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2011 GUIDELINES - HEALTH SAVINGS ACCOUNTS (HSA’s)

On January 1, 2004 the use of Health Savings Accounts (HSAs) was authorized when the Medicare Prescription & Drug Act was passed.   As of January 1, 2004 anyone with a High Deductible Health Plan (HDHP) could establish a tax free Health Savings Account (HSA). The cost of the HDHP is lower than comprehensive first dollar health coverage and the ability to establish a Health Savings Account (HSA) offers various tax advantages, including:

· Tax-deductible…

Contributions to the HSA are tax-deductible (same as an IRA)

· Tax-deferred…

Earnings on any interest that accumulates is tax-deferred

· Tax-favored

Withdrawals for covered medical expenses are never taxed
This newsletter explains what a Health Savings Account is and what it can do for you as well as updates the contribution levels for 2011.  Actually for those of you who already have an H S A the limits and contributions have remained the same as 2010.
SO…WHAT ARE HSA’s AND WHO CAN HAVE THEM?

HSAs are designed to help individuals save for qualified medical and retiree health expenses on a tax-free basis.  The money deposited in the HSA is not taxed if it is used to pay for qualified medical expenses.

Any individuals or employees participating in a statutorily defined high-deductible health plan (HDHP) qualify for an HSA.  A High Deductible Health Plan must have an annual deductible of at least $1,200 for individuals and $2,400 for families.  The health insurance must not provide benefits for any year until the deductible for that year is met.  

Generally, an individual is ineligible for an HSA if the individual, while covered under a High Deductible Health Plan, is also covered under a health plan (whether as an individual, spouse or dependent) that is not a High Deductible Health Plan (HDHP).  Individuals entitled to Medicare benefits may not establish an HSA.

CONTRIBUTIONS TO HSAs

· Individuals and their family members may make contributions to the HSA that are tax-deductible to the account holder.

· Employers may contribute and their contributions are made on a pre-tax basis and are not taxable to the employee.

· HSA holders age 65 and older can no longer contribute to their account; however; between ages 55 and 65, the account holder is allowed to make “catch-up contributions” in addition to the standard contributions.

Contribution Limits for 2011
An individual may contribute $3,050 for single coverage and $6,150 for family coverage.

You have until April 1st (or when you file your taxes) to contribute to your HSA for the previous year.
Catch-up Contributions

The legislation provides for additional contribution (and tax deduction) for those who turn 55 before the end of the tax year.  Individuals (and their spouses covered under the HDHP) between ages 55 and 65 may contribute an additional $1,000 beginning in calendar year 2010 and after.  After an individual has attained age 65, contributions cannot be made.

DISTRIBUTIONS
Receiving Distributions

An individual is permitted to receive distributions from an HSA at any time.  However, if withdrawn for non-qualified medical expenses by someone under age 65, the amount withdrawn is taxable and subject to a 10% penalty by the IRS.  After age 65, there is no penalty for non-qualified withdrawals but amounts withdrawn for non-qualified medical expenses are taxable.

Taxes on distributions

Distributions from an HSA used exclusively for “qualified medical expenses” on behalf of the account beneficiary, his or her spouse and dependents are excludable from gross income.  In general, amounts in an HSA can be used for “qualified medical expenses” and excludable from gross income even if the individual is not currently eligible for contributions to the HSA.     

Funds used to pay for the following are tax-free and penalty-free:

· Qualified medical expenses as defined under Section 213 of the IRS Code 
· Dental & Vision expenses
· COBRA Insurance payments
· Qualified long-term care insurance and expenses
· Health insurance premiums for individuals receiving unemployment compensation
· Medicare and retiree health insurance premiums, but not Medicare Supplement premiums.
CHANGES IN 2011
You may no longer purchase over the counter medication with your H S A unless it is prescribed by a physician.  For example if your doctor prescribes an allergy medication or an acid reflux medication and you decide to purchase it over the counter you may use your H S A to pay for it.  However, if your purchase without a prescription it is not an eligible H S A reimbursement.  
SO…WHAT HAPPENS AT THE END OF THE YEAR????

Funds not used by the end of the year may be carried over into the next year and the year after that and the year after that.  In fact, once a person turns 65, funds that remain in the Health Savings Account can be used for benefits not covered by Medicare (i.e. prescription drugs) or Long Term Care Insurance premiums.

RESOURCES TO HELP YOU
You’re wondering where to set up your Health Savings Account – if you check your bank and they don’t offer Health Savings Accounts (or charge fees) go online to HSAfinder.com and you will be able to get a listing of banks in Illinois that offer HSAs without fees and that pay interest.  Once you’ve found the bank for you and you need to know what constitutes a qualified expense you can go to a government website that lists all eligible expenses at www.irs.gov/pub/irs-pdf/p502.pdf.  
To find out whether this would benefit you or your company contact your agent at:
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Health Savings Accounts, Qualified Expenses

Abdominal supports



Hydrotherapy     


Psychologist
Acupuncture



Insulin treatments


Psychotherapy
Air conditioner (for relief  from allergies)

Lab tests



Radium therapy
Alcoholism treatment



Lasik eye surgery           

Registered nurse
Ambulance         
   


Lead paint removal   


Smoking cessation program
Anesthetist




Legal fees       


(provided by legal practitioner)
Arch supports



Lodging (away from home for out 
Special school costs for the 
Artificial limbs



patient care)                  

handicapped 
Autoette (for relief of sickness or disability)

Metabolism tests


Spinal fluid tests
Birth control pills (prescription) 


Neurologist                         

Splints
Blood tests




Nursing (includes board/meals)

Sterilization
Cardiographs



Obstetrician         


Surgeon
Braces                            


Operating room costs 


Telephone or TV equipment
Cardiographs



Ophthalmologist


to assist the hearing impaired

Chiropractor



Optician                   


Therapy equipment
Christian Science Practitioner
       

Oral surgery


Transportation expenses relative
Claritin    




Optometrist         


to health care
Contact lenses/solution                


Organ transplant (includes donor’s 
Ultra-violet ray treatment
Contraceptive devices (prescription)    

expenses)                    


Vaccines
Crutches                   



Orthopedist             


Vasectomy
Dental x-rays



Osteopath       


Vitamins (prescribed)
Dentures      



Over the counter drugs prescribed by a doc
Wheelchair
Dermatologist



Oxygen/Oxygen equipment

X-rays
Diagnostic fees 



Pediatrician              
                     
Diathermy




Physician                                
Drug addiction therapy    


Physiotherapist                      
Elastic hosiery (prescription)           

Podiatrist   
Eyeglasses   
     


Postnatal treatments          

Fees paid to health institute            

Practical nurses for medical services
Fluoridation unit      



Prenatal care
Guide dog         



Premiums for long term care
Gum treatment                 


Premiums for COBRA
Gynecologist



Prescription medications
Healing services



Psychiatrist                           
Hearing aids/batteries



Psychoanalyst

Partial List of Medical Expenses NOT Approved by the IRS
Advance payment for services to be            

Funeral, cremation or burial expenses
Social activities     
Rendered next year    



Health programs offered by resort hotels,
Specialty designed car for
Athletic club memberships 


health clubs, gyms                       

the handicapped other than   
Automobile insurance premium


Illegal operations or treatments     
autoette or special equipment
allocable to medical  coverage


Illegally procured drugs           
    
Swimming pool             
Boarding school fees



Maternity clothes                 
               
Travel for general health
Bottled water      



Premiums for life insurance, income             improvement
Commuting expenses of a disabled person 

protection, disability, loss of limbs or sight
Tuition & travel expenses to
Cosmetics, hygiene products & similar items       
Over the counter items unless prescribed
take a problem child to a 
Diaper services            


Scientology counseling   
             
particular school  
Domestic  help



Smoking cessation programs       

Weigh loss programs
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