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Backaeund and Basici Concepts

Three stages: oft evolution

a Previder-ainven® traditienal fee-for-senvice medicine
a “PayerFdrvenr managed carne

s “Consumer-anven” health care (“CDHC™)

CDHC plans; have three basic elements:
x High' deductiple insuramnce ceverage

x Health spending accounts (tax-sheltered)
s Wellness/care management resources




Backaeund and Basici Concepts

Fheeny of COIHC plansiis to change: the rele: of
empleyees from passive Beneficiaries to; active,
Infiermed censumers. 1o do se, CDHC plans
provide employees With:

a Glheater financialfstake i medical spending, Inciuding
CheIce hetween spending and saving available funds

x Viere cholce In healtih care providers
x Viore Infiermation: alkouit previder costs ana guality.

= Vere information akout thelr ownrhealth: problems;
treatment altermatives andlifestyle choices aifecting
thelr health




Backaeund and Basici Concepts

IHealthr spending accounts under IntermallRevenue: Code:

n Health Savings Account (“HSA”)

Intreduced by 2003 Medicare: reform! legisiation
Successor to Medical Savings Accounts under HIPAA

n Health Reimbursement Arrangement (“HRA”)
HRAS with carryovers confirmed by IRS guidance in 2002
HRAS available prier te 2002 under I.R.C. Section; 105

n Health Flexible Spending Account (“health FSA”)

Permitted under I.R.C. for more than 25 years; precursor toe
CDHC

Usually effered as a compoenent ofi caleteria plans




IHealtihr Savings AcCoUnts: (IHSAS):
e BESIES

IHSAS permit pre-tax employee and empleyer
contrbutiens; (Usually threugh caleteria plans) anal tax-
firee: witherawals fer gualifiedl meadical expenses

ASSets are held andiinvested in separate account 1y
eUtsIde custodian or trustee

ASSets are never fierfeited to employer andl unspent
funds accumulate year-te-year; no: Use-lt-er-1ose-It rule

NG empleyer review: and approvall (adjudication) of
account withadrawals; employees may: Withdraw: fer nen-
medical spending subject tor paying taxes and (generally)
10% penalty




IHealtihr Savings AcCoUnts: (IHSAS):
e BESIES

Eligibility for contrbutiens) tol IHSA conditicned on
employee coverage under nighrdeductinie health plan
(II—IDHP) andienly limited coverage: under low: deductinle
plans

e gualify:as HDHP, Instrance coverage must have
deductible ofi at least $1,050/$2, 100 for single/family.
coverage, and annual eut-ei-pocket maximuin of
$5,250/$10,500 (2006 ameunts, ndexed) (amounts
apply fier In-Network expenses)

Primanily regulatead by IRS; HSAS are not sulbject to
ERISA I certain’ requirements: are met; other federal
nealth laws generally not applicable




Healvia REImBUISERent
Arrangements (HRAS): e Basics

IHRAS permit tax-firee empleyer contriputiens and tax-
firee withdrawals; fer gualified medical expenses

Employee contrbutions net permitted; enmployer
contrbutions must be outside caletera plan

Usually’ unftindead; empleyer “contridutions: are credited
10 DOOKKEEPINg reserves Within empleyer general assets

Use-lt-or-lese-it rule Is not required (Ut Is permitted).
Employees may’ thus accumulate: Unspent account assets
firom year te year, buit employer may. set limit en
pPermitted carry/over




Healvia REImBUISERent
Arrangements (HRAS): e Basics

Employer or third party administrater reviews and
approves: (“adjudicates’”) empleyee spenading fren HRA

Eorfeitures off Unspent amoeunts permitted at termination
Of employment

IHIgh! deductiblerinsurance coverage not reguired;, butin
practice most employers offer HRAS InfconjuRction wWith
some fierm e high deductikle plan

Prmanly regulated tnder Internall Revenue Code and
ERISA; ether applicable federal laws: ERISA, COBRA,
HIPPAA, NMEPA; MEPA; WHCRA, MSPE, EMIEA, USERRA




Healtin Elexinle: Spending
Accounts (ESAS) — e Basics

IHealthr ESAS permmit pre-tax employee
ContrbUtioNSs and: tax-1ree: relmburSEmMENtS For

gualified medicall EXPENSes

Usually funded by creditingl employee: salany
rfeductions Unaer cafeterna plans ter hoekkeeping
rfeserves within empleyer general assets

Employer o third party administrater reviews
and approves (“adjudicates™) employee
Spending frem account




Healtin Elexinle: Spending
Accounts (ESAS) — e Basics

Use-it-or-1ose-It rule applies: unspent funds are
forfeited toremployer at end ofi year; 222 menth
gliace peried at year-end Ifi plan se; provides

Uniferm ceveragerrule applies: entire annual
salany reductionravailable for empleyee e
Withdraw: at: beginning of year

Pramarily: requlated under Internal Revenue Code
and ERISA; ether applicanle federal laws:
COBRA, HIPPAA, NMHPA, MHRPA, WIHCRA, NMSP,
EMLA, USERRA




Elrther Conpansens; o HSAS;
HRASARENEEAIANESAS

Eligiaiiy
Limiits en Contribuitions
Expenses Qualified for Payment o Relmbursement

Adjudicatien Issues

Eunding

Carryovers

Nondiscrminaten RUles

Other Rules and Compliance Reguirements




Comparisen of HSAS, HRAS, and
HEalarESASENENT NI,

HSAS — Any individual (Including seli-empleyed) who
satisties Code: definition of “eligible individtal” (see next
page) as ofi first day ofi menti s eligible. tormake or
receive HSA contributions fier that month. Withdrawals
from HSA are pemmitted at any: time Witheut regard te

whether HSA eligibility: rules continue: to e satisfied

HRAS — Any employee or retiree s eligible; seli-
empleyed individualsi are not

Healtlh ESAS — Ay empleyee: or former employee under
COBRA'IS eligible; retirees, self=employed inaiviauals: are
not (selff employed ndividualsi include partners; more
than 2% Sulr 'S shiarenoelders, Independent contiractors)




Comparisen of HSAS, HRAS, and
HEalarESASENENT NI,

Additional reguirements; for eligipility: ter nmake: or
feceive contrbutions: ter HSA:

s Coverage by a HDHPR

s Non-HDHP coverage prehibited (other than permitied
ExXceptions; suchras dental/vision: coverage,, Ieng-term
care, Specific disease Insurance)

= Not enrolled in Medicare

x Not claimed as someone: else’s tax dependent

Note: HSA-eligible: seli-employed individuals may: net make: pre-tax
contributiens: threugh' cafeteria plan; Instead they: take above-the-line
Income: tax deduction




Comparisoen ofi IHSAs, HRAS;, and
IHealtia ESAS — Expenses Qualified
e PaVmeERFeIRETUISERERl

HRAS = Unreimbursed medicall expenses under Section
213(d) ofi therCode. lncludes /astrance premiums —
even fier Vedicare Part B or Medicare supplemental
policiesi and lengl termi care insurance: (but ne leng term
Care SEnVICes). EXpenses incuried poest-employment are
payable if HRA IRCIUdES Spenad-aown pProvisions.

Healuh ESAsI— Unreimbursed medicall expenses Under
Section 213(d) off the Cede. Insurance: premiumsiand
premiums fier not gualified leng| tern care: SerVvices may.
not be paid' or reimibursed. Poest-employment spend-
oW provisions net permmitted.




Comparisen of HSAS; HRAS, and
IHeali ESAS — Expenses Qualified
01 Paymieni e RelmeurSement

HSAS — Unreimbursed medicall EXpenses Under Section
21.3(d) o the Code are tax-free. Ne insurance premiums
(except for COBRA coverage, Iong tenm care Insurance,
nealth Insurance while unemployed, andl pest-65 healtn

surance policy.) Ne Medicare supplemental pelicies.

HSA AIStipUWenRSs are allowed! for nen-meadicall purpeses
put will' e, taxable and sulbject ter 10% excise: tax Unless
certain exceptions are: met (e.g., post age 65 and
deatn)).




Comparisen of HSAS, HRAS, and
Healii ESAS =VAGUGEIcaleN

Healil ESAS — Expenses must he

supstantiatediand adjucicated (or auto-
adjudicated)).

HRAS - EXpenses must e substantiated
and adjudicated (e aute-adjudicated).

HSAS = Noradjudication: By employers; s
required or permitted. Participant must
Keepi receipts In a “shee hox.?




Comparisen of HSAS, HRAS, and
Healii ESAS =VAGUGEIcaleN

Health ESAS & HRAS =

s Depit cargsi- can e usedi to auto-adjudicate: co-paysi (including
multiples; of co-pays)), ecuning expenses, and real-time verniied
expenses; (only at vendors with nealth MCCs); and expenses
URGer an Inventery infermation: approval system (at any.

vender/strict recerdkeeping requirements).

EOB! rollovers — insurers send EOBs to TTPAS Whe make
automatic; reimbursements; frem: HRAs and: healthr ESAS to

participants:

HSAS —

n Depitcarags - can be used (With meaical filtering) but employee
must have another methed of ehtaining moeney. from account.

n £OB ro/lovers — permitted’ but undesirable toremployee whese
goal Is saving moeney: inian HSA.




Comparisen of HSAS, HRAS, and
HEealtrESAS=EURCING

Contrabutions —

n Health ESAS = Salany’ reductions: or employer
contibubions

s HRAS - Employer contributions: enly: (lsUt not
Under the cafreteria plam)!

n HSAS — Salary reductiens oK empleyer
contrbubions through' a catetera plan;, other
employer contrkhutions, after-tax contribuitions
off Indiviaual




Comparisen of HSAS, HRAS, and
HEealtrESAS=EURCING

Contrivution: limits —

ealui ESAS — Noene, I nen-dischiminator
RAS — None; Ifi nen-adiscrminatery.

SAs — lLesser of HDHP: deductible or $2, 700
oK self=only’ coverage: and $5,450 1or family.
coverage: (2006 amounits). Additienall “catech-
Up* contrbutions, pemitied for ndividuals age
55 and ever. Catch-up amount IS $700for
2006, increasingl $100/year up: to $1,000.




Comparisen of HSAS, HRAS, and
HEealtiiFESAS = Cali/GVErS

SAS — CalnyeVers reguiread
RAS — carryevers permitted, not reguiread

ealiin ESAS — no’ carn/over Vet (except for 242
moenth grace period)

Carnnyever Is fundamental ter COHC; 1t IS/ Intended
10’ change: employee fecus fremrannualispending
and forfeiure torleng-term medicalland financial
Penefits resulting firon careful attention te
nealth care and Spending




Comparsen off HSAS) HRAS) and
Healtiar ESASI = NeRaISCHmInation

Rules

Healtnr ESAS - Cannot discrminate n fiaVvol: of
AIghly, compensated Individuals as te: eligionity, te
palticipate or benefits

HRAS - Cannet discrminate 1n favor: eff Righly,
compensated individualskas ter eligiolity te
palticipate or Penefits

HSAS — Contributions must be “comparable”
Unless offered through a calteteria plam — then
mUust satisty’ cafeteria plan nen-discrnmination




Comparisen of HSAS, HRAS, and
[Healia ESAS — Other RUles

Comparability: Rule for HSAS

s Einal regulations; issuead: July: 34 regarding comparanie
contriULIGNS

General Rule: Employers choesing to contribuie; to IHSAS
must make comparable contributions to the HSAS of all
groups: of: comparable employees (or sulbject to 35%) excise
tiax)

a Exclude collectively hargained, self-employed, and employees
ineligible fior HSAS

s [est different groups: full-time: employees, part-tinme
employees, former employees, seli-only: and family’ coverage
(with three tiers: selff +1, selfi +2, selfi + 3 or maere)

Exception: Comparablllty rule does not apply ter employer
contributions made “through™ a cafeteria plan




Comparisen of HSAS, HRAS, and
[Healia ESAS — Other RUles

Comparability: Rule for HSAS
x \When are empleyer contrilbutions te HSAS made

“through* a cafetena plan?
I empleyees can make contributions e thelr HSA by salary

y
reduction threugh' the cafeteria plan, then any additienal
empleyer contrbutions are alse “through™ the cafeteria plan

s Even i seme employees dor net make: salary: reductions
m Do not need! te offer a cash out option; for employer:

contribution
Ificashable flex credits are available for HSA contributions;

then would be considered “through™ the cafeteria plam, even

Without salary reductions.
Non-cashable flex credits?




Comparisen of HSAS, HRAS, and
[Healia ESAS — Other RUles

Sick or vacation leave contrbutions —

s Health ESAs — can sell time under cafeteria
plan andf put: money. in: IHealthr ESA

x HERA — can contribute: unused: sick or vacation
time te HRA, either when active er retinng

s HSAS — canl selll time under cafetena plan and
pPUL moeney. I HSA




Comparisen of HSAS, HRAS, and
[Healia ESAS — Other RUles

Uniferm Ceverage Rule or Pay As Eundead?

s HealtharESAs — Uniferm! Coverage Rule applies
(I.e., the entire annuall salany reduction
amounRt Must Be availanie e Withdirwal frem

Peginning of year)

s HRAS — can|pay as, funded or advance: fiunds

n HSAS — can pay as funded — e careful 1n
advancing fiinds




Comparisen of HSAS, HRAS, and
[Healia ESAS — Other RUles

Election; Changes

m
C

m
m

ealii ESAS — Sulbject 1o strict rules regarding
Janges of electiens

RAS — Noichange ofi election rules

SAS — Can change: electionras ohten; as you

Wani, as leng asi It Is prospective: (no; election
chianges betweeni generall purpose healtlh ESA
and limited purpose health ESA)




Comparisen of HSAS, HRAS, and

Health FSAs — Other Rules

COBRA

m
S

cali ESAS — COBRA rules apply, wWithia
pecial limitation

m
U

s HSAs — no COBRA (but this account IS

9

RAS — COBRA rules apply: (semetimes
Aclear hew)

elitanierand nen-foerlertanie)




Comparisen of HSAS, HRAS, and
[Healia ESAS — Other RUles

Orderingl Rules

x HealtiarESAS — generally the payor of last
resert. Iff Healtihr ESA and IHRA ofiferead
tegether, can draft sorthat HRAIS payer: of

ast resort.

HRAS — canl e pPayor eff Iast resoert 61 pay.
pefore the Healthr ESA

HSAS — no erdering rules




Comparisen of HSAS, HRAS, and
[Healia ESAS — Other RUles

Earnings

s HEaltarESAS — typically, nereamings; I inf trust,
then nen-taxanie

s HRAS — typically’ no earnings; Iif Al trust, then
nonR-taxanie

s HSAS — typically will se earnings, Whichrwill e
iax-free




Comparisen of HSAS, HRAS, and
[Healia ESAS — Other RUles

HIPAA and ERISA

n Healtly ESAS — HIPAA and ERTISA wWill apply: te
moest empleyers

s HRAS — HIPAA and ERISA willapply. te most
employers

s HSAs — HIPAA and ERISA typically: will INOT:
apply. (see DOL Eield Assistance Bulletin 2004-
1 regarding application off ERISA).




Comparisen of HSAS, HRAS, and
[Healia ESAS — Other RUles

Medicare: Part D

n Healih ESAS — no Notices reguired; reimbpursements
iGN prescription drugs count teward ouit-of-pocket

lIMIt for retirees; But are not eligible fier subsidy,

n HSAS — noi Netices required; reimbursements; for
prescriptien drtigs; count teward eut-ef-poecket limit
for rietirees but are not eligikle for sulsidy,

x [HRAS — Netices were required by November 15, 2005;
reimiursements o net count toward out-of-pocket
liImIt for retirees; but may: gualify’ for sulsidy!




Considerations ier Empleyers in
CheesIngIhe SPERCING ACCOURL
Porilon o CR|C

Retiree coverage — both HRAs and HSAS are suitaile

Empleyer invelvement In retiree: coverage

a HRA withdrawals continue te: he administered by employer: after
retirement

s HSA withdrawals are never administered by employer

Reimbursanle expenses for retirees

a HRAS may pay. premiums fier Medicare Part B, Medicare
supplement policies, leng term care Insurance

s HSAs may pay costs ofi gualified leng| tern care: Insurance
contracts and, after age 65, may pay. for any: healthl insurance
other than Medicare supplement: policies




Considerations ier Empleyers in
CheesIngIhe SPERCING ACCOURL
Porilon o CR|C

Coerdinatien ISsues — Shouldiyeul combine an
HRA, a health ESA; and/or an IHSA?

Coordinating HRAS with' health ESAS

x Design optiens and lImitations

Contributiens — no direct or mdirect funding of HRA with
salany reduction money.

Limit allewalsle' expenses?

Allew cariy/evers o spend-dewns?

IHow: should withdrawals: lbe: erdered?
Transitional Issues — plan documents and forms




Considerations ier Empleyers in
CheesIngIhe SPERCING ACCOURL

Portion el ChEIE

Cooerdinatingl HSAs with healti ESAS

= Design options
Limited’ purpese health ESA

 Vision, dental, preventive: care, mix and match
s Preblems: How! doeryouradminister preventive care ESA?

High' deductible health ESA

» Limited use




Considerations ier Empleyers in
CheesIngIhe SPERCING ACCOURL

Portion el ChEIE

Cooerdinatingl HSAs with healti ESAS

s [fransitienallissties — mid-year implementaton
off HSA andi imitedr purpose health ESA

Mid-year clhiange In election: net permittied between
general purpoese nealth ESA and limited purpese
nealth ESA

Couldiadopt Imited purpese healih ESA mid-year,
merge general purpose health ESA balances fior all
employees




Considerations ier Empleyers in
CheesIngIhe SPERCING ACCOURL

Portion el ChEIE

Cooerdinating HSAs with health ESAS

a [ransitional’ Issues — problems arsingl frem 2 2
month; grace period for healih ESAS

Extends period of health ESA ceverage making employee
ineligivle fer HSAS

Empleyees cannoet Voluntamly restrct coverage dukng grace
penod te a limited purpese health ESA to avoid this preblem.

Employers can transfier all' general purpose healtih ESA
participants te the limited purpose health ESA during the
gliace period.




Considerations ier Empleyers in
CheesIngIhe SPERCING ACCOURL

Portion of the CDHC

Coerdinating HSAS and HRAS

s HSAS are compatible withrrestricted HRAS:
IHigh! deductibler HRA

s [frdeductible off HRA IS lower than HDHP., then:lower
deductible will'determine contribution limit ter HSA

Limited purpose HRA
n Reimburse expenses of dental, visien or preventive care
s Reimburse expenses off permitted insurance




Considerations ier Empleyers in
CheesIngIhe SPERCING ACCOURL

Portion of the CDHC

Coerdinating HSAS and HRAS

s HSAS are compatible withrrestricted HRAS:
Retirement HRA (medical expenses; reimbursed

only: after the maividuall retires; even i
ContrpULIoNS made curreniiy)

Suspended HRA (employee elects prior ter HRA
COVErage period te) ferge payment or
reimpursement By HRATor meadicall EXpPeEnses
Incurred during the coverage peried)




Considerations ier Empleyers in
CheesIngIhe SPERCING ACCOURL

Portion el ChEIE

Coerdinating HSAS, healtlh ESAs and HRAS

s Examples of designi optiens:
HDHP + Limited purpese healthr ESA + High

deductinle HRA for prescription drug coverage +
HSA

HDHP + Limited pulpose health ESA + Suspended
HRA + HSA

HDHP + Limited purpese healthf ESA + Retirement
HRA funded with cash-outs of vacation time + HSA




PDESIGNING ConpstimerDrven Pians

Three employee groups to take into account

m Low-cost employees who are healthy and rarely exceed
deductibles

» Moderate-cost employees who usually exceed deductibles but do
not reach out-of-pocket maximums

= High-cost employees whose expenses exceed out-of-pocket
maximums due to serious chronic conditions or catastrophic
Injury/iliness

Typically, moderate-cost group is largest number of

people; high-cost group is smallest number of people but
Incurs higher expenses than other two groups combined

Key to cost control is avoiding movement of covered

persons into high-cost group. This is where CDHC may
have the greatest effect.




PDESIGNING ConpstimerDrven Pians

Compare design alternatives by estimating effectsion typical
employee in each of the 3 greups; each empleyer needs; to) examine
cost distributien, medical claimi charactenstics and financiallneeds
ameng the' 3 groups: In 1tst ewn| empleyee population

Evaluate designralternatives in relation te the: fellowing geals —
a Keeping employees out of high-cost group
a  Imprevingl health besiaviors, net Just health care
s Enabling consumer-dmiven: care; not Just consumer=arven: spenaiig;

Achieving these goeals promotes —

s Employee health, satisfaction; and preductivity.

= Sustainable econemic gainsi for bothi employer and employees, not just
shert-term cash flew: gains




PDESIGNING ConpstimerDrven Pians

SHITt payment, net ultinmate costs, e enmployees

s Employees gain cnoeice and control whnen: payment Is
shifted from insurance coverage to employee
Spending accounts

= [Design employer contrikbutions: te spending accounts:
and highi deductinle insurance CovVerage so as to avoid
Indiscriminateé cost-shifting to empleyees

Inflience employee choeice and contrel 1oy
combININGg —

x Einancialfincentives: (positive and negative)

x \Wellness/carne management: reseurces




PDESIGNING ConpstimerDrven Pians

= Employee incentives and wellness/care
management resources should address —

Health behaviors
= Improving health habits
= Prudent choices among treatment alternatives
= Compliance with treatment programs

Spending behaviors
= Avoidance of unnecessary care

= Spending on needed care (e.g. preventive care)
= Shopping around for cost-effective providers




PESsIgnIng Cenpstimer-Drven: Plans

Examples of financial Incentives

s Employer contrbutions conditioned on —
Completing healthl risk assessment guestionnaire
Completing on-line health education
Participation InfsSmoking cessation: er Welght reduction pregrams
Reimbursement fior health clulhr membership
s Reduction of cest sharing for preventive care
Reductions may’ take form: off premiun diSCounts or Walvers: of
deductible, co-payment or co-Insurance
HIPAA nen-discriminanen must ve satisfied I Incentives
are condiiened on meeting a healuh standare

s See below for related compliance ISsues




PDESIGNING ConpstimerDrven Pians

Examples off Wellness/Cane Vianagement
RESOUICES:

s \Wellness & Disease Management programs

= Online: Infermation Resources

General Infiermatien reganding Welllness, SPeCIiic
diseases; treatment alternatives

Individualized teols, .0 health sk assessments
a Personnell reseurces, e.g., nurse nelp-lines
s Information’ akhouit provider gquality: and pricing




PDESIGNING ConpstimerDrven Pians

Employers need te) decide Whether: te offier
CDHC as an additional plan optien;er asa full
replacement ofi allfexisting plan optiens

x EUllfreplacement: appreach aveids sk of adverse
selection By Unhealthy: empleyees Who concentrate 1n
oW deaductinle plan option

x Some empleyers start by offering COHC as additional
eptien, Witk expectation| of later moving| te; CDHE
exclusively: after employer galns experence and
employees heceme more aceepting of CDHC




PDESIGNING ConpstimerDrven Pians

Short-term cash flow implications for employers

= HSA Contributions
Contributions require immediate cash outlay from employer
Both employee and employer contributions are permitted
Forfeitures to employer not permitted on employment termination
= HRA Contributions
Contributions do not require cash outlay from employer
Employee contributions not permitted
Forfeitures to employer permitted on employment termination
= Healthy employees (low claims) and employee turnover

(forfeitures) improve employer cash flow more with HRAs than
HSAS




PDESIGNING ConpstimerDrven Pians

Short-ternm cash flow implications for employees

s HSA contributions and accounts
Empleyee income and employment texes reduced

INet cashi flow impact depends; on empleyer contributions te HSA
and'te HDHP premium

Empleyeerhas complete contrel ever timing and use of cash flow
from| HSA, because empleyer may: not restrict HSA withdrawals

Non-medicall spending permiiited, subject to paying taxes, plus 10%
penalty

s HRA coentributiensiand accounts
Empleyee income and employment texes reduced
NG salany reduction; employer contributions enly

Employee: timing and use ofi cash flow from HRA Is subject to
employer contrel andl possible forfeiture

Non-medical spending prohibited




PDESIGNING ConpstimerDrven Pians

Carryevers: Difference Between HRAS andl HSAS

x In HRAS, large halances; carried over firom: prHer years
create incentiverfor marginall spending Wwhen
empleyees anticipaterforfeiture upoen terminatien of
employment. Tie incentive can he avoided by,
allewing spend-dewn off Unuseadibalance: after
terminaten; Ul that Increases employer oubliays

x|t HSAS, thisiincentive for maraginal spending dees
Not arise because: forfelture does not ecculr




PDESIGNING ConpstimerDrven Pians

= Comparing high deductible plans

Provider network

= Confirm that network discount applies to employee
spending below deductible from HRA or HSA

= Compare scope and quality of provider network

Preventive care — How is it defined for purposes
of exemption from high deductible requirement?

= HSAs — accompanying high deductible coverage must
define preventive care consistent with IRS rules

= HRAs — No restrictions on definition of preventive care




PDESIGNING ConpstimerDrven Pians

Comparing high deductible plans

= Co-insurance: does it apply above the deductible?

Note: this point may be critical to determining effect of high
deductible coverage on high-cost group

= Out-of-pocket limits and catastrophic coverage

HSA rules for high deductible coverage set maximum out-of-
pocket limit at $5,250 for single and $10,500 for family
coverage (2006 amounts), but this limit is only required to
apply to covered benefits.

No regulatory restrictions on high deductible plans
accompanying HRAs




PDESIGNING ConpstimerDrven Pians

Comparing high deductible plans

= Various coverage limits and exclusions to watch for:
Disease-specific exclusions or limits
Treatment-specific exclusions or limits
Provider charges — “usual, reasonable and customary” limits
Out-of-network v. in-network differential
Pre-certification penalties
Lifetime limits

= Determine whether these limits and exclusions
override out-of-pocket limits

= Make apples-to-apples comparisons among high
deductible policies by considering above factors




ImplemenRuneg ConsumerrDrven
PIais

Comparing vendors — contractual and regulatory rules

= Fees for spending accounts and electronic payment cards

HSA custodians may impose fees for account set-up, account
maintenance, low balance, transactions, investments (need to
guard against excessive fees)

HRAs involve third party administrator fees, not banking fees
= Coordination among spending accounts, payment cards, high
deductible coverage

Vendors need to be able to track out-of-pocket spending against
deductible and annual out-of-pocket limit

Vendors need to be able to coordinate different spending accounts,
e.g. HSAs with limited purpose FSAs or restricted HRAs
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WWellness & Disease Management Programs,— Highlights
eff Cempliance: Issues

a HIPAA = \Wellness programs that have “eutcome hased” rewards
Or penalties; may. be: discriminatory: unless gualify as hena fide
wellness program

Limited rewardsihased on percentage. (10%,, 15%) or 20%) ofi cost
off employee-only coverage

Reasonably: designed to premoete health or prevent disease
Participants, allewed: ter gualify, at least ence per year

Available te similarly: sittiated participants

Allew: reasenable alternatives: to these Who: can't meet standarnds
Provide notice that individuall accommodations are possible
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WWellness & Disease Management Programs,— Highlights
eff Cempliance: ISSUes; (contd)

a Incentive-hased contrbutions must meet nendiscrimination rules
under the Internal Revenue Code (I made: ter healih ESA or HRA)
ol comparability: rules: (IFmade te HSA that 1s NOTF through a
caleteria plan)). " Incentive-hased contriutions ane unlikely to

meet comparability’ rules:

Wellness & Disease Management Pregrams) including any: type: ofi
medical examinatien must be “veluntary” under the ADA.
Not clear whether eutceme-based! penalties would cause a wellness
program to fail “voluntan/” test
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Education and communication te
empleyees Is critical.

REVIEW: EXPEIENCE’ each year, compale

ether employers: experiences and adjust
as NEecessary.




Related materials

Linceln Weed|, Cheryl Risley: Hughes and Dan S. Brandenburg,
“Evaluating Alternatives for Consumer-Driven; Health Care” (January.
20/0)5))

Cheryll Risley: Hughes, “List ofi Legal Issues Regarding Wellness
Programs™ (presented at ECEC Annual Conference, March, 2006).

Linceln Weediand Cheryl Risley Hughes, “Bankruptcy Developments
Affiecting Caleterna Plans and Consumer-Driven Health Benefiits,”
ECEC Elex Reporter, Sept. 2005,

a  Each el the above are avalable at: www.sshlegal.com/Articles

Employee Benefits Institute off America, Consumer-Driven: IHealth
Care and Eringe Benefits Manual (Updated guarterly). Ms. Hughes;is
a contributingl auther te this Manual.
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