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G
roup enrollments for health 
savings accounts (HSAs) were 
up 14% in 2011 over 2010 as 
more employers switch from 
traditional health insurance 

to a combination of high-deductible health 
plans (HDHPs) and HSAs.1 The full imple-
mentation of the health reform law may ac-

celerate HSA adoption as employers review 
their health care offerings for compliance in a time 

of rising health insurance premiums and an uncertain 
economy.

HDHPs and HSAs offer employers a different  
approach to health care that allows for more cost-
sharing options, is generally less expensive and gives 

employees more ownership over their health care 
dollars. However, employees often have con-

cerns, doubts and misperceptions about 
HSA programs that can make imple-

mentation more difficult. This 
article is intended to help plan 

sponsors overcome four com-
mon employee objections to 

HSAs.

Objection #1: “I Can’t Afford an HSA”
The response: “HSAs provide flexibility and are generally 

the least expensive option available.”
Employees and politicians alike make the claim that 

HDHPs and HSAs are not affordable because of their high 
deductible. Employers should welcome a discussion on this 
tough and direct assertion. One of the key benefits of an HSA 
program is getting employees engaged in the financial side of 
health care. Explaining why an HDHP and HSA combina-
tion is the best solution provides a framework to explain the 
financials behind the employer’s health care benefits.

The claim that HSA programs are too expensive is of-
ten made as compared to an unsustainable or even fictional 
plan with low deductibles, low copays and an employer that 
pays most of the premiums. Although this scenario of basi-
cally free health care did exist for some lucky employees, it is 
over or rapidly ending. Employers need to illustrate that the 
HDHP and HSA option is actually the least expensive and 
best approach. If an employee cannot afford an HSA pro-
gram, then the employee likely cannot afford any other op-
tion either. Employers need to tell their story on health care 
costs including why the employer can no longer afford to pay 
for all the cost increases and why the employer is changing to 
an HDHP and HSA.

Groups considering switching or adding an HSA program 
do so for many reasons. One common reason for switching 

is to attempt to control cost increases by trying 
something new—not as a method to pull 

money out of health care benefits. Em-
ployees generally share the employer’s 
desire to control increases in health 
care premiums because employees of-
ten have to pay a portion of the pre-
mium. Employers should stress this 
common goal of reducing the rate of 

premium increases. An employer 
that is actually contributing the 
same dollar amount or more to 
employee health care will have an 

easier time convincing employees 
that they are in this together.

If an employer actually is reducing 
its contribution to employee health care, 
an employer will have to explain why 

the change is financially necessary and 
stress the positives of an HDHP and HSA 

program. Employees are not likely to embrace 
a reduction in health care spending by an employer, but 
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should lessen the impact of the change 
and provide a basis to have a conversa-
tion with employees regarding why the 
change has to be made. Employees can 
understand and accept that the poor 
economy and large premium increases 
are forcing businesses to make difficult 
decisions regarding health benefits.

The extremely flexible nature of HSAs 
allows for HSA programs to work for 
employees in a wide variety of situations. 
This flexibility is a strength of HDHPs 
and HSAs over the one-size-fits-all ap-
proach to traditional insurance. Lower 
paid employees will not embrace the tax 
benefits of HSAs as much as higher paid 
employees. A young, healthy, single em-
ployee will likely value health insurance 
less than an older employee with a large 
family with some health issues. HDHPs 
and HSAs help bridge the gap of em-
ployee needs.

A young healthy employee who 
does not use a lot of health care could 
choose to minimally fund an HSA. An 
employee who is struggling financially 
but does have significant health care 
expenses can use an HSA as a revolving 
account. The employee does not need to 
commit money to the HSA until after a 

medical expense is known. This allows 
the employee to manage cash flow very 
precisely, yet still get the full tax benefits 
of the HSA. An employee who is finan-
cially secure, regardless of age, can fully 
fund an HSA to plan for future medi-
cal needs and emergencies. Employers 
should educate employees on the flex-
ibility of HSAs in an effort to get each 
employee to individually develop a plan 
to maximize his or her value in the HSA.

Objection #2:  
“I Don’t Want the Responsibility 
of Managing an HSA”

The response: “HSAs give you control 
to select the services you want and need.”

HSAs require more personal respon-
sibility for health care than traditional 
insurance, and that requires an adjust-
ment for employees. A key philosophy 
behind HSAs is that if consumers have 
more control over health care dollars 
they will make better decisions and pro-
vide a type of price control to help re-
duce the rapid rise in overall health care 
costs. Whether that proposition is true 
depends in part on whether employees 
become active consumers of health care.

Employers should start the discus-

sion by focusing on the level of control 
HSAs give employees and explain that 
along with that control comes an ele-
ment of responsibility to learn how to 
be a good consumer of medical services.

Gaining control over their own 
health spending and ultimately their 
health care should be attractive to em-
ployees. HSAs allow for employees to 
choose their own doctor, even if the 
doctor is out of network; to choose 
which diagnostic tests are performed; 
and to choose which treatments are re-
ceived. Some HSA owners use this con-
trol to try alternative forms of medicine 
that are denied by insurance companies.

Of course, employees have always 
been free to go outside of insurance of-
ferings; an HSA gives employees a tax-
favored method to do so.

All of these choices come with dif-
ferent positives and negatives and at 
different price points. Giving individu-
als the power to decide allows for dif-
ferences in individual preferences, and 
that choice and control should make 
everyone more satisfied.

Making choices on health care can 
be overwhelming for employees, and 
they may prefer to just do whatever the 
doctor recommends. Employees can 
do that as well. With the added finan-
cial incentive, however, employees with 
HSAs are more likely to ask questions 
about costs and benefits. 

Although more study needs to be 
done, early evidence shows that indi-
viduals with HSAs are not only more 
aware of the cost of a medical proce-
dure, they are also more aware of their 
own health and the details of their 
medical treatment.2 This makes sense; 
a person with both a financial incen-
tive and a health incentive to research 
a medical issue is more likely to do so.

TABLE
Tax Benefits of HSA
 Avoidance

  Pretax Employer  Pretax Employee 
 Tax Contribution Payroll Deferral on Own
Federal Income Tax √ √ √
State Income Tax* √ √ √
FICA √ √
Medicare √ √
FUTA √ √
SUTA* √ √

*Depends on state law. Alabama, California and New Jersey do not allow state HSA 
deductions. Acronyms: FICA (Federal Insurance Contributions Act), FUTA (Federal 
Unemployment Tax Act) and SUTA (State Unemployment Tax Act).
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Objection #3:  
“The Tax Breaks Wouldn’t Help Me Very Much”

The response: “Everyone benefits from HSA tax savings.”
HSAs are tax-driven accounts, and the tax benefits are 

significant and important. Because the most significant tax 
benefit involves federal income tax savings, an HSA is partic-
ularly valuable for higher income employees; however, HSAs 
include a range of tax savings that pertain to all employees. 
(See the table.)

The key for overcoming this objection is to fully explain 
the tax benefits of an HSA.

When the employer contributes “free” money to employ-
ees’ HSAs, the employees almost certainly appreciate the 
money. The employees, however, may not fully understand 
the tax benefits of the HSA contribution and therefore not 
appreciate the HSA as much as is warranted. For employer 
HSA contributions, both direct employer contributions and 
pretax employee payroll deferral, the tax savings are signifi-
cant, even for employees in a low tax bracket. This is true 
because employer HSA contributions avoid payroll taxes as 
well as income taxes. The payroll tax savings are 7.65% for 
the employee and another 7.65% for the employer (note that 
for 2011 and possibly extended to 2012, the FICA tax has 
been reduced by 2% for the employee-paid portion). Of lesser 
benefit is that employer HSA contributions avoid federal un-
employment taxes and some state unemployment taxes—
taxes that all employers pay.

All HSA owners also enjoy tax-free growth of their earn-
ings in the HSAs. Although interest rates are currently low, 
over time this tax benefit could be substantial. Finally, if HSA 
owners make additional HSA contributions on their own, 
the HSA deduction is an above-the-line deduction meaning 
they do not have to itemize to get the tax benefits.

Objection #4:  
“Please, No More Plans and No New Rules”

The response: “HSAs provide enough benefits to make it 
worth the effort to learn the rules.”

Not many people relish the idea of learning a new ben-
efits program, especially one that involves tax rules. The 
key to overcoming this objection is to explain that many of 
the rules are very good for employees and that the benefits 
of an HSA outweigh the cost of learning the rules. This is 
especially true for individuals who are familiar with flex-
ible spending accounts (FSAs) and health reimbursement 

arrangements (HRAs) because HSAs compare favorably. 
Some of the key rules that employees may enjoy learning 
include the following:

•	 Save extra HSA money for future use. The money in 
an HSA belongs to the employee and stays with the 
employee, even if the employee separates from service. 
HSAs do not have the “use-it-or-lose-it” rules con-
tained in FSAs.

•	 Invest HSA assets. HSAs allow for employees to invest 
their HSA money in interest-bearing accounts or even 
stocks and bonds. Most FSAs and HRAs pay no inter-
est and do not allow for investment.

•	 Keep medical spending private. HSAs allow employ-
ees to get tax-free treatment for medical expenses 
without sharing medical details with their employer. 
This gives employees an element of privacy missing in 
other health benefit plans. Also, employees do not 
have to copy and submit receipts with HSAs, a proce-
dure that most employees dislike.

•	 Make a full HSA contribution. In 2012, employees 
can contribute and deduct up to $6,250 for families 
and $3,100 for individuals even if they start their eligi-
bility midyear.

•	 Change deferral election midyear. HSAs allow for 
employees to change their HSA payroll deferral 
election midyear. In fact, employees can change 
their election as often as monthly provided the em-
ployer allows it. This allows for important adjust-
ments if an employee’s medical expenses are higher 
than anticipated. It also allows employees to stop 
deferring if their medical expenses are lower than 
anticipated or if they simply need the cash flow for 
other purposes.

takeaways >>
•   An HSA program can help engage employees in the financial 

aspects of health care.

•   An employee who can’t afford an HSA program may not be able to 
afford any of the alternatives.

•   Employers can talk with employees about how much control an 
HSA gives them.

•  HSAs include tax savings for all employees.

•   Employees already familiar with FSAs and HRAs may be able to 
see more easily the benefits of an HSA.
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•	 Own the HSA. HSAs give direct control to employees. 
Employees control the dollars in the HSA and can 
choose medical providers, procedures and payment 
methods. This control empowers employees in a man-
ner that other health benefit plans do not. Ownership 
also provides the ability to name beneficiaries on the 
account, transfer the HSA to a new provider and de-
cide when to take a distribution, even if the distribu-
tion is for a nonmedical reason.

•	 Set establishment date. The date when an employee 
first opens an HSA sets the employee’s establishment 
date. An employee can use the HSA to pay for any eli-
gible medical expenses incurred after the establish-
ment date. Although at first reading this rule appears 
common sense and lacking in importance, the rule 
actually provides some significant advantages. The 
rule allows an employee to pay for virtually all eligible 

health care expenses with pretax dollars. The key un-
derstanding is that there is no deadline for using an 
HSA to pay for these expenses. Contributing to an 
HSA to build a balance to cover future expenses is 
easy to understand. Less intuitive is that employees 
can also use future HSA contributions to cover past 
medical expenses, provided the expenses were in-
curred after the establishment date. This can happen 
if an employee has a large medical expense that ex-
ceeds the employee’s HSA contribution limit for that 
year. The employee can pay that expense with other 
funds and then pay themselves back from future-year 
HSA contributions.

•	 Start an emergency savings account. An HSA with a 
balance serves as an emergency fund. Only in a very 
serious financial hardship situation would it make 
sense to take money out of an HSA for a noneligible 
reason, but it is comforting to employees to know that 
the option is available. A more likely emergency use is 
to pay for health-related expenses when facing a finan-
cial hardship. Paying for health insurance in the case of 
a job loss is also an important emergency use of HSA 
funds. An HSA can be used to pay for health insurance 
premiums in three circumstances: (1) health care cov-
erage purchased through a COBRA continuation plan 
offered when an employee separates from service; (2) 
health care coverage while receiving unemployment 
compensation under a federal or state law; and (3) 
when aged 65 or older, used to buy Medicare or some 
other health insurance plans.

Implementing an HSA program requires a serious educa-
tional effort by employers to explain the HSA rules and over-
come employee objections. A comprehensive educational 
effort using a variety of methods works best: live trainings, 
Webinars, brochures, educational materials, newsletters, 
website links and telephone support. To increase employee 
acceptance of an HSA program, employers should incorpo-
rate the objections and responses contained in this article 
into educational materials. 
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learn more >>
Education
Health Care Management Conference  
March 19-21, Savannah, Georgia
For more information, visit www.ifebp.org/healthcare.

From the Bookstore
Health Savings Account Answer Book, Seventh Edition
by Gary S. Lesser, Christine L. Keller and  
William F. Sweetnam Jr.
For more details, visit www.ifebp.org/books.asp?8889.




