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CONGRESS APPROVES HEALTH
SAVINGS ACCOUNTS

On November 25, 2003,
Congressapproved Health Savings
Accounts (HSAS) aspart of the
M edicare Prescription Drug,
Improvement and Modernization
Act of 2003. With President Bush's
signature on December 8, thenew
legidation took effect January 1,
2004.

AnHSA isatax-favored
account for out-of-pocket medical
expenses (and certain medical
premiums) asdefinedin Interna
Revenue Code Section 213(d).
Under theAct, individualscovered
by ahedth planwithaminimum
deductibleof $1,000for self-only
coverageand $2,000 for family
coveragequalify foran HSA.

I ndividua sand employersmay
make pre-tax contributionsto these
accounts, up to thedeductible
amount each year. Maximum
contributions are capped at $2,600
for self-only coverage and $5,150
for family coverage. Anadditiond
“catch-up” contribution of upto
$1,000 per year for individualsage
55to65isalso allowed.

Inadditionto creating HSAS, the
Act amends Code Section 125to
allow theoffering of HSAsunder a
cafeteriaplan. Balancesinan HSA

can berolled over each year or
transferred to another HSA or
Archer Medica SavingsAccount.
Anindividua may keepanHSA for
lifeand transfer assetsto aspouse,
tax-free, upon death.

TheAct repealsthe 1099
reporting requirement for payments,
in excessof $600, madeto medical
service providersthrough the use of
debit or credit cardsthat arelinked
toflexiblespending or hedlth
reimbursement arrangements. This
will apply to payments made after
December 31, 2002.

Anearlier verson of the
legidationdlowedlimitedrollovers
for hedth flexible spending
accounts. Thisprovisonwasnot
includedinthefina versonof the
bill.

Contact the Kibble &
Prentice Employee
Benefits Tech Team

Wouldyou liketo obtainfuture
copiesof thisnewdetter by e-
mail?If so, send usyour name,
phone number and e-mail address
andwewill add you to our e-mail
ligintimefor thenext mailing!

The K&P Benefits Insider
editorsand writersare Patrick
Rosenberry, Nikolai Brownand
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Clarification of Section 132 Regulations: Seattle Area
132 Transit Reimbursement Plans May No Longer Be Offered

Under Section 132
Trangportation Plan regulations,
employersmay not sponsor acash
reimbursement planfor trangt
expensesif trandgt vouchersare
reedily availablefor distributionto
employees. ThelRShad not
previoudy defined theterm*“readily
avallable,” stating only that vouchers
arenot readily availableif the
employer issubject tosgnificant
adminisgtrativecosts. ThelRSdid
not provide guidance asto what
conditutes” sgnificant adminigrative
costs.”

ThelRShasnow provided a
clear definition of readily available.
Effective January 1, 2004, theIRS
will consider vouchersreadily
availableunlessthey aresubjecttoa
financia or non-financid regtriction.

Financial Restriction: The “1%
Rule”

Vouchersarereadily availableif
theaverageannua administrative
chargesthe employer expectsto
incur for trangit vouchersareless
than 1% of thevoucher’saverage
annual vaue. Inmaking the 1%
determination, employersmay not
includethefollowing expenses.

¢ Dédlivery chargesof $15or

less

Interna storage
Internd distribution
Interna accounting
Internd reconciliation

Externa feesimposed by a
third-party other thanthe
voucher provider
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Non-financial Restrictions

ThelRSwill not consider
vouchersreadily availableif an
employer issubject to oneof the
followingredrictions:

1. Unreasonable Advance
Purchase Requirements—The
employer cannot make purchases
at regular intervals(ex. monthly)
or the provider does not provide
thevoucherswithin areasonable
amount of timeafter recelving
payment.

2. Unreasonable Purchase
Quantity Requirements—The
voucher provider doesnot offer
purchase quantitiesthat are
reasonablefor the number of
employeesparticipating. For
example, itwould be
unreasonableif theemployer has
to purchase $1,000 worth of
vouchersat atimebut only needs
$250.

3. Inappropriate Limitations on
Denominationsthat are
Available for Purchase — The
voucher denominationsare
unreasonable based onthe
amount needed by employees.
For example, vouchersin
increments of $5 are considered
readily available, whilevouchers
inincrementsof $50 would not
be appropriateif employees
monthly expensesarelessthan
$50.

Sesttle-areabusinessesmay
participatein the" Commuter Bonus
Program.” Vouchers, purchased
from King County Metro, may be
used for thefollowing transportation
providers.

¢ Metro
Community Trangt
Intercity Trangit
Everett Trangt
Idand Trangt
Kitsap Trangit
Pierce Trangt
Washington State Ferry
Sysem

Therearecurrently no additional
adminigrativefeesor deivery
charges. Voucherscan be
purchased as often as needed and
areprinted within 5 daysof
receiving payment. Theminimum
purchase amount is$100 and
vouchersareoffered in $5
denomingtions

Under the current circumstances,
thesevouchersare considered
reaedily available. Therefore,
employerswith accesstothis
program may not offer acash
reimbursement planfor transit
expenses.
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UPDATE: Reimbursement of Over-The-Counter Products

Thereisan important changethat participantsin
health flexible spending accountsneed to take into
consideration when making their electionsfor the
upcoming plan year. In September 2003, the IRS
announced that over-the-counter (OTC) productsare
eligiblefor reimbursement through Heath FSA's
(Flexible Spending Arrangements) if thegoverning Plan
Document alows.

Now that many popular prescription drugsare
available OTC, itisimportant to communicatethe
benefits of thischange aswell assome of the
adminigtrative guidelinesfor obtaining reimbursement.

Therearethreebasic categoriesof OTC medicines
and products:

1. No Prescription Required. These productsareall
eligiblefor reimbursement through aHealth FSA.
Examplesincludeallergy medications; antacids;
bandages; col d/flu medi cations; cough medicines; eye
drops; nicotine gum/patches; painreliever
medications; thermometers.

2. Prescription Required. Theseproductsareeligible
for reimbursement if they arerecommended by a
doctor to treat amedical condition. A copy of the
doctor’snote or prescription must be submitted with
the claim. Examplesinclude acnetreatment
medi cations; anti-depression medications; fiber
supplements; naturopathi c/homeopathic products;
prenata vitamins, sunscreen; weight lossmedications.

3. Not Qualified. These productsare not eligiblefor
reimbursement through aHealth FSA. Examples
include cosmetics(lip balm, face creams/washes);
toiletry/sundry items (toilet paper, toothpaste, feminine
products); vitaminsfor general well being.
Documentation for over-the-counter medicinesand

products must include the product name, purchase price,

and purchase date. The IRS guidanceindicatesthat
participantsare not allowed to “ stockpile” OTC
products, so quantity limitationsshould apply.

Plan sponsorsand administrators are expecting to see
anincreasein participation and contribution amountsfor
theupcoming plan year duetothisIRSruling.

Massachusetts Supreme Court Rejects Ban on Same-Sex Marriage

The Massachusetts Supreme Judicial Court hasruled
that Massachusetts’ law denying same-sex couplesthe
right to marry isunconstitutional . Thejusticesgavethe
state L egislature 180 daysto change state law to comply
withtheruling.

Initsdecision, the court wrote that M assachusetts
could not deny “the protections, benefits, and obligations
conferred by civil marriageto two individualsof the
same sex who wish to marry. The Massachusetts
Congtitution affirmsthe dignity and equality of all
individuals. It forbidsthe creation of second-class
citizens. We declarethat barring anindividual fromthe
protections, benefits, and obligations of civil marriage
solely because that person would marry a person of the
same sex violatesthe Massachusetts Constitution.” In
support of their ruling, the Court referenced legal
challengesto Canada’s same-sex marriage ban aswell
as other Massachusetts cases.

For employers, the November 18" decision raises
many questions, although it will be sometimebeforethe
full effect of therulingisknown. Further complicating
matters are the federal “ Defense of Marriage Acts,”
similar same-sex marriage bansin 37 states (including
Washington) and federal ERISA law exempting
employersfrom providing benefitsto same-sex spouses.

Theruling details benefits that must be extended to
same-sex spouses, including public and private pensions,
employer health care benefits, Medicaid and life
insurance.

Health Care Benefits: While many companies
already cover domestic partners, theruling will
necessitate a change to accounting procedures because
the benefits provided to domestic partners may no
longer be taxable under M assachusetts state law.
Federal taxeswill till apply, however, meaning
companies may have to keep two sets of tax records.

Pension and Retirement Benefits: Theruling
stipul atesthat the state and municipalities must extend
pension benefitsto the same-sex spouse of an employee
who dies. Pension benefitsthat are governed by federal
law, such as401(k) plans, will not be subject to the
ruling and employerswill be under no obligation to offer
these plans’ benefitsto same-sex spouses.

It remains unclear what rights and benefits asame-
sex married couple from Massachusettswould havein
other states since amajority of other states have passed
“defense of marriage acts” that refuse to recognize gay
marriages. The possibility existsthat asame-sex couple
moving from Massachusettsto another state could
challengethelaw of that state.
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CARRIER UPDATES

Aetna

Aetna s contract with Valley Internal Medicine (VIM)
terminated as of January 1, 2004.

The Pacific Cataract & Laser Institute (39 specialists)
and Family Care Network (41 PCPs and 9 Specialists)
joined the Aetna network on August 1, 2003.

BENU

BENU has expanded coverage to Oregon and Southwest
Washington through CIGNA and K aiser Permanente. Mid-
size employerswith at least 75 employees can begin
accessing the multiple plan choices offered by the two
health plans for January 1, 2004 effective dates.

CIGNA

Effective January 1, 2004, CIGNA began covering brand-
name prescription diabetic test strips at the brand-name
copayment or coinsurance level (second tier). Previously,
brand-name test strips were covered at the generic
copayment or coinsurance level (first tier). CIGNA
Pharmacy Management sent |etters to active members who
have utilized brand-name diabetic test stripsin the last
three months. Certain New Jersey, New York and Texas
memberswill be permitted to continuetheir coverage
based on state laws.

CIGNA hedlth plan participantswith mental health
coverage through CIGNA Behavioral Health are no longer
required to get prior approval to see network providersfor
routine care. This change took affect July 1, 2003.

Numerous enhancements became avail able to the
CIGNA consumer portal, myCIGNA.com, effective
September 2003. Siteimprovementsinclude enhanced
navigation, the ability to print atemporary CIGNA ID card,
expanded claimsreporting capabilities, more benefit
details, consolidated contract information for CIGNA
HealthCare, Dental Expense Tracker, and Tel-Drug Mail
Order History.

CIGNA International has begun marketing an
international EAPto clientswith medical coverage
effective January 2004. CIGNA international clients, with
2109 employees, will automatically be covered for
International Telephonic Assist, thefirst level of service.
The EAP will offer accessto behavioral counseling with a
health professional 24 hours aday, 7 days aweek.

Fortis Benefits

Fortisis now offering Medical Premium Payment
Supplement (MPPS) as an option with their LTD
coverage. Thisoption will pay employersapre-determined
amount towards monthly medical premium amountsfor a
disabled employee. Premiums are paid for 36 months or
until achangein the Definition of Disability from Own
Occupation to Any Occupation.

The“HeathSolutions’ non-insurance discount program
isnow available. The program offers discounts on vision,
nurse hotline, counseling, pharmacy, chiropractic, travel
assistance and legal services. Participantsin Voluntary Life
or Voluntary Disability planswill receive one selection
automatically with the opportunity to purchase additional
discounted services.

Group Health Cooperative

Group Health and Overlake Medical Center have entered a
strategic partnership to build a new specialty medical care
tower, set for completion in 2007, on the grounds of the
Overlake campus.

Options Health Plan memberswho get a prescription
from an out-of -network provider can now fill it at a Group
Health pharmacy. Members may experience lower
coinsurance payments because of Group Health’s ability to
purchase some drugs at a lower cost than retail
pharmacies.

Group Health has launched another phase of their suite
of enhanced on-line services. Members who get care at a
Group Health medical center can now see lab resultsand
portions of their medical record, view provider visit
summaries, e-mail a specialist who's caring for them, and
review diagnoses of their current health conditions at the
MyGroupHealth website.

LoudesMedical Center will bejoining the Group Health
network to provide services to Tri-City members effective
January 1, 2004.

Magellan

On October 8, 2003, the Bankruptcy Court recognized
Magellan’s Plan of Reorganization. The company expects
to exit Chapter 11 with asignificantly strengthened
structure after having reduced debt by approximately $600
million and attracting $150 millionin new equity.

Premera Blue Cross

Premerawill begin anew COBRA rate structure beginning
January 1, 2004. Currently, spouses and children covered
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under COBRA arebilled the sameratesasactive
participants. Under the new policy, a spouse or child

el ecting coverage without the employee will billed the
employee rate. Each child or children only (without parent
or guardian) will be billed the employeerate. Spouse with
achild or children, will be billed the employeerate and the
child or children rate.

The Washington Insurance Commissioner and Premera
have agreed that the commissioner will decide on
Premera’s proposal to become a public company by
March 15, 2004.

Effective July 1, 2004, Premera changed the drug class
known as*leukotriene antagonists,” including Singulair,
Accolate and Zyflo, from Tier 2 to Tier 3 status. These
medications are used for asthmaand allergy treatment.

A generic equivalent for Prilosecisnow available.
Prilosec isaheartburn medication. Premerawill change
Prilosec to a Tier 3 (non-preferred drugs) drug effective
January 1, 2004. Members who chose Prilosec over the
generic equivalent between August 20, 2003 and
December 31, 2003 are required to pay the Tier 2 copay
and the cost difference between the brand-name and
generic versions.

Premera moved the following drugsto Tier 3 effective
July 1, 2003: Beconase, Beconase AQ, Nasacort, Nasacort
AQ, Seconal, Serzone, Vancenase, Vancenase AQ. The
following drugs were removed from Premera’s Preferred
Drug List (PDL) effective July 1, 2003 because generic
equivalentsare now available: Accutane, Atrovent Nasal
Spray, Didronel, Nolvadex, Pediapred, Tambocor, Zarontin
250mg caps.

Proliance Surgeons was terminated from the
Dimensions Foundation network effective September 1,
2003. They remained on the Heritage network. Proliance’'s
133 physicians and 35 offices provide orthopedic and
general surgery services throughout King, Snohomish,
Pierce and Skagit counties.

Effective January 1, 2004, Premera’s Life and
Disability company, States West Life, has changed their
nameto LifeWise Assurance Company.

Prudential Financial

Prudential has partnered with ComPsych to begin offering
an Employee Assistance Program (EAP).

On-linebillingisnow availablefrom Prudential. Clients
can use wire transfer or Electronic Funds Transfer (for
Online Roster Billing only) paymentsand thearchive
feature can maintain copies of past billsfor up to three
years.

Regence Blue Shield

Professional servicesfor MultiCare Health System and
Franciscan Medical group will not be covered for Regence

Healthy Options (Medicare Supplement policies) and Basic
Health (state-sponsored plan for low-incomeindividuals)
plans effective January 1, 2004. Regence and these
provider groups were not abl e to agree on reimbursement
amounts. Hospital servicesfor these providers will not be
affected by this change. A total of 2,500 Basic Health and
Health Options members are affected by this change.
Regence sent affected members a letter notifying them of
the change in mid-October.

CareEnhance and Special Beginnings programswill be
added to Community and Merit medical plans(1-199
employees) as groups renew on or after January 1, 2004.
CareEnhance offers 24-hour nurse advice service with
health resources by phone. Special Beginningsisa
maternity support program that hel ps women have
healthier babies.

Regence began offering the new Regence Advantages
program that offers discounts on hearing exams, vision
exams, hearing aids and vision hardware. These programs
areincluded at no additional cost.

Sincerecent preliminary studies have shown digital
mammograms may be asreliable asflat screen
mammograms, Regence began covering digital
mammography at the same provider reimbursement
amounts as flat screen mammography for both screening
and diagnosis.

ColumbiaDental of Washington has changed the name
of their company to Willamette Dental. Columbia Dental
clinicswill begin changing their signsto reflect this
change.

Medco

Medco announced a proposed settlement of a class action
lawsuit involving complaintsfiled by plan participants. The
lawsuit’'skey allegation isthat Medco made formulary and
pharmacy program decisions to benefit its parent
company, Merck. The classincludes any plans that Medco
Health has administered apharmacy benefit at any time
since December 17, 1994. Members have the option of (1)
joining the settlement, (2) doing nothing and be bound by
the release but not share in the proceeds, (3) opting out of
the settlement, or (4) objecting to the settlement. Medco
notified members of the settlement between July and
November 2003. Thedeadlinefor settlingaclaimis
February 9, 2004. For more information, visit
www.erisasettlement.com.

United Healthcare

United Healthcare will bereplacing Medical ID cardsas
groups renew beginning January 2004. The new cards will
storeinformation about eligibility and copayments, include
the names of dependents, and change the ID number from
the member’s Social Security number to an alternative
number.
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