Health Savings Accounts ( An Overview of Key Provisions

Health Savings Accounts (HSA) are gaining increasing attention in the health insurance arena; partly because they represent a new and dramatic change in health cost protection in several key areas.  For the first time, employees and their employers are able to establish and fund a tax-advantaged account that HSA no year-end forfeitures, portability, and flexibility for covering health expenses in retirement.

Many of our clients and business associates are seeking information on this new breed of tax advantaged plans and are asking:

►
What is the appeal of an HSA?

►
How does an HSA work?

►
What are its advantages and disadvantages?

►
Is it right for everyone?

►
Most importantly, how can it help me provide affordable benefits for my employees?

Miles Employee Benefit Consulting HSA implemented dozens of HSA accounts and can serve your needs as you explore the detailed provisions applicable to Health Savings Accounts.  Outlined below you will find some of the most commonly posed questions and answers regarding HSA’s:

Q. What is the appeal of an HSA?

A. HSA’s have numerous features that are considered appealing in relation to existing insurance products.  Attractive features include but are not limited to:


►
Tax sheltered savings in a multitude of investment options


►
Unused balances carry-forward beyond plan year end


►
Portable from one employer to another so long as a qualified high deductible plan is offered by the new employer


►
Significant insurance premium savings associated with higher deductibles


►
Available to any size group


►
Owners of § Corporations and Partners can take advantage of pre-tax savings that were not available under Section 125 plans.

Q. How does an HSA work?

A. Individuals must first be enrolled in a qualified High-Deductible Health Plan (HDHP) before they can set up an HSA.  An HDHP is defined by the IRS for plan year 2010 as a health benefit plan with a minimum deductible of $1,200 for individuals and $2,400 for families, and an annual out-of-pocket maximum of $5,950 for individuals and $11,900 for families.  The Health Savings Account serves as a tax advantaged account employees can contribute to on a tax advantaged basis to help them pay for out-of-pocket expenses and unused funds can be carried forward into subsequent years while generating tax sheltered investment earnings.  The investment accounts can vary from money market interest accounts to a plethora of mutual fund options depending upon the trustee arrangement selected to administer the account.  Tax-free withdrawals are available to the participant at any time to fund qualified medical expenses.

Q. What are some of the advantages and disadvantages?

A. Advantages and disadvantages include:
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Advantages

►
Accounts are portable


►
Rollover feature versus flexible spending accounts where balances were forfeited if unused at year-end


►
Significant impact on health care premiums


►
Deposits, which are subject to a statutory contribution limit ($3,050 for single coverage and $6,150 for family contributions for 2010) are 100% tax-free and can be easily used to pay for medical expenses.  Funds can also be used for dental, vision and other services that may not be covered under the high deductible health insurance policy.



Disadvantages

►
No first dollar coverage (except for preventive care) can be available under or in tandem with an HSA plan.  Co-payments for office visits, prescriptions or other services are not allowed under an HSA.  Furthermore, having a flexible spending account to reimburse non-covered medical expenses under the HSA plan would disqualify the plan.


►
Contribution limits may be impacted by spousal coverage under another employer plan


►
Employees with family coverage are not eligible for reimbursement under the HDHP until their full family deductible HSA been satisfied.


►
A higher level of employee communications is needed to properly educate employees on how to effectively manage their combined high deductible health plan and Health Savings Account.

Q. Is it right for everyone?

A. No.  HSA’s, FSA’s, HRA’s, as well as other traditional insurance products all have inherent strengths and weaknesses.  Miles Employee Benefit Consulting can be of assistance in sorting through the right products to meet your needs.

Q. How can an HSA help me to provide affordable health insurance benefits to my employees?

A. Qualified high deductible health plans are presenting opportunities to save from 15% - 30% off of traditional PPO plan pricing available within the market.  Some employers are electing to pass a portion of the savings along to employees in the form of an employer contribution to the Health Savings Account to assist them in funding a portion of the new high deductible plan out-of-pocket expenses.

