New Tax Benefits for Health Savings Account Participants

Health Savings Accounts (HSAs) continue to be one of the most powerful tax-advantaged
tools available to individuals with high deductible health plans. Understanding the
comprehensive tax benefits can help your clients maximize their healthcare savings while
minimizing their tax burden.

Triple Tax Advantage:

HSAs offer a unique triple tax benefit that sets them apart from other savings

vehicles. First, contributions made by participants outside of payroll are deductible even if
they don't itemize deductions. Second, interest and earnings on account assets
accumulate completely tax free. Third, distributions used for qualified medical expenses
are withdrawn tax free, creating a powerful combination that benefits participants at every
stage.

Employer Contributions Excluded from Income:

When employers contribute to an employee's HSA, including contributions made through a
cafeteria plan, these amounts are excluded from the employee's gross income. This
provides immediate tax savings and allows employees to build their healthcare nest egg
faster.

Portability and Flexibility:

Unlike flexible spending accounts, HSA funds roll over year after year with no "use it or lose
it" provision. The account stays with participants even when they change employers or
leave the workforce entirely, providing long-term financial security for healthcare expenses.

Expanded Qualified Medical Expenses:

HSA funds can be used for a broader range of expenses than many realize. Beyond
traditional medical expenses that would qualify for the Schedule A deduction, participants
can use HSA funds tax-free for over-the-counter medicines, menstrual care products, and
condoms without requiring a prescription.

Strategic Reimbursement Timing:

One powerful but often overlooked strategy involves paying medical expenses out of
pocket while allowing the HSA to grow tax-free. Participants can keep receipts for qualified
medical expenses and reimburse themselves years later, with no time limit on when the
reimbursement must occur. This allows the account to benefit from years of tax-free
growth while maintaining the ability to access funds tax-free when needed.



Family Coverage Benefits:

For families, HSA funds can cover medical expenses for the participant, their spouse, and
all dependents claimed on their tax return. Additionally, children of divorced or separated
parents are treated as dependents of both parents for HSA purposes, regardless of who
claims the exemption.

Post-65 Advantages:

After reaching age 65, HSA participants gain additional flexibility. While distributions for
non-medical expenses are still subject to income tax, the 20% penalty no longer

applies. This effectively converts the HSA into a supplemental retirement account with the
added benefit that medical expense withdrawals remain completely tax-free.

No Required Minimum Distributions:

Unlike traditional IRAs, HSAs have no required minimum distributions, allowing
participants to maintain their accounts indefinitely and continue benefiting from tax-free
growth.

This information is provided to you by Arrowhead Tax Service. We make every effort to
provide honest and accurate tax information. Please use your discretion before making any

decisions based on the information provided, every tax situation is different. If you have any
questions, please visit our office or call us at 937-543-5770.



