
House Moves to Adopt the 
Archer-Jacobs Medical Savings 
Accounts Bill 

On June 13, House Ways and Means Committee 
Chairman Bill Archer (R-TX) introduced legislation to 
provide for Medical Savings Accounts (MSAs). The 
legislation is truly bipar-
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.. Employer contributions to the MSA would be ex
cluded from the worker's taxable income, just as 
employer payments for traditional employer health 
insurance are. 

.. MSA funds used to pay for health expenses also 
would be excluded from the worker's taxable income, 
again just as health benefits paid by traditional em
ployer-provided health insurance are. 

II MSA funds re
tisan, with Ways and 
Means member Andy 
Jacobs(D-~)andseven 

Archer-Jacobs Bill maining at the end 
of the year could 
be withdrawn for 
non-health care 
expenses and 
would be in
cluded in the 
worker's taxable 
income; an addi
tional 10 percent 

additional Democrats as 
original cosponsors. It 
has become a popular 
measure with more than 
80 cosponsors, and that 
number is growing daily. 

.. Individuals and their employers may make tax free 

deposits to Medical Savings Accounts. 

.. Maximum deposit: $2,500 for individuals, $5,000 for 

families. 
penalty would be The legislation cap

tures the fundamentals of 
MSAs, which offer 
Americans an opportu
nity to control rising 
health costs, to exercise 
freedom of choice and to 
determine how they will 
spend their health care 
dollars. 

.. Employer deposits are excluded from employee taxable 
assessed on such 
withdrawals, 
similar to the pen
alty for IRA with
drawals. 

income; people who purchase their own insurance may 

deduct their own MSA deposits. 

.. Individuals with
.. Withdrawals for nonmedical purposes are subject to out employer

provided health 
insurance could income taxes plus a 10 percent penalty. 

The Archer-Jacobs 
Bill. Even though many 

II Earnings on unspent MSA balances are taxed annually. 
make their own 

private employers have '-------------------------' 

direct, tax-de
ductible contribu
tions to an MSA. 

established MSAs for their employees, the tax law dis
criminates against these accounts. Although premium 
payments for third-party insurance are excluded from 
the employee's taxable income, deposits to MSA ac
counts are fully taxed - even if the MSA funds are spent 
on health care. 

The Archer-Jacobs bill seeks to correct this injustice 
by giving self-insurance through MSAs the same tax 
treatment as third-party insurance. Employees and em
ployers making choices in the marketplace could decide 
on the best insurance arrangement, unencumbered by 
biases in the tax law. Under the bill: 

.. The maximum annual MSA contribution would be 
the amount of the catastrophic insurance deductible, 
subject to an overall maximum of $2,500 for indi
viduals and $5,000 for families. 

.. These amounts are indexed to grow with health costs 
over time. 
Benefit of the Bill: Controlling Health Costs. The 

primary reason why health care costs are out of control 
is that most of the time, when people enter the medical 
marketplace as patients, someone else - either an 
employer, insurance company or the government - is 
paying the bill. On average, for every dollar spent on 
health we pay only 21 cents out-of-pocket. Someone 
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else pays the rest. As a result, Americans generally buy 
health care as if each of us had a company credit card 
with which we could buy almost anything in sight. 

Common sense and economic studies confirm that we 
are unlikely to be prudent, careful shoppers if we are 
spending someone else's money. In addition, doctors 
and other health care providers are more likely to encour
age us to obtain extra diagnostic tests and other proce
dures if they know that we are not paying the bills. 

With MSAs, however, employees would effectively 
be spending their own funds for non-catastrophic health 
care. As a result, they would have excellent financial 
incentives to control the costs of such care. They would 
seek to avoid unnecessary care, look for quality plus 
value in doctors and hospitals and consider whether the 
services were worth the prices. Doctors and hospitals 
would respond to this new consumer cost concern by 
becoming financial as well as health advisors to their 
patients. MSAs also would reduce administrative costs 
and produce other efficiencies. 

Numerous studies suggest that widespread adoption 
of Medical Savings Accounts would lead to a major 
reduction in health care spending: 
III A 1992 NCP A study estimated that if everyone 

switched from traditional third-party insurance to 
MSAs, health care costs would be reduced by about 
30 percent. 

III Another study by the actuarial consulting firm of 
Milliman & Robertson estimated that if MSAs were 
generally adopted in the private sector, the resulting 
market incentives and competition would reduce health 
care costs by $600 billion over 5 years. 

III A recent Cato Institute study estimated that if MSAs 
were adopted broadly enough to reduce third-party 
coverage to 25 percent of health spending, national 
health care costs would be reduced by about 40 
percent per year. 
Companies across the country have already adopted 

MSAs and are achieving cost reductions consistent with 
these studies. For example, 90 percent of Golden Rule 
employees have now chosen the MSA option, and the 
company has had no increase in health insurance premi
ums since the MSA program was adopted. Moreover, 
last year, these employees withdrew an average of about 
$1,000 each in unspent MSA funds for the year. 

Benefit of the Bill: Improving the Quality of Care. 
Medical Savings Accounts expand consumer choice and 
give patients more control over their own health care. 
These developments should ultimately improve the qual
ity of care. Increasingly, patients are being given lower
quality drugs, pacemakers, joint replacements, hearing 
aids and other items because third-party insurers refuse 
to pay for the more expensive, higher-quality alterna
tives. But with MSAs, patients would be buying health 
care with their own funds and could choose the quality 
they prefer. 

Benefit of the Bill: Reducing the Uninsured. 
Medical Savings Account funds could be used to pay for 
insurance premiums during periods of unemployment 
- either continuing coverage under a previous 
employer's plan or buying a private policy. Since most 
episodes of being uninsured are short - usually the 
times an individual is between jobs at which employer
provided coverage is available - MSAs should substan
tially reduce the number of people who are uninsured at 
anyone time. 

Benefit of the Bill: Portability. Individuals could 
take their Medical Savings Account with them from job 
to job, which would help reduce job lock, in which 
employees remain in their current job for fear of losing 
the insurance it provides. 

Benefit of the Bill: Funds for Preventive Care. 
People could use their Medical Savings Account funds 
for preventive care or any other health care they desired, 
even if it were not covered by their insurance policy. 
They probably would increase their use of worthwhile 
preventive care, as Golden Rule employees did. 

Improving the Bill: Eliminate the 10 Percent 
Penalty. The Archer-Jacobs bill as written would be a 
major improvement over the current system. The bill 
would be even better without the 10 percent penalty for 
nonmedical withdrawals. The penalty is there because 
MSA proposals originally copied the rules governing 
IRAs. To meet certain budget goals, the bill allows the 
government to tax the year-to-year buildup. 

Given that there is no tax-free buildup, a 10 percent 
penalty is hard to justify. 

This Brief Analysis was prepared by NCPA Senior 
Fellow Peter Ferrara. 
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