . . . . . . . . . .$750
Family  . . . . . . . . . . . . . . . . . . . . .$3,000  . . . . . . . . . .$153  . . . . . . . . .$2,000  . . . . . . . . .$1,000
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and an HSA. ConnectiCare pays for ninety percent of the monthly premium. Once the deductible
is reached, the policy covers 100 percent of covered services, including hospitalization and out-
patient care.

ConnectiCare first offered its CDHP in 2005. Sixty employees out of an eligible 480 signed
up. Bill Walton, Director of Compensation and Benefits for ConnectiCare, says that the CDHP is
the least expensive. �The company�s share of the premium along with the HSA contribution is
less that the company�s premium share for the other plans,� he says.

Nevertheless, employees seem very satisfied with the CDHP. �We�ve heard nothing negative
about it,� says Walton. Indeed, Walton relays the story of one patient who knew that he faced hos-
pitalization costs and switched to the CDHP in 2005. �His wife was pregnant. He did the math,
and realized that he�d come out ahead of the game by switching to the CDHP from a more tradi-
tional plan.�

For 2007, ConnectiCare plans to scale back the number of plans it offers from four to three,
with the hope of directing more employees into the CDHP.

Mercury Office Supply

Mercury Office Supply is a small business in St. Paul, Minnesota that employs thirteen peo-
ple. It was the first company to sign up for the group HSA plan offered by Prime Health Care.
The plan has high deductibles. Mercury Office Supply contributes half the cost of the deductible
to an employee�s HSA, as shown below:

The new plan has saved Mercury a large amount in premium costs. Under the old plan, pre-
mium costs were set to rise to $36,000 annually. Under the HSA plan, premiums cost Mercury
only $24,000. Mercury uses much of what it saves in premium costs to help fund employees�
HSAs.

Medtronic

Medtronic is a medical technology company with about 25,000 employees in the United
States. It has offered a CDHP with an HRA for the past six years. Medtronic self-insures with
Definity Health as the administrator. About one quarter of its employees have chosen this option.

Medtronic pays for about 87 percent of the premium costs. The company puts in the HRA
$1,000 for an individual, $1,500 for a spouse (employee +1), and $2,000 for a family. The em-
ployee also has a choice of deductibles, with a higher deductible resulting in a lower premium:

Employer HSA
Type of Plan Deductible Contribution
Individual  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,400  . . . . . . . . . . . . . . . . . . . . . $1,200
Family  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $5,000  . . . . . . . . . . . . . . . . . . . . . $2,500

Employee Monthly Employer HRA
Type of Plan Deductible Premium Cost Contribution (Annual)
Individual . . . . . . . . . . . . . . . . . . . . .$1,500  . . . . . . . . . . . . . . .$22.53 . . . . . . . . . . . . . . . . .$780
Employee +1  . . . . . . . . . . . . . . . . .$3,000  . . . . . . . . . . . . . . .$49.12  . . . . . . . . . . . . . . .$1,560
Family  . . . . . . . . . . . . . . . . . . . . . . .$3,000  . . . . . . . . . . . . . . .$60.84  . . . . . . . . . . . . . . .$1,560
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After the deductible is met, the plan pays for 90 percent of expense in-network and 80 per-
cent out-of-network. It also covers 100 percent of preventive care expenditures.

Roger Chizek, director of U.S. benefits for Medtronic, states that premiums in the CDHP
�are about 12-15 percent below those of the traditional plans, depending on the deductible.� The
CDHP has also induced behavioral changes that yield cost savings, such as increased utilization
of a nurse-help line instead of emergency room visits and a preference for generic drugs over
name brands.

Employee satisfaction with the plan is high. �Employees enjoy the freedom to obtain health
care where they want under this plan,� says Chizek. �They also seem to enjoy being able to ob-
tain information on the total cost of health care.� He notes that there is a substantial amount of
employee traffic on the portion of the Definity website that contains health care information.

The Medtronic experience also �blows the adverse selection theory out of the water,� states
Chizek. The average age of employees in the CDHP is 41. �We�ve seen the same type of cata-
strophic illness among employees in this plan as in other plans,� he says.

Forbes, Inc.

Since 1991 Forbes, Inc., the New York business and financial magazine, has offered its em-
ployees a CDHP. At its inception, the plan offered employees a cash bonus equal to twice the dif-
ference between their health insurance claims and $500. For zero claims, the bonus was $1,000.
Publisher Steve Forbes reported that �suddenly, every employee became cost conscious. On
major medical and dental expenses, claims went down 30 percent. These savings financed the
bonuses and our total health care costs went up zero percent in 1992. This was because we let a
few hundred individuals make their own health care decisions.�

In its current version, Forbes offers a high-deductible plan with the option of an HSA or an
HRA, to which the company contributes $2,500. After the employee meets the deductible, the
plan pays 80 percent of health care costs. Once the employee�s expenses reach $2,000 above the
deductible, the plan pays 100 percent of the cost. Forbes uses United Healthcare as its adminis-
trator and provides a network of health-care providers for employees to use.

Employees pay income-adjusted premiums. Below is the proposed premium structure for
2006:

The next table shows the income-adjusted deductibles for single and family policies in 2006:

Income Single Family
Less than $25,000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $13  . . . . . . . . . . . . . . . . . . . . . . . $35
$25,000-$49,999  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $26  . . . . . . . . . . . . . . . . . . . . . . . $70
$50,000-$74,999  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $39  . . . . . . . . . . . . . . . . . . . . . . $104
$75,000 and up . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $52  . . . . . . . . . . . . . . . . . . . . . . $140

Low Medium High
Type of Plan Deductible Deductible Deductible
Individual  . . . . . . . . . . . . . . . . . . . . $1,750 . . . . . . . . . . . . . . . $2,750 . . . . . . . . . . . . . . . $3,750
Employee + 1  . . . . . . . . . . . . . . . . $2,625 . . . . . . . . . . . . . . . $4,125 . . . . . . . . . . . . . . . $5,625
Family . . . . . . . . . . . . . . . . . . . . . . . $3,500 . . . . . . . . . . . . . . . $5,500 . . . . . . . . . . . . . . . $7,500



An Ethan Allen Institute Report

13

Employees are generally satisfied with the plan, and there have been some changes in be-
havior. �The number of generic drugs we use is low,� says Jennifer Tyrrell, Director of Benefits
for Forbes, �but employees do utilize our mail order program.� In the coming year, Forbes will
be increasing the employee contribution beyond the deductible to $2,500.

American Financial Group

American Financial Group is primarily a property and casualty insurance company with
5,000 employees located throughout the United States. From 2000 to 2004 American Financial
Group saw its health insurance costs double. In 2004 it undertook a major overhaul of its health
insurance plan that focused on issues such as cost management, consumer control, and account-
ability.

For 2005, American Financial Groups offered a traditional low deductible plan and two high
deductible plans, one with an HRA and the other with an HSA. The company deposited $600 into
the HRA (it did not put any funds in the HSA). The following table shows the structure of the de-
ductibles and maximum out of pocket costs for the plans:

Although the out-of-pocket costs are considerably higher for the HRA and HSA plans, the
costs are offset by lower premiums.

Employees can use any provider they wish, but in-network providers offer discounts. In 2005
47 percent of employees chose the HRA plan, 7 percent chose the HSA plan, and 46 percent chose
the low deductible plan. Payroll deductions for health care were lower for a majority of employ-
ees in 2005 when compared to 2004.

American Financial Group shows the importance of seeking employee input and educating
employees about the new plans. In early 2004, the company conducted focus groups with 10 per-
cent of its employees. Employees brought up many concerns, including risks, trade-offs with the
new plans, and adequate information on the cost of health care procedures. The �employee + 1�
(couple) policy was largely the result of the request of many of the focus groups.

After meeting with focus groups, the company designed its new health care plans, and then
informed their employees by mailing out newsletters, guidebooks, and DVDs explaining the new
plans. From late October to early November of 2004, the company held employee meetings to
answer questions. Currently, employees have access to a �plan comparison calculator� that en-
ables them to choose the best plan based on anticipated health care costs and family size. The also
have access to tools at United Health Care�s website (which administers the plans) that enable
them to estimate treatment costs and provides them with quality measures.

Traditional Low HRA Plan HSA Plan Maximum Out of Pocket
Employee Deductible Plan Deductible Deductible Traditional-HRA-HSA
Individual  . . . . . . . . . . . . .$250  . . . . . . .$1,000  . . . . . .$ 2,200 . . . . .$1,250 � $3,100 � $ 4,000
Couple  . . . . . . . . . . . . . . .$500  . . . . . . .$1,200  . . . . . .$ 3,600 . . . . .$2,250 � $5,250 � $ 8,000
Family . . . . . . . . . . . . . . . .$750  . . . . . . .$2,000  . . . . . .$10,000 . . . . .$3,250 � $8,000 � $10,000

Income Single Deductible Family Deductible
Less than $30,000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . .$2,500 . . . . . . . . . . . . . . . . . . . . . .$2,500
$30-$60,000  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .$2,500 . . . . . . . . . . . . . . . . . . . . . .$2,700
$60-$100,000  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .$2,600 . . . . . . . . . . . . . . . . . . . . . .$3,200
$100-$175,000  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .$2,800 . . . . . . . . . . . . . . . . . . . . . .$3,600
Over $175,000  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .$3,000 . . . . . . . . . . . . . . . . . . . . . .$4,400
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The American Financial Group�s experience suggests that employers can ease the transition
to CDHPs by education and involving employees in the decision-making process. This needs to
be followed up with effort to educate employees about the new plans in order to complete a
smooth transition.

Textron

Textron is a Fortune 500 company headquartered in Providence, Rhode Island. It is a multi-
industry company with about 44,000 employees worldwide. In 2003 Textron replaced its tradi-
tional insurance with a CDHP. Thirty thousand employees are in the plan, which includes both
HSAs and HRAs. Below is the deductible and the amount Textron contributes to the HRA and
HSA for each tier of the insurance plan:

The monthly premiums for employees are $60.67 for the employee plan, $112.67 for the em-
ployee + 1 plan, and $156.00 for the family plan. Once the deductible is met, insurance picks up
90 percent of the cost in-network and 70 percent out of network. The plan also covers 100 per-
cent of preventative care, although it does not count toward the deductible.

George Metzger, Vice President of Human Resources and Benefits at Textron, says that the
employees are very satisfied with the plan. �In fact, the company would have a very difficult time
taking it away, it�s so popular,� he says. He notes that employees like the fact that the plan gives
them a greater sense of control over their health care.

Costs have dropped. Emergency room visits are down, while use of generic drugs and mail
order services is up. There has also been a significant increase in quality, including a two-fold in-
crease in preventive care. �Diabetics on the plan are doing more to deal with hypertension, hav-
ing annual vision exams and regular visits to the podiatrist,� states Metzger.

Metzger also says that Textron �has made a big investment in educating employees about the
plan. We routinely poll employees about providers and services so that our employees have good
information about price and quality.� Metzger says that as the company makes improvements in
the HSA option, Textron employees will gravitate toward that portion of the plan and away from
the HRA. �The HSA is a better savings vehicle for post-retirement health care,� says Metzger.

Whole Foods Market, Inc.

Whole Foods Market, Inc. is an Austin TX-based grocery store chain with 180 locations in
the United States and the United Kingdom that employ about 32,000. Whole Foods has been in
the forefront of CDHC since 2002. In that year, Whole Foods realized that it would have to pump
$7 million into its health insurance plans just to make them solvent. Seeing a future of health in-
surance bleeding red ink, CEO John Mackey embraced the CDHC approach by adopting a high-
deductible policy coupled with an HRA.

Whole Foods pays 100 percent of the premium for its full time employees, about 87 percent
of its workforce. The employee is responsible for a $1,000 deductible in medical costs and $500
deductible for prescription drugs. Once the deductibles are reached, the employee is responsible

Type of Plan Deductible HRA Contribution HSA Contribution
Employee  . . . . . . . . . . . . . . . . . . . . $2,200 . . . . . . . . . . . . . . . $1,200  . . . . . . . . . . . . . . . . $500
Employee + 1  . . . . . . . . . . . . . . . . $3,300 . . . . . . . . . . . . . . . $1,500 . . . . . . . . . . . . . . . $1,000
Family . . . . . . . . . . . . . . . . . . . . . . . $4,400 . . . . . . . . . . . . . . . $2,000 . . . . . . . . . . . . . . . $1,000
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for co-pays up to $2,000. Thus, employees pay an out-of-pocket maximum of $3,500; after that,
Whole Foods pays 100 percent of the cost of health care.

To help pay for the deductibles and co-pays, Whole Foods puts funds in its employees� HRAs
(called Personal Wellness Accounts) depending on the length of service of the employee. New
employees receive up to $300 in their HRAs; long-term employees with about five years of ser-
vice receive $1,800. Money can be saved in the HRA and rolled over to be used in the next cal-
endar year.

Employees seem to be doing just that. In the first year Whole Foods had its CDHP, only one
in ten employees used all of the funds in his or her HRA. Indeed, employees saved over $14 mil-
lion in the HRAs to be used in the following years. The savings to Whole Foods have been sim-
ilarly striking: over 25 percent total savings on health care costs in the first year of the plan.

Mackey notes that to avoid the adverse selection problem, Whole Foods eliminated its other
health insurance plans. Mackey urges companies �not to put [the CDHP] as one option in a cafe-
teria plan, but to make it the only option. For a true insurance plan to work, you have to create a
full universe of young, old, healthy, and sick .�

Since CDHPs are often very different from the health plans employees are accustomed to,
Mackey emphasizes the importance of educating the workforce:

��since [the plan] was so radically different, there was a lot of unrest initially with our team
member base. I went on this huge tour around the company where I visited almost all of our stores
and did Q&A with team members [employees]. It was exhausting, but I learned quite a bit about
our business. I also found it was upsetting to team members. That was when we made the deci-
sion to give the same deductible for families and couples as we did for the individual, which made
a huge psychological difference for the team member base.�

In the future, Mackey expects that Whole Foods employees will vote on offering an HSA
plan for its employees, so that employees can keep the money if they leave the company.21

Logan Aluminum

Logan Aluminum is a 1,000 employee manufacturer of aluminum sheet products in Russell-
ville, Kentucky. It has historically offered its employees a health plan that had no employee con-
tribution to premiums, and no out of pocket costs except for a $15 co-pay for in-network doctor
visits. Since the mid-1990s the company has had an employee wellness program managed by an
onsite wellness director.

Logan employees are encouraged to take advantage of health care screenings, including an
annual physical exam, onsite at no charge, followed up by a health risk appraisal by an outside
provider. High-risk employees are encouraged to join an intervention program. Ninety percent of
the 250 so identified have done so. (The company does not have access to any individual�s health
history or risks.)

In 2001, after much employee education, Logan adopted a consumer driven health plan man-
aged by Aetna HealthFund. Employees still make no premium contribution, but do face exposure
through deductibles. The company contributes $200 to an employee�s HRA if the employee com-
pletes the health risk appraisal. Additional contributions bring the company�s average HRA con-
tribution to $418 (in 2003).
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The company experienced an 18.7 percent reduction in total medical costs in 2003, an im-
provement of $925,000 to the company�s bottom line. This performance compared to 13 percent
increases facing companies under other health plans in the area. Emergency room visits dropped
2.1 percent, and office visits dropped 6.1 percent; but hospital days of care increased 4.4 percent
and inpatient surgeries increased 4.2 percent. The company concludes that employees are getting
good care for serious health events.22

Rutland Pharmacy

Rutland Pharmacy, founded in 1982, operates retail pharmacies in Rutland and Springfield,
VT and West Lebanon, NH. Prior to April 2004, the company offered its then 25 employees the
Blue Cross/Blue Shield of Vermont Freedom Plan, with deductibles of $1,000 (single), $1,500
(couple), and $2,000 (family). The employees paid one third of the premiums, and the company
paid two thirds. The premiums under these plans were increasing at a rate on the order of 13 per-
cent each year.

The Pharmacy then switched over to a consumer driven BCBSVT plan through an associa-
tion plan managed by Business Resource Services of Vermont.

The new plan features higher deductibles ($2,250 and $4,500), making it compatible with
employee-owned Health Savings Accounts. Employees continue to pay one third of the now sub-
stantially lower premiums. The company annually deposits $1,500 (single), $3,000 (couple), and
$3,500 (family) in its employees� HSAs. The single employee would thus have a maximum $750
out of pocket the first year. By the end of the second year the employee could have as much as
$3,000 plus interest in his or her HSA, well above the annual deductible of $2,250.

The company saw its monthly premium payments fall from $14,000 to $7,000 in the first
year of the new plan. Even after making the generous contributions to employee HSAs, the com-
pany had saved $20,000 in health insurance costs by the end of that year. Since the first year the
company has seen premium increases of about half of what it experienced under the earlier Free-
dom Plan, and from a lower base.

Jason Smith, operations manager for the Pharmacy, says �The HSA-qualified plan has been
a great addition to our benefit package. As an employer we view the plan as a way to control the
double-digit increases we had been seeing in health insurance costs. We have not had to increase
the employee contribution for what will soon be three years. We could not have done this with
the PPO plans being offered.�

�We also view the HSA plan as a way to retain employees. We would rather give the pre-
mium cost savings to the employee than to the insurance company. This plan works for 95 per-
cent of our sixty employees, and we work with the other 5 percent.�

�As an employee it gives me the freedom to see the doctor I want, when I want. It also gives
me a new incentive to stay healthy, and to seek out lower cost medical solutions. Our company
would never think of going back to the old way.�

Southwestern Vermont Medical Center

Southwestern Vermont Medical Center is a community-oriented hospital in a health system
with a nursing home, home health agency and medical practice division in Bennington, Vermont.
It has for years offered generous health benefits to its employees, now numbering about 1000,
some 700 of whom (totaling 1500 with dependents) are expected to take part in the new program.



An Ethan Allen Institute Report

17

Conscious as an employer of rapidly rising health insurance costs, SWVMC president Har-
vey Yorke and his staff developed a new CDHP scheduled to take effect in January 2007.
SWVMC is negotiating for the terms of coverage with prospective carriers, so the deductibles and
premium costs are thus not yet known.

Under the new plan, employees will have an HRA option in the employers� Flexible Spend-
ing Account plan. Employees can contribute to the FSA plan through salary reduction, and em-
ployers can make a contribution to the HRA within the FSA plan.

The plan provides 100 percent coverage for specified preventive care appropriate to the em-
ployee�s age and sex. When diagnostic testing is required, the plan will pay 90 percent of the in-
hospital charges, 75 percent of the in-network charges (outside the hospital), and 60 percent of
out of network charges. 

The employer will pay 60 percent of the premium cost for an individual employee, but the
individual can earn an additional 20 percent premium contribution by complying with a three-tier
fitness program called WellPro. (SWVMC would like to increase this percentage, but it is limited
by federal HIPAA requirements.)

WellPro is an employer-designed incentive program to drive employee behavior toward
healthier lifestyles. Tier I is an affirmation by the employee that he or she uses seat belts, has reg-
ular dental care, and has age and sex-appropriate health screening. Tier II is not smoking. Tier III
is weight management.

SWVMC human resources director Kevin Ghidotti says that the Center believes that the new
plan will not only restrain the Center�s employee health care costs , but will also give strong en-
couragement to the Center�s employees to take better care of their health, �In full operation, we
believe we can have better health outcomes at lower costs both to the Center and to our employ-
ees, � Ghidotti said.

Vermont Consumer Driven Health Care Initiatives
In 1992 the general assembly passed what became Act 160, the flagship of Gov. Howard

Dean�s health care reform effort. The bill created the Vermont Health Care Authority, commis-
sioned year-long studies of single payer and regulated multiplayer reform options, imposed com-
munity rating and guaranteed issue on non-group policies, authorized a state purchasing pool, and
established a safety net for persons whose insurers departed the state. During Senate debate, Sen.
John McClaughry offered an amendment to add a study of a market-oriented plan built upon tax
credits to defray premium costs, high deductible policies, and �tax-deductible medical expense
accounts.�

The Senate rejected the amendment (7-21). In the first four years after enactment of Act 160,
the safety net program saddled Blue Cross with $4 million in losses, within six months the Dean
Administration gave up on the state purchasing pool, the two commissioned studies were sum-
marily rejected, and the Vermont Health Care Authority was abolished. By 2004  the number of
carriers active in Vermont dropped from seventeen to three.

In October 1993 the Ethan Allen Institute presented an early CDHC initiative called the Ver-
mont Medisave Plan. It featured the high deductible policy, tax-deductible Medical Savings Ac-
counts, smart cards to record an individual�s medical history and debit the MSA for health care
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expenditures, and state-funded MSAs for acute care Medicaid beneficiaries. An expanded version
a year later added insurance premium discounts for healthy lifestyles and meaningful medical
malpractice reform.

In 1994 the Associated Industries of Vermont (AIV) proposed a thorough and well-organized
CDHC reform in a paper captioned �First Do No Harm�, endorsed by nine other trade associa-
tions. When the new legislature convened in 1995, Sen. Tom Bahre and nine Republican co-spon-
sors offered the �Vermont Medisave� bill (S.14), to enact the central feature of the EAI and AIV
proposals. Despite having a Republican majority, the Senate gave little consideration to the bill.
Instead, both chambers ended up approving Gov. Howard Dean�s proposals to create a vastly ex-
panded Medicaid program.

In 2001 Rep. Frank Mazur and 73 cosponsors introduced the �Health Care Access and Af-
fordability Act� (H.212). The CDHC-oriented plan included authority for insurers to offer basic
health policy packages without costly mandates, and required them to offer at least one high-de-
ductible health plan. It also ended strict community rating, allowed healthy lifestyle discounts,
and authorized creation of a high risk pool for uninsurables. Despite the large number of cospon-
sors and Republican control of the House, the bill was never voted upon.

In 2004 the Republican-majority House passed a bill (H.759) offering tax credits to small
businesses offering CDHPs, and authorizing insurers to give healthy lifestyle premium discounts.
The bill also contained government control provisions quite contrary to the principles of con-
sumer driven health care. The Democratic-majority Senate declined to act on the bill.

In 2005, the House Democratic majority offered �Green Mountain Health�, a sweeping sin-
gle payer plan. The Senate�s Democratic majority shrank this down to a much smaller govern-
ment-run plan for the uninsured, financed by a combination of income and payroll taxes. Gov.
Jim Douglas vetoed the resulting bill, and his veto was sustained in January 2006.

In December 2005 Gov. Douglas unveiled his 2006 health care initiative. A central feature
was a proposal to allow the uninsured with incomes between 150 and 300 percent of the capital-
ized Federal Poverty Level to buy a high deductible (individual $2,500, family $5,000) HSA-el-
igible major medical plan, with preventive care coverage not subject to a deductible. The state
would make a premium assistance payment of up to $1,000. The proposal was introduced as
H.713, but the Democratic legislature did not consider it.

Conclusion

Thanks to Congressional authorization of HSAs effective in 2004, Consumer Driven Health
Care is expanding rapidly throughout the country. CDHPs are proving to be popular not only with
the �healthy and wealthy�, as their critics claim, but with people with a wide range of ages and
incomes. At the same time, the government-controlled, taxpayer-financed single payer systems of
neighboring Canada have increasingly fallen into disarray and disfavor.

The time seems ripe for Vermont legislators of 2007 to give center stage to reforms that, un-
like government-centered schemes like Green Mountain Health and its successor Catamount
Health, not only empower health care consumers with information, control, incentives, and
choice, but also hold out the promise of restraining health care costs while promoting better health
outcomes.
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