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Health Savings Account (HSA) Overview 

I. What Is an HSA (Health Savings Account)? 

An HSA is a personal health savings account established under U.S. tax law. Individuals who are 
enrolled in a qualified High-DeducƟble Health Plan (HDHP) are eligible to open an HSA. 
An HSA is individually owned, not Ɵed to an employer, and remains with the account holder 
even if employment changes. 

 

II. The Core Purpose of an HSA 

The primary purpose of an HSA is to create a highly tax-advantaged pool of funds for future 
medical expenses. 
At the same Ɵme, an HSA can also funcƟon as a long-term investment account, parƟcularly 
when medical expenses are paid out of pocket and HSA funds are allowed to grow. 

 

III. The Three Key Tax Advantages of an HSA (Triple Tax Benefit) 

1. Tax-DeducƟble ContribuƟons 
ContribuƟons made through payroll deducƟons or adjusted at tax filing reduce current 
taxable income. 

2. Tax-Free Growth 
Investment earnings within the HSA—including interest, dividends, and capital gains—
grow tax-free. 

3. Tax-Free Qualified Withdrawals 
Withdrawal used for qualified medical expenses are completely tax-free. 

The tax advantages described below apply only when eligibility requirements are met and funds 
are used for qualified medical expenses as defined by the IRS. 

 

IV. What Qualifies as Medical Expenses? 

Qualified medical expenses include, but are not limited to: 

 Medical and hospitalizaƟon expenses 

 Dental and vision care 

 PrescripƟon medicaƟons 

 Mental health services 
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 Qualified long-term care expenses, subject to IRS eligibility requirements and annual 
age-based limits 

 Certain Medicare premiums aŌer age 65 (excluding Medigap policies, pursuant to IRS 
rules) 

 

V. Flexibility in Using an HSA 

Medical expenses do not need to be reimbursed in the same year they are incurred. 
Reimbursement may be taken in a future year provided the expense occurred aŌer the HSA was 
established and adequate documentaƟon is maintained in accordance with IRS recordkeeping 
requirements. 

 

VI. What If Funds Are Used for Non-Medical Purposes? 

 Before age 65: 
Withdrawals for non-medical purposes are subject to ordinary income tax plus a 20% 
penalty. 

 AŌer age 65: 
Non-medical withdrawals are subject only to ordinary income tax, with no penalty, 
funcƟoning similarly to a TradiƟonal IRA. 

 

VII. Eligibility Requirements for HSA ContribuƟons 

To contribute to an HSA, all of the following condiƟons must be met: 

 Enrollment in a qualified HDHP 

 No coverage under other non-HDHP health plans 

 Not enrolled in Medicare 

 Not claimed as a dependent on another person’s tax return 

 

VIII. ContribuƟon Limits (2026 Example) 

 Family HSA annual contribuƟon limit: $8,750 

 Catch-up contribuƟon (age 55+): $1,000 

ContribuƟon limits apply to the enƟre household, not per child. 
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IX. Can an HSA Be Passed On to Heirs? 

 Spouse as beneficiary: 
The HSA transfers directly to the spouse’s HSA with no tax consequences. 

 Non-spouse beneficiary (e.g., children): 
The account generally becomes taxable as ordinary income to the beneficiary in the year 
of death, subject to IRS rules and potenƟal reducƟons for qualified medical expenses 
paid within one year aŌer death. 

 

X. HSA vs. TradiƟonal IRA vs. Roth IRA — A Simplified Comparison 

HSA 

 ContribuƟons: Pre-tax 

 Growth: Tax-free 

 Withdrawals: 

o Tax-free for medical expenses 

o AŌer age 65, non-medical withdrawals taxed as ordinary income 

 Purpose: Medical expenses + reƟrement tax flexibility 

 Inheritance: Spouse-friendly; non-spouse beneficiaries taxed immediately 

TradiƟonal IRA 

 ContribuƟons: Typically pre-tax (subject to income and employer plan parƟcipaƟon) 

 Growth: Tax-deferred 

 Withdrawals: Taxed as ordinary income 

 Purpose: ReƟrement income 

 Inheritance: Non-spouse beneficiaries generally must withdraw within 10 years and pay 
income tax 

Roth IRA 

 ContribuƟons: AŌer-tax 

 Growth: Tax-free 

 Qualified withdrawals: Tax-free 

 Purpose: Tax-free reƟrement assets 

 Inheritance: Non-spouse beneficiaries must withdraw within 10 years, generally tax-free 
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XI. Who Is an HSA Best Suited For? 

An HSA may be appropriate for individuals who meet eligibility requirements and who: 

 Families with children and predictable long-term medical expenses 

 High-income households seeking tax opƟmizaƟon 

 Individuals looking to build a tax-free pool for future healthcare and reƟrement needs 

 

XII. Summary 

An HSA can be a highly effecƟve tool in medical, investment, and tax planning when used 
appropriately. 

 

Disclosures 

This material is provided for informaƟonal and educaƟonal purposes only and does not 
consƟtute individualized investment advice. All investment strategies involve risk, including the 
possible loss of principal. Tax, legal, and immigraƟon maƩers should be reviewed with 
appropriately licensed professionals. Investment advisory services are offered only where 
permiƩed by applicable laws and regulatory requirements. 

Eligibility, contribuƟon limits, and qualified expense definiƟons are governed by IRS rules and 
may change. Not all individuals qualify to contribute to an HSA. State tax treatment may vary. 
This material does not guarantee tax results or investment outcomes. High-deducƟble health 
plans involve higher deducƟbles and may not be suitable for all individuals. 


