HSAs Q&A o
For Tax Year 2010 asCensus

What is a Health Savings Account?

When combined with a high deductible health plan, a Health Savings Account (HSA) is an alternative to
traditional health insurance. An HSA is a tax-advantaged savings product that offers a different way for
consumers to pay for their health care. HSAs enable your members to pay for current health expenses
and save for future qualified medical and retiree health expenses on a tax-free basis. A person must be
covered by a high deductible health plan (HDHP) to take advantage of HSAs. An HDHP generally costs
less than traditional health care coverage and the money saved on insurance can be put into the HSA as
regular contributions. The HSA owner owns and controls the money in the HSA. Decisions on how to
spend the money are made by the HSA owner. The HSA owner chooses the investment type based on
the options that you offer.

What is a High Deductible Health Plan?

A high deductible health plan (HDHP) is required to open an HSA. Sometimes referred to as a
“catastrophic” health insurance plan, an HDHP is a less expensive health insurance plan that generally
doesn’t pay for the first several thousand dollars of health care expenses (i.e., the “deductible™), but
will generally provide coverage after that. The HSA is available to help pay for the expenses that the
insurance plan does not cover.

2010 Minimum Deductible 2010 Maximum Out-of-Pocket (including
copays and deductibles)
Self-Only Coverage Family Coverage Self-Only Coverage Family Coverage
$1,200 $2,400 $5,950 $11,900

HDHPs can have first dollar coverage (no deductible) for preventive care and apply higher out-of-pocket
limits (and copays & coinsurance) for non-network services.

CREDIT UNION RESPONSIBILITIES

Does a credit union have to seek regulatory approval to offer HSAs?

Federal credit unions are automatically approved to offer HSAs to their members as either a trust or a
custodial account. Most state chartered credit unions can also offer HSAs as trustees, custodians, or as
either.
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What information must be reported to the HSA owner and the IRS?

Reporting requirements are straightforward. Form 5498-SA is used to report total contributions made to
the account during the year and the value of the account at the end of the year. Form 1099-SA reports
the distributions taken from the account during the year. Both forms must be sent to the HSA owner and
the IRS. If you elect, Ascensus’ HSA Program can complete these required tasks for you.

What rules can credit unions set regarding account administration?

Minimum deposit amounts, minimum balance requirements, minimum distribution requirements,
distribution timing requirements, and account fees can be set by the HSA trustee or custodian (i.e., the
HSA rules do not apply any additional conditions on these administrative issues).

How can HSAs be invested?
HSA funds can be invested in the same types of investments as IRAs. However, you do not have to
offer all investment options to HSA owners.

Does the credit union have to verify that distributions from an HSA were used only for “qualified
medical expenses”?

No. Substantiation by the trustee or custodian that distributions were used for qualified medical
expenses is not required.

WHO CAN HAVE AN HSA?

Who is eligible for an HSA?

In order to contribute to an HSA, an individual must be covered by a qualifying HDHP and cannot
be covered by other health insurance that is not an HDHP. Certain types of insurance are not
considered “health insurance” (see below) and will not jeopardize eligibility for an HSA.

Can a member get an HSA even if the member has other insurance that pays medical bills?

A member is only allowed to have auto, dental, vision, disability and long-term care insurance at the
same time as an HDHP. The member may also have coverage for a specific disease or illness as long as
it pays a specific dollar amount when the policy is triggered. Wellness programs offered by the
member’s employer are also permitted if they do not pay significant medical benefits.

Does the HDHP policy have to be in the name of the individual contributing to an HSA?

No. While an individual must be covered by an HDHP, the policy does not have to name the individual
as an insured. HSA eligibility can be established by a family coverage HDHP provided by the employer
of the member’s spouse.

Is health insurance required to contribute to an HSA?
Yes. A member cannot establish and contribute to an HSA unless the member has coverage under an
HDHP.
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Can a member covered by Medicare contribute to an HSA?
No. A member covered by Medicare cannot contribute to an HSA. But a member can use the assets in
an HSA to pay medical expenses after they have enrolled in Medicare.

Can a member who is eligible for VA medical care contribute to an HSA?

A member cannot contribute to an HSA during the three months after receiving health benefits from the
Veterans Administration or one of its facilities, including prescription drugs. Mere eligibility to receive
VA medical care does not affect HSA eligibility.

Can a member who is on active-duty military and has Tricare coverage have an HSA?
No. At this time, Tricare does not offer an HDHP option, so these individuals are not eligible for an
HSA.

Can a member make HSA contributions and participate in an FSA at the same time?
Participation in a typical flexible spending arrangement (FSA) makes a member ineligible to contribute
to an HSA. But HSA eligibility is not affected by a “limited purpose” (limited to dental, vision or
preventive care) or “post-deductible” (pay for medical expenses after the plan deductible is met) FSA.

Can a member covered by an HRA make HSA contributions?

As with FSAs, participation in a typical health reimbursement arrangement (HRA) makes a member
ineligible to contribute to an HSA. HSA eligibility is not affected by a “limited purpose” (limited to
dental, vision or preventive care) or “post-deductible” (pay for medical expenses after the plan
deductible is met) HRA. An HRA that provides benefits after a member retires does not affect HSA
eligibility prior to retirement.

Can a member contribute to an HSA if the member is covered by a broad coverage FSA or HRA
provided by the employer or the member’s spouse?
No.

Can an unemployed member contribute to an HSA?

Yes, as long as the member is covered by an HDHP and meets the other HSA eligibility requirements.
For example, a member can make HSA contributions based on family HDHP coverage obtained through
the employer of the member’s spouse.

Can parents make contributions to HSAs for their children?

Parents cannot contribute to a child’s HSA based on the child’s coverage under a family coverage
HDHP of one of the parents. They can contribute to a child’s HSA if the child is covered under his or
her own HDHP through the child’s employer, provided that they do not claim the child as a dependent
and the child meets the other HSA eligibility requirements.
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CONTRIBUTIONS

What is the maximum HSA contribution?
A member who is eligible to make HSA contributions for all of 2010 can make the following HSA
contributions:

2010 Maximum Contributions

Self-Only Coverage Family Coverage

$3,050 $6,150

This maximum must be reduced by any employer contributions to the HSA. A couple who share a
family coverage HDHP can divide the $6,150 limit between them, as they desire.

A member’s eligibility to make HSA contributions is determined as of the first day of the month. A
member who is eligible to make HSA contributions as of the first day of the last month of the year
(December 1 for a calendar year taxpayer) is eligible to contribute for the entire year. In all other
situations, a member who meets the eligibility tests for only some of the months in a year generally has a
reduced HSA contribution limit for that year, based on the number of months of eligibility. For example,
a member who meets the HSA eligibility tests for only the first six months of 2010 would be limited to
one-half of the contributions described above.

Can members who are over age 55 make “catch-up” contributions to their HSAs as they can with
their IRAs?

Yes. Individuals age 55 and older who meet the HSA eligibility tests can make additional *“catch-up”
contributions. The additional allowed “catch-up” contribution to HSAs is as follows:

2010 Maximum “Catch-up” Contribution

Self-Only Coverage Family Coverage

$1,000 $1,000
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If both spouses are age 55 or older, can both spouses make “catch-up” contributions?

Yes, if both spouses are eligible individuals and both spouses have established their own HSAs. But a
member cannot increase the contributions to his or her own HSA based on the fact that the member’s
spouse is eligible to make “catch-up” contributions.

If each spouse has self-only HDHP coverage (neither spouse has family coverage), how much can
be contributed?

If each spouse meets all of the HSA eligibility tests, then each spouse can make HSA contributions
based on a single coverage HDHP. For a single-only coverage member entitled to make contributions
for all of 2010, the maximum contribution is $3,050 (plus $1,000 if the member will reach age 55 by the
end of the year).

Do HSA contributions have to be made in equal amounts each month?

No. Contributions can be made in a lump sum, or in any amount or frequency the member wishes. The
contribution deadline for a year is the tax-filing deadline for that year, typically April 15 of the
following year. However, your credit union can impose minimum deposit and balance requirements.

Do contributions depend on when the HSA was established or when the HDHP coverage begins?
Yes. Eligibility to contribute to an HSA is determined by the date a member meets all of the eligibility
tests, including coverage by an HDHP. As long as the HSA is opened by the contribution deadline, the
opening date does not affect the contribution limits for the year. However, medical expenses incurred
before the date the HSA is established cannot be reimbursed from the account.

Can employers contribute to HSAs?

Yes. Members, their employers, or both can make contributions to HSAs. The amount that an eligible
member can contribute to their own HSA is reduced by the amount contributed by the member’s
employer.

Do HSA contributions provide any tax benefits?

Yes. Personal contributions offer an “above-the-line” deduction. An "above-the-line™" deduction allows a
member to reduce taxable income by the amount the member contributes to an HSA. The HSA owner
receives this deduction even for contributions made by family or friends.

Can HSA contributions be made through an employer on a “pre-tax” basis?

Yes. Employer contributions to the HSAs of their employees are made on a pre-tax basis (i.e., they are
not subject to either income tax or FICA tax). This includes employer contributions through a “salary
reduction” plan (also known as a “Section 125 plan” or “cafeteria plan™). This is in lieu of the
abovethe-line deductions discussed above. The employer deducts HSA contributions as an ordinary
business expense in computing taxable income.
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Does tax-filing status (joint vs. separate) affect the ability to make or deduct HSA contributions?
No. Tax filing status does not affect the ability to make or deduct HSA contributions.

May a self-employed person contribute to an HSA on a pre-tax basis?

An owner-employee who makes HSA contributions to their own HSA may not deduct them as an
ordinary business expense. As a result, these HSA contributions will not reduce the income from the
business shown on Schedule C of Form 1040 or on the Schedule K-1 received from the partnership or
Subchapter S corporation operating the business. But the owner-employee can take an “above-the-line”
deduction for these contributions when completing Form 1040. The net result of these rules is than an
owner-employee’s contributions to his or her own HSA reduce taxable income; but they do not reduce
the self-employment income on Schedule SE.

MANAGING THE HSA

Who has control over the money invested in an HSA?
The HSA owner controls all decisions over how the money is invested among the investments that you
offer for HSAs.

Must a credit union notify a member whose HSA contributions exceed the allowable contribution
amount?

Your credit union must monitor the contributions received for a year to make sure that they do not
exceed the theoretical maximum contribution. The member is responsible for making sure that
contributions do not exceed the maximum amount that applies to the member’s situation.

Can a member borrow against an HSA?
No. The tax laws do not permit borrowing against or pledging the funds in an HSA. For more
information on prohibited activities, see Section 4975 of the Internal Revenue Code.

Can a member roll the money in an HSA over into an IRA?
No. It is not permitted to roll the HSA funds over into an IRA. The funds will stay in the HSA or be
rolled into another HSA.

Can a member roll over an IRA into an HSA?

Yes. A member can use a one-time direct rollover from a traditional or Roth IRA to an HSA to make
HSA contributions that could otherwise be made for the year. The amount rolled over to the HSA is
treated as coming out of the portion that would be taxable income if distributed to the owner, and the
member does not receive a deduction for such a contribution. Other types of retirement plans cannot be
used to make HSA contributions.
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What happens to the money in the HSA when the HSA owner dies?

If the HSA owner’s spouse is the death beneficiary, then the spouse becomes the owner of the HSA.
This is a tax-free transaction, and subsequent distributions from the account to pay the medical expenses
of the spouse are tax-free distributions. If anyone other than the HSA owner’s spouse is the death
beneficiary (including the HSA owner’s estate), the account ceases to be an HSA, and the value of the
account is taxable income for the death beneficiary in the year of death.

Can overdraft fees be deducted from the HSA?
Yes.

Can administration or maintenance fees be deducted from the HSA?
Yes.

How are overdraft fees and administration or maintenance fees reported?
These fees are not reported as taxable distributions and will not be included in the owner’s gross income.
For this reason, they are treated as losses within the investment.
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