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    I strongly recommend Health Savings Accounts to many clients and small businesses.  This new form of health care coverage entails the purchase of a high deductible plan for an individual or family, coupled with a savings program (the HSA) on a pretax basis.  The premiums for the health care insurance are usually much lower than with standard indemnity or managed care contracts, as the insurance company is unlikely to pay any claims short of a catastrophic illness.  Any unused HSA money (used to pay health care expenses up to the deductible) continues to grow tax free until used in the future for health related expenses.  President Bush urged the expansion of high deductible health insurance policies and Health Savings Accounts in his recent State of the Union Address.

   To illustrate the benefits of high deductible policies coupled with a HSA, let me share some specific numbers.  In 2002, my family's insurance premiums for a standard PPO plan were approximately1200 dollars month.  We had a 500 dollar deductible for hospital care in addition to small co-pays for doctors' office visits.  Total cost for premiums and miscellaneous co-pays each year was approximately $15,000 a year.  Three years later in 2006, we have a high deductible plan (5250 dollars, with a 50% copay of the next 2500 dollars) that exposes us to a maximum outlay of 6500 dollars.  Our premiums are 6000 dollars yearly.  We have access to a PPO network and its discounts, but also have access to any provider, given that we are paying out of pocket for expenses up to the deductible.

What's the worse case scenario?  A catastrophic illness would cost all our deductible/co-pays plus premiums ($6500 plus $6000 premiums) for a maximum outlay of $12,500. So, in the case of severe medical need, we are ahead by $2500/year.  If we don't have significant medical expenses, then we "keep" the unpaid HSA amount ($5450 allowed this year) for future needs.

So, why the caution in the article's title?  It is related to the "old" way medical charges are produced, and the "new" way they are paid with HSA money.  Many physicians and hospitals are paid in a variety of ways by insurance companies.  Sometimes the payment is pre-negotiated or mandated (Medicare), or based on the severity of an illness.  However, many older payment agreements were based on a percentage of the billed charges.  Such a relationship causes the medical provider to make sure that the charges are high enough to net the minimally acceptable fee.  For example, if an insurance contract allows for payment at 75% of "usual and customary charges", the provider wants to make sure that the fee is high enough to net an expected payment.  If a standard medical visit is expected to return 75 dollars, then the office would charge $100 to end up with $75.  Here is the problem.  You walk in with your HSA plan, and are charged the $100.  The office actually only "expects" $75, and might actually accept less for a cash payment that doesn't entail paperwork and waiting time to be paid. .  

Therefore, if you have a HSA, you need to communicate this with all health care providers up front.  Tell the office or hospital that you will be paying cash for the visit and clarify the charges on that basis in advance.  Do offer your insurance card to help keep track of expenses toward your deductible and to obtain pre-negotiated discounts.  Some insurance companies are beginning to post provider charges on the internet so that you can determine your medical costs in advance, but I'd recommend clarifying the charges up front each time.  Physicians and hospitals are just now beginning to deal with the growing class of patients who are essentially paying cash for all but serious medical expenses.
It appears clear that high deductible health care insurance is a rapidly growing trend, and the medical community is working on ways to adapt to this new paradigm in payments.  Until the process is worked out however, I suggest you keep the above in mind.


Dr. Podnos is a fee-only wealth manager and the author of “Building and Preserving Your Wealth, A Practical Guide to Financial Planning for Affluent Investors” (available at Amazon.com and bookstores).  He can be reached at Steven@wealthcarellc.com

