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Getting started with your health plan and health savings account (HSA)

This chapter introduces you to the many HSA plan features and describes how your health plan works
with your HSA. You'll learn about your member ID card, how to register at myBlueCross and how to
set up your HSA with optional features. You'll also be introduced to several online tools and wellness
resources at your fingertips.

Contributing to your HSA

There are many good reasons to contribute to your HSA — and several ways to do it. This chapter
examines why it is so beneficial to contribute to your HSA, presents strategies and tips to make
contributing simple and easy, discusses contribution limits, catch-up contributions, rollover
contributions and more.

Being reimbursed from your HSA

HSAs give you several reimbursement options, including debit card, “crossover,” online and manual
reimbursement requests and direct deposit. This chapter examines your HSA reimbursement options,
introduces you to the broad range of medical expenses for which you can be reimbursed from your HSA
and gives an example of how you are reimbursed from your account.

Saving for retirement with your HSA
Your HSA is a smart way to save for retirement. This chapter presents effective strategies to maximize
your HSA. It also explains how HSAs work for people enrolled in Medicare.

Managing your HSA when life changes
What happens to your HSA when you encounter life changes like losing your job, divorce and even
death? This chapter explores what happens to your HSA when these events occur.

HSAs and your taxes
This chapter covers such things as reporting HSA income on your tax return, important forms to submit
and how HSA contributions are treated on your tax return.

Investing your HSA

This chapter introduces you to investment strategies and options that can help you grow your HSA —
from minimum balances and basic investment accounts, to self-directed mutual fund options and
asset classes.

Getting help with your health plan and HSA
You have several options for getting help if you can’'t find information and answers in these pages.
This chapter looks at the many resources available to you and includes a glossary of terms.
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Section 1

Welcome to Options Blue HSA

By enrolling in Options Blue HSA, you're taking an
important first step in managing your health and your
health care dollars. Options Blue HSA is a great health
plan with a tax-advantaged health savings account
(HSA) that helps you pay for medical expenses now and
in the future.

This Options Blue HSA reference guide tells you
everything you need to know about your new health
plan and your HSA. If you can’t find an answer here, call
your Blue Cross and Blue Shield of Minnesota customer
service team at the number on the back of your member
ID card or visit the myBlueCross member center at
members.bluecrossmn.com.

Section 1.1

Your health plan

Your health plan is a qualified high-deductible

health plan (HDHP) from Blue Cross and Blue Shield

of Minnesota. An HDHP works with a health savings
account, also called an HSA. HSAs are regulated by the
Internal Revenue Service (IRS). Here are some

features of your HDHP plan:

e Large provider network
* No referrals are required
® Preventive care

Expenses incurred toward your health plan deductible
may be reimbursed from the HSA

Some of the other perks you get with your health plan
include:

¢ Reliable coverage. Your health plan provides coverage
for all the things you'd expect like doctor visits,
prescription drugs, preventive care, lab work and
diagnostic imaging X-rays, surgery, emergency room
visits and much more — all at an affordable price.

® Easy access to the doctors you choose. With this plan

you get to see the doctors and specialists you want,
without a referral.

* Control your health care dollars. Your health plan
comes with a financial account, called an HSA, that
enables you to save money for future health care
expenses. There are special tax advantages to
your HSA along with the opportunity to invest
your account dollars. Your HSA is administered
by SelectAccount®, a national leader in the
administration of personal spending accounts.

® Tools and resources. To manage your health care
dollars, you need the right tools and information.
Blue Cross delivers what you need through the
online member service center at
members.bluecrossmn.com. You'll find tools to access
and manage your HSA dollars, plus information about
doctors, prescription drugs, wellness and cost of care.

¢ Help when you need it. Your health plan is probably
different from other plans you've had. But don’t worry,
we're here when you need us. You'll appreciate our
dedicated customer service representatives. They
specialize in consumer-directed health plans like
yours, not to mention our self-service options
like the online member center and our automated
phone system.

¢ Peace of mind. Benefit from the history and expertise
of Blue Cross — Minnesota’s first health plan.

Then rest easy knowing you're backed by the stability of
Blue Cross.

Section 1.2

Getting started with your health plan and HSA

Here are a few things you should know to get all the
advantages of your new health plan and HSA.

Know your Blue Cross member ID card

Your member ID card is like your passport to care. It

tells your provider that you have coverage and gives
them the information to submit your claims to Blue
Cross. Your member ID card also lets you access valuable
network discounts available only to Blue Cross members.
Each covered family member will get a Blue Cross
member ID card like the one you see on page 7.


http://members.bluecrossmn.com
http://members.bluecrossmn.com

There are a few things to remember:
e Always carry your member ID card with you

* Make a photocopy of your member ID card and keep it
in a safe place

® Have your member ID card handy when you call
customer service or visit myBlueCross at
members.bluecrossmn.com

e If youlose your card and need to order another,
call customer service at (651) 662-8000, or visit
myBlueCross at members.bluecrossmn.com

7 N

+ 'v BlueCross
-V, BlueShield
Name Group Number XXXXX-XX
ELIZABETH SAMPLENAME
Identification # Member #
000000000000 00
Svc Type XXX  Care Type XXX
Office Copay $ RxBIN 610455
ER Copay $ RxPCN PGIGN
RxNetwork SELECT
SYMBOLS PRINT HERE
.

This sample is a guide only. The information on your member
ID card and the format of your card may vary.

Once you're registered with myBlueCross, you can use
members.bluecrossmn.com or selectaccount.com to
apply for and manage your HSA. If you prefer, you can
download the forms you need (from either site) and
fill them out in hardcopy form. Then mail or fax to
SelectAccount.

Section 1.3

Register with myBlueCross online member
center

Registration is fast, easy and secure. Go to
members.bluecrossmn.com, click “not registered yet?”
and follow the instructions. You'll enter information
from your member ID card, answer security questions
and provide your e-mail address. After you register, the
site will give you immediate access to your personal
information about claims, your account(s), deductibles
and maximumes, a health cost summary and more.
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Registration is a secure process, so only you can access
your personal information. Covered family members
can also register to see their claims. Be sure to enter
your e-mail address by choosing “member preferences”
in the member support area. This will help us get your
information quickly in the future.

If you already registered but don’t have your user name
or password, you can request that information online,
using the link in the sign-in area.

Section 2

Set up your HSA

Don't delay setting up your HSA

It's in your best interest to set up your HSA early in your
plan year — even if you don’t intend to use it right away.
That's because medical expenses incurred before your
HSA is set up are not eligible to be reimbursed.

While you can set up your HSA with any administrator,
the SelectAccount HSA is fully integrated with the Blue
Cross health plan. This guide assumes that you have
chosen to take this integrated approach. Don't worry,
it's a simple process and we'll help you, if needed. You
can set up your HSA online at selectaccount.com

(look for the HSA tab). Blue Cross works closely with
SelectAccount, the administrator of your health
savings account. SelectAccount ranks among the top
administrators nationally in managed HSA assets and
accounts. Their experience and tools make it easy to use
your HSA.
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Section 2.1

Complete these forms

The first thing you need to do is complete these forms
which may be done online:

® HSA Application — This form is required to set up your
HSA. If you've purchased your plan as an individual
(not through your employer), select your fee option
and sign your application.

e HSA Contribution Form — This form is used to
contribute funds to your HSA. Contributions can be
made monthly, annually, or any timeframe you prefer.
You can choose to fund your account now, or later in
the year. Note: Your account is not considered “set up”
until a contribution is made.

Section 2.2

Choose your optional HSA features

Your HSA comes with many features and options that
make it easy to use. When you open your HSA, you can
choose to sign up for the following convenient features:

® HSA Debit Card — The debit card is included at no cost
if you have the SelectAccount Basic Saver or Premium
Saver HSA. Your HSA debit card gives you and eligible
dependents immediate access to HSA medical
expense funds at the point of service. Additional fees
apply with the Thrift Saver HSA. (See Chapter 3 on
page 23 to learn more.)

e Crossover (automatic claims reimbursement) —
Crossover enables Blue Cross and Blue Shield of
Minnesota to electronically submit claims to
SelectAccount to reimburse you from your HSA.
That means no paperwork for you. (See Chapter 3
on page 23 to learn more.) Note: Do not sign up for
crossover if you have other health coverage or if you
signed up for the HSA debit card.

e Direct Deposit — SelectAccount can deposit your
reimbursement directly into your checking or savings
account. Direct deposit saves time because you don't
have to deposit a reimbursement check and in most
cases you'll be reimbursed sooner. Direct deposit
makes sense whether or not you choose “crossover.”

Section 2.3

Debit card or crossover — Which HSA
reimbursement method is better for you?

You have two reimbursement options with your HSA.

Sign up for the HSA debit card if you want to:

e Control which medical expenses are reimbursed from
your account

e Save the money in your HSA for future expenses or
retirement

Sign up for crossover (with direct deposit) if you

intend to use the money in your HSA to pay for medical
expenses as they incur throughout the year. Both
options are real timesavers. Note: If you or your
dependents have other health coverage, do not sign up
for crossover.

Section 2.4

Submit your forms online to SelectAccount

Apply online at selectaccount.com or return your
completed forms to SelectAccount at the address on the
forms.

Please allow five to seven business days for
SelectAccount to process your information. When your
HSA is set up, you'll receive a welcome packet in the mail
that includes a verification form from SelectAccount.
Note: You must make a contribution (deposit) to your HSA
before it is officially “set up.”

Once you've set up your HSA and made a contribution,
you can use the money in your HSA, tax free, to pay

for your plan deductible and other eligible medical
expenses. If you don’t use all the money in your HSA,
the balance “rolls over” to the next year. Those dollars
earn interest and are available to pay for future medical
expenses. As your HSA balance grows, you have the option
to invest a portion of the funds. This makes an HSA a great
savings tool for the future, including when you retire.

Need help?
Call Blue Cross customer service at the number on the
back of your member ID card.


http://selectaccount.com

Section 2.5

Your health plan Explanation of Health Care
Benefits

When you use your health plan, you'll receive
information from Blue Cross about your claims. It will
come in the form of an Explanation of Health Care
Benefits (EOB). Your EOB provides detailed claim
information including the care you received, the dollar
amount covered by your health plan and the amount
you owe your doctor or provider.

The EOB is not a bill. Your doctor will bill you separately
for the amount you owe. If you selected “crossover” (our
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automatic claims reimbursement feature), Blue Cross
will submit the health plan claim to SelectAccount and
you'll automatically be reimbursed from your HSA for
the amount you owe, as long as there is money in your
account. You're still responsible for paying your doctor. If
you did not select crossover, you'll need to submit claims
manually to SelectAccount to be reimbursed from your
HSA. You can do this online.

When you are reimbursed from your HSA, you'll also
receive an Explanation of Payment (EOP) from Select
Account. An EOP is not a bill, but rather an explanation
of what was reimbursed from your account.

Explanation of Health Care Benefits

2, BlueCross BlueShield
V) ' of Minnesota

it ks f e s o  hmcsn

THIS IS NOT A BILL. This is an explanation of the claim
P.O. Box 64560 processed on your plan benefits in effect when the service
St. Paul, MN 55164-0560 was performed. Please keep this form for your tax records.

Date the local Blue Cross Year to Date Deductible
plan receives the claim Contact: For Customer Service — Please Call
OR TOLL FREE

Patient ID Group/Policy « gate 5 Date Claim Numzer/
eceive Processed

LN A7
Subscriber/Member Name
o Date the Blue Cross plan
atient Name 2 n
approves/pays or denies the claim
Provider

Patient Control Number

Dates of Service ¥ Description of From From From
service provided

o To

To To To
Description <& -
Amount charge is reduced based on
Charges provider agreement (or contract)
Provider Responsibility Amount el

When reviewing your statements, make sure that your
claim numbers (A and B) match, as well as the dollar
amount submitted to your account (C and D)

® SelectAccount
P.O. Box 64193
Ou nt St. Paul, MN 55164-0193

SelectAc

Health Savings Accoynt
Explanation of Processkig

Group #:

Group Name:
electAccount ID:
City, ftate ZIP Dite:

Allowed Amount

Amount Paid by Other Insurance Total charge after reductions
Deductible Amount

Copay Amount . .

- N Amount paid by Medicare
Coinsurance Amount or another health plan
Paid Amount \

Amo ou pay provide

Patient Noncovered Amount

Amount You Owe

Notes ID

a e of se
Notes Percent of charges that Total Charges
is your responsibility
Total Benefit Amou

Total Amount Pai
Other Insurance

See reverse side for Complaint/Appeal, Fraud and other importantfll [N (G TRPEINNE N 13 Total Amount
for this amount

CLAIM DETAIL
D
BY A4
Date(s) of Person Incurred Reimbursed
laim Number Service Recv Service Type of Service Amount Amount
wis ONLINE REQUEST __ 04/15/10 — 04/15/10 Patient Name Normal distribution $10.00 $10.00
/
Reimbursement Total = $10.00
Reimbursement amount
BALANCE SUMMARY you will receive
Effective Date Account Balance Account Name
01/01/2010 $1,348.88 Health Savings Account

If you have any questions regarding this statement, please call Customer Service at (800) 859-2144.
Representatives are available Monday through Friday, 7 a.m. to 7 p.m.
For detailed information regarding your account, visit selectaccount.com.

Summary of your
account activity

Sample Explanation of Health Care

Mil Life Inc., d.b.a. SelectAccount

Benefits (EOB) from your health plan

Sample Explanation of Payment (EOP) from
your health savings account
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Section 2.6

Spend or save — What'’s your HSA strategy?

Your HSA allows you to be reimbursed for eligible health
care expenses now or in the future. There are two key
ways to grow your HSA:

1. Pay for your health care expenses out of your pocket
as they incur and let your HSA dollars earn interest and
grow tax free

2. Activate your HSA Basic Investment Account once
your HSA Base Balance exceeds $1,000 and begin
investing your HSA dollars. (See Chapter 4 on page 29 to
learn more about your HSA investment options.)

Should you spend, save or invest your HSA
dollars?

Ask yourself these questions:

e Will you and your family have medical expenses that
you can’t pay out of your pocket?

e Will you be able to let your HSA dollars grow, or will
you need to use the HSA to pay for medical expenses?

e If this is not your first year with an HSA, what is your
average account balance?

e If you choose to invest your HSA, are you willing and
able to take on the financial risk?

If you can afford to let your HSA balance grow (by
paying for medical expenses out of pocket), then

saving and investing your HSA could be a smart move.
However, if you have a lot of medical expenses and need
to use your HSA to pay for those expenses, then consider
leaving the money in your HSA Base Account where it
will earn interest.

Section 2.7

Your health plan is an HSA-qualified HDHP

That means it meets the following criteria, which allows
you to contribute to an HSA to help pay for eligible
expenses.

10

Minimum plan deductible levels for 2010 and 2011:
e $1,200 single, in-network deductible

* $2,400 family, in-network deductible

Maximum out-of-pocket levels for 2010 and 2011
® $5950 single, in network

® $11,900 family, in network

Other HDHP criteria

All services must apply toward the deductible (including
prescription drugs), with the exception of preventive care
services.

There can be individual (embedded) deductible(s) on
family policies, as long as the individual deductible is
not less than the minimum family deductible amount
established by HSA law ($2,400 in 2010 and 2011).

Family HSA deductible examples

(dollar amounts will vary — these are for illustrative purposes only)

HSA-compliant HSA-compliant
deductible deductible
structure for a structure for a
family health plan | family health plan
with an embedded

individual deductible

Individual $2,500 None —

deductible individual
accumulations apply
toward an aggregate
family deductible

Family $5,000 $5,000
deductible
Example: Husband meets $2,500 | Husband meets

Husband and wife | individual deductible, | $2,700 toward the
on health plan. then the remaining family deductible.
Husband incurs $200 is paid at Wife meets $500
$2,700 in claims | coinsurance or 100% | toward the family
during year; wife | (depending on plan deductible. Total
incurs $500 in design). Wife meets family deductible met

claims during $500 toward her is $3,200.
year. individual deductible.

Total family deductible

met is $3,000.

The deductible and out-of-pocket maximums are subject to
annual adjustment for all of the high-deductible health plans at
every level. These adjustments are effective on the plan’s annual
renewal date.
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Section 3

HSA member eligibility

You are eligible to contribute to an HSA if you meet these

criteria:

1

You are covered by a qualified high-deductible health
plan (HDHP). Also see preceding section 2.7 on page 10.
You're ineligible for an HSA if you're covered under a
health plan (as an individual, spouse or dependent) that
is not an HDHP, including Medicare.

. You are not a dependent. If you are claimed as a

dependent on someone else’s tax return, you cannot set
up an HSA.

. You are not covered by Medicare.

. You are not in a medical flexible spending account (FSA)

unless your FSA limits eligible expenses to vision, dental
and preventive services during the health plan deductible
period.

. You have no other coverage. Note: Coverage under a

spouse’s FSA will disqualify your HSA, unless your
spouse’s FSA limits eligible expenses to vision, dental and
preventive services during the health plan deductible
period.

Eligible individual status is determined monthly as
of the first of each month.

You can contribute to more than one HSA, but your total
contributions cannot exceed the annual limit (see Chapter 2,

Section 1 on page 19 for contribution limits).

You may enroll in the following types of plans while

maintaining your HSA eligibility:

Accident coverage

Disability coverage

Dental and vision care

Long-term care insurance

Insurance for a specified disease or illness

Insurance that pays a fixed amount per day (or other
period) of hospitalization

Insurance in which the coverage relates to liabilities from
workers’ compensation laws, torts or ownership or use of
property (such as automobile insurance)

Online HSA tools and wellness resources

Making wise decisions about how you spend your
health care dollars is what an HSA is all about.

MyBlueCross, your online member center at
members.bluecrossmn.com, can help. Use myBlueCross
any time to manage your account(s), manage your
health plan and make smart health care decisions for
you and your family.

Section 3.1

Manage your HSA online

Many HSA transactions can be fast, easy and paperless.
For example, you can go online to:

e Submit an application to set up your HSA
¢ Submit reimbursement requests
e Select HSA options like crossover and direct deposit

* Apply for a debit card (if available through your
employer)

® View account balances and transaction history
e Set up one-time or recurring contributions to your HSA
® Get the necessary forms to manage your accounts

* Manage your HSA investment account

Section 3.2

Manage your health plan online

At myBlueCross you’'ll also find helpful information to
get the most from your health plan.

Learn about your health plan — Get information and
details about your benefits, your health improvement
programs and who's covered under your account.

View claims and manage your plan — Check the status
of claims, monitor deductibles, out-of-pocket maximums
and view EOBs.

11
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Find a doctor — Find a doctor in your area, create a
customized provider directory and search for doctors by
name, location or specialty.

Prescription drugs — See which prescription drugs

are covered by your plan and compare the cost of
brand-name and generic drugs. You can also order a
3-month supply of prescriptions by mail at participating
pharmacies.

Section 3.3

Make smart health care decisions

MyBlueCross includes these tools and resources to help
you make smart health care decisions and take good
care of you and your family:

Online Wellness Center — Making the right choices for
your health is important. This is a great place to start.
You'll find:

e Prescription drug information, including drug uses,
possible side effects, proper dosage and more

® Apersonal health record to store your health
information for easy access

® Personalized support and coaching, dashboard and
e-newsletter registration

¢ Interactive calculators to tell you how many calories
you burn, your target heart rate and more

* Online resources for people with illnesses like
diabetes, heart disease and asthma

Find provider quality information — See doctor
information, such as certifications, background checks
and education. For hospitals you can check on services
offered, patient safety, safe practices and others.

Plan comparison tool — Estimate your health care costs
for the year or compare out-of-pocket costs when you
have a choice of health plans.

Care Comparison — Obtain “packaged” treatment cost
estimates (doctor, facility and related services) for over
50 common, high-cost elective surgeries and procedures
in 22 states.

Cost estimator — Get average cost estimates by state for
more than 70 ongoing health challenges and medical

12

procedures, such as treatment for allergies, diabetes,
high cholesterol, depression and migraine headaches.

Register for myBlueCross online member center

Registration is fast, easy and secure. Go to
members.bluecrossmn.com, click “not registered yet?”
and follow the instructions. You'll enter information
from your member ID card, answer security questions
and provide your e-mail address. After you register, the
site will give you immediate access to your personal
information about claims, your account(s), deductibles
and maximumes, a health cost summary and more.

Section 4

Understanding what and when you pay

Your HSA is a smart way to save money and pay for
medical expenses, all at the same time. HSAs are easy to
use. But there are a few things you should know as you
use your new health plan and HSA.

With an HSA you pay for eligible medical expenses until
you reach your deductible. When your deductible is met,
your health plan starts to pay (subject to coinsurance
amounts) until the out-of-pocket maximum has been
met. When you've met your out-of-pocket maximum,
the health plan pays 100 percent of covered expenses.
Preventive care is covered at 100 percent, even during
the deductible phase.

When the money in your HSA is spent, you'll pay for
the rest of your deductible out of your own pocket,
including prescriptions.

How can you avoid HSA “surprises”? Here are a few tips:

e Make sure that you and your spouse are aware of your
current HSA balance when receiving care or filling
prescriptions

e Keep track of your HSA activity so you know when
you’'ll have to begin paying out of pocket. Use the online
member service center or call customer service to get
balance information

¢ Use 90dayRx to save money on maintenance drugs.
It can also help decrease the number of prescriptions
you need after you've used up your HSA balance


http://members.bluecrossmn.com
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While your HSA can go a long way toward helping you an example of how your HSA works with your health plan to

pay for your health care expenses, it may not cover all cover your expenses, and what your experience would be if

your expenses, at least not in the first few years. Here’s you had a high-deductible health plan without an HSA.

Section 4.1

Example of an HDHP without an HSA

51,450 deductible
$2,900 out-of-pocket maximum
80/20 coverage after deductible until the out-of-pocket maximum is met

The health plan begins to pay.

You may pay a share of The health plan pays 100%
You pay for all expenses out of your own expenses (coinsurance). of eligible expenses for the
pocket during this time. Your plan pays the rest. rest of the year.
| |
(o, 1 1 =’
$1,450 $2,900
deductible out-of-pocket
maximum

Preventive care benefits are usually covered 100 percent from Day 1.

Example of an HDHP with an HSA

$1,450 deductible

$750 HSA contribution (you, your employer or both)
52,900 out-of-pocket maximum

80/20 coverage after deductible until OOP is met

When you've met your

deductible, the health plan The health plan pays 100%
You can use your HSA You pay for all expenses out of your ~ begins to pay. You may pay a of eligible expenses for the
to pay for expenses.* own pocket once your HSA is spent.  share of expenses (coinsurance). rest of the year.
| | Your plan pays the rest. |
$750 $1,450 $2,900
account balance deductible out-of-pocket
maximum

Preventive care benefits are usually covered 100 percent from Day 1.

*Additional features: Your HSA allows you to save any unused dollars for future health care expenses,
PLUS you can have triple tax advantages; money put into the account isn’t taxed; unused account dollars earn
tax-free interest; and withdrawals aren’t taxed if used for qualified medical expenses.

An additional difference between a deductible plan and an HSA plan: with an HSA plan, prescriptions are subject to the deductible.

13
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Section 5

Frequently Asked Questions
Q: What is an HSA?

A: An HSA or health savings account is a special tax-
preferred trust or custodial account established under
Internal Revenue Code Section 223 that is used to pay
for medical expenses. All references in this document to
Sections refer to the Internal Revenue Code. HSAs works
with a high-deductible health plan (HDHP).

Depending on your situation, HSA contributions may
be made by you, your employer or both. Contributions
are deductible — or excluded — from your gross income.
Since your HSA is your own individual account, you
alone control the account. For example, you must make
sure funds from your HSA are used for eligible medical

expenses, not Blue Cross, SelectAccount or your employer.

Q: What are the advantages of an HSA?

A:There are many financial advantages to owning an
HSA, including:

* Employer contributions and employee pretax
contributions via a cafeteria plan are not taxable
income

e Post-tax contributions are tax deductible even if you
do not itemize deductions on Form 1040

* You may make tax-free withdrawals from your HSA for
eligible medical expenses not covered by your plan

® The interest or other earnings on the HSA funds
accumulate tax free

e If, in the future, you are not covered by an HDHP you
may still make tax-free withdrawals from your account
for eligible medical expenses but you can no longer
contribute to the HSA

e If you become disabled or reach age 65, withdrawals
can be made for non-medical reasons without penalty,
but amounts must be reported as taxable income

Q: What are my responsibilities as an HSA holder?

A: Your HSA belongs to you. You're responsible for
maintaining the account. Here’s what is expected of you
as an HSA holder:

¢ Ensure that you have an HSA-compliant HDHP
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e Ensure that contributions do not exceed the annual

maximum

e Ensure that withdrawals for non-qualified expenses
are added back to gross income

e Keep all records that support withdrawals from your
account

e Complete the required tax form (Form 8889) and
attach it to Form 1040

e Ensure that you do not have any medical coverage
that will disqualify the HSA including a general
purpose FSA

¢ Ensure that you cannot be claimed as someone else’s
tax dependent

Q: What if, in the future, I am not covered by an HDHP
or I end coverage through my employer?

A: If you or your employer change health plans and

the new plan is not an HDHP, you can continue to use
your HSA for eligible medical expenses, but you can't
contribute to your HSA for any month that you were not
covered by an HDHP.

Q: If I (or my employer) change health plans midyear,
from a non-HSA plan to an HSA plan, can any amount
paid toward my previous plan deductible be applied to
my new HSA plan deductible?

A:Yes, amounts that were applied to your deductible in
the same calendar year or in the same plan year from
a non-HSA plan to an HSA plan will carry over and be
applied to your new health plan deductible.

Q: Can business owners not eligible for a health
reimbursement arrangement (HRA) establish an HSA?

A: Yes. This includes owners of S corps, sole proprietors,
LLCs, LLPs and partnerships. However, these individuals
cannot use pretax dollars via a cafeteria plan to fund
their HSA. These individuals are eligible to make post-
tax contributions to their HSA and claim a deduction
when they file their taxes. We recommend you consult
your tax advisor in this situation, as special rules apply.

Q:Is someone enrolled in Medicare eligible for an HSA?

A:If you're enrolled in a Medicare program, you cannot
establish a new HSA or contribute to an existing HSA.
You can, however, spend down your existing HSA. If you
decline Medicare coverage when you turn 65, you can



continue to contribute to an HSA. For more information
about HSAs and Medicare, see Chapter 4, Section 2 on
page 32.

Q: Is the HDHP portable?

A: Yes. If you leave your job, your health plan’s medical
coverage may be continued through COBRA. This
coverage remains an HDHP. Once COBRA coverage ends,
you may apply for portability coverage. Remember, you
own your HSA and the dollars are yours to keep.

Q: How is interest credited to my HSA?

A: SelectAccount will credit interest monthly on the
average daily balance for the month in your HSA.
SelectAccount reserves the right to declare a different
rate of interest at any time. SelectAccount does not
pay interest on funds that are transferred to optional
investment accounts.

Q:Is there a fee for having an HSA?

A: Yes. If you purchased your plan as an individual, you
can choose which of the three HSA options is best for
you. Each program has a different fee. (You'll find the fee
options on your HSA Application.) If your HSA is through
your employer, your employer will choose the program
option and may pay the fee for that program or pass it on
to you. Accounts paid by individual account holders are
billed annually and payment is automatically debited
directly from the HSA, as soon as funds are available.

Q: Why did I get a bill from my provider?

A: You're responsible for paying your plan deductible
and any out-of-pocket expenses (including coinsurance)
that you incur at the provider’s office or pharmacy. Your
provider will send you a bill for the amount you owe
after Blue Cross has processed the claim and applied
discounts you receive as a Blue Cross member. You

can use your HSA dollars to pay these expenses. If you
selected the “crossover” reimbursement feature, a
pay-the-provider option may be available to you. See
Chapter 3, Section 1.2 on page 25 for more on crossover
and pay-the-provider options.

Q: Will T have to pay my provider beforeI am
reimbursed from my HSA?

A: It's possible. Minnesota law authorizes providers to
collect deductible and coinsurance amounts at the time
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of service, but providers may not deny you treatment if
you are unable to pay in advance. If you have crossover,
you'll usually receive your reimbursement before you
get a bill from your provider. If you need to make special
payment arrangements with your provider or clinic,
call the clinic’s business office. Any late charges are
your responsibility and while you may choose to pay
these fees from your HSA, they are considered ineligible
expenses and will be subject to income tax and a

10 percent penalty tax (20 percent effective January 1,
2011).

Q: Why didn’t T have to pay for my prescription at the
pharmacy?

A: If you selected crossover and have money in your
HSA, the dollars in your account will be used to cover
the cost of the prescription at the pharmacy. That means
you would pay nothing out of pocket when picking up
your prescription.

Q: Why did I have to pay for my annual checkup? I
thought I had 100 percent coverage.

A: Many plans pay for preventive care at 100 percent.
Check your Summary Plan Description or call Blue Cross
customer service to learn more about your preventive
benefits. These resources can also verify which services
count as preventive care.

Q: Why did I get a check in the mail from
SelectAccount? I thought I had Blue Cross coverage.

A: Your health plan coverage is with Blue Cross.
SelectAccount is the administrator of your HSA (and
FSA, if you have one). Select Account processes your
reimbursement claims and then either sends you a
check for the amount requested or deposits the money
into a checking or savings account. It's your choice.

Q: What happens to an HSA at the end of the year?

A: The funds in an HSA, regardless of the source of
contributions, always belong to you as the account
holder. Contributions remain in the account from year
to year until used.
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Section 1

Who can contribute to an HSA?

An individual, an employer, or both can make
contributions to an HSA. As an employee, you won't pay
tax on the contributions your employer makes to your
account. In addition, you won't pay tax on contributions
made through a company-sponsored cafeteria plan (if
offered by your employer). You can also make post-tax
contributions and itemize them as an above-the-line
deduction when you complete your tax return, even if
you don't itemize deductions. Note: HSA contributions
must be made in cash and are voluntary.

Current contribution information can be found on the
U.S. Department of Treasury website at treas.gov.

The maximum annual HSA contribution limits for an
eligible individual without catch-up contributions are:

2010 and 2011 limits
$3,050 for self-only HDHP
$6,150 for family HDHP

Section 2

Catch-up contributions

People 55 and older who are eligible to have an HSA

can contribute an additional $1,000 a year up to age

65 or when you go on Medicare. If you had HDHP
coverage for the full year, you can make the full catch-up
contribution regardless of when your 55th birthday falls
during the year. If you did not have HDHP coverage for
the full year but meet the “13-month testing period,” you
can still contribute the entire catch-up amount. For more
about the testing period, see Section 4, page 21.

A spouse in the same situation can also contribute an
additional $1,000 to his or her own HSA.

Section 3

Strategies to make your money work for you

¢ Because your HSA-qualified health plan is a high-
deductible health plan, chances are it has a lower
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monthly premium than a traditional health plan.
Consider contributing the premium savings to your
HSA. If done automatically through your employer’s
pretax payroll deduction plan, you'll save federal and
FICA taxes. By claiming the HSA contribution as part
of your 1040 tax filing, you'll save federal taxes on
post-tax contributions.

e If you can’'t make regular HSA contributions, deposit
some dollars in your HSA to set up your account.
Then contribute as you incur medical expenses to
take advantage of tax-free withdrawals to reimburse
yourself. Your HSA must be set up before expenses are
eligible to be reimbursed. The HSA is not considered
“setup” until some funds are deposited.

® Make the maximum contribution allowed and take
out only what you need for eligible expenses. This
reduces your taxable income and gives you the benefit
of tax-free health care expenses.

An effective strategy for quickly growing your HSA is

to pay for your health care expenses out of pocket while
letting your HSA funds accumulate tax free. This way
you save for retirement. Plus, because you likely have a
higher income today, you may be better able to afford to
pay expenses out of pocket. Save your medical expense
receipts so you can be reimbursed from your HSA later
or even after you retire. See an example of this strategy
in Chapter 4, Section 1.2 on page 31. Note: Before deciding
on your HSA contribution and investment strategy,
consult your tax advisor or accountant. Blue Cross and
Blue Shield of Minnesota and SelectAccount cannot
provide tax advice.

Section 3.1

Contributions through payroll deductions

The easiest way to contribute to your HSA is through
your employer’s pretax payroll deduction program.
However, you can make post-tax contributions any time.
You can either mail your contributions to SelectAccount
or authorize withdrawals from your bank account.
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Section 3.2

Rollovers contributions and transfers

Rollover contributions and transfers to an HSA are
permitted as long as the source of the funds is another
HSA or medical savings account (MSA). Funds that move
directly between the old account trustee and the new
account trustee are called trustee-to-trustee transfers. All
other movement of funds from an HSA or MSA account

is considered a rollover contribution. A rollover of HSA
funds must be completed within 60 days from the date of
receipt to avoid taxation. One rollover every 12 months is
permitted. If you make a rollover contribution, you must
certify to the trustee, in writing, that you are making a
rollover contribution. Once made, the certification is final.
Anunlimited number of trustee-to trustee transfers may
be arranged by you without the restrictions mentioned for
rollover contributions.

You may also be allowed a one-time rollover from a
medical FSA with grace period or an HRA, into an HSA, as
long your employer’s FSA or HRA plan document allows
it. These rollovers are only allowed through December
2011 in conjunction with the end of the FSA or HRA plan
year. The maximum rollover amount is the lesser of your
applicable FSA or HRA balance on September 21, 2006 or
your balance at the end of the plan year.

Since your HSA is owned only by you, you cannot roll over
or transfer money to your spouse’s HSA account unless
you die or a legal proceeding such as a divorce requires it.

The rollovers and transfers discussed in this section do not
count toward your maximum annual HSA contribution.

Section 3.3

Moving money from an individual retirement
account (IRA)

You can make a one-time, tax-free transfer from an
existing traditional IRA to your HSA. This rollover must be
transferred from trustee to trustee to receive the tax benefit.
The amount transferred counts toward and is limited to
your maximum annual HSA contribution amount. To
complete an HSA transfer, visit selectaccount.com and
download the form called the One-Time IRA to HSA Rollover
Request Form.
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Section 3.4

A smart IRA rollover strategy

If you have a traditional IRA (not a Roth, SEP or SIMPLE
IRA) and one year you do not have the means to maximize
your HSA contribution, consider rolling part of your IRA
into your HSA (up to the contribution maximum amount).
This one time strategy works well for people age 64 or
younger because it must be done prior to enrolling in
Medicare. In addition, you may have a lower annual
income (especially if you're an early retiree).

Dollars withdrawn from traditional IRAs are taxed. But
dollars withdrawn from an HSA are not taxed if used for
eligible medical expenses.

Section 3.5

Top reasons to contribute to your HSA

e Contributions can often be made through an employer
cafeteria plan on a pretax basis

e Contributions remain in your HSA from year to year
until they are used. Unlike an FSA, there is no “use-it-or-
lose-it” provision.

¢ Contributions can be made by an employer, an
employee or both in the same tax year

¢ Individual contributions are tax deductible; employer
contributions and employee contributions through a
cafeteria plan are excluded from taxable income

* Money accumulates tax free with interest paid on those
dollars that have not been invested

® Funds can be withdrawn tax free to pay for eligible
medical expenses. You can also make tax-free HSA
withdrawals to pay some insurance premiums. See
Chapter 3, Section 3.1 on page 27 for a partial list of
eligible medical expenses.

* Funds can be used for non-eligible expenses but taxes
and penalties apply

e The HSA belongs to you no matter where you work

e HSA funds are a great way to pay for medical expenses
after you retire


http://selectaccount.com

Section 3.6

Excess HSA contributions

Contributions that exceed the maximum limit for the
year or that are made by an ineligible individual are
considered excess HSA contributions. If you make an
excess contribution, it should not be deducted from

your income on the tax return. Contributions made by
employers (or pretax contributions through a cafeteria
plan) that exceed the allowable limit must be added back
to gross income by the employee on the individual’s tax
return. It is not the employer’s responsibility to add such
amounts retrospectively as income to the employee’s
W-2. However, an employee must make every reasonable
effort to notify his or her employer prospectively that
employer contributions will exceed the allowable limit

so the employer can make the necessary changes to the
contribution. An excise tax of six percent for each tax
year is imposed on the account holder for these excess
individual or employer contributions. If, however, the
excess contributions for a tax year and the net income
attributable to these excess contributions are taken out of
the account before the tax return deadline, the excise tax
does not apply. However, the net income attributable to
the excess contribution is included in the account holder’s
income for the tax year the withdrawal is made.

Section 4

Frequently Asked Questions

Q: For new HSAs, are maximum contributions
prorated on a monthly basis?

A: Annual HSA contributions for new HSAs are not
prorated on a monthly basis as long as you are HSA-
eligible on December 1 and maintain HDHP coverage
throughout the subsequent 13-month testing period.

The testing period begins on December 1 in the year the
qualified HDHP coverage is obtained and runs through
December 31 of the following year. The testing period is
also called the “13-month rule.” Enrolling in an HDHP and
establishing an HSA any time after January 1 triggers
the “testing period” if you contribute the maximum
amount to your HSA. If you do not satisfy the 13-month
rule, contribution limits are prorated and tax consequences
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apply. See Chapter 5, Section 1.2 on page 37 for examples
of pro-rated maximum contribution amounts.

Q: What if contributions exceed the annual limit?

A: Generally, you must pay a six percent excise tax on
contributions made to an HSA that are greater than the
annual limit. (See IRS Form 5329 to determine this tax.)
If excess contributions are made, you won't pay the
excise tax on that excess amount if you:

e Withdraw the excess contributions by the due date of
your tax return, and

e Withdraw any income earned on the withdrawn
contributions and include the earnings in “other
income” on your tax return for the year.

Q: What if contributions and/or withdrawals do not
occur according to regulations?

A: As the account holder, you must report contributions
and withdrawals to the IRS. You're responsible for
ensuring that HSA transactions are within the

allowed regulations. Excess HSA contributions may be
corrected by withdrawing the excess amount plus any
attributable net income before the due date of your

tax return thus avoiding a six percent excise tax. You're
allowed to correct mistaken HSA withdrawals when
there is clear and convincing evidence that amounts
were distributed from an HSA because of a mistake of
fact due to reasonable cause. You can correct the mistake
by repaying the withdrawal no later than April 15 following
the first year that you knew or should have known that
the withdrawal was a mistake. When a correction is
made, the mistaken withdrawal does not have to be
included in gross income or be subject to the additional
excise tax. The repayment does not count as an excess
contribution. If an error is made by SelectAccount in its
role as the administrator, SelectAccount is responsible
for taking corrective action.

Q: Is the maximum contribution level adjusted if I
move from family to single coverage, or vice versa?

A: Yes. You may contribute more if you move from single
to family coverage (the increase only applies to those full
months in which family coverage was in force). You may
have to decrease contributions if you move from family
to single coverage (the decrease will apply to any month
in which single coverage was in force for a portion of
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the month). You can change your contribution election at
any point, however you must ensure contributions do not
exceed allowable amounts. See Chapter 5, Section 1.2 on
page 37 for examples of prorated maximum contribution
amounts.

Q: Can employee pretax HSA contributions be changed
throughout the year?

A: Yes. Eligibility requirements and contribution limits for
HSAs are determined on a month-by-month basis, rather
than an annual basis. If you make HSA contributions
under a cafeteria plan, you can start or stop contributing or
increase or decrease the amount at any time, as long as the
change occurs after the change request is received.

Q: CanIroll over or transfer funds from an existing HSA
or MSA to an account with another custodian?

A: Yes. If you want to transfer an existing HSA or

Medical Savings Account (MSA) balance to SelectAccount,
SelectAccount will move the funds. If you want to roll
over an existing HSA or MSA with SelectAccount, the
assets in that account will be distributed to you. Under

a rollover, you must deposit the amount into the new
account with SelectAccount no later than the 60th day
after the withdrawal was received from the previous
custodian to avoid tax penalties.

0: If my HSA is set up midyear (after my FSA), can I
change my FSA contributions for the rest of that year?

A: Perhaps. You can only change your FSA election for
specific qualifying events, such as marriage, divorce, birth
of a child or adoption. Coverage under a spouse’s FSA

will disqualify your HSA, unless your spouse’s FSA limits
covered expenses to vision, dental and preventive services
during the health plan deductible period.

Q: Can I contribute to an HSA at the same time as an FSA
and/or HRA?

A: You can contribute to an HSA while covered by the
following types of medical FSAs and/or HRAs: limited
purpose FSA and/or HRA; suspended HRA; post-deductible
FSA and/or HRA; retirement HRA (See Chapter 8, Section 3
on pages 54 — 55 for term definitions). If the account holder
can be reimbursed, a medical FSA that pays for all eligible
expenses (a general purpose FSA) disqualifies you from
contributing to an HSA. If the general purpose medical
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FSA has a grace period, you cannot contribute to an HSA
during this time, unless the FSA has a $0 balance at the
end of the plan year.

Q: Can an individual and their spouse have family
HDHPs and HSAs?

A: Yes. If both an individual and spouse have family
HDHPs, the maximum annual HSA contribution for the
family is $6,150 in 2010 and 2011. This is true if there
is just one HSA or if each spouse has their own HSA.

A family cannot increase its annual contribution just
because there are two HDHPs and/or two HSAs. This
limit is split equally unless the individual and spouse
agree on a different division. An account holder, age 55
or older, can contribute an additional $1,000 catch-up
contribution to their own HSA account. For other tax
situations, consult your tax advisor.

Ahusband and wife cannot have a joint HSA. Each
spouse who wants to contribute to an HSA must open
a separate HSA. Dollars cannot be transferred between
the HSAs. However, one spouse may use withdrawals
from his or her HSA to pay or reimburse the eligible
medical expenses of the other spouse, without penalty.
However, both HSAs may not reimburse the same
expenses. Note: If a husband and wife each has an
individual HDHP, each can contribute up to $3,050 plus
a $1,000 catch-up contribution if they are age 55 or older.

Q:Is there a deadline for setting up and contributing to
an HSA?

A: Your HSA must be set up and contributions made

by your tax return due date for the year. For calendar
year taxpayers, the deadline for HSA contributions is
April 15 (unless that day is a Saturday, Sunday, or legal
holiday, then the next business day). This deadline
applies regardless of whether contributions are made by
you (individual/employee), your employer or both. This
deadline also applies regardless of whether you have an
extension with the IRS. If a contribution is made after
April 15, it applies to the following (current) tax year.



Chapter 3
Being reimbursed from your HSA

HSAs give you several reimbursement options, including
debit card, “crossover,” online and manual reimbursement
requests and direct deposit. This chapter examines your
HSA reimbursement options, introduces you to the
broad range of medical expenses for which you can be
reimbursed from your HSA and gives an example of how

you are reimbursed from your account.
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Section 1

Your HSA reimbursement options

Getting reimbursed for eligible health care expenses
from your HSA is easy. You can get your money faster
by enrolling in special features like the HSA debit card,
crossover (automatic claims reimbursement), online
withdrawal or direct deposit. Why send in paper claims
to get reimbursed when you can do it more quickly
online? All of these options are available online at
myBlueCross at members.bluecrossmn.com or

at selectaccount.com.

Section 1.1
Debit cards

You can use your debit card to pay your portion of eligible
medical, dental and vision expenses. Debit cards are an
attractive option with several advantages. They are easy
to use and there is no waiting to be reimbursed from

your HSA. The debit card automatically transfers funds
from your HSA to your health care provider. You avoid
paying cash up front and don't have to submit a claim
reimbursement form and wait to be reimbursed. There’s no
paperwork. Debit cards are included at no extra cost with
the BasicSaver and PremiumSaver HSA fee options.

When to use a debit card — A debit card lets you control
where and when to use your HSA dollars. You present
your debit card at the pharmacy. For medical claims
usually processed by Blue Cross (or another health plan)
simply write your debit card number on your doctor’s bill
and return it to the provider. You can also call your health
care provider with your debit card number.

Section 1.2

Crossover

Another automatic HSA reimbursement option is
crossover. It allows Blue Cross to send your medical claims
from the provider to SelectAccount for reimbursement.
Crossover saves time and money especially with the
pay-the-provider feature that streamlines the provider
payment process. Pay-the-provider is only available if
your employer offers it.
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Crossover with the pay-the-provider feature is similar

to a debit card in that providers are automatically paid
from the member’s HSA. Be mindful that the pay-the-

provider feature:

e works only with Blue Cross network providers
¢ does not work with paper claims
* isnot an option if you have a debit card

If you do not have pay-the-provider, you are responsible
for paying your health care provider for any amount
you owe.

When to use crossover — People who use their HSA
to pay for current medical expenses find crossover
convenient. It works for a wide range of eligible health
and medical expenses. And if you incur vision or
other claims that are not eligible for crossover, you
simply submit a withdrawal request online through
myBlueCross at members.bluecrossmn.com.

Remember, you cannot select both crossover and the HSA
debit card — you can choose only one of these options.
Note: If your dependents have other health coverage, you
should not sign up for crossover.

Section 1.3

Online and manual claims

If you do not select crossover (or if you have an HSA
debit card and choose not to use it), you can request a
withdrawal by submitting an HSA Withdrawal Request
to SelectAccount. You can submit this withdrawal
online or download a paper form at bluecrossmn.com

or selectaccount.com. SelectAccount will process the
request and reimburse you as long as there are sufficient
funds in your HSA. Payment can be deposited to your
checking or savings account, or by check to you, along
with an Explanation of Payment.
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Section 1.4

Direct deposit

Another time-saving feature of your HSA is the ability
to choose direct deposit. It gives SelectAccount the
authority to deposit reimbursements directly into your
checking or savings account. This saves you a trip to
the bank to deposit a paper check and, in most cases,
decreases the time it takes to be reimbursed from

your HSA.

Section 2

Note: If a reimbursement request is greater than the
account balance, the difference will pend for up to one
year and be reimbursed as funds become available. When
you submit a claim, you're responsible for verifying that
the expense is an eligible medical expense as determined
by Section 213(d). You should keep appropriate receipts
for all medical payments (provider name, date, reason,
and amount). However, you do not need to submit this
information with your withdrawal request.

How you are reimbursed from your HSA

Here’s an example of how you are reimbursed from your HSA with a debit card vs. crossover

Section 2.1

Section 2.2

How you are reimbursed with a debit card

How you are reimbursed when you have crossover

Step @ You cut your hand doing yard work and go to the doctor, who examines the
wound and applies a few stitches.

Step @ You cut your hand doing yard work and go to the doctor, who examines the
wound and applies a few stitches.

Step @ Your doctor submits the claim to Blue Cross.

Step @ Your doctor submits the claim to Blue Cross.

Step @ Blue Cross pays the portion of the claim that's covered by your health plan

Step @ Blue Cross pays the portion of the claim that's covered by your health plan.

Step @ You receive an Explanation of Health Care Benefits (EOB)
from Blue Cross stating what has been paid by Blue Cross and any amount
that you owe.

Step @ Blue Cross automatically sends SelectAccount your payment responsibility

information on this claim.

of service, simply write your debit card number on the bill
or call your health care provider’s business office with the
number.

Step @ If you have the HSA debit card and did not use it at the time Step @ SelectAccount will access your accounts and reimburse

you (to the extent that funds are available in your
account). If you have more than one account (for
example, an FSA and an HSA) the order in which

your accounts are accessed is determined by your plan.

Step @ You will receive your reimbursement check or direct deposit notification,

along with an Explanation of Payment that details your HSA activity.

NOTE: If the claim cannot be paid in full from your HSA, the claim will pend for up to 12 months, and you will be reimbursed as additional
contributions are made to your account. In the meantime, you will still need to pay your provider.

Remember, you are responsible for keeping all documents and receipts of all eligible medical expenses whether paid through a debit card, crossover or manual claim.

You need this documentation if you are audited by the IRS.
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i dependents for the diagnosis, treatment and prevention
ection 3 P 8 p
of disease or for the amounts you pay for transportation
Medical expenses that can be reimbursed by to and from medical care.
your HSA
In general, deductions allowed for medical expenses on
Your HSA can reimburse you for a broad range of health your federal income tax according to Internal Revenue
and medical-related expenses. Below is a partial list Code Section 213(d) may be reimbursed through your
of eligible medical expenses. For a more detailed HSA. You cannot deduct medical expenses on your
listing of eligible, potentially eligible and ineligible federal income tax that have been reimbursed through
medical expenses, sign in to myBlueCross at your HSA. It is possible that changes in the IRS rules can
members.bluecrossmn.com. Under the Home tab, click affect the eligible, potentially eligible, and/or ineligible
on HSA, followed by “learn more about HSAs” and then expense categories.
“see eligible expenses.” If you have eligibility questions, e
. HSA-eligible medical expenses include the following ~
please contact SelectAccount customer service at ‘ . =
(651) 662-5065 or toll free at 1-800-859-2144. health insurance premiums: &
e COBRA
Ith hil 2
. ® Health insurance premiums while receivin
Section 3.1 g | & 2
unemployment compensation under state or F_B"
Partial list of eligible medical expenses federal law ~
e Asthma treatments/nebulizer ® Medicare insurance (except Medicare supplement 9
, ) ) plans after you reach age 65) 3
e Chiropractic treatments (for example, adjustments) ]
i o * Employer-sponsored retiree medical plans after you w
e Coinsurance amounts (health, vision, dental)
reach age 65 A
°C ts (health, vision, dental 5
opayments (health, vision, dental) e Qualified long-term care insurance ﬁ
e Deductibles (health, vision, dental) E
* Dental procedures, non-cosmetic (for example, X-rays, .
o . . Section 3.2 o
fillings, extractions, crowns, implants) >
eS|
. —+
* Eyeglasses — prescription sunglasses, safety glasses Capital expenses K
Ui
e Hearing tests, aids and batteries A capital expense is an improvement and/or special
. equipment added to a home or other capital expenditure &
* Long-term care premiums that may be eligible if the primary purpose is medical %
e Patient responsibilities under the medical, dental or care. An example might be constructing a ramp that o
vision plan Solely because of the plan’s deductible, copay allows for wheelchair access to a home. Remember to
(coinsurance), reasonable and customary charge limit or keep all receipts and documentation for eligible medical 0
benefit limit expenses with your tax records. §
D
~
e Prescription drugs (drugs ordered from other countries ~
are not covered)
&
Medical expenses that can be reimbursed from your HSA i
S
include services and supplies incurred by you or your &
co
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Section 4

Frequently Asked Questions
Q: What expenses can be paid from an HSA?

A: Payments for eligible medical expenses incurred by
you or your dependents can be made tax free. Other
payments result in income tax and excise tax penalties.
An eligible medical expense is an expense for medical
care as defined by Section 213(d). The expenses must
primarily be to alleviate or prevent a physical or mental
defect or illness. Many expenses for medical care will
fall under Section 213(d). For a detailed listing of eligible,
potentially eligible and ineligible medical expenses,

sign in to myBlueCross at members.bluecrossmn.com.
Under the Home tab, click on HSA, followed by “learn
more about HSAs” and then “see eligible expenses.” (See
IRS Publication 502, Medical and Dental Expenses, for a
detailed explanation.)

Q: What premiums can be paid from an HSA?
A: Qualified premiums include:
® COBRA health insurance

¢ Insurance premiums after you reach age 65,
including Medicare Parts A, B, C and D but not
Medicare supplement plans

® Qualified long-term care insurance

¢ Health insurance premiums while receiving
unemployment compensation under state or federal law

* Premiums for employer-sponsored retiree medical
plans for account holders 65 or older

Refer to myBlueCross online member center for a more
complete list of eligible medical expenses.

Q: Are claims incurred prior to setting up my HSA
eligible to be reimbursed?

A: No. Only claims incurred on or after the date that
your HSA was established are eligible regardless of the
effective date of the HDHP. Your account is considered
established when funded.
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Q: If T have both an HSA and a FSA, which account pays
first?

A: SelectAccount will always attempt to pay your
expenses from the FSA first as this is a “use it or lose it”
type of account. However, medical expenses can't be paid
from the FSA during the HDHP deductible so the FSA will
be bypassed in this circumstance. To make your FSA work
with HSA requirements, your employer should provide a
special FSA plan for you instead of a general purpose FSA.
Alimited purpose FSA is a special FSA that can’t be used
for medical expenses but can be used for vision and dental
expenses. A post-deductible FSA can pay vision and dental
expenses immediately and can also pay medical expenses
once the deductible has been satisfied. If the FSA is limited
to vision and dental, the FSA can pay for these claims

first. However, keep in mind they're also eligible expenses
under the HSA.

Q: Regarding the new federal law that changes the rules
for over-the-counter drugs: What over-the-counter drugs
are HSA eligible as of January 1, 2011?

A: Effective for tax years beginning on or after January 1,
2011, over-the-counter (OTC) medicines or drugs except
insulin (for example, aspirin, cold remedies, or allergy
medicines) are not eligible for reimbursement under

an HSA (or medical FSA) unless the medicine or drug

is “prescribed” (regardless of whether a prescription is
required to obtain the item). Other OTC medical items
other than medicines or drugs (for example, bandages
or contact lens solution) continue to be eligible. Debit
cards will no longer work for OTC drugs and medicines
but will continue to work for other OTC goods and
services. HSA participants need to make sure they
maintain documentation including a prescription for
their own records should they be audited by the IRS.
Note: This limitation is effective for claims incurred on or
after January 1, 2011.
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Section 1

Using your HSA to save for retirement

According to Fidelity Investments, a 65-year-old couple
retiring in 2010 will need more than $250,000 to

cover their medical expenses in retirement even with
Medicare coverage. If ever there was a strong reason to
save for future medical expenses, this is it.

One of the biggest reasons more people don't retire
before age 65 is lack of health insurance. The truth is
many Americans reach age 65 woefully unprepared for
the medical expenses they’ll face after they retire. One
of the most important long-term reasons for having

an HSA is to save money for medical expenses during
retirement.

An HSA is one of the best ways to save money for
medical expenses during retirement. Only HSAs allow
you to make withdrawals tax free to pay for eligible
medical expenses. You can make withdrawals before
and after age 65.

Section 1.1

Strategies to maximize your HSA

If your goal is to maximize your HSA to save for your
retirement, here are three key strategies to consider:

Strategy 1: Make the maximum allowed contributions
to your HSA at the beginning of each year. Even though
you have until April 15 of the following year to make
HSA deposits, you can take advantage of the tax-free

growth in your account by funding it as soon as possible.

The extra interest you earn by contributing to your
account on January 1 of each year rather than the next
April 15 could be significant over 20 years or more.

Strategy 2: Delay withdrawing money from your HSA
as long as possible so it grows. You have the option of
paying for your medical expenses out of pocket and
leaving your money in the HSA so it grows tax free.
Remember, you can withdraw money from your HSA
tax free at any time to pay for eligible medical expenses.
Aslong as you save your receipts, you can withdraw
money from your account tax free at any future time to
reimburse yourself for expenses you incur today:.
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Strategy 3: If you are willing to accept the risks inherent
with investment, you may want to place your HSA
funds in mutual funds or other investments that offer
significant growth potential. See Chapter 7 on page 43
for more about investing your HSA.

Section 1.2

A smart way to save for retirement (Example)

A 45-year old couple deposits $5,450 a year in their

HSA for 20 years. They incur $2,000 a year in eligible
medical expenses. They get a six percent return on their
investments. If they withdraw the $2,000 from their
HSA each year, they’ll have a net HSA contribution of
$3,450 per year. In 20 years they will have $134,525 in
their HSA as they begin their retirement.

An even smarter way to save for retirement

If the same couple delays withdrawing that $2,000 each
year, they will have $212,510 in their HSA at age 65.
They can then reimburse themselves tax free from their
HSA for the $40,000 in medical expenses incurred in the
previous 20 years and still have $172,510 in their HSA.
That'’s $37,985 more than if they had withdrawn the
money each year as expenses incurred.

Section 1.3

More strategies to grow your HSA

Your HSA makes saving for future health care needs,
including retirement, easier than ever. Here are a few
ways you can save for the future with an HSA:

¢ Take advantage of lower premiums — Because your
HSA health plan premiums are likely lower than a
traditional health plan, you may find yourself with
extra money. Instead of spending that money set it aside
each month and contribute it to your HSA. You never
know when you'll need it.

¢ Contribute to your HSA — By contributing even $100
a month to your HSA you can quickly build a nest egg
for health care needs that will help bridge the gap
between the contributions your employer may make
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to your account and your deductible level. Plus, you
enjoy triple tax advantages — HSA contributions can
be pretax (and you reduce your taxable income), you
earn tax-free interest on the money in your HSA and
HSA withdrawals for eligible expenses are tax free.

¢ Take advantage of your HSA rollover feature — Money
remaining in your HSA at the end of one year rolls
over to the next year. Add this to your regular account
contributions and you'll have a tidy sum before you
know it. Keep in mind, in order to save money, you
have to make wise decisions about how you spend
your HSA dollars.

¢ Invest your HSA dollars — Your HSA has a built-in
investment account that you can activate when
your Base Balance exceeds $1,000. Although there is an
inherent risk with investing it can be an effective way
to grow your money over the long term.

Section 1.4

It’s never too late to grow your HSA

Just because you are nearing retirement doesn’'t mean
there isn’t time to take advantage of an HSA. Consider
the following: If you plan to retire in four years and start
contributing $100 a month from your paycheck (pretax),
in four years you'll have $4,800 plus earned interest in
your HSA. By contributing the maximum amount each
year ($3,050 for 2011) plus the over-age-55-allowed-extra
contribution of $1,000, you'll have over $16,200 in your
HSA in only four years.
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Section 2

Your HSA and Medicare

When you enroll in Medicare, you can use your HSA

to pay Medicare premiums, deductibles, copays and
coinsurance under any part of Medicare. If you have
retiree health benefits through your former employer,
and you are age 65 or older, you can also use your HSA
to pay for your share of retiree medical insurance
premiums. Note: you cannot use your HSA funds to pay
premiums for a Medicare supplement or “Medigap” plan.

While Medicare will pay for many health expenses
during retirement there are many expenses that
Medicare does not cover. Nursing home expenses,
unconventional treatments for terminal illness and
proactive health screenings are expenses that will not
be paid by Medicare but can be paid from your HSA.

Long-term care is assistance with daily living activities
such as dressing, bathing and feeding. Long-term care
can be paid with HSA funds up to a maximum annual
amount.

If you have an HSA at the time you enroll in Medicare,
there are a few things you should know:

® You can no longer contribute to your HSA once you're
enrolled in Medicare

e If you plan to enroll in Medicare coverage part way
into the year, your HSA contributions will be prorated
based on the number of months you were covered
by an HDHP. For instance, if you enroll in Medicare
in April, you can contribute only one-fourth of the
annual maximum to your HSA.

® You can continue to spend or invest the money in
your HSA

e If your spouse is not enrolled in Medicare and has
an HSA, he/she can contribute up to the annual
family maximum for the year between all accounts.
However, you must maintain family coverage under a
qualified HDHP.



Section 3

Frequently Asked Questions

Q: My wife and I turn 65 this year and will sign up for
Medicare. Can we still use the money in our HSA?

A: Yes. Although you can’t contribute to an HSA after
you enroll in Medicare, you can keep the account and use
your HSA funds tax free for eligible medical expenses
after age 65. You can use HSA dollars for a broad range

of medical expenses, including premiums for Medicare
Parts A, B and D (prescription drugs), and to pay Medicare
Advantage plan premiums. You may also pay qualified
long-term care premiums. However, you can't use

HSA money tax free to pay Medicare Supplement or
“Medigap” premiums. Remember, you will owe taxes on
any withdrawals for non-eligible medical expenses.

Q:Iam turning 65 in April and will enroll in Medicare
at that time. How much can I contribute to my HSA for
the year?

A: Once you (as the account holder) are enrolled in
Medicare you must pro-rate the contributions for the
year that coverage begins. Medicare coverage will begin
on the first of the month in which you turn 65. In this
case you would take the allowed contribution for the
year (including any catch-up contribution) and divide
by 12. Since you are eligible to contribute from January
to March, multiply the monthly amount by three to get
your maximum allowed contribution amount.

Q: Must this contribution be made prior to my 65th
birthday?

A: No. Contributions can be made until your tax filing
deadline, typically April 15.

Q:I am married, covered by a family HDHP with

an HSA. My spouse is enrolled in Medicare but also
covered under the family HDHP. Can I still contribute to
the HSA?

A: Yes. Being eligible to contribute to the HSA is
determined by the status of the HSA account holder,
not the dependents of the account holder. Your spouse
on Medicare does not disqualify you from making
contributions to your HSA, even though your spouse is
covered by your HDHP.
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Q:Iam enrolled in Medicare and have money
remaining in my HSA. What happens to these funds?

A: HSA funds can continue to be spent on a tax-free
basis for eligible medical expenses for you and your tax
dependents. If you, as the account holder, are over age
65 and the money is withdrawn for other than medical
expenses, it is subject to income tax, but no other
penalties apply.
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Sometimes our lives take an unexpected turn. When
that happens, you can take comfort knowing that your
HSA was designed with your security and best interests
in mind. That’s true whether you encounter a job change
or termination, a divorce or your family status changes.

Section 1

Changing jobs

Acquiring or maintaining health insurance coverage
can be a major concern when changing or losing a job.
That'’s a good reason to contribute to your HSA now. Here
are a few other things to know when your employment
situation changes.

¢ If you find yourself no longer covered by an HDHP,
you can continue to use your HSA funds to pay for
eligible medical expenses. However, you can no longer
make HSA contributions for any month during which
you were not covered under an HDHP.

¢ If you need to use your HSA for non-eligible expenses,
you will need to add those dollars to your gross income
for tax purposes.

¢ If you are receiving unemployment benefits, your
health insurance premiums are eligible medical
expenses. (Refer to the online list of eligible medical
expenses in Chapter 3, Section 3.1. on page 27)

¢ If you keep the HDHP (for example, if you continue
medical coverage through your former employer
through COBRA), you can still make contributions to
your HSA. Note: If you choose COBRA coverage, you can
remain in the employer group at SelectAccount while
under that employer’s plan.

¢ If you change jobs and have access to health coverage
through your new employer, check to see if you can
enroll in an HDHP that is HSA-qualified. If you do
not have an HSA option or you enroll in another plan
option, you will not be able to contribute to your HSA.
However, you can still use your HSA to be reimbursed
for eligible medical expenses.
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¢ If you have your HSA with SelectAccount and are no
longer with the employer that offered the HSA plan,
SelectAccount will transfer your HSA to an individual
HSA. Call SelectAccount to initiate this transfer.
Note: You can then choose which SelectAccount HSA
product you prefer and whether you want an HSA
debit card. SelectAccount offers three HSA options with
different interest rates and fees.

o If your new employer offers an HSA-qualified plan
and contributes employer dollars to the HSA, you may
want to move your HSA to the administrator they use.

Section 1.1

Pro-rated contributions

If, for whatever reason, you are enrolled in an HSA-
qualified HDHP for a partial year, the maximum HSA
contribution for that year must be in proportion to the
number of months you were covered by the HDHP. (See
examples below.)

Section 1.2

Calculating pro-rated maximum contributions

® Bobis younger than age 55. He was covered by an
individual HDHP for six months before losing his
coverage. What’s the maximum amount he can
contribute to his HSA that year? In 2010 and 2011
the maximum contribution for individual coverage
is $3,050. Because Bob was covered by a HDHP for six
months (half) of the year, he can contribute half of
the maximum amount allowed of $1,525. ($3,050 ~ 12
months x 6 months = $1,525.)

® Lynn, age 58, was covered by a family HDHP for five
full months of the calendar year. In 2010 and 2011 the
maximum contribution for family coverage is $6,150,
plus an annual catch up contribution of $1,000 for
each spouse over age 55. Because Lynn was covered
for five months, she can contribute 5/12 of $7,150 or
$2,979.17. ($7,150 + 12 months x 5 months = $2,979.17)
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Section 2

Transferring an HSA in a divorce

Transferring of all or part of your HSA to a spouse or
former spouse in a divorce as required by a divorce
decree is not a taxable transfer. A former spouse may
avoid paying taxes on the account if it is maintained as a
qualified HSA.

Section 3

Tax treatment of an HSA after death of
an account holder

The tax treatment of an HSA after the death of the
account holder depends on who is named as beneficiary of
the HSA.If the deceased account holder’s beneficiary is a
spouse, the HSA is treated as the surviving spouse’s HSA.
Withdrawals to the surviving spouse for eligible expenses
are tax free. If a non-spouse beneficiary is named, the
HSA ceases to be an HSA as of the date of death. In this
case, the value of the HSA is taxable to the beneficiary or
to the estate of the account holder if a beneficiary is not
named. The non-spouse beneficiary includes the balance
of the HSA in his or her income for the year of the account
holder’s death. Note: This rule also applies if the account
holder names the estate or fails to name a beneficiary.

Section 4

Frequently Asked Questions

Q: If my spouse has a family HDHP with an HSA, and
Ilose coverage under my individual HDHP, can I still
contribute to my HSA?

A: Yes, if your spouse has a family HDHP, you can
continue to make contributions to your own HSA.

Q: CanIroll my HSA into my spouse’s HSA?

A: No. If your spouse has a family HDHP, you cannot roll
your HSA into his or her HSA.
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Q: What if I am no longer covered by an HDHP or I
terminate group coverage through my employer?

A: If you change health plans to a non-HDHP, you may still
continue to use your HSA for eligible medical expenses, but
you cannot make contributions for any month you were
not covered by an HDHP. Your maximum allowed HSA
contribution will then be pro-rated based on the number of
months you were covered by an HDHP.

Q: What if I need to use my HSA for non-eligible expenses?

A: If you use your HSA for expenses that are not eligible
medical expenses, you must report the amount of the
withdrawal as gross income for tax purposes. You will
incur an additional ten percent penalty tax (20 percent
effective January 1, 2011) for those HSA funds withdrawn.

Q: Ichanged jobs and have an HRA from my former
employer that has a spend-down feature. What is that
and how does it affect my new HSA?

A: The spend-down feature lets you continue to use the
money in the HRA from your previous employer, but your
employer cannot make new contributions to the HRA. You
cannot open or contribute to your new HSA until the HRA
dollars are spent and the current plan year for the HRA is
over. You can enroll in the new HDHP, but not set up the
HSA until that time.

Q: What happens to an HSA if the account holder dies?

A: As an account holder, you may designate a beneficiary
when you open your HSA. You may change your
beneficiary in writing at any time.

e If a spouseis the designated beneficiary of an HSA, the
account is treated as the spouse’s HSA after the death.

e Ifthe spouse is not the designated beneficiary of the HSA
on the date of death: 1) the account stops being an HSA,
and 2) the fair market value of the HSA becomes taxable
to the beneficiary.

e Ifthere is no beneficiary, the fair market value of the
HSA will be included in the account holder’s final estate
tax return.
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When being reimbursed from your HSA for eligible
medical expenses, you do not pay tax on the
withdrawal. You must pay income taxes plus an
additional tax of 20 percent (as of January 1, 2011)

on any HSA amount used for non-eligible medical
expenses, unless you're disabled, age 65 or older or die
during the year. If you become disabled or reach age

65, withdrawals can be made for non-medical reasons
without penalty, but amounts must be reported as
taxable income. If withdrawals for the year are less than
or equal to the eligible medical expenses that were paid,
there are no tax requirements on those withdrawals.

Section 1

Reporting HSA income on your tax return

You will receive the following IRS forms from
SelectAccount:

e Form 1099-SA mailed from SelectAccount reports
any withdrawals made in a tax year by January 31
each year.

e Form 5498-SA mailed from SelectAccount by May 31
each year reports contributions made for a specific
tax year.

You are responsible for keeping records to support
withdrawals and to complete Form 8889 and attach it to
Form 1040.

In addition to the required government forms (Form
5498-SA and Form 1099-SA), there are several reports
SelectAccount provides to assist you with your tax
obligations:

e Verification Form — You'll receive a confirmation
packet when SelectAccount processes your HSA
application. It provides information on how to receive
reimbursements and make deposits.

* Annual Statement — You'll receive a statement
following the end of the calendar year verifying
the contributions received, withdrawals made and
account balance. You can view the status of your
account anytime at myBlueCross at
members.bluecrossmn.com.
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e Explanation of Payment — You'll get a statement with
each withdrawal request, detailing the results of
that withdrawal. Balance information is also on this
statement.

Health savings accounts offer deductions on federal
income tax for any deposits made to the account. Most
states also offer the same deductions on state income
taxes. However, since HSAs were set up as a federal
program, the individual states can choose to comply
with the federal guidelines concerning tax treatment
of HSAs, or establish their own rules. At the time this
guide was prepared, the states of Alabama, California,
New Jersey, and Wisconsin did not allow an HSA tax
credit for state income taxes. Be sure to check with your
tax advisor to determine your state’s current status and
guidance in preparing your tax returns.

Section 2

IRS reporting requirements

¢ The IRS states that HSA contributions and
withdrawals are reportable transactions. Tax
deductions are generally available either to the eligible
individual and/or the employer. Withdrawals from
HSAs for eligible medical expenses will avoid income
tax consequences to the HSA holder. That’s why the
IRS requires these withdrawals to be reported. To
make reporting withdrawals easier, the IRS offers
forms to be used by the parties involved.

* Regardless of whether HSA contributions are made
by you or your employer, the contributions must be
reported on your tax return. Contributions to and
withdrawals from HSAs are reported by the account
holder on Form 8889.

¢ The employer is required to report employer HSA
contributions to the IRS on the tax return that is
filed by the employer. Employer HSA contributions,
including employee pretax contributions through a
cafeteria plan, are also reported on the W-2 (Box 12,
code W) for each employee.

HSA information in this guide is not intended as legal
or tax advice. HSAs are authorized by federal legislation.
State and/or federal laws could be passed in the future
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that affect the tax benefits of an HSA. Tax benefits may
also be affected by failure to comply with eligibility and
withdrawal requirements. Refer specific questions about
federal and state tax ramifications, as they relate to a
particular circumstance, to your tax advisor each year.

Section 3

How individual HSA contributions are treated
on your tax return

Contributions made by an eligible individual to an HSA
are deductible in computing your federal adjusted gross
income. The contributions are deductible whether or
not you itemize deductions. A self-employed person’s
HSA contributions are subject to SECA taxes (the Social
Security taxes applicable to the self-employed).

Contributions made by an employer or employee
through a cafeteria plan are excluded from federal
gross income, are not subject to withholding for federal
income tax and are not subject to other employment
taxes (for example, Social Security tax). Even though
not taxable to the employee, employers are required
to report the amount of the HSA contribution on the
employee’s W-2. An employee who elects to make HSA
contributions under a cafeteria plan may start or stop
the election or increase or decrease the amount at any
time as long as the change is effective prospectively
(that is, after the request for the change is received).
Additional rules regarding tax treatment of your HSA
dollars include:

¢ Taxtreatment of earnings on amounts in an HSA -
Earnings on amounts contributed to an HSA are
generally not taxable to the HSA holder.

e Withdrawals from an HSA — There is no restriction on
when and how often you may request withdrawals
from the HSA. When you or your dependents incur an
eligible medical expense, a withdrawal from the HSA
may be made to reimburse you for the expense.

* Non-eligible withdrawals — Withdrawals that are not
for eligible medical expenses are always included in
your gross income. In addition, such withdrawals are
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generally subject to an additional 20 percent penalty
(as of January 1, 2011), unless the withdrawal is made
after death, disability or reaching age 65.

HSA legislation and tax advantages are based on federal
law. Almost all states with a state income tax follow
the federal tax treatment. At the time this guide was
prepared, only Alabama, California, New Jersey, and
Wisconsin were believed to include HSA contributions
in gross income for state income taxes. Blue Cross and
SelectAccount do not provide tax advice. You should rely
on your own tax professional for more information on
your state’s tax requirements and your tax preparation.

Section 4

Frequently Asked Questions

Q: Can withdrawn excess contributions be claimed as a
deduction on Form 1040?

A: No. When withdrawing excess contributions, you
must inform SelectAccount that the withdrawal is

for that purpose. SelectAccount will compute the
earnings on the excess contributions for you. The total
withdrawal will include the earnings portion.

If contributions are made with pretax dollars, then
both the withdrawal and earnings are included in
your taxable income. The withdrawal for excess
contributions and the earnings will be reported to

the account holder on IRS Form 1099-SA.
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You can invest a portion of your HSA in a variety

of investment options. To take advantage of these
investment opportunities, you need to select one of the
investment account options within your HSA as your
balance grows. If you don't want to assume the risk of
loss that comes with investing in the market, you can
choose to leave your entire HSA balance (your base
balance) at SelectAccount where it may earn interest at
rate(s) established by SelectAccount.

Section 1

Investment strategies and options

HSA investment options are through an arrangement
between SelectAccount (your HSA administrator)

and the Charles Schwab Trust Company (the sub-
custodian for the investment accounts). As one of the
most recognized names in the investment industry, the
Schwab platform gives you access to mutual funds from
various fund families, as well as planning tools to help
you manage and analyze your investments.

Section 1.1

When your HSA Base Balance reaches $1,000

When your HSA Base Balance reaches $1,000, you can
activate your self-directed Basic Investment Account
with the Charles Schwab Trust Company as the
investment custodian. This account, as part of the HSA,
gives you access to a variety of mutual funds from the
Schwab’s Mutual Fund OneSource Service. The mutual
funds available under this option are selected by
Devenir LLC, a registered investment advisor. There is an
additional monthly fee for an investment account.

You can open a Basic Investment Account on
myBlueCross at members.bluecrossmn.com. Generally,
you will be able to access your investment account
online within two to three business days after you
open it. You can then obtain mutual fund prospectuses,
select the mutual funds in which you wish to invest,
determine how much to invest and allocate future
contributions.
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Section 1.2

When your Basic Investment Account balance
exceeds $10,000

When your Basic Investment Account balance exceeds
$10,000, you can activate a Self-Directed Brokerage
Investment Account with Charles Schwab. This account,
also a part of your HSA, gives you access to more than
2,500 mutual funds from a variety of fund families, as
well as stocks, bonds and other investments. There is a
monthly fee for a brokerage investment account.

Section 1.3

Investment accounts are self-directed and
self-managed

Investment accounts are self-directed and self-managed.
This means you decide whether and when to invest,
select the mutual funds or other investments (available
through the Brokerage Investment Account option)

in which you want to invest, and decide how much

to invest. If you need help with this process, you have
access to online resources and tools through the Schwab
site accessible from your HSA account summary page in
myBlueCross at members.bluecrossmn.com.

The website also provides access to Schwab 401(k)
Tools, a group of research and planning tools. If you
do not have access to the Internet, you can activate
and access your HSA investment account by calling
1-800-506-4305.
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Section 1.4

Investment account options based on balance

minimum

$1,000+

$0-$1,000

$1,000 - $10,000+

$10,000 +

ad

Base Investment
Account

Self-Directed

Brokerage Account
)

Investment plan options

Base Savings Account

A minimum of $1,000 required
in Base Savings Account

Monthly fees based on account type

Account type

Your available funds

Monthly account
service fees*

Base Balance

Funds in the Base Balance earn
interest at rates set by SelectAccount. Account

holder may leave all funds in the base account.

Annual fees vary

Basic Investment Account

When your Base Balance exceeds $1,000, you
have the option to invest the amount over this
threshold in a variety of pre-selected mutual
funds.

An additional $1.50 per month; this fee is paid
out of the Basic Investment Account

Self-Directed Brokerage
Investment Account

When your Basic Investment Account exceeds
$10,000, you have the option to invest the
amount over this threshold in a wider range
of mutual funds as well as stocks, bonds and
other investments.

An additional $1.50 per month standard
transaction fees are paid out of the
Self-Directed Brokerage Investment Account.
An additional $100 annual fee applies if you
have the HSA Thrift Saver account.

*These fees are in addition to any HSA account administrative fees that SelectAccount may charge.
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Section 1.5
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Investment asset class descriptions

Investment asset class

Description

Large Cap Value

Companies having a market capitalization of between $10 billion and $200
billion and companies that are considered cheap relative to other stocks by
valuation measurements, such as price-to-earnings and price-to-book value ratios.

Large Cap Income

Companies having a market capitalization of between $10 billion and $200
billion that pay dividends and provide a steady stream of income. This typically
includes well-established companies such as utilities and financial services firms.

Large Cap Growth and Income

Companies that have a market capitalization of between $10 billion and $200
billion whose sales and profits are expected to grow; that pay dividends and
provide a steady stream of income. This typically includes well-established
companies such as utilities and financial services firms.

Large Cap Growth

Companies having a market capitalization of between $10 billion and $200
billion, or whose sales and profits are expected to grow.

Mid Cap

Companies with a market capitalization of between $2 billion and $10 billion or
whose sales and profits are expected to grow.

Small Cap

Companies with a market capitalization of between $300 million and $2
billion. Small cap funds invest in companies primarily in the securities of
small and medium-sized companies. The risks associated with investments

in small companies include less experienced management, limited product
lines and financial resources, shorter operating histories, less publicly available
information, reduced liquidity and increased price volatility.

International

These types of funds invest in companies and debt instruments throughout
the world. Investing in these securities involves considerations and potential
risks not typically associated with investments in domestic corporations and
obligations issued by the U.S. government. These risks include risks associated
with changes in currency values, economic, political and social unrest, the
regulatory environment of the countries where the fund invests, as well as
difficulties in receiving current and accurate information.

Index Fund

An index fund mirrors the holdings of a broad based market index such as the
S&P 500. The goal of an index fund is to match the returns of the index.

Fixed Income

Fixed income funds generally invest in bonds and other debt instruments

which pay a steady stream of income.

Lifestyle Funds Lifestyle Funds are funds whose asset mix is determined according to the level
of risk and return that is appropriate for an investor’s current life situation.
Lifestyle funds may be conservative, moderate or aggressive.

Money Market Money market funds invest in debt instruments with maturities of one year or

less and are considered very liquid.
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Section 2

Investment account fees and reporting
requirements

When you choose to invest your HSA dollars, you
will pay fees on your HSA base balance, your Basic
Investment Account and your Self-Directed Brokerage

Investment Account. Here are some details on these fees:

¢ You'll pay a monthly investment account service fee
of $1.50 to SelectAccount. This fee is deducted monthly
from your Basic Investment Account and is only
deducted when the Basic Investment Account has a
balance.

e In addition to the $1.50 per month brokerage fee,
Charles Schwab charges a $100 annual fee for people
who have the HSA Thrift Saver with a Self-Directed
Brokerage Investment Account, which can be opened
once your Basic Investment Account balance exceeds
$10,000. The $100 fee is billed annually and deducted

from your Self-Directed Brokerage Investment Account.

This $100 fee does not apply to the SelectAccount Basic
Saver or Premium Saver HSA.

e Schwab’s standard brokerage commission schedule
applies to transactions in the Self-Directed Brokerage
Investment Account. Applicable commissions and
execution fees will also be deducted from your
Self-Directed Brokerage Investment Account balance.
Account holders with a Self-Directed Brokerage
Investment Account will pay standard transaction
fees for trades they make through their Self-Directed
Brokerage Investment Account. In addition, short-term
redemption fees may apply for fund units that are sold
within the timeframe listed in the fund’s prospectus. Refer
to a fund’s prospectus to learn if redemption fees apply.

Section 2.1

Mutual fund fees and charges

In addition to the monthly investment account
service fees for the HSA investment options, read
the fund’s prospectus carefully before investing.

It contains complete information about the fund,
including management fees, charges and expenses.
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To get prospectuses in the account summary area in
myBlueCross, select the fund prospectus under “Schwab
401(k)Tools” by clicking on the mutual fund name.

You can also call the toll-free number on the next page
for each fund. Mutual funds purchased from Charles
Schwab & Co. Inc. through the Basic Investment Account
options available under your HSA will be purchased
without an initial sales charge. Some mutual funds
may impose redemption fees of up to two percent of
the redemption proceeds to discourage short-term
trading. If a redemption fee is charged, it is paid to the
fund and is intended to offset portfolio transaction
costs, market impact and other costs associated with
short-term trading.

The mutual funds available through Schwab’s Mutual
Fund OneSource Service may charge 12b-1 fees as
disclosed in the fund’s prospectus. A 12b-1 fee is a fee
that a mutual fund company pays to others out of
fund assets to cover administrative services, including
recordkeeping and shareholder services, and to
compensate persons who distribute the fund’s shares.
Charles Schwab & Co. Inc. receives payments from the
mutual fund companies participating in Schwab'’s
Mutual Fund OneSource Service for recordkeeping and
shareholder services and other administrative services.
Schwab also may receive payments from transaction
fee fund companies for certain administrative services.
Schwab may make certain plan expense payments

to the record keeper for the investment accounts for
administrative and recordkeeping services it provides.
In addition, these plan expense payments may also be
used to offset investment account expenses for custodial
and investment advisory services. Without these

plan expense payments from Schwab, the monthly
investment account service fees described above could
be higher. Devenir, as investment advisor to the HSA,
may consider the availability of these plan expense
payments when it selects mutual funds for the Basic
Investment Account. None of the monthly investment
account service fees, plan expense payments or the
investment account transfer fee, if applicable, is paid to
SelectAccount.



Information provided by Devenir, LLC.

Devenir Investment Advisors LLC is a registered
investment advisor that was chosen by SelectAccount
to research and select the HSA mutual fund investment
options. Devenir's investment selection methodology
screens the plan’s mutual fund options on a number

of criteria, which includes, but is not limited to, total
fund performance, category ranking by Morningstar
and track record. Devenir will periodically review and
may recommend changes in the group of mutual funds
available in the Basic Investment Account if a particular
fund no longer meets Devenir’s investment selection
criteria. You will not be given separate notice of these
changes; however, if you access your Basic Investment
Account on myBlueCross at members.bluecrossmn.com,
you can find a list of the current group of mutual funds
and find access to the fund prospectuses. Any change

in the group of mutual funds will not affect amounts
you have previously invested, and you may continue to
invest in funds that are no longer part of the group.

The HSA investment account mutual fund selections
represent a variety of asset classes. This allows you

to choose how you want to allocate your assets.
Historically, no one asset class outperforms any other.
By diversifying your investments among various asset
classes you have the potential for minimizing risk and
maximizing returns in your account, but there is no
guarantee. Diversification and asset allocation do not
protect your account from market fluctuations and do
not guarantee a gain or protect against a loss of principal
In your account.

To determine your asset allocation you should consider
factors such as your risk tolerance, investment objectives
and time horizon for these assets. When considering
your time horizon for any investment you choose to
make in your HSA, keep in mind the role you expect your
HSA to play in meeting your future health care needs
and that you may need to liquidate investments to fund
a withdrawal from your HSA. How do you determine

an asset allocation that’s right for you? Through the

HSA investment account, you have access to a number
of Schwab’s web-based educational and planning tools
to help you make your investment selections. These

Chapter 7 | Investing your HSA

tools include easy-to-use asset allocation guides, goal
planners and calculators to help you reach your specific
savings goals. The investor profile available through
Schwab 401(k) Tools can help you determine what

type of an investor you are — conservative, moderate
or aggressive — and suggest a recommended
diversification that you may wish to consider when
you make your investment decisions.

Over time, your risk tolerance, investment objectives
or time horizon for these assets may change. The asset
allocation you choose today may not be appropriate in
the future. It's a good idea to re-evaluate these factors
and rebalance your portfolio as necessary.

For questions about your investment account, call
SelectAccount toll free 1-800-859-2144 between

7 a.m.and 7 p.m. Central Time, Monday through
Friday. For questions or advice about the stability of
investment options, please consult your financial
advisor or accountant.

You can find the Schwab 401 (k) Tools in myBlueCross at
members.bluecrossmn.com on the account summary
page. Select the “investment” link to access your Basic
Investment Account, then click “Schwab 401 (k) Tools.”
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Section 2.2

HSA investment options disclosures

Devenir does not intend to provide personalized
investment advice to participants of this self-directed
HSA program. Information provided for the investment
options herein are for informational purposes only and
should not be mistaken as a recommendation from
Devenir or its representatives. Devenir reserves the right
to change investment options at any time. Information
about asset classifications for investment options have
been provided by Morningstar or the fund prospectus
and the asset classifications are subject to change over
time. Past performance is no guarantee of future results.
Before you make any investment, you should carefully
review the fund'’s prospectus and consider its objectives,
associated risks and any fees or expenses that may apply.
Investing entails the risk of loss of principal.

The record keeper for the investment accounts may
receive certain plan expense payments from Charles
Schwab & Co. Inc. for administrative and recordkeeping
services provided to the HSA investment accounts.

The plan expense payments may also be used to offset
custodial fees charged by the Schwab Trust Company
and investment advisory fees charged by Devenir for
services provided to the investment accounts. These
payments may be based on the market value of the fund
or the number of participants that invest in it. The record
keeper expects to receive the plan expense payments
from Schwab with respect to these funds.

OneSource is a registered mark of Charles Schwab and Co.
Inc. Morningstar is a registered mark of Morningstar, Inc.
SelectAccount and Devenir are unaffiliated companies.
SelectAccount and Devenir are not affiliated with The
Charles Schwab Trust Company or its affiliated broker
dealer, Charles Schwab & Co. Inc., member SIPC/NYSE.

Section 3

Frequently Asked Questions
Q: What are my HSA investment options?
A:In general, you can invest your HSA dollars the same

way you would an IRA. However, you cannot use the
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account to invest in life insurance policies, collectibles
(such as artwork) or other intangibles as defined by the IRS.

Q: Are self-directed investment accounts part of my HSA?

A: Yes. While the Basic Investment Account and the
Brokerage Investment Account are held in the custody of
the Charles Schwab Trust Company, they are part of your
SelectAccount HSA. SelectAccount does not pay interest
on the investment accounts.

Q: How can I direct future contributions to go into my
Basic Investment Account?

A:You can direct future HSA contributions to mutual fund
investments on myBlueCross at members.bluecrossmn.com.
You'll find various options to control or manage the

flow of contributions to the mutual fund(s) you select.
Generally, you may elect to have all or a portion of your
future contributions flow directly into the investments
you have selected in your investment account. There is
one restriction: if your Base Balance falls below $1,000
due to HSA withdrawals for health care claims, then your
future contributions will first be used to build your Base
Balance back to $1,000, with the remainder invested per
your instructions.

Q: How do Irequest a withdrawal when I have an active
investment account?

A: Account withdrawals are always paid from your
Base Balance. If there are not enough funds in your

Base Balance to pay a claim, the claim will be pended
for 12 months or until more funds are available in your
Base Balance. These funds can come from either new
contributions or from transferring funds from your
investment account to your Base Balance. Transferring
funds from the self-directed investment account or the
Basic Investment Account to the Base Balance is not
automatic. You must manually request such a transfer.
Withdrawals will be taken pro-rata from the mutual
funds you have invested if you have selected the pro-rata
transfer option (the only option for the basic investment
account). Otherwise, Schwab brokerage accounts must
have the money moved to cash to transfer to a self-
directed account. You will need to select the fund(s) and
amount(s) you wish to sell to fund your withdrawal.
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Section 1 Section 2

Helpful websites Important phone numbers

Online member center — MyBlueCross, your 24/7 online Blue Cross customer service — Phone number on the back
member center can help you manage your account(s), of your member ID card

your health plan, and make smart health care decisions SelectAccount  (651) 662-5065

1-800-859-2144
Fax (651) 662-7247

for you and your family. Visit the myBlueCross online
member center at members.bluecrossmn.com. But first

you have to register.
Medicare 1-800-MEDICARE

1-800-633-4227
TTY line 1-877-485-2048

How to register at myBlueCross online member center
Registration is fast, easy and secure. Go to
members.bluecrossmn.com, click “not registered yet?”
and follow the instructions. You'll enter information

from your member ID card, answer security questions . .
y ’ ya Dedicated customer service — Call Blue Cross customer

a-nd pr. 0V1('ie your fe—maﬂ éddress. After youregister, the service at the number on the back of your member ID a
site will give you immediate access to your personal card with questions about your health plan coverage, §
. . . . =
1nforrnat'1on about claims, your account(s), deductibles prescription drugs or networks, your HSA or your HSA &
and maximumes, a health cost summary and more. investment accounts.

. Lo N
Registration 1s.a secure Process s0 only y?u can access Automated telephone self-service — You also have the g
your person.al 1nformatlon.. Covgred family members option of getting basic account information throughour &
can also re.glster to see their c.1a1ms. Be sure to enter new interactive phone system when you call Blue Cross N
your e-mail address by choosmg mémber preferences customer service. This gives you access to information A
%n the me.mber §uppgrt area. This will help us get you like your account balance, recent contributions and »@’T
information quickly in the future. withdrawals, claims status, investment account balances &
If you already registered but don’t have your user name and more. »
or password, you can request that info online, using the A
link in the sign-in area. g

S
SelectAccount — You can also manage your HSA at i
selectaccount.com.
N
Other websites containing helpful answers, rules ~
oS
and forms are at: ]
U
irs.gov Internal Revenue Service
N
medicare.gov Medicare 2
=t
L
(@)}
N
=
QU
=t
@
~
N
=
Q
=t
L
o
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Section 3

Glossary of terms

Limited purpose FSA or HRA — Limited to expenses for
permitted benefits. These benefits include vision, dental
or preventive care benefits.

Post-deductible health FSA — Provides reimbursement
for all Section 213(d) expenses only after the HDHP
deductible has been satisfied. Typically, expenses like
vision, dental and preventive care are payable out of the
post-deductible FSA during the deductible phase.

Suspended HRA — Refers to instances where the
employee has chosen to discontinue reimbursements
from the HRA except for preventive care and permitted
benefits during the time period in which the employee
is making contributions to an HSA. An employer may
still “contribute” to a suspended HRA. Claims incurred
during the time that the HRA was suspended cannot
be paid at a later date when the HRA is no longer
suspended, except claims for preventive care and
permitted benefits.

Claim — Information from a health care provider or
member that says services were provided. Blue Cross
network providers submit claims for their patients.

COBRA - Short for Consolidated Omnibus Budget
Reconciliation Act, a federal law under which employers
with 20 or more employees must offer continuation of
health care coverage to employees (and their dependents)
when an employee leaves their job. The employee must
pay the entire premium for coverage. Coverage can be
extended for up to 18 months.

Coinsurance — The percent of covered health care costs
that you pay after the plan deductible is met (not all
plans have coinsurance).

Crossover — Automatic transfer of claims information
from your health plan to SelectAccount so you can be
quickly reimbursed from your HSA for eligible expenses.

Deductible — Amount you pay for health care services
each year before your health plan pays. You can use
money from your HSA during your plan deductible.
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Explanation of Health Care Benefits (EOB) — A form
you'll receive from Blue Cross each time you receive
care. The EOB provides information about the care you
received, what portion of the expense was covered by
your plan and what portion is your responsibility.

Explanation of Payment (EOP) — A form you'll receive
from SelectAccount when you make a withdrawal from
your HSA, or when you receive reimbursement (if you
have crossover).

Flexible spending account (FSA) — An account to set
aside pre-tax dollars that you think you'll spend for
medical or dependent care expenses during the year.
This can result in significant tax savings.

Grace period — A grace period gives you up to 75
additional days to incur expenses. A “run-out
period” gives you more time to submit claims for
reimbursement. This feature can be chosen by an
employer for a company-sponsored FSA.

Health reimbursement arrangement (HRA) — An
employer-guaranteed amount of money that you can
use to pay some of your health care expenses.

Health savings account (HSA) — A tax-advantaged
account that lets you pay current health care expenses or
save for future expenses. You must be covered by a high-
deductible health plan (HDHP) and not be covered under
any other health plan. HSA contributions can be made by
you, your employer or both.

High-deductible health plan (HDHP) — A plan that
works with a health savings account.

Out-of-pocket maximum — The most you can pay for
covered health care services in a year (a worst-case
scenario).

Premium — The amount paid each month for your
health care coverage. Often, you pay a portion of the
total, which is deducted from your paycheck and your
employer pays the rest.

Provider — A doctor, clinic or hospital. It can also mean
other care facilities or professionals, such as physician
assistants, chiropractors, psychologists and many others.



Roth IRA — Not a traditional IRA, but a special type of
IRA that pays all taxes up front.

SECA - Self Employed Contributions Act — The business
owner’s version of the FICA tax that employees pay. Like
FICA, it is made up of your “contributions” to both the
Social Security and Medicare programs. However, the
basic tax rate for the self-employed under SECA is 15.30
percent — twice the 7.65 percent rate that employees
must pay on their paychecks as FICA tax — to reflect
the fact that employees pay one-half the FICA tax and
employers pay the other half.

SelectAccount — SelectAccount works with Blue Cross to
administer your health savings account.

SEP IRA — A special type of IRA used as a Simplified
Employee Pension Individual Retirement Account

SIMPLE IRA — Not a traditional IRA, but a special type of
employer provided IRA called Savings Incentive Match
Plan for Employees

Traditional IRA — A tax-deferred retirement account in
which individuals can make deductible contributions
that are subject to tax only upon withdrawal.

USERRA — Acronym for Uniformed Services Employment
and Reemployment Rights Act. Established in 1994 to
protect people who voluntarily or involuntarily leave
their civilian jobs to perform military duties. USERRA
requires that employers allow such individuals and
their dependents to remain covered by the company-
sponsored health plan for up to 24 months, if they
choose. If the individual decides not to continue
coverage, they can be reinstated in the plan without any
waiting periods or exclusions when they return to their
civilian job.
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