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What is a Health Savings Account (HSA)?
Health Savings Accounts (HSAs) are essentially special savings accounts for medical
expenses that are paired with high-deductible insurance coverage. Both employers and
employees can invest money in the account. Employee contributions through payroll
deductions are withheld on a pre-tax basis and other employee HSA contributions are
tax deductible. Employer HSA contributions are a tax-deductible employee benefit
expense. Employees can withdraw funds, tax free, for eligible medical purposes.
You must be covered by a High Deductible Health Plan (HDHP) to be able to take
advantage of HSAs. An HDHP generally costs less than what traditional health care
coverage costs, so the money saved on insurance premiums can be put into the
Health Savings Account.
Employees own and
control the money in
the HSA. Decisions on
how to spend the
money are made by the
employee without
relying on a third party
or a health insurer.
Employees also decide
what types of
investments to make
with the money in the
account in order to
make it grow.

What is a High Deductible Health Plan (HDHP)?
Sometimes referred to as a “catastrophic” health insurance plan, an HDHP is a lower
cost health insurance plan that doesn't pay any expenses until the deductible is met.
An HDHP may provide preventive care benefits without a deductible for services such
as:






Annual physicals
Routine prenatal and well-child care
Child and adult immunizations
Tobacco cessation programs
Obesity weight-loss programs
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2009 HSA High Deductible Health Plan (HDHP) Requirements
Individual

Family

Minimum Deductible

$1,150

$2,300

Maximum Out-Of-Pocket Expenses
(including deductible)

$5,800

$11,600

These numbers will be adjusted annually for inflation.

A High-Deductible Health Plan (HDHP) using a PPO network may apply higher
deductibles and out-of-pocket expenses to covered health care services provided by
non-PPO providers.
Who is eligible for a Health Savings Account?
To qualify for an HSA, you must meet the following requirements:
•
•
•
•

You
You
You
You

must have an HDHP
have no other health coverage (exceptions shown below)
must not be enrolled in Medicare
cannot be claimed as a dependent on someone else's tax return

Examples of other permitted coverages include policies which specifically cover:
•
•
•
•
•
•

Accidents
Cancer
Disability
Dental
Vision
Long-term care

What is the maximum an individual can contribute to an HSA?
For 2009, you'll be able to contribute:
•
•

$3,000 for individuals
$5,950 for families

What are the investment options for an HSA?
HSAs can be set up through banks, credit unions, insurance companies, or any other
entity that meets the IRS standards for being an IRA trustee or custodian. HSAs can be
invested in the same type of investments permitted for IRAs including stocks, bonds,
mutual funds, CDs, etc. The individual decides whether they want to invest their funds in
their account and what type of investments best suit their needs.
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What's the difference between the HSAs and FSAs?
The tax benefits of both plans are quite similar, but there are several differences as
shown in the chart below. The biggest and most important difference is that HSA
balances can roll over from year to year and continue to grow tax deferred.

HSA

Health Savings Account

FSA

Flexible Spending Account

Who is eligible

Employees and Retirees (not
enrolled in Medicare)

Employees

Max Annual Contribution
(2009)

$3,000 Individual
$5,950 Family

No IRS maximum – Employers
can set maximum amount

Employee

Employer

Who contributes

Employer or Employee

Employee Only

Can employee earn
interest on money

Yes

No

Can money roll over

Yes

No

Is an HDHP required

Yes

No

Funds can be used for medical
expenses for yourself, your
spouse or your dependents

Funds can be used for medical
expenses for yourself, your
spouse or your dependents

Non-Medical Expenses
under age 65

Withdrawal of funds for non-medical
expenses will create a 10% tax
penalty in addition to income tax

N/A – Distributions are only
allowed for non-reimbursed
qualified medical expenses

Non-Medical Expenses
after age 65

Withdrawal of funds for non-medical
expenses are subject to normal
income tax without a penalty

N/A – Distributions are only
allowed for non-reimbursed
qualified medical expenses

Is it portable

Yes

No

Eligible for Cafeteria

Yes

Yes

Who owns

Distributions
Medical Expenses
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WHAT YOUR EMPLOYEES WILL ASK
Let’s say I go to the doctor’s office...how does the HSA work?
If you are covered by your HDHP and have not met your policy deductible, you will be
responsible for 100% of the amount agreed to be paid by your insurance policy until
your deductible has been met. Your physician may ask you to pay for the services
provided before you leave the office.
With your HSA, you may have a checkbook or debit card to pay
your physician directly from the account. If not, you can pay the
physician with your own money and reimburse yourself for the
expense from the account after your visit.
If your physician does not ask for payment at the time of service,
the physician will probably submit a claim to your insurance
company, and the insurance company will apply any discounts
based on their contract with the physician. You should then
receive an "Explanation of Benefits" from your insurance plan stating how much the
negotiated payment amount is, and what your responsibility is.

What happens after I have met the deductible?
It depends on the HDHP plan design. Typically, there will be coinsurance with higher
benefits for in network vs. out of network. There also may be additional copays for
prescriptions, office visits or other services. The most you will be required to pay in any
one year (out-of-pocket maximum) is $5,800 for individuals and $11,600 for families.
This limit is set for 2009 and will be adjusted annually.

Who makes sure my expenses are eligible?
You’re responsible for complying with HSA spending regulations. The IRS may ask you to
prove an expense is eligible, so always save itemized receipts when you spend HSA
money.

How do I know which expenses are eligible?
In general, you can spend your HSA funds tax-free for all medical, dental (including
braces for your children), and vision expenses and even chiropractic visits. For a more
detailed list, visit www.irs.gov and search for Publication 502.
Can I use the money in my HSA to pay for medical care for a family member?
Yes, you may withdraw funds to pay for the qualified medical expenses of yourself, your
spouse or a dependent without tax penalty. This is one of the great advantages of HSAs.
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What if I don’t use the HSA funds?
If you fund your HSA regularly, stay healthy and do not use a lot of medical care, a
substantial amount of wealth can accumulate in your account. Below is an example of an
individual’s potential savings based on a 4% and 10% interest rate. Your interest rate
will, of course, vary depending on your investment and the market conditions.

Example: Individual’s Approximate Savings HSA Growth Over 30 Years.
Based on a maximum yearly contribution of $2,750
Medical Expenses Per Year

4% Annual Return

10% Annual Return

$0

$154,233

$452,358

$500

$126,191

$370,111

Can I use the money in my HSA to pay for insurance premiums?
You can use tax-free funds from your HSA to pay for the following types of health
coverage:
•
•
•
•

COBRA continuation coverage
Health coverage while you are receiving unemployment benefits
Long-term care insurance
When age 65 or older, premiums for Medicare Part B and Medicare Part D. You
cannot, however, use HSA funds to pay for Medicare Supplement policies.

Can I get an HSA even if I have other insurance that pays medical bills?
You are allowed to have certain other coverage such as dental, vision, cancer, accident
disability and long-term care insurance at the same time as an HDHP. Wellness
programs offered by your employer also are generally permitted.

Can I start an HSA for my child?
No, you cannot establish separate accounts for your dependent children, including
children who can legally be claimed as a dependent on your tax return.

Do my HSA contributions have to be made in equal amounts each month?
No, you can contribute in a lump sum or in any amounts or frequency you wish.
However, your account custodian can impose minimum deposit and balance
requirements.
Remember – it is the employee’s responsibility not to exceed the calendar year HSA
contribution limits. This includes any employer contributions.
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Can I make contributions when I establish my HSA account or when my HDHP
coverage begins?
Your eligibility to contribute to an HSA is determined by the effective date of your HDHP
coverage.
Can I claim both the “above-the-line” deduction for an HSA and the itemized
deduction for medical expenses?
You may be able to claim the medical expense deduction even if you contribute to an
HSA. However, you cannot include any contribution to the HSA or any distribution from
the HSA, including distributions taken for non-medical expenses, in the calculation for
claiming the itemized deduction for medical expenses.
Do the tax benefits phase out at certain income levels?
No. Unlike many other tax breaks, there aren't any income limits.
Can I roll over money from an IRA into an HSA?
There have been a number of new laws that help employees to jump-start their HSAs. If
your company or employees have an FSA or HRA, they can make a one-time transfer of
those balances into an HSA. Additionally, employees can now also make one-time
transfers from IRAs into their HSA. Certain conditions apply in order to avoid tax
penalties.

What happens if I withdraw the money for non-medical expenses?
If you are under age 65 and use the money in your HSA for non-medical expenses, you
will incur a 10% penalty in addition to paying income taxes on the money.
Am I allowed to withdraw the money for non-medical expenses after age 65?
Yes you are. You won't be hit with the 10% penalty if you use the money for nonmedical expenses after age 65, but you would still have to pay income taxes on the
money. Keep in mind that you can continue to withdraw money from the account tax
free for qualified medical expenses after age 65.
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How much can I contribute if my spouse also has insurance?
It depends on the circumstances. The following examples describe how much can be
contributed under a variety of situations.

Example 1: Steve and Mary Jones are married with three children. Steve has a low

deductible family health plan that covers him and the Jones children. His plan does not
qualify for an HSA. Mary, who is not covered under Steve's family plan, may have her
own separate high deductible health plan (HDHP) that does qualify for an HSA.

Example 2: Steve has a family HDHP coverage that covers Mary and their children. Steve

has no other coverage. Mary also has self-only coverage with a $200 deductible. Mary,
who has coverage under a low-deductible plan, is not eligible and cannot contribute to
an HSA. Steve, under the family plan, may contribute $5,950 to an HSA.

Example 3: Steve has a family HDHP that covers Mary and their children. Steve has no
other coverage. Mary also has self-only HDHP coverage. Both Steve and Mary are
treated as having family coverage. The combined HSA contribution by Steve and Mary
cannot exceed $5,950, to be divided between them by agreement.

What happens to my HSA if I leave the District?
HSAs are portable. You can keep the money in an HSA account even after you leave the
district (similar to a 403(b)). Funds remain in the account indefinitely.
If your new employer also has an HSA option, you can continue to contribute to your
account tax-free and withdraw your funds tax free for eligible medical expenses. On the
other hand, if there were no HSA option, you would still be able to withdraw your funds
tax free for eligible medical expenses but would not be able to contribute.
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What happens to the money in a HSA after I turn age 65?
You can continue to use your account tax free for out-of-pocket health expenses. If you
have retiree health benefits through your former employer, you also can use your
account to pay for your share of retiree medical insurance premiums
Once you turn age 65, you also can use your account to pay for things other than
medical expenses. If used for other expenses, the amount withdrawn will be taxable as
income but will not be subject to any other penalties.

What happens when I enroll in Medicare?
When you enroll in Medicare, you can use your account to pay Medicare premiums,
deductibles, copays, and coinsurance under any part of Medicare. You cannot, however,
use HSA funds to pay for Medicare Supplement or Medigap policies. After you enroll in
Medicare, you cannot continue to make contributions to an HSA.

What happens to the HSA when I die?
If you have named your spouse as your beneficiary, it will be treated as the spouse's
HSA upon your death.
If someone other than a spouse is designated:
•
•

The account stops being an HSA, and
The fair market value of the HSA becomes taxable to the beneficiary in the
year in which you die.

If your estate is the beneficiary, the value is included on your final income tax return.

15

