A HEALTH CARE REINVENTION

Explore the basics of health savings accounts |
By David Hinnenkamp _../.

Health care costs are rising dramati-
cally and employers can’t continue to
foot the bill. Passing the costs on to
employees is not the solution, either. But
now, employers have new options for
controlling health care insurance premi-
ums. And just in time, because according
to the Kaiser Family Foundation, private
health insurance premiums increased by
13.9 percent in 2003. An average family
health-insurance policy now costs $9,068
per year and employers pay 73 percent of
the costs while employees pick up the
remaining 27 percent.

When President Bush signed into law
the Medicare Prescription Drug
Improvement and Modernization Act of
2003, it contained provisions not only for
the reform of Medicare, but encouraged
the creation of Health Savings Accounts
(HSAs). The new provisions are meant
not only to help workers and non-retire-
ment age people to pay for the rising
costs of health care, but also to ease the
cost burdens on employers.

WHAT ARE HSAs?

Employers contribute pre-tax dollars
to individual employee accounts. Money
from these accounts can then be with-
drawn by employees anytime—tax-
free—to cover out-of-pocket health care
expenses such as co-pays, prescriptions
and deductibles. Unused dollars are
invested and left to accumulate to cover
qualified health care expenses in subse-
quent years, even into retirement.

In other words, HSAs are like a
health insurance IRA.

COST CONTROL

Initially, employers offering HSAs
save costs by paying lower health insur-
ance premiums. Under the Act, employ-
ers who wish to offer HSAs to employees
must offer it in conjunction with a high-
deductible health care insurance plan.

To participate, employees must be
responsible for a deductible of at least
$1,000 for individuals and $2,000 for
families. Additionally, employees cannot
be eligible for Medicare or be claimed as
a dependent on another person’s tax
return.

Under normal circumstances, offer-
ing employees a health plan with a high
deductible might be problematic. And the
plans are not necessarily right for every-
one. However, because the high-
deductible plan is tied to a pre-tax, inter-
est-bearing account that can be used by
employees to pay health care costs—even
if they lose their jobs or retire—most
employees are open to the idea.

SPENDING AWARENESS

While employers initially realize sav-
ings as the result of paying a lower pre-
mium for their health care plan, the
greater savings comes as the result of a
healthier, more productive work force.
With an HSA, employees have an incen-
tive to stay healthy. To avoid having to
use funds from their account and lose out
on the interest it would otherwise accrue,
employees become highly sophisticated
consumers of health care services.
Employees who keep themselves healthy
and make wise spending choices not only
keep more money accruing interest in
their HSA account, they tend to be sick
less often and therefore more productive.

Additionally, as employees become
wiser consumers and more responsible
for their health, they use the health care
system less, meaning their employer
maintains a lower experience rating and
keeps its premiums at the lowest possible
level. For instance, an employee who is
more aware of his or her health care
choices and associated costs will think
twice before using high-cost services
when alternatives of equal quality are
available at a more reasonable price.
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Quite simply, the best way for employers
to get their employees to treat company
money like it was their own, is to make it
their own.

GOOD BUSINESS

At at time when providing a compet-
itive—and affordable—health care insur-
ance plan to employees seems near pro-
hibitive, HSAs provide a solution that
benefits employers and employees alike.
Employers reap the rewards in improved
productivity and lower health insurance
premiums. Employees gain the security
of pre-tax savings that can accrue to
cover health care costs even into retire-
ment. When employers and employees
both gain it’s just good for business.
What greater benefit is there?

Employers who want to learn more
about offering an HSA program as part of
their health care package should consult a
qualified financial advisor. As with
almost any government policy, the details
can quickly become complicated when
applied to specific situations. Your finan-
cial advisor can walk you through the
options and help you set up a program
that will serve you and your employees
best.
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