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Disclaimer—This mini-course is designed to provide information useful to small business owners and those people 
interested in starting a small business. It is sold under the understanding that the publisher and author are not engaged 
in rendering legal, accounting or other professional services to the buyer. If legal or other expert assistance is required, 
the services of a competent professional should be sought.
   It is not the purpose of this mini-course to reprint all the information that is otherwise available to authors and/or 
publishers, but instead to complement, amplify and supplement other texts. You are urged to read all the available 
material, learn as much as possible about the topic and tailor the information to your individual needs.
 Every effort has been made to make this mini-course as complete and accurate as possible. However, there may 
be mistakes, both typographical and in content. Therefore, this text should be used only as a general guide and not as 
the ultimate source on any topic. 
 The purpose of this mini-course is to educate and entertain. The author and Fat Bellied Laughing Buddha shall 
have neither liability nor responsibility to any person or entity with respect to any loss or damage caused, or alleged to 
have been caused, directly or indirectly, by the information contained in this mini-course.
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HSAs are a great value for a few and of limited to no value for everyone else.

Beware the HSA is my immediate caution. I get push back on this one from the 
best of brokers, but it’s more of a business problem than a philosophical issue. 
Back to the idea of government in collusion with fi nancial industries (see Group 
Health Insurance Demystifi ed), this is a great example of it at work.

In a typical health insurance plan (insurance pays 80% you pay 20% with a 
deductible-say $500) and is illustrated below. Profi t for the insurance company 
consists of its cost to manage the plan and the cost of any claims fi led by the 
insured. The insurance underwriter’s job is to ensure that the premiums collected 
exceed the expected cost of the plan. A pretty straight forward cost benefi t analysis 
for all concerned.

Health Savings Accounts (HSAs) trick this up considerably. They are sold to the 
public on the idea that you and I abuse insurance. Well, it’s clearly not you, so it 
must be me-right. 
No, that’s not true 
either as it turns 
out. 

A good many 
insurance sales 
people are 
convinced this 
is true, so don’t 
expect to ‘enlighten’ 
them overnight. It 
took me a couple of 
years in some cases 
for some of them to 
come around.

First, use the 
common sense 
approach to kill 
the political fi ction 
that supports 
consumer-driven 
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healthcare. Look around the work place. If all the desks, machines, trucks and so 
forth are empty and everyone is at the doctor’s offi ce or emergency room then I bow 
to you wisdom; however, you’ll likely see business as usual 360 out of 365 days ever 
year. So who are all these people that are driving our insurance costs through the 
roof that require consumer-driven healthcare to police the market?

There is one group of people who consume 60-90 percent of all health care 
costs, but most of them don’t participate in group health insurance or any private 
insurance, they are part of Medicare and they are 65 years old or older. Again, using 
the common sense test, when you do go into an emergency room or a doctor’s offi ce 
who is fi lling the waiting room—workers? Nope. HSAs do have a purpose, but it isn’t 
what they’ve been packaged in to sell to you. 

Insurance companies are founded on the concept of risk. The more they can 
lower costs, the higher their profi ts. So, how do you get government to partici-
pate? Those retired 
folk, well not exactly 
the ones you see 
now, but the retired 
folk that are called 
the Baby Boomers, 
are the insurance 
industry’s carrot to 
the government. You 
see, Medicare and 
Social Security are 
a doomed idea. The 
debate is when, not 
if. The sooner the 
government can get 
tomorrow’s retirees 
fending for them-
selves the better. I 
wish it were about 
you, but politicians 
keeping their jobs 
is government’s 
interest in promoting HSAs.
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The real winner of the HSA concept is the insurance industry. Looking at the 
fi gure below, you can see that the real cost of a policy to an insurer is composed of 
two parts: claims and cost to process them. If the insurance industry can reduce 
the number of claims fi led, they can reduce their cost of labor and their own over-
head costs. This leaves a sizable pool of money which they divvy up between the 
policy holder (usually the employer) and themselves. 

If you are the employer, this explains why you see a paltry 20% premium 
discount for a 250% transfer of risk to your employees. The insurance company 
quietly pockets the rest of the money.

All of that said, HSAs are a windfall for some employers. If you have an LLC, 
Partnership or S-Corporation (Basically, any company entity that disallows you to 
deduct the cost of benefi ts from you taxes.) As an owner, you are in the red zone 
of risk no matter what the premium. That means that an HSA can shelter some of 
your taxable profi ts. Here again, the services sector (insurance brokers, lawyers, 
doctors, dentists, accountants and so forth) can add a handsome 30% reduction 
in taxation of their benefi ts with an HSA account. Of course, their employees get 
screwed, but insurance isn’t about being fair-its about profi t.

I suggest that everyone quote products using a standard $500 or $1,000 insur-
ance deductible and with a $2,800 and $5,000 deductible HSA attached. It’s a good 
exercise.

Unless you have a young workforce (under 30), you’ll likely notice that the real 
savings goes to the insurer. If you do have a young workforce, you’ll also notice that 
only the ones with a family want any insurance at all. 

If the HSA policy may comes with a minimum enrollment you’re in a pickle. 
Forcing employees into insurance will cause turnover in your young workforce, 
which will drive up the cost of insurance no matter what product you’ve bought. If 
the employer covers the bill that has its own pitfalls, but no matter how you slice it, 
the insurance industry wins.

So, if you’re a C Corporation or a Sole Proprietorship, I suggest you pass on 
HSAs unless there is no other way to offer your employees health coverage. By all 
means check them out, but be a smart consumer.


