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hether you’re considering an HRA, HSA or FSA, all three arrangements are great vehicles
for tax savings. As long as you administer the plan within the confines of the law, you
can’t go wrong with the option you choose. Before we start, it’s important to note that the
IRS is concerned with discriminating in favor of the highly compensated, so please proceed with
caution and avoid these lop-sided and potentially non-compliant arrangements. With that covered,
let’s consider each plan from a bird’s-eye view.

HRA – Health Reimbursement Account

 Employer contributions only—no employee contributions allowed.
 Generally paired with an HRA compatible plan sold by the carrier.
 Employer can downgrade benefits (increase deductible on a PPO, introduce coinsurance on an
HMO) on a medical plan to alleviate premium and costs issue.
 On the flip side, the employer sets up an HRA account to give the employees a safety net if major
medical expenses occur. Unlike HSA plans, HRA plans do not subject RX and office visits to a
high deductible. This is highly appealing for employees who are worried about high RX costs on
HSA plans.
 Goes well with high deductible health plans or HMOs that require a coinsurance percentage for
hospital visits (i.e. 20 percent of hospital admission is the employee’s responsibility).
With proper communication, I’ve seen many successful HRA arrangements reduce employer cost.

HSA – Health Savings Account

 Employer and employee can contribute—the employee owns the funds for life.
 Unused funds stay in the employee’s HSA account regardless of employer or health plan.
 The employee can only make contributions into the HSA account if he/she is enrolled in a HSA
compatible health plan.
 If they are not enrolled in a HSA compatible health plan, employees can still spend the money in
the account on qualified medical expense.
There are three magic words to describe an HSA: triple tax advantage.

Example: Employee Doe has contributed $25,000 to their HSA account over the last 10 years. Doe’s
investment of $25,000 over 10 years has accumulated a 10 percent compounded return. Doe’s total
balance is almost $44,000 today, representing a 10 percent return over 10 years contributing

$2,500 per year. All $44,000 is available tax-free at the time of contribution, on any growth and at
the time Doe spends it on qualified medical expenses. Triple. Tax. Advantage.
Icing on the Cake: When the employee turns 65, the $44,000 is available for Doe to use on any
expenses while only paying regular income tax—as you would with a 401K. If the employee does
use it on qualified medical expenses, there is no tax at all.

FSA – Flexible Spending Account

 Dependent care or health care spending account or both.
 Employee and employer can contribute, and the funds do not roll over year after year—unless
using the $500 carryover provision (unused funds go back to the employer).
 Contribution limits apply, however, both employee and spouse can have a healthcare FSA and
contribute the maximum. If an employee has two employers that offer healthcare FSAs, an
employee can have two healthcare FSAs.
The appeal of these plans is tax savings—an employer’s contribution is tax deductible in each
scenario. The only caveat is the HRA and FSA employer contribution must be used for it to be tax
deductible—only the “reimbursements” are tax deductible. Anything not used goes back to the
employer as taxable income. Employee FSA/HSA contributions are not subject to federal income
tax, Medicare tax or FICA/FUTA.

The next step is to understand what the employee can do with each account. All three arrangements
set up accounts the employee can use to pay for qualified medical expenses on a tax-free basis,
found in IRS Code Section 213(d). If the specific expense is not listed, IRS publication 502 states,
“medical expenses must be primarily to alleviate or prevent a physical or mental defect or illness.”
A few examples include dental treatment (non-cosmetic), braces, copays for doctor visits, first-aid
kits, contact lenses, eye exams and the list continues.

Each of the three arrangements do have rules with regards to how much an employee (or
employer) can contribute annually. The chart below highlights this information as well as a few
other key differences that can help an employer decide which plan to offer.

Account Features

HSA

Legal Authority

Medicare Prescription Drug,
IRS Section 105
Improvement & Modernization
Act of 2003 & guidance from IRS

2017 Annual Contribution $3,400 individual / $6,750
Limits
family

HRA

No statutory limits; limits can be
set by the employer

FSA

IRS Section 125

$2,600 – health care (per employer);
employer can match for a total of $5,200
$5,000 – dependent care

Funds carried over to next Yes
year?

At Employer’s Discretion

Employer can choose to allow $500 to roll
over

Debit card available for
eligible medical expenses







This chart is not enough to conclude which arrangement is right for your company. I recommend
strategizing with a benefits consultant to analyze potential cost savings for your company. Here are
a few bits of wisdom I want to leave you with:

•

•
•
•

•

While HSAs make sense for some people, it is not for all employers. I have seen the greatest
success with mid-to-higher-wage earners when the employer chooses to fund a portion of the
high deductible. There is always a learning curve to consider, and it may take an employee a few
years to get the hang of their new HSA plan.
Employers in Southern California typically have HMO plans, which are generally less expensive
than a high deductible health PPO plan in the region.
Employers that have a significant population outside of Southern California are likely to see cost
savings when switching from a traditional PPO plan to an HSA or HRA.
FSAs often are a win-win for the employer and employee. The employer saves on FICA taxes
when an employee defers their salary into an FSA—and the employee does, too. These plans
need to pass discrimination testing to ensure they don’t inadvertently favor the highly comped
so testing is key.
FSA/HSA contributions by your employees are not subject to FICA taxes. This is advantageous
for employees; however, earned income is only included in determining social security benefits
when FICA taxes are paid. Avoiding FICA taxes can also reduce your social security benefits, but
the impact is unique to each person. If your employees are concerned, experts have suggested
an option might be for the employee to take a portion of the tax savings and increase your pretax retirement account contribution.

Would you like to learn more? Please contact Michelle Cammayo at Bolton & Company, one of the
nation’s largest employee-owned insurance consultancies.

Michelle Cammayo has more than a decade of Employee Benefits
experience specializing in all lines of health and welfare benefits, including
Medical, Dental, Vision, Basic and Voluntary Life, Short and Long-Term
Disability and Employee Assistance Programs. Her primary roles and
responsibilities include carrier negotiations, strategic oversight, and
educating HR staff and employees with regards to employee benefit
packages and/or solutions.

With an established track record of providing solutions to clients' unique
challenges, Michelle leads with a forward-thinking philosophy and
proactive approach to all areas of benefit program management. She has driven the process on
Wellness Initiatives, Health Fairs, Employee Benefit Communication Campaigns and Technology
Solutions for a number of our clients, and has implemented and serviced alternative funding
contracts, including level funding, graded preferred funding, self-funding with stop loss, minimum
premium contracts and participating contracts. She also has extensive, hands-on experience with
several HRIS systems.

