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T

he reform of the Affordable Care Act (ACA) was high
on the to-do list of the Grand Old Party (GOP) heading
into 2017. The ACA has been a polarizing piece of legislation
from the beginning, and even more so as its implementation
has continued for the past seven years. Even before the
GOP’s November victory, their position has resolutely been
“repeal and replace” and the bills attempting to achieve
this outcome are emerging from Congress. With President
Trump just past the first 100 days of his administration, we
have seen the promised legislative efforts surrounding
healthcare materialize with the passing of the American
Health Care Act (AHCA) in the House of Representatives.
While much of the media attention around healthcare reform
has centered on the more politically charged components of
ACA changes (mandates, subsidies, penalties, preexisting
conditions, etc.), less attention has been paid to the GOP
healthcare proposals regarding Health Savings Accounts
(HSAs) and consumer-directed health (CDH) plans.
Prior to the election, HSAs played an important and
prominent role in the U.S. healthcare landscape and in
legislative efforts of the last several Congresses. Driven
by their popularity with employers and employees as a
cost reduction device and powerful healthcare spending
tool, HSAs have emerged as one of the fastest growing
elements in health plan design today. Many bills impacting
HSA regulation and expansion ideas have been introduced
in the past. However, this is the first time we’ve seen a clear
picture of the Republicans’ vision for HSAs and CDH plans.

HSA Account Growth

As passed by the House, the AHCA has six specific impacts
on HSAs and CDH plans, most of which will take effect at
the beginning of 2018:

11.

Raises HSA contribution limits to the high deductible
health plan (HDHP) out-of-pocket maximum

22.

Repeals the ACA contribution limit on Flexible
Spending Accounts (FSAs) (currently $2,600 for 2017)

33.

Allows spouses to make catch-up contributions to
the same HSA

44.

Repeals the prescription requirement for overthe-counter medications as qualified medical
expense distributions from HSAs, FSAs, and Health
Reimbursement Arrangements (HRAs)

55.

Lowers the penalty for non-qualified HSA
distributions made prior to age 65 from 20 percent to
10 percent

66.

Allows for qualified distributions to reimburse
medical expenses incurred within 60 days of HDHP
coverage but before HSA account is established

Note: Although it is not specific to CDH plans, another significant impact of
the legislation is the delayed implementation of the Cadillac Tax until 2026.
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The changes to HSA and CDH plans may not be as
legislatively significant (or politically charged) as the
other GOP healthcare changes, but nevertheless they are
substantial. These changes are designed to simplify how
individuals are able to save with an HSA or CDH plan, expand
the ability to contribute to these tax-advantaged programs,
and help Americans save more money on their healthcare
expenditures.
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“As passed by the
House, the AHCA
has six specific
impacts on HSAs
and CDH plans,
most of which will
take effect at the
beginning of 2018.”
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Understanding the Impact
These changes will have a positive impact on individuals’
ability to own their health:
Raise HSA contribution limits
While this change effectively doubles the amount of
money a person can contribute to an account in a given
year, in today’s HSA environment, less than 10 percent
of accountholders contribute at or near the maximum
contribution limit. Therefore, you may look at this provision
as a minor change, but it is significant for two reasons:
1. It provides the ability to fund the entire out-of-pocket
(OOP) exposure of the health plan on a qualified
basis. Should a worst case scenario befall an HSA
accountholder (meaning incurring expenses to these
OOP limits), it is likely that this expanded contribution
ability will be very helpful in allowing the person to
cover expenses in their time of need. After all, that is a
fundamental principle of HSAs.
2. These expanded limits will help accountholders
grow funds needed to pay for healthcare expenses in
retirement. For several years, financial advisors have
been trying to raise awareness of the need for assets
to cover healthcare spend in retirement. According
to Fidelity, couples will need $260,000 to cover
healthcare expenses during retirement. If you look at
the demographic of HSA “high funders,” it is typically
people older in age that are trying to save for their
healthcare needs in retirement. This group of “high
funders” is steadily growing as more people open an
HSA, and become familiar with their long-term savings
capabilities.
Raise the contribution limit on FSAs
Approximately 20 percent of Americans covered by private
insurance are able to contribute to an HSA since they are
enrolled in a qualified HDHP. For those not covered by an
HDHP, this change effectively allows for significantly higher
contributions to help cover large out-of-pocket expenses.
Although FSAs are an annual “use it or lose it” benefit, this
still allows Americans to maximize their healthcare dollars.
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Allow spouses to make catch-up contributions to
the same HSA
The most significant obstacle to maximizing spousal
contributions has been the aggravation of having to open a
second account. This change will make it easier for seniors
to maximize their savings for retirement years, both in terms
of lower administration costs, and simplification of the
contribution process.
Repeal the Rx requirement for OTC medications
Originally instituted by the ACA, this provision has proven
to be one of the least popular of the current law. When
enacted, it raised the prices for anyone purchasing overthe-counter medications, and with this repeal, it will
immediately lower healthcare costs for people using HSAs,
FSAs, and HRAs to purchase these products. This repeal
will make CDH plans easier to use and will likely encourage
additional contributions into HSAs and FSAs.
Lower penalty for non-qualified HSA distributions
This penalty exists to ensure that HSAs are used as
healthcare savings tools and not tax shelters for assets. As
originally enacted in 2004, the amount of a distribution not
used exclusively to pay for qualified medical expenses was
includable in gross income and subject to an additional 10
percent tax, except in the case of distributions made after
death, disability, or attaining age 65. The ACA increased
this penalty to 20 percent. Should someone need to access
their HSA funds for a non-medical emergency, the 20
percent penalty appeared confiscatory. AHCA reduces the
20 percent penalty to the original 10 percent. The end result
makes HSAs more attractive since the fear of a 20 percent
penalty may have been a detractor in individuals using HSAs
as a savings account.
Qualified distribution of medical expenses before
HSA account is established
Today, even though an individual may be covered by an
HSA-qualified health plan, they are not allowed to claim
their medical expenses as qualified distributions until
they have met the legal requirements of establishing their
HSA. Whether an individual acquires their health coverage
individually or through their employer, the establishment
of an HSA is a separate action. If these dates are not
coordinated, there is a risk of incurring expenses for which
individuals cannot legally claim qualified HSA distributions.
This provision allows for a 60-day window to cover these
instances.
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“These expanded
limits will help
accountholders
grow funds
needed to pay
for healthcare
expenses in
retirement.”
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Timing
It is important to remember this bill is not law yet. From
here, the bill will head to the Senate where it will likely
see changes, especially with regard to some of the more
politically charged provisions, such as subsidies and tax
credits.
Because of the Senate structure and the narrow majority
the Republicans hold, they may attempt to use the budget
reconciliation process to pass the bill. Reconciliation only
requires 51 votes to pass, and prevents the opposition
from filibustering the Senate. While there are significant
limitations to the types of legislation that can be passed
using this process, the bottom line is that the Democrats
may be unable to prevent the bill in reconciliation.
Provisions considered under reconciliation are essentially
limited to items with budgetary impacts, and even then, are
held to certain restrictions by the Byrd Rule. This rule sets
forth specific provisions that must be met for any changes
to be considered as a part of reconciliation; meaning that
the types of changes in this healthcare bill are heavily
influenced by what can be passed in reconciliation. Any
major policy changes or more significant bills would require
a 60 vote measure in the Senate. In order to get these more
significant changes passed, the GOP will have to find eight
Democratic Senators to vote in support of the bill– not an
easy task given the current position of the Democratic Party
regarding the bill.
The Republicans are seeking to deliver on their pre-election
promises to address the ACA, but it needs to be a carefully
orchestrated effort to actually produce a bill that is going
to pass in Congress and head to the president’s desk.
Beyond reconciliation, there are other obstacles that have
to be navigated such as avoiding a conference committee.
Going to conference occurs when there are discrepancies
between bills passed in the House and the Senate, and if
this occurs, both bodies must take an up or down vote on
the final, compromise version. While this is the first of other
GOP healthcare changes to come in the next few years, it
may be the only chance to pass legislation repealing ACA
in 2017, and the final bill that gets passed will be heavily
influenced by the mechanics of the political process.
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What About Other Proposals?
Since the new Congress began in January, there have
been more than 20 bills proposed that impact CDH, and
more specifically HSAs. These proposals range from small
procedural or regulatory tweaks to full decoupling of HSAs
from the underlying HDHP coverage and rolling out HSAs
to all Americans. The most significant of these bills is the
“Health Savings Act of 2017” (S. 403, H.R.1175), introduced in
February 2017 by Senator Hatch (R-UT) and Representative
Paulsen (R-MN). This bill was the reintroduction of
legislation from past Congresses, and has directly resulted
in many of the favorable changes regarding health accounts
(HSA, FSA, HRA) over the last few years. In fact, most of the
changes outlined in this paper are provisions taken directly
from the Hatch/Paulsen Bill.
Beyond these immediate efforts by the GOP, we expect
additional legislation, especially focused on HSAs. While no
one knows the exact outcome and timing, these legislative
efforts will focus on one or more of these categories:
•

Continued improvements and enhancements to the
existing HSA structure, such as the Hatch/Paulsen
legislation.

•

Expansion ideas will be elevated and will likely be
focused on one or more of these ideas:
1. Creation of a Medicare HSA option, and a Medicaid
“HSA-like” product, similar to Vice President
Pence’s Healthy Indiana Plan.
2. Expanded definition of HDHPs, broadening the
availability to more Americans.

•

Continued ACA Repeal & Replace efforts, the most
likely impact will be the elimination of the Cadillac Tax,
but these efforts could lead to full decoupling of HSAs
from the underlying HDHP.

As you move down this list from top to bottom, the political
effort and financial impact increases. Balancing the desires
of most Republicans to expand HSAs with the reality of the
political process, it is clear that some of these proposals will
take time to develop. This first GOP effort on healthcare may
be all that occurs in 2017, but we are sure to see more coming
from Congress. Just as the Hatch/Paulsen Bill desires, the
outcomes will be corrections and improvements to the
current HSA statutes, simplification of how individuals are
able to save with an HSA, and expansion of the availability
of HSAs to more Americans.
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“...the outcomes [of other
proposals] will be corrections
and improvements to the current
HSA statutes, simplification of
how individuals are able to save
with an HSA, and expansion of
the availability of HSAs to more
Americans.”
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Conclusion

About HSA Bank

Although the exact path forward is still unclear, the passing
of AHCA in the House clearly indicates the favorable
changes that will be forthcoming in the future for CDH plans.
We welcome these developments and are ready to adjust as
necessary for the benefit of our clients and members.

HSA Bank is a trusted leader in consumer-directed
healthcare (CDH), focusing on Health Savings Accounts
(HSAs) for over two decades and serving as both the bank
and administrator. Discover how we can support your
benefits strategy with our comprehensive account-based
health benefit solutions that include:

About the Authors
Chad Wilkins
Executive Vice President of Webster Bank &
President of HSA Bank
Chad serves as an Executive Vice President of Webster
Bank and President of HSA Bank where he is responsible
for leading the organization and its people towards
sustainable growth well into the future. Chad joined HSA
Bank in 2014, bringing with him more than 25 years of
experience in the banking and health insurance industries.
Chad has a consistent history of achievement in sales
leadership, relationship management, product management,
P&L leadership, and employee engagement throughout
his roles as President of The Wilkins Group, his own
consulting practice specializing in healthcare and financial
services, his time as Chief Executive Officer of Optum
Health Financial Services, and his experience as Senior
Vice President, Commercial Large Markets at US Bank.
Chad earned his Bachelor’s degree in Political Science from
Lehigh University.
Kevin Robertson
Senior Vice President,
Chief Revenue Officer of HSA Bank
As SVP, Chief Revenue Officer, Kevin is responsible for
leading the growth strategy and sales operations for the
organization. Kevin has over 20 years of experience in
banking, insurance and financial services, covering a diverse
spectrum of employee benefits and insurance products and
services. In addition to his years of experience in managing
sales operations, he has a diverse background in operations,
as well as legislative and regulatory affairs. Kevin has
served as president of a number of industry and private
organizations on a local and national level. He serves on the
Healthcare Trends Institute’s Editorial Advisory Board and
is a board member and Compliance Committee Chairman of
the American Bankers Association HSA Council. He earned
his Bachelor’s degree from Marquette University.
© 2017 HSA Bank. HSA Bank is a division of Webster Bank, N.A., Member FDIC

HSAs (Health Savings Accounts)

FSAs (Flexible Spending Accounts)

HRAs (Health Reimbursement
Arrangements)
Commuter Benefits

With a reputation for outstanding service and thought
leadership in the CDH space, we offer one platform and one
portal for all of our members. HSA Bank inspires over
2 million members and more than 35,000 employer groups to
own their health by making it easy to access, understand,
and afford healthcare. HSA Bank has over $5 billion in total
assets, and is a division of Webster Bank, N.A., Member
FDIC. www.hsabank.com

For more information on the impact these
proposals will have on HSAs and CDH Plans,
contact Business Relations at 866-357-5232
or businessrelations@hsabank.com.
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