
Medical Savings Accounts
The Health Insurance Portability and Accountability Act of
1996 created a new type of savings account designed to
help individual taxpayers meet unreimbursed medical
expenses on a tax-favored basis.  This saving account,
called a medical savings account (MSA), was available only
to employees of small businesses and self-employed
individuals, and only in conjunction with a high deductible
health insurance policy.

MSAs were initially available on a test basis from 1997 through 2000.  Subsequent legislation
extended this trial period several times, with the last extension ending on December 31, 2007.
After 2007, no new MSA accounts could be established.  However, for MSAs opened on or
before this date, eligible account owners may continue to make contributions. For all MSA
accounts, qualified distributions will continue to be received free of federal income tax.

Key Points

● Contributions: Employee contributions to an MSA are deductible from gross income in
calculating adjusted gross income (AGI).  Employer contributions to an MSA are not
taxable to the employee but must be reported on the employee’s W-2 form.
Contributions may be made at any time, up to the due date of the return (not counting
filing extensions).  Earnings on funds in an MSA are not currently taxable.  MSAs cannot
be part of an IRC Sec. 125 cafeteria plan, but a high-deductible policy can be.

● Limit on contributions: Contributions to an MSA are limited, based on the dollar
amount of the health policy’s deductible.  For single coverage, the annual contribution
limit is 65% of the deductible amount.  For family coverage, the annual limit is 75% of
the deductible amount.  The Act sets limits for minimum and maximum deductibles,
as well as maximum out-of-pocket expenses.  Limits are indexed for inflation annually.

Coverage Type
2021

Minimum
Deductible

2021
Maximum

Deductible

2021
Maximum

Out-of-Pocket
Single $2,400 $3,600 $4,800

Family $4,800 $7,150 $8,750
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Medical Savings Accounts
● Distributions from an MSA: Funds distributed from an MSA to pay for qualified

medical expenses (unreimbursed expenses that would otherwise qualify for the
medical expense itemized deduction) are generally tax free.  No itemized deduction is
allowed for medical expenses paid from an MSA.  Funds distributed for other purposes
are taxed as ordinary income.  A 20% penalty tax would also apply, unless a
distribution is made because of death, disability or an MSA becomes eligible for
Medicare at age 65.

● Tax savings: The tax benefits of paying medical expenses through an MSA are
significant.  The ability to deduct contributions to an MSA above-the-line amounts to a
dollar-for-dollar reduction in taxable income.  Otherwise, unreimbursed medical
expenses are deductible as an itemized deduction only to the extent that they exceed
7.5% , an amount many taxpayers never reach.
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