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Key Takeaways

= An HSA is the only account that offers three tax advantages at once: pre-tax contributions, tax-free
growth, and tax-free withdrawals for qualified medical expenses.

= For 2026, you can contribute $4,400 (individual) or $8,750 (family), plus a $1,000 catch-up at age
55+, if enrolled in a qualifying high-deductible health plan.

= There is no time limit on reimbursing yourself. Pay medical bills out of pocket, keep the receipts, let
the HSA invest and compound, and reimburse years later, tax-free.

= After 65 it behaves like a traditional IRA for non-medical withdrawals, with no required minimum
distributions, but non-spouse heirs face a significant tax hit.

Why This Matters

Most people treat their Health Savings Account like a debit card for doctor bills: swipe it, zero the
balance, repeat. That is fine, but it misses what the account was built to do. The HSA may be the most
powerful account in the U.S. tax code, and almost nobody uses it correctly. This paper explains the
strategy that turns it into a stealth retirement account, along with the real tradeoffs.

The Basic Idea, and the Three Bites

If you are enrolled in a high-deductible health plan, you are eligible to contribute to an HSA. For 2026, a

qualifying plan means a deductible of at least $1,700 for individuals or $3,400 for a family. Once eligible,
you can contribute up to 54,400 as an individual or 58,750 covering a family, with an extra $1,000 catch-
up at age 55 or older.

Most tax-advantaged accounts give you one tax benefit. A traditional 401(k) lets you contribute pre-tax
but taxes withdrawals. A Roth flips it: after-tax money in, tax-free out. The HSA gives you three. First,
contributions go in pre-tax (and are deductible if you are self-employed). Second, the money grows tax-
free, not merely tax-deferred; dividends, interest, and capital gains inside the account are not taxed.
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Third, withdrawals for qualified medical expenses come out completely tax-free. No other account does
all three.

Where Most People Drop the Ball

They see the HSA balance, pay a doctor bill, and zero it out. But the HSA is also an investment account.
Most providers let you invest the balance in mutual funds, ETFs, and index funds, the same menu you
would find in a good 401(k).

So the real strategy, if you are healthy and can afford it, is to pay medical bills out of pocket and let the
HSA balance sit, invested, and compounding. Years later you can reimburse yourself for every one of
those past expenses, because there is no time limit on reimbursements. You simply keep the receipts.
Suppose at 40 you open an HSA and over 25 years accumulate $60,000 in out-of-pocket medical
expenses, all paid from other funds, all documented. At 65 you can withdraw that $60,000 tax-free and
penalty-free, while the balance has been compounding the entire time. A simple receipt folder
effectively becomes a tax-free withdrawal account. The IRS has no statute of limitations on HSA
reimbursements.

That's how you turn an HSA into a stealth retirement account: invest it, leave it alone,
document your expenses, and let time do the work.

How the HSA Changes at 65

Before 65, a withdrawal for something that is not a qualified medical expense triggers income tax plus a
20% penalty. After 65, that penalty disappears; non-medical withdrawals are simply taxed as ordinary
income, exactly like a traditional IRA. So after 65 the HSA functions as a traditional IRA with a bonus:
used for medical expenses, which most retirees have plenty of, it remains entirely tax-free. Healthcare is
among the largest retirement expenses, and a dedicated account that has never been taxed is a serious
advantage.

There is one more edge. Traditional IRAs and 401(k)s require minimum distributions starting at 73,
forcing money out whether you need it or not. The HSA has no such rule. The balance can keep growing
for as long as you live, a meaningful benefit for anyone who does not need to tap it right away.

The Honest Tradeoffs

Not everything about the HSA is a clean win. The high-deductible requirement means you carry more
risk up front; if a major medical event hits before you have built a balance, you cover more out of
pocket, and for families with ongoing health needs a lower-deductible plan may be smarter even
without the HSA. Contributions must stop once you enroll in Medicare, so there is a built-in deadline.
And providers vary: some carry high fees, limited investment menus, or clunky platforms, and through
an employer you may not get to choose.
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One trap catches people off guard and matters for estate planning. If your spouse is the named
beneficiary, the HSA transfers to them cleanly and remains an HSA. But if a non-spouse inherits it, a child
or sibling, the account stops being an HSA at your death and the entire balance becomes taxable income
to them that year. For a large, well-invested HSA, that can be a sizable bill landing at a hard moment. A
Roth IRA does not have this problem and stretches across generations more flexibly, so if you are
building a large HSA with legacy in mind, name your spouse as beneficiary wherever possible and weigh
that asymmetry.

The Bottom Line

If you are generally healthy, have a solid emergency fund, and can pay smaller medical bills out of
pocket, the HSA is one of the best wealth-building tools available. For the self-employed, the deduction
reduces taxable income dollar-for-dollar. For employees whose employer contributes, not maxing it out
can mean leaving free money on the table. The HSA is not complicated; it just rewards thinking of it
differently, as a triple-tax-advantaged investment account that also happens to cover medical bills.
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