HEALTH SAVINGS ACCOUNT

The steadily rising cost of health care and premiums for health coverage in the United States presents an economic challenge for many individuals: some struggle to maintain coverage, while others remain uninsured. In addition, employers of all sizes that have traditionally provided health benefits for their workforces have become concerned about their ability to continue to offer such coverage on an affordable basis. This was the climate when, in December 2003, Congress created, as part of the Medicare Prescription Drug, Improvement, and Modernization Act of 2003 (2003 MMA), a new type of tax favored savings vehicle for health expenses known as a health savings account (HSA). Three years later, after HSAs had gained some popularity, significant improvements were made. On December 20, 2006, President Bush signed into law the Tax Relief and Health Care Act of 2006 (H.R. 6111), (2007 TRHCA), which included several significant HSA provisions, such as increases to the HSA contribution limits and administrative simplifications.
A health savings account (HSA), described in Section 223 of the Internal Revenue Code (Code), is a funded account, similar to an individual retirement arrangement (IRA). Contributions may be made within specified limits by individuals who meet certain eligibility requirements and/or by employers or others on behalf of such individuals. Amounts in an HSA grow on a tax-deferred basis and, if used for qualified medical expenses, may be distributed on a tax-free basis. In order to contribute to an HSA, an individual must be covered under a high deductible health plan (HDHP) and may not also participate in a non-HDHP, subject to certain exceptions. 

No. The HSA is based upon and similar to the Archer Medical Savings Account (MSA), which became available for use by self-employed individuals and employees of small employers (i.e., employers with 50 or fewer employees) in 1996. MSAs have not enjoyed widespread use, however, due in large part to a restriction that prohibits employers with more than 50 employees from making the account available to employees. When MSA legislation was passed, Congress placed a cap on the number of individuals (generally 750,000 taxpayers) who could have an MSA. That number was never reached. In addition, MSAs were intended to be temporary and were due to expire in 2000, but since 2000 Congress extended the deadline four times. No legislation, however, has been introduced to extend MSAs beyond 2008 and Congressional leaders have indicated their intent not to extend the MSA provisions. 

Two substantive differences between MSAs and HSAs relate to the deductible under the HDHP and the funding of the account, as delineated below: 

1. With respect to the deductible, there is a required upper limit on the deductible for MSAs under the HDHP, but for HSAs there is only a lower limit.
2. With respect to funding, MSAs are not permitted to be funded by both an employer and an employee during the same plan year, or with pretax salary reductions through an employer's cafeteria plan. HSAs may be funded by both the employer and the employee during the same plan year, as well as by any other individual on behalf of the employee. HSAs may also be funded through an employer's cafeteria plan on a pretax basis. 

In the years immediately preceding the enactment of the 2003 MMA HSA legislation, consumer-driven, or defined contribution, health plans emerged. 

Through these plans, employers offered employees a defined amount of health care dollars to be spent or saved for future use, at the employees' discretion. Proponents of these alternative arrangements note that they can make costs more predictable and provide incentives to employees to make wiser health care spending decisions. HSAs are consistent with the consumer-driven philosophy. In addition, amounts in the HSA account may be used for medical purposes on a tax-advantaged basis as well as for nonmedical purposes (subject to income tax and 10 percent additional tax). With the exception of MSAs, existing vehicles for providing such coverage on a tax-advantaged basis do not allow that flexibility. Finally, because HSAs are based on MSAs, which had already been enacted, there was precedent for the approach. 

In order to participate in an HSA, an individual must be covered by an HDHP. HSA proponents say that participants can save money by participating in an HDHP, which generally has lower premiums than a non-HDHP. In addition, HSA proponents say that if participants are given a choice to either save money in an HSA account, which can earn interest tax-free, or spend it on medical goods and services, they will confine their spending to necessary purchases and will demand lower prices and/or value for their dollar. In contrast, the full cost of a service under traditional health plans is not as obvious to a participant because he or she typically is responsible only for the co-payment. Thus, HSA proponents argue that HSAs will re-introduce market forces to the health care system, as well as allow savings to accumulate on a tax-free basis to pay for future health care expenses. 

HSAs with individual HDHPs were offered effective January 1, 2004, by a few companies, many of whom had previously offered MSAs. HSAs with group HDHPs were not widely available on January 1, 2004, primarily because most existing HDHPs offered on the group market had to be modified to comply with the requirements under the Medicare Prescription Drug Improvement and Modernization Act of 2003 [Pub. L. No. 108-173], creating Code Section 223 (see Q 8:4). For example, many HDHPs offered on the group market we're structured to provide prescription drug coverage before the deductible was satisfied. These products were modified, and many group health insurers offered HSAs and HDHPs that satisfied the requirements under the 2003 MMA HSA legislation effective January 1, 2005. 

Note.  Under the Centers for Medicare & Medicaid Services (CMS) final regulations, all group health plan sponsors that offer prescription drug coverage are required to provide a notice to all Medicare-eligible participants that states whether prescription drug coverage under its plan is "creditable" when compared to the prescription drug coverage under Medicare Part D.
Yes. There are companies that offer services as HSA trustees or custodians only. The number of HSA trustees/custodians has been growing steadily since the 2003 MMA HSA legislation passed. In order to be an HSA trustee, a company must be a bank, an insurance company, or a nonbank trustee. Each year the IRS publishes a list of companies that are approved as nonbank trustees.
HSAs are expected to continue to attract banks and financial institutions to sponsor the accounts and manage the assets in them, particularly because of the increased contribution limits under the 2007 TRHCA. The aggregate amounts held and invested 10 HSAs are expected to grow steadily each year. In addition HSA sponsors can charge set-up fees, maintenance charges, and service fees: These factors may make the HSA as lucrative for these institutions as IRAs, which gained popularity in the mid-70s. 

Health Reimbursement Arrangements (HRAs), Health Flexible Spending Arrangements (FSAs), and Archer MSAs are considered defined contribution or consumer-driven arrangements because they all allow employees to decide how the dollars credited or deposited to the account are spent
All three vehicles share a common purpose of making dollars available on a tax-advantaged basis for reimbursement of medical expenses. However, there are differences in the way these accounts are required to be structured under federal law. Main differences among an HSA, HRA, and FSA include the following: 
1. An HSA is the only arrangement of the three that must be funded through a custodial account or trust and accompanied by an HDHP. An HSA also is the only arrangement of the three for which amounts in the HSA account may be used for nonmedical purposes, although such expenditure requires inclusion for income tax purposes and may result in a 10 percent additional tax. 

2. An FSA is the only arrangement of the three in which amounts that are unused at the end of the plan year must be forfeited (subject to the two-month extension under Notice 2005-4; see Q 4:19, "Caution"). 

3. An HRA is the only arrangement of the three that must be paid for solely by the employer; and salary reduction contributions are prohibited. 

HSAs are governed by Code Section 223 and are therefore regulated by the Internal Revenue Service (IRS). An HSA is also subject to prohibited transaction rules under Code Section 4975 that are regulated by the Department of Labor (DOL), the authority of the Secretary of the Treasury to issue. The DOL also regulates whether a particular HSA is subject to ERISA. Finally, to the extent that an HSA invests in securities, or is considered a security itself, the Securities and Exchange Commission (SEC) will regulate.
A state may regulate an HSA for state income tax purposes , and, to the extent that the HSA is not considered an ERISA plan, state trust law will apply to the HAS. In addition, states may regulate insured HDHPs that accompany the HSAs. ERISA preemption generally precludes a state from regulating a self-funded health plan. 

The IRS has issued a significant amount of guidance in the relatively short period of time since the enactment of HSAs by the 2003 MMA. Most of this guidance is in the form of revenue rulings and notices, with questions and answers, and some guidance provides transitional relief. In addition, the IRS has issued final regulations on the comparable contribution requirements under Code Section 4980G that apply to HSAs. The final regulations apply only to employers who make contributions to employee HSAs outside of a cafeteria plan, and generally require that an employer make similar contributions for all employees who participate in the employer's qualifying HDHP. If the employer's contributions do not satisfy these rules, the employer will be subject to a 35 percent excise tax on all HSA contributions that the employer makes for a year (see Qs 4:115, 4:147). Employers that make HSA contributions through a cafeteria plan, and/or allow employees to make contributions on a pre-tax basis through a cafeteria plan, are subject to new IRS proposed cafeteria plan regulations. The new proposed regulations require cafeteria plans to permit prospective changes to HSA salary reduction contributions on at least a monthly basis, and where applicable, permit transfers from an FSA to an HSA, post-deductible FSA, or combination FSA  (i.e., both limited purpose and post-deductible) concurrently with an HSA. 

In addition, the IRS has issued new tax forms and instructions (Form 1040, Form W-2, Form 8889, Form 5498-SA, Form 1099-SA), model trust and custodial account agreements (Forms 5305(c) and 5305(b)), and Publication 969, describing HSA rules. 
The DOL has issued Field Assistance Bulletins 2004-1 and 2006-02 (involving ERISA) and Advisory Opinion 2004-09A (involving the Prohibited Transaction Rules). The Department of Health and Human Services, Centers for Medicare and Medicaid Services (CMS) has issued guidance on account-based plans with respect to Medicare Part D, which includes 
a discussion of HSAs.
Advantages and Disadvantages 
From an individual's perspective, primary advantages of HSA participation include: 
· Reduced premiums for health coverage (cost of HDHP coverage will be lower than non-HDHP coverage) 

· More control over medical spending 

· Ability to set aside money for future use on a tax-favored basis 

There are many advantages that may accrue from the establishment of an HSA, including the following: 

1. No employer involvement. Eligible individuals can establish an HSA without employer involvement. 

2. Deductions for contributions. Except for employer contributions, all HSA after-tax contributions (within limits) are deductible. Employer contributions are excluded from income. 

3. Contributions by family members permitted. Unlike an FSA or an HRA, family members (among others) may make contributions into an eligible individual's HSA. 

4. Deduction or exclusions from gross income. Employer contributions are generally excludable from gross income. In other cases, contributions made by or on behalf of an eligible individual are generally deductible from gross income. 

Example.  Harry, an eligible individual, has a health plan through his employer with no annual deductible for 2008. The insurer charges an annual premium of $4,000. If Harry switches to an HDHP with a $1,100 annual deductible, the insurer will charge only $3,200 for the same policy. In addition to saving $800 in premiums, Harry will get a federal income tax deduction for his HSA contribution. His account will grow tax free, and he will be able to access the funds in the HSA on a tax-free basis when used to pay for qualified medical expenses. Harry may decide, instead, not to use his HSA and allow his funds to grow on a tax-free basis for future medical expenses. 

5. Itemization. An eligible individual is not required to itemize deductions on Form 1040, Schedule A - Itemized Deductions in order to claim a deduction for his or her allowable HSA contribution. 

6. Tax-exempt status. Distributions from the account of all contributions and earnings are exempt from federal income tax (tax free) if used to pay for qualified medical expenses. In other cases (e.g., when payments are not used for qualified medical expenses), the contributions and earnings are tax deferred-distribution amounts are considered taxable at the time of distribution rather than at the time of contribution or growth. 

7. One-time transfers permitted. A direct trustee-to-trustee transfer from an FSA, HRA, and traditional IRA to fund an HSA may be permitted. Special rules apply. 
8. Vesting. All account balances are fully vested (nonforfeitable). There are no use-it-or-lose-it rules, as is in the case with health FSAs. 

9. Account ownership. HSAs are owned by the individual account beneficiary (even if employer contributions are made into the HSA). 

10. Choice. The account owner chooses: how much to contribute, when to contribute, the type of financial product(s) in which to invest the account assets, which financial institution will hold the account, how much to use for medical expenses, and whether to pay for medical expenses from the HSA or save the account for future use. 

11. Savings. HSAs encourage account owners to save for future medical expenses, such as: long-term care expenses; non-covered services under future health insurance Coverage; insurance coverage after retirement, but before Medicare Coverage begins; medical expenses after retirement, but before Medicare coverage begins; and out-of-pocket medical expenses incurred after Medicare Coverage begins. 

12. Spousal ownership. Upon the death of the account beneficiary, ownership of the account automatically transfers to the account beneficiary's spouse. 

13. Portability. HSA accounts are portable, regardless of: the account owner's employment status; the account owner's employer; any change in the account owner's age or marital status: and any future medical coverage. An HSA can be rolled over or transferred to another HSA (once per 12-month period). Rollovers and transfers from an Archer MSA into an HSA are permitted (once per 12-month period). 

14. No use-it-or-lose-it rules. Unlike FSAs, unused account balances are not forfeited at any time. 

15. Encourages thrifty spending. The HSA rules encourage account holders to spend their HSA funds wisely and judiciously. 

16. Lower health care premiums. The premium for a health plan with a higher deductible is likely to be less costly than the same health plan with a lower deductible. 

17. Contributions. Contributions may be made by the eligible individual, on behalf of an eligible individual, or by the individual's employer (generally through a cafeteria plan). 

18. Higher contribution limits than an Archer MSA. An Archer MSA limits contributions to 75 percent of the annual deductible amount (65 percent for self-only coverage). For the year 2008, the annual contribution limit for self-only coverage is $2,900, and the annual contribution limit for family coverage is $5,800. 

19. Catch-up contributions. Individuals age 55 and older may generally contribute additional "catch-up" amounts ($900 for 2008). 

20. Dependent treatment. The account owner's spouse and dependents need not be covered by the HDHP to receive benefits from an HSA on a tax-free basis.
21. Consumer choice and flexibility. HSAs give individuals and employers flexibility and choice regarding the use of health care dollars that have been contributed to the HSA, and the type of HSA-compatible coverage to offer in conjunction with the HSA. 

22. Protection. When coupled with an HDHP, an HSA protects against catastrophic financial loss due to unforeseen illness or injury. 

23. No gift tax. The amount that a beneficiary receives from an HSA is not treated as a taxable gift.

24. Long-term care insurance. Tax-free distributions from an HSA may be used to pay for long-term care insurance premiums as well as for COBRA continuation coverage, and health continuation insurance while the HSA account owner is receiving unemployment compensation 

25. Divisibility. An HSA is divisible upon divorce.
26. Mistake of fact. A distribution that is made because of a mistake of fact may be returned if the trustee or custodian permits. 

27. Tax shelter. High-income individuals are likely to use an HSA as a tax shelter (i.e., for accumulations). These individuals will pay all medical expenses from non-sheltered assets. 

28. Comparability in employer contributions. Employer contributions (if any are made) to an HSA must be comparable for all comparable participating employees (i.e., individuals in the same category of employees and having the category of HDHP coverage), unless offered through a cafeteria plan. This requirement does not apply to an HRA or FSA (but highly compensated/ non-highly compensated nondiscrimination requirements apply to health care FSAs and HRAs, which are both self-funded health plans).

The following examples demonstrate some of the benefits to individuals of having an HSA. 

Example 1.  The Half-Penny Scale Corporation offers its employees a family health insurance plan with a $5,000 deductible. With its insurance cost savings, Half-Penny contributes $4,000 to each employee's HSA. Newton, an employee, incurs $5,000 of medical expenses during the year. All expenses are qualified medical expenses. If Newton chooses to use his HSA funds to pay for the medical expenses, Newton will on1y have to pay for $1,000 of the medical expenses. The $1,000 may be paid from the HSA, if sufficient funds are present in the HSA in addition to Half-Penny's $4,000 contribution, or from non-HSA funds. 

Example 2.  Same facts as in example 1, except that Newton has a traditional health insurance plan with a 20 percent copayment and a $500 deductible. Newton would be responsible for $1,400 ($500 + (.20 x $4,500)). 

Example 3.  Same facts as in example 1, except that Newton incurs no medical expenses for the year. The $4,000 that Half-Penny contributed to his HSA can be carried forward to the next year or can be used in future years when he may no longer have health care coverage. 

Potential disadvantages of an HSA for an individual include: 

1. Increased debt. HSAs coupled with HDHPs may create a greater risk of accruing medical debts, especially for families with low income levels and few financial resources to draw upon because HSAs are only allowed in conjunction with HDHPs. The deductible must be paid before the insurer will be responsible for any medical expenses. Because the deductibles are high with HDHPs and, unlike health FSA funds, HSA funds can only be used if such funds are present in the account, low income families may find the deductible to be hard to pay. 

2. Increased out-of-pocket costs for less-healthy individuals. An HDHP may increase out-of-pocket expenses for individuals with high health care consumption. These individuals would probably benefit more from a health plan that has a low deductible or no deductible. 

3. Decreased quality of health. An HDHP could have an adverse effect on an individual's health if he or she forgoes medication and tests because decision making (e.g., staying at home instead of going to see a doctor in order to save money) can lead to inadequate medical care. 

4. HDHP requirement. Making contributions to an HSA is dependent on having an HDHP (on the first day of the month). 

5. Excess contribution penalty. Contributions in excess of annual limits may be subject to a cumulative nondeductible excise tax of 6 percent. 

6. Cessation of account. An account ceases to be an HSA upon the death of the account owner unless the spouse is designated as the beneficiary of the HSA. 

7. Taxation upon death. Upon the death of the account owner, the HSA is taxable unless the beneficiary of the HSA is the account owner's spouse 

8. Taxation in estate. If a decedent's estate is the beneficiary of the HSA, the estate will have to recognize income in respect to a decedent. 

9. No deduction for losses. Because allowable contributions are deductible, a taxpayer cannot claim a loss from declines in the account value. 

10. Insufficient build-up. An individual establishing a new HSA might not have sufficient funds accumulated in the account to pay for medical expenses below the deductible under the HDHP. But, once the HSA has sufficient funds, the previously incurred medical expenses can be reimbursed with those funds. 

11. Income tax and penalty. Amounts distributed from an HSA that are not used to pay for qualified medical expenses are subject to federal income tax and, if the individual is under age 65, will be subject to an additional 10 percent penalty, unless another exception applies. 

12. Individual responsibility. The account owner is responsible for determin​ing that HSA payments are used for qualified medical expenses. 

13. Transfers from FSA, HRA, or an IRA. If an amount is directly transferred from an FSA, an HRA, or a traditional IRA to an HSA, the individual must remain an eligible individual for a 13-month "testing period" beginning with the month of transfer. Amounts transferred are subject to taxation and an additional 10 percent penalty if the individual does not remain eligible during the entire testing period (except upon disability or death).

14. IRS reporting. An HSA account owner must generally file Form 8889- Health Savings Accounts (HSAs), to report HSA contributions, determine HSA deductions, and report HSA distributions. No reporting forms are required of participants for HRAs and FSAs. 

15. Record retention. The account owner must keep records to demonstrate to the IRS, if audited, that distributions were used to pay for qualifying medical expenses, as defined under Code Section 213(d). 

Note.  The insurer may require policyholders to submit claims so that it can track the plan's deductible. 

16. Medicare enrollment. Eligibility to contribute to an HSA ends in the month in which the account owner enrolls in Medicare. 

17. Adverse selection. Under the theory of adverse selection, healthy people and less-healthy people separate into different insurance arrangements and the cost of insurance for the less-healthy consequently rises. Thus, such individuals may become uninsured or underinsured. 

Note.  Employers that provide a choice between comprehensive protection and an HDHP may experience a shift of the healthier employees to the HDHP. Those employees who remain in the comprehensive plan will likely cause the average cost (for that group) to increase. Healthy workers might even abandon employer-based coverage completely and establish HSAs on their own, especially if they are paying a substantial amount of the premium for the HDHP. 

Factors that an individual should consider include: 

1. The anticipated level of medical expenses for the year; 

2. The likelihood that such expenses will be covered under a particular HDHP; 

3. The level of resources available to the individual to pay for expenses before the deductible is satisfied; and 

4. The existing coverage of such individual's spouse or domestic partner.

An HSA account owner's ability to contribute to his or her HSA may be affected by his or her spouse's health coverage. Specifically, if a spouse has separate health coverage, the following special rules may apply: 

1. The HSA account owner could be prohibited from contributing to an HSA at all. 
2. The HSA account owner could be required to limit the amount contributed to the HSA to the amount of the account owner's HSA contribution limit for family coverage less the amount allocated to the spouse. 

Whether or not the account owner's spouse is covered under the HDHP and/or has other coverage, the spouse's medical expenses will be considered "qualified medical expenses," allowing the account owner to take a tax-free distribution from his or her HSA to pay for such expenses, as long as the expenses are not reim​bursed by another health plan.

The general explanation of the Bush Administration's fiscal year 2008 revenue proposals include the following: 

1. New Standard Deduction for Health Insurance Coverage 

Current tax treatment for health insurance. Under current law, if an individual receives health coverage through his employer, the entire amount of that coverage is excludable for both income and employment tax (Social Security, Medicare, and federal unemployment) purposes. An outgrowth of the exclusion for employer-provided health care is the favorable tax treatment of expenses paid through a cafeteria plan, an FSA, or an HRA. Self-employed individuals who purchase health insurance are able to deduct the full cost of health insurance for income tax (but not employment tax) purposes. Individuals who purchase their health insurance on their own rather than through their employer can only deduct their health care premiums for income tax purposes to the extent that they itemize their tax deductions and their health care costs exceed 7.5 percent of adjusted gross income; they do not receive any tax relief for employment tax purposes. Consequently, certain lower income individuals who purchase insurance on their own may not receive any income or employment tax relief on those purchases. 

Administration's proposal. The Administration proposes to add a new "standard deduction" for those who are covered by health insurance and to generally eliminate the other tax preferences that are available for health coverage. The Administration believes that providing a standard deduction to all individuals who have health insurance-regardless of whether it is acquired through one's employer-will result in an increase in the number of individuals covered by health insurance. The Administration also believes that providing a uniform standard deduction that is not based on the amount of health care coverage purchased will provide an incentive for individuals to move to less comprehensive and less costly insurance, including HDHPs with lower premiums. The Administration believes that this will promote more cost consciousness in health care decision making and make individuals more engaged consumers of health services. 

New standard deduction for health insurance coverage. Effective in 2009, the Administration proposes that all individuals who have qualifying health insurance coverage be provided a standard deduction of up to $15,000 for those with family coverage and $7,500 for those with individual coverage, based on the number of months that the individual is covered by the qualifying health coverage. The deduction amount would be indexed to increases in inflation based upon the rise in the consumer price index (CPI) rather than being based upon health care cost inflation. The amount of the standard deduction would not depend on the cost of the insurance purchased, but the insurance would have to meet certain minimum coverage requirements in order to qualify, including: 

· A reasonable annual and/or lifetime benefit maximum; 
· A limit on out-of-pocket exposure for covered expenses that is not higher than that currently allowable for HSAs (e.g., $5,600 for single coverage and $11,200 for family coverage for 2008); 

· Coverage for inpatient and outpatient care, emergency benefits and physician care; and 

· Guaranteed renewability by the provider. 
Meaningful coverage. Although the health coverage could contain coverage exclusions and limitations - thereby lowering the cost-it would have to "meaningfully limit individual economic exposure to extraordinary medical expenses" under regulations issued by the Treasury Department in order to be considered qualifying health coverage. Coverage under a long-term care plan or under Medicare would not count as qualifying health insurance. State laws mandating certain insurance coverage would not be preempted by the proposal. 

Individuals with certain coverage ineligible. Individuals and their dependents who are enrolled in Medicare, Medicaid, or the State Children's Health Insurance Program (SCHIP) would not be eligible for the new standard deduction. If an individual pays for his health insurance through a distribution from an HSA or Medical Savings Account (MSA), or uses the health care tax credit to purchase coverage, he or she also would not be eligible for the new standard deduction. 

Effect of new standard deduction. The new standard deduction would reduce an individual's income for both income tax and employment tax purposes. Qualifying individuals apparently would be permitted to reduce their tax withholding so that the deduction is reflected in their regular paycheck rather than having to wait until filing their tax return and receiving a refund. If an employee is eligible for the new standard deduction due to health care coverage acquired through the employer, the employer could reduce the employee's employment taxes to reflect the new standard deduction. If an employee purchases qualifying health insurance on his or her own outside the employment context, the employer apparently could adjust the employee's employment taxes if the employee provides proof of coverage under qualifying health insurance. Self-employed individuals also could take the standard deduction for both income and employment tax purposes and could adjust estimated tax payments accordingly. 

Impact on current tax law. Under the Administration's proposal, employers could still offer their employees health coverage, but the value of that coverage would have to be inc1uded in the employee's wages for income and employment tax purposes. Employees could not purchase health coverage on a pretax basis or make contributions to a health FSA through a cafeteria plan. Amounts paid .for medical expenses from an HRA would be currently taxable to the individuals, which would make HRAs less attractive and likely eliminate their use. Contributions could still be made on a pretax basis to an HSA; however, it is not clear whether a contribution could be made through a cafeteria plan. Earnings in the HSA would continue to be tax-deferred and distributions from the HSA for qualified medical expenses would still not be taxable. Self-employed individuals would no longer have a separate deduction for premiums paid for health insurance. Further, the itemized deduction for medical expenses would be eliminated, except for taxpayers enrolled in Medicare. Employers could, however, continue to deduct the premiums paid for employee health insurance as a business expense. 

Political outlook. While there has been much discussion of the Administration's proposal in the press, key Democrats in Congress have generally been very critical of the proposal. Rep. Stark, the chairman of the House Ways and Means Subcommittee on Health, has stated that he will not even hold a hearing on the proposal. At this point, it appears very unlikely that this proposal will be enacted. It is possible, however, that the Administration's proposal, when coupled with the lead-up to the upcoming presidential and congressional elections, will help jump-start the debate on health care reform. 

2. Expansion of HSAs 

The Administration, which has been a very strong proponent of HSAs, proposes the following series of changes to the HSA provisions to provide further incentives for individuals to purchase HDHPs and contribute to HSAs. 

Expand qualifying HDHPs. Under current law, to make a contribution to an HSA, the individual must have a qualifying HDHP, defined as a plan with a deductible of at least $1,100 for self-only coverage and $2,200 for family coverage and maximum out-of-pocket expense limits of no more than $5,600 for self-only coverage and $11 ,200 for family coverage for 2008 ($5,500 for self-only coverage and $11,000 for family coverage for 2007). The Administration's proposal would allow plans with 50 percent or more coinsurance and a minimum out-of-pocket exposure to be considered a qualifying HDHP if, under rules established by the Treasury Department, the resulting policy had the same (or lower) premiums than an already-qualifying HDHP. 

Qualifying medical expenses. Under current law, qualifying medical expenses only can be paid out of the HSA tax-free if the expenses were incurred after the HSA was established. Under the Administration's proposal, expenses that were incurred after the individual was eligible to contribute to an HSA (i.e., they have enrolled in an HDHP and have no other non-HDHP coverage) could support a tax-free distribution as long as the HSA is established before the filing date of the individual's tax return for the year. 

Larger employer contributions for the chronically ill. Previously, the comparable contribution rules generally precluded an employer from making contributions to HSAs on behalf of non-highly compensated employees (NHCEs) in higher amounts (or higher percentages of deductibles) than to highly compensated employees (HCEs). Under the recently passed Tax Relief and Health Care Act of 2006 (H.R. 6111) enacted on December 20, 2006, employers are now permitted to make larger HSA contributions on behalf of NHCEs, but they must still satisfy the comparability rules with respect to contributions to NHCEs (i.e., each NHCE must get the same dollar amount (or percentage of deductible) of contributions from the employer). The Administration's proposal allows em​ployers to make HSA contributions on behalf of employees who are chronically ill or who have spouses or dependents who are chronically ill to be excluded from the comparable contribution rules to the extent that these amounts exceed the comparable contributions to other employees. 

Deductibles in family policies. Under current law, the HDHP deductible must be reached by the entire family, rather than on a per-family member basis. However, plans that have an embedded deductible (where a lesser deductible is applied to expenses incurred by each individual family member) will not be considered a qualifying HDHP for HSA purposes unless the minimum individual deductible is at least equal to the minimum deductible for family coverage ($2,200 for 2007 and 2008). The Administration's proposal would allow these embedded deductibles as long as the deductible is at least the minimum deductible for individual coverage ($1,100 for 2007 and 2008) and the overall family coverage deductible is at least equal to the family minimum deductible. 

Catch-up contributions. Under current law, individuals who are age 55 or over are permitted to make an additional contribution to their HSA annually ($800 for 2007; $900 for 2008). However, if two individuals who are age 55 or over are married, both individuals must have their own HSAs to make this catch-up contribution. The Administration's proposal would permit both spouses who are eligible to make catch-up contributions to an HSA to make contributions to a single HSA owned by one spouse. 

HSA contributions of individuals covered by an FSA or an HRA. Generally, individuals who are covered by a health FSA or HRA are not eligible to make contributions to an HSA. The Administration's proposal would allow such individuals to make contributions to an HSA, but the maximum allowable HSA contribution would be reduced by the health FSA or HRA coverage amount. The Administration believes that this will make it easier for an individual to transfer to HSA-eligible coverage when he or she was previously participating in a health FSA or HRA. 

Political outlook. Democrats have been skeptical of the benefits of HSAs, believing them to be mainly for the benefit of the healthy and wealthy. Consequently, it is unlikely these proposals will get much traction in the Democrat-controlled Congress. 
An HSA is a trust created or organized in the United States exclusively for the purpose of paying the qualified medical expenses of the account owner, but only if the written governing instrument creating the trust meets all of the following requirements: 

1. Regular HSA contributions are made only in cash, although there is an exception for rollovers and trustee-to-trustee transfers

2. Except in the case of a rollover contribution or a trustee-to-trustee transfer, the trustee or custodian does not accept more than the maximum annual contribution limit for the calendar year. For the 2008 calendar year, the annual contribution limit for individuals with self-only coverage is $2,900, and the annual contribution limit for individuals with family coverage is $5,800. Additionally, individuals that are 55 years old or older may make annual "catch-up" contributions up to a specified limit.
Note.  Although the statutory maximum contribution limit does not generally include rollovers and transfers made to an HSA from another HSA, Archer MSA, health FSA or HRA, a direct transfer that is rolled over from an IRA in a qualified funding distribution is subject to the statutory annual contribution limit when combined with regular contributions made for the year. 

3. The HSA trustee or custodian must be a bank, as defined in Code Section 408(n); an insurance company, as defined in Code Section 816; or a person who the Secretary of the Treasury has determined will administer the trust in compliance with the HSA trust .
Note.  A financial organization authorized to serve as trustee or custodian for an individual retirement arrangement (IRA) or an Archer MSA automatically is permitted to serve as trustee or custodian for an HSA without additional approval from the IRS. An HSA is a newer type of financial product and can be offered by various types of financial organizations that qualify as an HSA trustee or custodian.
4. No part of the HSA assets may be invested in life insurance contracts or collectible. 
5. The balance in the HSA account must be nonforfeitable.
6. The trust assets may not be commingled with other property except in a common trust fund.

Unless these requirements are satisfied, no contributions may be accepted by the trustee or custodian.

The HSA account beneficiary is the individual on whose behalf the HSA was established. The IRS model HSA forms use the term account owner to refer to the account beneficiary.
HSAs were created by the Medicare Prescription Drug, Improvement, and Modernization Act of 2003, which was signed into law on December 8, 2003. 

The HSA rules are generally effective for taxable years beginning after December 31, 2003. "Thus, the first date on which it was permissible for an eligible individual to establish an HSA was January 1, 2004.
The term eligible individual means, with respect to any month, any indi​vidual who: 

· Is covered under a high deductible health plan ("HDHP") as of the first day of such month; 
· While being covered by an HDHP, is not covered by another health plan that is not an HDHP (with certain exceptions for plans providing limited coverage. 

· Is not enrolled in Medicare (generally, has not reached age 65. 

· Cannot be claimed as a dependent on another person's tax return. 

However, an individual will be eligible to contribute to an HSA if his or her spouse has non-HDHP family coverage, as long as the individual is not covered under that plan.
Example 1.  Horace and Wanda are a married couple, and both are age 35. Throughout 2008, Horace has self-only coverage under an HDHP. Horace has no other health coverage, is not enrolled in Medicare, and may not be claimed as a dependent on another taxpayer's return. Wanda has non-HDHP family coverage for herself and for the couple's two dependent children. Horace is excluded from Wanda's coverage. Therefore, Horace is an eligible individual for purposes of an HSA. He may contribute $2,900 (the maximum annual contribution limit for self-only coverage for 2008). 

Note.  The special rules for married individuals that treat both spouses as having family coverage do not apply because Wanda's non-HDHP family coverage does not cover Horace. Thus, Horace remains an eligible individual. However, Horace may not make the catch-up contribution because he is not age 55 or older in 2008. Wanda has non-HDHP coverage and is therefore not an eligible individual. 

Caution.  If a spouse has a health FSA that covers an HSA account owner, the HSA account owner's eligibility to make HSA contributions may be affected.
Example 2.  The same facts as in Example 1, except that Horace has HDHP family coverage for himself and for one of the couple's dependent children. Wanda has non-HDHP family coverage for herself and for the couple's other dependent child. Horace and the child covered under Horace's HDHP coverage are excluded from Wanda's coverage. Because the non-HDHP family coverage does not cover Horace, the special rules that treat both spouses as having family coverage do not affect Horace's eligibility to make HSA contributions. Wanda has non-HDHP coverage and is, therefore, not an eligible individual. 

Historical Note . A state could have laws that mandate certain benefits be included in an insured HDHP. These laws, for example, might require certain benefits to be covered under an HDHP without regard to whether the deductible is satisfied. Unless such state mandated benefits satisfy the definition of preventive care for federal purposes, these state requirements would cause the HDHP to fail to satisfy the requirements of Code Section 223 because the plan would provide benefits not subject to the high deductible. Individuals in states with these types of laws could not contribute to an HSA. Other state laws may require an insurer or HMO to comply with limits on deductibles, which could similarly conflict with federal requirements for HDHPs. 

The IRS has addressed this by issuing transitional guidance for months before January 1, 2006, for state requirements in effect on January 1, 2004. The guidance states that during this time period, an HDHP will not be considered to violate federal requirements if the sole reason it does not comply with federal requirements is because it is complying with state benefit mandates. However, after January 1, 2006, individuals covered by insured HDHPs or HMOs subject to state laws that conflict with Code Section 223 requirements will not be considered eligible individuals able to contribute to HSAs. 

Historical Note.  Generally, a health plan may not reduce existing benefits before the plan's renewal date. Thus, even though a state may amend its laws before January 1, 2006, to authorize HDHPs that comply with Code Section 223 (c) (2), non-calendar-year plans still fail to qualify as HDHPs after January 1, 2006
Practice Pointer.  Distributions from an HSA to pay for qualified medical expenses of the account owner or the account owner's spouse or dependents may be made without regard to their status as eligible individuals. Thus, it is not necessary for an individual to be covered by an HDHP to have his or her qualified medical expenses reimbursed from an HSA on a tax-free basis. However, distributions made for expenses reimbursed by another health plan are not excludable from income, whether or not the other health plan is an HDHP. 

An eligible individual generally must have HDHP coverage as of the first day of the month. An individual with employer-provided HDHP coverage on a payroll-by-payroll basis becomes an eligible individual on the first day of the month on or following the first day of the pay period when HDHP coverage begins 

Note.  For taxable years beginning after 2006, a new law allows an HSA account owner to make a full-year HSA contribution, if such individual is an HSA eligible individual on the first day of the last month of their taxable year (generally December 1). 

Example 1. Omar, an unmarried employee, begins self-only HDHP coverage on August 6, 2008, the first day of a biweekly payroll period, He continues to be covered by the HDHP throughout 2008. For purposes of contributing to an HSA, Omar becomes an eligible individual on September 1, 2008. For taxable years beginning after 2006, Omar is allowed to make a full-year HSA contribution even though he became an HSA eligible individual after the first day of his taxable year (assume January 1) because he was an eligible individual on December 1, 2008. However, Omar will have to remain an eligible individual during a testing period that will not end until December 31, 2009. Omar must maintain his HDHP coverage and otherwise remain an eligible individual during the testing period. 

Example 2. Same facts as in example 1, except Omar's self-only HDHP coverage ended on November 30. Because the "last-month rule" does not apply, Omar's maximum contribution limit will be prorated. He will not, however, be required to remain an eligible individual during the testing period. 

Yes. There are two exceptions to the rule that prohibits an employee who is! an eligible individual from having coverage under any other non-HDH.  These exceptions apply to: 
· Coverage for any benefit provided by "permitted insurance;" and 
· Coverage, whether through insurance or otherwise, for accidents, j disability, dental care, vision care, or long-term care. 

An HSA may be established only on behalf of one individual. Thus, if a husband and wife are eligible to contribute to an HSA, they are both eligible to establish separate HSAs. Only one person may be the account owner of an HSA. If both spouses are age 55 or older and they both want to make "catch-up" contributions, they must each establish an HSA. 

Distributions from an HSA used exclusively to pay for qualified medical expenses of the account owner, or the account owner's spouse or dependents, are excludable from gross income  In general, amounts in an HSA can be used for qualified medical expenses and will continue to be ex​cludable from the account owner's gross income even if the individual is not currently eligible to make contributions to the HSA. 

Qualified medical expenses are amounts paid with respect to the account owner, or the account owner's spouse or dependents, for medical care as defined in Code Section 213 (d), provided that compensation for such paid amounts are not received from another source: including insurance. 

Beginning January 1, 2005, the term dependent for HSA purposes means either a qualifying child or a qualifying relative (without regard to the gross income limitation under Code Section l52(d)(1)(B) or the requirements of Code Section l52(b)(l)-(2)).
To be a qualifying relative dependent, an individual must bear one of the following relationships with respect to the taxpayer: 
· Son or daughter (including stepchildren, legally adopted children, and eligible foster children), or a descendent of either; 

· Brother, sister, stepbrother, or stepsister; 

· Father or mother, or an ancestor of either; 

· Stepfather or stepmother; 

· Son or daughter of a brother or sister; 

· Brother or sister of the father or mother (i.e., uncle or aunt); 

· Son-in-law, daughter-in-law, father-in-law, mother-in-law, brother-in-law, or sister-in-law; or 

· An individual (other than an individual who at any time during the year was the taxpayer's spouse) who, for the taxable year of the taxpayer, has as his or her principal place of abode the same place as of the taxpayer and is a member of the taxpayer's household. 

The terms brothers and sisters include half-blood relatives. [I.R.C. § 152(f)(4)] The term child includes a legally adopted child, a child who is placed in the taxpayer's home by an authorized placement agency for legal adoption, or a foster child. 

A dependent does not include an individual who is not a citizen or national of the United States unless the individual is a resident of the U.S. or of a country contiguous to the U.S. However, a child who is legally adopted by a U.S. taxpayer does qualify as a dependent. 
A qualifying child, for HSA purposes, is a daughter, son, stepson, step-daughter, sibling, or step sibling (or descendant of any of these) who has the same principal place of abode as the taxpayer for more than one-half of the taxable year and who (other than in the case of total disability) has not yet attained the age specified in Code Section l52(c)(3). 
Yes. In order to be treated as a qualifying child, an individual must not have attained age 19 (age 24, if a student) before the close of the calendar year in which the account owner's taxable year begins.
The age requirement (i.e., that the qualifying child be less than 19 years old, or 24 if a student) does not apply if the child is permanently and totally disabled. Therefore, an individual who is disabled may qualify as a dependent more easily than an individual who is not disabled. Permanent and total disability is defined in Code Section 22(e)(3). If an individual experiences the permanent and total disability at any time during the calendar year, he or she will not be required to satisfy the age requirement.
It would appear that a child attains a specific age on the anniversary of the date that the child was born. This uniform definition is used by the IRS for purposes of the dependent care, adoption, child tax, and earned income credits, and it also applies to dependent care assistance programs, foster care payments, adoption assistance programs, and dependency exemptions 

Note.  Code Section 152(c)(3)(A) requires that a child not attain a specified age (19, or 24 if a student) as of the close of the calendar year in which the account owner's taxable year begins. Thus, once an individual attains the specified age, the individual will no longer be a qualifying child for the account owner for all future taxable years. Further, the individual will not be a qualifying child for the current taxable year if the individual reached the specified age before the end of the calendar year in which the account owner's taxable year began. 

For HSA purposes, a qualifying relative is a person who satisfies all of the following four requirements: 

1. Is not a qualifying child of the taxpayer or of any other taxpayer for any taxable year beginning in the calendar year in which the account owner's taxable year begins.
2. Bears a relationship to the taxpayer.
3. Receives more than half of his or her support from the taxpayer for the calendar year in which the account owner's taxable year begins. 
4. Does not have gross income for the calendar year in which the account owner's taxable year began in excess of the Code Section 151ld) dependency exemption amount ($3,500 in 2008). It should be noted that this income limit does not apply for purposes of HSAs or HDHPs.
Who is best suited for adopting an HSA? 

Those individuals who prefer, or already have, a high deductible on their health insurance policies (especially those individuals who are highly compensated) will gain the most benefits -primarily in terms of tax benefits. Conversely, if an individual has an employer-paid health policy with no (or a low) deductible, such individuals would not be good candidates for an HSA (nor would they qualify). 

An HSA can provide a method for contributing a stream of tax-favored savings for those who are healthy enough and who can afford to do so. Simply stated, the higher the tax bracket, the greater the benefit. On the other hand, lower-paid employees-who may find it difficult to save - may have little enthusiasm for an HSA, even if they would benefit from one. 

Example 1.  Chris, age 53, becomes an eligible individual on December 1, 2008. He has family HDHP coverage on that date. Under the last-month rule, he contributes $5,650 to his HSA. 

Chris fails to be an eligible individual in June 2009. Because Chris did not remain an eligible individual during the testing period (December 1,2008, through December 31,2009), he must include in his 2009 income the contribu​tions made in 2008 that would not have been made except for the last-month rule. Chris uses the worksheet for line 3 in the Form 8889 instructions to determine this amount.
	January ……………………………
February ………………………….
March …………………………….
April ………………………………
May ……………………………….
June ……………………………….
July ……………………………….
August ……………………………
September ………………………..
October …………………………..
November ………………………..
December …………………………
Total for all months . . . . . . . . . . .
Limitation.  Divide the total 

by 12
	-0-
-0-

-0-

-0-

-0-

-0-

-0-

-0-

-0-

-0-

-0-

$5,650.00

$5,650.00

$470.83


How much would Chris include on his 2008 Tax Return?
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Department of the Treasu i . G ‘ Attachment
lmg‘:mal Revenue Service i » Attach to Form 1040 or Form 1040NR. » See separate instructions.. . Sequence No. 53

Name(s) shown on Form 1040 or Form 1040NR Social security number of HSA B
beneficiary. If both spouses have : :
HSAs, see page 2 of the instructions . .. | !

Before you begin: Complete Form 8853, Archer MSAs and Long-Term Care: Insurance Contracts,. if required.

m HSA Contributions and Deduction. See page -3 of the instructions before completing: this part. If you
are filing jointly and both you and your spouse each have separate HSAs complete a‘separate Part [ for
each spouse. ‘ . i

1 Check the box to indicate your coverage under a h]gh -deductible health plan (HDHP} durmg ]
2008 (see page 4 of the instructions) .y 0 . . S S L1 seif-only  [1Family

2 HSA contributions you made for 2008 (or those made on your behalf) mcludmg dnreo’r
deposits of economic stimulus payments and those made from January 1, 2009, through
April 15, 2009, that were for 2008. Do not include employer contnbuhons “Contributions
through a cafeteria plan, or rollovers (see page 4 of.the mstructlons) S0 L. 2

3 If you were under age 55 at the end of 2008, and on the first day of every month during 2008, you
were, or were considered, an eligible individual: with:tha'same coverage, enter $2,900 ($5,800 for
family coverage). All others, see page 4 of the instructions forthe amount to enter . . . 3

4  Enter the amount you and your employer contributed to your Archer MSAs for 2008 from Form
8853, lines 3 and 4. If you or your spouse had family coverage under an HDHP at any time during
2008, also include any amount contributed to your spouse’s Archer MSAs . . . . . . . 4

5 Subtract line 4 from line 3. If zero or less, enter -0~ . . . . . . . . . . . . . . . 5

6 Enter the amount from line 5. But if you and your spouse each have separate HSAs and had
family coverage under an HDHP at any time during 2008, see the instructions on page 4 for the
amount to enter . . . o 6

7 If you were age 55 or O!der at the end of 2008 mamed and yOu Or your spouse had famlly
coverage under an HDHP at any time during 2008, enter your additional contribution amount

(see page 4 of the instructions) . . . . . . . . . . . . . . . . . . . . . .|71
8 Addlines6and7 . . . S -
9 Employer contributions made to your HSAs for 2008 S 9
10 Qualified HSA funding distributions . . . . . . . . . . 10 -.
11 Addlines 9 and 10 . . . . e e 1
12 Subtract line 11 from line 8. If zero or less enter O~ .. 12
13 HSA deduction. Enter the smaller of line 2 or line 12 here and on Form 1040 Ilne 25 or Form
1040NR, line 25 . . . 13
Caution: /f line 2 is more than //ne 13 you may have to pay an add/tlonal tax (see page 5 of the
instructions).

m HSA Distributions. If you are filing jointly and both you and your spouse each have separate HSAs,
complete a separate Part |l for each spouse.

14a Total distributions you received in 2008 from all HSAs {see page 6 of the instructions) . . ., |14a

b Distributions included on line 14a that you rolled over to another HSA. Also include any portion
of a direct deposit of an economic stimulus payment and excess contributions (and the earnings
on those excess contributions) included on line 14a that were withdrawn by the due date of your

return (see page 6 of the instructions) . . . . . . . . . . . . . . . . . . . . 14b
c Subtract line 14b from line 14a . . . . O .1
15 Unreimbursed gualified medical expenses (see page 6 of the |nstruct|ons) Lo 15

16 Taxable HSA distributions. Subtract line 15 from line 14c¢. If zero or less, enter -0-. Also, include
this amount in the total on Form 1040, line 21, or Form 1040NR, line 21. On the dotted line next

to line 21, enter “HSA” and the amount . . . . . |16
17a if any of the distributions included on line 16 meet any of the Exceptlons to the Addltlonal
10% Tax (see page 6 of the instructions), check here | . | S

b Additional 10% tax (see page 6 of the instructions). Enter 10% (. 10) of the dlstnbuhons |nc|uded
on line 16 that are subject to the additional 10% tax. Also include this amount in the total on
Form 1040, line 61, or Form 1040NR, line 57. On the dotted line next to Form 1040, line 61, or
Form 1040NR, line 57, enter “HSA” and theamount . . . . . . . . . . . . . . . |17p

For Paperwork Reduction Act Notice, see page 5 of the instructions. Cat. No. 37621P Form 8889 (008)
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Income and Additional Tax for Failure To Maintain HDHP Coverage. See page 6 of the instructions
before completing this part. If you are filing jointly and both you and your spouse:;each have separate
HSAs, complete a separate Part lll for each spouse.

18

19

20

21

Qualified HSA distribution
Last-month rule

Qualified HSA funding distribution .
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Internal Revenue Service (99) » Attach to Form 1040 or Form 1040NR. » See separate |nstructlons Sequence No. 39
Name(s) shown on return Social security number of MSA

account holder. If both spouses '
have MSAs, see page 1 of the instructions, » |

Section A. Archer MSAs. If you have only a Medicare Advantage MSA, skip Sectxon A and complete Sectlon B.
General Information. See page 2 of the instructions.

Yes| No

1a Did you or your employer make contributions to your Archer MSA for 20087 .
b If “Yes,” were you uninsured when the MSA was estabhshed (see page 2 of the mstructhns) : g
¢ Ifline 1ais “Yes,” indicate coverage under high deductlble health.plan: [ Self-Only " oF : 1 Family

2a If married, did your spouse or spouse’s employeér make contributions to your spouse’s Archer MS/ “for 20087
b If "Yes,” was your spouse uninsured when the MGA was established (see page 2 of the instructions)? . . . 2b

¢ Ifline 2ais “Yes,” indicate coverage under high deductible health plan L] Selt-Only .~ or [ Family . .
Archer MSA Contributions. and Deductions. See page 2 of the instructions before Completlng th|s part
If you are filing jointly and both you and.your spouse have high deductible health plans with self-only
coverage, complete a separate Part Il for each spouse:

3 Total employer contributions to your Archer MSA( ) for 2008 Lo ] 3 ' !

Archer MSA contributions you made for 2008, including direct deposnts of economic stimulus
payments and those made from January 1, 2003;.through April 15, 2009, that were for 2008. Do =i
not include rollovers (see page 3 of the instructions} . . . . . . . . . . . . . . 4
5 Limitation from the worksheet on page 3 of the instructions . . . 5
6 Compensation {see page 3 of the instructions) from the employer mamtalmng the hlgh deductlble
health plan. (If self-employed, enter your earned income from the trade or business under which

the high deductible health plan was established.) . . .o 6
7 Archer MSA deduction. Enter the smallest of line 4, 5, or 6 here. Also include this amount on
Form 1040, line 23, or Form 1040NR, tine 24 . . . 7

Caution: If line 4 is more than line 7, you may have to pay an add/tlonal tax (see page 4 of the mstruct/ons).
Archer MSA Distributions

8a Total distributions you and your spouse received in 2008 from all Archer MSAs (see page 4 of the instructions) 8a

b Distributions included on line 8a that you rolied over to another Archer MSA or a health savings
account. Also include any portion of a direct deposit of an economic stimulus payment and
excess contributions {and the eamings on those excess contributions) included on line 8a that

were withdrawn by the due date of your return (see page 4 of the instructions) . . . . . 8b
¢ Subtract line 8b from line 8a . . . . R, 8c
9  Unreimbursed qualified medical expenses (see page 4 of the mstructlons) Lo 9

10 Taxable Archer MSA distributions. Subtract line 9 from line 8c. If zero or less, enter -0-. Also
include this amount in the total on Form 1040, line 21, or Form 1040NR, line 21. On the dotted

line next to line 21, enter “MSA” and the amount . . . 10
11a If any of the distributions included on line 10 meet any of the Exceptlons to the Addltlonal
15% Tax (see page 4 of the instructions), checkhere . . . . . . . . . . . . » []

b Additional 15% tax (see page 4 of the instructions). Enter 15% (.15) of the distributions included
on line 10 that are subject to the additional 15% tax. Also include this amount in the total on
Form 1040, line 61, or Form 1040NR, line 57. On the dotted line next to Form 1040, line 61, or
Form 1040NR, line 57, enter “MSA” and the amount . . . . 11b

Section B. Medicare Advantage MSA Distributions. If you are fmng 1omtly and both you and your spouse received
distributions in 2008 from a Medicare Advantage MSA, complete a separate Section B for each spouse
(see page 5 of the instructions).

12 Total distributions you received in 2008 from all Medicare Advantage MSAs (see page 5 of the instructions) 12
13  Unreimbursed qualified medical expenses (see page 5 of the instructions) . . . . . . . 13

14 Taxable Medicare Advantage MSA distributions. Subtract line 13 from line 12. If zero or less,
enter -0-. Also include this amount in the total on Form 1040, line 21, or Form 1040NR, line 21.

On the dotted line next to line 21, enter “Med MSA” and the amount . . . . . 14
15a If any of the distributions included on line 14 meet any of the Exceptions to the Addltlonal
50% Tax (see page 5 of the instructions), check here . . A IR

b Additional 50% tax (see page 5 of the instructions). Also mclude thls amount in the total on
Form 1040, line 61, or Form 1040NR, line 57. On the dotted line next to Form 1040, line 61, or
Form 1040NR, line 57, enter “Med MSA” and theamount . . . . . . . . . . . . . i15b

For Paperwork Reduction Act Notice, see page 8 of the instructions. Cat. No. 24091H Form 8853 (2008)
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Page 2

Name of policyholder (as shown on Form 1040)

Social security number
of palicyholder » )

Section C. Long-Term Care (LTC) Insurance Contracts. See Filing Requirements for Section C on page 6 of

the instructions before completing this section.

16a
17

18

19

20
21

22

23
24

25
26

27
28

If more than one Section C is attached, check here . » [
Name of insured ™ ... ... b Social secu'rit'y,number of insured

In 2008, did anyone other than you receive payments on a per diem or other periodic basis under a gualified

LTC insurance contract covering the insured or receive accelerated death benefits under a.life i msurance

policy covering the insured? . : : Yes L[] No
Was the insured a terminally ill individugt2. . = . e .. OYes [No

Note: If “Yes” and the only payments.you received in 2008 were acceferated death benefn‘s that were paid
to you because the insured was terminally i, skip lines 19 through 27 and-enter -0-"on line 28.

Gross LTC payments received on a per diem or other periodic basis. Enter the total of the amounts
from box 1 of all Forms 1099-LTC you received with respect to the insured on which the “Per
diem” box in box 3 is checked . . . . 19

Caution: Do not use lines 20 through 28 to fzgure the taxable amount of beneflts pa:d under an
LTC insurance contract that is not a qualified LTC insurance contract. Instead, if the benefits
are not excludable from your income (for example,.if the benefits are not paid for personal injuries
or sickness through accident or health insurance), report the amount not excludable as income
on Form 1040, line 21.

Enter the part of the amount on line 19 that is from qualified LTC insurance contracts . . . | 20
Accelerated death benefits received on a per diem or other periodic basis. Do not include any
amounts you received because the insured was terminally ill (see page 7 of the instructions) . 21
Add lines 20 and 21, . . . . .. S -
Note: If you checked “Yes” on Ilne 17 above see Multlple Payees

on page 7 of the instructions before completing lines 23 through 27.

Multiply $270 by the number of days in the LTC period . . . . 23

Costs incurred for qualified LTC services provided for the |nsured

during the LTC period (see page 7 of the instructions) . . . . . | 24

Enter the larger of fine 23 or line 24 . . . 25

Reimbursements for gualified LTC services prowded for the xnsured

during the LTC period . . . . 26

Caution: If you received any relmbursements from LTC contracts
issued before August 1, 1996, see page 7 of the instructions.

Per diem limitation. Subtract line 26 from line 25 . . . . 27

Taxable payments. Subtract line 27 from line 22. If zero or Iess enter 0 Also mclude thIS
amount in the total on Form 1040, line 21. On the dotted line next to line 21, enter “LTC” and
theamount., . . . L 28
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