Chapter 1

Health Savings Accounts -
A New Approach

This chapter provides an overvies of how Health Savings
Accounts (H5A) combined with High Deductible Haalth
Flam (HDHP) are poised to change the health cars
eaverape landicipe.

¥ The HDHP

¥ The HSA

¥ Funding (the Basics)

¥ The Two-part Plan-How it Works
¥ Mot All HSAs are the Same

¥ HSA Tramition Rules and Grace Periods
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The High Deductible Heaalth Plan

Thia HOHF |5 the Insurance componant of th haaith plan
and the fundation of the H3A. The HDHP s similar to
oahar, traditional health plans. Howaver, unlike othar
plans, the HOHP must satsfy Cartain requiramants
regarding deductitées and ouk-ofspodoet Imis 1o be
combined with an H58. The purpose of the HDHP s to
cower higher cost health cane expenses that would be
diffioult e pay for cut-of-pocket=care which ks
unexpenitied aned vary expersia. Flans that satisfy these
deductibles and duR-oEpocket bmits are reéferrad 0o as
qualified HDHPS. Hare are the terms and concapts you
nead 10 be famillar with:

Dreguceibies

The deductibde 5 the amount of covergd eopensas that an
inecividial st pay In 3 ghven plan year before any
charges are pabd by the medical care plan. The plan year
mady b the cabendar year (January 1w December 317,
oF some other twebve-month perted your emplover or
Insurer chooses for managing your plan and keeping track
of deductibles and other Imits. For a single person with
an HDHF, the deductbie maust be $1.000 or higher; k'
B2 000 ar mora For a family. In fubuee years, the
deductible will b2 increased with Inoraasas in the
Consumer Price Indec (CPl) 1o keep up with medical
care inflatkn,

Some HOHP plans provide muliple deductiblas,
sometmes called "ennbodded” deducdbles, bn such plang,
th lowest daduaibla in the plan i the one that
determines whether the plan s a qualified HDHP.
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Example: The plan in this example has an embedded

deductibie that keeps it from beng an HOHP. The ot

Jones familly 15 covered undar & plan that providas =
Tamnily cowarage with a par-parson deductithe of 1,000
par family membar. Tha plan bagins paying for care

once an indiidual in the famiy eaeeds 51,000 In
wepansas aven If the 52,000 famlly deductible has not
been met. Mr. Jones Incurs covired medical expansas of
$1,500 durlng the year. The plan pays benefits of 3500
on his behalf, even though the 32,000 family deductble
has mot bean met. Since benefins are avallable before the
family's coverad medical axperses reach $2,000, the plan
15 ot an HOHR, and the fammily 15 therefors not eligible to
contribute to an HSA. Without the § 1,000 per-parson
dedigct bde, hoveever, the plan would b an HFH-HDHH

The consumer 5 respondbde for keeplng records of

o pansgs that qualify for relmbursement under the HSA,
and for documentng thess expandes i audived by the
IR% The HDHP insurance carrr will koep track of your
mcpenses that are covened under the health plan as k
processes your cdaims and will determine when you have
met your plan's deductible

Chrr-of-Pocker Limbs

The deductible governs the first expenses you must pay in
a plan year bafora the HOHP pidks up the tab for the
services I oovers. The oul-ofpodiat Imit signals the las
WPRNSAs YOU MUST pay. Most health Insurance plans it

the out-of-pockat &penses that you have 19 pay i 3
ghven plan year.

AMOUnts you pay 38 deductblos, Co-paymonts, or
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colmsurancs, are ncludod In your out-of-pocker expands,
which arg kept a5 3 running 1otal, insurance pramiurs
FOU Py arg not countad towand out-ol-pockat dmits.
Dnce you hava reachad your plan's ime for the year,
remaining aligible apansas are covered ar 100 parcant
regardiess of the plan's usual CO-PAMENT Or COINSUTINGE
arrangamaents. Soma plans refer o this Bmic as e stop-
loss Himit.

For 2004, a qualified HDHPs cut-of-pockat Bmits must
be no hilgher than 35,000 per vear for sa-only coverage
and no higher than $10.000 per year for Gamily coverage.
though they can be kwer, Your HDHP must a<picity
state the out-of-pocket maimurm, unkss the plan's dessan
NS your out-of-pocket gpending within the Imis of che
I,

Exampile: Dean and Laurie and thedr 2 chilldren have a _
family plan. Thelr plan specifies that each cut-of =]
pocket madimum 15 $2,000, after which theplan "™~ | -
pays W00 percent for each membar of the family that 7] .
reached that madmun. Snce the out-of-pockat 1
meashmum per famiky by ke b5 5§ 10,000, Iheirplmuu.ld 1
be a qualiflied HOHP (4= $2000 - $8,000). However, “° -
if they had four children, thelr plan would rot be a '
qualified HDHP, because the macimum out-of-packat
it would be higher than legal maamum (& x 32,000 =
F1.2,000).

Memwork Plans

I the HDHP Is a natwork: plan {such as a PPO), services
can be re-priced o reflect the network discount, e iF
the dedudible has not yot beon met. & network plan s a
health plan that generally provides more fasorable pricing
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