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Maximize your medical deductions by opening a health savings account.
Taxpayers looking to maximize deductions should consider opening a health savings account (HSA). HSAs are taxadvantaged medical savings accounts created by the federal government to encourage people to save for future
health expenses, but there are other reasons to open such accounts.
Almost all taxpayers lose part – and sometimes all – of the medical deduction on their income taxes. To take the
deduction, you must itemize deductions, but even then the IRS imposes a 7.5 percent haircut of your adjusted gross
income to your medical deductions. For example, if your adjusted gross income is $100,000, you would need more
than $7,500 in medical deductions to take any deduction whatsoever. The first $7,500 you spend is not eligible to be
deducted.
By using an HSA, you can claim the deduction above the line, at least part of it. Furthermore, HSAs can be used by
individuals and families enrolled in high-deductible health plans.
Consumers must open HSAs through a trustee, such as a bank or an insurance company, and can use a provider
that differs from one’s main health insurance company. If your employer offers such a plan, you can establish an HSA
through work, or if you pay directly for your insurance, you can open an HSA on your own.
To qualify through enrollment in a high-deductible health plan (HDHP), you must have a health insurance deductible
of at least $1,200 per year if you are single and $2,400 per year if you cover your family. The maximum annual
deductible and other out-of-pocket expenses for HDHPs are $6,050 for singles and $12,100 for family coverage.
Once you have set up an HSA, you will need to contribute to the account. In 2013, if you are single, you may
contribute up to $3,250, and if you have family coverage, you may contribute up to $6,450.
You need to make all contributions for the year by the federal tax deadline and that does not include extensions. This
means you have until April 15, 2014, to make a contribution to be credited to 2013. So instead of having to deal with
the 7.5 percent limitation on medical expenses, you can enjoy the full benefit of the amount you paid into the plan
because all medical expenses paid from the HSA cannot be included on Schedule A, Itemized Deductions.
To move forward with setting up an HSA, talk to your employer’s human resources department. If you have your own
health insurance policy, obtained through an insurance broker or company, then contact one of them.
Disclaimer: The views expressed in this article are the opinions of the author and should not be interpreted as
individualized investment advice. Investment objectives, risk tolerances and the financial situation of individual
investors may vary. Please consult your financial and tax advisors before investing.
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