
Revised March 2013 

 
CONSUMER DRIVEN HEALTH PLAN 

SET-UP AND ADMINISTRATION GUIDE 
 
What’s New 

• Our pricing for optional claims processing service is changed to a flat $12 per 
employee per month. Our smallest business clients usually prefer to self-
administer the claims. We can refer a third party claim processor on request. 

• PPACA revisions are incorporated into all benefit plans as they become 
effective. This document reflects changes for the 2013 calendar year. 
Additional changes are anticipated for 2014 and future years. 

• IRS clarified that overlapping health coverage under multiple plans including a 
Health Savings Account (HSA), health reimbursement arrangement (HRA) 
and flexible spending account (FSA) is allowed as long as the HRA is a 
“special purpose” plan and issued guidance to the plan designers on the 
interaction of these various benefit plans. Freedom Benefits will provide 
“special purpose HRA plans” on request. It is important to let us know if 
you have a Health Savings Account. 

• IRS clarified the liberal tax treatment allowed when different members of a 
taxpayer’s household are covered by different individual and employer-
provided health plans so restrictive provisions have been removed from plan 
documents. 

• The fastest-growing benefit within HRAs is concierge physician service. In 
return for payment of a fee of about $2,000 through the HRA plan, a physician 
agrees to provide care for a group of not more than 200 individual patients. 
Concierge physician service is not connected with nor covered by insurance. 

 
Introduction 
A consumer driven health plan design is universally recognized as the best way to 
improve benefits and reduce overall health benefits costs.  Some of the primary 
advantages are: 1) increased tax efficiency, 2) higher value received per dollar spent, 3) 
provide incentives for employee retention, 4) provides incentive to healthy employees, 
5) improved employee satisfaction, and 6) overall reduced health care costs.  The IRS 
sanctions this strategy and has issued substantial guidance for employers over the past 
few years.   Virtually all large employers now use this health plan format, but smaller 
companies have not been able to adapt to the technology.   
 
The five components of a consumer-driven health plan are: 

• Health Reimbursement Arrangement 
• Health Savings Account 
• Flexible Spending Account 
• Insurance 
• Discount Health Services Pricing 

 



While not all five of these components will be used by every participant, the availability 
of all options and the ability to “mix and match” a customized health plan for each 
individual employee is what makes this approach work. 
 
Planning Considerations 
The following points may be useful during the planning stage of your health plan: 
 

• HRAs are considered the “backbone” of consumer driven health plans, although 
this format is only one of several options available.  “Health Reimbursement 
Arrangement” is the preferred terminology for clarity of communications and 
consistency between the IRS and other commercial benefits resources.  Other 
common terms in use before 2003 like “Health Reimbursement Account” and 
“Medical Expense Reimbursement Plan” generally have the same meaning.  
Most employers are now moving toward adapting the terminology and features of 
the relatively new Health Reimbursement Arrangement design. 

 
• HRA and FSAs are not suitable for self-employed individuals, S-corporation 

owners, partners and LLC members. 
  

• C-corporation owner/employees and individuals who are director/employees of 
tax-exempt organizations are not considered self-employed for this purpose and 
therefore are eligible for this benefit. 

 
• Health plans may be integrated with other employee benefit plans like 401(k) 

plans, and cafeteria style flexible benefit plans for the purpose of managing 
overall benefits for employees in a more evenhanded and uniform manner. The 
most common approach to integration of benefits is for the employer to set an 
overall level of financial contribution to benefits and then allow employees to 
have the liberty of allocating these dollars to the benefits they value most 

 
• HRAs and FSAs are not affected in any manner by health insurance that may be 

available to employees.  Health insurance is not required, but may be used by 
the employees.  If health insurance is involved, it may be individual or group 
coverage.  HRA and FSA funds may be used to pay for health insurance. 

 
• If health insurance is used, it may be individual insurance or group insurance.   

 
• Individual health insurance is less expensive and easier to find than group health 

insurance, but some insurance is medically underwritten and has exclusions on 
the coverage of pre-existing medical conditions. Pre-existing Condition Insurance 
Plan (PCIP) and other guaranteed issue insurance plans are available to 
individuals who do not qualify for other coverage. More information and secure 
online insurance enrollment through the health insurance exchanges is available 
at www.FreedomBenefits.net.   

 



• Group health insurance is usually more expensive than individual health 
insurance, but is available on a “guaranteed issue” basis.  In contrast, most 
individual health insurance (except for the state mandate high risk pool or 
“HIPAA” plan) is available only to healthy applicants (except in NJ, NY and VT).  
If you opt to use less expensive individual or association health insurance in 
conjunction with your Health Reimbursement Arrangement, make sure that the 
insurance complies with state requirements for employer-provided health 
insurance.  These requirements vary from state to state, so discuss this 
important issue with the Plan Adviser.  State laws in California and Florida make 
it especially important to set up small business health plans in the proper format. 

 
• If group health insurance is provided, employees may be required to participate 

and contribute to the cost of the group health insurance as a prerequisite to 
qualify for benefits in the health plan.  Group health insurance is available on a 
guaranteed basis to all businesses that meet minimum size criteria (usually at 
least two employees, with at least on regular payroll) and evidence of time in 
operation (usually a business license, telephone directory ad or other indication 
more than six months old). If group health insurance is requested through 
Freedom Benefits, please use the online Group Benefit Request form at 
www.FreedomBenefits.org .  

 
• It is usually desirable to combine the health plan with PPO discount savings 

plans for medical, dental, pharmacy, vision and other healthcare expenses if 
provider network pricing is not already built into the health insurance plan. Most 
health insurance plans offer this money-saving feature even if the claim is not 
covered by insurance. This helps conserve health plan funds by reducing the 
cash expenses to the lower network-negotiated prices for health care services.  
See www.ehealthdiscountplan.com for more information on availability and online 
enrollment if other PPO re-pricing services are not already available. 

 
• HRA contributions must be solely employer-funded. FSAs are completely 

employee-funded. This distinction allows each type to benefit from unique liberal 
tax treatment. 

 
• The employer owns all HRA and FSA funds until the time of claim approval and 

disbursement. The employee owns HAS funds. 
 

• There is no limit on the maximum benefit that may be provided by a health plan.  
A suggested maximum annual benefit amount is the amount of the deductible on 
a catastrophic health insurance policy. More creative benefit formulas are 
allowed, including those that base the benefits on job classification or length of 
employment. “Unlimited” maximum benefit plans are discouraged unless the 
health plan covers only the business owner(s) and their family members. 

 



•  Administration of a small business health plan typically takes about one hour of 
employer administrative time per participating employee per year, plus about an 
hour for year-end plan review and review of the amended plan documents, 

 
•  Health plans (including Section 125 Cafeteria plans and Medical Expense 

Reimbursement Plans) that were in existence before 2005 would require 
modification to take advantage of have all of the features that are now allowed in 
modern health plans.   

 
•  If you are covered under both an HRA and a health FSA, see IRS Notice 2002-

45, Part V, which is on page 93 of Internal Revenue Bulletin 2002-28 at 
www.irs.gov/pub/irs-irbs/irb02-28.pdf . 

 
•  If you are covered by a Health Savings Account (HSA), the HRA must be 

modified to limit benefits to allowable coverage under the HSA provisions.  
Revenue Ruling 2004-45 clarifies how HRAs interact with HSAs. 
 

•  Federal health reform laws may change or restrict HRAs for 2014. Since further 
modifications of the law are expected, we are not speculating on the outcome. 

 
 
Risks and Disclosures 
A list of risks and disclosures that apply to health plans and all other benefit plans 
offered through Freedom Benefits and OnlineAdviser services can be found online at 
http://www.freedombenefits.org/Risks.htm.  
 
 
The Plan Documents 

• The plan must be in writing but no specific format is required.  We suggest that 
for best results, member employers should stick to the document formats most 
commonly used by other businesses in similar situations.  A prototype Plan 
Document and Summary Plan Description is available free of charge from 
Freedom Benefits Association in Adobe PDF format.  You may use this prototype 
or draft our own plan document.   

 
• If using the Prototype plan document, you may modify it to suit your business.  If 

you make changes to the wording of the document, Freedom Benefits cannot 
make any representation of the validity or suitability of the document.   

 
• The Plan Adviser is not an attorney and therefore may not prepare legal 

documents or provide legal advice.   
 
The plan documents expire and are replaced with updated documents each year. 
  



Establishing the Plan 
• Sign the Plan Document and send each eligible employee an electronic copy of 

the Summary Plan Description.  (One person businesses generally use only the 
Plan Document and do not need to use a Summary Plan Description).  This 
communication to employees may be made electronically by e-mail and is 
handled by the Plan Adviser unless the employer requests otherwise. 

 
• Usually enrollment forms are not needed but may be used at the employer’s 

option.  Most modern benefit plan designs, including the Freedom Benefits health 
plans, use a “default enrollment” that is the standard election unless an employee 
elects otherwise. 

 
• In our experience, the most important factor in the success of a consumer driven 

health plan in a small business is the availability of professional support at the 
time of enrollment to the employees who have questions about the benefit plan 
or related tax of financial planning issues.  For this reason, Freedom Benefits 
service extends to all eligible employees.  Optionally, the service also may also 
extend to the spouses of eligible employees.  

 
• Corporations typically use a Corporate Resolution to adapt an employee benefit 

plan.  No specific language is required but the following sample resolution may 
be used as a template. 

 

SAMPLE CORPORATE RESOLUTION AUTHORIZING CONSUMERN DRIVEN HEALTH PLAN 

I,       , President of        , organized and existing under the laws of         and having its principal place of 
business at         , hereby certify that the following is a true copy of a resolution adopted by the Board of 
Directors of the Corporation at a meeting convened and held on      at which a quorum was present and 
voting throughout and that such resolution is now in full force and effect and is in accordance with the 
provisions of the charter and by-laws of the Corporation.  

RESOLVED:  That the Corporation approves the consumer driven health plan for the Employees 
of ________  as was or will be executed on ________________;  

RESOLVED: That the         of the Corporation is hereby authorized to sign on behalf of the 
Corporation any contracts or forms for the consumer driven health plan;  

RESOLVED FURTHER: That the         is/are hereby authorized and directed to certify to any 
interested party that this resolution has been duly adopted, is in full force and effect, and is in 
accordance with the provisions of the charter and by-laws of the Corporation.  

I further certify that this Corporation is duly organized and existing, and has the power to take the action 
called for by the foregoing resolution. 

DIRECTORS  

 

President                 Date   

Vice President          Date   
  

Secretary                 Date   
  

Treasurer                Date   



  
  

Witness my hand seal of this corporation on this    day of   ,  . 

                                                (month)       (year) 

 
 
 
Plan Year 

• Generally the Plan Year is the same as the calendar year even when the 
business year is different.  Even if the business’ accounting year is not a 
calendar year then it usually still makes sense to operate the health plan on a 
calendar year basis.  The reasons for using a calendar year are: 1) most health 
insurance policies use a calendar year basis for accounting for policy 
deductibles, 2) most individuals report taxes on a calendar year basis, 3) Most 
tax law changes affecting health plans become effective on a calendar year basis 
so the plan documents must be amended effective January 1, 4) when an HRA is 
integrated with an HSA, the integration provisions included in the plan document 
change each calendar year and therefore the plan documents must be changed 
on a calendar year basis accordingly. 

 
• The first plan year will be a short year if the plan is started on any other date 

other than January 1.  The IRS maintains that the start of a plan may not be 
“backdated” to the beginning of the calendar year. 

 
• If the plan year is not the same as the business tax year and the calendar year, 

then additional accounting advice should be sought on the implications of these 
timing elections. 

 
 
Separate Accounts 
Generally, benefits are paid directly from the employer’s general operating funds without 
a separate bank account or trust account for HRA funds.  
 
It is possible and sometimes desirable to establish a separate account or accounts for 
the HRA or FSA that may use a separate account for the benefit of each employee.  
The establishment of separate accounts will not affect the tax qualification or 
administration of the plan as long as the separate account is owned by the business.  
The accounts must be owned by the business and use the business tax ID number and 
not the employee’s social security number.  For example, the account title “XYZ 
Company, TIN 12-3456789, FBO John Smith” is allowable. 
 
 
General Accounting 
An HRA and FSA plan creates a contingent liability account for the business similar to 
wage tax liabilities or 401(k) plans.  Most automated bookkeeping systems like 
QuickBooks handle these accounts easily once the accounts are set-up in the system.  



The Plan Adviser can help set up the accounting system to accommodate the health 
plan or provide additional accounting assistance on request. 
 
Payroll Accounting 
An efficient payroll accounting system is key to the success of the health plan.  You may 
use an internal payroll any payroll service of your choice or use Freedom Benefits 
payroll service.  Ask the Plan Adviser for details.  The Plan Adviser is a QuickBooks 
Certified ProAdvisor prepared to assist with any payroll issues that may arise regardless 
of the payroll system that you use.  Payroll service or support is not included in the 
basic health plan service. 
 
Cash Reimbursements 

• Cash reimbursements may come from the employer’s general operating account.  
Alternately, the employer may establish a separate account or multiple accounts.  
From a tax or legal perspective, it is the same.  All accounts should be held 
under the employer’s tax ID number and not the employee’s SSN until the time of 
claim approval. Advance payments are considered taxable income subject to 
wage taxes. 

 
• Reimbursement schedules should be synchronized with the claims validation 

process described later.  IRS warns that reimbursements made in advance of 
claim substantiation could cause an under-reporting problem with regard to wage 
taxes. 

 
• Reimbursement should be made only to the employee, covered spouse or 

dependents. Reimbursements could be made to a third party medical care 
provider who provides an assignment of claim form executed by the plan 
participant, but we do not recommend this option. Payment to any other person 
invalidates the tax-free status of the plan (Revenue Ruling 2006-36). 

 
 
Administration 

• The plan is designed to be self-administered (except for claims review) but the 
employer may delegate the administrative duties to an outside accountant.  As a 
practical matter, the employer’s only administrative requirements are to 1) 
execute a new Plan Document each year and 2) implement or hire a payroll 
system to handle the necessary transactions.  All other functions are handled by 
the Plan Adviser. 

 
• A plan that covers uninsured medical expenses must meet two non-

discrimination tests on an annual basis.  Some health benefits must be provided 
on a non-discriminatory basis both in terms of plan design and in the actual 
payment of benefits. Certain limitations may apply to highly compensated 
participants. For this purpose, a highly compensated person is one of the top 5 
highest paid employees, or 2) a 10% owner, or 3) an employee who is the 
highest paid 25% of all employees. It is advisable to complete discrimination 



testing at the time of plan start-up, mid-year and at year-end.  This testing is 
done by the plan adviser at the time of set-up and at the time of claim review. 

 
• A preparation of an accurate employee census will greatly assist in the 

administration of the health plan. A census produced by your payroll system is 
usually the best source of data. A blank census form that can be completed 
manually is available on request in Microsoft Excel format. The file may be 
password protected so the Adviser will provide a password. The data important 
to the benefit plan is 1) employee name, 2) nickname or salutation, 3) e-mail 
address, 4) date of hire, 5) salary, 6) average hours worked per week, 7) date of 
birth, 8) social security number, 9) business ownership interest, 10) dependent 
information (name, DOB, SSN), and 11) authorization for e-mail notification (if 
already provided). 

 
 
Communications and Announcements 
All communications and announcements from the Plan Adviser are handled in e-mail 
format though OnlineAdviser services described at http://www.onilneadviser.org .  
Notices to groups of employees are provided through a secure independent list-serve 
service. This service has built-in features for “subscribe” “modify” and “unsubscribe”.  
The employer or a designated representative should be subscribed to the list to ensure 
that all notices are received by the employer as well as the employees.  Employees may 
join at their option.  (Some of the communications are consumer-oriented while others 
are directed toward business management).  Messages and announcements are also 
archived on the OnlineAdviser Web Log accessible at the same Web page as listed 
above.  The Plan Adviser is not responsible for communications that are not received 
due to e-mail address problems, e-mail filters or other delivery problems.  The Plan 
Adviser does not provide an alternate delivery format for communications at this time. 
 
 
Covered Expenses 
The health plan may cover any qualified medical or health care expenses listed in IRS 
Publication 502.  The IRS list of allowable expenses was updated and made more 
liberal for 2004.  The adviser will make a copy of this Publication available to any 
employee who needs clarification.  Some employers elect to more strictly limit the 
covered benefits.  Since employer contributions are exempt from insurance mandates, 
some employers limit benefits to values-based positions.  Some employers, for 
example, may elect to not cover abortions or birth control expenses.  
 
 
Claim Processing 

• Claims may be self-administered but this practice poses risks to the employer. 
Still, the majority of our small business clients self-administer HRA plan claims. 

• The Plan Adviser provides independent third party claim validation as required by 
IRS in conjunction with other service.  Actual health plan claims should not be 
viewed or handled by an employee or owner of the employer in order to avoid 



liability issues under HIPAA and meet the IRS requirements for independent 
substantiation or claims.  An employer should not validate the medical claims of 
its own employees because this would expose the employer to significant liability 
under federal HIPAA law.  Additionally, The IRS would not accept an internally 
prepared claim validation report in the event of an audit.  When claim validation is 
required, it is important that it satisfy the “independent third party review” 
standards established by the IRS 

 
• Most small companies have a claim audit completed on a quarterly basis to 

coordinate with wage tax reporting (Form 941).  More frequent claim accounting 
means that employees do not have to wait so long for reimbursement, but this 
may add to the employer’s administrative cost. 

 
• The employer is responsible for verifying that expenses claimed under the plan 

qualify for tax-free reimbursement.  The validation process includes a 
substantiation of transactions, verification of eligibility with regard to IRS 
Publication 502 and the plan’s stated eligibility requirements, and verification that 
the benefits are not duplicated under another public or private health plan.   

 
• Employers should be cautious of medical privacy issues and HIPAA laws.  This 

medical privacy issue is a larger business risk than IRS compliance for an 
employer offering a self-administered health plan.   

 
• If the only plan participants are owners or family members of owners, then third 

party claim administration is not required.  Some firms in this position elect to use 
third party claim review service anyway for the purpose of providing 
documentation of independent verification. 

 
• The claim review should be conducted under Generally Accepted Accounting 

Procedures for Reviews and Compilations. 
 

• Claims are reported online on a secure Web site set up for each employee in 
your company.  Claim may also be made by paper but e-mail addresses are still 
required for all covered employees for confirmation. 

 
• Please make sure that the Claim Administrator has the names and e-mail 

address of all eligible employees, not just the employees making claims. 
 
 
Reporting to Employees 

• Each employee should be given a written or electronic statement at the end of 
each plan year listing the transaction activity and remaining balance in the 
individual account. 

 
• An annual plan summary report should be maintained by the employer and kept 

with the business tax return. 



 
 
Tax Filing 
Generally no year-end tax return is required for the plan. 
 
Costs 
The Plan Adviser’s cost is broken down as follows: 

• The adviser’s minimum fee is $150.  Payment of the initial fee is required in 
advance of the planning consultation or document preparation.  Payment may be 
made online by following the instructions on the electronic invoice.  The plan 
documents are updated and replaced each plan year to ensure compliance with 
the most current regulations. 

 
• The minimum total annual fee for services to an employee benefit plan is $150.   

 
• The Affordable Care Act requires the payment of a tax of $2 per participant per 

year.   
 

• If you elect to have a third party administer claims, this service will be provided at 
an additional fee. 

 
• The Plan Adviser’s fees may change in the future. 

 
• The Fees are payable in advance and are not refundable. 

 
 
Tax Treatment 

• Generally employer payments are deductible as ordinary business expenses 
under IRC Section 162. 

 
• Generally payments received by employees for appropriately validated expenses 

are not subject to income tax under IRC Section 105 and 106.  These amounts 
received under the plan are not wages, and therefore are not subject to wage 
taxes. 

 
• Amounts received by an employee in excess of the appropriately validated 

claims are taxable wages. 
 

• Special limitations may apply to business owners.  See the definition of 
“employee” in the health plan document. 

 
• Special limitations may apply to Highly Compensated Employees if the health 

plan is part of a Cafeteria Plan.  If this applies, speak with the Plan Adviser. 
 
 



Carry-Forward of Benefits 
Unused benefits may be carried forward to the next year (at the employer’s option) in a 
Health Reimbursement Arrangement (HRA) plan, making the total amount of benefits 
higher than would otherwise be available under the plan.  Employers may wish to set a 
limit on the maximum amount of carry-forward benefit.  Carry-forward is not a relevant 
issue in HRA plans with unlimited benefits.  
 
Benefits may not be carried forward in a Flexible Spending Account (FSA) with the 
exception of a narrow three month window following the close of the plan year. 
 
Carry-forward of benefits does not apply to Health Savings Accounts because the funds 
are already titled for the benefit of the employee. 
 
 
Beneficiary 
In the event of death of a plan participant with an unused or carry-forward benefit, the 
plan may provide a provision to allow unused benefits may be carried forward to pay for 
qualified medical expenses of the covered spouse or dependents.  Otherwise, benefits 
may not be paid out in cash to any beneficiary.  The default plan design by Freedom 
Benefits does not provide for any benefits to a plan beneficiary. 
 
 
Legal Issues 
All health plans are subject to some federal and state laws. All employer-provided 
health plans are subject to ERISA and HIPAA laws. Freedom Benefits’ services are 
designed to enable employer compliance with these laws yet no guarantee of 
compliance is offered or implied. While Freedom Benefits cannot offer legal advice or 
opinions, to our knowledge any of the Freedom Benefit Association member employers 
who operate their benefit plans exactly as outlined in this Administrative Guide have 
encountered any significant legal problems with the operation of their employee benefit 
plans. Legal problems are more likely when lax plan administration procedures allow the 
benefit plan to become obsolete or when plan features or procedures vary significantly 
from the mainstream within the employee benefits industry. 
 
If you have concerns about the legal issues of your benefit plan, please discuss these 
with both the Plan Adviser and your attorney. 
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The Plan Adviser 

• The Plan Adviser is Tony Novak, CPA, P. O. Box 333, Newport NJ 08345 Tel. 
(800) 609-0683.  Email tnovak@freedombenefits.org   He has more than 25 
years’ experience working with small business owners and their employee 
benefit plans in all 50 states.  He is a licensed life, accident and health insurance 
agent in all states and a Consumer Driven Health Care consultant certified by the 
National Association of Health Underwriters.   

 
• The Plan Adviser may provide support for setup, administration, claim processing 

and tax reporting services for the Plan. Questions are encouraged by telephone 
or e-mail.   

 
• The response time for plan setup, claim administration or other service is usually 

one business day. If you experience any longer wait time, please speak with the 
Plan Adviser to discuss the reason for the delay. 

 
• Mr. Novak may be available as a speaker for small business conferences and 

events; a list of prepared presentation topics and more information is posted at 
www.FreedomBenefits.co . 

 
• One hour of service from the Plan Adviser is typically purchased in advance of 

receiving this Administration Guide and additional service is available on request. 
 
  
Web Links 
If any of the Web links in this Administration Guide do not work, or you have any other 
questions, please contact the Plan Adviser. 
 
 
Other Benefit Plans 
This document covers only consumer driven health plans on a stand-alone basis.  A 
business typically has other employee benefits that may interact with the health plan.  
Setup and Administrative Guides are available for other types of employee benefit and 
retirement savings plans on request.  More information is available at 
www.freedombenefits.org.  


