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Health Savings Accounts (2025-2026) 

Health Savings Accounts (HSAs) might be the single most powerful tax-advantaged savings vehicle in the 
IRS tax code. You can deduct contributions, experience tax-deferred gains and withdraw money tax free 
for qualified tax expenditures. It’s essentially a no-tax savings vehicle when used correctly. However, 
many Americans are missing out on this valuable tax planning, savings and investment option. Money is 
set aside to pay for medical expenses and prescription drugs but only taxpayers with a high deductible 
health insurance plan qualify. 

The tax code (IRC Sec. 223) allows individuals and families covered by a High Deductible Health Plan 
(HDHP) to set aside money in an HSA. But not all HDHP plans are HSA eligible. The best way to know if 
your HDHP plan is qualified for an HSA is to ask your employer. Plans through an employer or a broad 
marketplace often state if they’re HSA eligible. Some employers and health care plans even offer HSAs 
for their HDHP participants. If not, you can set up an HSA through an outside bank or other financial 
institution. 

Once you find out if your plan is HSA eligible, you’ll have to meet a few other requirements before 
contributing to the HSA: 

 You must meet the HDHP requirements, 
 You can’t be covered under any other type of plan, 
 You can’t be enrolled in Medicare, 
 You can’t be claimed as a dependent, and 
 You have to be enrolled on the first day of the month. 

Eligible individuals have to also meet minimum deductible amounts and withdraw less than the out-of-
pocket expenses limit (deductibles included). The IRS sets these numbers every year. 

 Minimum Annual 
Deductible 
(Individual) 

Minimum Annual 
Deductible (family) 

Maximum out-of-
pocket Expenses 

(Individual) 

Maximum out-of-
pocket Expenses 

(family) 

2025 $1,650 $3,300 $8,300 $16,600 

2026 $1,700 $3,400 $8,500 $17,000 

 

One of the biggest benefits of using an HSA are the tax benefits. Contributions you make, up to a certain amount, are 
tax deductible. If you are age 55 or older, you can add $1,000 to the limit. However, if both spouses want to do this, 
they would need two separate HSAs. (You can’t jointly own an HSA.) 

 Annual Contribution 
Limit - Single 

Catch-up 
Contribution if age 

55+ 

Annual Contribution 
Limit - Family 

Catch-up 
Contribution if age 

55+ 
2025 $4,300 $1,000 $8,550 $1,000 

2026 $4,400 $1,000 $8,750 $1,000 

The money your employer contributes to your HSA counts against the contribution limit, but it’s not considered 
taxable income to the employee.  
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Once money is in an HSA, you can hold it in cash or invest it. Some HSAs offer a variety of investment choices, like 
indexed mutual funds at a low cost. When you contribute to an HSA, it has to be in cash – stock and property 
contributions aren’t allowed. 

HSAs can be used as a long-term investment vehicle. The benefits of doing so is that annual gains aren’t taxed and 
withdrawals come out tax free – as long as they’re used to cover qualified healthcare expenditures. 

If you invest for the long-run, you can let your money compound and grow over many years to support your 
retirement health care expenses. HSAs can even be used for things like Medicare premiums and long-term care 
insurance premiums in retirement. 

However, if you decide to use the HSA as more of an annual checking account for medical expenses and put your 
money in cash, there are still benefits. Essentially, you still get the deduction for contributing. This is beneficial as 
many people are unable to deduct their out-of-pocket medical expenses. As such, the higher your tax bracket, the 
more tax savings you get by using an HSA. 

And money in an HSA rolls over, so you don’t have to spend it by the end of each year. As such, you can let your 
money grow over a long period of time. 

Limitations 

When you hit age 65, you likely won’t be able to use an HSA as you’ll start Medicare. Once you enroll in Medicare 
Part A or Part B, you can’t contribute to an HSA anymore. In some situations, you can delay Medicare enrollment if 
you’re still working. Even then, you’ll likely need to continue to defer Social Security if you want to take advantage of 
an HDHP and an HSA. If you start Medicare during a year when you’re using an HDHP, you can still make pro-rata or 
proportional contributions for the year to an HSA. 

If you don’t spend your HSA withdrawals on qualified health care expenditures, the distributions will be taxed at your 
ordinary income tax rate and will also be subject to a 20% penalty tax. If you’re paying 35% federal tax rate, your tax 
rate on the HSA distribution would jump to 55%. The good news is the penalty goes away at age 65. After 65, you 
can use the money for other expenses without penalty, but you will pay ordinary income tax on it. 

If you’re enrolled in an HSA, you’re usually unable to take advantage of a Flexible Spending Account (FSA) the same 
year – unless it’s a Limited Purpose FSA. These special purpose FSAs can be set up for things like child care, vision 
or dental expenses. FSAs don’t carry over for year to year like an HSA, though. 

All the detailed rules surrounding HSAs might feel daunting – but the basics are quite simple. If you have an HDHP 
and the money to fund an HSA, you should consider contributing to it because the tax benefits are extremely 
favorable. HSAs are a great long-term investment vehicle and more than just a way to make medical expenses tax 
deductible each year. Consider your options when selecting health care insurance – an HSA-eligible HDHP could be 
the right move for yourself now and in the future. 

 

 

_______________________________________________________ 

Information contained in this document is believed to be reliable, but its accuracy and completeness are not guaranteed.  
Clients should review their specific situation with Kalos Tax Management, Inc. or seek other competent professional advice 
for information regarding, or issues concerning, the tax implications of making a particular action.  To ensure compliance 
with requirements imposed by the IRS, we inform you that any U.S. federal tax advice contained in this communication 

(including any attachments) is not intended or written to be used, and cannot be used, for the purpose of (i) avoiding 
penalties under the Internal Revenue Code or (ii) promoting, marketing, or recommending to another party any transaction 

or matter addressed herein. 

 


