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Health Savings Accounts became an even more attractive option for many of us after President Bush signed the new tax law on December 20th, 2006.  There are significant improvements in the ability to fund these pretax accounts that both grow and are eventually used for medical expenses—all money never having been taxed. The HSA remains the only legal way to totally avoid taxation on income.

 To review, Health Savings accounts can be opened by any individual or family with a qualifying High Deductible Health Plan (HDHP).  For 2007, the deductible must be at least $1100 for an individual and $2200 for a family.  There are few other minor legal issues to make a policy “qualifying,” and any insurance contract is now usually listed as “HSA compatible” or not. See the table below for a summary of requirements. The money put into Health Savings Accounts can be invested like a bank account or even put into mutual funds, and grows tax free.  When the money is withdrawn for medically related expenses, no tax is due.

	Health Savings Accounts – 2007 HSA Cost-Of-Living Adjustments 

	HSA Individual High Deductible Health Plan (HDHP) Requirements

	 
	Individual
	Family

	Minimum Deductible
	$1,100
	$2,200

	Maximum Contribution
	$2,850
	$5,650

	Maximum Out-Of-Pocket Expenses
	$5,500
	$11,000


Prior to the new law, the deposit to the Health Savings Account (HSA) account was pretax, and limited to the deductible amount of the insurance plan (HDHP) or certain limits prescribed by regulation. Most families found themselves limited to the amount of their deductible. After 1/1/07, pretax contributions to an HSA account move automatically up to the regulated limits—regardless of the HDHP deductibles (as long as they meet the minimum levels):  $2850 for individuals and $5650 for families.

For example-a family with a $2500 deductible (HDHP) in 2006 could only deposit $2500 into their HSA.  Beginning in 2007, they may deposit $5650 as long as their deductible amount is at least $2200.  In addition, individuals/families with a member age 55-65 may make “catch up contributions of $800 in 2007, and $900 in 2008.

The new tax law also allows you to make full year HSA contributions even if you participate in a HDHP for only part of the year.  Prior law required pro-ration of the HSA contribution.  So, you could establish a HDHP in the last quarter of the year and fund a full year’s HSA contribution.  However, you must then keep the same type plan for at least 12 full months.

A one time rollover from a pre-tax Traditional IRA is now also allowed in 2007 and future years.  This allows you to take $5650 (for a family) and fund your HSA directly from an IRA account.  This changes the money so transferred from being taxable on retirement, to never being taxed.  However, whether it pays to do this is uncertain, as you might be better off leaving current money in the IRA and taking new tax deductions for your HSA accounts.  I’d advise only doing an IRA rollover to an HSA if you have no other means with which to fund the HSA.

If your employer has a Flexible Spending Account (FSA) or Health Reimbursement Account (HRA), you may now make a one time rollover of funds (in either account) directly to your Health Savings Accounts.  Check with your financial advisor on this topic, as there are conflicts between keeping some FSAs and HRAs along with a Health Savings Account.

There are clearly some downsides to Health Savings Accounts.  You must be prepared to pay a high deductible amount before the insurance policy kicks in.  In addition, it can be a shock to pay for many health care expenses without making just a “co-pay.”  Families with a high expectation of having at least moderate health care expenses are unlikely to save money with HSAs.  However, they can be a powerful device to save for one’s health care expenses in future years.  Talk to your advisor, insurance consultant or human resources contacts about your options with Health Savings Accounts in 2007.
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