	
	
How Health Savings Accounts Work 
Health Savings Accounts (HSAs) are simple and easy to understand. 
A Health Savings Account is a tax-favored savings account combined with a qualifying high-deductible health insurance plan.  By allowing you to deposit tax-deductible funds into an account that you can use to cover medical costs, HSAs enable you to take control of your own health care decisions. 
First you must have a high-deductible health insurance plan that qualifies to be partnered with an HSA.  These plans are available through various insurance companies, depending in what part of the country you live.  The plans are all similar in the fact that they have deductibles between $1,100 and $5,500 for singles, and between $2,200 and $11,000 for families.
Once your insurance policy has become effective, you may fund your HSA account. 
Tax Deductible Contributions
HSAs allow you to legally avoid federal income tax by saving 100% of the health plan's deductible, for 2007 up to $2,850 for singles or $5,650 for families, into your HSA account*.  There is no minimum deposit (it can be $0 if you want), but whatever you deposit into your account by April 15 is an "above the line" tax deduction for the previous year's income taxes.  This means that you get a federal income tax deduction for money you put in even if you take the standard deduction and don’t itemize deductions.  This tax deduction is available to everyone, with no limitations on the amount or source of income.
You must have your HSA-qualified health insurance in place for a full 12 months in order to make the maximum contribution.  Otherwise, the amount is pro-rated based on the number of months you had your coverage in force.
A one-time roll-over from your IRA (Individual Retirement Account), HRA (Health Reimbursement Arrangement) or FSA (Flexible Spending Account) is allowed.  
If your employer makes an HSA contribution for you, it is “excluded” from income, and not subject to any income tax or FICA.  Either way, this will immediately reduce your federal income tax due for the year.  Most states also allow you to take a state income tax deduction for HSA contributions. individuals over age 55 and over may deposit into their account (and take a tax deduction on) an additional catch-up contribution of $800 in 2007.  




Tax-subsidized Medical Expenses
Even though you have received a tax deduction by putting your money into this account, the money is still yours to spend tax free, as long as you spend it on qualified medical expenses.  Since you have a high-deductible plan, this would of course include any expenses you incur from going to the doctor, purchasing prescription drugs, or paying other expenses toward your deductible.  Once your deductible is met, the health insurance covers your medical expenses as defined in the policy. 
In addition to being able to withdraw your money tax free to cover these types of expenses (which might otherwise be covered by a traditional low-deductible high-premium policy), you can use your HSA account to cover other costs that would not normally be covered by a health insurance policy. 
These include:
· Dental expenses.  Individuals can typically only purchase dental discount plans, or fairly expensive dental policies with a limited choice of dentists.  Coverage for braces is normally very limited.  However, any of these medically necessary procedures can be paid for from your HSA account.
· Mental therapy.  This includes the charges of psychiatrists, psychologists, psychoanalysts, and psychotherapists.
· Physical therapy.  This could include hydrotherapy, chiropractor services, or medical massage therapy.
· Alternative treatments.  This could include acupuncture, Ayurvedic Medicine, aromatherapy, homeopathy, Traditional Chinese Medicine (TCM), nutritional consulting, or even healing services provided by a Christian Science Practitioner. 
· Transportation and lodging expenses, when related to health care
· Charges incurred as part of a preventive health program.  This could include vaccines, blood tests, metabolism tests, and other lab tests, and even fees paid to a health institute or vitamins if prescribed by a doctor.
· Nonprescription medications, such as aspirin or cough syrup
· Special fees incurred by handicapped individuals, including wheelchairs, telephone or TV equipment to assist the hard-of-hearing, the cost and care of guide dogs, or special school costs for the handicapped
· Maternity expenses that are not covered by your health insurance policy
· Insurance premiums to pay for qualified long-term care 

Also note that the HSA account can be used to pay these expenses for any spouse or dependent member of the family, even if they are not covered under the insurance policy.
More complete information can be seen on our Qualified Expenses page.



Premium and Tax Savings
Health Savings Accounts can help you save money on both your insurance premiums, and your income taxes.  Because HSAs must be paired with a high-deductible health plan, your health insurance premiums are normally much lower than a typical plan that has a $500 deductible.  And there is no other investment that offers a tax deduction today along with a tax-deductible withdrawal tomorrow.  The savings from the lower premiums along with the tax-free deductions could be $5,000 or more every year.
	
	
	

	
	
	Let's see what you could save
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Typical Non-HSA Plan
Individual deductible: $500
Coinsurance: 80% - 20%
Typical HSA Plan 
Aggregate Family deductible: $5,650
Coinsurance: 100%
Premium Paid 
- $8,556
- $4,872
Your share of medical expenses ($1,500 claim)
- $700
$500 for deductible,
$200 for coinsurance
- $1,500
Non-covered medical expenses
- $550
- $550
(dental and eye wear expenses)
Expenses Subtotal 
= - $9,806      
= - $6,922   
Federal Tax Savings*
+ $0 
+ $1,582
Net Expenses 
(out-of-pocket minus savings
                 - $9,806
                 -$5,340

Total Net Savings with HSA Plan
.
= +$4,466   
 

This example is based on the average health insurance premium of an individual with a family of four living in a metropolitan area, covered medical expenses totaling $1,500, and $550 in expenses for dental care, contacts and eyeglasses.  Health insurance premiums vary substantially based on age, geographic location and other variables.  Federal tax savings calculations assume that contributions are deducted from federal taxes.  Withdrawals for nonqualified expenses prior to the age of Medicare eligibility are subject to a 10% penalty by the IRS.
*
Your rate may vary.  Assumes a 28% federal tax bracket and 5% state tax bracket on deposit of $5,650, the maximum contribution allowed with a $5,650 deductible.  
 

Benefits Insurance Group (B.I.G.) and its affiliates are not engaged in rendering tax, investment or legal advice.  Federal and state tax regulations are subject to change.  If tax, investment or legal advice is required, seek the services of a licensed professional.
 




