HEALTH SAVINGS
ACCOUNTS

• HSAs can be one of the most tax
advantageous
vehicles
offering
tax
deductible contributions, tax deferred
growth, and tax-free withdrawals.

Key
Takeaways:

• Because an HSA is one of the most taxadvantaged savings options available,
consider using ordinary income and
savings to pay for near term medical
expenses and growing HSA accounts for
later expenses. This will allow for taxfree growth on your investment.

You are probably familiar with the tax benefits of contributing to personal
IRAs, Roth IRAs or even company sponsored plans like a 401(k). If you are
taking advantage of these vehicles, you’re likely on your way to a
comfortable retirement. But if that is the extent of your retirement
savings plan, you may be over-looking one of the most underrated
savings opportunities available-a health savings account (HSA). This
account allows for a tax deduction on contributions, tax deferred growth,
AND tax-free distributions if the withdrawal is used to pay qualified
medical expenses.

To get started, let’s get familiar with some 2020 details!
1). Eligibility-In order to contribute to an HSA, you must have a highdeductible health plan (HDHP). This means a single coverage plan must
have a minimum annual deductible of $1,400 and a maximum out of
pocket expense of $6,900 or less. The eligibility to contribute with a family
coverage plan is a minimum annual deductible of $2,800 and a maximum
out of pocket expense of $13,800 or less. Take note that this is only
regarding the ability to contribute in any given year. You may use funds
from your HSA to pay for medical expenses, regardless of your current
insurance plan.
2). Limits on Contributions-The amount that you (or anyone on your
behalf) can contribute to your HSA account, depends primarily on your age.
If you remain under the age 55 in the tax year the contribution is made and
have self- only HDHP coverage, you can contribute up to $3,550. If you have
family HDHP coverage, you may contribute up to $7,100. If you turn age 55
or older in the calendar year the contribution is made, you may contribute
an extra $1,000 to your HSA account. Any contributions made by others for
your benefit (ex. an employer’s contribution to your HSA account), reduce
the amount you can contribute. Additionally, contribution limits are for
both spouses collectively. Meaning a husband and wife could not both
contribute $7,100. However, if both spouses are covered under their own
HDHP and both spouses are 55 years of age or older, they would both
receive the benefit from the additional contribution allowance of $1,000.
Effectively a couple could contribute up to $9,000 combined into their
HSA, reducing their taxable income by $9,000 in a given year!
3). IRA rollovers into HSA-This is a once in a lifetime deal, LITERALLY! The
IRS allows for an individual to rollover money from an IRA into a HSA one
time, and not pay any taxes on the conversion. This means that IRA money
that is usually taxable on withdrawal, can be moved into an HSA without
any tax liability. If it is used for qualified health expenses, that money will
also come out tax free. The only caveat is, any conversions will reduce your
contribution eligibility for that year, dollar for dollar. Also note you must be
eligible to contribute through the HDHP mentioned above and you must
remain covered by a HDHP for at least 1 year after the conversion.

4). Distributions-You’ve seen the term “qualified medical expenses”
mentioned a couple times now and for good reason. In order to receive
distributions from your HSA account, you must have qualified medical
expenses that equal or exceed the distributed amount. A complete list and
definitions can be found on the IRS website, but in general these expenses will
generally include those that would qualify for the medical and dental
expenses deduction. In addition, you may receive tax-free distributions from
HSA funds to fund certain insurance premiums such as LTC insurance,
insurance premiums made under COBRA, and certain Medicare premiums.
As always, there are limitations and rules, so be sure to your research on the
details.

5). HSA balance upon death-If you have unused assets in your HSA when you
pass, how they are handled will depend on who is listed as beneficiary. As
with IRAs and other retirement accounts, spouses may inherit the assets as if
they were their own and have no tax liability upon receipt. They may also
withdrawal the money tax free for qualified medical expenses. If a nonspousal beneficiary inherits the HSA, the account value will be subject to
ordinary income tax to the beneficiary.
6). Non-medical use of HSA money-OK, now for the down-side. TAXES! If
you use HSA money for purposes other than medical expenses, you’ll owe
taxes on the withdrawal. That’s not bad, especially if you are 65 or older when
you make the withdrawal. In this scenario, the account functions just like an
IRA for tax purposes. You received a tax deduction on your contribution, the
money grew tax-deferred, and the withdrawal is taxed as ordinary income.
But if you make a withdrawal for non-medical related reasons prior to age 65,
watch out! Not only will you pay ordinary income tax, you will also be slapped
with a 20% withdrawal penalty on top of that. That’s twice the 10% penalty on
an IRA withdrawal prior to 59.5.
Conclusion: HSA accounts are one of the best tax advantaged accounts
offered to individuals if used properly. There are no income limits for
individuals to be eligible to contribute and they can be tax deductible, tax
deferred, and tax-free. If you don’t need the money for medical expenses,
HSAs accounts can function just like an IRA for tax purposes, but without the
RMD! If they are used for the right reasons though, it is like an IRA and Roth
IRA combined which is HUGE.

