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New Health Savings Accounts Only Favor Savers: John Wasik 
Sept. 27 (Bloomberg) -- If you are relatively young, healthy and a disciplined saver, the new Health Savings Account is like a super-sized Individual Retirement Account. 
On the other hand, if you are a poor saver and have chronic health problems, the new account may be an expensive shell game that mocks the claim of the White House and lawmakers who say it's the bright future of U.S. health care. 

Touted as an ``ownership'' solution to health care, the HSA shifts more medical expenses to individuals in exchange for a tax- sheltered savings or investment account. 

Steve Podnos, a physician and a fee-only certified financial planner in Cocoa Beach, Florida, has a health savings account and recommends them for his clients. Under his old policy, he was paying $15,000 in premiums for his family of five with a $500 per person deductible, or the amount he pays out of pocket. 

Now Podnos carries a $5,000 per family deductible, but pays only $4,000 in annual premiums. He can also save as much as $5,000 annually in a linked savings account, which can be spent for out-of-pocket expenses or accumulate tax deferred. 

``The HSA is a good deal,'' Podnos said. ``I can invest the savings in a fixed income account or mutual fund. The accounts can be left to heirs at the time of your death, and are expected to be a great boon to those needing supplemental medical care in their later years.'' 

How the Account Works 

The health plan pairs a high-deductible insurance policy -- from $1,000 to $10,000 per year in out-of-pocket expenses -- with a tax-exempt account. Once you reach your personal bills limit, the policy pays all expenses and there are no co-pays or co- insurance. 

Contributions to the portable savings account aren't taxed, can be invested as you see fit and are deductible as an ``above- the-line'' write-off not subject to income limits. Withdrawals from the account remain tax-free if taken out for medical and related expenses, which generously range from doctor's visits to eye and dental care. You can't be enrolled in Medicare to qualify. 

Non-health-related payments before age 65 from the new account are taxed as ordinary income and subject to a 10 percent penalty. 

Owing to the tax-sheltering features and premiums that are 30 percent to 50 percent less than conventional policies, the accounts work best for those who can invest and retain their savings. 

Maximizing Tax Feature 

Larry Gustafson, an independent insurance agent in Tempe, Arizona, recently transferred $9,500 that he's been saving in his Medical Savings Account, the progenitor of the HSA, into a health account. 

``It's my stay-healthy fund,'' says Gustafson. ``There's $9,500 in my account that I didn't have to send to Blue Cross.'' 

Neil Brown, a certified public accountant and certified financial planner at Burkett Financial Services LLC in Columbia, South Carolina, has a set of clients paying more than $1,000 in premiums. 

``Now with the HSAs, they only pay $500 per month in family premiums and save the additional $500 in the savings component of the HSA,'' Brown said. ``They also save about $2,800 a year in taxes on the savings contributions.'' 

To maximize the account's tax-sheltering feature, though, you have to avoid spending the money in the savings portion and pay more medical expenses out of pocket. 

The Drawbacks 

Louis Kokernak, a fee-only planner in Austin, Texas, who enrolled in an HSA in February, said ``in a perfect world you wouldn't use the money in the account until you're 65 because the vast majority of your medical bills occur after that age.'' 

While it's desirable to reap savings by taking charge of your out-of-pocket expenses, there are some clear drawbacks to health accounts: 

-- While you get a lower premium with the higher deductible, the actual cost of care may not be reduced. So you have to negotiate down the price of services, particularly if your providers aren't members of a pre-discounted network through the insurer. 

-- You can contribute a maximum of $2,600 into the savings account if you are single, to $5,150 annually for a family (those over 55 can contribute an additional $500 over the limit). If you don't fully fund the account, you may come up short if expenses exceed your account balance and it's less than the deductible. 

-- Insurers also have no incentive to avoid ``adverse selection'' with high-deductible policies, where those who have had serious health problems pay exorbitant individual premiums. 

HSAs Don't Solve Access Crisis 

Championed by the Bush administration as a health crisis salvo, the accounts do little to make coverage available for the 45 million who have no health insurance or for the 60 percent of small businesses that can't afford to offer the plans. 

Meanwhile, health-care bills continue to outpace U.S. gross domestic product growth by a factor of almost three, and employers continue to pare benefits. Employer-paid health premiums alone increased 11.2 percent this year, five times as much as wages, according to the Kaiser Family Foundation. Medicare premiums are also increasing 17.5 percent. 

``With companies cutting post-retirement expenses, the burden will be shifted to individuals,'' said John Swift, a certified public accountant at Leonetti & Associates in Buffalo Grove, Illinois. ``These accounts don't address the cost side of the equation, they are only a tool for the funding side.'' 

Health-Care Politics 

Since health care is one of the top issues of the U.S. presidential election, Democrat Senator John Kerry's platform includes reducing employer and insurer administrative costs and giving workers access to the U.S. government's health plan. 

In contrast, the Bush campaign is wedded to the HSA, while expanding the accounts' tax breaks and permitting associations to offer group coverage. 

Health accounts clearly aren't a long-term solution to making U.S. health care more affordable, though. Even with the worthy incentive to spend out-of-pocket money more wisely, ``almost four-fifths of medical spending is above the deductibles'' of the new accounts, reports the Tax Policy Center, a Washington research group. Unfortunately, both candidates only offer band-aids for a large-scale malady. 

The health account may be a boon to those with disposable income because of its ability to shelter money, yet for those who are health- or savings-impaired, as The Eagles sang in ``Hotel California'' in the 1970s: ``This could be heaven or it could be hell.'' 
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