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Labor Department Announces Proposed Effective Date of COBRA Regulations Will Be Delayed

The U.S. Department of Labor’s Employee Benefits Security Administration (EBSA) has assured the employee benefits community that the department will provide adequate time for group health plans to comply with final rules on the notice requirements of COBRA.

The department intends to give group health plans six months after adoption of final rules to implement administrative changes required by the new rules.

The final rules should be issued early this year.  Model notices are available on EBSA’s web site at www.dol.gov/ebsa.

MEDICARE PRESCRIPTION DRUG, IMPROVEMENT & MODERNIZATION ACT OF 2003

On December 8, 2003 President Bush signed the much publicized Medicare Prescription Drug, Improvement & Modernization Act of 2003 (the Act).  This Act not only creates a voluntary prescription drug program for Medicare beneficiaries, but also provides for federal subsidies to employers that continue to provide prescription drug benefits to Medicare eligible retirees, establishes a new type of tax-favored health savings account (HSA), and makes changes to the existing Medicare program.  This issue of INSIGHT will provide an overview of the key provisions of the Act that will most directly affect employers and their benefit plans.

Medicare Prescription Drug Program

Beginning January 1, 2006, Medicare beneficiaries will be eligible to purchase prescription drug coverage.  It is estimated that the premiums will be $35 a month.  The prescription drug program requires that the Medicare beneficiary pay an annual deductible of $250, plus 25% of prescription drug costs between $25 and $2,250.  Where the Medicare beneficiary’s out of pocket expenses reaches $3600, the Medicare beneficiary pays the greater of 5% coinsurance or a copayment of $2 for generic drugs or $5 for other prescription drug.

The Medicare Prescription Drug Program contains limits on an individual’s ability to purchase supplemental prescription drug coverage.  Medicare beneficiaries with income no more than 150% of the federal poverty level may qualify for premium assistance and cost-sharing subsidies.

Prescription Drug Discount Card

Individuals currently enrolled in Medicare A or B will soon be able to purchase a prescription drug discount card.  Medicare beneficiaries that have other prescription drug coverage available under plans such as a group health plan, the federal employee’s health benefit program, or Title XIX are not eligible.

The drug discount card program is intended to provide assistance to seniors with drug costs until the formal Medicare Prescription Drug Program is available beginning in 2006.  It is expected that the discount cards will be available for purchase in early 2004.  The cost of the discount card will not exceed $30 annually.

Health Savings Accounts (HSAs)

Beginning in January 2004, the Act creates yet another tax-favored account to be used by employees and their families to pay health care expenses.  HSAs are much like Archer Medical Savings Accounts (MSAs), but the rules applicable to HSAs are less restrictive.

· Eligible individuals or employers may establish HSAs.  HSAs may be offered through a cafeteria plan.  HSAs are tax-exempt trust.  Money in the HSA account accrues interest and is not taxed on its earnings.

· A high deductible plan must have an annual deductible of at least $1,000 for individual coverage and at least $2,000 for family coverage.  A high deductible plan may provide first dollar coverage for preventive care.  Annual out-of-pocket limits on a high deductible plan may not exceed $5,000 for individual coverage and $10,000 for family coverage.

· An eligible individual is a person that is (a) covered by a high deductible plan, (b) does not have other health insurance coverage (with some exceptions), and (c) cannot be claimed as a dependent on another person’s tax return.  Self-employed individuals may be eligible individuals.

· In 2004, eligible individuals may make monthly contributions of not more than 1/12th of the lesser of (a) the annual deductible or (b) $2,600 for individual coverage ($5,150 for family coverage).  More generous contribution limits apply to eligible individuals that are 55 years of age.

· The Act requires that contribution limits must be reduced by any contributions made to a MSA in the same year.  It is expected that the IRS will release regulatory guidance on whether HSAs can be offered together with flexible spending accounts and health reimbursement arrangements.

· While eligible individuals cannot contribute to their HSA after they are eligible for Medicare, they may continue to use the money within the HSA to pay health insurance premiums (not including Medicare supplement coverage), long-term care premiums, and health care expenses not covered by insurance.

· The employer and the eligible individual may contribute to an HSA in the same calendar year, subject to annual limits.

· Medical expenses eligible for reimbursement from HSA include: (a) medical care as defined in Section 213(d) for the eligible individual, his spouse or dependents that are not covered by health insurance; and (b) certain insurance premiums (e.g., COBRA, long-term care, Medicare, and retiree health coverage).  Distributions made for nonqualifying expenses are subject to income tax and a 10% penalty.

· HSAs are owned by the eligible individual and, therefore, are portable at termination of employment or upon death.

· Unless Congress enacts a technical correction to COBRA, where contributions to an HSA are made through a cafeteria plan, it is expected that HSAs will be subject to COBRA.

This new Act legislates in many areas that will directly affect employers and their benefits plans.  As with any new legislation, we expect that the IRS and potentially the Department of Labor will release further regulatory guidance that will provide clarification of the administrative issues surrounding implementation of this legislation.  As further details become available, we will share them with you.

Retirement Plan Limits for 2004

LIMIT









2004

Elective deferral limit for 401(k), 403(b) and SARSEP plans



$  13,000

Catch-up contribution limit for 401(k), 403(b), 457 and SARSEP plans


$    3,000

SIMPLE deferral limit








$    9,000

SIMPLE catch-up contribution limit







$    1,500

Annual benefit limit for a defined contribution plan (s415 annual addition limit)

$  41,000

Annual benefit limit for a defined benefit plan





$165,000

Annual Compensation limit








$205,000

Compensation limit for determination of highly compensated employees


$  90,000

SEP compensation limit for determination of eligibility




$       450

Social Security taxable wage base







$  87,900

Traditional and Roth IRA contribution limit






$    3,000

Traditional and Roth IRA catch-up contribution limit




$       500
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OVERVIEW OF HSA, MSA, HRA 

DO YOU KNOW THE DIFFERENCE?

PLAN

Requirement

Ownership

Funded By


Contribution

Tax Liability



Portability



Carryover

Employer Size

Cut-off Dates

MSA

(comparison purposes only)

High Deductible Plan

$1700-$2600 Indiv

$3450-$5150 Family

Out-of-Pocket Max

$3450/$6300 Fam

Account Max

Contribut of 65%

Of plan deductible

($1690) or 75%

family ($3862)

Employee

Employee &

Employer

Both employer &

Employee cannot
Contribut in same

year

Contributions by Employees Are Deductible form AGI

MSA balances belong to the employee and are portable between jobs

Amounts not spent may be carried over to next year

Limited to “small employers”, 50 or fewer employees

“Pilot” program ended 12/31/03

HSA

High Deductible Plan

$1000 + Individual

$2000 + Family

Out-of-Pocket Max

$5000/$10000 Fam

Account Max

Contribut of $2600

Or Plan Deductible

(whichever is less)

individual $5150 fam

Employee

Employee &

Employer

Can be under

Section 125 

(employee 

contribution is

pre-tax)

Contributions by Employees are Deductible form AGI

MSA balances belong to the employee and are portable between jobs

Amounts not spent may be carried over to next year

No limit on group size

No end date

HRA

None

Employer

Employer Only

Cannot be funded

By employer 

Through salary

reductions

Employer Contributions are not taxable to Employer

HRA balances belong to the employer and are not portable by employee

Amounts not spent in one coverage year may be carried over to next year

No limit on group size

No end date

HEALTH CARE COST DRIVERS

It is no secret that health care costs are rising.  According to the National Coalition on Health Care, a number of factors both traditional and emerging contribute to these increasing costs.

Traditional Cost Drivers




Emerging Cost Drivers

General Inflation





Pressures on health plan profitability

Medical technology





Managed care reform

Aging population





Provider consolidation

Lifestyle






New and expensive medical technology

Oversupply of beds/specialists



Increasing pharmaceutical costs/use

Fraud & abuse






Large aging population (chronic care)

Defensive medicine





Federal government legislation/regulations

Cost-shifting






State mandates

End-of-life care





Lifestyle

Some of the biggest contributors to rising health care costs are described below.

Increasing Pharmaceutical Costs and Use

A 2000 report by Merck-Medco Managed Care indicated that health care costs are rising in part due to increased use of prescription drugs, and an increase in the number of new, expensive drugs that are prescribed.  Undoubtedly, prescription drug manufacturers have revolutionized modern medicine and improved the lives of countless individuals.  As pharmaceutical companies develop new drugs to treat serious medical conditions, the market for those drugs expands accordingly.

New, Expensive Medical Technology

New medical devices, diagnostic tests, and medical imaging tools are enabling doctors to deliver care that would have been considered science fiction in years past.  Medical technology, just like pharmaceuticals, has revolutionized medicine and improved the lives of many people.  But as with prescription drugs, the advances have come with a hefty price tag.  And, as the number of older Americans increases, these new devices and treatments are being used even more.

Chronic Care

Our health care system is primarily geared toward providing acute care or curing diseases.  However, many people need care for chronic conditions.  Chronic conditions are the major cause of illness, disability, and death in the U.S. today, and they account for a significant portion of health care spending.

Approximately 99 million Americans suffer from at least one chronic condition, and nearly 40 million of these patients suffer from more than one chronic condition.

· The number of people afflicted with chronic medical conditions will nearly double by the year 2050

· Direct medical costs for persons with chronic conditions were approximately $425 billion in 1990, and will nearly double by the year 2050

· Approximately 75% of Americans living with chronic conditions are younger than age 65

· Almost two-thirds of spending on care for those with chronic medical conditions is spent on hospital care and physician services

· Medical care costs are disproportionately high for persons with chronic conditions

Provider Consolidation

Due to managed care plans, most providers have been forced to negotiate their prices.  In order to maintain or regain some negotiating leverage, providers in many communities have consolidated their medical practices, effectively monopolizing procedures within specific service areas.  These large, consolidated provider groups have a much greater ability to negotiate with managed care plans.






























WE WILL BE HOSTING A SEMINAR IN AUGUST 2004 REGARDING THE HEALTH INDUSTRY OUTLOOK, NEW PRODUCT OFFERINGS SUCH AS HSA & HRA AND ZYWAVE (OUR FREE BENEFIT WEBSITE).  INVITATIONS WILL BE SENT OUT IN THE NEXT COUPLE OF MONTHS.








