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 Section 1: 
 General Overview 
Q1: What is a Health Savings Account (HSA)? 

An HSA is a tax-exempt trust or custodial account 
created for the purpose of enabling you to save 
money by paying for qualified medical expenses 
in connection with a High Deductible Health Plan 
(HDHP) with before-tax dollars. An HSA helps you 
set aside money for current and future qualified 
health care expenses that aren’t covered by your 
medical plan.

An HSA is an individually owned account and is 
“portable.” This means that the funds are available 
from year to year and belong to the account holder. 
This is true even if you change employers or leave 
the workforce. There is no “use it or lose it,” so the 
HSA funds stay with you rather than reverting back 
to your former employer like a Flexible Spending 
Account (FSA) and most Health Reimbursement 
Accounts (HRAs). YSA HSAs are custodial accounts 
consisting of all funds you and your employer 
contribute to the HSA, including all eligible 
investments you make and all earnings on 
the funds.

Q2: What is an HSA-qualified High-Deductible 
 Health Plan (HDHP)?

An HSA-qualified HDHP is a health plan that 
meets the requirements as specified and published 
annually by the U.S. Treasury Department.

1. The plan must have a minimum annual 
deductible. The IRS specifies a minimum 
deductible if you have self-only coverage or 
family coverage (more than one covered under 
the HDHP). All medical and prescription expenses 
must be subject to the annual deductible, with 
the exception of preventive care, which may be 
covered at 100 percent with no deductible.

2. Your annual out-of-pocket expenses—such as 
deductibles, copayments, and other expenses—
may not exceed the IRS specified out-of-pocket 
maximums. The out-of-pocket limit does not 
include premiums or amounts incurred for 
noncovered benefits (such as amounts in excess  
of usual, customary, and reasonable amounts,  
and financial penalties).

Q3: What are the advantages of an HSA? 

One of the biggest benefits is the tax savings. 

Employer advantages: 

1. Your employer does not have to pay payroll taxes 
on your HSA contributions, typically 7.65 percent 
of the amounts paid plus state unemployment 
taxes (where applicable). 

2. Your employer’s HSA contributions are 
tax-deductible by your employer as an employee 
benefit, meaning your employer receives a business 
deduction as a normal business expense. 

Advantages for you:

1. Triple tax advantage:

 a) Contributions that both you and your   
  employer make to the HSA can be tax-free   
  for you.

 b) Interest and investment earnings on your 
  HSA balance are not taxed.

 c) Withdrawals used to pay for qualified 
  medical expenses are not taxed. 

2. The HSA allows you to save for current and future 
medical expenses, meaning the funds are held in 
the account year over year and are available when 
needed for current qualified medical expenses or 
future expenses.
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3. The HDHP premiums are usually lower, and 
savings can be used to fund the HSA.

Note: Neither UMB Bank, n.a. nor its parent, 
subsidiaries, or affiliates are engaged in rendering 
tax or legal advice. All mention of taxes is made 
in reference to federal tax law. States can choose 
to follow the federal tax-treatment guidelines for 
HSAs or establish their own; some states tax HSA 
contributions. Please check with each state’s tax laws 
to determine the tax treatment of HSA contributions 
or consult your tax advisor. Additional federal and 
state forms may be required.

Q4: How do HSAs work? 

If you have an HSA and are eligible to contribute 
to it, you choose how much you would like to 
contribute each year, up to the annual maximum 
allowed by the IRS. Contributions can be made 
directly to YSA or through your employer by electing 
payroll deductions. Some employers also fund their 
employees’ HSAs. You choose to pay for current 
eligible medical expenses with your HSA, or pay for 
current expenses out of pocket and save your HSA to 
pay for future medical expenses. When to use 
the HSA is entirely up to you.

Q5: Is money “safe” in the YSA HSA?

The money in a YSA HSA Deposit Account is 
FDIC-insured.* Once an individual account holder 
has $1,000 saved in the HSA, known as the 
“peg balance,” they have the opportunity to make 
additional investments that carry with them various 
levels of risk and reward, similar to investing in a 
retirement savings plan.1

*Funds held in the HSA Deposit Account are 
FDIC-insured to the maximum amount permitted 
by law.

1Investments you make through your HSA are not 
FDIC-insured. Securities through your self-directed 
HSA brokerage account are offered through UMB 
Financial Services, Inc., member FINRA (finra.org), 
SIPC (sipc.com). UMB Financial Services, Inc. is 
a subsidiary of UMB Bank, n.a. UMB Bank, n.a. 
is a wholly owned subsidiary of UMB Financial 
Corporation. UMB Financial Services, Inc. is not 
a bank and is separate from UMB Bank, n.a. and 
other banks.

Investments in securities through the Self-Directed 
Brokerage Account are:

• Not FDIC-Insured 
• May Lose Value 
• No Bank Guarantee

Q6: Are assets in an HSA protected from 
 bankruptcy (any type), similar to 
 how assets in a 401(k) or pension plan 
 are protected? 

Each state establishes their own regulations for 
bankruptcy, and unless there is a federal exemption, 
the assets are subject to the laws governing the 
state where the account holder resides and files 
for bankruptcy protection. There is no federal 
protection or exemption for HSA assets. 

Q7: Does my HSA receive interest? 

HSAs can receive interest. The current annual 
percentage rates of interest can be viewed online 
in your account. 

Interest is credited to the Deposit Account at the 
end of each month and is compounded monthly. 
YSA uses the daily balance method to calculate 
interest. This method applies a daily periodic rate 
to the balance in the Deposit Account each day. 
Interest begins to accrue no later than the business 
day YSA receives credit for the deposit. 
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Q8: Why should I consider enrolling in the 
 HDHP with an HSA? 

If one or more of the following are true, you may 
want to consider making a change to an HDHP 
with an HSA: 

• You are paying for insurance you are 
  not using. 

• You want an option to save for current and 
 future medical expenses. 

• You want to save on monthly premiums. 

• You anticipate major health expenses that 
  would reach the out-of-pocket maximum 
  associated with the HDHP. 

Q9: Does an HSA have to have money in it 
 before it can be used to pay a provider?

The HSA is a personal bank account in the account 
holder’s name. As such, just like a checking account, 
the funds must be in the account before it is 
available to be used to pay for any expense.

 

 Section 2: 
 HSA Eligibility 
Q10: Who is eligible for an HSA? 

An “eligible individual” may establish an HSA.  
To be an eligible individual, you must be, with 
respect to any month: 

• Covered under an HDHP as of the first day of 
  the month; 

• Not also covered by any other health plan that 
  is not an HDHP (with certain exceptions for 
  certain types of permitted coverage(s), as 
  discussed more fully below); 

• Not enrolled in Medicare benefits; and 

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

Q11: Can I be covered by another health plan 
 and still be eligible for an HSA? 

Except as provided below related to permitted 
coverage(s), you are ineligible to make or receive 
HSA contributions if you are covered under another 
health plan (even as a spouse or dependent) that 
is not an HSA-qualified HDHP. 

Q12: Can I open an HSA and also enroll in a 
 health care Flexible Spending Account 
 (FSA) with my employer? 

You cannot enroll in both an HSA and a health 
care FSA. If you are married, you may not make 
contributions to an HSA while covered by your 
spouse’s FSA. You can only have a “limited 
purpose” FSA, if one is offered. Eligible expenses 
with a limited purpose FSA include most 
unreimbursed dental, vision, and/or hearing care 
expenses (including expenses for dependents), and 
possibly out-of-pocket medical expenses incurred 
after the HDHP statutory minimum deductible has 
been met.
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Q13: What is a Limited Purpose Flexible 
 Spending Account (LPFSA)? 

If offered, the most common LPFSA allows you to 
set money aside on a before-tax basis (via payroll 
deduction) to pay for out-of-pocket dental and 
vision expenses. You could use your HSA to pay for 
dental and vision expenses, but by fully funding the 
HSA and funding the LPFSA to pay for this year’s 
dental and vision expenses, you will maximize your 
tax savings while preserving the HSA balance for 
the future.

Q14: How is an HSA different from an FSA?

The main difference between an FSA and an HSA is 
that the FSA is a spending account and the HSA is 
a savings account. The IRS makes that distinction 
because you are expected to spend the money you 
have set aside in your FSA within the plan year (plus 
an optional two-and-a-half-month grace period 
or $500 carryover if offered) or forfeit any funds 
not spent. By contrast, the HSA rules allow you to 
save your money until you need it, even if that isn’t 
until many years later. Unused or saved HSA funds 
do not go away at the end of the year but remain 
available to you year over year.

Q15: What other types of health coverage 
 (permitted coverage) can I maintain 
 without losing eligibility for an HSA? 

You remain eligible for an HSA if, in addition to an 
HDHP, you have any one or more of the following 
permitted coverage(s):

• Insurance where substantially all of the coverage  
 relates to liabilities from workers’ compensation 
 laws, torts, or ownership or use of property 
 (such as automobile insurance).

• Insurance for a specified disease or illness, 
  such as a cancer policy.

• Insurance that pays a fixed amount per day 
  (or other period) of hospitalization.

• Coverage (whether through insurance or 
  otherwise) for accidents, disability, dental, 
  vision, or long-term care.

• Coverage under an Employee Assistance 
  Program (EAP).

• A discount card for health care services or 
  products at managed care market rates.

Q16: Can I have a joint HSA with my husband 
 or wife?

The IRS specifies that HSAs must be individual 
accounts. Therefore, spouses cannot have a joint 
HSA. Each spouse who is an eligible individual 
who wants an HSA must open a separate HSA. 
However, funds from either spouse’s HSA can be 
used to pay for the expenses of the other spouse 
if you both meet the eligibility guidelines. The 
combined annual contributions for both you and 
your spouse’s HSAs cannot exceed the annual 
family maximum. If either or both of you are more 
than age 55 but not yet enrolled in Medicare, 
you can each contribute an additional $1,000 to 
your HSA. This “catch-up” contribution must be 
contributed to the HSA of the individual who is 
55 or older. See Section 4: HSA Contributions 
for more details.



9Health Savings Account Frequently Asked Question Resource Library

Q17:  If an HDHP medical plan covers domestic 
partners, are domestic partners eligible 
to open an HSA?

The same eligibility rules related to opening an 
HSA apply to a domestic partner as anyone else. 
If your domestic partner meets the HSA eligibility 
requirements, he or she would be eligible to open 
an HSA. Furthermore, since domestic partners 
are not considered spouses by the IRS, domestic 
partners are considered to be two unattached 
individuals, and you would each have your own 
HSA contribution limit if you both have HSAs. 
However, domestic partners can’t use their HSA 
to pay for their partner’s health expenses, unless 
they claim their partner as a federal tax dependent. 
You should seek tax guidance from a tax attorney 
on matters related to tax dependency of domestic 
partners. Individuals who can be claimed as 
dependents on another person’s tax return are 
not eligible to open their own HSA.

Note: The IRS has ruled that same-sex couples 
that are legally married will be treated as married for 
all federal tax purposes. For federal tax purposes, the 
terms “spouse,” “husband and wife,” “husband,” 
and “wife” include an individual married to a person 
of the same sex if the individuals are lawfully married 
under state law, but that such terms do not include 
individuals who have entered into a registered 
domestic partnership, civil union, or similar formal 
relationship recognized under state law that is not 
denominated as a marriage under that state law.

Q18:  What happens to the money in an HSA if 
HDHP coverage is no longer maintained?

The funds belong to you for life. Once funds are 
deposited into the HSA, the account can be used 
to pay for qualified medical expenses tax-free, 
even if you no longer have HDHP coverage or 
are no longer eligible for some other reason. The 
funds remain in the account automatically each 
year and indefinitely until used. There is no time 
limit on using the funds. Once HDHP coverage 
is discontinued and/or another type of insurance 
policy is maintained, the IRS no longer allows 
new contributions, but the funds may still be 
used tax-free for qualified medical expenses or 
for nonqualified medical expenses while subject 
to taxes and possible penalties.

Q19:  As an expatriate employee, can I contribute 
to an HSA?

If you have an HSA, and then take an overseas 
assignment, you can continue to contribute as 
long as you continue to be enrolled in an HDHP.

Q20:  As an expatriate employee, can I open a 
new HSA?

Opening the account depends upon having a 
U.S. address. If you have a U.S. address, and you 
are participating in an HDHP, you should be able 
to participate.

Q21:  Can a nonresident alien open an HSA?

No, an HSA account holder must be a U.S.  
citizen living in the U.S. or a resident alien.
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 Section 3: 
 Establishing an HSA 
Q22: How is an HSA established or opened?

An HSA is established by agreeing to the UMB 
disclosures (written HSA custodial agreement, 
Terms and Conditions, and Privacy Statement) 
during medical plan enrollment and by funding 
the account. The IRS allows you to establish an HSA 
on the first of the month or any day after all the 
eligibility requirements are met.

Q23: Can I title my HSA in the name of a trust?

The IRS only accepts an HSA as an individual 
account. Therefore, you cannot title an HSA 
account in a trust that involves joint ownership. 
However, you may designate a beneficiary as the 
name of the trust. To do so, you must complete 
and sign a Beneficiary Designation Form.

Q24: Does YSA provide statements?

You will receive a quarterly paper statement in 
the mail and will also be able to view your 
statements online. If preferred, you may choose to 
go paperless. YSA will send an email notifying you 
when your statement is available online to view, 
print, or save. The past 18 months of statements 
are always available. As a result of your selection to 
go paperless, you will no longer receive a paper 
statement in the mail as of the first statement 
cycle after you enroll. 

Q25: Does the HSA have a debit card to 
 access funds?

You will receive an HSA debit card in the mail after 
you enroll. The HSA debit card can be used to 
pay for qualified medical expenses for you and 
your dependents. When using your debit card at 
a merchant location (other than an ATM), you 
can enter “credit” into the merchant’s keypad 
at checkout and sign for your purchase, or enter 
“debit” and enter the 4-digit PIN you chose when 
you activated your card. Funds will be automatically 
deducted from your HSA.

Q26: What if the card doesn’t work at the 
 point of sale or the cashier says the 
 transaction has been declined?

It may be necessary to use another form of 
payment. The declined transaction may be due 
to the following reasons:

• The purchase was not considered an 
  HSA-qualified medical expense.

• The HSA balance was too low to cover 
  the transaction.

Q27: Can I request a duplicate card for other 
 family members?

Yes, an HSA is an individually owned account in 
your name. You may authorize another person, 
such as a spouse, to withdraw funds from the 
HSA Deposit Account by any means available to 
you. You can request an additional card for your 
dependent on the YSA website.

Q28: What should I do if the card is lost 
 or stolen?

You must contact UMB Customer Service 
immediately at 866.520.4HSA (4472).
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 Section 4: 
 HSA Contributions 
Q29: How do I contribute to my HSA?

The simplest way to contribute to the HSA is 
through before-tax payroll contributions, but you 
may also write a check or transfer money from your 
bank account to make a lump-sum contribution 
to your HSA. If the money comes from your bank 
account instead of through payroll contributions, 
you may deduct the amount contributed on your 
federal taxes using IRS Form 8889 since those 
contributions would be made with after-tax money.

Q30: Who may contribute to an HSA?

An HSA may receive contributions from you or any 
other person, including an employer or a family 
member, on your behalf. Contributions, other than 
employer contributions or an employee’s before-tax 
payroll contributions, are deductible on your federal 
tax return whether or not you itemize deductions 
or whether you or anyone else other than your 
employer makes the contribution. Contributions 
from all sources are aggregated for the purpose of 
applying the maximum annual contribution limit.

Q31: In what form may I make contributions 
 to an HSA?

You must make contributions to an HSA in 
cash. As custodian of the HSA, UMB will accept 
contributions by check, direct deposit from an 
employer, or online transfer from a personal bank 
account. UMB will also accept rollovers or transfers 
of assets from an Archer Medical Savings Account 
(MSA), an existing HSA, or an IRA, in accordance 
with the requirements of the Internal Revenue Code. 
All contributions to your HSA will initially be made 
to an interest-bearing HSA Deposit Accountat YSA.

Q32: What is the dollar amount of HSA 
 contributions allowed each year?

The maximum amount that may be contributed 
to an HSA for any year is a certain amount 
established by the IRS for each year. The limits 
are dependent on whether you have single 
coverage or family coverage in your qualified 
HDHP. Self-only HDHP coverage (individual limit) 
is an HDHP covering only an eligible individual. 
Family HDHP coverage (family limit) is an HDHP 
covering an eligible individual and at least one 
other individual (whether or not that individual 
is an eligible individual). The same annual 
contribution limit applies regardless of whether 
the contributions are made by an employee, an 
employer, or both. You can visit the Your Spending 
Account website for plan year limits.

If enrolled in an HDHP January 1 through  
December 1 of the current tax year, you are 
allowed to make the full annual maximum HSA 
contribution for the year. If enrolled in an HDHP 
for a partial year not including December 1, you 
are allowed to contribute the prorated amount 
based on the number of months you were eligible. 
If enrolled in an HDHP for a partial year including 
December 1, you are allowed to contribute the full 
annual maximum for the year. However, in this case 
if you do not remain eligible for 12 months after 
the end of the calendar year in which you enrolled 
in an HDHP, you will be subject to income tax and 
a 10 percent excise tax on HSA contributions for 
months not covered by an HDHP. Refer to the 
IRS for up-to-date penalty information.

The total contribution for the year can be made 
in one or more payments at any time up to the 
tax-filing deadline (without extensions). However, 
if you wish to have a contribution made between 
January 1 and April 15 treated as a contribution for 
the preceding taxable year, you can use the UMB 
online contribution tool or contribution coupon 
and check the box “prior year contribution.”

http://www.irs.gov/pub/irs-pdf/f8889.pdf
http://www.irs.gov/pub/irs-pdf/p969.pdf
http://www.irs.gov/pub/irs-pdf/p969.pdf
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Q33: Can a contribution made in December 
 be applied to the following tax year?

No. Contributions can never be applied to a 
future tax year.

Q34: If I already have an HSA set up through 
 a former employer, can the new employer 
 contribute to that HSA?

It may be necessary to open a new YSA HSA 
with your new employer in order to receive 
employer funding and to make before-tax payroll 
contributions. You may also choose to consolidate 
accounts by transferring the balance from the old 
HSA into your YSA HSA. Once the YSA HSA is open, 
you then can decide how you would like to transfer 
the funds. You have two options:

• A direct transfer of the balance from another 
  trustee to a YSA HSA; or

• A distribution of funds to you. You may then 
  roll over all or part of the HSA balance into 
 a YSA HSA.

Q35: If my employer gives the full employer 
 contribution early in the plan year, what 
 happens if I leave/am terminated?

Once an employer makes a contribution to your 
HSA, it is legally owned by you, and you can do 
whatever you want with the funds. Hence, if you 
leave, you keep the funds. In an effort to minimize 
this “risk,” some employers choose to spread their 
contributions out throughout the year. Since HSAs 
are not subject to COBRA, once you terminate, 
your employer is not responsible for any more 
HSA funding.

Q36: Can my employer take its contributions 
 made in error out of an HSA?

The IRS states that HSAs are nonforfeitable. 
Therefore, as the custodian, UMB requires written 
account holder authorization to remove funds/
contributions from your HSA. There are only two 
exceptions when YSA can return money directly 
to the employer:

1. The account holder was never eligible for 
 an HSA.

2. The funds put your HSA into an excess 
 contribution scenario (more than the family 
 maximum, plus catch-up).
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Q37: If an HDHP is on a plan year (starts on a 
 date other than January 1), how does that 
 work with HSA contribution maximums?

The IRS regulates HSA plans and publishes its 
guidance in Publication 969. The IRS allows two 
methods for figuring out your personal maximum 
contribution. You may use the method that results 
in the higher contribution.

1. Full Contribution Rule (also known as 
 the Last Month Rule)

Anyone eligible on or before December 1 can 
contribute the entire annual maximum based on 
their coverage type on December 1, plus a 
catch-up contribution of $1,000, if you are 55 
anytime during the year. This method is subject 
to a testing period.

The only people who should use this method 
are those who plan to be eligible for HSA 
contributions all 12 months of the following 
calendar year. Those who do not remain eligible 
for the following calendar year will be subject 
to income taxes and a 10 percent penalty on 
any contributions more than the amount that 
could have been contributed using the Sum of 
Monthly Contribution Limits Method.

2. Sum of Monthly Contribution Limits Method 
 The sum of each month’s prorated contribution 
 amount (one-twelfth of the annual maximum 
 based on the HDHP coverage type the 
 account holder had on the first of each month). 
 For this method, as long as you are 55 by the 
 end of the year, you may also add $83.33 
 (one-twelfth of $1,000) to each eligible month.

Examples of people who should use this method 
include those who are not eligible on December 1  
of the current year, those who don’t plan to be 
eligible all of the following calendar year, and those 
who switch from family HDHP for the majority of 
the year to individual HDHP for the remainder of 
the year.

Q38: What is meant by the IRS “testing period”?

If you contribute based on the Full Contribution 
Rule, the IRS requires you to remain eligible for 
all of the following calendar year or pay income 
taxes and a 10 percent penalty on any amount 
contributed in the current year that is in excess 
of the maximum amount you could have 
contributed using the Sum of Monthly 
Contribution Limits Method.

The idea of a “testing period” is to prevent you 
from getting more of a tax deduction for HSA 
contributions than you are entitled to. The IRS 
testing period is a requirement where you, once 
enrolled in an HDHP, have to remain on the HDHP 
until December 31 of the following year to not be 
“overcontributed” in your HSA.

http://www.irs.gov/pub/irs-pdf/p969.pdf
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Q39: What does the Special Rule—Last Month 
 Rule mean?

Under the Last Month Rule, if you are eligible 
on the first day of the last month of the tax 
year (December 1 for most taxpayers), you are 
considered an eligible individual for the entire year. 
HSA account holders may utilize the Last Month 
Rule to make a full HSA contribution for that year. 
If contributions were made to an HSA based on 
being an eligible individual for the entire year under 
the Last Month Rule, you must remain an eligible 
individual during the testing period.

For the Last Month Rule, the testing period begins 
with the last month of the tax year and ends on the 
last day of the 12th month following that month 
(for example, December 1 through December 31 of 
the following year). If you fail to remain an eligible 
individual during the testing period, other than 
because of death or becoming disabled, you will 
have to include in income the total contributions 
made to the HSA that would not have been made 
except for the Last Month Rule. These contributions 
must be counted as income in the year in which 
you failed to be an eligible individual. This amount 
is also subject to a 10 percent additional tax.

Q40: How does my spouse’s health coverage 
 impact my contribution limits?

If you have an HSA, but your spouse has separate 
health coverage, the following special married 
couple rules may apply:

• If your spouse has nonqualifying family 
  coverage that includes you, it makes you an 
  “ineligible individual,” and you may not 
  contribute to an HSA.

• If your spouse has an individual HSA-qualifying 
  plan, you would have to subtract your spouse’s 
  contribution from the maximum that you could 
  otherwise contribute. 

• If your spouse has coverage other than an HSA 
  qualifying plan and you are not covered under 
  that plan, there is no effect on you or your 
  ability to contribute to your HSA.

https://hsa.umb.com/Individuals/Contributions/groups/public/documents/web_content/q025015.pdf
https://hsa.umb.com/Individuals/Contributions/groups/public/documents/web_content/q025015.pdf
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Q41: How does my domestic partner’s health 
 coverage impact my contribution limits?

The IRS has ruled that same-sex couples who were 
legally married in a jurisdiction that recognizes 
same-sex marriages will be treated as married for 
all federal tax purposes, even if the couple lives in a 
jurisdiction that does not recognize the validity of 
same-sex marriages. For federal tax purposes, the 
terms “spouse,” “husband and wife,” “husband,” 
and “wife” include an individual married to a 
person of the same sex if you are lawfully married 
under state law, but that such terms do not include 
individuals who have entered into a registered 
domestic partnership, civil union, or similar formal 
relationship recognized under state law that is not 
denominated as a marriage under that state law.

If the federal government does not recognize 
domestic partners to be tax dependent and they 
are both covered under the same HDHP, the 
domestic partner who is covered under their 
partner’s HDHP could open their own HSA and 
contribute the full amount of the IRS HSA annual 
family maximum (plus catch-up contribution 
amount if more than age 55), in addition to their 
partner contributing the family limit (plus 
applicable catch-up) to their own HSA.

Note: Neither partner may take a tax-free 
distribution from their HSA to pay for their 
domestic partner’s expenses, unless the domestic 
partner is considered to be a tax dependent 
under IRS tax code.

Q42: How does turning age 55 affect an 
 HSA (“catch-up” contributions)?

Federal rules permit “catch-up” contributions to 
HSAs if you are 55 or older, allowing an increase in 
annual contributions up to an additional $1,000 
per year. You are eligible for this extra contribution 
if you are 55 years or older or turning 55 anytime 
during that year. 
 
For example:

• 2017 individual coverage contribution limit: 
  $3,400 + $1,000 (catch-up) = $4,400.

• 2017 family coverage contribution limit: 
  $6,750 + $1,000 (catch-up) = $7,750.

If your spouse is also turning 55, your spouse 
cannot contribute their catch-up contribution 
to your HSA; however, if your spouse meets the 
eligibility requirements, they can open their own 
HSA and contribute catch-up contributions to 
that account.

Q43: If both spouses are 55 and older, are two 
 catch-up contributions allowed?

Catch-up contributions are allowed if both spouses 
are eligible individuals and both spouses have 
established an HSA in their name. If only one 
spouse has an HSA in their name, only that spouse 
can make a catch-up contribution.
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Q44: How do contributions work if both 
 spouses have individual HSAs?

If each is enrolled in their own plan as self-only 
coverage, the maximum amount that can be 
contributed to each account is limited to the 
individual IRS contribution limit.

If either spouse has family HDHP coverage, 
both spouses are treated as having family HDHP 
coverage, and the contribution limit is combined 
for both spouses and limited to the family IRS 
contribution limit. The contribution limit is split 
equally between the spouses unless there is an 
agreement on a different division.

If each spouse has family coverage under a separate 
plan, the contribution limit is combined for both 
spouses and limited to the family IRS contribution 
limit. The contribution limit is split equally between 
the spouses unless there is an agreement on a 
different division.

Q45: Can I make contributions if I am still 
 working but enrolled in Medicare?

If you are still working, neither your employer 
nor your spouse (nor anyone else) can contribute 
|to your HSA after you enroll in any part of 
Medicare, including Part A. See Section 7: 
HSAs and Medicare.

 

 Section 5: 
 HSA Rollovers and Transfers 
Q46: Are rollover contributions to 
 HSAs permitted?

Rollover contributions from MSAs and other HSAs 
into an HSA are permitted and limited to one 
rollover annually. In a rollover, you have direct 
control (custody) of your funds and 60 days to 
roll the funds over into an HSA in order to avoid 
taxes and a penalty. Rollover contributions are not 
subject to the annual contribution limits.

The IRS also allows a onetime (per lifetime) 
qualified funding distribution from a traditional 
or Roth IRA to an HSA. Sometimes people refer 
to this as a rollover, but it is not. It is a 
trustee-to-trustee transfer where the account 
holder never has custody of the funds.

Q47: What are the rules regarding rollovers 
 and transfers of HSA funds?

You may withdraw any portion or all of the funds 
from one HSA or Archer MSA and roll them into 
an HSA with another custodian or trustee. 
However, if you receive the funds directly, you are 
required to roll the funds into a new HSA within  
60 calendar days of receipt of the funds. Only 
one HSA rollover is allowed in a 12-month period, 
beginning on the date of distribution receipt,  
not on the date it is rolled into another HSA. 
Rollovers are not included in income, are not 
deductible, and do not count against the  
IRS annual contribution limits. If funds are not 
rolled over within 60 days, it becomes a normal 
distribution, and you will need to have qualified 
expenses to offset the withdrawal to avoid income 
taxes and a 20 percent penalty. 
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You may also direct a custodian or trustee of an 
Archer MSA or an HSA to transfer funds directly 
to another HSA custodian (this is called a 
“trustee-to-trustee transfer”) without ever 
having direct control or custody of the funds. 
There is no limit to the number of trustee-to-trustee 
transfers you can make during any calendar year. 
Trustee-to-trustee transfer contributions are not 
included in income, are not deductible, and do not 
count against the IRS annual contribution limits.

Q48: What are the rules regarding the rollover 
 of IRA funds into an HSA?

Many people refer to an “IRA rollover,” but 
technically a rollover is when you receive the 
custody of the funds and you must redeposit the 
funds to a qualified custodian within 60 days. 
This type of rollover is not allowed. Instead, 
the IRS requires IRA funds to be processed as a 
trustee-to-trustee transfer and refers to these 
transfers as Qualified HSA Funding Distributions.

You are allowed a once-per-lifetime, tax-free 
Qualified HSA Funding Distribution of IRA funds 
into an HSA if certain conditions are satisfied:

• The transfer of funds from the IRA 
 to HSA must be made in a direct 
 trustee-to-trustee transfer.

• You must be covered by an HDHP and remain 
  eligible for 12 months after the IRA transfer 
  to the HSA. If you are not eligible for 12 
  months after the distribution, the funds 
  transferred will be treated as taxable income 
  and subject to a 10 percent excise tax. 

• Only Traditional or Roth IRAs can be rolled 
  over into an HSA.

• The amount of the IRA distribution to the HSA 
  is subject to the maximum annual contribution 
  limits. This means amounts transferred from 

  an IRA, plus the employer contributions, plus 
  your contributions, will all apply against the 
  maximum annual contribution limit. You must 
  ensure that the total of all these does not 
  exceed the maximum annual contribution 
  limits. However, if you make a distribution 
  during a month when you have self-only 
  (individual) HDHP coverage, you can make 
  another qualified HSA funding distribution in 
  a later month in that tax year if you change to 
  family HDHP coverage.

• The maximum IRA funds distribution depends 
  on the HDHP coverage (self-only or family) 
  you have on the first day of the month in 
  which the contribution is made and your age 
  as of the end of the tax year. The IRA funds 
  distribution is not included in your income, 
  is not deductible, and reduces the amount 
  that can be contributed to your HSA.

 Section 6: 
 Distributions From Your HSA 
Q49: When can I take distributions from 
 my HSA?

You can take a distribution (withdraw funds) from 
your HSA at any time. Distributions from an HSA 
for the qualified medical expenses of you or your 
spouse or federal tax dependents are generally 
excludable from income for federal income tax 
purposes if such expenses are not covered 
by insurance.

A transfer of funds from the HSA Deposit Account 
to another investment made available through 
UMB is not considered a “distribution,” and 
remains part of your HSA at UMB.

http://www.irs.gov/pub/irs-pdf/i8853.pdf
https://hsa.umb.com/stellent/groups/public/documents/web_content/000919.pdf
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Q50: What expenses are considered “qualified 
 medical expenses”?

The term “qualified medical expenses” means 
amounts paid for medical care, as defined in 
Section 213(d) of the Internal Revenue Code, 
for you, your spouse, or your tax dependents, 
but only to the extent such amounts are not 
compensated by insurance or otherwise. This 
includes 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, 
as well as for transportation primarily for, and 
essential to, such care. 

Some examples include:

• A medical plan deductible

• Dental treatments, exams, or cleaning costs

• Prescription drug costs

• Vision expenses, such as contact lenses 
  or glasses

• Chiropractic or acupuncture fees

• Crutches

• Eye surgery

Qualified medical expenses do not include 
insurance premiums other than premiums for 
certain long-term care insurance, premiums on 
a health plan during any period of continuation 
coverage required by federal law (e.g., COBRA 
coverage), or premiums for health care coverage 
while an individual receives unemployment 
compensation. A full list of qualified expenses is 
available at IRS.gov.

Distributions used for any other purpose are 
includible in income and may also be subject 
to an additional 20 percent tax.

Q51: When am I subject to the 20 percent 
 premature distribution penalty tax?

Generally, if an HSA distribution is included in your 
gross income because the funds were not used to 
pay for qualified medical expenses, the amount of 
that withdrawal will also be subject to an additional 
20 percent penalty tax. This 20 percent penalty tax 
does not apply to distributions made after the HSA 
account holder’s death, disability, or attainment of 
age 65.

Q52: Do the HSA funds have to be used by the 
 end of the year? Will the funds be lost if 
 not used by the end of the year?

The money in an HSA account carries over from 
year to year, so you won’t lose unused money each 
year, as you would with an FSA. Best of all, your HSA 
balance is yours to keep even if you change health 
plans or jobs or retire.

Q53: Will the employer or YSA ask for receipts?

No, third-party substantiation is not required 
for HSAs. You are responsible for using funds 
for qualified expenses to avoid income taxes 
and penalties.

Q54: How does the IRS know that the 
 distributions from the HSA are used for 
 qualified expenses if UMB or my employer 
 isn’t responsible for substantiation?

You must keep itemized receipts and Explanation 
of Benefits statements (EOBs). This is similar to the 
way you would keep itemized receipts for charitable 
donations that you claim as an itemized expense on 
your personal income tax return. You are subject to 
IRS audits, so you should keep the receipts for 
seven years.

http://www.irs.gov
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Q55: How long do I have to request a 
 reimbursement for qualified 
 medical expenses?

Currently, there is no statute of limitation for when 
funds can be withdrawn to pay for qualified medical 
expenses as long as the account holder keeps their 
itemized receipts. It could be done in a future year 
as long as their HSA was established when the 
expense was incurred.

Q56: Can I use HSA funds to pay insurance 
 premium expenses?

Some insurance premiums are considered qualified 
medical expenses. You can make a qualified HSA 
distribution for the following insurance premiums:

• Health plan coverage while receiving federal 
 or state unemployment benefits

• COBRA premiums

• Medicare premiums (Part A, B, C, or D; 
 not Medicare supplement or Medigap plans)

• Premiums for qualified, long-term care 
 insurance (dollar limits may apply)

You are allowed to spend the money in your HSA for 
any reason, but if the funds are used for anything 
other than a qualified medical expense, they are 
subject to normal income tax, and if you are under 
age 65, a 20 percent penalty.

Q57: How do I get my money out of my HSA 
 to pay for qualified medical expenses?

YSA offers three convenient ways to spend the 
money in an HSA:

• YSA HSA debit card: For expenses such as 
 prescriptions and over-the-counter items, you 
 no longer have to use cash, checks, or credit 
 cards or wait to be reimbursed for out-of-pocket 
 expenses. Instead, you simply pull out your YSA 
 HSA debit card, pay—and go. Your total 
 purchase on the card is deducted from 
 your HSA.

• HSA Online Bill Pay: For other types of 
 expenses, such as doctor’s visits or 
 hospitalization, you may need to pay your 
 portion of the medical bill after you receive 
 the Explanation of Benefits from your insurance 
 provider. In these instances, you may pay with 
 your YSA HSA debit card or HSA Bill Pay. With 
 Bill Pay, YSA will send a check directly to the 
 provider from your HSA.

• HSA Online Reimbursement: When you must 
 use cash or another form of payment, such as 
 a personal credit card, to pay for qualified 
 expenses, you can easily reimburse yourself 
 by using YSA’s online banking feature, 
 “Request a Reimbursement.” Based on your 
 direction, YSA will transfer funds from your   
 HSA to your checking/savings account.

If you do not have enough money in your account 
to pay for the entire amount of an expense (e.g., 
if you just opened the account or the company 
hasn’t made its full contribution yet), you can pay 
for a portion of that expense with your account 
and cover the rest with personal funds. Once the 
HSA funds build and are available in the account, 
you can reimburse yourself from the HSA.
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Q58: What does it mean to establish an HSA?

This is the date the HSA is legally established 
according to the trust laws in the state that the 
HSA is governed under. For YSA, an HSA is 
established once the individual agrees to HSA 
disclosures, including the custodial agreement, 
Terms and Conditions of the HSA, and the YSA 
Health Care Services Privacy Policy, and there 
are funds in the HSA. While you may agree to 
the disclosures in advance, no funds should be 
deposited until the first day of the month that all 
eligibility requirements are met.

Q59: What if I had an HSA before opening a 
 YSA HSA? What is the HSA establishment 
 date then?

If you already have a previously established HSA, 
your establishment date is considered to be the 
date of the other HSA. The YSA HSA is deemed to 
be established when the first HSA was established 
if the prior HSA had a balance greater than zero at 
any time during the 18-month period ending on 
the date the later YSA HSA was established.

Q60: If the HSA is already established but not 
 fully funded, can future contributions be 
 used to pay for expenses incurred after 
 the HSA was established?

Yes. While you cannot use funds from an HSA for 
expenses incurred prior to the establishment date 
of the HSA, there is no statute of limitations for 
when a reimbursement must occur for expenses 
incurred after the HSA was established. This means 
you could incur an expense today and pay the 
provider with non-HSA personal funds and then 
reimburse yourself in a future year when there are 
funds in the HSA.

Q61: Is the HSA “established” on the same date 
 the HDHP is effective?

Not necessarily. While some employers ask you 
to establish your HSA on the same date that your 
HDHP will be effective, this is not always the case. 
In order to establish an HSA, you must meet the 
eligibility requirements, which include having no 
coverage by any non-HDHP health plan. So, if you 
are covered by a health FSA or a spouse’s plan on 
the first day of the month their HDHP is effective, 
you would have to wait until the first of the month 
following the end of that coverage to establish 
your HSA. There could be other reasons that you 
delay establishing your HSA; however, all “eligible” 
individuals are encouraged to establish their HSA 
since the IRS does not allow any expenses to be 
reimbursed prior to the HSA establishment date.

Q62: What if I have medical expenses that are 
 more than the amount of money I have 
 in my HSA?

If you need to pay a medical expense that is more 
than the money you have set aside in your HSA, 
you can pay the bill out of personal non-HSA funds, 
and then reimburse yourself in the future as soon as 
those funds become available in your HSA.
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Q63: Can I use the money in my HSA for tax 
 dependents even if they are not covered 
 by my insurance plan?

Yes. HSA funds may be used to pay for qualified 
medical expenses for tax-dependent child(ren),  
even if the child(ren) are not covered by your  
health insurance plan.

Q64: Can HSA funds be used to pay for medical 
 expenses incurred by a child under the age 
 of 26 and covered by my HDHP even 
 though the child is not claimed as a 
 dependent on my tax return?

It is important to differentiate between a tax 
dependent and medical dependent. Under federal 
regulation, children under the age of 26 can be 
covered by their parent’s medical insurance, even 
if they are not considered dependents for tax 
purposes. In this case, because the child is not a tax 
dependent, the tax-advantaged HSA funds cannot 
be used for his or her medical expenses.

However, if the child is not a tax dependent, this 
individual may meet all the requirements to open his 
or her own HSA.

Those requirements are:

1. Covered by a High Deductible Health Plan. 

2. Not considered a tax dependent on anyone 
 else’s tax return.

3. No “other” form of coverage.

Note: Because this individual is covered by a 
family plan (the father’s or mother’s medical HDHP), 
the child would be eligible to contribute up to the 
family maximum IRS limits.

Q65: What are the rules that apply to an HSA 
 pursuant to a divorce decree?

The transfer of an HSA to a spouse pursuant to a 
divorce decree is not considered a taxable transfer. 
Since HSAs are individual bank accounts, when 
a transfer request such as this occurs, the former 
spouse will be treated as the new account holder 
of the HSA. In order to process the transfer to his 
or her name, YSA must be provided with a certified 
copy of the divorce decree and property settlement 
or transfer agreement. The spouse must also sign 
the appropriate documents to establish the account 
in their own name.

Q66: How is a child of divorced or separated 
 parents treated relative to qualified 
 medical expenses?

For the purpose of the medical and dental expenses 
deduction, a child of divorced or separated parents 
can be treated as a dependent of both parents. 
Each parent can include the medical expenses he 
or she pays for the child, even if the other parent 
claims the child’s dependency exemption, if:

1. The child is in the custody of one or both 
 parents for more than half the year;

2. The child receives more than half of his or 
 her support during the year from his or her 
 parents; and

3. The child’s parents:

 a. Are divorced or legally separated under a 
  decree of divorce or separate maintenance;

 b. Are separated under a written separation 
  agreement; or

 c. Live apart at all times during the last 
  six months of the year.
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Q67: What are the HSA guidelines regarding 
 disbursement from the HSA for 
 domestic partners?

As regulated by IRS tax code, the federal tax rules 
governing HSAs and domestic partners vary 
depending on whether the domestic partner is a 
tax dependent or not. You should consult a tax 
advisor to determine whether your domestic 
partner is a tax dependent.

If your domestic partner is a tax dependent, HSA 
disbursements from your HSA account for your 
domestic partner’s qualified medical expenses 
are tax-free.

If your domestic partner is not a tax dependent, 
HSA disbursements from your HSA account for your 
domestic partner’s medical expenses are not 
allowed. Any withdrawals associated with a 
domestic partner’s expenses would be included 
in taxable income and also be subject to the 20 
percent excise tax. (The 20 percent penalty doesn’t 
apply to distributions made after death or disability, 
or after you reach age 65.)

Q68: What happens if an HSA distribution is 
 made as the result of a factual mistake?

If there is clear and convincing evidence that 
amounts were distributed from an HSA because 
of a mistake of fact due to reasonable cause, you 
may repay the mistaken distribution no later than 
April 15 following the first year you knew or should 
have known the distribution was a mistake. Under 
these circumstances, the distribution is not included 
in your gross income or subject to the 20 percent 
additional tax, and the repayment is not subject to 
the 6 percent excise tax for excess contributions. 
You could use the YSA HSA Contribution Coupon to 
send with your repayment, indicating “RE-Deposit” 
on the coupon.

Q69: What happens if I withdraw money from 
 my HSA to pay a medical bill, but am later 
 reimbursed by my insurance company 
 for that medical expense?

This situation is referred to as an “erroneous 
distribution.” You can repay the mistaken 
distribution by April 15 of the following year with 
no penalty if there is reasonable evidence that 
the original distribution was made in good faith 
and that it was a qualified medical expense. The 
repayment is classified as a “re-deposit,” not a 
contribution; therefore, it would not count “twice” 
toward the yearly maximum. You could use the HSA 
contribution coupon to send with your repayment, 
indicating “RE-Deposit” on the coupon.

 Section 7: 
 HSAs and Medicare 
Q70: What happens when I become eligible 
 for Medicare?

Most people enroll in Medicare when they first 
become eligible at age 65 to get health coverage 
and avoid late entrance penalties. Medicare 
enrollment disqualifies you from any further 
HSA contributions.

Q71: If I’m still employed and have health 
 insurance through my employer, is it a 
 requirement that I also enroll in Medicare?

If you are Medicare-eligible, still working, and 
covered by your employer’s HDHP, you may 
consider postponing your Medicare enrollment. 
You should get a letter in the mail from Medicare 
prior to your 65th birthday explaining the rules 
to avoid late entrance penalties. You should also 
check with your employer to make sure your HDHP 
coverage is considered “creditable” for Medicare 
Part D (prescription coverage). Medicare requires 
creditable prescription coverage in order to avoid 
late enrollment penalties.

https://www.bnsf.com/retirees/exempt-retirees/pdf/umb-contrib-coupon.pdf
https://www.bnsf.com/retirees/exempt-retirees/pdf/umb-contrib-coupon.pdf
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Even if you decide to postpone your Medicare 
enrollment until after you quit working, if you enroll 
in Social Security, you will be automatically enrolled 
in Medicare Part A. The law does not allow you to 
enroll in Social Security and opt out of Medicare 
Part A. So, if you decide to postpone Medicare, you 
would also need to postpone Social Security benefits 
in order to be eligible for HSA contributions.

Your eligibility to contribute to an HSA is not 
affected if you choose not to enroll in Medicare 
but your spouse chooses to enroll in Medicare. 
Both you and your spouse’s qualified expenses can 
still be paid from the HSA, with the exception of 
your spouse’s Medicare premiums. No Medicare 
premiums can be paid from your HSA if you are 
not enrolled in Medicare.

You should seek advice from your financial 
advisor and Social Security (socialsecurity.gov 
or 800.772.1213) to determine if postponing 
Social Security/Medicare benefits is the right 
option for you.

Q72: What happens after I enroll in Medicare?

Your enrollment in any part of Medicare (A, B, C, 
or D) makes you ineligible for HSA contributions, 
including employer funding. This is true even 
though Part A is free for most people. You become 
ineligible for HSA contributions the first day of the 
month your Medicare is effective. You must prorate 
your annual maximum contribution, including 
catch-up contributions, the year you enroll in 
Medicare. (The total annual contribution maximum 
is divided by 12 and multiplied by the number of 
full months you were eligible.)

If you are still working, neither your employer 
nor your spouse (nor anyone else) can contribute 
any amount that exceeds your eligible prorated 
maximum after you enroll in Medicare. However, 
if you have Medicare, you should check with your 
employer to find out if you are eligible to sign 

up for the Health Care FSA program. The FSA 
would allow you, if you are not eligible for HSA 
contributions, to set aside before-tax dollars for 
the current year’s qualified medical expenses. This 
way, if you have Medicare, you can preserve your 
HSA for expenses after you quit working, and you 
and your employer still get a tax advantage for the 
current year’s expenses.

If you’re Medicare-enrolled, you can continue to 
withdraw funds from your HSA tax-free to pay for 
personal qualified expenses as well as the qualified 
expenses of your spouse and dependents. This 
includes your Medicare premiums and/or 
COBRA premiums, as well as Medicare/COBRA 
premiums for your spouse/dependents.

Note: HSA funds can never be used for Medigap/
Medicare Supplement premiums.

Q73: What happens to the money in an HSA 
 after I turn 65? 

After you turn 65, the HSA funds can still be 
withdrawn tax-free for out-of-pocket qualified 
health expenses, regardless of whether you enroll 
in Medicare. If the funds are spent for any reason 

http://www.socialsecurity.gov


24Health Savings Account Frequently Asked Question Resource Library

other than for qualified medical expenses, the funds 
withdrawn will be taxable as income but will not 
be subject to any other penalties. Normal income 
taxes will apply if the distribution is not used for 
unreimbursed medical expenses (expenses not 
covered by the medical plan). 

Although the purchase of health insurance is 
generally not a qualified medical expense that 
can be paid or reimbursed by an HSA, the Internal 
Revenue Code provides an exception for employer-
sponsored retiree coverage and Medicare premiums 
once an account beneficiary reaches age 65.

• If retiree health benefits are provided through 
 a former employer, the account can also be 
 used to pay for the retiree medical insurance 
 premiums, whether insured or self-insured. 
 Such a distribution will be tax-free. 

• When you enroll in Medicare, the funds can be 
 used to pay Medicare premiums, deductibles, 
 copays, and coinsurance under any part 
 of Medicare. Premiums for Medicare are 
 usually automatically deducted from Social 
 Security benefit payments. Individuals can 
 use HSA funds to reimburse themselves in 
 an amount equal to the Medicare 
 premium deduction.
 
Note: Medicare supplemental insurance or 
“Medigap” policies are not considered 
qualified expenses.

Q74: How does enrollment in Medicare affect 
 my spouse?

If your spouse is not yet enrolled in Medicare, 
has HDHP coverage, and meets the other HSA 
eligibility rules, he or she may contribute to an 
HSA opened in his or her own name. You are not 
allowed to transfer your HSA to your spouse’s 
name. However, since contributions to HSAs are 
tax-deductible and any person may contribute 
to another person’s HSA, you could contribute 
to your spouse’s HSA, and the contribution 
would be an “above the line” tax deduction 
for your spouse.

Q75: What happens to my HSA if I 
 become disabled?

If you become disabled and enroll in Medicare, 
contributions to an HSA must stop as of the first of 
the month in which you enrolled. However, you 
can use HSA funds to pay Medicare Part A, B, C, or 
D premiums. Payment of these Medicare premiums 
is considered to be a qualified medical expense.
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 Section 8: 
 Death of an HSA 

Account Holder
Q76: What happens to the HSA upon my death?

You have the right at any time to designate one or 
more beneficiaries to whom distribution of your 
HSA will be made upon your death. You also have 
the right to revoke a prior beneficiary designation 
and, if desired, designate different individuals as 
beneficiaries. To be valid, any such beneficiary 
designation must be delivered to YSA on a form 
provided by or acceptable to YSA prior to 
your death.

In the absence of a valid beneficiary designation, 
YSA will distribute the assets comprising the HSA 
upon your death to your estate. In certain states, 
a spouse’s consent may be necessary if a person 
other than or in addition to the spouse is named 
as beneficiary or to change an existing beneficiary 
designation. You should consult with your attorney 
before making such a beneficiary designation.

Q77: What are the tax consequences of HSA   
 distributions following my death?

If a spouse is the named beneficiary of the HSA, 
the HSA belongs to the spouse upon your death, 
subject to YSA’s consent and the completion of 
applicable documents as required by UMB. The 
surviving spouse is not required to include any 
amount in gross income for tax purposes as a result 
of your death, and he or she is subject to income 
tax only on those distributions that are not made for 
qualified medical expenses.

If, at the time of death, the HSA passes to a named 
beneficiary other than the surviving spouse, the 
HSA ceases to be an HSA as of the date of your 
death, and your beneficiary is required to include 
the fair market value of the HSA assets as of the date 
of death in his or her gross income for the taxable 
year that includes the date of death. The includible 
amount is reduced by the amount in the HSA used, 
within one year of your death, to pay your qualified 
medical expenses incurred prior to death. If there 
is no named beneficiary of the HSA, the HSA ceases 
to be an HSA as of the date of death, and the fair 
market value of the HSA assets as of the date of 
death is includible in your gross income for the year 
of death and considered to be part of your estate.

Q78: If the account beneficiary of an HSA is 
 my surviving spouse, may my spouse make 
 contributions to the account?

If your surviving spouse is the named beneficiary 
of the HSA, the HSA becomes the HSA of 
your surviving spouse. Your spouse may make 
contributions to the account as long as he or 
she meets the HSA eligibility requirements. 
As custodian, YSA will provide no tax advice 
concerning the HSA. The tax consequences of the 
HSA, including all contributions to and distributions 
from the HSA, are your sole responsibility. You are 
encouraged to discuss any questions with your own 
tax advisor.
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 Section 9: 
 Tax Treatment of HSAs  
Q79: What are the tax implications for 
 participating in an HSA?

The money saved in an HSA is tax-free if it is used 
to pay for qualified medical expenses. The money 
contributed isn’t taxed nor are the earnings taxed 
as the HSA balance grows. As long as you use the 
money to pay for qualified expenses, you won’t pay 
taxes when you withdraw funds, either.

Note: States can choose to follow the federal tax 
treatment guidelines for HSAs or establish their own; 
some states tax HSA contributions. If you have 
questions about your tax implications, you should 
consult your tax advisor.

Q80: What is the tax treatment of my 
 HSA contributions?

You can contribute to an HSA in two ways:

1. “Post-tax” contributions are deductible on 
 your individual income tax return at the end 
 of the tax year. 

2. “Before-tax” contributions are contributed 
 to an HSA before income taxes are withheld, 
 so the tax savings are in real time with 
 each contribution.

The combination of all before-tax and post-tax 
contributions is subject to your maximum 
contribution limit.

Q81: What does it mean to make a “post-tax” 
 contribution? What do I need to do when 
 filing my income tax return? 

“Post-tax” refers to contributions that you or 
anyone other than your employer makes directly 
to your HSA via a check or an online transfer of 
funds. It is called post-tax because the funds come 
from income that has already been earned and 
taxed and is in a personal account. The IRS allows 
post-tax contributions to be deducted from your 
gross income to come up with your adjusted gross 
income. This means that you effectively do not pay 
any income taxes on the amount that is contributed 
to the HSA. This is sometimes referred to as an 
“above the line” deduction because you subtract 
the amount from your income whether or not you 
itemize expenses after calculating your “adjusted 
gross income.” In other words, the HSA deduction 
comes off gross income dollar for dollar, which 
is a much better savings than itemizing medical 
expenses below the line. 

Q82: What does it mean to make a “before-tax” 
 contribution? What do I need to do when 
 filing my income tax return?

All employer money is contributed to HSAs without 
having income taxes/employment taxes withheld. 
Additionally, most employers allow you to reduce 
your salary by the amount you want your employer 
to send directly to your HSA before income taxes 
or employment taxes are calculated. Your employer 
forwards the funds on to the HSA directly on a 
before-tax basis. Your employer reports all 
before-tax HSA contributions on your W-2. When 
you calculate your eligible deduction, these 
contributions are not included because no income 
tax was ever paid on these contributions. 
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Q83: Do contributions to an HSA in any way 
 affect my ability to contribute to an 
 individual retirement account (IRA)? 

HSA contributions won’t affect your IRA limits.  
The HSA is a way to save additional funds for 
retirement. The advantage over an IRA is that you 
can withdraw funds tax-free if the funds are used 
to pay for qualified medical expenses. 

Q84: When is the deadline for contributions 
 to an HSA for any particular year? 

You may make HSA contributions for a particular 
year no later than the deadline, without extensions, 
for filing your federal income tax return for that  
year. For calendar year taxpayers, this is 
generally April 15 following the year for which 
the contributions were made. YSA will treat any 
contribution made between January 1 and April 15 
as a contribution for the current taxable year unless 
your employer provides notice to YSA at the time 
of such contribution that the contribution is for the 
preceding taxable year. If you contribute directly to 
your HSA through the HSA website or use the YSA 
contribution coupon, you may select “prior year 
contribution.” Prior year contributions will not be 
allowed after the tax filing deadline (generally 
April 15). 

Q85: What happens when HSA contributions 
 exceed the amount that may be deducted 
 or excluded from gross income 
 (excess contributions)? 

The total of all HSA contributions made by you, 
an employer, or anyone else that exceeds your 
annual contribution limit is called an “excess 
contribution.” Generally, you pay a 6 percent 
excise tax each year that the excess remains in 
the account. Excess contributions are not 
tax-deductible for you or your employer. 

YSA’s system will not allow an HSA to go over 
the annual family maximum, plus catch-up 
contribution, but your annual contribution limit 
may be less than this amount based on coverage 
type, age, and eligible months of the year. It is your 
responsibility to track and limit contributions to 
your annual contribution limit. 

If you overcontribute to your HSA, the excise tax 
may be avoided if the excess contribution amount 
is removed from the HSA, together with any 
earnings attributable to the excess contribution, 
before the due date for filing your federal income 
tax return, including extensions, for the year in 
which the excess contribution was made. 

• In the case of post-tax contributions, the 
 earnings attributable to the excess    
 contribution would be taxable as income 
 for the year in which the distribution is made,  
 but the removed excess contribution would 
 not be taxable as income. 

• In the case of before-tax contributions, both 
 the earnings and the contribution should be 
 included in your gross income on the 
 individual tax return. 

Note: MSA/HSA rollover contributions and HSA/
HSA trustee-to-trustee transfers do not count in 
determining whether an excess contribution has 
been made. IRA qualified funding distributions 
do count toward the account holder’s 
annual maximum.
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Q86: Who is responsible for determining the 
 amount of eligible contributions?

You are solely responsible for determining your 
eligibility for an HSA and your contributions limit 
during any year. You are encouraged to speak with 
your tax advisor about these matters. As custodian, 
YSA will provide the IRS guidelines and will not 
allow any account holder to contribute more than 
the annual limit for family HDHP coverage, plus 
catch-up. However, YSA has no responsibility 
for determining or advising you whether any 
contribution complies with the requirements and 
limitations of the Internal Revenue Code when your 
limit is less than that amount.

Q87: If my employer has a qualified HDHP that 
 I’m eligible for but don’t participate in 
 because I receive benefits through my 
 spouse’s employer’s plan, can I still take 
 part in an HSA?

If the coverage you have under a spouse’s plan is an 
HSA-qualified HDHP and you are otherwise eligible, 
you can contribute to an HSA. If your spouse’s plan 
is not an HDHP, or your spouse or you are enrolled 
in any other disqualifying coverage (such as a health 
care FSA), you cannot contribute to an HSA.

Note: Whether or not your employer will elect to 
make a contribution to your HSA if you are not 
covered by that same employer’s health plan is 
entirely up to the employer.

Q88: How is a rollover treated?

Unless YSA receives a certification (Rollover 
Request) from you that a contribution is a rollover 
contribution from another HSA or MSA, or receives 
a trustee-to-trustee transfer directly from another 
custodian, all contributions will be reported as 
tax-deductible contributions made by you.

Q89: What is the tax treatment of earnings 
 on amounts in an HSA?

Earnings on amounts in an HSA are not taxable when 
credited, nor when the funds are withdrawn, if the 
withdrawal is for qualified medical expenses. 
If the withdrawal is for nonqualified expenses, you 
will owe income taxes and a 20 percent penalty.

Q90: Are there any tax consequences to pledging  
 the HSA as security for a loan?

Any portion of the HSA that you pledge as security 
for a loan will be treated as a prohibitive transaction. 
If you engage in a prohibitive transaction with 
your HSA, the account will be disqualified. Thus, 
the HSA stops being an HSA as of the first day of 
the taxable year of the prohibited transaction. The 
assets of the HSA account are deemed distributed, 
and the appropriate taxes, including the 20 percent 
additional tax for distributions not used for qualified 
medical expenses, will apply.

Q91: What happens if I receive an HSA 
 distribution as the result of a mistake 
 of fact due to reasonable cause?

If there is clear and convincing evidence that 
amounts were distributed from an HSA because of 
a mistake of fact due to reasonable cause, you may 
repay the mistaken distribution no later than April 
15 following the first year you knew or should have 
known the distribution was a mistake.

Under these circumstances, the distribution is not 
included in your gross income or subject to the 
20 percent additional tax, and the repayment is 
not subject to the 6 percent excise tax for 
excess contributions.

 

https://hsa.umb.com/Individuals/Forms/000919
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Q92: What medical expenses are eligible for 
 tax-free distributions from an HSA?

Distributions made for “qualified medical expenses” 
are generally excludable from income. For this 
purpose, the term “qualified medical expenses,”  
as defined in Section 213(d) of the Internal Revenue 
Code and explained in IRS Publication 502, 
means amounts paid for medical care for you, 
your spouse, or your tax dependents, but only to 
the extent such amounts are not compensated by 
insurance or otherwise. This includes 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, as well as for 
transportation primarily for and essential to such 
care. Qualified medical expenses do not include 
insurance premiums other than premiums for 
long-term care insurance, premiums on a health 
plan during any period of continuation coverage 
required by federal law (e.g., “COBRA” coverage), 
or premiums for health care coverage while an 
individual receives unemployment compensation.

Q93: Why did I receive IRS Form 5498-SA?

The IRS requires UMB to send you IRS Form  
5498-SA by the end of May if you had any 
contribution activity in your HSA during the 
previous tax year. UMB also submits the information 
on IRS Form 5498-SA to the IRS. You receive this 
form for your records only. If you live in a state 
that does not recognize an HSA as a tax-exempt 
account, you may need to report information on 
this form with your taxes. Consult your tax advisor 
on how to report contributions made to your HSA. 

Q94: Why did I receive IRS Form 1099-SA?

The IRS requires UMB to issue IRS Form 1099-SA 
if you took a distribution from your HSA during 
the previous tax year. Distributions from HSAs are 
generally reportable on IRS Form 8889. Please 
consult your tax advisor or refer to the official 
IRS instructions for IRS Form 8889 for more 
information. Form 8889 is filed as part of individual 
tax forms where applicable.

Q95:  How do I report distributions from my  
HSA to the IRS?

Each taxpayer who has an HSA should use IRS  
Form 8889 to report contributions and 
distributions when filing his or her income taxes. 
Most tax preparation software programs include 
questionnaires on whether you have participated 
in a variety of activities, including HSAs. You should 
expect to see a question regarding HSAs, and once 
you indicate you have an HSA, the program should 
generate your IRS Form 8889. For IRS Form 8889 
instructions, visit http://www.irs.gov/instructions/
i8889/index.html. Consult your tax advisor if you 
have questions.

Q96: Where can I go for more information 
 about the tax treatment of HSAs?

If you need more information about HSAs, you can 
get IRS Publication 969, Health Savings Accounts 
and Other Tax-Favored Health Plans, and other 
information on the U.S. Treasury’s website.

http://www.irs.gov/pub/irs-pdf/p502.pdf
http://www.irs.gov/instructions/i8889/index.html
http://www.irs.gov/instructions/i8889/index.html
http://www.treasury.gov/resource-center/faqs/Taxes/Pages/Health-Savings-Accounts.aspx
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Q97: Is it possible to have both an MSA and an  
 HSA or more than one HSA? If so, how are   
 contribution maximums affected?

You have the ability to have both an MSA and HSA 
or more than one HSA, but it comes with some 
minor adjustments on how you can contribute. 
The total annual limit does not change, but the 
allocation on where you can put your funds 
is important.

Regarding an MSA, for a family plan, 75 percent 
of the annual deductible or the IRS maximum, 
whichever is lower, can be contributed into the 
account. For an individual plan, the percentage 
of the annual deductible changes to 65 percent. 
The remainder, up to the total limit, can then be 
contributed into the HSA. If there is more than one 
HSA, the total amount contributed to both or either 
cannot be more than the IRS maximums. YSA is not 
able to give advice on how you should allocate your 
funds between an MSA and HSA or between more 
than one HSA.

Q98: Can an MSA be rolled over to an HSA? How   
 does that affect taxes and annual limits?

A rollover is when a trustee/custodian distributes 
funds directly to you. You have 60 days to roll 
the funds to a new trustee/custodian to avoid 
tax consequences. You may make a rollover 
contribution of funds from another HSA/Archer MSA 
once during a one-year period. The rollover amount 
does not count toward your annual contribution 
limits.

Note: If you instruct the trustee of your HSA to 
transfer funds directly to the trustee of another  
HSA, the transfer is not considered a rollover. 
There is no limit on the number of these 
trustee-to-trustee transfers.

https://hsa.umb.com/Individuals/Forms/000919

