Health savings accounts offer tax-favored remedy                    
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> Health savings accounts, one provision of the new

> Medicare drug bill passed by Congress this week,

> could appear as soon as January to help companies

> and employees pay rapidly rising health insurance

> costs.

> 

> The health savings account program is designed to

> salve the sting of high-deductible health plans by

> providing a tax incentive to employers and employees

> who fund special savings accounts to pay those high

> deductibles.

> 

> And it is designed to encourage employees to help

> control costs: If employees don't use the money in

> their HSAs, it may be rolled over or ultimately kept

> by the employee for long-term care or retirement

> health expenses while earning interest, tax-free. It

> is also portable should the employee move to another

> company.

> 

> "It's going to change the way people think about

> health insurance and the way they pay for it. The

> entire landscape has really changed," said Allen

> Wishner, chief executive of Rosemont-based Flexible

> Benefit Service Corp., specializing in

> tax-advantaged health-care delivery systems.

> 

> "It gives employees a significant tax benefit to pay

> for out-of-pocket health expenses. It opens up the

> ability to make health insurance more affordable by

> allowing us to pay [deductibles] on a tax-favored

> basis," Wishner said.

> 

> Specifically, employees and employers can deduct

> money they contribute to health savings accounts.

> And the money employees receive from the account to

> pay a health expense is tax exempt, experts say.

> 

> In addition to doctor's visits and medical

> treatment, the money can be used for prescription

> drugs, retiree health insurance, long-term care

> insurance, Cobra continuation coverage, health

> insurance for the unemployed, and other qualified

> medical expenses--including some dental and vision

> coverage.If employees do take money out of their

> HSAs to be used for a purpose other than health

> expenses, those funds would be treated as taxable

> income and be subject to a 10 percent excise tax.

> 

> "But with the employer making some of the

> contributions, at the end of the day, that 10

> percent excise tax won't be much of a penalty," said

> Kenneth Olson, divisional president at TJ Adams

> Group, a Lombard brokerage firm.

> 

> Health savings accounts, which would take effect

> Jan. 1 if President Bush signs the Medicare bill

> into law, closely resemble medical savings accounts,

> which have been available to small businesses with

> 50 or fewer employers and the self-employed since

> 1997, Wishner said.

> 

> Evanston small-business owners Christopher and

> Jinshil Duquet decided to offer MSAs to their

> employees several years ago after receiving notice

> that their health insurance premiums were scheduled

> to jump 35 percent.

> 

> For 10 years, the company had been paying the full

> premium for employees' health insurance, but costs

> were climbing 20 percent or more each year.

> 

> Then Jinshil found MSAs described on the Internet

> and immediately liked the concept.

> 

> "It made sense with the way my employees were using

> their health benefit," she said, which was primarily

> for doctor's visits once or twice a year. "They

> never met their deductibles."

> 

> Employees did not like having to pay out of their

> pocket the full fee for doctor's visits, and the

> Duquets didn't enjoy paying hundreds of dollars a

> month for insurance that was not used.

> 

> By going with a plan with a deductible of $2,250 for

> singles and $4,500 for family coverage, the

> business' insurance premiums have gone down 30 or 40

> percent, Jinshil said. In return, she gives workers

> $500 to start their MSA. After that, she matches 50

> percent of what they put in.

> 

> "It's cheaper for me, and as long as we're covered

> for catastrophic, they can keep part of the savings

> in the medical savings account. It's good for all of

> us," she said.

> 

> Employees receive a debit card to use at the

> doctor's office, with the funds coming straight out

> of the MSA, so they do not even need to be

> reimbursed. But because they also have insurance,

> they receive the insurer's negotiated rate for

> doctor's fees or medical tests.

> 

> The new HSAs will work the same way, Wishner said,

> but employees at companies of all sizes can use

> them. He forewarned other companies that the concept

> of a high-deductible plan coupled with a separate

> savings account can be confusing.

> 

> "A lot of people just won't understand it at first.

> We experienced this ourselves," he said.

> 

> Northwest Family Church in Lake Zurich also offers

> MSAs as a benefit to its nine employees.

> 

> Even though it contributes to the accounts up to the

> limit allowed by law, the church is still paying

> less than it would with a low-deductible insurance

> plan, said Melissa Keen, administrator.

> 

> Employees like the benefit now, she said, but she

> acknowledged that the concept took some time to sink

> in.

> 

> "Many companies don't use it because they don't

> offer a high-deductible plan because it freaks their

> employees out," she said.

> 

> But as deductibles of $1,000 or more have become the

> norm at many firms, the fear factor is smaller,

> Olson said. The new rules likely will entice small

> firms currently using MSAs to roll over those

> accounts to HSAs because they are more flexible in

> design and have fewer restrictions, Olson said.

> 

> For example, insurance plans with deductibles as

> small as $1,000 for singles and $2,000 for family

> coverage now qualify for an HSA, down from $1,700

> for singles and about $3,450 for family coverage

> using an MSA.

> 

> And unlike MSAs, which limit the amount that can be

> set aside to 65 percent of a single's health

> insurance deductible and 75 percent of a family's

> deductible, HSAs allow employers and employees to

> fund the entire deductible--up to a limit of $2,250

> for single coverage and $4,500 for family coverage.

> 

> HSAs also resemble so-called health reimbursement

> arrangements, which likewise involve using

> tax-advantaged funds in conjunction with

> high-deductible insurance plans.

> 

> Using HRAs, Section 105s in IRS parlance, employers

> set up accounts to reimburse employees for

> out-of-pocket health expenses. But unlike HSAs,

> those accounts do not have to be funded until

> expenses are incurred.

> 

> Perhaps the biggest difference between HSAs and HRAs

> is the underlying philosophy behind each, Wishner

> said. Both help companies save money on insurance

> through high-deductible plans, but the new HSAs

> purposely give employees more of a financial

> incentive to spend less on health care by allowing

> them to keep unused funds.

> 

> People will begin to shop for medical care the same

> way they shop for other consumer services, suggested

> Larry Boress, executive director of the Chicago

> Business Group on Health.

> 

> "Now that it's your money, you want to make sure

> you're spending it appropriately--that means with

> the right provider," he said.

> 

> Meanwhile, the presence of two similar

> arrangements--HSAs and HRAs--will not only spur

> interest in high-deductible health insurance plans,

> but also provide an arena to see whether one type of

> plan affects consumer behavior more than the other.

> 

> "It will create a debate and competition," Wishner

> said.

> 

> 
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