
Questions & Answers 

HSAs
Health
Savings
Account
A discussion on: 
•eligibility
•contributions 
•distributions
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What is a Health Savings Account (HSA)?
An HSA is a tax-exempt trust or custodial account estab-
lished for the purpose of paying medical expenses in con-
junction with a high-deductible health care plan.

What is the HSA’s purpose?
The purpose of the law is to create tax incentives so one
saves for future health and retirement needs. The HSA will
primarily be used to accumulate funds to pay health
expenses on a tax-preferred basis. However, the HSA will
also be used to accumulate wealth on a tax-preferred basis.
This will happen when the contributed funds and the
earnings are not spent on health expenses.

HSAs, in conjunction with high-deductible health care
plans, may lower an employer’s health care costs and give
employees more control over where their own health care
dollars are spent.

What requirements must be 
met to be a Health Savings Account?
There must be a written plan agreement which creates a
trust or custodial account. The purpose of the trust is to
pay qualified medical expenses. The trust must be created
or organized in the U.S. The HSA plan agreement must
meet the following requirements:
1. The trustee or custodian must be a bank, an insurance

company or a nonbank trustee as defined for IRA pur-
poses.

2. No part of the HSA assets may be invested in life insur-
ance contracts.

3. The HSA assets cannot be commingled with other
assets unless pursuant to a common trust fund or com-
mon investment fund.

4. The account beneficiary’s interest in the HSA is non-
forfeitable.

5. The HSA assets may not be used to purchase health
insurance. However, see the exceptions as discussed
later.

6. The contributions must be in the form of cash unless a
certain rollover contribution is made. It will be per-
missible to roll over funds into an HSA from another
HSA or an MSA.

7. The contributions for a given calendar year cannot
exceed certain limits as discussed later.

Who is eligible to establish an HSA?
An “eligible individual” can establish an HSA. An “eligible
individual” means, with respect to any month, any indi-
vidual who:
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1. Is covered under a high-deductible health plan
(HDHP) on the first day of such month;

2. Is not also covered by any other health plan that is not
an HDHP (with certain exceptions for plans providing
certain limited types of coverage);

3. Is not entitled to benefits under Medicare (generally,
has not yet reached age 65); and 

4. May not be claimed as a dependent on another per-
son’s tax return.

What are the favorable tax 
attributes of the HSA?
Contributions will be made to an HSA on behalf of the
account beneficiary who is the individual on whose behalf
the HSA was established.

A deduction will generally be able to be claimed by the
account beneficiary for the amount of the contributions.

The earnings realized by the HSA are not taxed.
Distributions to the account beneficiary from the HSA

will be tax free (i.e. will not be included in income for
income tax purposes) if the funds are used to exclusively
pay for qualifying medical expenses. If the withdrawn
funds are not used exclusively for qualifying medical
expenses, then the person will have to include the distri-
bution in his or her income. An additional tax will also be
owed unless the account beneficiary is age 65 or older or is
disabled.

If the account beneficiary has designated his or her
spouse as the HSA beneficiary and dies, then the HSA
becomes the HSA of the surviving spouse.

What is a “high-deductible health care plan”
that makes someone eligible for an HSA?
A high-deductible health care plan for 2004 is a health
plan that contains certain minimum dollar limitations on
the annual deductible and  maximum limitation on the
out-of-pocket expenses listed under the plan. A health
care plan that provides individual coverage will be consid-
ered a high-deductible plan if it has an annual deductible
of at least $1,000. A health care plan that provides family
coverage will be considered a high-deductible plan for
2004 if it has an annual deductible of at least $2,000. Out-
of-pocket expenses may not exceed $5,000 for individual
coverage and $10,000 for family coverage. Out-of-pocket
expenses include deductibles, co-payments and other
amounts the participant must pay for covered benefits,
but do not include premiums.
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Can a person have any other health care 
coverage and still be eligible for an HSA?
A person is not eligible for an HSA if he or she is covered
under a health plan (whether as an individual, spouse or
dependent) that is not a high-deductible plan.

A person will remain eligible for an HSA if, in addition
to the high-deductible health care plan, the type of cover-
age he or she has is coverage for accidents, disability, den-
tal care, vision care, long-term care, insurance for a speci-
fied disease or illness, insurance that pays a fixed amount
per day (or other period) of hospitalization, or insurance
under which substantially all of the coverage relates to lia-
bilities from workers’ compensation laws, torts, or owner-
ship or use of property (such as auto insurance).

If I am an eligible individual, how 
do I establish an HSA?
Beginning on January 1, 2004, an eligible individual can
establish an HSA with a qualified HSA custodian or
trustee. No permission or authorization from the Internal
Revenue Service (IRS) is necessary. You will be required to
complete a written HSA custodial or trust plan agreement.

Who can make the HSA contribution?
Any eligible individual may establish and contribute to an
HSA. A person need not be an employee to contribute to
an HSA. A person may be self-employed, unemployed or
employed and contribute to an HSA. An employer can
contribute to an HSA on behalf of an employee. Family
members may also make contributions to an HSA on
behalf of another family member as long as that other fam-
ily member is an eligible individual.

Are there contribution (and deduction) limits?
Yes. There is an annual contribution (and deduction) limit
equal to the sum of the monthly limitations that apply for
any year during which the account beneficiary is an eligi-
ble individual. This is the responsibility of the eligible
individual and his or her advisors. It is not the responsi-
bility of the custodian or trustee. The following rules are
applied to determine the monthly limitation for calendar
year 2004.

The maximum annual contribution to an HSA is the
sum of the limits determined separately for each month,
based on status, eligibility and health plan coverage as of
the first day of the month. For calendar year 2004, the
maximum monthly contribution for eligible individuals
with self-only coverage under an HDHP is 1/12 of the less-
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er of 100% of the annual deductible under the HDHP
(minimum of $1,000) or the maximum limit of $2,600.
For eligible individuals with family coverage under an
HDHP, the maximum monthly contribution is 1/12 of the
lesser of 100% of the annual deductible under the HDHP
(minimum of $2,000) or the maximum limit of $5,150. In
addition to the maximum contribution amount, catch-up
contributions may be made by or on behalf of individuals
age 55 or older and younger than 65.

All HSA contributions made by or on behalf of an eli-
gible individual to an HSA are aggregated for purposes of
applying the limit. If an individual has more than one
HSA, the aggregate annual contributions to all the HSAs
are subject to the limit. The annual limit is decreased by
the aggregate contributions to an Archer MSA. The same
annual contribution limit applies whether the contribu-
tions are made by an employee, an employer, a self-
employed person, or a family member. Unlike Archer
MSAs, contributions may be made by or on behalf of eli-
gible individuals even if the individuals have no compen-
sation or if the contributions exceed their compensation.

How is the contribution limit computed for 
an individual who begins self only coverage
under an HDHP on May 1, 2004, and 
continues to be covered under the HDHP
for the rest of the year?
The contribution limit is computed each month. If the
annual deductible is $5,000 for the HDHP, then the lesser
of the annual deductible and the $2,600 limit is $2,600.
The monthly contribution limit is $216.67 ($2,600 ÷ 12).
The annual contribution limit is $1,733.38 (8 x $216.67).

What are the "catch-up contributions" for indi-
viduals age 55 or older? 
For individuals (and their spouses covered under the
HDHP) between ages 55 and 65, the HSA contribution
limit is increased by $500 in calendar year 2004. This
catch-up amount will increase in $100 increments annual-
ly, until it reaches $1,000 in calendar year 2009. As with
the annual contribution limit, the catch-up contribution
is also computed on a monthly basis. After an individual
has attained age 65 (the Medicare eligibility age), contri-
butions, including catchup contributions, cannot be made
to an individual’s HSA. The contribution (and deduction)
limit for such month is zero, and will be zero for all subse-
quent months.

Example: An individual attains age 65 and becomes eli-
gible for Medicare benefits in July, 2004, and had been par-
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ticipating in self-only coverage under an HDHP with an
annual deductible of $1,000. The individual is no longer
eligible to make HSA contributions (including catch-up
contributions) after June, 2004. The monthly contribu-
tion limit is $125 ($1,000 ÷ 12 + $500 ÷ 12 for the catch-
up contribution). The individual may make contribu-
tions for January through June totaling $750 (6 x $125),
but may not make any contributions for July through
December, 2004.

If one or both spouses have family coverage,
how is the contribution limit computed?
In the case of individuals who are married to each other,
if either spouse has family coverage, both are treated as
having family coverage. If each spouse has family cover-
age under a separate health plan, both spouses are treated
as covered under the plan with the lowest deductible. The
contribution limit for the spouses is the lowest deductible
amount, divided equally between the spouses unless they
agree on a different division. The family coverage limit is
reduced further by any contribution to an Archer MSA.
However, both spouses may make the catch-up contribu-
tions for individuals age 55 or over without exceeding the
family coverage limit.

In what form must contributions 
be made to an HSA?
Contributions to an HSA must be made in cash. For
example, contributions may not be made in the form of
stock or other property.

What is the tax treatment of 
an eligible individual’s HSA contributions?
Contributions made by an eligible individual to an HSA
are deductible by the eligible individual in determining
adjusted gross income. The contributions are deductible
whether or not the eligible individual itemizes deduc-
tions.

What is the tax treatment of contributions 
made by a family member on behalf of an 
eligible individual?
Contributions made to an HSA by a family member on
behalf of an eligible individual are deductible by the eli-
gible individual in computing adjusted gross income.
The contributions are deductible whether or not the eli-
gible individual itemizes deductions. An individual who
may be claimed as a dependent on another person’s tax
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return is not an eligible individual and may not deduct
contributions to an HSA.

What is the tax treatment of employer 
contributions to an employee’s HSA?
In the case of an employee who is an eligible individual,
employer contributions (provided they are within the lim-
its) to the employee’s HSA are treated as employer-provid-
ed coverage for medical expenses under an accident or
health plan and are excludable from the employee’s gross
income. The employer contributions are not subject to
withholding from wages for income tax or subject to the
Federal Insurance Contributions Act (FICA), the Federal
Unemployment Tax Act (FUTA), or the Railroad
Retirement Tax Act. Contributions to an employee’s HSA
through a cafeteria plan are treated as employer contribu-
tions.

What is the tax treatment of an HSA?
An HSA is generally exempt from tax (like an IRA or
Archer MSA), unless it has ceased to be an HSA. Earnings
on amounts in an HSA are not includable in gross income
while held in the HSA.

What Is the deadline for making an 
HSA contribution?
The deadline for annual contributions to an HSA is the
time prescribed by law for filing individual income tax
returns, excluding extensions. Normally this is April 15.
Like an IRA, contributions to an HSA can be made for the
current year through April 15 of the next year.

Contributions for the taxable year can be made in one
or more payments, at the convenience of the individual or
the employer, at any time prior to the time prescribed by
law (without extensions) for filing the eligible individual’s
federal income tax return for that year, but not before the
beginning of that year. For calendar-year taxpayers, the
deadline for contributions to an HSA is generally the 
April 15 following the year for which the contributions are
made. Although the annual contribution is determined
monthly, the maximum contribution may be made on the
first day of the year.

Are rollover contributions to HSAs permitted?
Rollover contributions from Archer MSAs and other
HSAs into an HSA are permitted. Rollover contributions
need not be in cash. Rollovers are not subject to the annu-
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