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More Americans are opening
tax-free health savings
accounts to hedge against

soaring medical costs.




irst came the HMOs. Then

the PPOs, Medical Savings

Accounts, and Health Reim-

bursement Accounts. And

now, for something with a
totally new look, we have Health
Savings Accounts.

Who could blame anyone for be-
ing skeptical about what looks sus-
piciously like the latest incarnation
of the Great American health-care
fix? Many of the earlier plans were
heralded as being the solution to
unstoppable, runaway health-care
costs. They weren't, of course, and
they haven’t done much for small
businesses, which is probably why
roughly half still don’t offer health
insurance to their employees.

This time it's different, say the in-
surers and banks, which estimate
that $94 billion will be tucked away
in HSAs by 2010. And this time they
may be right. For one thing, HSAs,
which first appeared in 2004, are dif-
ferent. They combine old-fashioned
health-insurance coverage with sav-
ings that accumulate on a tax-free
basis until the funds are withdrawn.
For another, they are less expensive
to run, making them particularly at-
tractive to small businesses.

The numbers tell the story. More
than one million HSA accounts were
opened in 2005; funds in the savings
part of the accounts totaled $1.2 bil-
lion. One out of every three HSAs
currently in place belongs to some-
one who was previously unin-
sured, and the pace is picking
up. According to Information
Strategies, an HSA research
company and advisor
based in Fort Lee, N.J., the
number of accounts is
likely to triple this year,
with the savings por-
tion growing to $5.1
billion.

“HSAs are less
expensive for small
companies and a
much more effi
cient way to spend
health-care dollars,”
says Bill Thomas, executive
vice president of PerfectHealth
Insurance Co. of Staten Island,

N.Y. He estimates that his firm,
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By the end of the
decade there will be
nearly 24 million
HSA insured in the U.S.

with medical savings of

$94 billion.

— Information Strategies

which targets businesses with fewer
than 50 employees that are based in
New York, will cover 10,000 people
by the end of 2006, up from 1,800 at
the end of 2005. Pending legislation
may add another kicker to the plans’
popularity. Proposed laws would
allow industry associations to offer
health insurance to their members.
As the least expensive plan in the
running, HSAs would likely be a
major beneficiary of the legislation.

Anatomy of an HSA
An HSA differs from a conventional
health plan because it is composed
of two pieces. The first is traditional
health insurance coverage, with a
very high deductible—at least $1,050
for an individual and $2,100 for a fam-
ily. Employees pay for all their own
medical expenses until they reach
the deductible, when the insurance
coverage kicks in. The second part is
a savings account, which is usually
held in a bank. The most that can be
deposited in one year is $2,700 for
individuals and $5,450 for families,
or 100% of the premium for the insur-
ance policy, whichever is less. An
employer can also contribute to an
employee’s HSA accounts, and about
a third do. Employees may draw
upon the account to take care of their
medical expenses, but many choose
to pay expenses out of their regular
income and let the HSA funds accu-
mulate tax-free.
For employers, an
HSA's key advantage
is a dramatic drop in
health-insurance pre-
miums. Phil Hadley,
owner of Collier Pest
Control in Naples,
Fla., and many of his
18 employees were
paying $1,800 a
month in premiums
for family cover-
age under the
company's old
Blue Cross plan.
When he shifted
in 2003 to an
HSA plan with
medical-savings in-
surance, the monthly
premium dropped to $200.



i Yes, we have a one-track mind.

We believe that Health Savings
Accounts are so superior, we're
the one company that won’t
waste your time with any other
form of health insurance.”

— Carmine Morano, CEO - PerfectHealth Insurance Company

An HSA from the PerfectHealth Insurance
Company is a combination of a Health Savings
Account and a High Deductible Health Insurance
Plan (HDHP). It not only lowers and controls an
employer’s cost for benefits... but also offers
employees far more benefits than ever before.

At PerfectHealth, we understand Health Savings
Accounts like no-one else. After all, we’re the
pioneers in this field. If you’re an employer, we
can show you how to save significant sums of
money while also cutting your taxes. In addition,
we’re ready to explain HSAs to your employees.
Even show them how to set up the interest-
bearing, totally tax-free savings account.

To us, the advantages of our HSAs over
traditional health insurance are blindingly clear.

Can you blame us for refusing to offer you any
lesser approach?

For more information about Health Savings Accounts from "
PerfectHealth, ask your broker, visit us online or call us direct.

www.perfectny.com A
(866) HSA-9447 |\

PerfectHealt

Insurance Company

The PerfectHealth Insurance Company provides high deductible health insurance.under forms GRP — 1000 MET (NY) and GRC = 1000



Special Advertising Feature

More and more individuals are opening HSA accounts.
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“We were almost at the point where
all of our employees were thinking
about bailing out of the old plan.
Now they are very satisfied with
what we have,” he says. Contribu-
tions to employees’ accounts are not
only tax-deductible; they are also ex-
empt from federal, state, and local
withholding from wages (including
the Federal Insurance Contributions
Act [FICA] and the Federal Unem-
ployment Tax Act [FUTAI).

Two key factors work to keep HSA
costs low. The first is that an insur-
ance company is not on the hook to
pay for medical expenses until a
covered member spends $1,050 (the
minimum deductible), or a family
pays out more than $2,100. Because
it has less exposure, the insurer
charges much lower premiums—
25% to 33% lower than a PPO plan,
according to Information Strategies.
The second cost-containment fea-
ture: consumers’ altered behavior
when they are spending their own
money on doctor visits, specialists,
and diagnostic tests. “Preliminary
findings in our latest survey were
that HSA users increased their use
of wellness programs by 14% and
reduced their use of emergency
rooms by 7%. Members of HMOs,
PPOs, and POS health plans re-
ported behavior changes of less
than 1%,” says JoAnn Laing, presi-
dent of Information Strategies.
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Collier's Hadley reports that his
employees, with three years under
their belt of controlling their own
health-care dollars, are even more
aggressive. Many routinely ask their
doctors to discount their fees be-
cause they are being paid in cash.
“When you first ask, you'll fluster
the office girl to death, but we get
cash discounts of between 15% and
30%,"” he says.

Such efforts promise to rein in
year-to-year premium hikes, say the
experts. “In a traditional health plan
you'll see a trend of annual increases
of 10% to 15%, which means in 2016
employers could be paying 100% to
150% of today’s health-insurance
cost. Because you are shifting more
costs to consumers with HSAs, you
are seeing annual increases of 3% to
5%," says Marc Ver Straate, director

23% of all small
businesses offering
health care will
provide HSAs by the
end of 2007

—Small Business Digest
sS4

of Consumer Driven Healthcare
products at Great-West Healthcare,
an employee benefits provider in
Greenwood Village, Colo.

Weighing the Pros and Cons
Appealing as the low cost is, em-
ployers should think carefully about
whether they—and their employ-
ees—are prepared for an HSA. Very
small companies, with only one or
two employees, and companies that
employ someone with a preexisting
condition will probably find it diffi-
cult to obtain coverage at a good
price. Some employers balk at the
idea of contributing cash to an em-
ployee’s account, because it will
then belong to the employee—who
can take it if he leaves the company.
Psychologically, says PerfectHealth’s
Thomas, an employer feels better
“giving the money to an insurance
company with no hope of getting it
back. They sometimes don't like to
give employees more money—so it
can be an actual barrier to signing
up for an HSA.”

Some of the questions that Ver
Straate suggests employers ask
themselves before shifting to an
HSA: Is it part of my benefit philoso-
phy to help employees save in the
long term? Do my employees under-
stand the basics of insurance? Do
they understand how to use the
web? For those looking for answers,
Great-West offers a five-minute em-
ployer-readiness test at greatwest-
healthcare.com “It takes a lot longer
to educate employees because they
are not used to having a bank ac-
count or being in charge of their
own health-care spending,” he says.

An important part of the process
is helping employees understand
the cost of their current health-care
insurance. If today's typical pre-
mium is combined with the $20 or
$50 co-pays regularly shelled out
by employees, the total cost of a
PPO or HMO is surprisingly high,
says Thomas. He claims that even
a chronically ill person—for exam-
ple, one with Type 2 diabetes—will
find an HSA advantageous, primar-
ily because once the deductible is
met there are usually no co-pays
for drugs, doctor visits, or required
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SELF-FUNDING FROM GREAT-WEST HEALTHCARE

TO LEARN HOW OUR EXPERTISE IN SELF-FUNDING CAN GIVE YOU GREATER CONTROL
OF YOUR GROUP HEALTH CARE COSTS,
CALL US AT 1-866-442-3890 OR VISIT GREATWESTHEALTHCARE.COM

Plans are offered by Great-West Life & Annuity Insurance Company. Great-West is not licensed to do business in New York. Products are sold in New York by its subsidiary, First Great-West Life & Annuity Insurance Company,White Plains, N.Y.
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hospitalization. “There are people
paying upward of $10,000 a year in
co-pays—and they’re in network.
For most people, co-pays are a
silent expense that nobody ever
adds up,” he says.

Once they understand how
HSAs work, employees tend to find
the plans eminently flexible. As a
health-care account, HSAs pay for
traditional medical expenses. But

Resource Box

I 2006 Consumer Directed Health
Care Conference & Expo

Hyatt Regency San Francisco

May 8-10

This event will bring together all
stakeholders in the health-care
industry; the employer, provider,
health plan, technology products,
and solution providers. Information-
packed sessions and workshops
address critical issues like health-
care costs and special program-
ming for the employer, including
information on the implementation
and evaluation of CDHPs and HSAs.
www.cdhec.com

M Winning Strategies for Deliver-
ing a Competitive HSA Product
Hilton Back Bay, Boston

July 17, 2006

An exclusive event that focuses on
creating business models and part-
nerships. For details and informa-
tion, www.frallc.com

W Small Business Review

This website provides resources for
successful small business owners
on finance, human resources, suc-
cession planning, retirement, and
marketing. Subscribe to the bi-
weekly e-newsletter at
www.SmallBusinessReview.com

M Information Strategies Inc.’s
websites and special reports help
small and medium size businesses
improve employee benefits, opera-
tions, marketing, and financial man-
agement. Among its websites are
www.hsafinder.com,
www.2shdigest.com and
www.managingyourhr.com

they also pay for services usually
not covered by conventional insur-
ers, such as acupuncture, chiro-
practic, psychological therapy,
dental work, and corrective laser
surgery for the eyes. Other ex-
penses that are covered include
drug and alcohol addiction treat-
ment, schools and homes for men-
tally retarded family members, and
the cost of transportation and ho-
tels for trips related to treatment.
Once they've saved enough to
meet the deductible, many HSA
beneficiaries also use their ac-
counts to buy different types of
coverage, such as disability or ac-
cident insurance.

Surprisingly, though, most people
covered by HSAs barely touch their
accounts, says Information Strate-
gies’ Laing. In part that's because
nearly three-quarters of U.S. resi-
dents have less than $500 a year in
medical expenses. But it’s also be-
cause an HSA makes an effective re-
tirement-savings tool. Contributions
are tax-deductible, and no tax is
owed on the earnings that accrue in
the account. HSAs are also perma-
nent assets; they belong to the per-
son who owns the account, no mat-
ter how many times he changes jobs.
And all the money in the account can
be used for any purpose once the ac-
count owner turns 65, though with-
drawals will be taxed as income.

HSAs are still unfamiliar to most
people, but they may be in their
last moments of obscurity. Insurers
and banks are developing DVDs
and online tools to help employers
and employees learn more about
how HSAs work. And now 401(k)
administrators—which include
giant financial institutions—are
entering the fray with HSA offer-
ings of their own. That suggests we
can count on hearing a lot more
about HSAs in the future. m

Don Mazzella, Editorial Director of
www.hsafinder.com, provided editorial sup-
port and direction for this special section.

For information about advertising in future
health sections, contact Debbie Linehan,
FORTUNE/Money Group Custom Projects,
at 212-522-4632.
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PRECEDENT™

Revolution in

New PRECEDENT
in HSA Benefits.

Presenting a revolutionary approach
to HSA health insurance protection
for small groups. It's the new
PRECEDENT Next Generation HSA™
by American Community.

Next Generation means greater
health savings account benefits—
with greater healthcare protection
—plus exciting cost containment
features.

call 1-877-AC CARES
(1-877-222-2737) today.

AMERICAN COMMUNITY
MUTUAL INSURANCE COMPANY

People who care. Policies that protect®

39201 Seven Mile Road
Livonia, Michigan 48152
Www.american-community.com




