
HSAs Make Health Care Deductible 
By: Robert Anderson 
 
This article appeared in the April 2005 issue of the The Farmer, and is reprinted with the 
permission of The Farmer and Farm Progress Companies. 
 
In the past few years, health care costs have become a major expense for farmers and farm 
families. Many of these farms have already developed a strategy to make some or all of their 
health care costs tax deductible.  
 
In 2003, Congress, with the passage of the Medicare Prescription Drug, Improvement, and 
Modernization Act, added another opportunity to deduct health care costs by authorizing the 
establishment of Health Savings Accounts, or HSAs. These are individual accounts established 
separately from normal family or farm funds.  Contributions to the account are deductible on the 
individual’s federal tax return, and withdrawals, if used for qualifying medical expenses, are 
nontaxable. Thus, farmers and farm families can use their HSA accounts to make their medical 
expenditures tax deductible. 
 
Criteria for HSAs 
In order to set up one of these accounts, there are several criteria that families or individuals must 
meet. 
 
First, in order to be eligible to set up an HSA, an individual must be covered under a high 
deductible health plan. A high deductible plan is defined by the law as one that has a minimum 
annual deductible of $1000 for individual coverage or $2000 for family coverage.  
 
In addition, in 2005 the annual out-of-pocket expense limit for the policy is $5100 for individual 
coverage and $10,200 for family coverage.  
 
Health insurance policy providers are well aware of these rules, and can tell you if the policy you 
presently have will meet the qualifications. 
 
A second eligibility requirement is that the individual setting up the account cannot be covered 
by another health plan. This may be a problem in a family where one of the spouses has an off-
farm job and covers the entire family with the employer-provided health coverage. In that case, 
the farming spouse is ineligible to make HSA contributions. 
 
Exceptions to the rules 
There are some exceptions to these rules; many common health care policies are allowed in 
addition to the high deductible health plan. These include: 

• worker’s compensation, 
• automobile insurance medical coverage, 
• insurance for specific diseases,  
• long term care insurance, and  
• policies that cover disability, dental care or vision care. 

 



In addition, folks eligible for Medicare benefits, or those who are dependents of others cannot 
make contributions to HSAs. 
 
The maximum annual contribution to an HSA is the annual deductible of the qualifying high 
deductible health policy. In 2005, those contributions are capped at $2650 for single coverage, or 
$5250 for family coverage.  
 
In addition, account holders 55 and older are allowed an additional $600 contribution in 2005.  
These contributions will grow tax free, and the income the account earns as well as the original 
contributions can be withdrawn tax free to pay for medical expenses.  
 
Funds in the account can also be withdrawn tax-free and used for medical expenses even if the 
account holder is no longer eligible to contribute; for example, if he is retired and eligible for 
Medicare, or has switched to a low deductible policy. 
 
 Distributions that are not for qualified medical expenses are taxable, and there is an additional 
10% penalty. For more information on Health Savings Accounts, contact your medical insurance 
provider or financial advisor.  
 
 


