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HEALTH SAVINGS ACCOUNTS

2003 TAX LEGISLATION

Although the object of mixed reviews and debate,
Congress recently passed the Medicare Prescription
Drug, Improvement, and Modernization Act of 2003.
Under its provisions, certain taxpayers can, through
Health Savings Accounts (“HSA”) address increasing
medical costs on a new pre-tax basis.  Specifically,
those with high deductible medical insurance can
fund HSA accounts with pre-tax contributions of up
to $5,150 for families to cover medical costs.  Under
the new law, deposits into an HSA are tax deduct-
ible, while earnings and withdrawals for medical
purposes are tax free.  Moreover, annual balances can
be rolled over, providing an investment opportunity
for younger taxpayers, especially since amounts in
HSAs can be withdrawn tax free at retirement.  Eligi-
bility is determined on a monthly basis, and a par-
ticipating individual must only be covered by a high
deductible medical plan.

To qualify as a high deductible health plan, there
must be at least a $1,000 annual deductible for self-
only coverage, and a $2,000 deductible for family
coverage.  Moreover, the yearly out of pocket costs
under the health plan cannot exceed $5,000 for the
self-only coverage, and no more than $10,000 for
families.  Such out of pocket costs include amounts,
other than premiums, that must be paid for benefits,
such as co-payments and deductibles.

Like medical premiums currently paid by self-em-
ployed individuals, HSA contributions are deductible

in determining adjusted gross income.  The contri-
bution limitations include aggregation provisions.
Moreover, there are provisions that allow individu-
als who are 55 years old by the end of the tax year to
increase their contribution annually, with the in-
crease capped at $1,000 for the year 2009 and there-
after.  However, one drawback appears to be the pro-
hibition on contributions after the medical plan par-
ticipant retires.

The 2003 medical act also may provide administra-
tive conveniences.  For instance, if the medical ser-
vices are satisfied with a credit card, employers may
be exempted from providing Form 1099’s to service
providers.  Moreover, employers that maintain re-
tiree prescription drug coverage after the drug ben-
efit begins in 2006 may be eligible for a 28% exclud-
able subsidy.
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2004 Kean Miller
Business Seminar Series

The Kean Miller Business Seminar Series is a quarterly breakfast seminar focusing on hot
topics for the business community.  Held quarterly and free to all attendees, the Business

Seminar Series is designed to provide practical advice to CPAs, business owners and manag-
ers, CEOs and CFOs, and executives.  The programs focus on topics such as buying and
selling businesses, state tax issues, employment matters, intellectual property and more.

To sign up for our e-mail invitation list, please contact us at
client_services@keanmiller.com.
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