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What is it? 

A Health Care Flexible Spending Account (FSA) is a type of cafeteria plan which allows participants to fund qualified 
un-reimbursed health care expenses with pre-tax contributions made to an individual health care FSA account. 
Employees estimate their health care expenses prior to the start of the plan year and elect an amount to be deducted from 
their paycheck over the course of the plan year. Expenses can be for the employee and their eligible dependents up to an 
annual plan maximum established by the employer. 

Why offer it? 

 Provides tax-favored employee funding of certain benefits that the employer may not elect to cover (e.g., 
orthodontia, vision, chiropractic, etc.) 

 Cost of administering an FSA plan is typically offset by tax benefit resulting from employee elections 

 Reduces employer liability for FICA and FUTA taxes, and workers compensation premiums in some states 

 Reduces employee’s taxable income 

What types of employers offer it? 

Employers who wish to enhance benefits by providing a plan that enables employees to offset out of pocket medical 
expenses. 

What size employers offer it? 

Generally offered by employers with 50 or more employees; plan must pass annual discrimination testing. Smaller 
employers are more likely to have trouble meeting the non-discrimination testing requirements. 

What are the critical underwriting or participation requirements? 

 Administration fees are based on the size of the group and plan participation.  

 The plan must meet non-discrimination requirements in order to obtain favorable tax treatment. 

What's new in this area? 

The Patient Protection and Affordable Care Act (PPACA, also informally known as the Healthcare Reform Act) signed into 
law by President Obama on March 23, 2010 contains provisions that change the regulations governing FSA plans.  The 
list of qualified expenses considered reimbursable under an FSA has changed to become more limited.  Over-the-counter 
medications are no longer covered without a prescription.  IRS Publication 502 provides a full list of qualified expenses.  
Additionally, effective January 1, 2013, healthcare FSAs maximums will be set at $2,500 per year.  Employers that 
currently have annual healthcare FSA maximum elections above $2,500 will be required to reduce the plan election 
maximum by January 1, 2013.         

How much does it cost? 

Most employers elect to outsource plan administration. General fee ranges:  

 Set up/Renewal fees: $600-$3,000  

 Monthly per participant fees: $3 to $6  

 Other services such as: debit cards, discrimination testing, plan document, summary plan description and 
Form 5500 preparation may be included in set up/renewal fees or charged on a per service basis.  

Employer costs are fully or partially offset through savings from payroll reduction leading to lower FICA and FUTA taxes, 
and in some states workers compensation premiums.  

http://www.irs.gov/pub/irs-pdf/p502.pdf
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Informational link(s) 

 http://www.wageworks.com/employee/default.htm (WageWorks) 

 http://www.cigna.com/our_plans/medical/fsa/fsa_health.html  (CIGNA) 

 http://www.irs.gov/pub/irs-pdf/p502.pdf  (IRS)  

 

Pros and Cons 

Pros  

 Enhances benefit program at minimal to no cost to employer 

 Reduces employee’s taxable income 

 Outsourcing provides employer ease of administration 

 Many  administrators now offer a debit card for FSA reimbursements, easing participant administration 

Cons  

 Strict rules apply, which can create employee relations issues if not communicated properly 

 Employee contributions are "use it or lose it"  

 Potential liability to the employer in the event that an employee terminates employment prior to fully funding 
their account 

 Employees who participate in the health FSA are not eligible to participate in a Health Saving Account (HSA) 

Notes 

 Health FSA must be offered as a COBRA benefit.  

 Employees can be reimbursed for expenses that are not yet funded through payroll deduction. For example:  

Employee elects to contribute $1,200 annually ($50 per pay period) to their Health Care FSA beginning January 
1. Employee submits a Health FSA claim on February 1 for $1,200 in eligible expenses. Although the employee 
has only contributed $100 to their account year to date, the employee will receive reimbursement for the full 
$1,200.  

 Due to employer liability associated with the plan, most employers limit plan maximums to $2,000-$5,000. In 
2013, the limit for all health FSA’s will be $2,500 annually. 

 The 2 ½ month “grace period” allowed by the IRS is optional to employers. 

 If debit cards are used, employees should still keep receipts in the event of questions during processing the claim. 

 

  

 This Fact Sheet is designed to provide a general overview of the benefit program, service, or regulatory act it describes.  The information included in 
this document is not a substitute for legal or professional opinion relative to a plan sponsor’s particular fact pattern.  Your ArlenGroup consultant can 
answer more specific questions relative to its application for your organization. A menu of additional topics is available online at: 
www.arlengroup.com/facts. 
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