Section 220.—Medical Savings to permit eligible individuals to establish Situation 2

Accounts medical savings accounts (MSAs) under Plan B provides coverage for Tax-
Definition of high-deductible health igggo'[ project beginning on January 1’payer Y and other members of his

plan. Guidance is given concerning the
definition of a “high-deductible health
plan” under section 220(c)(2)(A) of the

family and is, therefore, family coverage
within the meaning of section 220(c)(5).
Plan B provides for the payment of

The section 220(c)(1) definition of an
eligible individual” includes, as one
prerequisite for eligibility, the require-

Code. ment that an individual be covered un-gce)\r/e(;cesjrang;?:l ﬁ;(pfgzqs"e;f if{haen%énrﬁ_m'
Rev. Rul. 97-20 der a high-deductible health plan. Secp "y, "incired covered medical ex-

tion 220(c)(2)(A) provides that “[t]he n durina_th rin ex f
ISSUE term ‘high-deductible health plan’ meangP€Ns€S dunng the yea excess o

a health plan — $1,500, even if the family has not
In the case of family coverage, what (i in the case of self-onlv covera eincurred covered medical expenses in
constitutes a “high-deductible healthwh(i%hl e a1 Ua] deduntbla whiof EXcess of $3,000. For example, if Tax-

plan”  for  purposes of section i |ess than $1,500 and not more thaSRayer Y incurred covered medical ex-

220(c)(2)(A) of the Code? $2.250 penses of $2,000 in a year, Plan B
A . would pay $500. Accordingly, depend-
FACTS (if) in the case of family coverage, i, on \which family members incur the
which has an annual deductible which is.q\ereq medical expenses, benefits are
Situation 1 ggt;ggs;r?gn $3,000 and not more thaBotentially available under Plan B even

. . if the family’s covered medical expenses
Plan A is a health plan that provides jij) the annual out-of-pocket expensesyo not exé/eed $3.000. BecausepPIan B

for the payment of medical expensesrequired to be paid under the plan (othefovi : :

: rovides family coverage with an annual
Taxpayer X and her family are coveredhan for premiums) for covered be”eﬁtsgeductible of éss thang$3 000. Plan B is
by Plan A. Plan A provides for paymentdoes not exceed — not a high-deductible health plan as
of covered med|ca! expenses fOI‘. all (I) $3,000 for self-only coverage, andgefined in section 220(0)(2)
members of the family after the family’s (Il) $5,500 for family coverage.” '
total covered medical expenses exceed ! : ;
$3,000 for the year. Plan A does not Section 220(c)(5) defines family cov-CONCLUSION

provide for payment of covered medicalS129¢ as coverage that is not self-only In the case of family coverage, except

expenses until the family’s total covered"Verage: as provided in section 220(c)(2)(B), a
medical expenses exceed $3,000 for th plan is a “high-deductible health plan”
year, regardless of which family mem-ENALYSlS AND HOLDING under section 220(c)(2)(A) only if, un-
ber or members incur those coveredii,ation 1 der the terms of the plan and without
expenses. Plan A limits out-of-pocket regard to which family member or
expenses to $5,000 for any year. Plan A provides coverage for Tax-members incur expenses:

o payer X and other members of her (1) No amounts are payable until the
Situation 2 family and is, therefore, family coveragefamily has incurred annual covered

within the meaning of section 220(c)(5).medical expenses in excess of $3,000,

Plan B is a health plan that provide . ) :
for the payment of medical expense:B ecause Plan A provides family cover-(2) amounts for covered benefits are

Taxpayer Y and his family are covered®J% Plan A is a high-deductible healtty\yays payable after the family has
by Plan B. Plan B provides for paymen plan only if, as required by sectionjncyrred annual covered medical ex-
of covered medical expenses for al 20(c))(A)i), it has an annual dedUCt'?enseS in excess of $4,500, and

members of the family after the family Oi€ that is not less than $3,000 and not (3) The annual out-of-pocket expenses

> ) . more than $4,500. Plan A provides for, ired to b id under the plan f
has satisfied a family deductible Ofthe payment of covered medical exrequwe 0 be paid under the plan tor

$3,000 for the year. Plan B also pro- ‘covered benefits do not exceed $5,500.

vides for payment of covered medicaP<"S¢S for Taxpayer X or _her fam.ily
expenses of any member of the famiynembers only after the family has in-APPLICATION OF SECTION 7805(b)

: —_-curred covered medical expenses during
after that family member has satisfie he year of $3,000. Accordingly, Section 7805(b) of the Code provides

an |nd|V|duaI. deductible by incurring o = < 4 ctible under Plan A is $3.000that the Secretary may prescribe the
covered medical expenses for the yeaI%t;ecause Plan A has a deductible that igxtent, if any, to which any ruling
of at least $1,500. Plan B limits out—of—not less than $3,000 and is not mordelating to the internal revenue laws
pocket expenses to $5’000 for any Ye&fhan $4,500, Plan A meets the requireshall be applied without retroactive ef-
hNglt?e_r_of thfe Sﬁ.e%'%l ré“es.brlegﬁrd'lnr?ment with respect to the minimum andfect.
tlgn Zmﬁg)sntg F?Iar;gA_o? E?(Ege:s:ca':if) maximum deductible for a high- Pursuant to section 7805(b), a health
EZO(C)FZp)(B)) THeductible health plan under sectiorplan acquired before November 1, 1997
: 220(c)(2)(A)(ii). Because the annual outthat provides family coverage that be-
LAW of-pocket expenses required to be paidomes effective before November 1,
under Plan A can never exceed $5,000997 will not fail to be treated as a
The Health Insurance Portability andwhich is less than $5,500, Plan A is ahigh-deductible health plan merely be-
Accountability Act of 1996, Pub. L. high-deductible health plan for purposesause the health plan provides for indi-
104-191, added section 220 to the Codef section 220. vidual deductibles of at least $1,500 and



not in excess of $2,250 (the permitte
range of deductibles for a high
deductible health plan providing self
only coverage). The relief provided it
the preceding sentence will apply unt
the first renewal date on or after De
cember 31, 1997 (in the case of a heal
plan that provides for renewal) or fo
the term of the health plan (in the cas
of a health plan that has a specifie
term and that does not provide fc
renewal). For purposes of this par:
graph, a health plan that continues

force for an indeterminate period a
long as premiums are paid and does r
otherwise provide for renewal, will be
treated as a health plan that provides f
renewal and each premium due da
(determined without regard to any grac
period) will be treated as a renewal dat
In no event will the relief provided in
this paragraph terminate before Decel
ber 31, 1997 or extend beyond Decer
ber 31, 1998.
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