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The emergence of “consumer-directed” health plans is redefining the health care marketplace.
Health Savings Accounts (HSAs) are the latest and highest profile entry into this market. As
envisioned by congressional champions of HSAs, the goal of consumer-directed plans is to
empower consumers to take more responsibility for health care decision-making.

HANYS supports expanding health care coverage for all Americans. However, as consumer-
directed plans begin to take hold, it is not yet clear if it is possible to achieve both cost sav-
ings and high satisfaction levels among consumers. Also uncertain is the fiscal impact these
plans will have on providers.

According to recent reports, HSAs are gaining momentum in both the individual and small
group health insurance markets. The Blue Cross Blue Shield Association said in November
2004 that its companies are expected to have HSA-compatible policies virtually nationwide
by 2006. However, larger employers have been slower to adopt HSAs. One of the major
concerns for employers, especially larger employers, is the HSA rule that allows employees
to take the employer’s contribution with them when they retire or move to another job.

What is a Health Savings Account?
An HSA is a tax-exempt trust or custodial account established to pay any qualified medical
expenses of the account holder and his or her tax dependents. To contribute to an HSA, an
individual must be covered by a high-deductible health plan (HDHP) and not be covered
under any other type of health plan, with certain exceptions.

An HDHP is an insured or self-insured health plan with a minimum annual deductible of
at least $1,000 for single coverage or $2,000 for family coverage. In addition, the maximum
out-of-pocket limit under an HDHP cannot exceed $5,100 for single coverage or $10,200
for family coverage in 2005—amounts that are subject to annual cost-of-living adjustments.
These minimums and maximums apply regardless of income.

Either an individual or his/her employer may contribute to an HSA. Up to $2,600 per year
for an individual or $5,150 per family or the amount of the health plan’s deductible, whichev-
er is lower, can be contributed in pre-tax monies. The money put into an HSA may roll over
from year to year and may be invested. As such, HSAs are not subject to an annual “use it
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or lose it” requirement. The HSA balances belong to the
individuals and remain theirs if they switch jobs, become
unemployed, or retire.

Distributions may be made from an HSA at any time. If
they are used to pay qualified medical expenses, they are
excluded from an individual’s gross income. Distributions
not used to pay qualified medical expenses are subject to an
additional 10% penalty tax.

What are the Challenges?
While HSAs are starting to gain popularity, a number of
their complex and somewhat opaque characteristics have
raised concerns with both providers and consumers. These
concerns include:

■ Restrictions on coverage: Many HDHPs may exclude or
restrict coverage for rehabilitation, prescription drugs, or
other services and/or may limit the total amount paid.
A patient recovering from a serious illness could end up
with large out-of-pocket costs. If patients are unable to
cover these costs, providers may not be compensated for
the care they deliver.

■ Deferral of care: HSA plan structure may create an incen-
tive for patients to delay seeking care in order to build up
or maintain savings. Such deferrals of care could result
in poor health outcomes. Patients may put off or delay
necessary health services, resulting in much sicker

patients with more complicated needs and ultimately
leading to rising rather than decreasing health care costs.

■ Adverse selection: Young, healthy consumers are more
likely to choose HSAs. The traditional health insur-
ance population would thereby become older and
sicker, increasing the cost of traditional insurance for
these patients as well as those with chronic health care
problems.

■ Uncompensated care increases: There can be a substan-
tial gap between the level of an HSA and the HDHP
deductible, exposing the insured to significant costs. If
a consumer is unable to meet the high HSA deductible
and pay for the services provided, providers will see their
bad debt rise.

WHAT’S NEXT?
HANYS and its members are examining how HSAs will
evolve. The implications of HSAs for health care providers
remain unclear. In the meantime, HANYS is supporting
the importance of including appropriate insurance cover-
age practices, provider protections, and responsible pay-
ment practices in the development of HSA products. It is
critical that HSAs contain these characteristics to ensure
continued health care coverage. HANYS is also encourag-
ing stakeholders to discuss the viability of simplifying and
streamlining the complex HSA and HDHP models.
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