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legal counsel to ensure 
compliance with applicable law in 
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HSA Basics | Introduction to HSAs
Health savings accounts (HSAs) are tax-advantaged savings accounts that 
accompany high deductible health plans (HDHPs), providing a way for 
individuals to save money and pay for medical expenses

The rationale behind the HSA/HDHP combination is to provide individuals with 
transparency into medical expenses and more control over spending, helping to 
reduce overall costs

 HSAs are established through a trustee or custodian, often a bank

 Funds deposited into HSAs rollover year-to-year and include several tax 
advantages:

 Contributions are generally tax-free and may be made by an individual or 
employer

 Interest / earnings accumulate tax-free

 Distributions are tax-free when used for qualifying expenses
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HSA Basics | HSA Eligibility
To be eligible to establish and contribute to an HSA, an individual must:

 Have coverage under a high-deductible health plan as of the 
first day of the month 

 Have no other non-HDHP coverage (referred to as “other 
disqualifying coverage”) 

 Not be enrolled in Medicare

 Not be claimed as a tax dependent 

IMPORTANT:  Employers that contribute to an employee’s HSA are 
responsible for determining whether the employee is enrolled in HDHP 
or other non-HDHP coverage offered by the employer. Otherwise, the 
employee is largely responsible for determining his/her own eligibility.
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HSA Basics | HSA Eligibility
Other Disqualifying Coverage
 Medicare

 An individual becomes HSA-ineligible beginning the first month he/she 
becomes entitled to Medicare

 To be entitled to Medicare, an individual must be both eligible and
enrolled

 Entitlement can occur on the basis of age, disability, or end-stage renal 
disease; entitlement for Medicare Part A can be automatic

 Ineligibility due to Medicare entitlement applies only to the months of 
entitlement

 Tricare
 Coverage offered through Tricare is non-HDHP

 An individual will be HSA-ineligible each month he/she is enrolled in 
Tricare
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HSA Basics | HSA Eligibility
Other Disqualifying Coverage
 General Purpose Health FSAs and HRAs 

 An individual participating in a general purpose health FSA or HRA is 
ineligible to make HSA contributions

 This extends to individuals who aren’t directly participating in the FSA or 
HRA but whose expenses can be reimbursed by the arrangement, such 
as a spouse 

 FSA grace periods will result in HSA ineligibility unless the participant has a 
$0 balance at plan year-end

 FSA carry-overs will result in ineligibility for the entire year unless the 
employer provides a waiver option.
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HSA Basics | HSA Eligibility
Solutions

 Limited-purpose FSAs and HRAs

 Provide reimbursement for non-medical expenses, such as dental and 
vision

 An individual covered by a limited-purpose FSA or HRA retains HSA 
eligibility

 Employers that offer an FSA and/or HRA, as well as, HDHP HSA-
compatible coverage may choose to also offer a limited-purpose version 
of the FSA or HRA to prevent HSA-ineligibility

 Suspended HRAs 

 Provide participants with the option of electing to forego reimbursements 
for medical expenses under the HRA

 HSA eligibility is preserved for the period of HRA suspension 
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HSA Basics | HSA Eligibility
Example 1
 Paul participates in his employer’s general purpose Health FSA in 

2017

 The FSA plan year is January 1 - December 31 and provides a grace 
period from January 1 - March 15

 On January 1, 2018, Paul elects self-only coverage under the 
employer’s HDHP

 Also on January 1, Paul has a $250 balance in the FSA

 Because Paul has a greater than $0 balance in the FSA as of the first day 
of the grace period, he is ineligible to contribute to an HSA during the 
duration of the grace period

 Beginning April 1, Paul can contribute to an HSA in an amount equal to 
9/12 of the annual maximum
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HSA Basics | HSA Eligibility
Example 2
 Anne and her spouse are enrolled in HDHP family coverage offered 

by Anne’s employer and are HSA-eligible on January 1

 On May 1, Anne’s spouse becomes entitled to Medicare

 Anne and her spouse continue their HDHP family coverage 
enrollment for the remainder of the year

 Beginning May 1, Anne’s spouse is ineligible to contribute to the HSA

 Anne remains HSA-eligible for the full year and can continue to 
contribute up to the annual maximum for family-level coverage
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HSA Basics | Use of Funds
Reimbursements through the HSA are available for qualified medical 
expenses incurred by the account holder and his/her spouse and tax 
dependents, who themselves do not need to be HSA-eligible

 Spouses
 Must be legally married; excludes domestic partnerships and civil unions

 Unless the domestic partner also meets the definition of a tax dependent, 
expenses incurred by him/her are not reimbursable

 Tax Dependents
 A parent can claim a child as a tax dependent if the child is under age 

19 or a student under age 24

 A child enrolled in a parent’s HDHP coverage may exceed the age of a 
tax dependent due to the requirement under the ACA that health plans 
cover children up to age 26

 A non-tax dependent child could open his/her own HSA in order to 
continue having medical expenses reimbursed
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HSA Funding | Contribution Limits & Timing

Contribution limits apply on a calendar-year basis but are calculated  
monthly 

 For 2018, the limit for self-only coverage is $3,450, or $287.50 per month of 
eligibility; for family coverage, the limit is $6,900, or $575 per month of 
eligibility

 Both employer and employee contributions count toward the limit

 Contributions made in excess of an individual’s limit will incur a 6% excise 
tax unless the individual takes a distribution on the excess and includes 
the amount in taxable income

All contributions for a calendar year must be made no later than April 
15 of the following year
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HSA Funding | Full Contribution Rule
Allows the full annual contribution to be made for an individual who 
enrolls in HDHP coverage mid-year

 So long as the individual is HSA-eligible as of December 1, he/she is 
treated as having been eligible the entire calendar year and may make 
the full annual contribution

 To rely on the full contribution rule, an individual must remain HSA-eligible 
for the following 13-month period

Example
 Ray enrolls in self-only HDHP coverage and is HSA-eligible effective 

December 1, 2017

 Ray is treated as having been eligible for all of 2017 and may make the 
full annual contribution for self-only coverage

 But he must maintain HSA-eligibility until December 31, 2018 to avoid the 
tax consequences of excess contributions
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HSA Funding | Contribution Limits
Contribution limit under the special rule for married individuals

 If either spouse has family-HDHP coverage, then both spouses are 
treated as having only that coverage

 Where both spouses are HSA-eligible, the family maximum contribution 
limit is calculated jointly and divided equally among the spouses

 An eligible individual with family-coverage can still contribute up to the 
family maximum even where the other spouse is ineligible

 The rule applies even if only one spouse has family-level coverage while 
the other has self-only

 Does not apply where each spouse has self-only HDHP coverage

 A spouse is someone who is legally married, which excludes 
domestic partnerships and civil unions
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HSA Funding | Contribution Limits
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HSA  Contribution Limits for Spouses
Spouse has 
no health 

plan 
coverage

Spouse has 
self-only 

non-HDHP 
coverage

Spouse has self-only 
HDHP coverage

Spouse has family 
non-HDHP 
coverage

Spouse has family 
HDHP coverage

Married 
employee 

with self-only
non-HDHP 
coverage

No HSA  
contributions

No HSA  
contributions

Spouse may 
contribute up to 
$3,450 for 2018 

($3,500 for 2019). No 
contributions for 

employee.

No HSA  
contributions

Spouse may 
contribute up to 
$6,900 for 2018 

($7,000 for 2019). No 
contributions for 

employee.

Married 
employee 

with self-only
HDHP 

coverage

Employee 
may 

contribute up 
to $3,450 for 
2018 ($3,500 
for 2019). No 
contributions 
for spouse.

Employee 
may 

contribute 
up to $3,450 

for 2018 
($3,500 for 
2019). No 

contributions 
for spouse.

Both employee and 
spouse are eligible 

for HSA 
contributions. Each 
may contribute up 

to $3,450 for 2018 to 
their respective 
HSAs ($3,500 for 

2019).

No HSA 
contributions if 

employee is 
covered under 

spouse’s 
coverage. If not 

covered, 
employee may 
contribute up to 
$3,450 for 2018 

($3,500 for 2019). 
No contributions 

for spouse.

Both employee and 
spouse are eligible 

for HSA contributions 
and are treated as 

having only the 
family coverage. The 

maximum 
contribution limit (to 

be allocated 
between them) is 

$6,900 for 2018 
($7,000 for 2019).



HSA Funding | Contribution Limits
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HSA  Contribution Limits for Spouses
Spouse has no 

health plan 
coverage

Spouse has 
self-only 

non-HDHP 
coverage

Spouse has self-only 
HDHP coverage

Spouse has family 
non-HDHP 
coverage

Spouse has family 
HDHP coverage

Married 
employee 
with family
non-HDHP 
coverage

No HSA  
contributions

No HSA  
contributions

No HSA contributions 
if spouse is covered 
under employee’s 
coverage. If not 
covered, spouse 

may contribute up to 
$3,450 for 2018 

($3,500 for 2019). No 
contributions for 

employee.

No HSA  
contributions

No HSA contributions 
if spouse is covered 
under employee’s 
coverage. If not 

covered, spouse may 
contribute up to 

$6,900 for 2018 ($7,000 
for 2019). No 

contributions for 
employee.

Married 
employee 
with family

HDHP 
coverage

Employee 
may 

contribute up 
to $6,900 for 
2018 ($7,000 
for 2019). No 
contributions 
for spouse.

Employee 
may 

contribute 
up to $6,900 

for 2018 
($7,000 for 
2019). No 

contributions 
for spouse.

Both employee and 
spouse are eligible 

for HSA contributions 
and are treated as 

having only the 
family coverage. The 

maximum 
contribution limit (to 

be allocated 
between them) is 

$6,900 for 2018 
($7,000 for 2019).

No HSA 
contributions if 

employee is 
covered under 

spouse’s coverage. 
If not covered, 
employee may 
contribute up to 
$6,900 for 2018 

($7,000 for 2019). 
No contributions for 

spouse.

Both employee and 
spouse are eligible for 
HSA contributions and 
are treated as having 

only the family 
coverage. The 

maximum 
contribution limit (to 

be allocated 
between them) is 

$6,900 for 2018 ($7,000 
for 2019).



HSA Funding | Accelerated Funding

Employers have the option of providing accelerated HSA funding to 
employees whose incurred claims exceed the amount of the 
employee’s pre-tax contributions to date

 Accelerated funding must be made available to all participating 
employees on equal terms 

 The employee who receives accelerated funding must agree to repay 
the amounts advanced by the end of the plan year

Because contributions made to an employee’s HSA are generally non-
forfeitable, the employee should agree in writing to repay the amounts 
advanced should the employee terminate participating or 
employment mid-year
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HSA Funding | Employer Recoupment
Employer recoupment of excess or mistaken contributions

 Contributions made to an HSA are non-forfeitable and once a 
contribution is made, it generally cannot be taken back

 There are some exceptions to this rule that apply to excess or 
mistaken contributions

 The employer mistakenly believes the individual to be HSA-eligible where 
he/she was never eligible

 The employer mistakenly contributes in excess of the annual maximum 
contribution limit

 The employer contributes the wrong amount or contributes to the wrong 
account due to clerical or administrative error 

IMPORTANT: Mistaken continued contributions to an employee who 
ceases to be HSA-eligible are not recoverable by the employer
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Comparability Rules & 
the Cafeteria Plan Exception | Comparability Rules 

Employer contributions to HSAs are subject to comparability rules:

 Equal contributions must be made for all HSA-eligible employees, 
with two exceptions 

 Contributions can vary between current full-time employees, current 
part-time employees, and former employees

 Contributions can vary based on coverage tier

 Comparability testing must be performed annually

IMPORTANT: Failure to comply with the Rules can result in an excise tax 
equal to 35% of all employer contributions in a calendar year
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Comparability Rules & 
the Cafeteria Plan Exception | Comparability Rules 

Examples of comparable contributions

 Equal contributions to all HSA-eligible employees

 Contributions only for employees enrolled in self-only coverage or 
some other specified coverage tier 

 Contributions only for employees enrolled in the HDHP offered by the 
employer 

Examples of non-comparable contributions

 Matching contributions

 Contributions based on length of service or office worksite 

 Contributions only for employees who timely open an HSA

 Contributions conditioned upon participation in a wellness program 
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Comparability Rules & 
the Cafeteria Plan Exception | Comparability Rules 

Employers can avoid the restrictive comparability rules by making 
contributions through a Section 125 cafeteria plan:

 Cafeteria plan document must expressly allow participants to elect 
to fund HSAs with pre-tax salary reductions

 All contributions must be taken through the cafeteria plan on a pre-
tax basis to preserve the exception 

 Greater flexibility in contribution design, such as matching 
contributions and contributions tied to wellness program 
participation

IMPORTANT:  Remember - cafeteria plans are subject to Section 125 
nondiscrimination rules 
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Comparability Rules & 
the Cafeteria Plan Exception | Comparability Rules 

Section 125 nondiscrimination rules in a nutshell:

 Exist to ensure the plan does not discriminate in favor of highly-
compensated individuals

 Three separate tests must be passed

 Eligibility Test

 Contributions and Benefits Test

 Key Employee Concentration Test 

 Testing is required annually

IMPORTANT:  If a plan fails any of the tests, highly-compensated 
individuals (or key employees) will be taxed on the amount of their 
elected salary reductions
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Comparability Rules & 
the Cafeteria Plan Exception | Contribution Designs 

Common contribution designs that raise red flags:

Differing contributions among employee classes that are not based 
on objective business criteria, such as age

Providing a higher contribution to a class of employees that is likely 
to consist of highly-compensated or key employees, such as 
management

Basing the amount of the contribution on seniority or compensation

Basing the amount of the contribution on health factors or utilization 

Providing additional contributions as a way to reward job 
performance 
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HSA Custodial Accounts| Selection 
Selection of HSA administrator

 To ease the administrative burden, employers can select a single 
HSA administrator to which it will forward employee and employer 
contributions, but employers cannot:

 limit employees’ ability to move funds to another account established 
with the administrator of their choice

 impose conditions on the utilization of funds  

 receive any payment or compensation in connection with the selected 
HSA administrator

 Employers may also allow employees to select any administrator to 
which contributions will be forwarded
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HSA Custodial Accounts| Establishment 
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Establishment date of the HSA

 Eligible expenses incurred on or after the date an HSA is established 
are reimbursable 

 State trust law determines when the account is established

 Most states require that a contribution be made to the account before it 
is considered established

 Expenses incurred prior to the first contribution will likely not be 
reimbursable, depending on the particular state

 Previously established HSAs can change the establishment date so 
long as the previous HSA had a greater than $0 balance anytime 
within the 18 months before the next account is established



HSA Custodial Accounts| Examples 
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Example 1

 Andy signs up for HDHP coverage on December 15, 2017, and 
coverage is effective on January 1, 2018

 Andy completes HSA paperwork on January 5 and receives his 
account number on January 15

 Andy makes his first contribution on January 20

 Most states will recognize the HSA as established on January 20, so any 
expenses incurred prior to January 20 will not be reimbursable

 Utah is a notable exception that recognizes the account as established 
on the date of HSA eligibility, which is January 1

 The state in which the administrator is located will determine the 
establishment date



HSA Custodial Accounts| Examples 
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Example 2

 Emily establishes her first HSA on January 1, 2014

 On February 1, 2017, Emily withdraws all the funds from her HSA, 
resulting in a $0 balance

 On March 1, 2018, Emily opens a new HSA, which is within 18 months 
of the prior HSA having a balance of greater than $0

 The new HSA is considered established on January 1, 2014 

 The new HSA can reimburse eligible expenses incurred as early as 
January 1, 2014



HSA Custodial Accounts| Investments 
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Investment of funds

 Earnings on amounts in an HSA grow tax-free, similar to an Individual 
Retirement Account (IRA)

 Not all custodians offer investment options, and those that do may 
impose some restrictions and varying fees

 Employers should take care to avoid giving investment advice or 
influencing investment decisions

TIP: As a practical matter, account-holders may want to keep, at 
minimum, their total out-of-pocket maximum in the account and invest 
only the excess in order to cover any medical costs that could arise



Implementation 
& Communication| Participation & Engagement
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Driving participation & engagement

 Communicate early and often -- as soon as employers make a 
decision to offer an HDHP, they should develop a communication 
campaign that includes multiple formats (infographics, posters, 
targeted email, payroll stuffers, videos, etc.)

 Clearly explain basic terms such as HDHP, HSA, deductible, 
coinsurance, and out-of-pocket maximum

 Provide examples showing the cost differences between premiums 
and contributions for the HDHP/HSA as compared to other types of 
plans offered

 Provide tools available to assist employees in making healthy and 
cost-effective decisions regarding their care, and tools to help 
employees track and manage their out-of-pocket expenses



Implementation 
& Communication| Banking Relationship
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Understanding HDHP and banking partner relationship -- some carriers 
offer integrated banking arrangements, which include: 

 Simplified administration where employee enrollment in the HDHP 
automatically triggers an HSA to be opened on the employee’s behalf

 Automatic claim forwarding where employees may choose to have 
claims automatically paid from their HSA, immediately after the claim is 
processed by the plan

Plan year consideration:

 For plans beginning mid-calendar year, employers should understand 
the impact on employees of deductibles & out-of-pocket maximums as 
deductibles typically carryover, however out-of-pocket maximums may 
not, potentially resulting in the “doubling-up” of out-of-pocket costs



Implementation 
& Communication| HSA Fees
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 Determine who pays the fees (employer or employee):  Many 
employers offering a central custodial arrangement opt to absorb 
the fees for active employees as another means to drive 
participation

 HSAs may charge transaction fees when individuals pay for services 
using the debit card feature, these fees are typically waived when 
using the credit feature

 Encourage employees to sign up for electronic statements to avoid 
paying fees associated with printing and mailing of paper 
statements



Implementation 
& Communication| FSA Consideration
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Employers who offer a Health FSA and choose to implement an HSA-
compatible HDHP need to consider the FSA’s impact on employee HSA 
eligibility 

 Grace periods: Consider eliminating any grace period under the FSA or 
amending the plan to convert the grace period to a limited-purpose FSA 
in order to prevent an adverse impact on HSA eligibility 

 Carry-over features: Consider eliminating the carry-over feature of the 
FSA or amending the plan to allow participants to waive or decline the 
general purpose FSA carry-over

Employers can offer both a Health FSA and an HSA-compatible HDHP 
but should be strategic about the structure of the FSA in order to 
prevent issues related to HSA ineligibility



Tips for Maximizing Your HSA
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 Individuals should present their HDHP health care card first so that 
claims are submitted to the plan to ensure the services are priced 
according to the plan’s terms, and that the claims accrue toward 
the plan’s deductible and out-of-pocket maximum

 Individuals newly enrolled in an HDHP/HSA may not have sufficient 
funds accrued in their HSA to cover products and services needed 
early in the plan year, however, there are options available to ensure 
the services are paid for with tax-free dollars; they may:

 Make a lump-sum contribution into the HSA, then use the funds to pay for 
eligible expenses

 Pay for services using a non-HSA checking/savings account, and then 
later pay themselves back after funds are deposited into the HSA 



Tips for Maximizing Your HSA
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Understand what products and services HSA can be used funds for, 
eligible expenses include:

 Qualified medical expenses are defined in Section 213(d) of the federal 
tax code which defines “medical care” to include amounts paid “for the 
diagnosis, cure, mitigation, treatment or prevention of disease, or for the 
purpose of affecting any structure or function of the body” -- this includes 
costs relating to your health plan deductible, and copays and 
coinsurance for doctor’s visits, prescription drugs, and dental and vision 
care

 Many over-the-counter (OTC) items including motion sickness aids, hot 
and cold packs, lip balm (with an SPF of 15 or higher), sunscreen (with an 
SPF of 30 and higher), shoe insoles or inserts; remember OTC drugs and 
medication are not eligible without a prescription (except insulin) 

 Medical expenses paid for medical care you receive because you are a 
donor or a possible donor of a kidney or other organ

 Consider using an online retailer such as HSAstore.com to purchase 
eligible items



Tips for Maximizing Your HSA
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Ineligible Expenses
 Prescriptions brought in or shipped from other countries (unless the FDA 

specifically announces the prescription can be legally imported)

 Nutritional supplements (unless they are prescribed by a medical practitioner 
as treatment for a specific medical condition)

 Health club dues

 Cosmetic services and teeth whitening

TIP:  Remember to keep your receipts -- HSA custodians typically do not “police” 
expenses made using HSA benefit cards and the IRS may ask for the receipts in 
the event of an audit



Tips for Maximizing Your HSA
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HSAs are portable and inheritable
 Even if an HSA owner is no longer HSA-eligible (for example, because the 

owner is no longer covered under an HDHP), he or she can still use the 
accumulated HSA funds to pay for qualified medical expenses on a tax-free 
basis

 If a surviving spouse is the beneficiary, the spouse becomes the owner of the 
account and can use it as if it were his or her own HSA; for other beneficiaries, 
the account will no longer be treated as an HSA and will pass on to a 
beneficiary or become part of the deceased individuals’ estate 



Compliance 
made simple.Thank you for attending! Join us next month… Registration


