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Background

HSA Background

A Introduced to support Consumer Driven Health Care
Provide consumers greater control over health care dollars, introduced in 2004
Reduce health care costs by putting consumers in charge
Give employers struggling to pay health care insurance a lower cost alternative and to
encourage employers that do not offer health insurance to do so

A Benefits to Employers

Provide employers an alternative to traditional health care coverage

Lower initial cost and lower annual cost i ses
Cover employees for catastrophic heal
Offer employees a health plan iV oices

A Explosive Growth so Far

Over 11.4 million people A coverage as of January 2011* (up from 10 million
in 2010, 8 million In 2009 2008, 4.5 million in 2007 and 3.2 million in 2006).
Estimates vary as to gible individuals open HSAs.

Exceed $10 billion i

A Initial Results P

HSA ow

HSA
i

e value conscious of health care expenses?
e in improved wellness behavior
ans are not increasing in cost as much as other plans

S t y rel eased by Amer i cPladsslund@20ilh | nsur ance

avings Accounts Surpass $10 Billion in Total Deposits, Press Release from Devenir , Feb 24, 2011
umer -Directed Health Plan Report 1 Early Evidence is Promising , McKinsey & Company, June 2005
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Background

How does an HSA work?

HSAs work in combination with a High Deductible Health Plan (HDHP), also referred to as
Acatastrophico 1 nsur anTthe HRArpaysifarjthe day méddaycnedical
expenses while the HDHP pays for major expenses (above the deductible amount). The

law is designed so that you can put roughly the amount of your deductible in your HSA T
see the next slide for details.

\
High Deductible Health Plan
for:
A Major medical expenses After the deductible is met, the
& Serious illness HDHP provides insurance
. against significant expenses

A Major surgery
A Post deductible expenses

HSA Deferred Savings Excess HSA funds grow tax  -free to

| protect against future expenses.

Health Savings Account

for below deductible HSA contains funds for day -to-day
coverage: >~ expenses and health expenses below
A Doctors visits the deductible

A Prescriptions

A Minor medical expenses =

©2011 HSA Authority, LLC Employer Guide 12/16/11 4
www.HSAauthority.com 888.HSA.1099



http://www.hsaauthority.com/
http://www.hsaresources.com/

Background

What 60s a High Deducti bl e Hea

>

High Deductible Health Plan (HDHP). Employees must be covered under an HDHP plan
to qualify for an HSA. Ask your insurance provider if your plan qualifies. Generally, HDHPs
require a minimum annual deductible and place a limit on the total out -of - pocket payments
allowed:
HDHP Requirements Individual Family
Annual Deductible At least $1,200 for 2011 At least $2,400 for 2011
At least $1,200‘for 2012 At least $2,400 for 2012
Out - of - Pocket Max Not more 0 for 2011 Not more than $11,900 for 2011
N re 0 for 2012 Not more than $12,100 for 2012
No Other Insurance allowed | cept APer mi tt ed OTodremes pedspla nc e .

>

protecting themselves with other health insurance
you may have. Listed below are some of the big

from obtaining the benefits of an
plans, the law restricts the
exceptions:

Auto and life in
Accident insu
Insuranc jc disease or illness

Insura or a fixed amount per day for hospitalization

©2011 HSA Authority, LLC Employer Guide 12/16/11 5
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Background

What are the benefits of an HDHP and HSA?

>

>

Lower Insurance Premiums. Insurance premiums for high deductible plans are lower
than premiums for more traditional forms of insurance because the deductible is higher, therefore
the employee is taking on more of the initial cost of the insurance.

EX: A medical doctors office recently decided to see how much they could save by simply

adding an HDHP to their health care plans, this company stood to save almost $1,000
annually per individual and nearly $3,050/yr per family plan that switched to the
HDHP.

Broader Healthcare Alternatives. s provide employees with an unlimited choice of
medical providers because they are not as lo particular network. Additionally, HSA
funds can be used to pay for employe In y and smoking cessation), dental, vision

and even alternative care providers suc h tors.

For employees covered under a group high
¥ay for COBRA while unemployed and also used to pay

Employee Safety Net Betwe
deductible plan, the HSA ca
for medical expenses.

Tax Savings. at establish Section 125 plans to allow employees to make payroll
contributions tq, ill save approximately 8% via reduced payroll taxes (lower savings

for 2011 angeo 2012 due  to a 2% reduction in the employee portion of Social Security taxes

for n utions and employees making contributions will save between 15 -40% by
av d possibly state) Income Taxes and FICA and FUTA on their contributions.

©2011 HSA Authority, LLC Employer Guide 12/16/11
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Contribution Issues

Can all my employees have an HSA?

A General HSA Requirements
Covered under an HDHP
Not be covered under another health plan

A For example, if spouse has a
traditional plan that also covers your
employee, the employee is not
eligible.

Not a dependent

A For example, children are gen
not eligible.

Under age 65 (or not cover

A Employees over age 65
not eligible.

anot

on

A Eligibility Worksheet
The Eligibility a
to the right ¢
determinggf

orksheet
olr employees
ligible.

HSA Eligibility and
Contribution Worksheet

Purpose: Use this form to verify your eligibility for an HSA and determine the amount you may contribute
You are responsible for properly determining your eligibility and contribution amount. This worksheet is simply
a tool to aid you in that effort. If you have any questions, please consult with your tax or legal counsel

HSA Eligibility. You must answer “True™ to each of the following in order to be eligible for an HSA.
See definitions on back for help.

a. | am covered under an HDHP e Faes

b. | amnot covered by another non-HDHP health plan . False o
other than “permitted insurance” =

c. | am not eligible for Medicare (age 65) or if| am True False E}
eligible, | am not enrolled in Part A, B or D

d. | amnot a dependent on another person’s tax return ~ True False

2 Contribution Amount. Use the table below to determine your amount

Contribution Worksheet Individual Family
A | Federal Limit $3,050 (2011) $6,150 (2011)
$3,100 (2012) $6,250 (2011)

B Catch Up? if Age 55-65 + $1,000 (2011 or 2012)

C | Total (add Federal Limit plus Catch-Up)

“Issues thatimpact Contribution Amounts. A number ofissues potentially affect the amount of your HSA contribution

A. LessThan Full Year Eligibility — Eligible on December 1. If you become eligible foran HSA sometime during the year, rather
than on January 1, you can still contribute and deduct the fullamount of the federal Limit above if you remained eligible on December 1 of
that year (this rule applies even if your first day of eligibilty was December 1). However, if you failto maintain your eligibly for a testing
periodthen the amount you contributed under this rule is subject to taxation and a 10% penalty (exceptin the case of disabilty or death).
The testing periodis the period beginning in the last month of the taxable year (generally December 1)and ending on the lastday ofthe
12 month following such month (generally December 31 ofthe next year). Please see our HSA Testing Period Worksheet for details.

B. LessThan Full YearEligibility -NotEligible on December1. If you are not eligible forthe HSA in all months ofthe yearand are
not eligible on December 1, a different rule applies. You must apply the Sum of the Months rule to determine the maximum amount of your|
HSA contribution. The Sum ofthe Months calculation requires you to determine your eligibiity month-by-month and only contribute a pro-
rata amount ofthe maximum federalHSA limit. Please use the charton page 2.

C. Multiple HSAs. The total contribution amount may be spiit among multiple HSAs. For family coverage, the amount may be spiit
between eligible spouses’ HSAs.

D. IRA to HSA Transfers. You are allowed a one time transfer of funds from your Individual Retirement Account (IRA) into your HSA.
This is limited to the amount you are eligible to contribute for the year and counts against that contribution (i.e. you cannot put in more than
the Federal Limit counting any IRA transfer). You cannot deductthe amount transferred froman IRA to an HSA; however, the amount
taken from the IRA is not taxable as a distribution fromthe IRA. Please see our IRA to HSA Transfer Worksheet for details

E. Employer Contributions. Caution: Employer contributions made to your HSA on a pre-tax basis counttowards yourtotal
contribution amount but may not be deductible from your personalincome.

*Catch-Up Contributions. Forindividuals (and their spouses covered under the HDHP) between ages 55 and 65, the HSA contribution
imit is increased by $1,000 for 2012. If both you and your spouse are between age 55-65, you each get a catch-up. You cannot
contribute more than $7,250 ($6,250+51,000) into one HSA for 2012. Catch-up contributions should be made into each spouses’
respective HSA

Tax Year l 2009 [ 2010

[ s1.000

l 2011
[ 51,000

[22 ]
[s1000 |

Catch-Up |
Amount [ Amount [ 51,000

Need p? You are encouraged o talk to a tax , your insurance rep or another professionalto
help determine your eligibiity and contribution amount. IRS Notice 2008-59 and RS Notice 2004-50 both provide examples and
more detail on eligibilty (caution some pointsin the 2004 RS Notice are outdated).

© 2011 HSA Authority, LLC - Eligibility Worksheet 12/12/2011
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Contribution Issues

Can employers make HSA contributions?

Employerscanmakepre -t ax contri but

rules. See the next slide for employee payroll deferrals.

A Comparable Contributions.

all eligible employees.
A Same Amount or % of Deductible.

Contributions are Acomparabl e

same dollar amount or the same percentage of
the deductible for the HDHP.

A Categorize Employees . E
allowed to treat different categories of €
differently:

Part time v. full time
HSA eligible v. not el
Single v. family

A 35% Penalty.
rules can result in &

ply with these

An employer
can make fAcomparabl eo contr

HSA Employer
Comparability Worksheet

Purpose: Use this form to gain an understanding of the “comparability” rules for employer contributions.
Employers subject to comparability testing (section 1) are required to treat like employees (section 2) similarly
(section 3). Employers are responsible for properly determining whether the HSA contributions meet the rules.
This worksheet is a tool to aid you in that effort, but it is not tax or legal advice. If you have any questions.
please consult with your tax or legal counsel. See the back of this form for details (p.2)

Are You Subject to Comparability Testing? vouare only subjectto the comparabity rules if you make
pre-tax contributions for your employees outside ofa Section 125 Cafeteria plan. i.e. If you answer “Yes"to the following questions.

a. Do you offer or planto offer pre-tax HSA contributions? Yes No Not Subject to HSA
. Comparabiity
b. Will you make the HSA contributions outside ofa Section 125 plan? Yes No Testing

2 Have You Properly Categorized Employees? empioyers are allowed to treat different “categories™of
employees differently for HSAs contributions. See Table for categories and p. 2 for details on categories. Employers must treat

il nto empl oyees HSAs

Allowed Categories of Employees

employees withinthe same category “comparably” — see section 3 below

Not Allowed Categories - Samples

1. Part time v. Full time 5. Single HDHP coverage v. Family HDHP coverage. Management employees v. Non-
Plus categories of Self +1, Self+2, and Self+3 or more | management, but see non-highly

2. Current v. Former Cannot decrease contribution - see back for details compensated employee exception

3. HSA eiigible v. Not eligile | 6. Employer provided HDHP v. Other HDHP Age based

4. Union v. Non-union 7. Non-highly compensated employees — see back! Wellness plan participation based

You must make “comparable” contributions to

a. Amount. Contributions are ‘comparable” if they
are the same dollar amount (Example 1) or same
percentage of the deductible for the HDHP
(Example 2). Employers offering multiple plans
with muttiple deductibles may resuttin muttiple
HSA contribution amounts.

b. Timing. Employers can pre-fund HSA
contributions, fund periodically, or fund at the end
ofthe year, Pre-funding does not resultin
comparabity violations if an employee separates
fromservice. Periodic funding resutts in
employees receiving different contribution
amounts based on number of eligible periods
(Example 3). Employers may also use a “look
back® method (Example 4)

c. Testing Period. The testing period is the
calendar year.

employees faling within the same categories from
Step 2. Special rules for Self categories —on back

Are You Making Comparable Contributions?

Example 1 Employer contributes $1,000 on behalf of all employees with
individual HDHP coverage. This meets the comparability test.

Example 2 Employer offers two different HDHP plans with different
deductibles. Plan A with $2,000 deductible and Plan B with a $2,500
deductible. The employer can contribute either the same amount to those
covered under Plan Aand B, say $1,000, or the same percentage of the
deductile, for example, $1,000 (50%) for Plan A enrollees and $1,250 (50%)
forthose in Plan

Example 3 Employer contributes $100 permonth to each employee whois
eligible. In March, Jane quits after receiving $300 to her HSA. Employer stops
addtional contributions for Jane. In June, Sara begins employment. in July,
employer begins contributing $100 per month for Sara and contributes a total
0f$600. Ted worked for employer the entire year and received $1,200 in HSA
contributions. Employer made comparable contributions.

Example 4 Same facts as Example 3, except that the employer waits unti
the end of the yearto contribute rather than on a month-to-month basis. This
meets the test. Note: the employer may have to pay employees that left.

The penalty for failure to comply with the comparabilty
rulesis 35% ofthe aggregate HSA contributions by
the employer.

35% Penalty for Failure To Comply.

Example  Consider an employer that wrongly contributed $1,000to 10
employees and only $500 to another 10 employees. That's a total HSA
contribution 0$15,000 x 35% = a potential fine of $5,250.

Page1of 2 ©2011HSA Authority, LLC - Employer Comparability Worksheet 12/16/2011
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Contribution Issues

Can employees contribute through payroll?

Employees can contribute through payroll deferral if you offer a Section 125 plan.

>

>

Pre -Tax. With a Section 125 plan that
provides for HSA contributions, the employer can
allow pre -tax payroll deferral. This approach has
the following advantages:

15.3% FICA/FUTA Savings. The payroll
deferrals are not subject to payroll taxes.
Caution: savings are reduced for 2011 due
to 2% lower Social Security taxes for
employee paid portion . This reduced rate
may be extended to 2012.

No Comparability Testing
contributions made pursuant t
125 plan are not subject to comp
testing.

Insurance Premiums.
will also allow employee
employee portion of the i
on a pre -tax, pre

After -Tax. Emplo
deferral on an after
treated the same a
and the employege
on his or her g

method is
the employee

y into the HSA
enetfit to the employee is
ience and the

ings.

Employees can also
pendent of the employer, by (1)
a check or (2) through automatic

Employer HDHP and
HSA Funding Guide

Purpose: This form reviews a variety of alternatives for funding high deductible health insurance plans (HDHPs) and
Health Savings Accounts (HSAs). Please consultwith your tax counsel for assistance foryour plan. We do not provide tax
orlegal advice. Note: For 2011and the employee portion of Social Security taxes is reducedto 4.2% from 6.2%.

Funding of Insurance Premiums

Many employers have electedto share the cost burden of health insurance with their employees. The employer paid
portion of insurance premiums is generally deductible by the employer as an employee benefit but, without a cafeteria plan,
the employee portion of the insurance costwill have to be paid with after-tax income.

Adding a Section 125 Premium Only Plan (POP). A Premium Only Plan (POP) is a simple, low costmethod thatallows
employees to maKe msurance payments via pre-tax payroll deferrals.

Employer Benefit Employers save payroll taxes onthe amounts paid by the employees, typically 7.65% of the
[us state nenttaxes (where
efit. Employee insurance paymentsthrough a POP are tax-free, resultingin a savings of roughly
‘15%to 32%m income taxes (depending on the employee’s taxrate) plus 7.65% for FICA/FUTA (4.65% for2011).

Funding of Health Savings Accounts
Employers offering High Deductible Health Insurance Plans (HDHPs) also face the choice of whetherand howto help their
employees with the funding of the employees’ Health Savings Account(HSA). The options include:

Option 1 -Employee Funded, After-Tax on Employee’s Own
Employers are not required to help with the employees HSAs and may choose notto. In this case, employees may
open HSAs on theirown andreceive the tax deduction ontheir personal income tax return resultingin savings of about
15-32% depending upon the tax bracket (there is no savings of FICAIFUTA).

Option 2 - Employee Funded, Pre-Tax Through Payroll Deferral
Employers can help employees fundtheir HSAs by allowing for HSA contributions via payroll deferral. Thisis
inexpensive and can be accomplished by adding Section 125 POP with an HSA module. The administrationis limited
becauselhe HSA custodian generally does mostthe work.
y enefit Employers benefitby not havingto pay payroll taxes on the empmyee 's HSA contributions,
ryplcaily Z % of the amounts paid plus state taxes (where ).
Employee Benefit: Employees save 7.65% (4.65% for 2011 due to new law reducing tax) on payroll taxes on HSA
contributions made through this method (FICA and FUTA are not withheld). Plus, the HSA contribution is also never
counted as income, saving approximately 15-32% on income taxes (depending upon state and federal tax brackets).
Note: HSA contributions made outside of payroll are deductible on personal tax returns

Option 3 - Employer Contributions to an HSA
Employers may make direct contributions to their employees' HSAs wnhouta Sedlon 125 pla
cmnmbunons ust be “comparable”in orderto be tax deductible (see ourC i
Empl 2nefit. Employer HSA contributions are tax deductible bvlhs employeras anemp oyee benefit.

E efit:. Employees receive HSA funds tax-free.

Option 4 - Employer and Employee Pre-tax HSA Contributions through Payroll Deferral
Employers can combine options2and 3 (adding a Section 125 POP with an HSA module) allowing themseles and
their employees to make tax-free HSA ¢ Employers may
employee can add more through payroll deferral (see our Conir

some moneytothe HSAs and the
eetfor limits).

Achieving further tax savings -- add a Limited Purpose Flexible Spending Account (FSA) to an HSA
To maximize tax benefits for health care expenses, employers can add a limited purpose FSA to an HSA. Generally,
FSAs are not allowed with HSAs, however, an exception exists for “limited purpose™ FSAs (FSAs that are limited to
payments for preventive care, vision and dental care). This provides more tax savings and employeesuse the FSA to
pay for the limited purposes expenses and the HSA for other eligible medical expenses.
Note: Special rules apply for sole pmpnemrs panners and mostLLC members and shareholders owning more than 2% ofan S-
See our Small Busin ersGuide for more detail. HSA Authority does not provide tax or legal advice.

©2011 HSA Authority, LLC Employer Funding Guide 12/16/11
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What is a Section 125 plan?

Contribution Issues

A Section 125 Plan Defined. A Section 125
plan allows employers to establish a payroll
deferral system where the employer is allowed to
deduct the amounts contributed to an HSA
without including the amount as income to the
empl oyees. A APremium Onl
allows the employees to defer a portion of their
income to pay for the insurance premiums with
pre -tax dollars. A POP plan with an HSA opti
allows employees to defer pay for the insura
premiums and also to make a contri t
HSA on a pre -tax basis.

A FSA Defined. A Flexible Sp
(FSA) is part of a Section 125
employees to defer a portio
use to pay for medical ex
not allowed to have b
except in very limit

A Comparison
comparison
HS SA
A R

nt
S
e to
ployees are

lease see the
e differences between
h Care Reimbursement

y

Pl

HSA/FSA/HRA
Comparison Chart

Purpose: This chart provides a comparison of Health Savings Accounts (HSAs), Flexible Spending
Accounts (FSAs) and Healthcare Reimbursement Accounts (HRAs). This is not tax or legal advice
and we do not provide tax or legal advice.

Criteria

Overview

Contributions

Tax Savings

Acct Owner
Earnings
Investments

Eligible
Expenses &
Distributions

Claims
Substantiation

Employer
Involvement

Ability to Use
for Multiple
Year's Expenses

Admin Cost

Page 1of 1

HSA

HSAs are created at finandal
institutions in the employees’
names and allow people to save
and pay for medical expenses
tax-free. Requires enroliment
in a HDHP2,

Employer - Optional
Payroll deferral - Optional
Employee direct - Optional

Employer - deductible
Payroll def- tax free + 7.65%32

FSA

FSAs allow employees to pay
for medical expenses
(deductibles, co-pays and
services not covered by their
plan) tax-free. Requires
employer involvement.

Employer - Optional
Payroll deferral - Optional
Employee direct - Not allowed

Employer - deductible
Payroll def - tax free + 7.65%2

ployee direct -
Employee

Generally interest paid and
investments allowed. Earnings
grow tax-free.

213(d) medical expenses,
dental, vision, Medicare and
LTC premiums, COBRA (when
unemployed), Health premiums
at age 65, and may withdraw at
any time for any reason
(subject to 10% penalty)*.

Only employee required to
maintain supporting records.
Employer need not review.

None Required. Employer may
contribute and allow for payroll
deferral (either after-tax or
through a §125 plan).

Yes, can save and use current
year’s contributions for future
year's expenses. May also use
future year's contributions to
cover current year's expense.

Fees vary. Fees often deducted
from the HSA and paid by
employes.

ployee direct - Not allowed
Employer

No earnings paid

213 (d) medical expenses,
dental, vision, Medicare and
LTC premiums, sometimes
dependent care, health
insurance premiums. Cannot
access for non-medical reasons.

ERISA plan - Employer or
Administrator must
substantiate expenses.

Required. ERISA Plan

No, generally must elect
amount prior to the start of the
year and then stick with that
amount. No or limited ability to
roll over for future use.

$4-6 per month per employee.
Fees generally paid by
employer.

HRA

HRAs are the funding option that
gives employersthe most
control. Employer determines
what services are covered, and
retains control over unused
funds.

Employer - Required
Payroll deferral - Not allowed
Employee direct - Not allowed

Employer - deductible
Payroll def - Not allowed
Employee direct - Not allowed

Employer

Generally, no earnings paid

213(d) medical expenses, dental,
vision, Medicare and LTC
premiums, health insurance
premium, and LTC premium.
Cannot access for non-medical
reasons.

ERISA plan - Employer or
Administrator must substantiate
expenses.

Required. ERISA plan.

Employers generally allow some
rollover for future year's use;
however, money does not go
with employee if the employee
changes jobs.

$4-$6 per month per employee.
Fees generally paid by employer.

*High Deductible Health Plan, See Eligibility and Contribution Worksheet™ for details on eligibility

* 7.65% represents FICA/FUTA savings if made through a Section 125 plan, Employees save 7.65% as well.
> See Comparability Worksheet™ and Employer Guide™ for details.
“See Distribution Worksheet™ for details.
*NOTE: Visit your financial institution’s web site to obtain a copy orask

©HSA Authority, LLCHSA, FSA, HRA Comparison Chart 2/10/2008
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Are the owners treated differently?

Contribution Issues

>

>

Partners/2% S - Corp Owners.

Partners and 2% S -Corp owners are
treated differently than other employees
for the purposes of HSA contributions.
Basically, the contributions are treated as
distributions to the partner or 2% owner

and then the partner or 2% owner can
take an HSA deduction on their SO
tax return.

Sole Proprietors . For
the HSA deduction is not t
consideration in deter
from self -employ {

deduction is an agj gross
i hcome e i ndivi
tax return.

tors,

nings
, the

dual 06

Small Business Owner
HSA Contribution Guide

Purpose: This Guide identifies some ofthe tax issues ofhealthinsurance and Health Savings Accounts (HSAs) for Small
Business Owners: sole proprietors, partners, LLC members and >2% shareholders of S-Corporations. A separate
Employer Fu covers HSA contribution issuesfor employees and a separate Small Business Guide covers
issuesfor small business owners. Please consultwith your tax or legal counsel. Thisis nottax or legal advice.

Overview

HSA contributions and health insurance payments for employees are usually formost

however, HSA contributions and Health Insurance payments made on behalf of Small Business Owners are subjectto
different rules. Further, the specifictreatmentvaries depending on the particular form of organization; sole proprietorship,
LLC, partnership or S-corporation. A high level overview of the treatmentfor each organization is discussed further below.

Sole Proprietors

Sole proprietors are treated similarly to individuals making HSA contributions on their own, the sole proprietor may deduct
the amount of their HSA contributions and health insurance payments on their personal income tax. Sole proprietors are
not allowedto deduct their own HSA contributions as a business expense; however, amounts contributed on behalf of
employees may be deductible ontheir Schedule C. The owners HSA isnota to the self-
employedindividual'strade or business soitis nottaken as a deduction on Schedule C, nor is it taken into accountin
determining net earnings from self-employment on Schedule SE.

Partnerships, LLC’s and S-Corporations

Partnerships, LLC's" and S-corporations are generally treated as flow through entities for purpose of HSA contributions

made on behalf of the owners. Thatis, HSA andhealth payments ing the owners are not

deductible by the business butflowthrough to the owner.
Partnerships and multiple member LLCs?* Contributions on behalf of partners by the partnership are treated as
distributionsto the partners (under§731), they are not deductible by the partnership and do not affect the distributive
shares of income and The arereported as ofmoney on Schedule K-
1 andthe partner canthen take a deduction for the HSA contribution on their personalincome taxreturn. Contributions
made pursuantto a Section 125 plan will be added backto the owners as ataxable fringe benefitnegating any tax
benefitthey mighthave otherwise receivedfrom a Section 125 plans.

Note — an exception exists for Guaranteed Payments*to partners, if the partner is entitled to a Guaranteed Payment
fromthe partnership, then a special rule applies. The HSA contributions are still nottreated the same as contributions
to other employees. These contributions are deductible bythe partnership (underIRC §162) and are includable inthe
partner's gross income. The contribution is also reported as a Guaranteed Paymenton the K-1. The partner canthen
deductthe HSA contribution on his or her personalincome taxreturn.

>2% shareholders of S-corporations — anyone that owns more than 2% of an S-corporation is regarded as an owner
of the corporation with regards to HSA contributions. This meansthe rules above under partnership applyto employer
HSA contributions to anyone owning 2% or more of an S-corporation. Plus, they can not make pre-tax contributions to
their HSA via a salary reduction. Any contributions made on their behalf by the corporation are taxable andthey may
be deducted ontheir personalincome tax.

Notes:

1. LLC taxtreatment varies state by state, check with your tax counsel for determination of the treatment that applies in your state

2. Single member LLCs are treated the same as sole proprietors.

3. Does not include muttiple member LLCs that have elected to be treated as a corporation.

4. Guaranteed Payments as defined in section 707(c) include contributions by a partnership to a pariner's HSA for services rendered to
the partnership (See RS Notice 2005-3 Q8A 2 for further detais). Guaranteed payments to partners are reported on the partnersK-1,
are not excludible fromthe partner's gross income and HSA contributions of eligible individuals may be deducted from the partner's
personalincome tax return.

©HSA Authority, LLC 2008 Small Business Owners Guide 2/10/08
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How do employers contribute?

Contribution Issues

>

Check. Employers generally desire to
write one check and include a spreadsheet
indicating how the check should be

all ocated to individual

An employer may do this monthly, more
frequently or less frequently as necessary
(if allowing for payroll deferrals, the
employer cannot hold the money longe
than is reasonable).

ACH. The easier way to set
contributions is automatical
ACH system. Some empl

loyers will
the HSA

use need the as
custodian t ney electronically
from mpl oyer 6s
a P It into the

Employee Contribution Worksheet
Company/Employer Name:
Employee Name Acct # (Bank will Employee Employer Total
complete) Deferral Contribution
r Amount Amount
Total
To open new employee HSA accounts, please submit a new HSA Application for each employee.
Notes:
1. Add/Remove Employees. You need to inform us of new employees, terminated employees, and changes inallocation
aaaaa ts each month.
2. fo F contributions by check, please include this spreadsheet with each
e
5
a
( @ HSA Authority, LLC Employee Contrib. Wksht 1/29/09
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Contribution Issues

How much can employees contribute?

A

>

Contribution Worksheet.
Eligibility and Contribution
right can help employe
much they can conty

General Guidelines

Maximums.  HSA owners may
contribute up to

A $3,100 for 2012 ($3,050 for 2011)
for individuals, and

A $6,250 for 2012 ($6,150 for 2011)
for families

Catch -Up. Plus catch -up cont

ri
of $1,000 for 2012 (same for 201
those age 55 -65
T

to the
how

HSA Employer
Comparability Worksheet

Purpose: Use this form to gain an understanding of the “comparability” rules for employer contributions.
Employers subject to comparability testing (section 1) are required to treat like employees (section 2) similarly
(section 3). Employers are responsible for properly determining whether the HSA contributions meet the rules.
This worksheet is a tool to aid you in that effort, but it is not tax or legal advice. If you have any questions.
please consult with your tax or legal counsel. See the back of this form for details (p.2)

Are You Subject to Comparability Testing? vouare only subjectto the comparabity rules if you make
pre-tax contributions for your employees outside ofa Section 125 Cafeteria plan. i.e. If you answer “Yes"to the following questions.

a. Do you offer or planto offer pre-tax HSA contributions? Yes No Not Subject to HSA
. Comparabiity
b. Will you make the HSA contributions outside ofa Section 125 plan? Yes No Testing

2 Have You Properly Categorized Employees? empioyers are allowed to treat different “categories™of
employees differently for HSAs contributions. See Table for categories and p. 2 for details on categories. Employers must treat
employees within the same category *comparably” —see section 3 below.

Allowed Categories of Employees Not Allowed Categories - Samples

1. Part time v. Full time 5. Single HDHP coverage v. Family HDHP coverage. Management employees v. Non-
Plus categories of Self +1, Self+2, and Self+3 or more | management, but see non-highly

2. Current v. Former Cannot decrease contribution - see back for details compensated employee exception

3. HSA eiigible v. Not eligile | 6. Employer provided HDHP v. Other HDHP Age based

4. Union v. Non-union 7. Non-highly compensated employees — see back! Wellness plan participation based

Are You Making Comparable Contributions?

You must make “comparable” contributions to
employees faling within the same categories from
Step 2. Special rules for Self categories —on back

a. Amount. Contributions are ‘comparable” if they
are the same dollar amount (Example 1) or same
percentage of the deductible for the HDHP
(Example 2). Employers offering multiple plans
with muttiple deductibles may resuttin muttiple
HSA contribution amounts.

b. Timing. Employers can pre-fund HSA
contributions, fund periodically, or fund at the end
ofthe year, Pre-funding does not resultin
comparabity violations if an employee separates
fromservice. Periodic funding resutts in
employees receiving different contribution
amounts based on number of eligible periods
(Example 3). Employers may also use a “look
back® method (Example 4)

c. Testing Period. The testing period is the
calendar year.

Example 1 Employer contributes $1,000 on behalf of all employees with
individual HDHP coverage. This meets the comparability test.

Example 2 Employer offers two different HDHP plans with different
deductibles. Plan A with $2,000 deductible and Plan B with a $2,500
deductible. The employer can contribute either the same amount to those
covered under Plan Aand B, say $1,000, or the same percentage of the
deductile, for example, $1,000 (50%) for Plan A enrollees and $1,250 (50%)
forthose in Plan

Example 3 Employer contributes $100 permonth to each employee whois
eligible. In March, Jane quits after receiving $300 to her HSA. Employer stops
addtional contributions for Jane. In June, Sara begins employment. in July,
employer begins contributing $100 per month for Sara and contributes a total
0f$600. Ted worked for employer the entire year and received $1,200 in HSA
contributions. Employer made comparable contributions.

Example 4 Same facts as Example 3, except that the employer waits unti
the end of the yearto contribute rather than on a month-to-month basis. This
meets the test. Note: the employer may have to pay employees that left.

35% Penalty for Failure To Comply.
The penalty for failure to comply with the comparability
rules is 35% ofthe aggregate HSA contributions by

the employer.

Example  Consider an employer that wrongly contributed $1,000to 10
employees and only $500 to another 10 employees. That's a total HSA
contribution 0$15,000 x 35% = a potential fine of $5,250.

Page1of 2 ©2011HSA Authority, LLC - Employer Comparability Worksheet 12/16/2011
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Tax Benefit

How do employees get the tax benefit?

A

Contributions

Payroll deductions.
contributions on the W
not included as income in Box 1 on the W
employees cannot deduct the amount. (Most
states also allow state tax deductions for HSAs |
but not all). Employer HSA contributions are

treated the same 1T see Comparability.

Personal contributions. Amounts
directly by employees (including gfter
deferral amoun
l inedo deduction
employees do not have to it
benefit. (No FICA/FUTA

HSA Account
Earnings growth i

Employers must report
-2. Pre-tax amounts are
-2 so the

he tax

-exempt

when used for qualified

Tax Savin
Wor et
e

- The Tax Savings
an help your employees
X savings.

t

a

HSA Tax Savings
Worksheet

Purpose: This Tax Guide provides an estimate ofyour personal HSA tax savings. You are ultimately responsible for
understanding yourtax situation and you should consultwith your tax or legal counsel for specific questions.

1 Income Tax Savings. The amount contributedto your HSA may be eligible for federal and state tax deductions
Complete the chart belowto estimate yourtax savings
A. HSA Contribution Amount- Enter the amount you intend to
contribute to your HSA in Section A. Use the Eligibilty and

HSA Income Tax Savings Calculator
HSA Contribution Amount

Contribution Worksheet to determine your maximum amount
B. Federal Tax Rate - Use the Federal Tax Table below to determine | A

'your marginal Federal tax rate based on your “taxable” income and

enterit in Section B (see p. 2 of this form for additional details)

Federal income Tax Rate

2011 Federal Tax Table C | Estimated FederalIncome Tax Savings

Married Filing Marginal (Multiply AxB)
Single Jointly Tax Rate D | State Income Tax Rate
$0-58,500 S0 -$17,000 10%
$8,500 - $34,500 $17,000 - 569,000 15% E | Estimated State Income Tax Savings
$34,500 - 83,600 | $69,000 - $139,350 25% (Muttiply AxD)
583,600 - $174,400 | $139,350 - $212,300 28% F Estimatedincome Tax Savings
517,400 - $379,150/5212,3000 - $379,150,  33% (AddC+E)
$379,150 + $379,150 + 35%

C. Federal Tax Savings - Multiply your HSA Contribution (A) by your Federal Tax Rate (B)and enter the resultin Section C.

D. State Tax Bracket - You may also be efigible foran HSA state income tax deduction. If your state has an income tax and allows you
to deduct your HSA contribution, then enter your personal State Tax Bracketin Section D. Most states provide the same tax break for
HSA contributions that the federal government allows. However, some states (e.q., AL, CA, & NJ) do not provide an income tax
deduction for HSAs, please check with your tax advisor to obtain the most current information.

E. State Tax Savings - Multiply your HSA Contribution (A) by your State Tax Rate (D) and enter the result in Section £

F. Total Income Tax Savings - Add the Federal Savings (C) and the State Savings (E) to get an estimate of your Total Tax Savings

2 Other Tax Benefits You may also obtain othertax benefits from owning an HSA.

A. TaxDeferredEarnings. Eamings on HSA assets are not subject to tax and are allowed to grow tax-free while held within the
HSA. This works similar to investments in other tax-deferred plans like 401k or IRA plans.

B. FICAand FUTA Tax Savings - Employer contributions made to your HSA or contributions made through an employer provided
Section 125 Cafeteria Plan are eligible for additional tax savings. These HSA contributions are not subject o taxes for Social Security
(FICA) and Federal Unemployment Taxes (FUTA).

3 How it works, Federal Tax Deduction for HSAs. Eitheryour HSA contribution is never counted
asincome toyou or you may deductyour eligible HSA contribution directly on your tax return.

A. EmployerHSA Ci
Generally, employer contributionsarenot | ¢ 1 040 Dopurimantof e Tresmry
considered income to you because the 2 U.S. Individual Income Tax Return
contribution is made pre-tax and not
included on your W-2 Adjusted
B. Non-Employer HSA Contributions. IGross
Income

el Pvers Sarvice 99

24 Cartanbusiness anpences o eeso
‘Your HSA is a direct deduction from your
Adjusted Gross Income, this means that
every dollar contributed reduces your
taxable income. You do not have to
itemize your taxes to receive this benefit.

T sweness BT Ervm M 5T

® 2011 HSA Authority, LLC Tax Savings Worksheet 12/12/2011
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Tax Benefit

What medical expenses are covered?

HSA Distribution Guide - Additional Detail

A Most medical expenses covered

This Worksheetis based onIRS guidance regarding HSAs including IRA Notice 2004-2, IRS Notice 2004-50, and IRS
Publication 969. The following list of qualified and non-qualified medical expensesis intended to provide a quick guide. For

Doctor visits
Hospital expenses

The employee (self)
Spouse and depend
they are covered un
the HSA can be
covered unde

s of whether
nce plan |
even if

more information referto IRS Publication 502, andtalk to a tax or financial advisor. This Worksheet does not cover state

taxes issues. Many, but not all, states provide similartax treatmentfor HSAs.

4} Qualified Medical Expenses }7

Non-Qualified

Prescription drugs e, e e ———
Acupuncture Gynecologist Ostegpan Child Care
H Alcoholism* Hearing Aids xygen c ic St
Optical care i Sevrs ot Sois el
esthetists nsuiin ysician Heatth Club Dues
Artificial Limbs Laboratory Tests Postatal Treatments id H
Dental Arfificial Teeth Prepaid Insurance Premiums*  Prenatal Care .’,'.';‘.',f::;’ep,:,'ﬂm.
Bandages Lab Fees Prescription Drugs Maternity Clothes
. . . h d grre‘a:ﬂcﬂe;:o:\pls:mev teudIBFased Paint Removal® ;Fl;:?efls : Nutritional Supplements
- - irth Control Pil egal Fees® sychiatric Care
Note: Starting in 2011 over the -counter drugs LosaiFs P Teelh Whtening
s . . Braces Long Tem Care* Psychologist
are no |onger e||g|b|e (asp| rin, cold medicine, Brale Books and Magaanes®  LongTemm Care Sendces®  Regitered Nurse
Car - modifications™ Meals* Spinal Fluid Test
Cardiographs Medical Information Pl Splint — Over-the-Counter
etc.). Non -drug over -the -counter m ey i i o
. . . . Chrisian Scence Pracitioner 1 edicnes - prescriptions Stop Smoking Programs® rugs
items are still permissible (bandages, Gt Ml e s e e
| | tc.) e Nurng Ha S Lt
ental Treatment® ursi ome* Transplants i
enses C eane r’ e C * Dermatologist Hursg Sernvices Tran:pponahon January 1,2011. If yougeta
Diagnostic Devices and Fees  Obstetrican Vacanes prescription for an over-the
Disabled Dependent Care Operating Room expenses Vasectomy counter drug then you can stil use
Drug Addiction Therapy* Operations Vision Correction Surgery’ your HSA. Insulin is an exception.
Eyeglasses Ophthaimologist Weight Loss Programs® This rule does not apply to non-
H Eye Surgery Optician Wheelchair drug over-the-counter items; such
Wh OIS covere d Fertity Treatments Oral Surgery as, bandages or biood pressure
Future M edical Care® Orthopedic Shoes monttors.

* Additional rules apply — more information at IRS Publication 502, or a tax professional
Additional Distribution Events and Other Details on Distributions:

taxes or penalties. A private separation agreement is not sufficient forthis tax treatment

g

owner. The surviving spouse may rollover, transfer and use the HSA as his or herown

o

Long-TermC:

213(d)(10)

4. ibited Ti i HSA

. Divorce. In the case of a divorce with a “divorce or separation agreement,” an HSA owner may transfer HSA assets to the spouse without

Spouse as Beneficiary. A spouse named as a beneficiary is automatically deemed to be the HSA owner upon death ofthe original HSA

-term are limited in amount based on age (for 2011 it ranges from $340 for individuals
under age 40 to $4,240 for .ndmduals age 71 orover). The amount adjusts annually for cost-of-iving increases. See Revenue Code

in *prohibited transactions” face potentially severe consequences and should seek

professionalhelp. The rules surrounding prohibited transactions are too complex for this Worksheet. Basically, a prohibited transaction
occurs when a disqualified person (the HSA owner and others) engages in dealings with the HSA that permit opportunities for tax fraud. For
example, an HSA owner cannot sellhis or her HSA an assetthe HSA owner owns (e.g., real estate)

"

Pledging the HSA as Security foraLoan. AnHSA owner is not allowed to pledge the HSA as security for a loan and the amount so

pledged is treated as a distribution and is subject to taxes and a penalty.

Mistaken Distributions. Ifthere is clear and convincing evidence that amounts were distributed froman HSA because of a mistake of fact

due to reasonable cause, the account owner can repay the mistaken distribution no later than April 15 following the first year the account

owner knew or should have known the distribution was mistaken (subject to the custodian’s allowance of this).

. Return of Excess Contributions. Ifyou contribute more to your HSA than you are eligible to contribute, you must remove the excess
amount by yourtax filng due date plus extensions. Ifyou failto remove the excess amount, plus any earning (e.g. interest) attributable to
the excess by yourtax fiing due date, plus extensions, you willbe subjectto a 6% excise tax for years that you allow the excess to remain.

. Reimburse Yourself. You can reimburse yourself formedical expenses that you pay for with other funds

Use Contributions for Future Expenses. You can use a current year contribution to pay for future medical expenses.
. Use Future Contributions to Pay CurrentExpenses. Assuming you established an HSA, you can pay for current medical expenses
(expenses |ncurred after HSA established) with future year contributions.

1. tAge 65. overthe age 65 can use the HSA to pay for premiums for Medicare Part A or B, Medicare

HMO, and the employee share of premiums for employer-sponsored health insurance, including premiums for employer sponsored retiree

health insurance. Premiums for Medigap policies are not qualified medical expenses. This applies to both insured and self-insured plans.

Page2of 2 © 2011HSA Authority, LLC - HSA Distribution Worksheet 12/12/2011
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Tax Benefit

Can the HSA be used for other purposes?

>

Savings Rolled Over. Unused funds remain HSA Distribution
in the HSA and continue to grow, tax -free, year Worksheet
Purpose: Use this worksheet to guide you in the federal income tax consequences of HSA distributions.
afte r year . Please consult with your tax or legal counsel. We do not provide tax or legal advice. See p.2 for details
. Is your distribution for an “eligible” medical expense? The primary purpose ofan HSA isto
usethe funds to pay for the health care expenses of yourself and dependents. Distributionsfor eligible medical
P ay C O B RA If yO u b e C 0 m e expenses are tax-free and penalty-free.
a. Wasthe expense incurred by yourself or a family member? HSA funds may only be usedfor yourself, your
spouse and your dependents. Note: there is no requirementthatyou or your family member be currently covered by a

I I h f HDHP. C d HDHP I rtant wh tributing t HSA, notin b 1l d th
unemployed. Employees that separate from Sy e e

. Was the expense incurred afterthe HSA was established? You mustopen your HSA before you incurthe medical

service may pay for COBRA insurance premiums Eipenss. TS 1.3 0o0d16220R1> CHADYON TS When o DOy becomes fetive. Once outHom 1 00

can use your HSA funds to pay for eligible medical expensesincurred now orin the future. You can even pay for
. current expenses out of future contributions or reimburse yourselffor eligible medical expensesthatyou paidfor with
th ro u g h th e I r H SA . other funds, justreimburse yourselffrom you HSA.
you remain eligible fo make HSA contributions)
c. Is your expense “eligible”? Most traditional medical expenses such as doctorvisits and prescriptions are covered,
Iong term care insurance.

>

4

>

Example: you incur a $2,000 g /e $500 in your HSA. You can pay $500 out of the
HSA and the other $1,500 out of other funds. You can *hen pey yourself back with future year HSA contributions (provided
g J see page 2 for a listof eligible expenses.
Note: The HSA not revie ur for eligibilty. You should ts d keep a
certain limitations, the HSA can be u 0

2 Does your distribution qualify for another tax-free and penalty-free exception?

| Long-termCare Long-term care insurance is an eligible expense subjectto dollar limitations — see page 2

COBRA Benefits Paying for COBRA continuation health benefis is eligible (see also “Insurance Premiums” below).

>

| Insurancepremiums | Heath coverage for an HSA owner aged 65is eigible (see back for detai). Also, COBRA health care
| coverage, and health care coverage while receiving unemployment compensation is eligible.

A l I Se aS R etl re m e nt F u n d a At Medicare Premiums | Where premiums for Medicare are deducted from Social Securty benefts, an HSA distribution to reimburse
the Medicare beneficiary equalto the Medicare premium deduction is a qualified medical expense.
Rollover/Transfer A rollover or transfer to another HSA is not taxed or penalized so long as the rollover is completed within 60

A fo r days and you have not completed another rollover within the previous 12 months.

age 65, you can take moneg
non -medical reasons wit

3 Does your distribution qualify for a taxable, but penalty-free exception?

Age 65 orover Non-medical distributions after age 65 are not penaiized but are taxable (simiar to RAs and 401(k)s).

Distributions to named ofHSAs are not penaiized but are taxed. Spouse beneficiaries can
treat the HSA as their own and are not subjecto tax or penatty — see page 2.

Disability Distributions taken by disabled persons are not penalized

Fail to meet any of the above? You are subject to taxes plus a 20% penalty.
See back(p.2) for additional exceptions and distribution reasons.
Example: 3 25 year old takes & §1,000 topay fora new

t gives your
.
tep guide to determine e e e i

HSA and what are the

The Distributi
employees
ho
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Administration

How does the employer administration work?

A

A

Limited Employer Involvement.

No Review of Claims.
not responsible to review employee

receipts or claims.
No Reimbursement Checks.

Employers are not responsible to
reimburse employees for eligible medical

expenses.

No Liability for Wrongful

Distributions.

Governm
Statem
untb

Employers are
if an employee uses funds for non
eligible expenses.
Contributions.

required to make HSA
if you do, you do need
(see previous slid

HSA Custodian P

Employs

oyees
recordkeeping

The employer is

HSA Resource Center

Employer Links
Overview
Education
Administration
Forms
Tools
FAQs

Individual Links
Ovenview
Education
Forms
Tools
FAQs

Account Access
Checking login
Brokerage login

Contact Us
P: 866.757.4727
A Street
City, State ZIP

Welcome to the Employer Resource Center. You can find everything you need here to
understand, establish and maintain Health Savings Accounts. Before we dive into an
overview of HSAs (below), we want to point out this Center's key features for employers:

® Education - a variety of materials to help you better understand HSAs; including
education materials, a proposal detailing our senvices, FAQs, and articles

& Administration - details the administration senices we provide to senvice your
employees' HSAs

= Forms and Tools - direct access to our extensive list of tools and forms; both for initial
set-up as well as ongoing administration

® Employee Resource Center - a place for employees to conduct HSA business such
as: changing beneficiaries, requesting withdrawals, looking up account balances, or
conducting other HSA business

Whatis an HSA?

Health Savings Accounts are savings accounts that allow individuals to pay for qualified
t-of-pocket medical exp $ using pre-tax dollars. Unlike more traditional health care

accounts, the funds in an HSA belong to the individual, not the employer or the insurance

company, and travel with the individual. In order to take advantage of this tax deferred

savings new benefit, individuals must purchase a specific type of health insurance

coverage called a High Deductible Health Plan (HDHP)

High Deductible Health Savings
Health Plan Account

©2011 HSA Authority, LLC Employer Guide 12/16/11
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Administration

How do employees manage their HSAS?

>

>

Employer Resource Center.
Employee HSA Resource Center
provides answers and tools for your
employees.

Change Personal Information.
Employees self -administer changes in
name, address, beneficiary information,
etc. through tools available on our web
site or by calling.

Contribution Changes.
employee is making automatic
contributions from his or her own
banking account, then that ch
be made through tools avalil
Employee Resource Cent

HSA Questions.
Resource Center pr
answer key HSA

If th

Ical Expenses
Asked Questions
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