
 

 

This Healthcare Alert discusses issues such as IRS Pay or Play, Transition Relief, Affordable Care Act 
Compliance, as well as "Obamacare" and some of its consequences and alternatives. 

The Differences Between Minimum Essential Coverage and Minimum Value 

Minimum essential coverage (MEC) includes most broad-based medical coverage typically provided by 
employers.  It does not include certain specific coverage such as those only for accident or disability, stand-
alone dental and vision insurance, or workers' compensation insurance. 

Employer health coverage that covers less than 60% of the cost of medical expenses (i.e. claims) is not 
considered to provide minimum value.  The Department of Health and Human Services (HHS) created 
minimum value and actuarial calculators to assist employers.  Coverage is considered affordable if the 
employee's required premium contribution for self-only coverage to the lowest cost plan that offers MEC 
does not exceed 9.5% of the employee's modified adjusted gross household income.  Employers may not be 
able to determine an employee's gross household income.  However, they may use one of three methods 
(affordability safe harbors) to help them determine if the coverage they are providing employees is 
affordable: 

• Form W-2 Safe Harbor: Use employee's Form W-2 wages shown in Box 1; 
• Rate of Pay Safe Harbor: Multiply an employee's hourly rate by 130 to determine monthly wages, or 

use a salaried employee's monthly pay; 
• Federal Poverty Line Safe Harbor: Use the federal poverty line for a single individual. 

 
Minimum Essential Coverage is the type of coverage needed to satisfy the Individual Mandate requirements.  
The most common forms include the following health plans: 

• Employer-sponsored coverage including COBRA; 
• Individual market coverage (excluding short-term and mini-med plans); 
• Medicare; 
• Medicaid; 
• TRICARE. 

 
Minimum Value refers to a health plan that is expected to pay at least 60% of the total medical costs for a 
standard population.  Bronze, Silver, Gold and Platinum plans sold in the individual and small group markets 
all meet or exceed Minimum Value.  In addition, employees that are offered a health plan from their 
employer which is affordable and provides Minimum Value are ineligible for subsidies in the Exchange.  

Not all health plans that are classified as Minimum Essential Coverage provide Minimum Value.  For example: 

• Retiree Health Reimbursement Arrangements (HRAs) 
• Grandfathered health plans may not necessarily provide Minimum Value (if the plan has a really high 

deductible) 
• "Skinny” plans or “bare-bones” plans that large employers might offer to avoid certain penalties 

related to the Employer Mandate 
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An employer with 50 or more employees will satisfy the minimum value requirement if the health plan it 
offers will cover at least 60% of the health care costs of individuals covered by the plan in four core benefit 
areas: physician care; hospital and emergency room care; pharmacy benefits and lab/imaging services.  

Wrap SPDs: Satisfying Disclosure Requirements for Group Health Plans 
 
To ensure that employees participating in a group health plan are provided with the most important facts 

about their benefits, rights, and obligations under the plan, the federal Employee 
Retirement Income Security Act (ERISA) requires the plan administrator--typically the 
employer sponsoring the plan--to furnish a Summary Plan Description (SPD).  The SPD 
contains important disclosures and other information about the plan in understandable 
terms. 

Comply with SPD and Plan Document Requirements 

Because the benefit summaries, certificates of coverage, and other documents that are typically provided by 
insurance carriers to plan participants do not contain all of the information required by ERISA, many 
employers choose to use a Wrap SPD to make sure the plan is ERISA-compliant.  The Wrap SPD includes 
required ERISA provisions and recommended information to "wrap" around the benefit summaries and other 
materials for each fully insured or self-funded plan option.  To be compliant with ERISA's reporting and 
disclosure requirements, the Wrap SPD and accompanying benefit plan component documents must be 
distributed to plan participants. 

Plan administrators are also required to have a written Plan Document in place that governs how the plan 
operates, which must be kept on file should a participant or beneficiary request it.  A Wrap Plan Document, 
together with the insurance contracts and other materials from the carrier, fills in the gaps left by the 
insurer-provided materials to ensure that the plan functions in accordance with federal law. 

Other Benefits of Utilizing Wrap Documents 

One of the primary reasons that many employers use Wrap Documents is the significant amount of time and 
expense involved with preparing plan documents from scratch.  Few small- or even medium-sized employers 
possess the resources or expertise necessary to create and maintain ERISA-compliant plan documents in an 
ever-changing regulatory landscape.  Moreover, hiring a team of ERISA attorneys to draft an SPD and Plan 
Document is cost-prohibitive for the majority of small companies. 

Finally, many employers simply prefer the convenience that comes with maintaining all of their employee 
benefit plan information within a single location.  Since all employee benefits--even those not subject to 
ERISA--can be included in the Wrap Documents, participating employees enjoy the ability to access key 
aspects of their benefit information in one place. 

Putting on Obamacare 
In the frantic effort to actually implement Obamacare, some of the law’s champions are grudgingly coming to 
acknowledge that many key concerns of its critics were right.  The latest example is the insurance companies’ 
panic over the perfectly obvious fact that the law is designed in a way that will encourage young and healthy 
people to avoid getting insurance until they get sick.     

According to Justine Handelman, vice president for legislative and regulatory policy at the Blue Cross and 
Blue Shield Association, “The key really is, how do you get younger people to buy coverage?  If you can jump 
in and out every time you need services, costs will go up.” 
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 According to Politico: "America’s Health Insurance Plans, the main trade group for health insurance 
companies, has asked HHS to impose late enrollment fees, so people who don’t sign up until they need the 

coverage will pay more than people who enroll right away.  It’s the same concept 
that Medicare uses now for doctors’ and prescription drug coverage: Seniors don’t 
have to enroll right when they turn 65, but if they wait too long, they pay a penalty 
when they do sign up — and their premiums will always be higher as a result." 

The Blue Cross and Blue Shield Association is asking HHS for the late enrollment fees 
and penalties, too.  The National Association of Health Underwriters also called for 
late enrollment penalties, warning that the impact on premium costs would be 
“enormous” if too many people wait until they’re sick or injured to buy coverage. 

The American Academy of Actuaries — the people who crunch all the numbers for 
health insurers’ costs — suggested late enrollment penalties and other measures, 

like requiring small employers to sign up their employees automatically and not letting people sign up for 
coverage as often. 

IRS Pay or Play Transition Relief Available to Certain Sized Employers and Certain 
Plan Designs 

Under the "pay or play" (employer shared responsibility) provisions of the Affordable Care Act, applicable 
large employers or "ALEs"—generally those with 50 or more full-time employees, including full-time 
equivalents (FTEs)—may be subject to a penalty if they do not offer affordable health insurance providing a 
minimum level of coverage to their full-time employees (and their dependents), and at least one full-time 
employee receives a premium tax credit for purchasing coverage through the Health Insurance Marketplace. 

2015 Transition Relief 

 
The pay or play provisions were first effective on January 1, 2015, but transition 
relief from certain requirements is available for 2015, including the following: 

• ALEs with 50 to 99 full-time employees, including FTEs, that met certain 
conditions listed in IRS Q&A #34 regarding the employer's pre-existing health 
coverage and maintenance of workforce, generally do not need to comply 
until 2016, and will not be assessed a penalty for 2015.  ALEs that are eligible for this relief must provide 
a certification of eligibility as part of the required information reporting for 2015. 

• ALEs are not required to offer coverage to full-time employees' dependents for the 2015 plan year, 
provided that they meet certain conditions listed in IRS Q&A #33, such as not dropping current 
dependent coverage and taking steps to arrange for such coverage to begin in the 2016 plan year. 

• If an ALE with 100 or more full-time employees , including FTEs, is subject to a penalty in 2015, the 
penalty will be calculated by reducing the ALE's full-time employees by 80, rather than by 30. 

• Certain employers sponsoring non-calendar year plans may have been eligible for transition relief 
outlined in IRS Q&A #30 with respect to certain employees, for the months in 2015 prior to the beginning 
of the 2015 plan year, provided the employer and plan met various conditions.   

• For employers with non-calendar year plans, the transition relief listed in the above bullets applies for 
the months in 2016 that are part of the 2015 plan year. 
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Walmart Health Plan Praised as Affordable, Superior Option to Obamacare 
Exchange Coverage While Offering Expanded Provider Networks 

Yet financial pressures on insurers continue to increase premiums and 
potentially squeeze reimbursement rates for clinical laboratories and 
pathology groups. 

Walmart shoppers expect to find low prices on the retailer’s shelves, but the 
discounter’s full-time employees may be surprised to learn their company 
healthcare plan is also a low-cost leader.  This is a significant finding 
for pathologists and clinical lab managers because the Walmart health 
benefit plan includes an expanded provider network, at a premium that is 
about half of the subsidized rate for a comparable health plan at 
Healthcare.gov. 

A Washington Examiner analysis comparing Walmart’s employee health insurance program with 
the Patient Protection and Affordable Care Act (PPACA) or simply the Affordable Care Act (ACA)—more 
informally referred to as Obamacare—found that “Walmart’s plan is more affordable and provides 
significantly better access to high-quality medical care than Obamacare.” 

The report also noted that Walmart’s participation in a national healthcare network means employees 
typically choose from a list of participating providers and high-profile hospitals that dwarfs the number 
of options on Obamacare exchanges. 

Independent Health Insurance Examiners Find Walmart’s Health Plans Superior 

According to the Washington Examiner’s report, Walmart offers its employees the choice of two plans 
that are managed by Blue Cross Blue Shield: 

1. A Health Reimbursement Account; and 
2. An “HRA High,” which features similar coverage, but with lower deductibles and higher out-of-pocket 
expenses. 

Walmart also offers its employees a Health Savings Account plan that includes high deductibles but 
allows tax-free dollars to be used to pay for coverage. 

The Washington Examiner’s article cited several examples of Walmart’s health plan price superiority: 

• For a family of four with an annual income of $53,000 per year, Walmart’s monthly premium is $160 
compared to a subsidized rate of $317 or an unsubsidized rate of $962 on Healthcare.gov. 

• A 30-year-old smoker with a $30,000 income pays $70 per month under the Walmart plan versus a 
$352 subsidized premium or $428 unsubsidized premium on Healthcare.gov. 

• Two 60-year-old nonsmokers with a $25,000 income pay a $134 monthly premium under the Walmart 
plan compared to a $94 subsidized premium or a $1,365 unsubsidized premium on Healthcare.gov (the 
only comparison showing mixed results). 
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The report did not detail any differences in the deductible amounts between the various plans.  At the 
Washington Examiner's request, independent insurance agents affiliated with the National Association of 
Health Underwriters (NAHU) and health policy experts compared the plans.  “It’s a lot better program 
than people, I think, might assume without looking, just because Walmart has gotten such a bad 
reputation by some of the labor groups and other groups for its general activities,” stated Gail Wilensky, 
PhD,  head of the Healthcare Financing Administration (HCFA) under President George H.W. Bush.  The 
HCFA was the predecessor to today’s Centers for Medicare and Medicaid Services (CMS). 

Eight ‘Centers of Excellence’ Included in Walmart Plan: Not Offered in Obamacare 

Beyond the price differences, the Washington Examiner also pointed out that the 
Walmart plan offers a broader network of hospitals, including eight “Centers of 
Excellence” which are not part of most Obamacare exchange plans, such as Mayo 
Clinic and Cleveland Clinic.  This is a notable finding, because pathologists working 
in academic centers are often excluded from the narrow networks of the health 
exchange plans offered by many private payers.  That is not the case under the 
Walmart health benefit program. 

“It’s not just the number, but who they are,” health policy advocate Betsy 
McCaughey, PhD, a former New York Lieutenant Governor, told the Washington 
Examiner.  “You’ll find under the Obamacare exchanges that the academic hospitals have declined to 
participate, along with the specialists who practice at those hospitals.  The same is true of cancer 
hospitals.” 

Part-time Employees Not Offered Coverage by Walmart 

A large portion of Walmart’s employees–its part-time workers—do not qualify for health coverage.  In 
fact, the Washington Examiner’s positive analysis of Walmart’s health plan was followed, in October 
2014, by news that the retailer was raising full-time worker premiums by 19% and cutting health benefits 
for its 30,000 workers who work fewer than 30 hours a week. 

That decision by Walmart coincided with the Affordable Care Act’s January 1, 2015 deadline requiring 
large employers to provide subsidized healthcare for every employee who works 30 hours a week or 
more. 

Need for Tough Decisions Due to Affordable Care Act Mandates 

“We had to make some tough decisions,” Walmart Senior Vice President for Global Benefits Sally 
Welborn was quoted in Newsmax. 

The part-time workers that make up about 2% of Walmart’s 1.3 million-person workforce are eligible to 
enroll in state and national healthcare insurance exchanges and may be eligible for government subsidies 
that reduce their premiums.   

“Walmart’s insurance appears to be pretty cheap, and while it has a high deductible, that deductible is 
comparable to, or better than, many of Obamacare’s ‘bronze’ plans,’” wrote Bloomberg View’s Megan 
McArdle.  “The out-of-pocket maximum is higher, but the Walmart plan seems to have included a variant 
of a health savings account, which workers won’t get on the exchanges, and most workers won’t 
approach the out-of-pocket maximum.  If the part-time workers are earning very little, they’ll get a nice 
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big subsidy.  But how many people are supporting themselves entirely on part-time work at Walmart?  If 
they have other family income, this may turn out to be a substantially worse deal.” 

Several Big Companies Dropped Health Insurance Coverage for Part-time Staff 

As Forbes pointed out, Walmart is not the only high-profile retailer to cut health benefits for part-time 
workers.  Home Depot, Target, Trader Joe’s, Forever 21, and other large retailers also ended health 

insurance coverage for part-time staff when Obamacare went into effect. 

Medicaid Expansion and What it Means for You 

Some states have expanded their Medicaid programs to cover all people with 
household incomes below a certain level.  Whether you qualify for Medicaid 
coverage depends partly on whether your state has expanded its program.  

On his first full day in office, Democratic Gov. John Bel Edwards reversed course from his Republican 
predecessor and started the process of expanding Louisiana's Medicaid program. Surrounded by 
Medicaid expansion supporters at a news conference, Edwards signed an executive order calling for 
the state Department of Health and Hospitals to make the administrative changes needed to begin 
offering the health insurance coverage to the working poor.  It was his first executive order as governor. 

Edwards' order came two days ahead of President Barack Obama's public appearance in Baton Rouge, 
where he championed his federal health care overhaul that allows for the Medicaid expansion. 

He stated that Louisiana should accept the billions of dollars in federal funding available to provide the 
insurance coverage, calling it the right moral and financial choice.  The new governor said he wants to 
have government-funded health insurance cards in more people's hands by July 1.   

The Edwards administration estimates that 300,000 more people, mainly the working poor, will be added 
to Louisiana's Medicaid program under the expansion, which covers adults making up to 138% of the 
federal poverty level — about $33,400 for a family of four. Under the plan, Louisiana will join 30 other 
states that have undertaken Medicaid expansions, including several overseen by Republicans.  Few are in 
the South, where expansion efforts have been stymied amid GOP resistance. 

In states that have expanded Medicaid coverage: You can qualify based on your income alone.  If your 
household income is below 133% of the federal poverty level, you qualify.  (Because of the way this is 
calculated, it turns out to be 138% of the federal poverty level.  A few states use a different income 
limit.) 

If Your Income is Low and Your State Hasn't Expanded Medicaid 

If your state hasn’t expanded Medicaid, your income is below the federal poverty level, and you don't 
qualify for Medicaid under your state's current rules, you won’t qualify for either health insurance 
savings program: Medicaid or savings on a private health plan bought through the Marketplace.  

If You Don't Qualify for Either Medicaid or Marketplace Savings  

You can get care at a nearby community health center.  The health care law has expanded funding to 
community health centers, which provide primary care services for millions of Americans on a sliding 
scale based on income.   
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If you don’t have any coverage, you don’t have to pay the fee.  Under the law, most people must have 
health coverage or pay a fee, however, you do not have to pay this fee if you live in a state that hasn’t 
expanded Medicaid and you would have qualified if it had.  This is known as having an exemption from 
the fee.   

Apply for Medicaid Coverage, Even if Your State Hasn't Expanded 

Even if your state hasn't expanded Medicaid, it is prudent to apply for coverage to see if you qualify.  
Each state has coverage options that could work for you – particularly if you are pregnant, have children, 
or have a disability. 

Short Extension of Due Dates for ACA Information Reporting 
 
The IRS recently issued Notice 2016-4, which allows for a short extension for information reporting of 
minimum essential coverage and reporting for applicable large employers.   

• The deadline for furnishing 2015 Form 1095-C or Form 1095-B to individuals has been extended from 
February 1, 2016 to March 31, 2016.    

• For non-electronic filing with the IRS of 2015 Forms 1094/1095-C 
or Forms 1094/1095-B, the deadline has been extended from 
February 29, 2016 to May 31, 2016.    

• For electronic filing of 2015 Forms 1094/1095-C or Forms 
1094/1095-B, the deadline has been extended from March 31, 
2016 to June 30, 2016.        

According to the Notice, these extensions apply automatically to all 
filers.   However, the IRS is prepared to accept filings beginning in 
January 2016 and is encouraging coverage providers and employers to furnish statements and file 
information returns as soon as they are ready.   
 
Employers and coverage providers that do not meet the extended due dates are still encouraged to 
furnish and file, and the IRS will take these efforts into consideration when determining whether to 
potentially decrease penalties.  The IRS will also consider reasonable efforts made to prepare the 
required information for reporting and furnishing, such as gathering and sending data to a vendor to 
prepare for submission to the IRS.   
 
The full IRS Notice can be found here:  https://www.irs.gov/pub/irs-drop/n-16-4.pdf 
 
New Law Provides Two-Year Delay of 'Cadillac Tax' on High-Cost Employer-
Sponsored Health Coverage 
 
Moratorium Also Imposed on Medical Device Excise Tax 
 
President Obama recently signed the Consolidated Appropriations Act of 2016, which (among other 
things) provides a two-year delay of the Affordable Care Act's excise tax on high-cost employer-
sponsored health coverage (commonly referred to as the "cadillac tax" and governed by Internal 
Revenue Code section 4980I) and imposes a moratorium on the medical device excise tax. 
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Cadillac Tax Delay 
 
Prior to the delay, the 40% tax was set to take effect in 2018 and would generally be imposed on plans 
that cost more than $10,200 (for self-only coverage) and $27,500 (for family coverage).  As a result of 
the new law, this tax will not be effective until 2020. 
 
Medical Device Excise Tax Moratorium 
 
The 2.3% medical device excise tax that manufacturers and importers pay on sales of certain medical 

devices has generally been effective since January 1, 2013.  As a result 
of the new law, this tax will not apply to sales during calendar years 
2016 and 2017. 
 
For more details, please review the new law in its entirety. 
 
 

Affordability and Penalty Thresholds Adjusted Under 'Pay or Play' 
 
New IRS guidance clarifies certain aspects of the Affordable Care Act's "pay or play" provisions related to 
determining affordability of employer-provided coverage and calculating penalty amounts for calendar 
years 2015 and 2016. 
  
Adjusted Affordability Threshold 
 
Under the new guidance, the 9.5% threshold for determining whether employer-provided health 
coverage is affordable for purposes of "pay or play" (including for use of the affordability safe harbors) is 
adjusted to 9.56% for plan years beginning in 2015, and 9.66% for plan years beginning in 2016.  
Coverage will be considered affordable if the portion of the annual premium an employee must pay for 
self-only coverage does not exceed the applicable percentage of his or her household income. 
  
The guidance also addresses how certain HRA contributions, flex credits, or opt-out payments are taken 
into account for purposes of determining whether an employer has made an offer of affordable 
minimum value coverage under an eligible employer-sponsored plan. 
  
Adjusted Penalty Amounts 
 
In addition, the new guidance confirms that for calendar year 2015, the adjusted $2,000 dollar amount 
used to calculate the penalty (for employers not offering coverage) is $2,080, and the adjusted $3,000 
dollar amount (for employers offering coverage that is not affordable or does not provide minimum 
value) is $3,120.  For calendar year 2016, the adjusted $2,000 dollar amount is $2,160, and the adjusted 
$3,000 dollar amount is $3,240. 
 
Further Guidance on ACA Compliance for HRAs and Employer Payment Plans 
 
IRS Notice 2015-87 provides further guidance on the application of key market reforms of the Affordable 
Care Act (including the annual dollar limit prohibition and preventive services requirements) to certain 
health care arrangements, including employer payment plans and health reimbursement arrangements 
(HRAs).  Under prior agency guidance, employer payment plans and most stand-alone HRAs do not 
comply with the ACA and therefore may be subject to a $100/day excise tax per applicable employee. 
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Employer Payment Plans 
 
An "employer payment plan" is an arrangement under which an employer reimburses an employee for 
some or all of the premium expenses incurred for an individual health insurance policy, or uses its funds 
to directly pay the premium for an individual health insurance policy covering the employee. 
  
Among other things, the IRS notice provides that an employer arrangement reimbursing the cost of 
individual market coverage offered under a cafeteria plan is an employer payment plan (whether or 
not funded solely by salary reduction or also including other employer contributions, such as flex credits), 
and cannot be integrated with the individual market coverage.  Accordingly, such an arrangement will 
generally fail to satisfy the ACA market reforms applicable to group health plans.  
  
Health Reimbursement Arrangements 
 
An HRA that is "integrated" with a group health plan—under either of two integration methods 
described in prior agency guidance—will comply with the ACA if the group health plan with which the 
HRA is integrated is compliant.  Stand-alone HRAs (except for retiree-only HRAs and HRAs consisting 
solely of excepted benefits), and HRAs used to purchase coverage on the individual market do not 
comply with the ACA market reforms. 
  
The IRS notice provides further guidance related to HRAs and integration, including clarifying that, 
subject to transition relief, an HRA is permitted to be integrated with an employer's group health plan 
only as to the individuals who are enrolled in both the HRA and the employer's group health plan.  If 
an employee's spouse and/or dependents are not enrolled in the group health plan, the coverage of 
these individuals under the HRA cannot be integrated with the group health plan, and the HRA coverage 
generally will fail to meet the ACA market reform requirements. 
 
What You Need to Know About Health Savings Accounts (We have received several 
inquiries regarding HSAs, hence the repost.) 
 
A Health Savings Account, or HSA, is a savings account with a unique triple tax benefit.  Contributions 
reduce taxable income, their growth within the account is tax-free, and qualified withdrawals 

(withdrawals used for medical expenses) are also tax-free.   
 
How They Work 
 
To be eligible to contribute to an HSA, the taxpayer must be enrolled 
a high-deductible health plan, defined as a plan with a deductible of at 
least $1,300 (individual) or $2,600 (family), by December 1st of the year 
(contribution amounts are prorated for partial year eligible taxpayers).  A 
single individual can deposit up to $3,300 to an HSA in 2015 ($3,350 in 

2016).  Taxpayers age 55 and older can make an additional catch-up contribution of $1,000 per year.  For 
a family, the contribution limit is set at $6,550 for 2015 and $6,750 for 2016.  Each person must have 
his/her own HSA account; joint HSA accounts are not permitted.  Some of the contribution may be in the 
form of funds from the taxpayer’s employer. 
 
The entire amount deposited is tax-deductible on returns for that year, even for filers who do not itemize 
their deductions.  Contributions by an employee directly from paychecks are made with pretax dollars, 
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reducing his or her gross income.  Employer contributions are not itemized by the employee, but 
deducted from taxable income by the employer. 
 
Funds in the account pay for healthcare expenses in the present or future.  
Withdrawals are not taxed so long as they are used for qualifying expenses, 
including doctor visit co-pays, prescriptions, alternative healthcare treatment 
(acupuncture or chiropractic services, for instance), dental and vision care, 
mental health and addiction treatment, smoking cessation programs, service 
animals, long-term care insurance premiums, and many other medical-related 
goods and services.  The IRS periodically updates the allowed expenses. 
 
Unlike Flexible Spending Accounts, HSAs have no use-it-or-lose-it feature.  The 
account belongs to the taxpayer, and is not lost in instances such as the person 
changing jobs or not using the funds before the end of the calendar year.  Funds carry over from year to 
year, making a HSAs a great savings vehicle for increasingly high medical bills that may occur in future 
years. 
 
After the age of 65, the account owner may take distributions from the HSA for any purpose, health-
related or not; he or she will pay regular income tax, but with no penalty. 
 
The Advantages 
 
HSAs can benefit many taxpayers, especially in light of the fact that a typical couple turning 65 today will 
pay an average of $220,000 in out-of-pocket medical costs before they die, according to a 2013 study by 
Fidelity Benefits Consulting.  According to the Employee Benefits Research Institute (EBRI), a 55-year old 
taxpayer who contributes the maximum amount to an HSA each year until age 65 could see a balance of 
$60,000 from total contributions of about $42,000, assuming a 5% rate of return.  Many major mutual 
fund HSAs achieve a 10-year rate of return that is significantly higher than 5%. 
 
An aggressive, high-earning 45-year old saving the maximum, including catch-up contributions when 
eligible, could see a balance of $150,000 at age 65.  If the rate of return is 7.5%, the balance rises to 
$193,000. 
 
Millennial entrepreneurs take note: An HSA owner in the 28% tax bracket who begins at age 25 and earns 
7.5% on the account over time will save nearly $350,000 in federal income taxes, not to mention state 
taxes or other payroll taxes. 
 
Who Benefits Most 
 
HSAs work best for big earners with high incomes.  As with any tax-advantaged investment strategy, you 
need to be in one of the high tax brackets to save significant money with a tax deduction. 
 
Second of all, making those maximum contributions (the only way you're going to reap the maximum 
growth in assets down the road) requires deep pockets – and not just because of the bite into your 
paycheck.  Remember that HSAs work with a high-deductible health insurance plan.  That means you 
need the ability to pay out-of-pocket at least $1,300 (and sometimes more, depending on the policy) in 
annual medical bills – before the insurance kicks in. 
 
The key is to find a solid investment account for HSA funds.  Many financial institutions offer HSAs, but 
not all of them allow the account holder to have any control over how the funds are invested, or invest 
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funds aggressively.  An administrator who can offer investment options that match the account holder's 
risk tolerance is needed.  Self-employed individuals can further reduce taxable income by paying 
health insurance premiums out-of-pocket, saving HSA funds for the future. 
 
Who Benefits Less 
 
HSAs are not big money-savers for people in lower income brackets.  For starters, low-income families 
are unlikely to have the extra cash to tuck away in an HSA.  Ironically, those who choose the least 
expensive Affordable Care Act plans are stuck with high deductibles anyway. 
 
In California, a 35-year-old individual earning $25,000 per year can go on the state's Health Insurance 
Marketplace (aka "the exchange") to buy an HSA-eligible Blue Shield Bronze plan with a $4,500 
deductible for $143 per month.  Or, the person may opt for a Blue Shield Enhanced Silver plan with a 
$1,900 deductible for $187 per month.  Since $25,000 is less than 250% of the federal poverty level 
($29,425), the individual will likely qualify for a Cost-Sharing Reduction subsidy which should reduce the 
monthly costs of coverage and help lower deductibles and other costs (you must purchase a Silver plan 
to get this – see Choose Among Bronze, Silver, Gold and Platinum Health Plans). 
 
Middle-income families and those expecting significant medical expenses will also likely benefit by not 
going the high-deductible / HSA route.   
 
The Bottom Line 
 
“HSAs work best for people who are not eligible to buy [insurance] on the exchange,” says Craig Gussin, 
Vice President of Public Affairs for the California Association of Health Underwriters.  “Low-income 
taxpayers won’t save significant money every month; they give up cheap services without much savings. 
It all comes down to the numbers.  HSAs work best for people over 50 on a group plan, with high income 
and no tax subsidy.” 
 
Of course, a healthy person in any income bracket who expects to need little or no medical care during 
the year will always come out ahead by choosing the overall cheaper plan and banking the difference. 
 
And while HSAs are good tax-advantaged vehicles, others are better.  Financial planners agree that 
individuals should first max out their 401(k) plan and IRA contributions for the year.  Then, they can start 
funding an HSA. 
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