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Health insurance is a bedrock of risk management in all of our plans for financial security.  Yet, this topic is confusing and keeping up with changes is difficult.  Although insurance should be used to cover the small risk of a large loss, typical employer supplied health insurance attempts to cover every single encounter, with subsequent high costs and complexity.
The US Government is attempting to push health care coverage towards a direction involving less complexity and more personal choice.  New options include Health Savings Accounts, and “family owned” portable policies not tied to employers.  In addition, the government is allowing tax benefits to family and individual coverage in order to make this choice more attractive.

New changes in the law allow families that have a high deductible health plan (at least a 2200 dollar deductible) to fund a Health Savings Account (like a medical IRA) with up to 5650 pretax dollars yearly.  Individuals older than 55 may add significantly more with “catch up contributions”. HSAs allow the only method to never pay taxes on income.  You may fund them with pretax money, allow them to grow without taxation on earnings, and then use the money (with no tax due) for a variety of health care expenses at any time.  Even if you decided to use HSA money for non-health care expenses, the money so distributed would just be taxed like regular IRA money (with penalties up to age 65 instead of age 59 1/2).
New tax laws also allow health care premiums to be tax deductible by individuals as well as employers.  Other new programs allow employers to pass tax deductible funds to employees in order for the latter to purchase their own insurance.  The net effect of all these tax law changes is to have individuals and families directly own and control their own (often high deductible) health insurance policies.  The benefits include closer personal scrutiny of health care expenditures, as well as portability of insurance coverage, as it is no longer connected to a job.

With traditional employer supplied health insurance coverage ends (except for a limited time in some circumstances) with the change in employment. If the employee or family has developed a serious illness  obtaining new insurance coverage might then be either very expensive or difficult to obtain. Additionally, the “risk” group for most employer supplied insurance is the collective pool of employees.  This allows the insurance company to raise rates yearly to cover any costs incurred by sick employees, making “sick” employees and dependents very unpopular with employers. One historical advantage to group policies has been the inability to individually underwrite new employees-that is, if you have a pre-existing illness and become one of the group, you must be offered insurance at group rates.  The downside of this “benefit” is that rates to cover groups of employees have become significantly more expensive over time, as insurance companies must cover the potential/probable addition of sicker employees to group plans.
Conversely, individual or family health insurance policies (“individual policies”) have the entire group of such policies as their risk pool.  Accordingly, an illness in a member of the family will not trigger a raise in rates, but only an increase in the entire class of policies.  Such individual policies are portable-they stay with you regardless of where and when you work, so the loss of coverage is not tied to the employer. The fact that individual policies are carefully underwritten allows the companies to better control the risks that they are taking and to sometimes offer lower premiums than they can with group policies. For the above reasons, individual health insurance policies are often a superior choice for relatively healthy families in comparison to group health insurance.
Given the above information, let us examine some of the new and creative ways that employers and employees should think about health insurance.
Most families and employers should at least investigate a high deductible health plan coupled with a Health Savings Account.  Even families likely to have significant health care expenses on a regular basis may save with this combination.  However, families afflicted with a member having a chronic illness will usually fare better with traditional coverage.  Group coverage for larger firms (50 people or more) is probably still less expensive than individual policies.  In addition, larger groups are more likely to contain older and/or sicker employees (and dependents) that would have difficulty obtaining individual coverage.  

Employers should investigate the possibility of using Health Reimbursement Accounts to pay for their employees’ health insurance.  HRAs are fully deductible to the employer and a non-taxable benefit for employees. With a HRA, employers may now offer employees enough money to fund the employee’s own private individual/family coverage at the same net cost as traditional employer provided group coverage.  
There are several advantages to both employers and employees with these choices. First, the insurance is portable-it belongs to the employee regardless of where he/she works.  Second, the employer (and other employees) is sheltered from premium increases related to an employee’s illness.    Finally, there are tax advantages. HRA benefits accrue interest tax free and are able to be used for payment of many health care expenses not usually covered by traditional health insurance.  In addition, HRA balances roll over from year to year.  When HRA accounts allow reimbursement of high deductible plans with Health Savings Accounts, the tax benefits are multiplied. This process takes some coordination and education, and a good health insurance broker/agent is important.
