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An important consideration when planning for a financially secure retirement is how to best manage health
care costs. A Health Savings Account (HSA) can be an excellent way to accumulate funds on a taxfavored basis for future health-related expenses. HSAs allow US taxpayers who are enrolled in a highdeductible health plan (HDHP) to use pre-tax dollars to save and pay for qualified medical and dental
expenses. Growth in assets invested in HSAs is tax-deferred and withdrawals used for qualified expenses
are tax-free. HSAs offer a unique triple tax benefit. One way in which people can position themselves to
be in a good position in regards to both current taxes and future planning is through a Health Savings
Account (HSA).
What is a HSA?
The IRA defines an HSA as a, “tax-exempt trust or custodial account you set up with a qualified HSA
trustee to pay or reimburse certain medical expenses you incur”. HSAs have yearly maximum contributions
specific to category of health care policy and age. The maximum yearly contribution for 2018 is $3,450 for
an individual policy and $6,900 for a family policy. People ages 55 and older are allowed to contribute an
additional $1,000 per year.
What are the benefits of a HSA?
•
•
•
•
•

Tax Benefits: Contributions to HSA accounts are not taxed and are excluded from your gross
income for the year. Funds in an HSA grow and earn interest tax free. Distributions for qualified
medical expenses are not taxed, as well.
Growth: There are no time constraints to HSA funds; so, the account balance can grow for
numerous years before the funds are needed.
Investing: HSA funds can be invested in savings accounts, stocks, bonds, and mutual funds.
Premiums: Having a health savings account will likely lower your health insurance premiums.
Flexibility: At 65 or older, you can take out money from your HSA for any reason, not just qualifying
medical expenses. However, if your distribution is not for a medical expense, it will be considered
taxable income.

What are the potential negatives of utilizing a HSA?
•

•
•

High deductible health plan requirement: The IRS defines health plans as “high deductible” if a
health policy has a deductible of at least $1,350 for an individual or $2,700 per family. The out of
pocket maximum for an individual’s policy is required to be at most $6,650, whereas a family’s
maximum is $13,300. Saving for medical expenses has to be a priority to cover high deductibles. If
you have a health condition which might result in contributions to your HSA being used on an
annual basis, the tax break may not be significant enough to offset the out-of-pocket cost of the
high deductible health plan.
Unexpected medical costs: You may not have enough money saved in your HSA to cover
unanticipated medical expenses.
Penalties for nonqualified expenses: Funds in an HSA can only be used tax-free if they are for
qualified medical expenses. The penalty of using these savings before age 65 for non-qualified
expenses is 20%, plus income tax.

•
•

Fees: HSAs may charge monthly maintenance or per-transaction fees which could impact your
long-term HSA account value.
Hesitation to seek medical care: The desire to save money in an HSA can discourage people from
going to get medical attention when they are ill.

Overall, the HSA, with its triple-tax-free benefit, can be a great savings vehicle to help offset medical and
dental expenses during retirement. Given the right circumstances, a HSA is most definitely a valuable
planning tool. However, they are not appropriate for everyone. Please be sure to compare plans and
consult with your financial advisor to help determine if a HSA is right for you.
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