Q – What is an HRA?

A – HRA’s allow an employer-funded account to repay the unreimbursed medical expenses of employees along with an option to roll unused funds forward.  Unlike a Section 125 health flexible spending account (FSA), where the IRS requires the annual election to be available on the first day of the plan year, only a portion of the HRA limit is added to each account once per month or pay period.  This means no surprises and no big hits to the employer’s checkbook.  The employer will only be liable for a portion of each employee’s HRA annual limit.


An HRA account may reimburse any or all of the same expenses as a health FSA.  Expenses defined in IRC Section 213(d) as “medically necessary” include co-pays, deductibles, office visits, vision care expenses, prescriptions, and most dental expenses.  Expenses related to cosmetic services such as teeth bleaching or facelifts would not be eligible for reimbursement.


Employees may request reimbursement for medical expenses at the time services are rendered, accumulate them for reimbursement in the future, or save the funds in the HRA for retiree health benefits.  Services for eligible expenses must be provided while employees are covered by the HRA, but the plan document may specify that requests for reimbursement need not occur until months or even years later.  Because funds may be allowed to accumulate from year to year, employees decide when and how to best spend their medical benefit dollars.

Q – What’s Really New Here?

A – IRC Section 105 has been around for a long time.  Employers established these “stand alone” plans to provide tax-free reimbursement of employees’ qualified medical expenses.  This is also the IRS code section that governs the favorable tax treatment of self-insured plans and health FSAs.


What’s new is formal guidance from the IRS that allows the carryover of unused amounts to later years and that an HRA can reimburse employees for the purchase of health insurance.  In addition, the guidance provides that HRAs may allow former employees (including retirees) continued access to unused dollars.  


This means an HRA is just like a health FSA without the “use-it-or-lose-it” rule.  Although fully employer funded, HRA’s enable employees to have more choice and greater control over their healthcare coverage. 

Q – How Does it Work?

A – An employer establishes an HRA by adopting a formal plan and distributing a summary plan description (SPD) to all eligible employees.  The SPD describes, among other things, the amount of money available in each employee’s personal health account for the coverage period.  As eligible expenses are submitted, the employee’s personal account is reduced and paid to them on a non-taxable basis.  At the end of the HRA coverage period, a new period begins with additional employer funding available.  Plus, at the employer’s option, the plan can be designed so that dollars not spent by employees can be rolled over to fund future employee expenses.
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Many factors drive health care costs.  While some can be controlled through managed care programs, many cannot.  People are living longer and require more care to do so.  New epidemics, like AIDS and hepatitis C, emerge.  New technology, medicines and procedures are developed constantly.  Increased regulation and litigation raise health care costs, as do programs to give the under- or uninsured access to care.  Insurance itself encourages people to seek more services.  The cost of some components rises at higher rates than others.  Drug prices are projected to rise 12.6% or more for active employees in 2004, while prescription costs will probably rise 18.1%.
Source:  PricewaterhouseCoopers, The Factors Fueling Rising Healthcare Costs

Q – How can our organization improve employee understanding of our employee benefit plans?

A – Communication and enrollment are critical components of a successful employee benefit program.  Employers in today’s environment face many challenges in offering and communicating employee benefit programs, which enhance business performance without increasing benefit costs.

 

Miles Employee Benefit Consulting’s employee benefit communication services not only reduces the time your employees spend in benefit meetings, it also keeps your company in compliance with state and federal laws regarding summary plan descriptions and communications to employees.

 

Miles Employee Benefit Consulting’s employee benefit communication services include:
•Personalized employee benefit communication booklets

•Rollout meeting materials

•Enrollment and orientation meetings

•Employee benefit statements

•Plan document and summary plan description services

•Benefit surveys

•Education services

•FAQ for all related benefit topics

•Seminars on topical benefit subjects

 

Easy to understand benefits are what everyone wants – owners, executives, managers, employees.  This reduces the administrative burdens on your human resources management team and allows their focus on other responsibilities and assignments in the complex world of human resource management.  Miles Employee Benefit Consulting makes your employee benefits communications tasks as simple for you and your organization as possible. 
Employee Education/Communication

 

Our commitment is to provide your employees with information that goes beyond helping employees during open enrollment meetings.  We help them to become informed about the healthcare industry and move them toward becoming true consumers in the ever-changing world of employee benefits.  Knowledge through education and communication provides an increased overall appreciation for what their company is providing to them in the form of benefits for the employee and their families.

AN OVERVIEW OF FSA’S

In today’s society, the need for dependent care and the high cost of medical care have become facts of life.   Both can add up to a significant part of our yearly expenses.  You may relay on day-care services to care for dependent children or elderly parents so you can work.  Although your healthcare benefits plan offers you and your family considerable protection against the high cost of health care, you probably have a number of ordinary health care expenses that are not covered under any benefit plan.  Flexible spending accounts offer a way to better manage these expenses and gain real tax savings as well.

Health care and dependent care spending accounts are two separate benefit plans that allow you to direct a part of your pay, on a pre-tax basis, into special accounts that can be used throughout the year to reimburse yourself for certain out-of-pocket health care expenses or work-related dependent care expenses.  Because this money goes into your health or dependent care spending account before federal income or Social Security taxes are withheld, you pay less in taxes and, ultimately, have more disposable income.  In most cases, your money is exempt from state and local taxes as well.

Each year you decide whether or not you want to participate in a health or dependent care spending account.  If you do, estimate the amount of eligible medical/dental or dependent care expenses you are likely to have during the year and decide how much of your salary you want to set aside to help pay for each.  The amount you elect will be automatically deducted from your paychecks during the year and credited to your health or dependent care account. As you incur eligible expenses during the year and pay for them out of your own pocket, you reimburse yourself from your spending account with tax-free money.

Keep in mind that health and dependent care spending accounts are two separate benefit plans.  Therefore, money cannot be transferred between accounts.

Money set aside in these accounts can be used to reimburse health care expenses not covered by any other plan or dependent care expenses necessary because you, or if you are married, you and your spouse, work.

Health care spending account expenses must also be considered tax deductible by the Internal Revenue Service (IRS).  According to IRS regulations (IRS Publication 502), eligible medical expenses include, but are not limited to:

· Deductibles

· Copayments/coinsurance

· Eye exams

· Eyeglasses

· Contact lenses/saline solution

· Chiropractic treatment

· Prescribed medicines

· Routine Physicals

· Hearing exams

· Hearing aids

· Doctors’ fees

· Laboratory fees

· Dental work/orthodontia

· Psychiatric Treatment  

AN OVERVIEW OF FSA’S (cont.)

The work-related dependent care expenses you can pay through a dependent care spending account include:

· Wages paid to a baby-sitter or companion in or outside your home, as long as the person providing care is not someone you also declare as a dependent

· Services of a day-care center and/or nursery school if the center complies with all state and local laws

· Cost for care at facilities away from home, such as family day-care or adult day-care centers, as long as your adult dependent spends at least eight hours a day at home

· Wages paid to a housekeeper for providing care for an eligible dependent

Eligible dependents include:

· Your dependent children age 13 and
· Any person living with you whom you can claim as a dependent and who is physical 

HEALTH CARE:

Although the Internal Revenue Service (IRS) does not currently set specific limits on the amount of medical/dental expenses that can be reimbursed with a healthcare spending account, federal regulations require each employer offering this plan to establish annual health care spending account maximums.

DEPENTENT CARE:


The IRS does, however, limit the maximum amount you can deposit in your dependent care spending account to $5,000.  If you are married and file a separate income tax return, the maximum annual contribution is $2,500.00.  If either you or your spouse earns less that these amounts, then your maximum annual contribution would be limited to the amount of your earned income or that of your spouse, whichever is less.

If your spouse has no earned income for a plan year, you cannot use this account unless your spouse is disable or a full-time student for at least five months during the year.

FLEXIBLE SPENDING ACCOUNT PLAN

Example of Reimbursable Medical Expenses:

Medical Expenses
Dental Expenses

Deductibles
Deductible

Co-pays
Co-pays


Coinsurance
Coinsurance


Prescription Drugs
Routine Exams

Insulin/Syringes
Filings

Birth Control Pills
Crowns

Allergy Shots
Bridges

Annual Physicals
Rout Canals

Chiropractic Treatments
Dentures

Psychiatric/Psychologist Fees
Orthodontia

Wheelchair/Crutches

Hearing Expenses
Vision Expenses

Hearing Exams
Eye Exams

Hearing Aids
Prescription Glasses

Hearing Aid Batteries
Prescription Sunglasses


Contact Lens


Contact Lens Cleaning Solutions


Contact Lens Enzyme Cleaners


Contact Lens Storage Case


Corrective Eye Surgery

Examples of Eligible Over the Counter Expenses

Allergy Medicine
Motion Sickness Pills

Antacids
Nasal Sinus Sprays

Bactine
Nasal Strips

Bandaids/Bandages
Nicotine Gum or patches for Stop-smoking 

Anti-diarrhea Medicine
Purposes

Bug Bite Medication
Pain Reliever

Calamine Lotion
Pedialyte for Ill Child’s Dehydration

Carpal Tunnel Writ Supports
Pregnancy Test Kits

Cold Medicines
Products for Muscle Pain or Joint Pain, i.e., 

Cold/Hot Packs for Injuries
BenGay, Tiger Balm, etc.

Condoms
Reading Glasses

Contact Lens Cleaning Solution
Rubbing alcohol

Cough Drops
Sinus Medications

Menstrual Cycle Products for pain and cram relief
Sleeping Aids used to treat occasional insomnia

FLEXIBLE SPENDING ACCOUNT PLAN (cont.)

The IRS Does Not Allow Reimbursement for the Following:

Cosmetic Medications and Procedures
Health Club Memberships

Hair Transplants
Home Exercise Equipment

Marriage/Group/Family Counseling
Teeth Whitening

Long Term Care Insurance Premiums
Vitamins

Dependent Care Expenses

Dependent Care includes expenses necessary for you and your spouse to be gainfully employed or attend school.

· Expenses paid to a dependent care provider who is not your dependent.

· Expenses paid for care of a dependent under age of 13.

· Expenses paid for care of a dependent physically or mentally incapable of caring for himself/herself.

Cafeteria Plan Grace Period

The IRS has provided a grace period during which participants may submit reimbursement claims for unspent amounts in their flexible spending arrangements (FSA).  The grace period permits participants to obtain reimbursement for expenses incurred during a 2 ½ month period following the close of the plan year.  Specifically, participants will have 14 months and 15 days in which to incur reimbursable expenses.

The grace period does not eliminate one of the basic principles of FSAs operating within a cafeteria plan – the “use-it-or-loose-it” rule.  Under this rule, participants generally make a deferral election prior to the beginning of the plan year.  If the participants do not incur sufficient expenses during the plan year, the plan forfeits the unused amounts.  The purpose of the rule is to prevent a participant from using a cafeteria plan to defer compensation.  Participants generally can reasonably determine their dependent care expenses, but often have difficulty estimating their health care expenses.  The rule forces participants who overestimate their expenses to schedule appointments and incur medical expenses at the end of the year to avoid forfeiture of their unused amounts.  The grace period will provide some relief to participants who have overestimated their expenses.

The IRS does not require an employer to provide for the grace period.  However, if an employer decides to utilize the grace period, the employer must amend its cafeteria plan document before the end of the plan year for which it wants to implement the provision.  An employer that decides to implement the grace period also will need to modify its “run-out” period to extend beyond the grace period rather than beyond the close of the plan year.  The run-out period is the time period after the close of the plan year during which the participants may submit the reimbursement claims (e.g., 90 days after the close of the plan year). Notice 2005-42

Questions & Answers

Q. What resources available to determine if our plan of benefits is competitive with other employer benefit plans in our industry or region?

A. Miles Employee Benefit Consulting, Inc. has partners with Benchmark Source to provide our clients with local, regional and national benchmark data from a database of national survey responses.

The surveys available from Benchmark Sour e are generated online in real time, allowing employers to create benchmark data reports that are perpetually current.  Our clients have access to a fully-searchable data base that allows data to be sorted and cross-referenced by zip code, county, specific industry and exact number of employees.

Please contact your Miles Employee Benefits representative to obtain your password and simple instructions to allow easy access the benchmark site, www.benchmarksource.com. 

Rising healthcare costs have forced some employers to cancel or forgo the offering of Dental, Disability, Vision or Optional Life Insurance plans.  However, insurance carriers have recognized the need to construct affordable voluntary plans and are increasingly offering attractive optional coverage with modest participation requirements.  As an example; voluntary dental coverage can be added with as few as two employees electing coverage regardless of the group size.

Because coverage is offered at group-discounted rates unavailable without the purchasing power of the employer, a voluntary plan is attractive to the employee.  In addition, IRS section 125 allows employees to designate pre-tax dollars for payment of voluntary insurance premiums for dental, vision, disability and numerous other voluntary lines of coverage thereby reducing the employees net cost of coverage.

Optional Life, Dental, Disability, Vision and Long Term Care Insurance are all available on a voluntary basis for employees.  Employers desirous of attracting and retaining key employees and fostering goodwill are increasingly looking at voluntary options.  Please contact us if you like to obtain a proposal for optional benefits.

{BUTTON}    CONTACT US

QUESTIONS AND ANSWERS:

Q. 
What individual insurance policy options are available to employees terminating from our group insurance plan?

A. 
As a full service employee benefit and consulting organization, our clients and plan sponsors often call upon us for advise on health insurance options for terminating employees or dependents.  Even though COBRA benefit continuation is usually available, the cost is often prohibitively expensive for individuals.


Individual medical policies, short-term policies and student plans are often more affordable choices for individuals searching out their insurance options.  As an example; Short-term policies are a great solution when an individual is between jobs, waiting for group coverage to start, or if they are a recent college graduate.


With the myriad of carriers and options, our experienced insurance professionals can help your employees make the most informed decision possible.

{BUTTON}    CONTACT US
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