From the Legislature

Health Savings Accounts Helping to Curb Medical Costs

By. Rep. Jon McKane

The bad news is that Maine is in a full-blown crisis regarding health insurance affordability. The good news is that the Legislature has made a small but significant move towards reducing out-of-pocket health care expenses.

As health insurance premiums continue to climb, innovative and practical ideas must be used to keep our total costs down. Health Savings Accounts (HSAs) have proven to be such an idea. HSAs pair a high-deductible health insurance plan with a health savings account to cover medical expenses until the deductible is reached. Virtually all medical expenses are covered under an HSA plan, from doctor’s visits to over-the-counter medications to hearing aids

Created by Congress in 2003, HSAs are now catching on like wildfire across the country, with about 3.6 million accounts already established. One reason for their surging popularity is the significant tax advantages they offer. Like an Individual Retirement Account (IRA), an HSA is exempt from income and other taxes.

After two years of debate, the Maine Legislature passed this bill along with the most recent budget. This bill now conforms Maine to federal income tax law and exempts contributions to health savings accounts from Maine income taxes. 

Most states have already done this to encourage residents to take advantage of an innovative new approach for addressing spiraling health care costs. Maine had been one of the laggards and continued to tax money used for health care expenses. But Chris Rector’s bill, LD 195 – An Act to Conform the Maine Tax Code to the Federal Health Savings Accounts Laws – finally brought us into the mainstream.

I had submitted a similar bill, LD 507, An Act to Establish Individual Medical Savings Accounts, but after learning of Rep Rector’s I bill decided to drop mine and work with him to pass his. The goal was to get Maine to conform to federal Health Savings Account laws and we felt we could do this by working together. In the end, LD 195 enjoyed bipartisan support. 

CContributions to HSAs already were tax deductible and exempt from federal and Social Security taxes, as are earnings and distributions. The passage of LD 195 will make them that much more attractive to Maine residents.

If HSAs sound like a good deal, it’s because they are. First off, employers and employees can make simultaneous contributions. For 2006, the maximum tax-deductible amounts are $5,450 for a family and $2,700 for an individual. Employers like them, too. Not only can they buy more affordable plans for their workforce, they also save on the matching Social Security taxes.

Moreover, any unused funds carry over each year and can accumulate over a lifetime, drawing interest from a variety of investment options. There are no “use it or lose it” restrictions.

The money can be withdrawn without penalty for any purpose at age 65, when folks become eligible for Medicare. Accounts are individual and portable. They can be carried from job to job and into retirement – you own them. In fact, the funds can be used for Medicare and retiree health insurance premiums, along with other Medicare expenses and prescription drugs.

 The implications for health insurance savings are clear. Consumers or employers can buy a qualifying high-deductible health insurance plan to provide major medical protection at a significantly lower premium. Routine medical expenses are paid out by their HSAs, which can be conveniently managed by banks and insurance firms, which already are competing for the business.

HSAs give people more control over how they spend and invest their medical reimbursement funds. They allow consumers to “shop around,” for the physicians and other providers who offer the most economical treatment. When an insurance company is paying your way, and you might never even see the bills, you’re not concerned with the cost. But when it’s your money, you tend to be more frugal.

According to data provided by Assurant Health, a leading individual and small-group health insurer, nearly half of their customers setting up HSAs did not have prior health insurance. Seventy percent of HSA purchasers are families with children, 61 percent are people over age 40, and 20 percent have family incomes of less than $40,000.

Every so often, Congress does something that makes sense and now, finally, the Maine Legislature has, too. 

As always, comments are welcome. 207-563-5427, jon@jonmckane.com 
Rep. Jon McKane (R-Newcastle) represents district 51 and serves on the Insurance and Financial Services committee.
