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MSA (Medical Saving Account)

How a medical savings account works

A medical savings account is not an insurance plan. It's actually a means of making coverage more affordable for people who traditionally have high health insurance costs. It's official name is the Archer MSA.

Here's how the medical savings plan works: Rather than pay a high monthly premium for a policy with a low deductible and low co-pays, you opt for a high deductible policy (to help in the event of an emergency or major expense) and you make regular deposits into a medical savings account (to cover the minor expenses).

Deposits made toward the medical savings plan are 100% tax-deductible, and can be used towards any out-of-pocket medical expense, like satisfying your deductible, covering office visits, etc.

And any medical savings account funds you don't use will remain in the account, drawing interest on a tax-favored basis, until needed for future medical expenses or retirement. 

Who qualifies for a medical savings plan

The benefits of a medical savings account can be substantial, but their availability is limited. Only those employed by a business of 50 persons or fewer (including the self-employed) qualify.

And both the insurance policy and the medical savings account must conform to government guidelines. (They can't be any old policy and account.)

There are financial requirements as well. The insurance policies that qualify are limited to those with an individual deductible of between $1,650 and $2,500, or a family deductible of between $3,300 and $4,950. In addition, the maximum allowable out-of-pocket expense is $3,300 for individuals and $6,050 for families.

Other financial restrictions apply - all the relevant conditions can be found on your policy. Keep reading for where to find more information on medical savings accounts.

Source: http://www.healthinsuranceindepth.com/policy-types-msa.html
Please refer to http://www.asmeinsurance.com/msavhigh.asp for more information.

Taxation

Are Archer MSA's tax deductible?
Medical Savings Accounts, which have been renamed Archer MSA's, are designed to pay the costs of routine medical expenses for employees of small businesses and self employed persons. The medical plan combines a high deductible health insurance policy with the medical savings account. 

An Archer MSA is similar to an IRA. Income in the account accumulates tax free.
Archer MSA contributions of self employed persons
A self employed person can deduct the health insurance premium element from his/her tax return. A tax deduction of 100% of the health insurance premium is deducted on Line 29 of Form 1040. 

Contributions to the Archer MSA's element are reported on Form 8853 and deducted on Line 33 of Form 1040. On the dotted line next to line 33 enter "MSA" and the amount. A tax deduction of 65% (75% of the deductible for families) of the health plan deductible is deducted. The contributions may not exceed net self employment income from that business.
Archer MSA contributions of or for employees
If a small business has an average of less than 51 employees in either of the prior two calendar years they can offer Archer MSA's for their employees. The employer can pay for everything or let the employee pay for the Medical Savings Account. If the employer pays for the entire cost of the plan the payments are not taxable to the employee on his/her tax return. If the employee contributes to the Medical Savings Account the employee reports the contributions on Form 8853 and deducts the contributions on Line 29 of Form 1040. 

Archer MSA Distributions

A distribution from a Medical Savings Account is tax free if it is used to pay for qualifying medical expenses of you, your spouse, or your dependents. Qualifying medical expenses are costs that could be claimed as an itemized tax deduction on your tax return if you paid them directly. Premiums for long term care insurance, for health insurance while you are receiving unemployment benefits, or for COBRA coverage from a former employer qualify. 

A taxable distribution is subject to a 15% tax penalty unless you are age 65 or older or disabled.
For more information, please refer to: 

http://www.wwwebtax.com/adjustments/medical_savings_accounts.htm
