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EXECUTIVE SUMMARY

The Affordable Care Act (ACA) shortchanges enrollees by restricting choice and control over 
their health care decisions and spending. The ACA has generally led to plans with high cost-
sharing, including deductibles, and restricted networks of providers and facilities that the 
plans will reimburse.1

By contrast, tax-free health savings accounts (HSAs) are powerful tools that give patients 
more choice and control over their personal health care decisions. HSAs also make the tax 
treatment of health care more equitable and help reduce overall health care costs by creating 
enrollee incentives to maximize value from their health care expenditures.2

In this paper, we propose a new option through which many ACA exchange enrollees could 
accept a deposit to an HSA instead of a reduction in their plan’s cost-sharing requirements 
through the costsharing reduction (CSR) program. Currently, insurers must reduce plan cost-
sharing for certain lower-income exchange enrollees. In 2020, more than 5 million lower-
income households received benefits from the CSR program. Under our proposal, insurers 
that offer exchange plans would be required to offer those enrollees an HSA-qualified plan 
with an HSA deposit as an alternative option.

For most people, the HSA option would enhance their overall welfare. Many enrollees with 
incomes below 200 percent of the federal poverty level (FPL) would have access to sizeable 
HSAs deposits each year if they selected the HSA option. According to analysis from 
Milliman, an independent risk management firm with expertise in health care financing, nearly 
seven-in-ten enrollees with income below 200 percent of the FPL would benefit from 
selecting the HSA option, with an average financial benefit of around $1,500 over the year.3 
More than three-quarters of enrollees with income between 200 and 250 percent of the FPL 
benefit from selecting the HSA option, with a smaller average yearly benefit between $500 

1 For more information about ACA subsidies, see the appendix.

2 For more information about HSAs, see the appendix.

3 Hamachek, Mike, and Scott Jones, “Proposed Health Savings Account Plan Options in Individual Marketplace: What Percentage of 
Enrollees Benefit?” Milliman, 25 Oct. 2022, https://www.milliman.com/-/media/milliman/pdfs/2022-articles/10-26-22_proposed-hsa-plan-
individual-marketplace.ashx.

https://www.milliman.com/-/media/milliman/pdfs/2022-articles/10-26-22_proposed-hsa-plan-individual-marketplace.ashx
https://www.milliman.com/-/media/milliman/pdfs/2022-articles/10-26-22_proposed-hsa-plan-individual-marketplace.ashx
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and $600.4 Importantly, the HSA funds could be used for a broader set of health services than 
what a health plan typically covers, help ease family cash flow, accumulate year after year, 
and better prepare the HSA owner to pay for health care expenses in retirement.

Most ACA plans today are relatively narrow-network health maintenance organizations 
(HMOs), which provide no coverage for out-of-network services. The HSA option would 
provide enrollees in these restrictive plans with greater financial protection since enrollees 
could use HSA funds for any qualified medical expense—a much broader set of services and 
treatments than what their HMO would cover.

To optimize the HSA option, Congress would also appropriate CSR funding and prohibit “silver 
loading,” thereby replacing the indirect CSR subsidies under current law with direct ones.5 
These appropriations would include reimbursement for insurers’ HSA deposits.

Based on past scores from the Congressional Budget Office, the combination of the HSA 
option, a CSR appropriation, and a prohibition on silver loading should simultaneously expand 
coverage and reduce deficits—a rare feat. It would also increase the efficiency of health 
spending because consumers would have more control and greater incentive to obtain value. 
Finally, systemwide health benefits would accrue as providers would need to be more 
responsive to the demands of consumers.

4 Hamachek and Jones, “Proposed Health Savings Account.”

5 See the text box “The CSR Program” for an explanation of that program, including silver loading.
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THE HSA OPTION

The health savings account (HSA) option has eight components.

1. Enrollees who are eligible for the CSR program will have the option to enroll in an HSA-
qualified plan that offers an HSA contribution.

Currently, the cost-sharing reduction (CSR) program (described in the text box below) 
requires plans to reduce cost-sharing and out-of-pocket limits for silver plan enrollees with 
income between 100 and 250 percent of the federal poverty level (FPL). This proposal does 
not repeal CSR payments but rather expands options for consumers on the exchanges to 
obtain the government subsidy in a way that best meets their preferences. Enrollees will be 
free to select an HSA-qualified plan with a partially funded HSA, or in some cases a fully 
funded HSA, instead of a silver plan with cost-sharing reductions. Many enrollees will be 
better off with this option, which will be particularly attractive to those who want greater 
control over their health care and greater ability to save for future health care expenses.

At least 5 million individuals could benefit since more than 5 million people received CSR 
payments in 2020.6 This number is a conservative estimate because some lower-income 
people who are not currently enrolled in an exchange plan would do so given the 
attractiveness of the HSA option. In fact, our proposal would likely decrease the number of 
people without health insurance by at least several hundred thousand.7

2. Enrollees need not already have an HSA account to participate; they may establish one 
upon choosing the option. The exchange and the participating insurer, under U.S. 
Department of Health and Human Services (HHS) and Internal Revenue Service (IRS) 
guidance, will provide enrollees with useful information about how to establish and 
properly use an account.

6 We are disregarding the current surge of pandemic-related enrollments because it is presumably temporary. See U.S. Department of 
Health and Human Services, Centers for Medicare and Medicaid Services, Effectuated Enrollment for the First Half of 2020, https://www.
cms.gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads/Effectuated-Enrollment-First-Half-2020.pdf.

7 According to CBO’s 2020 study of the uninsured, 5.5 million people without health insurance were otherwise eligible for exchange 
subsidies. Moreover, of the 29 million uninsured, CBO estimated that 7 million had income between 138 and 250 percent of the FPL, which 
is the target population for this reform. For some of these individuals, who did not see the value of enrolling in an exchange plan with the 
reduced cost-sharing and who did not turn down an offer of employer coverage, the prospect of a significant HSA contribution would lead 
them to enroll in coverage through an exchange.

https://www.cms.gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads/Effectuated-Enrollment-First-Half-2020.pdf
https://www.cms.gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads/Effectuated-Enrollment-First-Half-2020.pdf
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Low-income households are less likely to have HSAs than middle-income or high-income 
households.8 This proposal allows exchange plan enrollees who are eligible for the CSR 
program to establish an HSA when selecting an HSA-qualified plan, which will enable 
consumers to choose to use a portion of the ACA subsidy to obtain funds for out-of-pocket 
health care purchases and to build savings for future health care expenses. For most 
enrollees, it will likely be their first time saving for health care using pretax dollars. Many 
insurers currently help individuals enrolled in an HSA-qualified plan to establish an HSA. For 
more information on HSAs, see the appendix.

3. An insurer offering plans on an ACA exchange will be required to offer a plan with an HSA 
option and an associated contribution for each of the actuarially equivalent plans 
required by the CSR program.9

Current law requires insurers participating in the ACA exchanges to reduce cost-sharing 
obligations for enrollees who have income between 100 and 250 percent of the FPL. Our 
proposal requires insurers to also offer actuarially equivalent HSA-qualified plans with HSA 
contributions.10

Having the option of an HSA-qualified plan with an account deposit expands consumer choice 
and permits people to obtain higher value from the federal subsidies for exchange plans. 
There are several advantages to a funded HSA relative to the current structure:

 • While the CSR program reduces an enrollee’s maximum out-of-pocket 
expenses, HSAs can be used on a wider variety of medical expenses, 
including many items and services not typically covered by insurance, 
such as vision, dental, and hearing services.11

 • Subsidies used to reduce plan cost-sharing are essentially “use it or lose 
it,” expiring at the end of a plan year.12 By contrast, HSA deposits remain 
available to account owners over time and across jobs, regardless of 
whether the owners remain enrolled in an HSA-qualified plan.13

8 For more information, see Congressional Research Service, Tax Expenditures, S. Prt. 116–53, Dec. 2020 (“Distribution of Health Savings 
Account Contributions by Income Tax Class of All Returns, 2014,” p. 838), https://www.govinfo.gov/content/pkg/CPRT-116SPRT42597/
pdf/CPRT-116SPRT42597.pdf#page=854.

9 The plan’s actuarial value (AV) is the expected percentage of health care expenses paid by the plan for an average enrollee.

10 Currently, 17 insurance carriers in 20 of the 23 states using the federal exchange platform offer silver plans that they market as 
HSA-qualified.

11 For more information, see Internal Revenue Service, IRS Publication 502, Medical and Dental Expenses, https://www.irs.gov/publications/
p502.

12 For more information, see Congressional Research Service, Health Insurance Premium Tax Credit and Cost-Sharing Reductions, updated 3 
Feb. 2022 (“Cost-Sharing Reductions,” p. 9), https://crsreports.congress.gov/product/pdf/R/R44425#page=12.

13 HSA owners may not contribute to an HSA or accept employer contributions to an HSA if they do not have an HSA-qualified plan. Internal 
Revenue Service, IRS Publication 969, Health Savings Accounts and Other Tax-Favored Health Plans, https://www.irs.gov/publications/
p969.

https://www.govinfo.gov/content/pkg/CPRT-116SPRT42597/pdf/CPRT-116SPRT42597.pdf#page=854
https://www.govinfo.gov/content/pkg/CPRT-116SPRT42597/pdf/CPRT-116SPRT42597.pdf#page=854
https://www.irs.gov/publications/p502
https://www.irs.gov/publications/p502
https://crsreports.congress.gov/product/pdf/R/R44425#page=12
https://www.irs.gov/publications/p969
https://www.irs.gov/publications/p969
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• First-time HSA owners whose HSAs are funded in part by federal
subsidies will gain familiarity with how HSAs work and may be more
inclined to choose HSAqualified plans and contribute to HSAs in the
future.

4. HSA deposits count against the annual HSA contribution limits.

Enrollees in this option would be subject to the standard HSA contribution limits under 
current law.14 For example, if an enrollee received an HSA contribution from his insurer of 
$1,000 in 2023, he could personally contribute additional funds up to the 2023 limit of $3,850 
(i.e., an additional $2,850.

5. The insurer will make a monthly prorated HSA deposit to the qualified enrollee’s account.

Ideally, enrollees would have access to the full HSA deposit at the beginning of the plan year 
since medical expenses can be unpredictable. However, many people are enrolled in an 
exchange plan for only a few months each year, and allowing an annual, full deposit at the 
beginning of the year raises complex implementation and compliance issues. Thus, our 
proposal is simple: for each month that an individual who has selected the HSA option is 
enrolled in an exchange plan and qualifies for the CSR program, the insurer must make a 
prorated HSA deposit.

6. The enrollee may access the HSA account only with a bank-issued debit card that
ensures the funds are used only for qualified medical expenses.

To prevent enrollees from using their HSA funds for nonqualified expenses, they would be 
required to use a bank-issued debit card for purchases from the HSA. The card issuer must 
restrict the card’s usage at the point of sale, specifically at the product SKU code level. Some 
banks currently offer such restricted cards for customers to help prevent nonqualified 
purchases and cash withdrawals, whether intentional or accidental. As one bank 
representative explained the process, “The card scans the SKU and can reject a purchase 
immediately. Say you are at the pharmacy buying an Rx [prescription] and a bottle of wine. It 
will pay for the Rx but reject the wine and ask for additional payment.”15 As an additional 

14 For 2023, consumers with self-only High Deductible Health Plan (HDHP) coverage are limited to $3,850 in contributions to an HSA, while 
consumers with family HDHP coverage are limited to $7,750 in HSA contributions. Consumers 55 years of age or older are allowed an 
additional $1,000 in catch-up contributions. Internal Revenue Service, IRS Publication 969, Health Savings Accounts and Other Tax-Favored 
Health Plans, https://www.irs.gov/publications/p969.

15 Murray, Teresa Dixon, “HSA Debit Card Used Fraudulently,” The Plain Dealer, 22 Jul. 2019, https://www.cleveland.com/
moneymatters/2019/07/womans-health-savings-account-debit-card-used-fraudulently-at-convenience-store-in-south-america-money-
matters.html.

https://www.irs.gov/publications/p969
https://www.cleveland.com/moneymatters/2019/07/womans-health-savings-account-debit-card-used-fraudulently-at-convenience-store-in-south-america-money-matters.html
https://www.cleveland.com/moneymatters/2019/07/womans-health-savings-account-debit-card-used-fraudulently-at-convenience-store-in-south-america-money-matters.html
https://www.cleveland.com/moneymatters/2019/07/womans-health-savings-account-debit-card-used-fraudulently-at-convenience-store-in-south-america-money-matters.html
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protection, policymakers may wish to require that card usage be restricted by merchant code 
(MCC); doing so would ensure that the card could never be used at a bar, restaurant, or casino.

7. HSA deposits are subject to end-of-tax-year reconciliation and recapture rules by the IRS.

Since participants in the HSA option would be receiving premium tax credits (PTCs) they 
would be required to file a tax return.16 Reconciliation and repayment rules are necessary 
when providing advance payments of tax credits like the ACA’s PTCs and the expanded 
version of the Child Tax Credit, and such rules are appropriate here as well. Similar to how 
reconciliation works with advance PTCs, HSA deposits would be made up front and then 
reconciled after the year when household income is reported. Similar limits would apply to the 
amounts that could be recaptured. If Congress appropriates CSRs as we suggest, the 
recapture and reconciliation process between the HSA option and the CSR option should be 
equivalent for enrollees. Money lawfully still in the account following reconciliation would be 
the enrollee’s property and automatically roll over to the following year—the same as what 
happens with any other HSA.

8. HSA-qualified plans will adhere to IRS requirements regarding minimum deductibles, 
annual out-of-pocket limits, and coverage requirements.

Our proposal would adhere to HSA rather than ACA cost-sharing rules. Doing so could benefit 
enrollees, because the maximum out-of-pocket limit for HSA-qualified plans is currently 
lower for individuals and families than the out-of-pocket limits for ACA exchange plans.17 An 
HSA-qualified plan with an HSA contribution could have a lower out-of-pocket limit than a 
non-HSA plan with the cost—sharing reductions from the CSR program.

SUMMARY OF THE OVERALL BENEFIT OF THE HSA OPTION

Giving lower-income exchange enrollees an additional way to use their ACA subsidy expands 
consumer welfare since some enrollees would prefer an HSA deposit over the reduction of 
their plans’ cost-sharing components. About seven-in-ten enrollees benefit from selecting the 
HSA option. A typical enrollee (one with income between 150 and 200 percent of the FPL) 
would benefit by about $1,400 each year.

16 Congressional Research Service, Advancing Refundable Tax Credits: Policy Considerations, 21 Apr. 2021, https://crsreports.congress.gov/
product/pdf/IF/IF11811.

17 For 2023, HSA-qualified plans had to have a minimum deductible of $1,500 for self-only coverage and $3,000 for family coverage, and a 
maximum out-of-pocket limit no greater than $7,500 for self-only coverage and $15,000 for family coverage. Internal Revenue Service, 
“Rev. Proc. 2021–25,” https://www.irs.gov/pub/irs-drop/rp-21-25.pdf. For ACA exchange plans in 2022, the out-of-pocket limits must be no 
higher than $9,100 for self-only coverage and $18,200 for family coverage. U.S. Department of Health and Human Services, “Out-of-
pocket maximum/limit,” https://www.healthcare.gov/glossary/out-of-pocket-maximum-limit/, accessed 31 October 2022.

https://crsreports.congress.gov/product/pdf/IF/IF11811
https://crsreports.congress.gov/product/pdf/IF/IF11811
https://www.irs.gov/pub/irs-drop/rp-21-25.pdf
https://www.healthcare.gov/glossary/out-of-pocket-maximum-limit/
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This proposal has broader societal benefits as well. First, the HSA option should help facilitate 
transitions to more stable employment at higher wages. With the security of a funded HSA, 
some workers may be more likely to accept a job from an employer that offers coverage with a 
standard cost-sharing structure, knowing that the HSA balance can pay for cost-sharing 
requirements.

Second, the HSA option should improve the value of health spending and increase price 
competition in the market. Since people will be spending their own resources from their HSA, 
they will have a greater incentive to ensure that the health care they receive is worth the cost. 
Seeking to protect their HSA balances, patients will be incentivized to receive regular primary 
care and avoid unnecessary and costly emergency room visits. Providers will have to compete 
more for consumer dollars and thus will have an incentive to improve their efficiency and 
effectiveness in delivering care.

The CSR Program
In 2020, 50 percent of ACA exchange plan enrollees were enrolled in a CSR plan. In 
such plans, the insurer is required by the government to reduce out-of-pocket 
expenses, including deductibles, co-payments, coinsurance, and maximum out-of-
pocket limits.18 To receive CSR payments, an individual or family must be enrolled in a 
silver plan on the exchange, must be receiving a PTC, and must have income no 
greater than 250 percent of the FPL.19

The amount of the benefit from the CSR program is a function of household income—
households with income between 100 and 150 percent of the FPL receive the most 
assistance, and households with income between 200 and 250 percent of the FPL 
receive the least assistance.

Technically, there are two steps of the CSR program. Step one reduces maximum 
out-of-pocket limits. The ACA caps the amount of annual cost-sharing for covered 
in-network services for all ACA-compliant plans. For 2023, the annual cost-sharing 
limit for self-only coverage is $9,100, and the limit for family coverage is $18,200.20 As 
shown in table 1, the first CSR step reduces these amounts, which limits the maximum 

18 U.S. Department of Health and Human Services, Centers for Medicare and Medicaid Services, Effectuated Enrollment for the First Half of 
2020, https://www.cms.gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads/Effectuated-Enrollment-First-Half-2020.
pdf. For a more in-depth discussion of the CSR program, see Congressional Research Service, “Health Insurance Premium Tax Credit and 
Cost-Sharing Reductions,” updated 3 Feb. 2022 (Table 3: ACA Cost-Sharing Reductions: Reduced Annual Cost-Sharing Limits, 2022, p. 11), 
https://crsreports.congress.gov/product/pdf/R/R44425#page=14.

19 In 2022, the FPL was $13,590 for a one-person household and $27,750 for a four-person household. Income levels at 250 percent of the 
FPL are $33,975 for a one-person household and $69,375 for a four-person household. U.S. Department of Health and Human Services, 
“HHS Poverty Guidelines,” https://aspe.hhs.gov/topics/poverty-economic-mobility/poverty-guidelines.

20 U.S. Department of Health and Human Services, “Out-of-Pocket Maximum/Limit,” https://www.healthcare.gov/glossary/
out-of-pocket-maximum-limit/.

https://www.cms.gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads/Effectuated-Enrollment-First-Half-2020.pdf
https://www.cms.gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads/Effectuated-Enrollment-First-Half-2020.pdf
https://crsreports.congress.gov/product/pdf/R/R44425#page=14
https://aspe.hhs.gov/topics/poverty-economic-mobility/poverty-guidelines
https://www.healthcare.gov/glossary/out-of-pocket-maximum-limit/
https://www.healthcare.gov/glossary/out-of-pocket-maximum-limit/
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annual financial obligations that households would face for covered health care 
expenses.

The second CSR step increases insurers’ share of health care expenses and reduces 
the cost-sharing amounts, including deductibles for individuals and families—
effectively increasing the plan’s actuarial value (AV). For households that benefit from 
CSR payments, the cost-sharing of a 70 percent AV silver plan must be reduced so 
that the AV increases to:

• 94 percent for households with income between 100 and 150 percent of the FPL.
• 87 percent for households with income between 150 and 200 percent of the FPL.
• 73 percent for households with income between 200 and 250 percent of the FPL.

The ACA authorizes payments to insurers to compensate them for the increased 
expense associated with shifting a portion of claim costs from enrollees to plans as 
well as for the expected further increase in claim costs attributable to greater 
consumption when enrollee cost-sharing is reduced (i.e., induced demand). However, 
the ACA did not provide financing for such payments. Despite the lack of an 
appropriation, the Obama administration made payments to insurers for CSRs. The 
House of Representatives filed suit in 2014, claiming the payments violated the 
appropriations clause of the U.S. Constitution, which provides that “no money shall be 
drawn from the Treasury but in consequence of appropriations made by law.” The U.S. 
District Court for the District of Columbia agreed with the House, finding that the 
Obama administration’s payments for CSRs were unconstitutional since there was not 
a valid congressional appropriation. After conducting its own review, the Trump 
administration terminated federal payments for CSRs in October 2017. As of this 
writing, the federal government has not provided direct reimbursements to insurers 
for CSRs since fiscal year 2017.21

21 Congressional Research Service, Health Insurance Premium Tax Credit and Cost-Sharing Reductions, updated 3 Feb. 2022 (“Reduction in 
Annual Cost-Sharing Limits,” p. 10), https://crsreports.congress.gov/product/pdf/R/R44425#page=13.

TABLE 1: Annual Cost- Sharing Limits, 2023
House hold Income Tier, by FPL Self- Only Coverage  Family Coverage

100% to 150% $3,000 $6,000

150% to 200% $3,000 $6,000

200% to 250% $7,250 $14,500

Source: U.S. Department of Health and Human Services (HHS), “Premium Adjustment Percentage, Maximum Annual Limitation 
on Cost Sharing,  Reduced Maximum Annual Limitation on Cost Sharing, and Required Contribution Percentage for  the 2023 
Benefit Year,” Dec. 28, 2021, table 1, https://www.cms.gov/files/document/2023-papi-parameters-guidance-v4-
final-12-27-21-508.pdf. 

https://crsreports.congress.gov/product/pdf/R/R44425#page=13
https://www.cms.gov/files/document/2023-papi-parameters-guidance-v4-final-12-27-21-508.pdf
https://www.cms.gov/files/document/2023-papi-parameters-guidance-v4-final-12-27-21-508.pdf
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Silver Loading
Since the loss of CSR payments from the government, health insurers—who are still 
legally obligated to provide cost-sharing reductions—responded by increasing 
premiums for silver plans, a process now referred to as “silver loading.”22 Since the 
PTC is a function of the second-lowest-cost silver plan, health insurers recouped the 
loss of CSRs through higher premiums.

According to the Congressional Budget Office (CBO), silver loading has resulted in a 
net increase in federal spending because the growth in PTC payments has exceeded 
the foregone CSR subsidy payments.23 In a 2018 analysis, CBO projected that a 
congressional CSR appropriation would reduce federal deficits by $29 billion over the 
2018–2027 period, mainly from smaller federal subsidies for health insurance for 
people with income between 200 and 400 percent of the FPL.24 CBO also projects 
that prohibiting silver loading would reduce premiums for people who do not qualify 
for PTCs.

Finally, in response to insurers’ appeals on CSR payments, the Federal Circuit Court of 
Appeals concluded that insurers were “entitled to recover unpaid cost-sharing 
reduction (CSR) payments that the Trump Administration withheld, but only to the 
extent insurers had not recouped their losses through higher premiums.”25

The CSR program has always resulted in payments from the U.S. Treasury to health 
insurers. Under the Obama administration, the payments were direct. Under the 
Trump and Biden administrations, they have been indirect, through higher PTCs. 
Under both approaches, the insurer is the recipient of the federal subsidy.

WHY THE HSA OPTION IS NEEDED: THE ACA’S INEFFICIENT 
SUBSIDY DESIGN

The ACA created subsidies for people without eligibility for another government program and 
who lacked an offer of affordable employer coverage to purchase coverage in the individual 
market.26 (The subsidy structure is explained in the appendix.) However, these subsidies are 
not an efficient use of taxpayer dollars, in part because much of the subsidy expenditure 

22 Silver loading imperfectly accounts for the loss of CSR appropriations. It is not consistently applied from state to state or from insurer to 
insurer. But as a general matter, it compensates or potentially overcompensates insurers for the lack of CSR appropriations.

23 Congressional Budget Office, Appropriation of Cost-Sharing Reduction Subsidies, 19 Mar. 2018, https://www.cbo.gov/system/files/115th-
congress-2017-2018/reports/53664-costsharingreduction.pdf.

24 Congressional Budget Office, Appropriation of Cost-Sharing Reduction Subsidies.

25 Aron-Dine, Aviva, and Christen Linke Young, “Silver-Loading Likely to Continue Following Federal Circuit Decision on CSRs,” Health Affairs, 
13 Oct. 2020, https://www.healthaffairs.org/do/10.1377/forefront.20201009.845192/full/.

26 The ACA defined affordable employer coverage as coverage that meets the ACA’s minimum value requirements and has a premium for 
the employee for self-only coverage that does not exceed approximately 9.5 percent of household income.

https://www.cbo.gov/system/files/115th-congress-2017-2018/reports/53664-costsharingreduction.pdf
https://www.cbo.gov/system/files/115th-congress-2017-2018/reports/53664-costsharingreduction.pdf
https://www.healthaffairs.org/do/10.1377/forefront.20201009.845192/full/
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simply replaces private spending with government spending. Given the government’s large 
share of the plan costs, enrollees have little incentive to make value-based, cost-conscious 
decisions. The ACA’s subsidy structure is also inflationary, raising overall premiums as well as 
prices.27 Moreover, there are economic losses from the excess burden of taxation necessary 
to finance these subsidies.28

Under our proposal, an insurer could meet its requirements under the CSR program by 
partially funding an enrollee’s HSA associated with an HSA-qualified health plan. Our 
proposal would give the enrollee control over the resources, unlike the CSR program in 
which the insurer makes decisions about how to reduce plan cost-sharing amounts. The 
amount of HSA funding and the other plan design elements should be structured to 
maximize the HSA funding while still meeting the AV requirements of the CSR program.

WHY THE HSA OPTION IS ATTRACTIVE: MORE CONTROL 
NOW AND GREATER RESOURCES FOR THE FUTURE

While the ACA subsidies are fundamentally flawed, the proposed HSA option would be a 
significant improvement over the current structure by allowing millions of consumers to 
choose a different way to structure their ACA subsidy. Specifically, this choice would permit 
consumers to direct a portion of the subsidy into an account that allows them to use the 
funds for health care expenses in ways that work best for them.

The ACA subsidy design does not permit enrollees to maximize their preferences by 
choosing the types of plans and the mix of premium and out-of-pocket expenditures that 
most appeal to them. Instead of being constrained by the ACA’s rigid cost-sharing rules, 
enrollees may prefer to control the money they spend on out-of-pocket health care services 
using an HSA.

Another benefit of the HSA option is that it provides liquid assets to cover cost-sharing 
obligations. Some enrollees would likely have an option in which the HSA deposit entirely 
covers the plan deductible. Many households do not have enough money on hand to pay 
cost-sharing in typical private health plans. For example, in one recent survey, 45 percent of 
single-person nonelderly households indicated they could not afford to pay more than $2,000 

27 Jaffe, Sonia, and Mark Shepard, “Price-Linked Subsidies and Imperfect Competition in Health Insurance,” American Economic Journal: 
Economic Policy, vol. 12, no. 3, Aug. 2020, https://www.aeaweb.org/articles?id=10.1257/pol.20180198.

28 In simple terms, the excess burden of taxation is the foregone economic activity as people take actions—such as working less—to 
minimize their exposure to the tax.

https://www.aeaweb.org/articles?id=10.1257/pol.20180198
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from current liquid assets, and 63 percent could not pay more than $6,000.29 Lower-income 
households were even much less likely than other households to have the liquid assets 
needed to meet typical cost-sharing obligations. HSA funds can help fill that gap.

In addition to being able to save money through the HSA for future health expenses, one of 
the main benefits for people with HSAs is that they can use the account in the present year to 
pay for any qualified medical expense. While this includes cost-sharing amounts for services 
and treatments covered by their plan, it also includes expenses that may not be covered by 
their plan.

The HSA option expands consumer financial protection against out-of-network expenses. 
Since most exchange plans employ narrow, restrictive provider networks, this feature of HSAs 
is particularly useful for exchange plan enrollees. Table 2 shows the trend toward narrow 
network plans in the exchanges. In such plans, the consumer is fully responsible for out-of-
network medical expenses. HSAs provide consumers with risk protection from unexpected 
costs of receiving accidental or unintentional out-of-network services.

The HSA option would give enrollees greater resources for their future. Most Americans 
spend little on health care each year. Roughly 14 percent of the population had no health 
expenditures in 2019.30 Half of the population accounts for only 3 percent of all health 
spending, with average spending for this group of just $374 per person in 2019.31 
Extrapolating from these facts, about half of Americans have health expenses below $1,000 
each year. Thus, for most enrollees, the HSA option will enable them to save for the future as 
the balance of their HSA grows. Assuming a real interest rate of 6percent and annual net HSA 
contributions of $1,500, the amount in the account would equal about $55,000 after twenty 
years, $119,000 after thirty years, and $232,000 after forty years. Such savings would lead to 
significant financial resources to reimburse health care expenses that occur later in life.

HOW THE HSA OPTION WILL WORK: MODELING

To anticipate how the HSA option would work, we modeled four different silver plans using 
varying combinations of deductibles, coinsurance, and out-of-pocket limits, while satisfying 
the AV requirements for CSR plans. The CMS AV Calculator for 2023 was used for the 

29 Young, Gregory, Matthew Rae, Gary Claxton, Emma Wager, and Krutika Amin, “Many Households Do Not Have Enough Money to Pay 
Cost-Sharing in Typical Private Health Plans,” Peterson-KFF Health System Tracker, 10 Mar. 2022, https://www.healthsystemtracker.org/
brief/many-households-do-not-have-enough-money-to-pay-cost-sharing-in-typical-private-health-plans/.

30 Ortaliza, Jared, Matthew McGough, Emma Wager, Gary Claxton, and Krutika Amin, “How Do Health Expenditures Vary across the 
Population?,” Peterson-KFF Health System Tracker, 12 Nov. 2021, https://www.healthsystemtracker.org/chart-collection/
health-expenditures-vary-across-population/.

31 Ortaliza et al., “How Do Health Expenditures Vary across the Population?”

https://www.healthsystemtracker.org/brief/many-households-do-not-have-enough-money-to-pay-cost-sharing-in-typical-private-health-plans/
https://www.healthsystemtracker.org/brief/many-households-do-not-have-enough-money-to-pay-cost-sharing-in-typical-private-health-plans/
https://www.healthsystemtracker.org/chart-collection/health-expenditures-vary-across-population/
https://www.healthsystemtracker.org/chart-collection/health-expenditures-vary-across-population/
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• Households with income between 200 and 250 percent of the FPL who
qualify for a 73 percent AV plan,

• Households with income between 150 and 200 percent of the FPL who
qualify for an 87 percent AV plan, and

• Households with income between 100 and 150 percent of the FPL who
qualify for a 94 percent AV plan.

For convenience in this section, we will refer to these groups as the “highest,” “middle,” and 
“lowest” income groups, respectively.33

We derived the tables using a modified version of the 2023 CMS AV Calculator, after 
consultation with actuaries from Milliman. The calculator shows the expected percentage of 
member expenditures on essential health benefits made by the plan, based on a variety of 
plan designs.

The current CMS AV calculator provides for the value of a health reimbursement arrangement 
(HRA) but not an HSA, meaning that the amount unspent in the year of the contribution is 
foregone in the original calculator. HSA contributions, including those under our plan, remain 
with the individual past the plan year and until they draw down the value of the HSA 

32 U.S. Department of Health and Human Services, Centers for Medicare and Medicaid Services, “Final 2023 Actuarial Value Calculator,” 
downloadable spreadsheet file, https://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/Draft-2023-AV-Calculator.
xlsm.

33 All plans presented are for self-only coverage because the CMS AV Calculator only calculates AVs for self-only coverage.

TABLE 2: Trends  Toward Narrow Network in Individual Market Exchange Plans
Bronze Plans Silver Plans

HMO and EPO PPO and POS HMO and EPO PPO and POS

2014 44% 56% 43% 57%

2021 84% 16% 85% 15%

Source: Haislmaier, Edmund, and Abigail Slagle, “Premiums, Choices, Deductibles, Care Access, and Government Dependence  Under the 
Affordable Care Act: 2021 State- by- State Review,” Heritage Foundation, 2 Nov. 2021, https://www.heritage.org/health-care-reform/report/
premiums-choices-deductibles-care-access-and-government-dependence-under. Note: PPO = preferred provider organ ization, EPO = 
exclusive provider organ ization, POS = point of ser vice plan, and HMO = health maintenance organ ization.

modeling.32 The calculator allows the user to vary plan features, such as deductibles, 
coinsurance, out-of-pocket limits, and HSA contributions. The regulations permit the plan AV 
to vary within de minimis ranges from the specified AV requirements. The calculator does not 

account for the age of the enrollee.

The results are displayed in Tables 3 and 4 for three income groups:

https://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/Draft-2023-AV-Calculator.xlsm
https://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/Draft-2023-AV-Calculator.xlsm
https://www.heritage.org/health-care-reform/report/premiums-choices-deductibles-care-access-and-government-dependence-under
https://www.heritage.org/health-care-reform/report/premiums-choices-deductibles-care-access-and-government-dependence-under
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34 Milliman discussed this modification in their report.

35 Milliman's table shows the values for each of the four plan options for each of the three income groupings. All of these plans are silver 
plans impacted by the CSR program, or actuarially equivalent HSA option proposal. Milliman's table notes that the CSR program, or 
actuarially equivalent HSA option, raises the actuarial value to gold plans (actually slightly above the gold plan standard actuarial value) 
for the middle-income group and to platinum plans for the lowest income group (actually slightly above the platinum plan standard 
actuarial value). Hamachek and Jones, “Proposed Health Savings Account,” Figure 4.

36 The minimum deductible for an HSA-qualified plan is $1,500 for self-only coverage for 2023.

 TABLE 3: Standard Plansa

Silver Plan 1 Silver Plan 2 Silver Plan 3 Silver Plan 4

Deductible $4,800 $5,425 $2,750 $3,450

Coinsurance 0% 0% 20% 20%

OOP Limit $4,800 $6,150 $7,500 $7,500

Actuarial Value 72% 70% 72% 70%

aAll plans are HSA-qualified for 2023.

contribution. Thus, it was necessary to adjust the calculator to reflect our proposal’s reliance 
on HSAs rather than HRAs. Milliman produced a modified AV Calculator that values HSA 
contributions as a full paid benefit, rather than a benefit that is limited to a percentage that 
would be spent on cost-sharing for essential health benefits during the year.34

Table 3 shows the status quo and includes four standard HSA-qualified plans that an insurer 
could offer in the silver metal tier today without the proposal. None of these four plans 
includes an HSA contribution from the insurer. These plan designs are examples of many 
possible designs. 

Table 4, which is reproduced from Figure 4 in Milliman’s report, shows the comparison 
between the CSR plan (i.e., the non-HSA plan) and the HSA plan.35 Using four different plan 
options (with varying deductible, cost-sharing percentages, and out-of-pocket limits), the 
non-HSA plan columns show the reduced plan deductibles and out-of-pocket limits to meet 
the AV requirements of the CSR program. Of note, none of the CSR plans for the lowest-
income category are HSA-qualified since the deductible is below the required minimum 
deductible for HSA plans and plans 3 and 4 with the lower deductible and 20 percent 
coinsurance for the middle-income group are not HSA-qualified.36

The right-hand columns in Table 4 show alternative plan designs that include an HSA-
qualified plan with the maximum possible HSA contribution instead of reduced cost-sharing. 
These HSA contributions are the amounts that Milliman’s modified CMS AV calculator 
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indicates would provide a similar AV to the plans under the CSR program.37 For the highest-
income group, the HSA contributions would be relatively modest because the CSR program 
only increases the AV of these plans from 70 percent to 73 percent. The contributions are 
much more robust for the lowest- and middle-income groups because the CSR program 
requires insurers to raise the plan AV to 94 percent and 87 percent, respectively.

The annual benefit of the HSA option, compared to the CSR plan under current law, equals the 
amount of the HSA deposit until total spending equals the CSR option deductible. Until that 
spending amount, the individual is paying out of pocket under both plans. After that amount, 
the benefit of the HSA option begins to decline dollar for dollar since the enrollee would no 
longer have any out-of-pocket payments under the CSR plan and would bear the cost of 
additional plan spending under the HSA plan. This decline occurs until annual spending 
equals the deductible for the HSA option.

For example, enrollees in the middle-income group who choose plan 1 would be eligible for an 
HSA deposit of $1,630. Since this plan has no coinsurance, the tradeoff they face for choosing 
the HSA plan instead of the CSR plan is a higher deductible. The HSA plan carries a $7,500 

37 As explained in the text, the CMS AV calculator had to be adjusted since the HSA contributions under our plan carry past the plan year if 
unused during the plan year.

TABLE4:HSAandNon-HSABenefitDesigns

Non-HSA Plan HSA Plan

Plan

Income  
(% Federal 

Poverty 
Level)

CPD and 
CSR Level Deductible Coinsurance

Max Out of 
Pocket

Actuarial 
Value Deductible Coinsurance

Max Out  
of Pocket

HSA 
Contribution

Modified 
Actuarial 

Vallue

1

200  
to  

250%

Silver  
Silver 
CSR 
73%

$4,200 0% $4,200 74% $7,500 0% $7,500 $630 74%

2 4,475 0% 4,475 73% 7,500 0% 7,500 565 73%

3 2,200 20% 7,250 74% 6,000 20% 7,500 570 74%

4 2,475 20% 7,250 73% 6,000 20% 7,500 510 73%

1

150  
to  

200%

Gold  
Silver 
CSR 
87%

1,500 0% 1,500 88% 7,500 0% 7,500 1,630 88%

2 1,615 0% 1,615 87% 7,500 0% 7,500 1,580 87%

3 390 20% 3,000 88% 6,000 20% 7,500 1,590 88%

4 550 20% 3,000 87% 6,000 20% 7,500 1,515 87%

1

100  
to  

150%

Platinum  
Silver 
CSR 
94%

475 0% 475 95% 7,500 0% 7,500 2,155 95%

2 580 0% 580 94% 7,500 0% 7,500 2,085 94%

3 200 20% 570 95% 4,700 20% 7,500 1,955 95%

4 200 20% 760 94% 4,050 20% 7,500 1,795 94%
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deductible, much higher than the $1,500 deductible of the CSR plan. This individual is clearly 
better off with the HSA plan if he has less than $3,130 of health expenses in that year (his 
HSA contribution plus the deductible for the CSR plan). In reality, the individual’s true out-of-
pocket limit for the HSA plan would be only $5,870—the difference between that plan’s 
maximum out-of-pocket limit and the HSA contribution.38

Table 4 also illustrates the potential benefit of the HSA option for the low-income group. 
Consider plan 1. If the enrollee chooses the CSR option, he faces a deductible of $475, which 
also represents the plan’s maximum out-of-pocket limit because there is no cost-sharing after 
the deductible is met. If the individual chooses that same plan but with the HSA contribution 
instead of the CSR benefit, he will receive an HSA deposit of $2,155. The plan deductible and 
out-of-pocket maximum would be $7,500, but the true out-of-pocket maximum would be 
$5,345—the maximum out-of-pocket limit minus the plan’s HSA contribution.

Milliman estimated the average benefit when the HSA option is beneficial and the average 
loss when the HSA option is not beneficial for enrollees.39 The average benefit of the HSA 
option, which varies across plan designs, is more valuable for lower-income enrollees since 
their HSA deposit is larger under the HSA option (given the requirements of the CSR 
program). The average benefit over the course of the year is about $550 for enrollees with 
income between 200 and 250 percent of the FPL, about $1,400 for enrollees with income 
between 150 and 200 percent of the FPL, and about $1,600 for enrollees with income 
between 100 and 150 percent of the FPL. For the relatively small number of enrollees who 
choose the HSA option but incur sizable medical expenses during a plan year, out-of-pocket 
expenditures would exceed HSA deposits, potentially by a few thousand dollars. 
Importantly, the Milliman analysis assumes that enrollees’ expenditures are covered by the 
plan, which will not happen in many instances because of the restrictive networks of most 
exchange plans.

Importantly, the limits on cost-sharing and expenses apply only if the individual receives care 
from in network providers. Not only do enrollees benefit when their health care spending is 
below the level equal to the HSA deposit and the CSR plan deductible amount, but they also 
have more flexibility to spend the money as they prefer. They can spend it for any qualified 
medical expense, not just what their plan covers. They can use it to access discounted cash 
prices and providers outside their plan’s network. They can also save anything they do not 
spend to use in subsequent years.

38 This calculation assumes that individuals only use their HSAs for services covered by the plan. If they choose to use their HSAs for other 
qualified medical expenses, they may have to pay more out of pocket for covered services until they meet their deductible.

39 Hamachek and Jones, “Proposed Health Savings Account,” Figure 5.
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The figures on the next page show the net benefit of the HSA option for the three income 
groups for plan 1. Plan 1 was used for illustration because the math is easier when there is no 
coinsurance. The first figure is the highest-income group, the second figure is the middle-
income group, and the third figure is the lowest-income group. The figures show the net 
benefit based on annual health care expenditures. If enrollees do not have any annual health 
care expenditures—as roughly one in seven Americans do not—their net benefit from 
choosing the HSA option is the amount of the HSA deposit.

Importantly, these figures understate the value of the HSA option since the HSA can be used 
on a wider variety of health care expenses than under the CSR option, which is limited to 
services covered by the plan. Even accounting for this, most enrollees, would benefit from the 
HSA option since most enrollees have health care expenses below the break-even points. 
According to analysis provided by Milliman, roughly 65 percent of enrollees with income 
below 200 percent of the FPL benefit from the HSA option and roughly 75 percent of 
enrollees with income between 200 and 250 percent of the FPL benefit from choosing the 
HSA plan.40

As discussed, Milliman’s net benefit analysis does not account for the added value of HSAs 
since they can be used for a variety of qualified medical expenses beyond those typically 
covered by insurance. It also does not consider the greater efficiency that people obtain from 
using HSAs and the ability to stretch dollars further, assuming instead that health care 
expenditures remain constant under the CSR and HSA options. The greater efficiency or 
greater value is achieved since enrollees making expenditures from their HSAs tend to be 
more cost-conscious consumers

Under the ACA’s design, enrollees lack an ability to obtain the government subsidy to reduce 
their cost-sharing expenses in ways that best meet their preferences and financial situations. 
Moreover, the government subsidy is often of little value to enrollees, particularly those who 
expect minimal medical expenses during the year. Amy Finkelstein and coauthors estimate 
that Medicaid enrollees only value Medicaid at 20 to 40 cents of the cost of providing 
coverage.41 A recent economics study found consumers value the PTCs at less than half of 
their cost, with insurers capturing an excessive amount of the benefit.42 People’s welfare 
would be raised if, instead of subsidizing health insurers directly, the government allowed 
individuals to direct a portion of the subsidy to the purchase of health care they prefer. 
Another problem with the current CSR program is that lower cost-sharing reduces consumer 

40 Hamachek and Jones, “Proposed Health Savings Account,” Figure 5.

41 Finkelstein, Amy, Nathaniel Hendren, and Erzo F. P. Luttmer, “The Value of Medicaid: Interpreting Results from the Oregon Health 
Insurance Experiment,” National Bureau of Economic Research, 2015, https://www.nber.org/papers/w21308, working paper.

42 Polyakova, Maria, and Stephen P. Ryan, “Subsidy Targeting with Market Power,” National Bureau of Economic Research, 2019, https://
www.nber.org/system/files/working_papers/w26367/w26367.pdf, working paper.

https://www.nber.org/papers/w21308
https://www.nber.org/system/files/working_papers/w26367/w26367.pdf
https://www.nber.org/system/files/working_papers/w26367/w26367.pdf
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incentives to obtain value from their medical spending and thus increases overutilization and 
waste, which our proposal would mitigate.

Impact by Age Group
One of the ACA’s main health insurance requirements is a 3:1 age-rating restriction, which 
prohibits the premium amount for the oldest member of the individual-market risk pool (a 
64-year-old) from being more than three times the premium amount for the youngest adult in 
the risk pool. The PTC structure, which limits the amount of income that a household must pay 
for a benchmark premium regardless of age, results in much larger subsidies for older 
individuals than younger individuals. It is unclear, particularly with silver loading, how the 
overall subsidy to insurers for lower-income enrollees in silver plans is divided between the 
premium assistance and the CSR assistance. However, it is nearly certain that the amount of 
the HSA deposit that would be available to enrollees under the HSA option would be greater 
for older enrollees than for younger enrollees, perhaps approaching the 3:1 ratio.

Because of this reality, older enrollees—particularly those who expect below-average health 
care expenses—may be particularly attracted to the HSA option. For these individuals, they 
will be able to save money for the health care expenses that they will incur in retirement when 
they are likely to be enrolled in Medicare.

WHAT CONGRESS CAN DO: ADDITIONAL STEPS

In addition to creating the HSA option, Congress can take other steps that would improve 
government policy and reduce federal deficits.

As noted previously, Congress does not currently appropriate taxpayer dollars to offset 
insurers’ CSR obligations under the ACA. The use of silver loading as a workaround has 
allowed insurers to fund their CSR obligations through higher PTCs.43 Total subsidies to 
insurers have likely increased because of silver loading.44

Congress should appropriate CSR payments, thereby providing a more direct subsidy 
mechanism. If it did so and prohibited silver loading, the overall cost of the subsidies would 
likely be reduced. This decrease would likely be more than the cost of a CSR appropriation.45 

43 For more information on the CSR program, see the text box “The CSR Program.” For more information on how ACA subsidies work, see the 
appendix.

44 Or, as CBO put it in 2018: “Higher gross premiums for silver plans are expected to increase the amount of tax credits paid by the federal 
government, thereby covering the costs to insurers of CSRs.” Congressional Budget Office, “Appropriation of Cost-Sharing Reduction 
Subsidies,” 19 Mar. 2018, https://www.cbo.gov/system/files/115th-congress-2017-2018/reports/53664-costsharingreduction.pdf.

45 Congressional Budget Office, “Appropriation of Cost-Sharing Reduction Subsidies.”

https://www.cbo.gov/system/files/115th-congress-2017-2018/reports/53664-costsharingreduction.pdf
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In 2018, CBO projected that a CSR appropriation would reduce federal deficits by $29 billion 
with the main effect being smaller subsidies for households with income between 200 and 
400 percent of the FPL.46 Thus, according to CBO’s past estimate, directly funding CSRs and 
ending silver loading would result in a net decrease of federal deficits by billions of dollars 
each year.47 Such reforms could be used to offset the budgetary cost of the HSA option, while 
also reducing budget deficits and improving beneficiaries’ welfare.

RESPONSES TO POTENTIAL CRITIQUES OF THE HSA OPTION

1. Program Integrity Concerns
This proposal would give individuals greater control over ACA subsidies. While increasing 
individual control over these resources would enhance welfare, it does naturally raise 
questions about program integrity. In particular, enrollees—subject to a current-law 20 
percent penalty48—could withdraw HSA funds for non–health care purposes. Our proposal 
takes steps to minimize this risk.

 • First, debit card technology is now sophisticated enough that HSA cards 
can reject reimbursement for spending on items that are not qualified 
medical expenses and withdrawing cash.

 • Second, we propose monthly deposits under the HSA option rather than 
one advance annual lump-sum deposit, reducing program integrity risks.

 • Finally, withdrawals for nonqualified medical expenses would be subject 
to a 20 percent penalty.

While improper payments are troubling in any context, we believe this program would have 
lower improper payment rates than many other government programs due to its essentially 
simple design, conformity with existing HSA rules, and reliance on secure debit card technology.

2. Enrollees’ Unfamiliarity with HSAs
Those who lack experience with an HSA will receive information from insurers under HHS and 
IRS guidance about how to set up and properly use one. They will also have a technological 
guardrail in the form of a restricted-use debit card to prevent accidental withdrawals for 
nonqualified expenses.

46 Congressional Budget Office, “Appropriation of Cost-Sharing Reduction Subsidies.”

47 Congressional Budget Office, “Appropriation of Cost-Sharing Reduction Subsidies.”

48 United States Code, “Health Savings Accounts,” Title 26, Section 223(f)(4), https://uscode.house.gov/view.xhtml?req=(title:26%20
section:223%20edition:prelim).

https://uscode.house.gov/view.xhtml?req=(title:26%20section:223%20edition:prelim)
https://uscode.house.gov/view.xhtml?req=(title:26%20section:223%20edition:prelim)
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3. Enrollees’ Poor Decision-Making
Individuals and families have different preferences for meeting their health care needs. An 
HSA offers them maximum choice and control over their health spending. Some policy 
experts raise a concern that this much consumer freedom could lead to poor decision-making. 
For example, some participants may exhaust their HSAs early in the year without adequate 
funds later in the year for medical expenses. This problem can happen, but it is not unique to 
health care. People generally make decisions in the present that maximize expected utility, 
and they are best to weigh the tradeoffs that result from different choices.

On the whole, having an HSA has numerous benefits. First, because HSA savings roll over 
from year to year, people accumulate money against future medical expenses faster than 
they could otherwise. Second, because of the rollover and the fact that HSA savings are 
personally owned and controlled, consumers have incentives to ensure that the benefit from 
their spending exceeds the cost. Third, enrollees can use their HSA for any qualified medical 
expense. Fourth, HSAs protect consumers from out-of-network expenses, which are a 
growing problem for exchange enrollees since more than five in six health plans restrict 
access to providers.49 Some consumers may unintentionally use out-of-network providers and 
realize only later that their expenses were not covered by their plans. The HSA option 
minimizes this risk for those who select it.

This proposal is ultimately optional for enrollees. People with high and predictable health care 
costs, or who are simply uncomfortable with the HSA model, may always opt for the CSR plan 
rather than the HSA option.

4. Failure to Obtain Useful Preventive Care
Studies suggest that while people with HSAs reduce their utilization of health care services, 
they do not stint on needed care or useful preventive care. Multiple studies have found HSA 
ownership to be associated with higher rates of preventive care use.50 Such behavior is not 
entirely unexpected: when people have control over their own money, they have an incentive 
to try to minimize future expenses through regular investments in beneficial preventive 
maintenance.

49 Heritage Foundation, “Premiums, Choices, Deductibles, Care Access, and Government Dependence under the Affordable Care Act: 2021 
State-by-State Review,” 2 Nov. 2021, https://www.heritage.org/health-care-reform/report/
premiums-choices-deductibles-care-access-and-government-dependence-under.

50 American Academy of Actuaries, “Emerging Data on Consumer-Driven Health Plans,” 2009, https://www.actuary.org/sites/default/files/
pdf/health/cdhp_may09.pdf. See also RAND Corp., “Analysis of High Deductible Health Plans,” Technical Report TR-562/4, 2009, https://
www.rand.org/pubs/technical_reports/TR562z4/analysis-of-high-deductible-health-plans.html; Haviland, Amelia M., Matthew D. 
Eisenberg, Ateev Mehrotra, Peter J. Huckfeldt, and Neeraj Sood, “Do ‘Consumer-Directed’ Health Plans Bend the Cost Curve over Time?,” 
National Bureau of Economic Research, 2015, https://www.nber.org/papers/w21031, working paper; and Health Equity, “The HSA Effect,” 
2019, https://healthequity.com/doclib/hsa/the-hsa-effect.pdf.

https://www.heritage.org/health-care-reform/report/premiums-choices-deductibles-care-access-and-government-dependence-under
https://www.heritage.org/health-care-reform/report/premiums-choices-deductibles-care-access-and-government-dependence-under
https://www.actuary.org/sites/default/files/pdf/health/cdhp_may09.pdf
https://www.actuary.org/sites/default/files/pdf/health/cdhp_may09.pdf
https://www.rand.org/pubs/technical_reports/TR562z4/analysis-of-high-deductible-health-plans.html
https://www.rand.org/pubs/technical_reports/TR562z4/analysis-of-high-deductible-health-plans.html
https://www.nber.org/papers/w21031
https://healthequity.com/doclib/hsa/the-hsa-effect.pdf
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5. Lack of Funds to Pay for Expenses
Some may raise concerns about cash flow and timing of HSA deposits. For example, an 
enrollee could incur high out-of-pocket health expenses early in the year before receiving 
enough monthly HSA deposits to cover them. This situation can be managed in the same ways 
that such situations are usually managed—through borrowing and deferred payment 
agreements. And nothing in our proposal prevents an insurer from accelerating the timing of a 
regular monthly deposit to assist an enrollee in need.

6. Adverse Selection Pressures
Opponents of consumer choice in health care often make arguments that such freedom will 
harm the ACA risk pool through adverse selection. The overall effect on the ACA risk pool 
from the HSA option should be minimal and likely beneficial for four reasons:

 • Both the CSR plan and the HSA plan will have the same AV.

 • All exchange insurers will have to offer both types of plans.

 • The ACA already has a risk-adjustment program that, while flawed, 
compensates insurers for selection effects; plans that enroll less healthy 
enrollees receive compensation from plans that enroll healthier enrollees. 
HSA plans will be part of this risk-adjustment program. Because of risk 
adjustment, HSA plan premiums will likely be slightly higher since 
healthier enrollees will be more likely to select them over a plan with a 
CSR subsidy.

 • Most importantly, HSA plans with a funded HSA will likely induce 
healthier people into the market, so the HSA option will likely reduce 
rather than increase adverse selection in the individual market.

7. Mandate on Insurers
Some people may be concerned that this proposal includes yet another mandate on insurers, 
but in fact it merely modifies an existing mandate (the CSR program mandate) and only 
applies to insurers who voluntarily choose to offer products through an ACA exchange. 
Whether enrollees choose reduced cost-sharing or an HSA contribution, the insurer will be 
reimbursed by the government.

8.HigherDeficits
The budgetary effects of adding an HSA option are likely to be small, because such an option 
would alter rather than expand an existing subsidy. In effect, enrollees would be using a 
portion of their subsidy as an HSA deposit rather than reducing their plan cost-sharing 
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amounts. If in addition to creating the option, Congress were to appropriate funds for CSRs 
and prohibit silver loading as we propose, CBO would likely score the proposal as actually 
reducing deficits because premiums would be lower, and therefore outlays for the ACA’s PTCs 
would be lower.

CONCLUSION

Congress can improve the welfare of lower-income individuals by creating an HSA option. This 
option permits enrollees a choice of directing a portion of their current, generous premium 
subsidy—the portion that insurers use to reduce plan deductibles and copayments—into an 
HSA that they own and control. According to Milliman’s analysis, the typical enrollee who 
selects the HSA option would accumulate a net HSA benefit, accounting for expenditures 
during the year, of about:

 • $550 for those with income between 200 and 250 percent of the FPL,

 • $1,400 for those with income between 150 and 200 percent of the FPL, 
and

 • $1,600 for those with income between 100 and 150 percent of the FPL.

Moreover, the HSA option allows enrollees to use tax-preferred dollars to pay for medical 
items and services not covered by their insurance plans, including those provided by out-of-
network doctors and hospitals. If Congress were to enact modest reforms of the CSR payment 
program in addition to the HSA option, the proposal would likely reduce federal deficits while 
expanding overall coverage.
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APPENDIX

What Is an HSA?
A health savings account (HSA) is a special financial tool created by Congress in 2003 to help 
Americans pay for out-of-pocket medical expenses tax-free. Like other bank and investment 
accounts, an HSA is personally owned and portable from job to job, but unlike other financial 
tools, it enjoys special tax advantages under existing federal tax laws (both income and 
payroll) as well as under most state income tax laws. HSA contributions, growth, and qualified 
withdrawals are all tax-free. This triple tax advantage makes the HSA unique among 
American savings vehicles.

Account holders may use tax-advantaged HSA funds to pay for a wide array of qualified 
medical expenses as well as to cover deductibles under a health insurance plan, not only for 
themselves but also for a spouse and dependents. Nonqualified withdrawals are taxed as 
income and subject to an additional 20 percent penalty.51

HSA balances may be saved or invested, accumulate indefinitely, and be left to a surviving 
spouse or designated beneficiary. Unlike owners of individual retirement accounts, HSA 
owners are not subject to required minimum distributions after a certain age.

HSA holders receive what is effectively a price discount on each medical purchase. Having a 
funded HSA also provides a source of funds to help pay for health care expenses between 
jobs or expenses not covered by health insurance and a cushion against annual increases in 
insurance maximum out-of-pocket limits. Having an HSA can help smooth health care 
expenditures over a lifetime and provide a health care nest egg for retirement.

HSAs promote tax equity. As a result of federal and state tax laws, most health care 
expenditures in the United States today are paid by third parties, such as insurers and 
employers, rather than by patients. This situation leads to economic distortions and medical 
price inflation. HSAs help counter these distortions by providing tax breaks for health care 
purchased directly by patients.

51 Internal Revenue Service, IRS Publication 502, Medical and Dental Expenses, https://www.irs.gov/publications/p502.

https://www.irs.gov/publications/p502
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Studies suggest that HSAs help reduce overall health care spending without causing patients 
to stint on preventive care. This trend is likely because people tend to be more careful when 
spending their own money.52

Roughly 33 million Americans—about one-tenth of the U.S. population—have an HSA 
account, and experts predict this figure will grow to 38 million by the end of 2024. Account 
holders’ spouses and dependents also benefit from HSAs. Thus, over 60 million Americans—
approximately one-third of the U.S. population with private health insurance coverage—
currently benefit from HSAs. Aggregate HSA balances exceed $100 billion and are projected 
to exceed $150 billion by the end of 2024.53

Despite these figures, per capita HSA enrollment is unlikely to grow substantially under 
current law because access is restricted. To contribute to an HSA, a taxpayer must have a 
specific, federally defined form of health insurance called a “high deductible health plan” 
(HDHP). (In this paper, we refer to HDHPs as HSA-qualified plans.) To be an HDHP, a plan must 
conform to federal rules regarding minimum deductible and maximum out-of-pocket 
amounts, and certain items and services covered by the plan must be exempt from the plan 
deductible. Because most health insurance plans, including most employer-sponsored plans, 
do not meet these criteria—most Americans are effectively barred from using this powerful 
financial tool.54

How Do ACA Subsidies Work?
Since the beginning of 2014, the ACA has imposed a complicated assortment of mandates on 
the group and individual health insurance markets. It has also provided means-tested 
subsidies to eligible people who purchase insurance coverage in the individual market 
through an ACA exchange.

The largest and most important of the ACA’s subsidies is a premium subsidy that typically 
goes directly to exchange insurers on enrollees’ behalf. This subsidy takes the form of a PTC, 
the amount of which is largely a function of the benchmark plan premium and the household’s 
income. The credit is structured to limit the amount of income that the household owes for a 
benchmark plan. When the credit is paid out ahead of time, in monthly installments, it is 
known as an advance premium tax credit (APTC). A household qualifies for an APTC based on 
its estimated income, and the government sends a monthly payment to the insurer selected 

52 See footnote 45 above.

53 Devenir, 2021 Year-End Devenir HSA Research Report, 23 Mar. 2022, https://www.devenir.com/research/2021-year-end-devenir-hsa-
research-report/. At the end of 2021, the average HSA account balance was $3,015, half of all HSA accounts had a balance below $500, 
and 20 percent had a balance of zero.

54 Additionally, having more than one HDHP or a secondary or supplemental form of insurance coverage disqualifies a person from 
contributing to an HSA.

https://www.devenir.com/research/2021-year-end-devenir-hsa-research-report/
https://www.devenir.com/research/2021-year-end-devenir-hsa-research-report/
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by the household. At tax time, when actual household income for the previous year is known, 
the enrollee must go through a reconciliation process for overpayments or underpayments.

About half of enrollees receive additional support in the form of plan cost-sharing reductions, 
also called CSR payments. As explained elsewhere in this paper, this support currently takes 
the form of an embedded boost in the PTC subsidy that indirectly compensates the insurer for 
its costs of complying with the CSR mandate.55

The ACA’s rules have caused premiums in the individual market to soar, with average 
premiums increasing from $242 to $589—a 143 percent increase between 2013 and 2019.56 
Deductibles have also soared.57

Although insurer participation in the exchanges has grown in recent years, fewer insurers are 
currently offering coverage on ACA exchanges than were offering coverage on the pre-ACA 
individual market in 2013, and increasingly the plans they offer are narrow-network HMOs.58

The ACA’s high premiums and deductibles and narrow networks are unattractive to people 
who lack eligibility for large subsidies, and this is almost certainly why individual market 
enrollment declined each year from 2015 to 2019. Although enrollment increased in 2020 and 
2021, the increase was due to temporary subsidy expansions enacted as part of the 
congressional response to the COVID-19 pandemic.59 Those expansions have been extended 
through 2025 by the Inflation Reduction Act. Regardless, individual market enrollment has 
increased by only a few million people from the pre-ACA levels.60

From the enrollee’s perspective, ACA premium subsidies can be very generous, with the most 
benefit going to lower-income enrollees and leading many people to purchase plans with 
little, if any, out-of-pocket premium expense.61 In 2020, the subsidy for a typical subsidized 

55 In 2020, the average effectuated enrollment in ACA exchange plans was 10.4 million people, of whom 86 percent received an APTC and 
50 percent benefited from the CSR program. The average monthly premium was $573, and the average APTC per month for consumers 
receiving APTCs was $490. For people with APTCs, the credit covered 86 percent of the premium. U.S. Department of Health and Human 
Services, Centers for Medicare and Medicaid Services, Effectuated Enrollment for the First Half of 2020, https://www.cms.gov/CCIIO/
Resources/Forms-Reports-and-Other-Resources/Downloads/Effectuated-Enrollment-First-Half-2020.pdf.

56 U.S. Department of Health and Human Services, Centers for Medicare and Medicaid Services, CCIIO Data Brief Series: The Unsubsidized 
Uninsured: The Impact of Premium Affordability on Insurance Coverage, January 2021, https://www.cms.gov/CCIIO/Resources/Forms-
Reports-and-Other-Resources/Downloads/Uninsured-Affordability-in-Marketplace.pdf.

57 Haislmaier, Edmund, and Abigail Slagle, “Premiums, Choices, Deductibles, Care Access, and Government Dependence under the 
Affordable Care Act: 2021 State-by-State Review,” Heritage Foundation, 2 Nov. 2021, https://www.heritage.org/health-care-reform/report/
premiums-choices-deductibles-care-access-and-government-dependence-under.

58 Haislmaier and Slagle, “Premiums, Choices, Deductibles.”

59 Nelson, Peter J., “Three Steps to Achieving More Affordable Health Insurance in the Individual Market,” Health Affairs, 19 Aug. 2021, 
https://www.healthaffairs.org/do/10.1377/forefront.20210813.61617/full/.

60 Nelson, “Three Steps to Achieving More Affordable Health Insurance.”

61 The current number of enrollees in ACA exchanges is about 14 million people. The pre-pandemic average was about 10 million. If ACA 
subsidies did not exist, the number of enrollees would undoubtedly be significantly lower than 10 million.

https://www.cms.gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads/Effectuated-Enrollment-First-Half-2020.pdf
https://www.cms.gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads/Effectuated-Enrollment-First-Half-2020.pdf
https://www.cms.gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads/Uninsured-Affordability-in-Marketplace.pdf
https://www.cms.gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads/Uninsured-Affordability-in-Marketplace.pdf
https://www.heritage.org/health-care-reform/report/premiums-choices-deductibles-care-access-and-government-dependence-under
https://www.heritage.org/health-care-reform/report/premiums-choices-deductibles-care-access-and-government-dependence-under
https://www.healthaffairs.org/do/10.1377/forefront.20210813.61617/full/
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enrollee covered 86 percent of the plan premium.62 From the taxpayer’s perspective, the 
subsidies are inefficient and inflationary, placing excessive upward pressure on the cost of 
coverage and increasing the government’s costs.

62 U.S. Department of Health and Human Services, Centers for Medicare and Medicaid Services, Effectuated Enrollment for the First Half of 
2020, https://www.cms.gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads/Effectuated-Enrollment-First-Half-2020.
pdf.

https://www.cms.gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads/Effectuated-Enrollment-First-Half-2020.pdf
https://www.cms.gov/CCIIO/Resources/Forms-Reports-and-Other-Resources/Downloads/Effectuated-Enrollment-First-Half-2020.pdf

