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Health Savings Accounts

Summary

Health Savings A ccounts (HSAs) areanew way that people can pay for medical
expensesnot covered by insurance or other reimbursements. Eligibleindividualscan
establish and fund these accountswhen they have aqualifying high deductible health
plan (at least $1,000 for single and $2,000 for family coverage) and no other health
insurance, with some exceptions. The accounts have tax advantages that can be
significant: contributions are deductible, withdrawal sused for medical expensesare
not taxed, and account earnings are tax-exempt. Unused balances may accumulate
without limit. HSAs were authorized in November 2003 by the Medicare
Prescription Drug, Improvement, and Modernization Act of 2003 (P.L. 108-173).

Three other tax-advantaged accounts to pay for unreimbursed healthcare have
existed for some time: Archer Medica Savings Accounts (MSAS) and two
employer-offered arrangements, Health Reimbursement Accounts (HRAs) and
healthcare Flexible Spending Accounts (FSAS). When coupled with high-deductible
health insurance, these accounts are part of what some call “ consumer-driven health
plans.” These plans have been spurred largely by employers anxious to moderate
premium increases, they also have emerged in response to utilization controls of
managed care and as a way to encourage effective care.

The effectiveness of consumer-driven health plans depends on the way high
deductibleinsurance and the savings accounts are structured and interact. How high
deductible insurance affects the cost and quality of care depends on the availability
of information, competition among healthcare providers, and consumers’ sensitivity
to prices. How savingsaccounts affect these outcomes depends on contributionsand
accumulations and whether accounts are considered to be savings or insurance.

A burgeoning market has developed to offer HSAs and qualifying high
deductible health plans. Thefirst providerswerenicheinsurance companiesthat had
offered MSA plans, but now prominent insurance companies are also offering HSA
products, somewhich may be available nationwide. HSAs have elicited widespread
interest among large employers already offering HRAS or other high deductible
insurance and small employerswhose ownerswould like areadily available product
that paysunreimbursed medical billswith significant tax advantages. Employerscan
also save employment taxes on account contributions.

There is some evidence (though no rigorous studies) that HRAs reduce
healthcare spending, and HSAs may have similar effects. Even so, the mgority of
healthcare expenditures are for catastrophic costs, and it is not obvious how either
HRAs or HSAs will affect those. HSAs might result in adverse selection among
insurance plans, which could increase insurance costs for people with the highest
healthcare needs. However, employershave strategiesfor dealing with thisproblem.

This report will be updated as more information becomes available and for
legislativeactivity. Inthe 108" Congress, H.R. 3901 would allow atax deduction for
health insurance premiumsfor individual swho make HSA contributions. H.R. 4279
as passed the House would allow unused FSA balancesto berolled over into HSAs.
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Health Savings Accounts

Health Savings Accounts (HSAS) are a new way that people can pay for
unreimbursed medical expenses such as deductibles, copayments, and services not
covered by insurance. Eligible individuals can establish and fund these accounts
whenthey have aqualifying high deductible health plan (insurance with adeductible
of at least $1,000 for self-only coverage and $2,000 for family coverage plus other
criteria) and no other health plan, with some exceptions. HSAs carry tax advantages
that can be significant for some people: contributions are deductible (or excluded
fromincomethat istaxableif made by employers), withdrawalsare not taxed if used
for medical expenses, and account earnings are tax-exempt. Unused balances may
accumulate without limit.

HSAs were first authorized in the Medicare Prescription Drug, Improvement,
and Modernization Act of 2003 (P.L. 108-173). However, tax-advantaged accounts
for healthcare expenses have existed for some time. Flexible Spending Accounts
(FSASs), which many employees can use, began spreading in the 1980s once the
Internal Revenue Service (IRS) established clear guidelines. Archer Medical Savings
Accounts (MSAS), a precursor of HSAs, became available for a limited number of
people starting in 1997. Health Reimbursement Accounts (HRAS), made available
by some employers, were approved for tax-exempt status in 2002. When coupled
with high-deductible health insurance, these accounts are part of what some call
“consumer-driven health plans.”

Like these other accounts, HSAs have several objectives. Oneisto encourage
individuals and families to set money aside for their healthcare expenses. Another
isto givethem afinancia incentive for spending healthcare dollars prudently. Still
another goal is to give them the means to pay for healthcare services of their own
choosing, without constraint by insurers or employers.

Since HSAsare new, the extent to which they will further these objectivesisnot
yet known. Among other things, it remains to be seen how many people will
establish accounts, how much they will contribute to them, and how much they will
carry over to subsequent years. Their effect on healthcare useislargely speculative,
asistheir effect on insurance and healthcare costs. However, many individualsand
employers are interested in HSAs, and information about them is likely to emerge
quickly. Federal employeeswill be able to have HSAs starting in 2005.

This report has five parts. It begins with a summary of the principa rules
governing HSAs, covering such matters as eligibility, qualifying health insurance,
contributions, and withdrawals. The report then compares HSAs to the other types
of tax-advantaged accounts mentioned above. Third, it presents data on availability
and use of HSA plans (productsthat combine both the HSA and the associated health
insurance) and discusses how rapidly and widely they might spread. Fourth, it
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discusses HSA plansin the context of what are called consumer-driven health plans.
Finally, thereisadiscussion of several issues, including the effect of HSA planson
adverse selection, the number of uninsured, and healthcare spending, and an
overview of current legislation.

This report will be updated and expanded to reflect substantial new
devel opments and anal yses.

Principal Rules Regarding HSAs

Rules governing HSAs are laid out primarily in Section 1201 of the Medicare
Prescription Drug, Improvement, and Modernization Act of 2003 and guidance
issued by the IRS. Thelatter includesguidanceissued on December 22, 2003, March
30, 2004, May 11, 2004, June 18, 2004, and August 9, 2004.> Further official
guidance is expected later in 2004 or early 2005.

HSAs are affected by other rules aswell. For example, Section 213(d) of the
Internal Revenue Code governs whether an expenditure is a qualified medical
expense; aside from exceptions pertaining to the purchase of health insurance, the
HSA statute and guidance do not change these rules. Similarly, whether HSA
arrangements are covered by privacy rules is governed by the Health Insurance
Portability and Accountability Act and previously existing definitions regarding
group health plans.

This part of the report summarizes the principal rulesregarding HSAs. It does
not provide all details or cite supporting documentation. Further information about
HSA requirementsmight be obtai ned by referringto theoriginal sourcematerial cited
above, to IRS and other government publications, or to agrowing body of secondary
analyses.

What is an HSA?

An HSA is a tax-exempt trust or custodial account established for paying
qualified medical expenses of the account beneficiary. Accountsmay be established
with banks and insurance companies or with other entities approved by the IRS to
hold Individual Retirement Accounts (IRASs) or MSAs. In addition, other entities
may request approval to be an HSA trustee or custodian.

Insurance companiesthat offer qualified high deductible health plans (HDHPS)
often also establish HSAs for the policyholders. However, there is no federal
reguirement that HSAs be established by the entity that provides the health plan.

'IRSNotice2004-2 (Dec. 22, 2003); IRS Notice 2004-23, Notice 2004-25, Rev. Proc. 2004-
22, Rev. Rul. 2004-38 (Mar. 30, 2004), IRS Rev. Rul. 2004-45 (May 11, 2004), IRS Notice
2004-43 (June 18, 2004), and IRS Natice 2004-50 (revised and corrected August 9, 2004).
These and other IRSdocumentscited inthisreport can be accessed through the IRSwebsite,
[http://lwww.irs.gov] , using the search box in the upper |eft corner of the screen at that site.
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Individual sinterested in establishing an HSA must locate an entity that accepts
the accounts; they cannot simply deem an ordinary savings account to be an HSA.

Who May Have an HSA?

Individuals are eligible to establish and contribute to an HSA if they have a
qualifying HDHP and no disqualifying coverage, as discussed under the next two
headings. Whether someone has aqualifying HDHP is determined as of the first of
each month; thus, aperson might be eligibleto contribute to an HSA in somemonths
but not others.? For example, if someone first enrolled in an HDHP on September
15, their HSA dligibility period would begin on October 1 of that year.

Individuals cannot be enrolled in Medicare (aform of disqualifying coverage),
which generally occurs at age 653 They cannot have received Veterans
Administration medical benefits (another form of disqualifying coverage) withinthe
past three months.

Individuals are not eligible if they may be claimed as a dependent on another
person’ stax return. Tax dependency is determined on ayearly basis; this might not
be known until the end of the year.

Individuals may keep their HSAs once they become ineligible. Thus,
individuals do not lose their HSA (or the right to access it) by turning age 65 or by
obtaining insurance with a low deductible. However, they could not make
contributions until they become eligible once again.

Individual members of afamily may havetheir own HSAS, provided they each
meet the eligibility rules just described. They can aso be covered through the HSA
of someone else in the family; for example, a husband may use his HSA to pay
expenses of his spouse even though she has her own HSA.

Individuals may have more than one HSA account.

What Is a Qualifying Health Plan?

A health plan must meet several teststo be qualified: it must have adeductible
above a certain minimum level, and it must limit out-of-pocket expenditures for
covered benefits to no more than a certain maximum level. These two tests are
described immediately below.

In addition, a qualifying health plan must provide general coverage:
substantially al of its coverage cannot be through what the statute calls “ permitted
insurance” (e.g., coverage for only a particular disease) or certain other coverage

2 Individual s should be ableto find out from their insurer whether their HDHPis qualifying
coverage. They need not apply to the IRS or other government agency for a determination.

3 Individualsremain eligible to establish and contribute to HSAs after becoming entitled to
Medicare, provided they do not enroll in either Part A or Part B.
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(e.g., vision care). Thisrule prevents individuals from making HSA contributions
when the only insurance they have is high deductible coverage for a narrow class of
benefits. (Moredetailson permitted insurance and these other forms of coverage are
provided under the heading “what is disqualifying coverage?”’)

Minimum Deductible. For self-only coverage, theannual deductiblein 2004
must be at least $1,000; for family coverage, it must be at least $2,000. These
amounts will be adjusted for inflation (rounded to the nearest $50) in future years.

Only usual, customary, and reasonable charges for covered benefits are taken
into account in determining whether deductiblesaremet. Premiumsare not included
in meeting the deductible, though copayments may be at the option of the HDHP.

The minimum deductible requirement does not apply to preventive care. The
exception is established in the statutory language, which does not define the term.
However, IRS regulations provide that preventive care includes but is not limited to
periodic health evaluations (including tests and diagnostic procedures ordered in
connection with routine examinations), routine prenatal and well-child care,
immunizations, tobacco cessation programs, obesity weight-loss programs, and
various screening services. Drugs and medications can be included when taken by
a person who has devel oped risk factors for a disease, or to prevent its recurrence.
In general, preventive care does not include services or benefits intended to treat
existingillnesses, injuries, or conditions; an exception isallowed when thetreatment
is incidental to the preventive care service and it would be unreasonable or
impracticable to preform another service.

The IRS has ruled that prescription drugs are not exempt from the minimum
deductible, whether they are included in the high deductible insurance plan or
provided separately. However, in order to allow health plans time to adjust to this
requirement, the IRS delayed its effective date until January 1, 2006.

Similarly, the IRS has ruled that until January 1, 2006, a plan may qualify asa
HDHP even if state law requires that certain benefits be provided without a
deductible or below the minimum annual deductible.

Prescription or other discount cards do not disqualify individual s from meeting
the minimum deductible requirement. Similarly, individualsare not disqualified by
coverage under an employee assistance program, disease management program, or
wellness program, provided the program does not provide significant benefitsin the
nature of medical care or treatment.

Out-of-Pocket Limit. For self-only coverage, the annual limit on out-of-
pocket expenditures for covered benefits must not exceed $5,000. For family
policies, the limit must not exceed $10,000. These amounts will be adjusted for
inflation (rounded to the nearest $50) in future years.

These limits should not be interpreted as ceilings on all out-of-pocket
expendituresfor healthcare. Premiumsfor the HDHP and other insurance would be
extra, as would payments for benefits not covered by insurance. Even for covered
benefits, the limits would apply only to payments for usual, customary, and



CRS5

reasonable charges. On the other hand, both deductibles and copayments must be
taken into account in determining whether the limits are exceeded.

The out-of-pocket limit rule does not preclude HDHPs from imposing
reasonable lifetime limits (for example, $1 million) on plan benefits.

What Is Disqualifying Coverage?

Whilecovered by aqualifying HDHP, individual sgenerally must not have other
coveragethat isnot high deductible and that provides coverage for any benefit under
their high deductible plan. For example, individualswith aqualifying HDHP are not
eligibleto establish or contributeto an HSA if they are al so covered under aspouse’'s
low deductible policy for the same benefits. (If the spouse’s policy were high
deductible, the individual could contribute to his or her own HSA.)

However, digible individuals may have “permitted insurance,” which is
insurance under which substantially all coverage relatesto liabilitiesincurred under
workers' compensation laws, tort liabilities, or liabilitiesrelated to ownership or use
of property (such as automobile insurance); insurance for a specified disease or
illness; or insurance that pays a fixed amount per day or other period of
hospitalization. In addition, eligibleindividuals may have what thelegislation calls
“other coverage” (through insurance or otherwise) for accidents, disability, vision
care, dental care, or long-term care. As mentioned above, the permitted insurance
and other coverage described here do not provide the general form of coverageto be
considered a qualifying health plan for purposes of HSA dligibility.

Eligible individuals may also have Flexible Spending Accounts and Health
Reimbursement Accounts, provided these accounts are for limited purposes (for
example, dental services or preventive care), provide reimbursement for services
covered by the HDHP only after the qualifying deductible is met, or are used in
retirement.

Who May Contribute to an HSA?

Contributionsto HSAs may be made by eligible individuals aswell as by other
individuals or entities on their behalf. Thus, individuals may contribute to accounts
of eligible family members, and employers may contribute to accounts of eligible
employees. Contributions could also be made by state governments.

Contributionsby oneindividual or entity do no preclude contributionsby others,
provided they do not exceed annual contribution limits.

Contributors cannot restrict how HSA funds are to be used. For example,
employers may not limit HSAs just to medical expenses, even for funds they
contribute. (Account owners always can make withdrawals for other purposes,
though nonqualified withdrawals are subject to taxation, as discussed below.) In
contrast, employers can restrict the types of medical expenses for which flexible
spending account may be used.
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When and How May Contributions be Made to an HSA?

Contributionsto HSAsmay be made at any time during aca endar year and until
thefiling date (without extensions) for federal incometax returns, normally April 15
of thefollowing year. Thus, contributions could occur over a 15% month time span
(e.g., from January 1, 2004, through April 15, 2005), provided they do not exceed the
allowable annual limit described below.

As with IRAS, contributions to HSAs must be made in cash; contributions of
property are not allowed.

HSA contributions may be made through cafeteria plan salary reduction
agreements, that is, benefit arrangements established by employers under which
employees accept lower take-home pay in exchange for the difference being
depositedintheir account.* ThelRS hasdetermined that sal ary reduction agreements
must alow employees to stop or increase or decrease their HSA contributions
throughout the year as long as the changes are effective prospectively; however,
employers may place restrictions on these elections if they apply to all employees.
The IRS has also determined that these agreements allow employers to contribute
amounts to cover medical expenses that exceed employees’ current HSA balances
(subj ect to maximum amountsthe empl oyees had el ected to contribute), provided the
employees repay the accelerated contributions before the end of the year.

How Much May Be Contributed to an HSA?

Two types of contributions may be made to HSAS, regular and catch-up. Both
have annual limitsthat are calculated on amonthly basis: for each month during the
year whenindividualsare eigible, they may contribute (or have others contribute on
their behalf) up to one-twelfth of the applicable annual limit. For example, an
individual who was eligible for seven months could contribute seven-twelfths of the
annua limit for that year. Contributions need not actually occur monthly; one
contribution can be made for the entire year, provided it does not exceed the sum of
the allowable monthly limits.

Regular Contributions. Theannual contributionlimit for self-only coverage
is $2,600 (in 2004) or 100% of the insurance deductible, whichever islower. The
annual limit for family coverageis $5,150 (in 2004), 100% of the overall deductible,
or theembedded deductibl e (the deductible applying to oneindividua ) multiplied by
the number of covered family members, whichever of the three is lowest.> The
$2,600 and $5,150 limits will be adjusted for inflation (rounded to the nearest $50)
in future years.

* Health care flexible spending accounts general ly are al so funded through salary reduction
agreements; however, they have a number of restrictions that do not apply to HSAs.

® Family coverage may have both an overall deductible (applying to expensesfor all covered
members) and an embedded deductibl e (applying to expensesfor just one covered member);
the health plan would begin to pay benefits once either amount is exceeded. To be a
gualified HDHP, the embedded deductible cannot be less than the minimum allowable
contribution limit ($2,000 in 2004).
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In the case of a married couple, if one spouse has family insurance coverage
both will betreated asif they have only that coverage; the monthly contribution limit
will be divided equally between them unless they agree on a different division. If
both spouses have family coverage, the joint contribution limit will be the least of
$5,150, the lower of the two overall deductible limits, or the lower of the two
embedded deductibles multiplied by the number of covered family members.

Catch-up Contributions. These contributions may be made by individuals
who are at least 55 years of age but not yet eligible for Medicare. 1n 2004, they may
contribute an additional $500. The annual catch-up amount will increase by $100
each year through 2009, when it will be $1,000. These amounts are not indexed for
inflation.

Rollovers. Account owners may rollover balances from one HSA to another
without being restricted by the annua contribution limits or affecting new
contributions. If the owner withdraws funds and deposits them in another account,
only one rollover is allowed each year. Deposits must be made within 60 daysin
order for the transfer to be considered arollover. If instead an HSA trustee transfers
funds to another, there is no limit on the number of rollovers alowed each year.
HSA trustees are not obligated to accept either owner or trustee rollovers.

Interaction with MSAs. The annual limitations just described are reduced
by the amount of any contribution individuals maketo their MSAsin the sameyear.

Individuals are permitted to rollover MSA balances to their Health Savings
Accounts. Rolloversare not taken into account for purposes of the annual limitson
HSA contributions. Rollovers are not permitted from Health Reimbursement
Accounts or healthcare Flexible Spending Accounts.

Excess Contributions. Contributions exceeding annual limits might occur
for anumber of reasons, including failure of employeesto take account of employer
contributions, early deposits that incorrectly anticipated continuing eligibility, and
mathematical errors.

If an excess contribution and any earningson it are withdrawn by thefiling date
(without extensions) for thefederal incometax return for theyear, theindividual will
not be subject to a penalty. Otherwise, the excess contribution will be subject to a
6% excise tax each year until it is withdrawn.

Comparability Requirement. Employers are not required to contribute to
employees’ HSAs, but if they do the contributions must be comparable.® Generally,
contributions must be the same dollar amount or the same percentage of the HDHP
annual deductible, adjusted to reflect the proportion of the year the employees have
worked. Employer matching contributions (which might vary) satisfy the
comparability requirement only if employee contributions are made through a
cafeteria plan salary reduction agreement.

® The comparability requirement isin Section 4980G of the Internal Revenue Code, which
references rules for MSAs in Section 4980E.
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Employers may limit contributions just to employees who participate in the
employers HDHPs; however, if they make contributions to employees who
participate in other HDHPs they must make comparable contributions to all
employees with HDHPs.

Different treatment is allowed for full-time and part-time employees, and for
self-only and family coverage.

What Is the Tax Treatment of HSA Contributions?

Individual swho contributeto their HSAsmay claim adeduction ontheir federal
income tax. The deduction is “above-the-line,” that is, it is made in determining
adjusted gross income; it may be taken by all taxpayers, even those who claim the
standard deduction instead of itemizing deductions.

Contributionsmade by empl oyersare excluded from grossincome of employees
in determining their income tax liability. In addition, employer contributions are
exempt from social security and Medicare taxesfor both employers and employees.”
(Socia Security taxes are 6.2% of wages up to $87,900 in 2004; Medicare taxes are
1.45% of total wages.) In addition, employer HSA contributions are exempt from
federal unemployment insurance taxes. If employees contribute to their HSAs
through salary reduction cafeteriaplans, the contributions are considered to be made
by the employer and are exempt from these three employment taxes.

Stateincometaxesgenerally follow federal ruleswith respect to deductionsand
exclusons. However, some states may elect different treatment.

What Is the Tax Treatment of HSA Withdrawals?

Withdrawals from HSAs are exempt from federal income taxes if used for
qualified medical expenses, with one exception.® The exception is that while
paymentsfor health insurance are qualified under Section 213(d), they generally are
not qualified for purposes of HSAs. Thus, accounts cannot be used to pay some or
all of the premiums of the associated HDHP. However, payments for four types of
insurance are considered to be qualified expenses: (1) long-term careinsurance,’ (2)

"If an individual is self-employed, contributions are not taken into account in determining
net income from self-employment; as a consequence, they are not exempt from Social
Security and Medicare taxes.

8 Qualified medical expenses are described generally in Section 213(d) of the Internal
Revenue Code; they include expenditures for aspouse and dependents, even if they are not
eligible to have an HSA themselves. IRS publication 502, Medical and Dental Expenses,
provides a good overview; it is available online at [http://www.irs.gov/pub/irs-pdf/p502-
pdf]. The principa purpose of Section 213(d) isto describe which expenses may be taken
into account in determining the itemized deduction for medical expenses.

° The IRS considers payments for long-term care insurance to be qualified expenses even
if the HSA is funded through a salary reduction agreement under a cafeteria plan,
notwithstanding the explicit provision in Section 125(f) of the Internal Revenue Code

(continued...)
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health insurance premiums during periods of continuation coverage required by
federal law (e.g., COBRA), (3) hedlth insurance premiums during periods the
individual is receiving unemployment compensation, and (4) for individuals age 65
years and older, any heath insurance premiums (including Medicare Part B
premiums) other than a Medicare supplemental policy.

Withdrawals not used for qualified medical expenses are included in gross
income in determining federal income taxes; they also are subject to a 10% penalty
tax. The penalty iswaived in cases of disability or death and for individuals age 65
and older.

Thereisnotimelimit on when HSA withdrawal sare madeto pay (or reimburse
payments for) qualified expenses, provided adequate records are kept. However,
HSAs may not be used to pay expenses incurred before the HSA was established.

HSA withdrawals are not subject to nondiscrimination provisions applying to
self-insured medical reimbursement plans.

What Happens to HSAs at Death?

If a surviving spouse is the designated beneficiary of an HSA, it becomes an
HSA for that widow or widower.

If someone other than asurviving spouseisthe designated beneficiary, the HSA
is terminated as of the date of death and the fair market value becomes taxable
income to that person. If there is no designated beneficiary, the remaining assets
become part of the estate and the fair market value becomes taxable income to the
deceased individual onthefinal return. Intheseinstances, amountsincludedin gross
income are reduced by qualified expensesincurred by the deceased before death and
paid within one year.

What Administrative Provisions Apply to HSAs?

The IRS has proposed model formsthat banks, insurance companies, and other
approved entities can use astrust or custodial agreements with eligible individuals.
The proposed agreements, which are not mandatory, provide a safe harbor definition
of theseinstitutions’ responsibilities. Among other things, the proposed formsclarify
that trustees and custodians may rely on account owners' representations about their
age, that they are covered by aHDHP, and that their contributions do not exceed the
maximum allowed.’ In addition, the proposed forms state that trustees and
custodians are not responsible for determining whether distributions are used for
medical expenses.

% (...continued)
prohibiting cafeteria plans from including long-term care insurance; the rationale is that it
isthe HSA that is paying for the insurance, not the cafeteria plan.

10 However, trustees and custodians may not accept contributions that exceed the annually-
adjusted dollar amounts (e.g., $2,600 and $5,150) and allowable catch-up contributions.
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HSA funds may be invested in investments approved for IRAS, such as bank
accounts, annuities, certificates of deposit, stocks, mutual funds, and bonds.
However, trustees and custodians need not make available all of these options. HSA
funds may not be invested in life insurance contracts or most collectibles (i.e.,
tangible property).

Administration and account maintenance feesmay bewithdrawn fromthe HSA
(in which case they will not be considered taxable income) or paid separately (in
which case they will not be taken into account with respect to contribution limits).

Trustees and custodians may place reasonabl e restrictions on the frequency and
minimum amount of HSA distributions.

Are HSAs Covered by ERISA?

The Employee Retirement Income Security Act (ERISA) establishes
requirements for employee benefit plans. Among other things, it establishes
reporting, disclosure, and fiduciary standards for employers, superceding state laws
on these matters. Benefit plans with minimal employer involvement are exempted.

The U.S. Department of Labor (DOL) has determined that HSAs generally will
not be considered ERISA plans, even if employers make contributions to the
accounts, provided employer involvement is otherwise limited.™* For the exemption
to apply, employersmust not limit employees’ ability to movefundsto another HSA,
impose additional conditions on using HSA funds, make or influence investment
decisions regarding HSAS, represent that HSAs are employee welfare benefit plans
established by the employer, or receive any payment or compensation in connection
with HSASs.

What State Requirements Apply to HSAs ?

States do not have to approve HSAs for them to become available within their
jurisdictions. However, individual s cannot establish or make contributionsto HSAs
unlessthey have aqualifying HDHP. Currently, some states do not allow the sale of
insurance that meetsthe requirementsfor these plans sincethey requireall insurance
to include certain benefits with no or low deductibles. (Some of these benefits may
not fall within the IRS definition of preventive benefits, which would alow the
insuranceto be considered qualified.) The IRS hasgranted awaiver until January 1,
2006, that allowsinsurancein these statesto be considered HDHPs, giving the states
timeto changetheir laws. However, some states might not act by that date or at all.*

1 Department of Labor, Field Assistance Bulletin 2004-1, Apr. 7, 2004.

12 For additional information, see Health Savings Accounts: Issues and |mplementation
Decisions for Sates, by Mila Kofman. AcademyHealth, Washington, D.C. 2004.
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Thisregulatory barrier doesnot apply to employersthat self-insuresince ERISA
generally exempts their plans from state insurance mandates.® It does apply to
employersthat purchaseinsurance from insurance companiesaswell astoinsurance
that is sold in the individual market and small group market.

HSAs and Other Healthcare Accounts

HSAs are new, but the concept of a tax-advantaged account to pay for
unreimbursed healthcare expenses is not. Three other types of tax-advantaged
healthcare accounts have existed for sometime: Archer Medical Savings Accounts
(MSASs), Health Reimbursement Accounts(HRAs), and healthcare Flexible Spending
Accounts (FSAS). This section provides a brief overview of these other accounts.

It is possible for individuals to have more than one of these accounts; the most
likely combinations would be HRAs and FSAs, or HSAs and FSAs. However,
employers must coordinate how multiple accounts are used so that eligibility
requirements are not violated. For example, they might limit their FSAsto benefits
that are not covered by their HRASs (vision care, perhaps) or require that HRAs be
exhausted before the FSAs can be used.

Medical Savings Accounts

MSAs are precursors to HSAs: both consist of a tax-advantaged account that
must be accompanied by a high-deductible health plan at the time that contributions
aremade. MSAswerefirst authorized asademonstration under the Health Insurance
Portability and Accountability Act of 1996 (P.L. 104-191). They were renamed
Archer MSAsby P.L. 106-554.*

MSAswerenot aswidely availableasHSAs. Toenroll inanMSA, individuals
had to either be self-employed or employees covered by a high deductible insurance
plan established by their small employer (50 or fewer employees on average). In
contrast, there is no work-related requirement for HSASs.

MSAs are less attractive than HSAs in other respects as well. The minimum
deductible for the qualifying high-deductibleinsurancein MSA plansis higher than
that required for HSAs plans. For 2004, the minimum self-only deductible for an
MSA plan is $1,700; for an HSA planitis $1,000. For 2004, the minimum family
deductible for an MSA plan is $3,450; for an HSA plan, it is $2,000. In addition,
contributions to MSAs are limited to no more than 65% of the insurance deductible
for self-only coverage and 75% of the deductible for family coverage. In contrast,
contributions to HSAs of up to 100% of the insurance deductible are permitted,

13 For additional information, see CRS Report RS20315, ERI SA Regul ation of Health Plans:
A Fact Sheet, by Hinda Ripps Chaikind.

4 For additional information, see CRS Report 96-500, Flexible Spending Accounts and
Medical Savings Accounts: A Comparison, by Bob Lyke and Chris L. Peterson.
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subject to some maximum limitations, as previously discussed.”® The penalties for
non-medical withdrawals from MSAs (15% of the withdrawal amount) are greater
than for HSAs (10%).

One obstacle to the popularity of MSAs was that the initial authorizing
legislation established acut-off date after which no new M SAs could be established.
(It al'so established numerical limits on the number of accounts, but these were far
above the number of accounts actually created.) Asthat date approached, Congress
passed legislation to extend it, most recently through December 31, 2003. (The
Working Families Tax Relief Act of 2004 (H.R. 1308), passed by both the House and
Senate on September 23, 2004, would extend authorization for new accountsthrough
December 31, 2005.) The absence of permanent authorization created uncertainty
about the future growth of MSAs and discouraged banks and insurance companies
from marketing MSA plans. Although now no new MSAs may be created, with
someexceptions, current holdersof M SAscan maintain their accountsand, provided
they have a qualifying high-deductible health plan, can continue to make
contributions to the MSA. However, MSA owners can now have HSAs, and their
MSA balances can be rolled over into the new accounts.

Health Reimbursement Accounts

Unlike HSAs and MSAs, HRAs are not explicitly authorized by legislation.
HRAswerefirst offered in the marketplace several years ago under the assumption
that they too could be a tax-advantaged way to pay for unreimbursed medical
expenses, this was ultimately affirmed by the Treasury Department in 2002, with
certain stipulations.*

HRAs can be funded only by employer contributions; unlike the other accounts
discussed here, employees may not contribute on their own. However, HRAs need
not actually be funded; employers may treat them simply as notional accounts and
pay reimbursementsfrom other sourcesasneeded. HRA sal so need not be associated
with high deductible health plans, though in practice employers generally couple
them with insurance having a deductible greater than the annual contribution to the
HRA.

Because the HRA is owned by the employer rather than the enrollee, the
employer isfreeto set [imitsonit. For example, employers generaly limit the total
amount that can be built up in the account. The employer also determines what
happensto the account when an empl oyeeleavesthe company; generally, theaccount

15 Even so, 100% of the HSA insurance deductible might be alower dollar figure than 65%
or 75% of the MSA insurance deductible. If deductibles do not exceed $2,600, however,
HSA contributions could cover the deductibles while M SAs contributions could not.

*|RSRev. Rul. 2002-41 and Notice 2002-45 (June 26, 2002). ThelRSrulingisbased upon
Sections 105 and 106 of the Internal Revenue Code, which deal with accident and heath
plans.
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balance isforfeited back to the employer, although as aform of employer-provided
health coverage, HRAs are subject to COBRA provisions.'’

Non-medical withdrawals from HRAS are not permitted.

Flexible Spending Accounts

FSAs are employer-established benefit plans that reimburse employees for
specified expenses as they are incurred. They can be used for heathcare or for
dependent care, though there must be separate accountsfor these purposes. FSAsare
not explicitly authorized by theInternal Revenue Code; instead, rulesgoverning them
were spelled out in proposed regulations that the IRS issued for cafeteria plansin
1984 and 1989 and in fina rules issued in 2000 and 2001 regarding mid-year plan
changes.’®

While FSAs can be used to pay for unreimbursed healthcare expenses, unlike
the other accountsdiscussed herethey usually are not coupled with aparticular health
insurance plan. They are standal one accounts the principa purpose of which isto
enable employees to pay out-of-pocket healthcare costs with pre-tax dollars.

Most FSAs are funded through salary reduction arrangements under which
employees receive less take-home pay (for example, $100 amonth) in exchange for
equivalent contributions to their accounts (in this case, $1,200 for the year).

An important distinction between FSAs and the other accounts is end-of-year
bal ances cannot be used in the following year; any balance at the end of the year is
forfeited to the employer. Thisiscommonly called the “useit or loseit rule.” (On
May 12, 2004, the House passed H.R. 4279, which among other things would allow
up to $500 in unused FSA balancesto be carried over to the following year or rolled
over into an HSA.)

HRAsand FSAs are similar in that non-medical withdrawals are not permitted
and there is no required health plan to accompany the account. In addition, the
annual amount to be deposited inthe account isavail ableat the beginning of theyear,
even before all the deposits have been made. In contrast, with HSAsand MSAs, one
may not withdraw an amount greater than the current account balance.

17 COBRA refersto the Consolidated Omnibus Budget Reconciliation Act of 1985 (P.L. 99-
272), which among other things requires employers with 20 or more employees to allow
separated employeesand their surviving spouse and dependentsto continuehealthinsurance
coverage for a certain length of time.

18 For additional information on the legal basis of FSAS, see CRS Report 96-500, Flexible
Spending Accounts and Medical Savings Accounts: A Comparison, by Bob Lyke and Chris
L. Peterson.
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Availability and Use of HSAs

Available Products

The number of companies that offer HSAs and qualifying HDHPs is growing.
The initial entrants in this market were companies such as Golden Rule Insurance
Company and Assurant Health (previously Fortis) that had earlier sold M SAs plans.
Since HSAs are more attractive, many of their MSA plans have been converted to
HSA plans. Both companiesalso started offering HSA plansto new customers as of
January 2004. Likewise, companies such as Lumenos that sold HRAs were early
marketersof HSA plans. Since systemsused to administer MSA and HRA planscan
be readily adapted to administer HSA plans, it is understandable that companies
selling the previous arrangements were among the first to offer the new ones.

Many prominent insurance companies and managed care organizations have
begun selling HSA products. These include insurance companies Aetna, CIGNA,
Principal Life, and various Blue Cross-Blue Shield and managed care organizations
(e.g., United Headlth Care, Kaiser Permanente, and Tufts).

HSA and HDHP services are distinct. Typically insurance companies sell
HDHPs, while banks and trusts sell HSA administration services. However, many
insurance companies have partnered with banks and trusts to offer integrated HSA
and HDHP services with sophisticated capabilities. An example is the integrated
HSA product announced by CIGNA and JP Morgan. The product will alow
enrollees accessto CIGNA’ s provider network and medical management programs.
Other features of the product are a tax-advantaged interest-earning or investment
account; a debit card and checkbook that allow members to pay medical expenses
directly from their account; automatic claim rollover that allows account holdersto
choose to have their account automatically debited instead of manually submitting
forms; and an integrated approach that provides one customer service and Web
experience.

Other integrated HSA products have been announced by Anthem Blue Cross
and Blue Shield in alliance with JP Morgan, Alliance Benefit Group with Charles
Schwab Trust Company, Evolution Benefits with CareGain, Mellon Financial
Corporationwith North American Health Plans, and Wausau Benefitsin conjunction
with variousbanks. Thefederal government will begin offering HSA productstoits
employeesin 2005.

TheHSA Insider website [ http://www.hsainsider.com] listsinsurance companies
that sell HDHPs and banks and truststhat provide HSA custodial and administrative
services. As of September 7, 2004, the website listed 66 insurance companies and
24 banks/trustees.™

Nonetheless, at thistime, an individual who wishesto open an HSA account is
unlikely to find this product being offered by alocal bank. Theoretically, any bank

19 1t should be noted that neither The HSA Insider nor CRS has verified the information
presented on the website.
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or trustee may set up an HSA, aslong as the HSA meets Internal Revenue Service
(IRS) rules. However, many local banks are not knowledgeable about HSAS, and as
of now, banks and financial institutions administering HSAs tend to be specialty
organizations. AsHSAsbecome better known and HSA account balancesgrow, one
can expect that more local banks will offer HSA accounts.

IRS Forms 5305-B and 5305-C are model honmandatory forms that HSA
trusteesand custodians, respectively, can useto allow individualsto establish HSAS.
Theforms may be obtained through the IRS website [ http://www.irs.gov]. An HSA
is established after aform isfully executed by the account owner and the trustee or
custodian.

HSA fees and services vary. Most plans have both a setup fee and ongoing
administrative fees. Investment options vary from simple interest-bearing accounts
(sometimes with graded interest rates based on the account balance) to mutual funds
and afull range of brokerage services. Some plans offer debit cards, free checking,
online access, and Internet transactions. Individuals who anticipate accessing their
HSA accountsfrequently will value plansthat offer free debit cardsor free checking.
Individuals who anticipate letting their HSA balances accumulate might be more
interested in plans that offer sophisticated investment options.

Use of HSAs

In the United States, people under age 65 have health insurance from avariety
of sources. (Oncethey reach 65, nearly everyone becomes entitled to Medicare.) In
2002, approximately 67% of those under 65 (over 167 million people) had
employment-based health plansastheir primary source of coverage. Approximately
9% (nearly 23 million) were covered through Medicaid, the State Children’ sHealth
Insurance Program (SCHIP) or other state programsfor low-incomeindividuals. The
private nongroup or individual market covered about 4% (over 10 million). Over
17% (43 million) were uninsured.”® This section discusses how the employer and
individual markets are likely to respond to the availability of HSAs.

Employer Market. HSAshave elicited widespread interest from employers.
In a survey of 991 employers released in April 2004 by Mercer Human Resource
Consulting, nearly three-quarters of the respondents said it was either very likely
(19%) or somewhat likely (54%) that they would offer an HDHP with an HSA by
2006.2 A Hewitt Associates survey reported similar results: 6in 10 employersare
likely to offer HSAs to their employeesin the near future.?

2 CRSanalysisof datafromthe Mar. 2003 Current Population Survey (CPS). Other people
under 65 were covered under Medicareor military and veteransprograms. Peoplemay have
more than one source of coverage during the year.

2 Qurvey on Health Savings Accounts. Although 84% of the respondents had 500 or more
employees, the survey included employers of al sizes, including some with under 50
employees. Mercer describes or makes available a number of its studies on its website,
[http://www.mercerhr.com].

2 The survey covered 270 employers and was released in Mar. 2004. Hewitt describes or
(continued...)
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Large and small employers face different issues regarding health insurance
coverage for their employees, and their consideration of HSA plans may differ.
These categories are considered separately below.

Large Employers. Largeemployersare generally defined asthose with over
500 employees. Two segments of these employers are likely to be particularly
interested in HSA plans: those that currently offer HRAs and others that also offer
some form of high deductible insurance.

Employers that currently offer HRA plans are likely to give serious
consideration to adopting HSAs, which generally are more advantageous for
employees. These employers have already bought into the concept of consumer-
driven health plans as a strategy for improving cost awareness and accountability.
They have programs in place for educating employees about provider costs and
choices. According to Mercer, there are at least 1 million employees enrolled in
HRAs in 2004, mostly through large employers.®

Other employers offer high deductible insurance without HRAs. According to
a2003 Kaiser survey, 17% of jumbo firms (5,000 or more workers) offered ahealth
plan with a deductible of $1,000 or morefor single coveragein 2003 and 41% stated
that they were very or somewhat likely to offer such ahealth plan in 2004.* These
plans may not meet the definition of a qualified HDHP under the HSA legidation,
but many could be modified to do so. These employers could then allow employees
to add an HSA account funded entirely with employee contributions with no added
cost to the employer.

Some large employers may find it difficult or inadvisable to offer HSA plans
because prescription drugs will not be exempt from the deductible requirements of
the HDHP. Currently, large employers often offer prescription drug plans through
specialty vendors such as Medco or Express Scripts. The prevalent design provides
prescriptionswithout adeductible, with separate copaymentsfor generic versusbrand
name drugs and for mail order versus retail drugs. Revenue Ruling 2004-38 issued
in March 2004 clarified that in order to meet statutory requirements, prescription
drug benefits must be subjected to the deductible underlying the HDHP along with
other healthcare clams. However, the Treasury Department was responsive to
complaints from employers and health plans that it would take time to change plan
design and administrative systems to comply with this ruling. Revenue Procedure

2 (...continued)
makes available a number of its studies on its website, [http://was4.hewitt.com].

2 |nitial findings of Mercer/Harvard study of over 600 health plans, reported by Arnold
Milstein in testimony before the Joint Economic Committee, Feb. 25, 2004.

24 K @i ser Family Foundation and Health Research and Educational Trust, Employer Health
Benefits 2003 Annual Survey. The survey is temporarily available through the Kaiser
Family Foundation website, [http://kff.org]. The survey reported that 5% of al firms
offered a health plan with a deductible of more than $1,000 for single coverage in 2003.
Some of these planswere HRA plans, though presumably most were not. The survey also
reported that 27% of all firmswere very or somewhat likely to offer workerssuch aplanin
2004.
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2004-22, released concurrently with Revenue Ruling 2004-38, provides transition
relief until January 1, 2006, by allowing individualsto be eligible for HSAs even if
covered by a prescription plan that provides benefits before the annual HDHP
deductibleis satisfied.

Despite this transition relief, large employers may consider the eventua
application of Revenue Ruling 2004-38 abarrier for HSAs. Large employerswould
be likely to offer an HSA plan as one option among many and might not wish to
modify their prescription drug plan design and administration for only that option.
Moreover, some employersbelieve that subjecting prescriptionsto ahigh deductible
may beaperverseincentivethat induces someenrolleesto skip required medications,
ultimately leading to greater healthcare costs in the future.

Small Employers. Employerswithfewer than 50 workers constitutethe vast
majority of the nation’ semployers.”® Among small firmsthat offer health insurance,
few have plans with tax-advantaged accounts. The uncertainty surrounding MSAs
made them an unattractive option, asdid their other limitations. FSAsand HRAsare
also unpopular since often the owners of small firms cannot participate in them.
Many small businesses are organized as partnerships, S corporations, Limited
Liability Companies (LLCs), or sole proprietorships, yet partners, more than 2%
owners of S-corporations, members of an LLC, and sole proprietors are not
considered to be employees for purposes of FSAs or HRAS.

HSAsdo not have these drawbacks. Compared to MSAS, they have permanent
authorization, no limit on the number of accounts, and allow for larger contributions.
Comparedto HRAsand FSAS, they offer ownersaccessto awidely available product
that pays unreimbursed medical expenses and also has significant tax advantages.
Early reports are that these firms may adopt HSAs in large numbers. It is also
expected that their high income employees would be most likely to participate in
these plans.

Small employersthat do not offer health insurance generally attributethistoits
cost. They might have been able to afford sparse insurance coverage with high
deductibles and limited benefits, but may not have had much choice of plans. With
the advent of HSAs, however, HDHPs will become more widely available, perhaps
at more competitiverates. Small employers may also find HSA accounts attractive
since they would obtain employment tax savings on employee contributionsthat are
made through salary reduction plans.

Individual Insurance Market. Individual market heathinsuranceisfor self-
employed individual s and individual s who do not have accessto employer-provided
insurance or choose not to participate in it. If individuals are self-employed, they
generally can deduct 100% of the cost of the HDHP aswell asany HSA contribution
they make. If individuals are not self-employed, the tax advantages are not as

% According to the K aiser survey, 90% of the nation’ semployers had 3-49 workers. About
19% of the workersin these firms were covered by employer-provided health insurance.

% For information about these firms and their tax status, see CRS Report RL31538,
Passthrough Organizations Not Taxed as Corporations, by Jack Taylor.
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marked; while they can also deduct HSA contributions, HDHP premiums are
deductible only to the extent they exceed 7.5% of adjusted gross income when
combined with other unreimbursed health expenses.

InhisFY 2005 budget, President Bush proposed allowing premiumsfor HDHPs
purchased in the individual market to be claimed as an above-the-line tax deduction
when individuals made HSA contributions. (An above-the-line deduction can be
claimed by taxpayers whether or not they itemize their deductions.) If this proposal
were adopted, it would spur the growth of HSAS, particularly among high income
individuals for whom the tax savings would be more significant. (The effect of the
President’ sproposal onthe number of uninsured isdiscussed below on pages22-24.)

One possible consequence of theintroduction of HSAsin theindividual market
might be reduced availability of comprehensive healthcare plans. If healthier-than-
average individuals enroll in HDHPs, less-healthy individuals could constitute an
increasing proportion of those with more comprehensive policies, driving up their
cost. This could cause such policies to become less affordable and less prevalent,
although regulations in some states could limit this effect. (Selection issues are
further discussed below on pages 21-22.)

Consumer-Driven Health Plans

HSAs are examples of what some call “consumer-driven health plans.” While
definitions vary, in general consumer-driven health plans involve two central
components. high-deductiblehealthinsurance and atax-advantaged savingsaccount
from which unreimbursed healthcare costs, including the insurance deductible, can
be paid.?” By thisdefinition, consumer-driven health plans (CDHPS) include HSAS,
HRAs, and MSAs, each of which was discussed earlier. Some might also include
FSAs, though currently most of these accounts are not coupled with high-deductible
insurance. It ispossible for individuals to have more than one of these accounts.

Thedevel opment of CDHPshasbeen spurred by employersanxiousto moderate
annual premium increases, which have exceeded 10% the past few years.® Simply
moving toward high deductibles enables employers to reduce the cost of insurance,
sinceit coverslessrisk; evenif growth rates continue, the additional costissmaller.
Insurance costs might al so be constrained if employees have agreater financial stake
in their healthcare, which the tax-advantaged accounts might encourage.

CDHPsalso emerged in responseto the backlash against managed carethat had
tight utilization controls. Managed care obtained a reputation in some circles of

2" Others define CDHPs more broadly, arguing that they permit enrollees to choose their
own network of providers (i.e., doctors and hospitals) or to choose their plan’s specific
benefits, varying the premiums according to each enrollee's choices. Jon R. Gabel et d.,
Consumer-Driven Health Plans. Are They More Than Talk Now? Health Affairs web
exclusive, Nov. 20, 2002, [ http://content.heal thaffairs.org/cgi/reprint/hithaff . w2.395v 1. pdf].

% Kaiser Family Foundation and Health Research and Education Trust (KFF/HRET),
“Employer Health Benefits: 2003 Annua Survey,” p. 2.
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refusing to pay for care people thought was needed. In response, health plans now
offer a greater choice of providers and are less active in trying to deter healthcare
utilization. Aspart of thistrend, CDHPs, which have fewer limitationson enrollees
healthcare choices, attempt to put in place financial incentives that encourage the
appropriate use of cost-effective care.

The effectiveness of CDHPs in slowing healthcare spending and encouraging
enrollees to use cost-effective care depends on how the two CDHP components are
structured and interact. The discussion below outlines somefactorsthat appear to be
important in these regards.

High Deductible Health Insurance

Economic theory, academic research, and insurance companies’ experience all
indicatethat substantial increasesin patient cost-sharing— insurance deductiblesand
copayments — generally result in significant reductionsin health use. Probably the
most frequently cited research isthe Rand Health Insurance Experiment, acarefully
designed study of 5,800 people at six sites between 1974 and 1982. Among other
things, this study showed that per capita expenses for patients with a 95%
coinsurance requirement for outpatient services were 31% lower than those for
patients without cost-sharing.”® Reductionsin expenses were somewhat smaller for
patients who had 25% or 50% coinsurance requirements, asthey were for those with
deductible policies. Reductionsoccurred for abroad range of conditions, especially
for ambulatory care but also for hospitalizations. Reductions were primarily in the
number of contacts rather than the intensity of services.®

The Rand Experiment occurred over three decades ago, and the magnitude of
reductions might be different today. American households have changed, as have
their economic prospects; likewise, the healthcare sector is different, particularly
with the spread of managed care in one form or another. Nonetheless, compared to
traditional health plans with low deductibles and nominal copayments, high
deductible health plans are likely to have lower healthcare utilization. One reason
for thisis that enrolleesin traditional health plans usualy are unaware of the total
cost of their care; they generally are not informed of the part covered by third-party
payers such as insurance companies. Another reason isthat enrolleesin traditional
plans have little incentive to hold down costs; once the low deductible is met, the
insurer will pay most of the cost of additional covered goods and services.
Financialy, enrollees have little need to see if other providers might recommend
different treatments or charge lower prices.

% The former group had to pay 95% of their expenses out-of-pocket, up to an annual limit
of 15% of family income or $1,000, whichever waslower. The latter group had no out-of-
pocket expenses for services.

®Willard G. Manning, et al., Health Insurance and the Demand for Medical Care: Evidence
from aRandomized Experiment, The American Economic Review, vol. 77, no. 3, June 1987.
p. 258.
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By themselves, higher deductibles may not be sufficient for enrollees to seek
cost-effective, higher quality care. Additional features that increase the likelihood
that improvements will result include the following:

e Availability of information. Enrolleesneed comparativeinformation
on the cost and quality of providers, procedures, pharmaceuticals,
and medical devices. Many CDHPsprovideenrolleeswith decision-
support tools and information related to their individual health (for
example, how to managetheir chronic conditionsand theavailability
of more cost-effective prescription drugs). However, consumers
rarely have access to both the price and quality of services from
individual physicians, hospitals, and other providers. Proponents of
CDHPs believe that demand for such information will increase as
CDHPs become more commonplace and will spur the accessibility
of such information.

e Competition. If there is only one practical option for needed
healthcare, exposure to the full cost up to the deductible will not
affect choice of providers. Providers have little incentive to offer
competitive prices when no competition exists. In the presence of
competition, however, enrolleesare ableto choose among providers
based on price and other factors.

e Pricesengitivity at the point of service. Exposureto thefull cost up
tothedeductiblewill have noimpact on utilization when demand for
agood or serviceisinelastic (that is, when apersoniswilling to pay
practically any price for it, such as with a life-threatening
emergency). However, utilization is affected when willingness to
obtain healthcare depends heavily on pricesthat enrollees must pay.
(One complication hereisthat consumers may not know in advance
what they will be charged for a service, nor will they know what
proportion of the charge will be covered by their insurance.)

One concern regarding HDHPs is that enrollees may forgo care they need as
well as carethat is optional or of little value. If they go to doctors less often, some
serious medical conditions might not be diagnosed or treated, notwithstanding the
availability of effective interventions. Examples include diabetes, high blood
pressure, and breast cancer. The Rand Health Insurance Experiment found that cost-
sharing deterred patients equally from seeking care that is highly effective and care

% For research findings on CDHPs and the information that enrollees need but do not have
in order to make good healthcare choices, see Arnold Milstein’ stestimony before the Joint
Economic Committee, Feb. 25, 2004, [http://jec.senate.gov/_files/Milstein02252004.pdf].
Someemployershaveformed coalitionsto provide moreinformation about provider quality.
Laura Landro, Doctor “Scorecards’ Are Proposed in a Health-Care Quality Drive, Wall
Street Journal Onling, Mar. 25, 2004.

See [http://webreprints.djreprints.com/956040987875.ntml]. The article also provides
websites where one can obtain information about individual doctors.
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that is rarely effective. Patients became more frugal, but not necessarily better,
consumers of medical care.*

Supporters argue that CDHPs will not exhibit these effects. Many CDHPs
exempt preventive care from high deductiblerestrictions; in fact, statutory language
for both MSAs and HSAs permit high deductible insurance to have exceptions for
preventive care.® (At the same time, the statutory language does not require an
exemption for preventive care, and some insurance plans could allow it only in
limited ways.) Many CDHPs aso provide enrollees with information to help them
make informed decisions about when to see doctors; arguably, at-risk enrolleeswill
be morelikely to seek healthcare than if they had traditional insurance which did not
provideinformation. (Nonethel ess, statutory language doesnot requirethat enrollees
be given information, and some would argue that information by itself may not
prompt appropriate action.)

Enrolleesa so might not obtain the carethey need if they do not have the money
to pay for it. The Rand Health Insurance Experiment found that cost-sharing led to
greater reductionsin care for poor than nonpoor people, with poor children among
the most affected.® Thisindicatesthat wherewithal to pay has an independent effect
on the likelihood of seeking medical advice and treatment, hardly a surprise.
However, CDHP supporters argue that tax-advantaged health savings accounts, the
second of the two CDHP components, will reduce the likelihood that enrollees will
not have money to pay for medical care when needed.

Health Savings Accounts

By itself, moving from low-deductible to high-deductible health insurance will
likely reduce healthcare utilization and could impede enrollees from obtaining care
they need. How tax-advantaged heal th savingsaccounts— HSAs, MSAs, and HRAS
— affect these outcomes will depend on several factors:

e Contributions to accounts. Heath savings accounts will play a
significant role only if employers and enrollees make contributions
to them, probably regularly. How much is contributed is aso
relevant; whilethere arelimits on maximum contributions, thereare
no minimum contribution requirements.

% Kathleen N. Lohr, et al., Use of Medical Carein the Rand Health Insurance Experiment.
Medical Care, vol. 24, no. 9, Sept. 1986. pp. S72-S87. Conditions for which adverse
consequences were apparent included high blood pressure and vision correctionsfor adults
and anemia for children. Nonetheless, for adults and children as a whole, reductions in
serviceassociated with coinsurance and deductibl esappeared to have only negligibleeffects
on general measures of health. It isnot known whether effects on health would have been
greater had the service reductions continued beyond the end of the Experiment.

¥ For MSAS, the high deductible insurance may exempt preventive care only if thisis
required by state law.

34 Kathleen N. Lohr, et al., Use of Medical Care.
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e Accumulation within accounts. Health savings accounts will be
significant only if account balances build up over time. If
contributions are withdrawn the same year, the accounts will
function like FSAs, simply alowing healthcare expensesto be paid
with pretax dollars.®

e Savingsor insurance. If enrolleesthink of their accountsaspersonal
savings, they are likely to be frugal with them, just asif they were
paying expenses out of their own pocket. Alternatively, if enrollees
think of their accounts as personal insurance, they are likely to see
them as resources to be used for current expenses; in effect, their
accountswould provide no-deductibleinsurance, thus offsetting the
utilization reductions of the high deductible insurance. Some
enrolleesmight initially consider their accounts as savings but then,
after balances grow, be more willing to spend part of the
accumulation.

Using HSAs to Build Retirement Savings. Oneincentive for enrollees
to consider HSA accounts as savings rather than insurance is that they have tax
advantages not shared by tax-advantaged retirement arrangements such as qualified
pensions, 401(K) plans, and Individual Retirement Accounts (IRAS). Infact, it has
been argued that the most significant impact of HSAswill not be on how consumers
use healthcare but on how employers rearrange contributions to workers' tax-
advantaged retirement savings.*

HSAs have severa advantages over other forms of retirement savings. |If
employee contributions are made through salary reduction agreements, the
contributions are not subject to employment taxesif madeto HSAS; they are subject
to them if made to 401(k) accounts. The employment tax exemption saves money
for both the employer and the employee. (In both cases, employee contributions
through salary reduction agreements are exempt from income taxes, and employer
contributions are exempt from both employment and income taxes.) The income
used for IRA contributions, either deductible or nondeductible, is aso subject to
employment taxes.

HSAs also have a clear advantage with respect to the income tax treatment of
withdrawals. Provided they are used for qualified medical expenses, HSA
withdrawal s are always exempt from incometaxation; in contrast, withdrawal sfrom
gualified retirement plans are generally taxable except to the extent they represent
after-tax contributions. Considering how significant healthcare expenditures can be

% Intheory, the “useit or loseit” rule for FSAs should encourage spending while the high
deductible insurance requirement for HSAs should discourage spending. However, for
individualsand familieswith asteady stream of health care expenditures, actual use may be
the same.

% Henry J. Aaron, The‘Sleeper’ inthe Drug Bill, Tax Notes, vol. 102, no. 8, Feb. 23, 2004.
pp. 1025-1030.
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for retirees, this difference may lead some peopl e to put more money into HSAs and
less into their retirement accounts.®

In one respect, HSAs have some disadvantages compared with the retirement
accounts. If HSA funds are withdrawn before age 65 and not used for qualified
medical expenses, they are subject to a 10% penalty. For retirement accounts, the
10% penalty applies only to withdrawals made before age 59v% ; in addition, the
penalty iswaived if thewithdrawal isused for certain expensesor istakeninaseries
of roughly equal payments.®

Thetax advantages of HSAsbecome more marked for highincomeindividuals.
A Mercer survey in April 2004 asked employerswhich of their employeeswould be
most likely to participate in an HSA plan. The mgority of employers surveyed
(61%) believed it would be their higher paid employees. Nearly half of large
employers (48%) said alikely motivation would be to provide a savings vehicle for
post-retirement health care needs. However, employers do not view HSAs as
primarily atax break for their highly paid employees. Only 5% of respondentsin the
survey said they would offer an HSA plan specifically to provide a tax shelter for
highly compensated employees.®

Issues and Legislation

Effect on Health Plan Selection

If HSA plans mostly attract people who are healthy, adverse selection may
become aproblem. Adverse selection occurswhen employersor health plansdo not
anticipatethe claimsexperienceof |ess-healthy peopleand underpriceahealth plan.®
Adverse selection can have serious consequences when some health plans mostly
enroll healthy people who have lower than average medical costs while other plans
enroll less-healthy peoplewith higher than average costs. Initially, premiumsfor the
former plans would go down compared to plans that enroll people with average
claims experience, while premiums for the other plans would rise. Over time, the
heal thiest peoplein the higher cost planswould switchtolower cost plans(sincethey
could pay lower premiums), resulting in premium increases for those plans but even
greater increases for people remaining in higher cost plans (since their plans would
increasingly have the most expensive people). If premiums reflect only the
expenditures of plan enrollees, higher cost plans could facea* death spiral” inwhich

3" Albert B. Crenshaw, Health Care Costs Darken Sunset Y ears, Washington Post, July 4,
2004, p. F4.

% For additional information, see CRS Report RL31770, Retirement Savings Accounts:
Early Withdrawals and Required Distributions, by Patrick J. Purcell.

% Qurvey on Health Savings Accounts, temporarily available through the Mercer website,
[http://www.mercerhr.com].

“0 Underestimation by insurersstemsfrom theinformation asymmetry ininsurance markets:
individual s purchasing insurance know more about their health status than the insurers do.
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annual premium increases cause additional healthier individualsto disenroll until the
plans become unaffordable for some who need insurance the most.

Adverse selection is not caused by HSAs themselves; rather, it results from
different responses to the requirement that HSA contributions can occur only when
individualshaveaHDHP. Y oung and healthy peoplearelikely to find thisinsurance
attractive sincethey generally do not anticipatelarge healthcare expenses; they woul d
prefer to pay lower premiums and make contributionsto (or have contributions made
on their behalf) to an HSA. Older and less healthy people are likely to find high
deductibleinsuranceunattractive; they generally would anticipate | arge expenses not
covered by the deductible and would worry that their HSA balances would not be
sufficient to make up the difference.”

Other choices may partially offset this selection pattern. Some less healthy
people may find HSA plans attractive because they enable them to circumvent the
restrictions of managed care plans. Conversely, some healthy people may find them
unattractive because they are very risk-averse; they would prefer to pay more for
comprehensive insurance with low deductibles. Older people may find HSA plans
attractive because of the tax advantages. being in higher tax brackets (since average
earnings increase with age until people are in their 50s), their tax savings from
contributionswould be greater. Peoplewho are 55 but not yet 65 years of age would
also be attracted by the additional catch-up contributions they may make. By the
sametoken, younger peoplewith low incomes may consider the HSA tax advantages
inconsequential.

If employers offer only an HDHP (with or without an HSA), selection issues
will not be a problem. However, if employers offer an HDHP as one of severa
health plan options, they would need to guard against adverse selection.*? In 2001,
57% of larger private-sector establishments (50 or more employees) that offered
health insurance provided a choice of hedth plans, while only 13% of smaller
private-sector establishments did.*® It would not be advisable for employers that
offer HSA plans as an option to determine their employee premiums on the basis of
the anticipated claims experience for the HSAs plans alone. This pricing strategy
would likely lead to high prices for the comprehensive health plan options since the
healthier employees would likely enroll in the HSA options, setting in motion the
“death spiral” described above. Employers can avoid death spirals by combining the
risk pool for all options. Specifically, they could provide subsidies for the
comprehensive health plan options and price the employee contributions for these
options at alower level than justified by their claims experience alone.

“I Dwight McNeill, Do Consumer-Directed Health Benefits Favor the Y oung and Healthy?
Health Affairs, vol. 23, no. 1, Jan./Feb. 2004, pp. 186-193.

“2Employersgenerally expect consumer-driven health plansto attract heal thier-than-average
workers. John Gabel, et al., Employers’ Contradictory Views About Consumer-Driven
Healthcare: Results From A National Survey, Health Affairs, Web exclusive W4, Apr. 21,
2004, pp. 210-218.

3 The estimates are from the Insurance Component of the 2001 M edical Expenditure Panel
Survey (MEPS-IC) [ http://mwww.meps.ahrg.gov/IMEPSDATA/ic/2001/Tables _I/TIA2d.htm].
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Another strategy some employers useto limit adverse selectionisto limit free
movement across plan options. For example, an employer that offers four plan
options with different employee premiums might allow an individual enrolledin a
low cost health plan to move up only to the plan with the next higher cost in the
following year. Thus, an employee enrolled in an HSA plan who has just found out
that he needs coronary bypass surgery would not be able to switch in the upcoming
enrollment period to the most comprehensive health plan option.

Effect on Number of Uninsured

HSA plans might help some people without health insurance acquire coverage.
High deductible heal th insurance costslessthan traditional comprehensiveinsurance,
other things being equal, and competition to establish market share for HDHPs may
help moderate annual increases, at least temporarily. In addition, some small
employers might offer coveragefor thefirst time. While HSAsthemselves may not
make much difference — gainsin coverage would come from lower cost insurance
— they can be used to purchase COBRA continuation coverage and to pay for
medical expenses; in effect, the accounts provide limited insurance themselves.

However, HSA plans are not likely to make a big difference in the number of
uninsured. Generally, people do not have health insurance because their employer
does not offer it or they cannot afford the premiums.** Some can afford average
premiums but not surchargesfor their age or pre-existing conditions. Still othersdo
not value insurance enough to purchase it, even for modest premiums. For these
people, the reduced cost of high deductible insurance generaly will not make a
difference.®* Many uninsured arein the 10% or 15% tax brackets and would not find
the tax advantages of HSA contributions a compelling reason to buy the insurance.

In his FY 2005 budget, President Bush has proposed allowing premiums for
HDHPs to be claimed as an above-the-line deduction; this would not be limited to
taxpayers who itemize deductions. (One hill, H.R. 3901, has been introduced to
authorize this deduction, though it would al so apply to employment-based insurance
that did not have employer subsidies.) If adopted, thisproposal would further reduce
the effective cost of the high deductibleinsurance. The Department of the Treasury
estimated that the above-the-line deduction would reduce revenue by $8.7 billion

“4 The Uninsured and Their Access to Health Care, Kaiser Commission on Medicaid and
the Uninsured, Kaiser Family Foundation, Jan., 2003. Also see SaraR. Collins, et a., The
Affordability Crisisin U.S Health Care: Findingsfromthe Commonwealth Fund Biennial
Health Insurance Survey, Commonwealth Fund, Mar. 2004, HSAsaremost likely to make
adifferencefor higher income uninsureds; about one-third of the 43 million peoplewithout
coveragefor al of 2002 had household incomes over $50,000. Health Insurance Coverage
inthe United Sates: 2002, U.S. CensusBureau, U.S. Department of Commerce, Sept. 2003,
table 1.

“ Rai sing the deductibl e reducesthe cost of insurance, though most healthcare expenditures
occur after the deductible has been reached. In addition, enrollees’ total expenditures may
not decline as much as one anticipates since their out-of-pocket expenses would likely
increase, even assuming areduction in health care use. For adiscussion of these effects, see
the American Academy of Actuaries, Medical Savings Accounts. Cost Implications and
Design Issues, Washington, 1995, p. 8.
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over fiscal years 2005 through 2009 and $24.8 billion over fiscal years 2005 through
2014.%

Thereis conflicting analysis of the likely effects of this proposal. Using work
by Jonathan Gruber of MIT, Edwin Park and Robert Greenstein of the Center on
Budget and Policy Priorities (aliberal think tank) estimate that the above-the-line
deduction would increase, not reduce, the aggregate number of uninsured by
approximately 350,000; while some currently uninsured would be induced to buy
insurance, their numbers would be more than offset by employees losing coverage
on account of employers dropping health plans® In contrast, using different
assumptions Richard Nadler and Dan Perrin of the HSA Coalition (an advocacy
group for HSAs) find that the above-the-line deduction would result in anet decrease
in the aggregate number of uninsured by approximately 1.2 million to 4.3 million.®

Effect on Healthcare Spending

It is too early to know the extent to which HSA plans will reduce heathcare
spending, particularly by employers. The market for HSA plansisjust developing,
andit may beseveral yearsbeforerepresentativedataare available. Inaddition, there
are complex issues involving the relationship between healthcare utilization,
healthcare prices, and employer subsidies that merit careful study.

Experience with HRAs. Someindicationsabout the effect of HSA planson
spending might be derived from the early experience of HRA plans:

e Humana provided a CDHP option (along with traditional HM O and
PPO options) to the 10,000 employees and dependents at its
headquarters office in 2001 as well as an HRA option in 2002.
Humanasaw yearly cost increasesfor itshealth plan dropto 4.9% in

6 U.S. Department of the Treasury, General Explanations of the Administration’s Fiscal
Year 2005 Revenue Proposals, Feb. 2004, p. 26.

4" Edwin Park and Robert Greenstein, Proposal for New HSA Tax Deduction Found Likely
to Increase the Ranks of the Uninsured, Center for Budget and Policy Priorities, May 10,
2004, [http://www.cbpp.org/5-10-04health.pdf]. Jonathan Gruber’s work is included in
Coverage and Cost Impacts of the President’s Health Insurance Tax Credit and Tax
Deduction Proposals, The Henry J. Kaiser Family Foundation, Mar. 2004,
[http://www.kff.org/insurance/7049.cfm]. Whether employers would drop coverage is a
critical point. While some employers might want to terminate a benefit plan they find
burdensome, others might want to establish HSA plansthat employees fund through salary
reduction agreements since empl oyers save on the employment taxes on such contributions.

8 Richard Nadler and Dan Perrin, The Center for Budget and Policy Priorities Study on
HSA Premium Tax Deduction Misses the Point, HSA Coalition, May 25, 2004. Among
other things, the report cites data from Assurant that 42% of its HSA customers were
previously uninsured, which it considers evidence that the assumption used in the Kaiser
report istoo low. However, it isnot known how representative those who enrolled in the
Assurant plan in the first months of 2004 are of the uninsured in general. For aresponse,
see Edwin Park and Robert Greenstein, Assessing the HSA Coalition’s Coverage Estimates
for the Administration’s Proposed HSA Tax Deduction, Center on Budget and Policy
Priorities, September 13, 2004.
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2002 and 2.7% in 2003. The 4.9% rate was low compared to an
average trend of 15% in the Louisville market, where Humana is
based. The 2.7% rate was low compared to nationwide trends
between 10% and 20%. Humana s Chief Actuary gavethefollowing
reasons for the lower healthcare cost trend observed for its
employees:*

— Employees chose to migrate to lower cost options

— Use of emergency room and outpatient hospital services
decreased while use of physician office visits and
prescriptions increased,;

— More employees waived coverage; and

— Some coveragewas cut back (Humanaadded hospital copays
to al benefit options).

e Aetna studied 14,000 employees and dependents of 19 different
employer clients who were enrolled in its HRA plans. Preliminary
results showed that HRA plan enrollees had a 1.5% increase in
medical claims, compared to double-digit increases for the matched
cohort. There was a reduction in pharmacy costs for HRA plan
enrolleesdriven by adeclinein overall prescriptionsand anincrease
in generic utilization.*

e Definity Health, the first company to start marketing HRA plans,
focuses on the large self-funded employer market and had 30
employer clientsasof January 1, 2002. Definity Health reported that
most of its 2002 employer clients saw very low or negative cost
increaseswhenthey renewed for 2003. Thiswastrue bothwherethe
HRA plan was the only option offered to employees or one among
several options.™

While these studies are interesting, they cannot be taken as hard evidence that
HRA plansreduce costs. In most studies to date, adjustments are not made for any
benefit cutbacksor for shifts of employees between optionsfrom oneyear to another.
In addition, the savingsreported are determined by the health plansthemsel vesrather
than by independent researchers.

9 Testimony of John Bertko before the Joint Economic Committee, Feb. 25, 2004. Humana
also was able to study the trend for 48,000 members covered by employer clients that
offered a CDHP option to their employees; the average for this group was between 5% and
8%.

0 Aetna HealthFund Study, Aetna Press Release, Feb. 16, 2004. Thestudy compared claims
datafor thefirst nine months of 2003 with claimsdatafor the same membersinthefirst nine
months of 2002 prior to their joining Aetna’s CDHP. Claims activity for these individuals
was also compared with that of a matched cohort enrolled in other plans.

*1 Developing a Successful Defined Contribution Health Plan, Record of the Society of
Actuaries, val. 29, no. 2
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Evenwhen early studiesshow that HRA plansare associ ated with reduced costs,
it isdifficult to predict whether the savings can be sustained over time. Thereis
anecdotal evidence that cost trends in subsequent years are higher than the initial
year, although not quite as high as for traditional health plans. In addition, it is not
known whether part of the savings achieved by an HRA plan might be on account of
individuals skimping on required prescriptions or tests, which may lead to more
severe conditions and higher costs in the long run.

Whether HSA Plans Will Differ from HRA Plans. Despite their
similarities, the effect of HSA planson spending may differ in several respectsfrom
the HRA plans discussed above:

e HSAsaremorelikely to be viewed as savings. Asdiscussed above,
the extent to which HSAswill be considered savingsor insuranceis
unclear. Compared to HRAs, HSAsare morelikely to beviewed as
savings, which should further reduce spending:

— There is no limit to how much may be rolled over to
following years,

— HSA balances are portable and not owned by employers;

— HSA balances may be used for expenditures other than
healthcare, abeit subject to income taxes and, if under the
age of 65, an additional 10% penalty.

e HSAs are likely to have higher participation rates. While it is
premature to estimate how popular HSAswill be, they are likely to
have more participation than HRAS, which can only be established
by employers and are not portable. Consultants seem to agree that
an enrollment of 10% or more constitutes a successful CDHP
enrollment, and HRAs might meet that standard. However, while
10% enrollment may meet employers’ expectations, it is not large
enough to make asignificant impact on overall employer heathcare
Ccosts.

e HSAs are likely to have larger network discounts. One factor in
CDHP cost savingsisthe extent to which the plan administrator can
negotiate amanaged care network discount. Inthe past, CDHPshad
specialty administrators such as Definity Health or Lumenoswhose
discounts were not as great as those obtained by large insurers able
to steer large numbers of enrollees into a managed care network.
Since practically all large health insurers are entering the HSA
market, this situation will change.

While HSA plans may reduce healthcare spending, it would be unreasonableto
expect them to produce a significant reduction in the nation’ s healthcare costs. Itis
awell established paradigm that 5% of individuals account for approximately 50%
of healthcare costs and 20% account for approximately 80% of costs. HSA plans
withtheir relatively low out-of-pocket maximumswill havelittleimpact in reducing
the healthcare spending for these groups.
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Effect on the Federal Budget

HSAs reduce federal budget receiptsin several ways. Contributions made by
employers are excluded from employees gross income in determining income tax
liability; if made by individuals, they are deductible. Account earnings are exempt
from taxation, as are distributions used to pay healthcare expenses. In addition,
employer contributions are exempt from employment taxes. When the legislation
was enacted, the Joint Committee on Taxation (JCT) estimated that revenue losses
due to HSAs would be $2.4 billion for fiscal years 2004 through 2008 and $6.4
billion for fiscal years 2004 through 2013. The JCT estimated that the losseswould
grow yearly acrossthese periods, starting at $160 million for FY 2004 and increasing
to $897 miillion for FY2013.> If HSA participation is as widespread as the JCT
predicts, costs beyond FY2013 will be even greater. The Department of the
Treasury’s revenue |oss estimates are twice as high, largely because it predicts that
more accounts will be established; for fiscal years 2004 through 2008, the estimate
isover $4.9 billion.>

Considering current and projected federal budget deficits, it might be asked how
these losses can bejustified. Supporters of HSAs can make two general arguments.
Firgt, to the extent HSA sreduce healthcare spending, they might serveasamodel for
waysof generally reducing the nation’ shealthcare costs, along with thetax subsidies
associated with them. Second, the losses might be justified on grounds of equity: to
the extent account ownersassumerisk that otherwisewould be borne by health plans,
they would be giving up the larger tax subsidies for comprehensive insurance for
smaller subsidies for their high deductible insurance.

On the other hand, the revenue | oss attributable to HSAs might be criticized in
several respects. Some might question whether it isfair that the largest tax savings
per person will likely flow to healthy, higher income taxpayers. Some might also
guestion whether the revenue loss is an appropriate use of federal heathcare
resources, given the many people in the country who have no health insurance
whatsoever.

Current Legislation

Current attention regarding HSAsisfocused on influencing the devel opment of
administrative regulations. Nonetheless, severa bills that would affect the
availability or attractiveness of HSAs have been introduced since they were
authorized in November, 2003:

e S. 1992 (Senator Kennedy) would eliminate the authorization for
HSAs. It would also amend or eliminate other parts of the Medicare
Prescription Drug, Improvement, and Modernization Act of 2003;

%2 JCX-102-03, Nov. 21, 2003.

%3 Executive Office of the President, Analytical Perspectives, Fiscal Year 2005 Budget, p.
292.
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e H.R.3901 (Representative Crane) would authorize an above-the-line
deduction (one not limited to itemizers) for premiums paid for
HDHPs; the deduction would be limited to individuals who do not
receive employer-subsidized health insurance and who make HSA
contributions;*

e H.R.4007 (Representative Royce) would alow up to $500in unused
FSA balancesto be carried over to the following year or rolled over
into an HSA or qualified retirement plan; and

e H.R. 4279 (Representative McCreary) would alow up to $500 in
unused FSA balances to be carried over to the following year or
rolled over into an HSA.

H.R. 4279 passed the House on May 12, 2004, after which H.R. 4280 (dealing
with medical liability law) and H.R. 4281 (dealing with association health plansfor
small businesses) were added to it pursuant to H.Res. 638. Prior to its passage, there
was extended floor debate over H.R. 4279, during which an alternative proposed by
Representative Stark allowing an FSA carryover but not the HSA rollover was
defeated. The alternative also included revenue offsets.®

On September 15, 2004, the House defeated an amendment by Representative
Moran to the FY2005 Transportation, Treasury, and Independent Agencies
Appropriations bill (H.R. 5025) that would have blocked HSAs in the Federal
Employees Health Benefit Program (FEHBP).>®

On September 21, 2004, the House defeated an amendment by Delegate Norton
to the FY 2005 Transportation, Treasury, and Independent Agencies Appropriations
bill (H.R. 5025) that would have required enrolleesin HDHPs offered under FEHBP
to remain enrolled for at least 3 consecutive years from the date of initia
enrollment.®’

> President Bush included a similar proposal in his FY 2005 budget, though his deduction
would be limited to individual swho purchase insurancein the individual market and make
HSA contributions.

*® Congressional Record, May 12, 2004, pp. H2838-H2853.
% Congressional Record, September 15, 2004, pp. H7203-07 and H7210-11.
" Congressional Record, September 21, 2004, pp. H7277-79 and H7292-93.



