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2. HSA 101 — brief refresher
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How familiar are you with Consumer
Directed Health Accounts?

| actually have an HSA
| know enough to be dangerous
I How do you spell H-S-A ?
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- HSA 101

A Health Savings Account is a special tax-free trust or custodial account created
exclusively for the benefit of account holders covered under a high-deductible health plan

(HDHP) to use towards qualified medical expenses.

No “Use it or
Lose it” rules

Unspent funds
remain the
property of the
individual

theabia.com

1. Eligible contributions reduce taxable income

3. Withdrawals for qualified medical expenses are tax-free

Qualified HDHP HSA Annual
_ Out of pocket | Contributions

Plan ctljeducltlble max can be no can be no

must be at least more than more than

2011 2012 2011 2012 2011 2012
Single $1,200 | $1,200 | $5,950 | $6,050 | $3,050 | $3,100
Family | $2,400 | $2,400 $110’90 $1%’10 $6,150 | $6,250
Allowable catch-up contribution for age > 55 $1,000 | $1,000

HSAs provide a Triple Tax Benefit

2. Account earnings are tax-free
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HSA Myths Dispelled

MYTH

REALITY

HSAs are only for
the young

Approximately 60% of people covered by HSA/HDHP are
family aged. (source: AHIP data)

e Only 13% are in their 20’s
e 26% are children; 32% are in their 30’s and 40’s

HSAs are only for
the wealthy

Average HSA income is $55,000;
75% of HSA holders earn less than $75,000

Source: OptumBank survey

HSAs are only for

o Statutory out-of-pocket max caps exposure

e Preventative care often covered at 1st dollar

the healthy

o Co-insurance is often lower

Separate studies by the Blues & Wellpoint show that HSA
HSAs lead to holders are more likely to participate in wellness programs
neople scrimping | and utilize preventative care.
on care AAA found that CDH plan care was received in equal or

greater degrees relative to traditional plans
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3. HSA Industry Update
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Growth of HSA/HDHP Enrollment,
March 2005 to January 2011
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Among Firms Offering Health Benefits,
Percentage That Offer an HDHP/SO, by Firm Size, 2005-2010
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$1,525

o2007 D2008 m2009 D2010

§1,366

$1.321

$1,116
$1.073

Fun Facts ..
Account Balance |**

by Gender e

2007-2010 =

Men 15-20% -
higher than women |

Female

Account Balance
by Age
2007-2010

Source: EBRI/Commonwealth Fund
Consumerism in Health Care
Survey, 2007; EBRI/MGA Consumer
Engagement in Health Care

Survey, 2008-2010
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Fun Facts
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Account Balances, by Health Behavior and Health Status,
August, 2010

$1,503

NOT smoking EXERCISE NOT obese Health
) 1 1 - problems |
increases increases increases e
balance balance balance SElETeE [
by 12% by 22% by 24% by 4%

Behavior CHOICES have a far greater impact
on balances than do health problems

YE N NO YES YES NO
Smokes Exercises Obese Health Problems™
Cigarettes

Source: EBRI/MGA Consumer Engagement in Health Care Survey, 2010
* Health problem defined as fair or poor health or 1 of 8 chronic conditions: Arthritis; asthma;
emphysema or lung disease; cancer; depression; diabetes; heart attack or other heart disease; high
cholesterol; hypertension, high blood pressure or stroke.
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4. Where is the HSA money and where does it go?

5/3 HSA portfolio analysis / case study
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HSAs at Fifth Third: June 30, 2011

Balance Distribution

$1-$5K
29%

$100-$1 K

3500
33%
$5-$10 K
6% 3000
$10-$‘;20 K 5500
> $10 $20 K + 2%
30% 0% 5000

Average Balances grow over
time as accounts mature

Average Contributions drop as
some participants cease HDHP
but retain their HSAs

Distributions remain fairly stable
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1500

1000

500

0

68% have a balance < $1,000
26% have a balance $1,000-$5,000
7 % have a balance > $5,000

Vintage Analysis — 2010 Active HSAs

Years
on
book

=2
=3
4
w5
"6

Account Contributions Distributions
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Where are the balances?

5/3 HSA Balances: Cash / Investments

FOREIGN &
EMERGING
MARKETS

CASH MALL CAP
(interest-

bearing)
95%

~ BONDS

~ OTHER

MID CAP

LARGE CAP

1% of our Customers have invested in Self-directed mutual Fund
investments, representing 5% of the balances. &)
theabia.com
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HSAs at Fifth Third: June 30, 2011

Savers and Spenders

Savers
Spend less than 20%
of each year’s
deposits

Retaining at
least 80% in the

account

Growing their
balance
year over year

theuulu.uul n

Spenders

AT,

Withdraw over 80%
of the year’s
deposits

Retaining less than

20% in the account

100% -

80% -

60% -

40% -

20% -

0% . .
5/3 Industry

m Savers ®m Hybrid m Spenders

Average balances by category:

$3,300 $2,100 $700
Savers Hybrid Spenders
Bankers

Industry source: Celent &) Association
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How are HSA Funds spent?

HSA Distribution Breakout Debit Card Purchases

Other, 0%
ACH, 1%
ATM

WD, 4%

Check,

4%
Bill Pay,
6% Debit
card, 76%

Online
tranSfer, [ | Super_ u Tl’ave|/
10% market restau-

9y, ¥ Other rant

3% 1%
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5. Impact of The Patient Protection Affordable
Care Act (ACA) on Consumer Driven Health

FSA, HRA, HSA
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The ACA Isn’t as Complicated as it Sounds:
Its Much, Much Worse
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Your New Health Care System )
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SUMMARY OF SELECT REQUIREMENTS

IMPACT

Health Care Reform Bill Timeline (as revised by the House Reconciliation Bill)*

[ Pruhibits ifetime bensfit imits j

(" State grants to estsblish or expand ]
" Allows restricipd seesal mits |

ombudsman programs are swarded

New federsl rate review process

is esiablished (33 dmermne-:lhl.lHHS|

J for ess=ntial banefits

Aecissions are prohibited

Natiomal risk-poelis created J {except for fraud or intentional

Temporary retiree reinsurance ] misrepresentstion )

program is established

(
C
[
(

ARN shopping is create

(" Nondizcrimination based on
L salary is prohibeted

[ Imternet portal 1o faciitate
comsumer and small emgb'..'er

[ Coverage for emergency

E=rvices &t |n-ne-h|'url|:usl
sharing level with no

Cost-sharimgobligations |
Emallhusne-ssmxcrednli for preventive sa‘?.u:esare b amhunmlnnlsman Ed =
probiteted ( Fre- msﬂng-:un:ihm
L emchesions fior dependent children
[ Dependent_cm'eragfe‘ljpb:uage ] {wmder 19yesrs of 398) are
76 is mandal prehibited
Intermal and externslappeal | [ Mew heslth plan disclosurs
procassss mast be E-s1a|§| shed andtunsgargelu:-F:E-far rements

-

ERANDFATHERED FLANZ
Prohibits Fetime benefit limits
Recissions &= prohiteted
{except for fraud or intentional

Hzalth irsurence anchangs is
estehlished

I:_ Buerentee issue is required }

[Pre-=xisti

GAANDFATHERED PLAKS

condition exmhisions
for gzpentents ere prohibited

Prahiits annual benedt limits ]

other Hings, limits use of ag=as e

{ Rating restrictions & hut.-lrn-unl: fL '

[

misrepresentation) rating Ilclnrlrl-lnp-u:ed ),
MHM@MHEI&FW# Ir-dr-u:uallnd!nplug,err\e: nsi-
26 is mandate hility requirements ere established

\ aie profibited

Pre-existing condition
exchsions for dependents

Individuel affordabiity
b cresdits are cremted end smell
business tax credits are exganded

(" Allmws restricted snnusl Emits )

for essential benefis
&5 determined by HHE

standard definitions are deweloped

Uniform coverage documents and |
by HHS [in consultation with HP.IEIJ

refund) iz mandated

[: Essential benefit plan is created

Pre-existing zondition
exclusians are grohibited

|: CO-0Ps ereestablished

Lifesime and ennual daller limits
are prohibised for essental henefits |

)
3
)
)

Cowerzqe Far egprowed clinicel
tnals is mendated

Multi-state quelifizd health plans
are created end offered through the
Exchenge

[ 85% ML for large group (with

0% MLR for individual and small )
group (with refund] is mandated

B |
JANUARY 1 OCTOEER 1  JAMUARY 1

High-cost
insurance

Bxciss taxis
established

Health insurance fee to fund )
Comparative Effectivensss
iz imposed D
4 b
Hezith insurance Health insurance
prowider fee provider fes
4 imposed incrassed
54 billion A I §11.3 hillion
JARUARY 1 JANUARY 1 JRHUARY 1

(" Health insurance

JAMUARY 1

prowider fes
ingreased
511.3 billion

provider fes
increased
513.9 billion

JANUARY 1

(" Health insuranca

Health insurancs
provider fes
increased

514.3 bllion**

JANUARY 1
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1 1 1

Health plans dewvelop and file
new rates

States approve |or disaporowe)
new rate filings

HHE Sacretary and states create
nEw raba review process

HHE Sacretary establishes new
national risk-pool

(
(
(
(
|

HHE Secratary establishes

temparary retiree
TEiNEUrance program

!
!
|
|
|

=assumes Aprll 1, 2000 enactment

]
Health plans create and fle
new palicy forms

Health plans develop and file
new rate filings

new palicy forms

States approve |or disaporove )
new rate filings

Health plans dewelop and fil= ]
MEW rates

approwe |or disapprove] premium

States approve {or disapprove)
new rate filings

[ S1atesapprui.re-.-:ur-:llsapprufen ]

HHE Secretary and states ] [:

rate inCreass requests

HHE Secretary establishes new
internet portal

approve |or disspprave| premism

HHS Secratary and states
rete increass requests

1
Health plans create and file new
policy farms

Health plans develop and fil=
new rates

new policy forms

State approve or dizaporove )
new rate filings

HHS Secretary and states ]

approve |or disapprave] pramium
rate increass requests

States (andfor HHS Secretary|
establizsh exchanges

[ State approve |or disapprove) J

**In years ioliowing 2018, the tax amount would INCPeEss I an amount proportionally equal 1o oversll premium growin.
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 The health care reform laws signed by
President Obama will likely have a modest
impact on consumer-driven health plans
and their associated health care accounts
(i.e., FSAs, HRAs, and HSAs)

e Earlier proposals that would have
eliminated some of the options
(particularly FSAs and HRAs) did not
survive the legislative process



Insurance reforms and benefit mandates
shouldn’t adversely impact CDHPs, if
applied equally to all plans

¢ Biggest concerns

— How “actuarial value” is defined

— How “medical loss ratio” is defined

— How “essential benefits” are defined

e Supposed to be based on a “typical”
employer plan

¢ Preventive care
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Growth in CDHPs could be accelerated by
mandates and subsidies

*If the government requires everyone to buy
health insurance, what is the cheapest product
on the market?

*Income-based subsidies will be tied to the 2nd
least costly plan type (Silver plan) in the
Exchange

*People can only get the maximum subsidy if
they choose this plan or the only cheaper plan



theabia.com

Growth in CDHPs could be accelerated by the
Exchanges

*The entire small group market may be
replaced by insurance exchanges

*Essentially be a super-sized “individual
choice” market combined with the current
individual market and uninsured people
*Once the employees (not the employer) are
choosing their health insurance, most of them
could gravitate to the cheapest plans



Change in the Definition of a “Qualified Medical
Expense”

*Expenses incurred for over-the-counter (OTC)
medications will no longer be eligible for payment
or reimbursement from any of the health care
accounts unless obtained with a prescription (or
insulin)

*Impacts FSAs, HSAs, & HRAs

*Effective 1/1/2011
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New (Higher) Penalty for Non-Qualified HSA
Withdrawals

*The tax penalty on HSA (and Archer MSA)
withdrawals that are not used for qualified
*Medical expenses will increase from the

current 10 percent to 20 percent
*Effective date — 1/1/2011
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New (Lower) FSA Contribution Limit -
Contributions to health care FSAs limited to
$2,500 annually

*Limit indexed annually for inflation

*This provision could encourage more people to
consider HSAs and/or HRAs

*Effective date —1/1/2013
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New “Cadillac” Plan Tax Excise tax of 40 percent
will be applied to employer-sponsored coverage
that has a benefit value in excess of $10,200 for
single coverage and $27,500 for family coverage

e FSA, HSA, & HRA contributions included in
benefit value

¢ Tax would be imposed on insurance
companies, employers, and plan administrators
e Will likely push companies to switch to HSA
and/or HRA plans

*Effective 1/1/2018
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Annual limits on out-of-pocket expenses

*All policies must apply limits on annual out-
of-pocket expenses

Maximums set at current HSA out-of-pocket
limits

*$5,950 for individuals and $11,900 for families
for 2010 (adjusted annually for inflation)
*Effective 1/1/2014



Minimum actuarial value

All insurance policies must provide a minimum
60% actuarial value for the benefits covered

* Bronze = 60 percent

e Silver = 70 percent

e Gold = 80 percent

e Platinum = 90 percent

Effective 1/1/2014
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Minimum actuarial value

“Actuarial Value”defined:

» Percentage of covered benefits paid by the
Insurance plan relative to an identical plan with
zero cost-sharing (i.e., no deductibles, copays,
or coinsurance)
e Assume an average or “standard” population
would enroll in the plan instead of taking into
account self-selection that may occur to do plan
design features like deductibles, etc.
 Unclear whether a plan’s actuarial value would
Include employer or individual HSA contributions
Left up to HHS r lation
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Minimum actuarial value
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— Many HDHPs have actuarial values below

60 percent

* Including the contributions in the calculation of a
plans actuarial value would make it easier for
more HDHPs to meet the minimum actuarial
value requirement

* Including contributions in the actuarial value
calculation can increase a plan’s value by 10-20
percentage points (or more), depending on the
size of contributions

 Academy of Actuaries and CBO suggest
Including contributions may be appropriate




In a March 2, 2010 letter to Congressional
leaders, President Obama wrote:

“I believe that high-deductible health plans could
be offered in the exchange under my proposal,
and I’'m open to including language to ensure
that is clear. This could help to encourage more
people to take advantage of HSAs.”
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6. Legislative Update
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Proposed Legislation —
Family & Retirement Health Investment Act of 2011

Family and Retirement Health Investment Act of 2011
(H.R. 2010 and S. 1098, currently in Committees)

—Catch-up contributions

 Would allow spouse of an HSA account holder to double his or
her catch-up contribution to account for the eligible spouse

 Would allow a senior enrolled in only Medicare Part A to
continue contributing to the senior’s HSA

—Transition to HSAs

* To ease transition to HSAs, clarifies current law to provide
employer greater opportunity to roll over funds from employee’s
flexible spending account (“FSA”) or health reimbursement
account (“HRA”) to HSA.
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Proposed Legislation —
Family & Retirement Health Investment Act of 2011

— Would repeal restrictions on use of HSA/FSA/HRA balances for
the purchase of over-the-counter medications without
prescription

— Would allow purchase of COBRA coverage, long-term care
insurance, and HSA-qualified policies from an HSA

— Would promote wellness by allowing HSA balances to be used
for gym memberships and meal replacement products
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THANK YOU

Questions?
Feel free to contact us

Jim Gandolfo Sue Grathwohl

PNC Bank , N.A. Fifth Third Bank
James.Gandolfo@pnc.com  Sue.Grathwohl@53.com
Phone: (302) 429 — 2832 Phone: (513) 534-8599
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