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HSA Background

>

>

Introduced to support Consumer Driven Health Care
Provide consumers greater control over health care dollars.
Reduce health care costs by putting consumers in charge

Give employers struggling to pay health care insurance a lower cost alternative
and to encourage employers that do not offer health insurance to do so

Strong Growth so Far

Over 11.4 million people have HDHP/HSA coverage as of January 20111 (up
from 10 million in 2010, 8 million in 2009, 6 million in 2008, 4.5 million in 2007
and 3.2 million in 2006). Estimates vary as to how many eligible individuals
open HSAs.

Exceed $10 billion in deposits?

Initial Results Positive
HSA owners are more value conscious of health care expenses?
HSA owners engage in improved wellness behavior
HSA insurance plans are not increasing in cost as much as other plans

1Study released by Amer i cPladssJutdd®20tlh | nsur ance
* Health Savings Accounts Surpass $10 Billion in Total Deposits, Press Release from Devenir , Feb 24, 2011
* Consumer -Directed Health Plan Report i Early Evidence is Promising , McKinsey & Company, June 2005
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How does an HSAs work?

HSAs work in combination with a High Deductible Health Plan (HDHP), also
referred to as NnAcatastrophi c 0o TheHSAI pays foctlee
day -to -day medical expenses while the HDHP pays for major expenses (above

the deductible amount ). The law is designed so that you can put roughly the

amount of your deductible in an HSA I see the next slide for details.
\
High Deductible Health Plan
for:
A Major medical expenses After the deductible is met, the
A Serious illness HDHP provides insurance
A Mai against significant expenses
ajor surgery

A Post deductible expenses

Excess HSA funds grow tax  -free to
protect against future expenses.

HSA Deferred Savings

Health Savings Account

for below deductible HSA contains funds for day  -to-day
coverage: > expenses and health expenses below
A Doctors visits the deductible

A Prescriptions
A Minor medical expenses
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What 60s a high deducti bl e hea

A High Deductible Health Plan (HDHP). You must be covered under an
HDHP plan to qualify for an HSA. Ask your insurance provider if your plan
gualifies. Generally , HDHPs require a minimum annual deductible and

place a limit on the total out -of - pocket payments allowed:
HDHP Requirements Individual Family
Annual Deductible At least $1,200 for 2011 At least $2,400 for 2011
At least $1,200 for 2012 At least $2,400 for 2012
Out - of - Pocket Max Not more than $5,950 for 2011 Not more than $11,900 for 2011
Not more than $6,050 for 2012 Not more than $12,100 for 2012
No Other Insurance allowed I Except fHAPermittedoTol nsur

>

prevent people from obtaining the benefits of an HSA while protecting
themselves with other health insurance plans, the law restricts the other
coverage you may have. Listed below are some of the big exceptions:

Auto and life insurance

Accident insurance

Insurance for a specific disease or illness

Insurance that pays for a fixed amount per day for hospitalization
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Who can have an HSA?

A

A

General Requirements
Covered under an HDHP

Not be covered under another health
plan

Not a dependent on
return

Under age 65 (or not covered by
Medicare)

Eligibility Worksheet - The Eligibility
and Contribution worksheet to the right

can help you determine if you are

eligible. Please contact your tax advisor if
you have any questions.

a

HSA Eligibility and
Contribution Worksheet

Purpose: Use this form to verify your eligibility for an HSA and determine the amount you may contribute
You are responsible for properly determining your eligibility and contribution amount. This worksheet is simply
a tool to aid you in that effort. If you have any questions, please consult with your tax or legal counsel

HSA Eligibility. You must answer “True™ to each of the following in order to be eligible for an HSA.
See definitions on back for help.

a. | am covered under an HDHP e s

b. | amnot covered by another non-HDHP health plan . False o
other than “permitted insurance” =

c. | am not eligible for Medicare (age 65) or if| am True False E}
eligible, | am not enrolled in Part A, B or D

d. | amnot a dependent on another person’s tax return ~ True False

2 Contribution Amount. Use the table below to determine your amount

Contribution Worksheet Individual Family
A | Federal Limit $3,050 (2011) $6.150 (2011)
$3,100 (2012) $6,250 (2011)

B Catch Up? if Age 55-65 + $1,000 (2011 or 2012)
C | Total (add Federal Limit plus Catch-Up)

Amounts. Anumber ofissues potentially affect the amount of your HSA contribution

A. LessThan Full Year Eligibility —Eligible on December 1. If you become eligible for an HSA sometime during the year, rather
than on January 1, you can still contribute and deduct the fullamount of the federal Limit above if you remained eligible on December 1 of
that year (this rule applies even if your first day of eligibilty was December 1). However, if you failto maintain your eligibly for a festing
periodthen the amount you contributed under this rule is subject to taxation and a 10% penalty (exceptin the case of disabiity or death)
The testing periodis the period beginning in the last month ofthe taxable year (generally December 1) and ending on the lastday ofthe
12= month following such month (generally December 31 ofthe next year). Please see our HSA Testing Period Worksheet for details.

B. LessThan Full Year Eligibility - Not Eligible on December1. Ifyou are not eligible forthe HSA in all months ofthe yearand are
not eligible on December 1, a different rule applies. You must apply the Sum of the Months rule to determine the maximum amount of your|
HSA contribution. The Sum ofthe Months calculation requires you to determine your eligibiity month-by-month and only contribute a pro-
rata amount ofthe maximum federalHSA limit. Please usethe charton page 2.

C. Multiple HSAs. The total contribution amount may be spiit among multiple HSAs. For family coverage, the amount may be spiit
between eligible spouses’ HSAs.

D. IRA to HSA Transfers. You are allowed a one time transfer of funds from your Individual Retirement Account (IRA) into your HSA.
This is limited to the amount you are eligible to contribute for the yearand counts againstthat contribution (i.e. you cannot put in more than
the Federal Limit counting any IRA transfer). You cannotdeductthe amount transferred froman IRA to an HSA; however, the amount
taken from the IRA is not taxable as a distribution fromthe IRA. Please see our IRA to HSA Transfer Worksheet for details

E. Employer Contributions. Caution: Employer contributions made to your HSA on a pre-tax basis counttowards yourtotal
contribution amount but may not be deductible from your personalincome.

2Catch-Up Contributions, Forindividuals (and their spouses covered under the HDHP) between ages 55 and 65, the HSA contribution
limit is increased by $1,000 for 2012. If both you and your spouse are between age 55-65, you each get a catch-up. You cannot
contribute more than $7,250 ($6,250+51,000) into one HSA for2012. Catch-up contributions should be made into each spouses’
respective HSA

Catch-Up | Tax Year ] 2009 ] 2010 ] 2011 l 2012 ]

Amount [ Amount [ st000 | si000 [ s1o00 [stoo0 |
Need p? Youare totalk to a tax |, your insurance rep: another professionalto
help determine your eligibity and contribution amount. RS Notice 2008-53and IRS Notice 2004-50 both provide examples and

more detail on eligibilty (caution some points in the 2004 IRS Notice are outdated).
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How much can | contribute?

General guidelines

Maximums.  HSA owners may
contribute up to

A $3,100 for 2012 ($3,050 for
2011) for individuals, and

A $6,250 for 2012 ($6,150 for
2011) for families

Catch -Up. Plus catch -up
contributions of $1,000 for 2012
(same for 2011) for those age 55

A Contribution Worksheet - The
Eligibility and Contribution worksheet to
the right can help you determine how
much you can contribute. Please
contact your tax advisor if you have any

guestions .

-65

HSA Eligibility and
Contribution Worksheet

Purpose: Use this form to verify your eligibility for an HSA and determine the amount you may contribute
You are responsible for properly determining your eligibility and contribution amount. This worksheet is simply
a tool to aid you in that effort. If you have any questions, please consult with your tax or legal counsel

HSA Eligibility. You must answer “True” to each of the following in order to be eligible for an HSA.
See definitions on back for help.

a. | am covered under an HDHP e ks

b. | amnot covered by another non-HDHP health plan . . Faise 2
other than “permitted insurance” =

c. | am not eligible for Medicare (age 65) or if| am True False 3
eligible, | am not enrolled in Part A, B or D

d. | amnot a dependent on another person’s tax return —~ True Faise

2 Contribution Amount. Use the table below to determine your amount

Contribution Worksheet Individual Family
A | Federal Limit' $3,050 (2011) $6,150 (2011)
$3,100 (2012) $6,250 (2011)

B | Catch Up? if Age55-65 « $1,000 (2011 or 2012)
C | Total (add Federal Limit plus Catch-Up)

‘Issues thatimpact Confribution Amounts. A number ofissues potentially affect the amount of your HSA contribution.

A. LessThan Full Year Eligibility - Eligible on December 1. If you become eligible for an HSA sometime during the year, rather
than on January 1, you can still contribute and deduct the fullamount ofthe federalLimit above if you remained eligible on December 1 of
that year (this rule applies even if your firstday of efigibiity was December 1). However, if you failto maintain your eiigibly for a testing
periodthen the amount you contributed under this rule is subject to taxation and a 10% penalty (exceptin the case of disabilty or death).
The testing periodis the period beginning in the last month of the taxable year (generally December 1)and ending on the lastday ofthe
127 month following such month (generally December 31 ofthe next year). Please see our HSA Testing Period Worksheet for details

B. LessThan Full Year Eligibility - Not Eligible on December1. If you are not eligible forthe HSA in all months ofthe yearand are
not eligible on December 1, a different rule applies. You must apply the Sum of the Months rule to determine the maximum amount of your|
HSA contribution. The Sum of the Months calculation requires you to determine your eligibiity month-by-month and only contribute a pro-
rata amount ofthe maximum federalHSA limit. Please usethe charton page 2.

C. Multiple HSAs. The total contribution amount may be split among multiple HSAs. For family coverage, the amount may be spit
between eligible spouses’ HSAs.

D. IRA to HSA Transfers. You are aliowed a one time transfer of funds from your Individual Retirement Account (IRA) into your HSA.
This is limited to the amount you are eligible to contribute for the year and counts against that contribution (i.e. you cannot put in more than
the Federal Limit counting any IRA transfer). You cannotdeductthe amount transferred froman IRA to an HSA; however, the amount
taken from the IRA is not taxable as a distribution fromthe IRA. Please see our IRA to HSA Transfer Worksheet for details.

E. Employer Contributions. Caution: Employer contributions made to your HSA on a pre-tax basis count towards yourtotal
contribution amount but may not be deductible from your personalincome.

*Catch-Up Contributions. Forindividuals (and their spouses covered under the HDHP) between ages 5S and 65, the HSA contribution
limit is increased by $1,000 for2012. If both you and your spouse are between age 55-65, you each get a catch-up. You cannot
contribute more than $7,250 ($6,250+81,000) into one HSA for 2012. Catch-up contributions should be made into each spouses’
respective HSA.

Catch-Up [ Tax Year I 2009 I 2010 I 211 [0z ]
Amount [ Amount I $1,000 I $1,000 I $1,000 | $1,000 I

help determine your eligibility and contribution amount. IRS Notice 2008-59 and IRS Notice 2004-50 both provide examples and

3 Need p? Youare totalk to a tax | your insurance representative or another professionalto
more detail on eligibility (caution some points in the 2004 RS Notice are outdated).
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How do | get the tax benefits?

A Contributions

Payroll deductions® 1 amounts contributed
through payroll deductions are generally

not included on your paychecks or W -2as
income.
Personal contributions 1 amounts

contributed to your HSA, whether by
yourself or other individuals, may be taken
as an fnabove the |ined deducti on. Meani ng
you do not have to itemize to get the tax
benefit. Some states also provide the
same benefit

A HSA Account
Earnings growth in the HSA are tax -exempt

Distributions are tax  -free when used for
qualified medical expenses

A Tax Savings Worksheet - The Tax
Savings Worksheet to the right can help you
estimate your potential tax savings.

1Amounts contributed by your employer generally are  not eligible for a personal deduction.
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