Newfront
Co0

Go All the Way with HSA:

Everything HDHP/HSA You Need to
Know

2022 Edition

Presented by:
Ej’)) Audio Brian Gilmore
Lead Benefits Counsel, VP


https://pages.theabdteam.com/WBN2021-06-15OfficeHoursHSAs_LP-PostVideoSlides.html

Guide Topics

The Triple-Tax Advantaged HSA

Endlessly complex in its details, but the basics are fairly straightforward
A The HSA pairs with the HDHP to provide a uniquely tax-advantaged way to save

A Employees are increasingly familiar with the concept of the account-based
approach offered by and HSA, and increasingly want to better understand how to
fully benefit from the HSA

A Most employees want to use the HSA simply as a spending vehicle to use
employer contributions to cover the deductible and other cost-sharing amounts
under the major medical plan

A However, more and more employees are looking to go all the way with HSA by
maximizing contributions, treating the account as a supplemental retirement
savings vehicle, and taking advantage of the amazing shoebox rule

HSA Topics for Discussion
Eligibility: The requirements to be able to make or receive HSA contributions
Contributions: The standard limits and how they apply for spouses, partial years, etc.

Distributions: The rules for tax-free distributions, including the good and the bad details

Reporting: Employer, employee, and bank reporting via Forms W-2, 8889, 5498-
SA,1099-SA

Everything Else!: An overview of all the common HSA tricks of the trade to keep in mind



Why HDHP HSA?




Triple-Tax Advantaged Account - HSAs Provide Unparalleled Tax Benefits Nver&%

Three Tiers of Federal Tax Savings

Pre-Tax Contributions

A Employee contributions through payroll are made on a pre-tax basis through the Section 125 cafeteria plan.
A Employee contributions outside of payroll receive an above-the-line tax deduction.
A Employer contributions are tax-free to the employee.

Tax-Free Growth
HSA gains are not subject to interest, dividend, or capital gains taxes.

Tax-Free Distributions
Distributions for qualifying medical expenses are not subject to taxation.
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HSA Eligibility - Can You Make or Receive HSA Contributions? A0O

HSA eligibility has two key requirements. You must satisfy both to be eligible to make or receive HSA contributions
(and cannot be claimed as a tax dependent by someone else).

Covered by an HDHP No Disqualifying Coverage

The most fundamental HSA eligibility rule is its link to HDHPs. Generally requires that the employee not be covered by any
Only individuals covered by a HDHP can be HSA eligible. other medical coverage that pays before the minimum HDHP
- deductible.
Specifics:
: . Specifics:
A Must be covered by an HDHP (and have no disqualifying P
coverage) as of the first day of the calendar month to be HSA A Includes coverage under a general purpose health FSA or
eligible for that calendar month HRA (whether through your employer or the employer of a
spouse/parent
A Mid-month enrollment would mean not HSA eligible until the P P )
following month A Includes Medicare Parts A, B, C, or D
A Mid-month loss of HDHP coverage does not affect HSA A Does not include dental or vision coverage or limited-scope
eligibility for that calendar month dental/vision health FSA or HRA

A Does not include EAP or wellness program coverage as long
ast hey dondot provide fisignifican
medi cal care or treatmento
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HSA Contribution Limits A0O

The annual statutory maximum HSA contribution limits are for all contributions combined (employer and employee).
These amounts are subject to cost-of-living adjustments each year based on chained CPI (modified by TCJA).

2021 2022

0 o Individual Coverage: $3,600 Individual Coverage: $3,650
Al Hl Family Coverage: $7,200 Family Coverage: $7,300
Age 55+ Catch-Up Contribution $1,000 $1,000

(Note: The catch-up contribution limit has been fixed by law at $1,000 since 2009 and will not further adjust for inflation.)
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The Main HDHP Requirements A0O

The two key requirements are that the health plan meets the A223(c)(2) minimum deductible and maximum out-of-
pocket expense limitations. These amounts are subject to cost-of-living adjustments each year.

Minimum Annual Deductible Annual Out-of-Pocket Maximum

1. Employee-Only Coverage: 1. Employee-Only Coverage:
A 2021: $1,400 A 2021: $7,000
A 2022: $1,400 A 2022: $7,050

2. Family Coverage: 2. Family Coverage:
A 2021: $2,800 A 2021: $14,000
A 2022: $2,800 A 2022: $14,100

A Family coverage includes any plan other than employee-only A The sum of the annual deductible and any other OOP
(e.g., employee plus spouse, employee plus child, employee expenses (copays, coinsurance, etc.) cannot exceed these
plus family) annual limits

A Preventive services typically not subject to the deductible A Out-of-network expenses are not required to apply toward
(see next slide) the HDHP OOPM

A Embedded deductible must be at least the minimum annual
deductible
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HDHP Specifics

Must be a Major Medical Plan to Qualify as HDHP
A Guidance states that fiplan must provide significant benefits
A No clear bright-line rule on meeting that standardd generally will require that the plan be considered a traditional major medical

AOnly Aireasonable benefit restrictionsod are permitted
A Plans only covering hospitalization or in-patient care would not qualify as providing significant benefits

Preventive Care Not Subject to Minimum Deductible
A HDHPs may (and typically do) provide first-dollar coverage for preventive care

AfiPreventive careo includes:

A Periodic health evaluations, including annual physicals

A Routine prenatal and well-child care

A Child and adult immunizations

A Tobacco cessation programs

A Obesity weight-loss programs

A Screening services (long list in IRS Notice 2004-23)

A All ACA preventive services required to be provided without cost sharing for non-grandfathered health plans
A

New for 2020: Items and services related to exacerbation of a chronic condition
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New Preventive Services Permitted A00

IRS Expands List of First-Dollar Preventive Reminder - Preventive Care Not Subject to
Care to Chronic Conditions Minimum Deductible
A President Trump issued an executive order in June 2019 A HDHPs may (and typically do) provide first-dollar coverage
directing the IRS to issue guidance expanding the list of for preventive care
HDHP preventive services A These items and services are not subject to the minimum
A InJuly 2019, the IRS issued Notice 2019-45 to add certain statutory deductible of $1,400 for single coverage and
medical services and items, including prescription drugs, $2,800 for family coverage
relating to preventing exacerbation of a chronic condition (or AfiPreventive careo already incl u

the development of an associated secondary condition) o _ _ _ _
) o A Periodic health evaluations, including annual physicals
A The Notice highlights that the Treasury Department and

IRS are aware that cost barriers for care related to chronic
conditions can result in some individuals failing to seek or A Child and adult immunizations
utilize effective and necessary care that would prevent
exacerbation of the chronic conditions

A Routine prenatal and well-child care

A Tobacco cessation programs
A Obesity weight-loss programs
A Screening services (long list in IRS Notice 2004-23)

A All ACA preventive services required to be provided
without cost sharing for non-grandfathered health plans

A New for 2020: Items and services related to exacerbation
of a chronic condition
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New Preventive Services Permitted A00

Reminder - New (and Old) Preventive Services are Not Required

A The new guidance simply permits HDHPs to offer these new chronic condition-related preventive services as first-
dollar coverage (i.e., not subject to the deductible)

A Each plan is taking a different approach to if/when it will adopt these optional new services
A Check your plan terms for more details!

The New Chronic Condition Preventive Services (IRS Notice 2019-45)

Preventive Care for Specialized Conditions For Individuals Diagnosed with

ACE Inhibitors / Beta Blockers Congestive Heart Failure and/or Coronary Artery Disease
Inhaled Corticosteroids / Peak Flow Meter Asthma
Insqlin and Other Glycose Lowering Agents / (_Elucometfer/ Diabetes
Retinopathy Screening / Hemoglobin Alc Testing / Statins
LDL Testing / Statins Heart Disease
Anti-Resorptive Therapy Osteoporosis and/or Osteopenia
INR Testing Liver Disease and/or Bleeding Disorders
SSRIs Depression
Blood Pressure Monitor Hypertension

10



HSA Contribution
Limits
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Family Coverage Limit Rules A0O

Family Members Do Not Need to be HSA Eligible

AFamily coverage is defined asofillwywycocoveereagge ot her than

A This means that as long as at least one other individual is covered under the plan, the employee will be eligible for the
family contribution limit

A That other individual could be a spouse, domestic partner, child, etc.

A The other covered individual(s) do not need to be HSA eligible for the family contribution limit to apply

A Ben enrolls in HDHP coverage for himself and his A Ben is eligible to make the full family HSA
spouse for all of 2022 (and has no disqualifying contribution limit for 2022 ($7,300)
coverage) AThe fact that Bends spouse
ABenods spouse Julianna also ha&d igobérages umded exant for
non-HDHP HMO at her work contribution limit

A Julianna cannot make or receive contributions to
her own HSA because she is not HSA eligible
(disqualifying coverage)

12
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Mid-Year Loss of HSA Eligibility (000

Contribution Limit Proportional to Number of Months HSA Eligible

A You may contribute a proportional amount of the statutory HSA contribution limit based on the number of
months in the year in which you were HSA-eligible

A Remember, HSA-eligible months are any calendar month in which you were covered by a HDHP and had no
disqualifying coverage on the first day of the month

A Bryce enrolls in HDHP coverage January 1, 2022 A Bryce was HSA eligible for 9/12 of the year (3/4)

A Bryce switches from HDHP coverage to non-HDHP AThis means Bryceds 2022 HSA cor
coverage as of October 1, 2022 upon getting married (and ¥Ya=$2,737.50
remains in non-HDHP coverage through December 31, Al1f Brycedos 2022 HSA contribut
2023) employer/employee) exceeded $2,737.50, he will need

to make a corrective distribution from the HSA of the
excess contributions by his tax filing due date (April 15,
2023, unless he files for an extension)

A This will avoid a 6% excise tax on the excess
contributions

13
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Becoming HSA-Eligible Mid-Year A0O

General Rule - Contribution Limit Proportional to Number of Months HSA Eligible

You may contribute a proportional amount of the statutory HSA contribution limit based on the number of months in the year in which you
were HSA eligible (same as prior slide).

Special Rule - The Last-Month Rule (aka Full Contribution Rule)

The last-month rule allows HSA contributions up to the full statutory limit even though the employee was not HSA eligible for the full year,
provided:

1. The employee is HSA eligible on December 1 of the year at issue, AND

2. The employee remains HSA eligible for the entire following year (i.e., the 13-month period from December of year one through
December of year two)

Kris enrolls in HDHP coverage October 1, 2022 and is HSA A Kris can contribute the full statutory limit for 2022 under the

eligible through the rest of the year and through all of 2023 last-month rule because he was HSA eligible in the 13-
month testing period from December 2022 through
December 2023 (otherwise the 2022 contribution limit
would be 3/12 the statutory limit)

A If Kris made the full 2022 statutory contribution and failed
to remain HSA eligible for all of 2023, he would be subject
to income taxes and a 10% additional tax on the other 9/12
contribution amount

14



Individual and Family Coverage
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Contribution Limits Calculated on Monthly Basis

A Eligible to contribute 1/12 of the family limit for months
of year in family coverage

A Eligible to contribute 1/12 of the individual limit for
months of year in individual coverage

IRS Form 8889 Instructions

Char't and Wor ks

https://www.irs.gov/pub/irs-pdf/i8889.pdf

ALI mitati on

Line 3 Limitation Chart and Worksheet

Before you begin: See the instructions for line 3, earlier.
Go through this chart for each month of 2020.
(Keep for your records)

Amount from
Month in 2020 chart above

Januvary . . . . . . . ... L L L L.

February . . . . . . . . . . . . . . . ..

March . . . . . . . . . . . . . . . . ..

Limitation. Divide the total by 12. Enter here and on line 3 .

15
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Contribution Deadline A0O

Contributions for the Year are Due by April 15 of Following Year

A Individuals and employers may make HSA contributions by the tax deadline filing date the following year
(generally April 15)
AEven though the individual 6s HSA cont r i bmorthirdey théréismot i s

requirement to contribute monthly

A Wil enrolls in family HDHP coverage January 1, 2022 and Al | of Wil s and Wil os empl oyer
Is HSA eligible for the entire year ($7,300) apply to the 2022 contribution limit because all

AWilos employer contributes $125cCoptmpytionswere mgdepyiAgihls, 223 i s HsA

A Wil contributes $179.16 per pay period to his HSA through
the cafeteria plan
Aln February 2023, Wilods employer realizes it missed one
employer contribution in 2022 and makes the final $125
contribution by April 15, 2023
AWilodos employer notifies the HSA custodian and Wil that
the $125 contribution made in 2023 is a contribution for
the prior year (2022)

16
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Combined Limit for Spouses A0O

Combined Contributions Cannot Exceed Family HSA Contribution Limit

A Where both the employee and spouse are HSA eligible, and at least one of the spouses has family coverage, the
contribution limit is a joint limit

A That means the combined contribution limit for both spouses is $7,300 (2022) where at least one of the spouses has
family coverage

A The spouses can agree to how they would like to divide the combined limit between them

Buster enrolls in employee + spouse HDHP coverage with his A Option 1: Buster can make or receive the full $7,300 family
spouse Kristen for all of 2022, and both are HSA eligible for all HSA contribution limit in his HSAJ provided Kristen does
of 2022 not contribute to her HSA in 2022; or

A Option 2: Kristen can make the full $7,300 family HSA
contribution limit in her HSAJd provided Buster (or
employer) does not contribute to his HSA in 2022; or

A Option 3: Buster and Kristen can agree to divide the
contribution between them.

A For example, Buster contributes $5,000 to his HSA,
Kristen contributes $2,300 to her HSA

17
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Catch-Up Contributions ($1,000) (000

Individuals Age 55+ Are Eligible for $1,000 Catch-Up Contribution

A The 2022 contribution limit for catch-up eligible individuals is $4,650/$8,300
A To qualify, the individual must turn age 55 by the end of the taxable year

A The $1,000 catch-up is not subject to any further inflation adjustments

Married Individuals
A Both spouses may make the additional $1,000 catch-up contribution if both are at least age 55

A Each spouse must make catch-up contributions to his or her own HSA to take advantage of the double catch-up contribution
($1,000 to each HSA)

Anthony and his spouse Chelsea are both age 55, covered by A Anthony may contribute up to $8,300 to his HSA ($7,300 +
a family HDHP, and HSA eligible for all of 2022 $1,000 catch-up)
A If Anthony contributes $8,300, Chelsea may contribute her
$1,000 catch-up contribution to her HSA (cannot make
hercatch-up t o Ant honyds HSA)

18
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Timing Issues (Good and Bad) (0)0.0)

Good T Shoebox Rule: Tax-Free Distribution Can Be Made in Future Tax Year

A HSA distributions for a medical expense may be made at any time in the future

A Means the HSA owner could delay taking the tax-free reimbursement until many years later (and enjoy the
tax-free growth in the meantimel!!)

A Individual must keep sufficient records to show that the distributions were exclusively to pay or reimburse qualified
medical expenses

A Also must show that the expenses were not paid or reimbursed from another source, and that the individual did not
claim the expenses as an itemized deduction in any prior taxable year

A Marcel incurs the full $1,400 deductible in medical To cover the qualifying medical expenses he incurred in 2022,
expenses under his HDHP in 2022 (and also had an HSA Marcel can take a $2,000 tax-free distribution from his HSA in
in place for all of 2022) 2022¢éo0r in 2032¢éo0r 2052¢éet c.

A Marcel also paid $600 out-of-pocket (i.e., not covered by
insurance) in 2022 for new prescription glasses and a
dental crown

A Marcel keeps records of the expenses for the rest of
his life

20
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Timing Issues (Good and Bad) (0)0.0)

Good - Tax-Free Distribution Not Affected by HSA Eligibility

A An individual does not need to maintain HSA eligibility to take tax-free distributions for medical expenses
A Means the HSA owner could build up an HSA balance, move to a non-HDHP, and still use that HSA account to cover
gualifying medical expenses tax-free

A REMEMBER - HSA eligibility is relevant only for determining the ability to make or receive HSA contributionsd not for
purposes of tax-free distributions

AThis is a VERY common misconception, donodot fall for it
A Marcel moves to a non-HDHP HMO in 2023 with a A Marcel can take a $1,500 tax-free distribution from his
$1,500 balance in his HSA HSA in 2023 to cover the qualifying medical expenses he
A Marcel incurs $1,500 in qualifying medical OOP expenses incurredd even after losing HSA eligibility!
through copays, coinsurance, contact lenses, sunscreen, ALoss of eligibility just means
glasses, bandages, etc. in 2023 contributions in 2023

21
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Timing Issues (Good and Bad) (0)0.0)

Bad - Expense Must Be Incurred After HSA Established

A A qualified tax-free medical distribution is available only if the medical expenses is incurred after the HSA has been
Afestablishedo

AState trust | aw determines when an HSA is considered fies
A Most state laws require that a trust be funded to be established
AMeans that an HSA wonoét be establ i sadiually dépositadinshe H3Aas e s u 1

AcCarlos signs up for his companyA€£aHDdB 6ast mepémrmal expenses incur
enrollment for 2022 coverage eligible for tax-free medical distribution from the HSA

ACarl osds employer makes quart er A OnyHi®ge expenses incurted aftér therestabtishment date
any HSA-eligible employee enrolled in the HDHP (Carlos (4/1/22) are eligible
does not make any HSA contributions)

A The companyés first quarterly ntribution I s deposited in

cCo
Carl osd6s HSA as of April 1, 2022

22
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Timing Issues (Good and Bad) (0)0.0)

Bad - Expense Must Be Incurred After HSA Established

A There is a significant exception to the establishment rule from the prior slide if the individual had previously
established an HSA

A The new HSA is deemed to be established when the first HSA was established as long as the first HSA had a
balance greater than zero at any time during the 18-month period ending on the date the new HSA is

established

A This allows medical expenses to be reimbursed on tax-free basis from the new HSA even if they were incurred
prior to the date the new HSA is funded

A Carlos established an HSA January 2018 while in a A Because the new HSA is established within 18 months of
prior companyds HDHP November 15, 2020, the new HSA is deemed established
A He distributed the last funds from that first HSA on in 2018 (not April 2022)
November 15, 2020 AThis allows Carlosés medical e X

ACarlos signs up for his new compa%3teMarchy P22 ynder hengw,HDHP to be
enroliment for 2022 reimbursed on tax-free basis (before the new HSA is

. funded) .
AThe first contribution is dep03|tu28)|
1, 2022

n Carl osbés HSA on April

23
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Employer Reporting (Form W-2) o0o0

HSA Contributions Reported€ on Employeeds Form W

AAl I empl oyer and employee contributions to the empl oyeecd

A Includes the employer contribution amount and the amounts contributed pre-tax by employees through payroll (via the
Section 125 cafeteria plan)

A Note that HSA contributions are not subject to the separate requirement to report the aggregate cost of employer-
sponsored health coverage in Box 12, Code DD

A Kyle contributed $4,300 to his family HSA on a pre-tax Box 12 of Kylifrenths entployermshoMlitd show
basis through his employer s Se&/1300imnmSAlca@nfributoadbg usiagCode Wp | an i n
2022

AKylebdbs employer contributed $3,000 to his HSA in 2022

25
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Employer Reporting (Form W-2) o0o0

a Employee's social security number
cecee OMB No. 1545-0008
b Empioyer identification number (EIN) 1 Wages, tips, other compensation 2 Federal income tax withheld
¢ Employer's name, address, and ZIP code 3 Social security wages 4 Social security tax withheld
Chi cago Cubs 5 Medicare wages and tips 6 Medicare tax withheld
7 Social security tips 8 Allocated tips
d Control number a 1 ent care benefits
e Employee's first name and initial Last name Suff. | 11 Nongualified plans ?2&
: W 7,300
Schwarber Kyle I3 Sy Feener  Tweeen | 4 | o
Hrﬂﬂ?;re plan = Shol Py ! !zb
14 Other !2:
:Iﬂd
f Employee’s address and ZIP code

15 State  Employer's state ID number 16 State wages, tips, etc. | 17 State income tax 18 Local wages, tips, etc.| 19 Local income tax 20 Locality name

SRS S OSSO ISSUUUU Y S

I
Wage and Tax Department of the Treasury—Internal Revenue Service
Form w-z Statement E D E E

Copy 1—For State, City, or Local Tax Department

26
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Custodian (Bank) Reporting

(& 00

HSA Contributions Reported on Form 5498-SA

A The HSA custodian reports all contributions to the account for the year on Form 5498-SA
A Also reports the fair market value of the account as of the last day of the year
A Custodian files the Form 5498-SA with the IRS by May 31 of the following year

A Individual receives a copy of the form by May 31 of the following year

2727 VOID CORRECTED
TRUSTEE'S nama, street addrass, city or town, state or pr @, country, | 1 Employes or self-employed | OMB No. 1545-1518
ZIP or foreign poastal code, and telephone number person’s Archer MSA
Biq Bats Bank contributions made in 2019 -~ HSA, Archer MSA, or
IQ Sals ba $-Ell1d 2020 for 2019 2@22 Medicare Adﬂantﬂga
MSA Information
2 Total contributions made in 2019
$ 57.300 Form 5498-SA
TRUSTEE'S TIN PARTICIPANT'S TIM 3 Total HSA or Archer MSA contributions made in 2020 for 2018 Capy A
$ For
PARTICIPANT'S name 4 Rollover contributions 5 Fair market value of HSA, Internal Revenue
Kyle Schwarber Archer MSA, or MA MSA Service Center
$ $ $4653 File with Form 1096.
Straat address (including apt. no.) 6 HSA " For F'rivacp:'_.r Act anrg
APErwo
Archer MSA Reduction Act
City or town, state or province, country, and ZIP or foreign postal code MA, Motice, sea
MSA the 2019 General
. : Instructions for
Account number (See instructions) Certain Information
Returns.
Form 5498-SA Cat. No. 38467V wwrw, irs.govFormS4985A Department of the Treasury - Intemal Revenue Service

Do Not Cut or Separate Forms on This Page — Do Not Cut or Separate Forms on This Page
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Custodian (Bank) Reporting

HSA Distributions Reported on Form 1099-SA

A The HSA custodian reports all distributions from the account in the year on Form 1099-SA
A Provided to individuals by January 31 of the following year
A Custodian files copy of the form with the IRS by March 31 of the following year

A Bank does not report whether distributions were for qualified medical expenses
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CCO
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