FSA & HSA

Frequently Asked Questions:
The City of Boulder’s
$1,500/$3,000 Deductible Plan with HSA

What is the difference between a Healthcare Flexible Spending Account (FSA) and a Health Savings
Account (HSA)?
— You may only have an HSA when you are enrolled in a qualified high deductible health plan. The
City’s $1,500/$3,000 Deductible Plan is deemed by the IRS to be paired with an HSA.
— An HSA offers many advantages not offered by a Healthcare FSA:
+ HSA balances roll over indefinitely, even if you leave the plan or the City, while Healthcare
FSA funds are “use it or lose it”.
«  HSAs have higher annual contribution maximums ($3,250 single/$6,450 family) than
Healthcare FSAs ($2,500), which offers you greater tax savings.
= Once you reach 55, you can also make a catch-up contribution of $1,000 to an
HSA in addition to the regular maximum.
+ HSAs are Health Savings Accounts where funds can be invested and grow interest tax-
free to build savings for your future medical or retirement expenses, while Healthcare
Flexible Spending Accounts are temporary vehicles for tax-advantaged spending during a
particular tax year.

How are these two accounts similar?

— Both accounts’ funds can be used for qualified health expenses of you and your qualified
dependents, including medical, dental, prescription, and vision expenses, as listed in IRS
Publication 502 http://www.irs.gov/pub/irs-pdf/p502.pdf

— You are not permitted to use funds in an FSA for non-qualified expenses.

« Under an HSA, if you choose to use your funds for a non-qualified expense, the amount
will be subject to income tax and a 20% penalty.

— Both accounts reduce your taxable income by your election for the year.

— For PERA-eligible employees, only an FSA reduces your pensionable wages.

| just enrolled in the $1,500/$3,000 Deductible Plan. What happens to my Healthcare FSA?

— Your Healthcare FSA is considered “non-qualified coverage,” which makes you ineligible to
contribute to an HSA while you are covered by your Healthcare FSA. If you still have funds in your
Healthcare FSA during the grace period (January 1 — March 15), you will not be able to contribute
to an HSA or receive the City’s contribution.

— You can contribute to an HSA after the grace period ends (April 1, since HSA eligibility is
determined on a monthly basis).

You can NOT have any funds in your Health Care FSA
if you want to begin HSA contributions.
You must spend down your entire FSA balance to $0.00
before the City will begin contributions to your HSA.



http://www.irs.gov/pub/irs-pdf/p502.pdf

= | just enrolled in the $500 Deductible Plan. What happens to my HSA?

— You are allowed to hold two active pre-tax accounts.

— You cannot contribute to two active pre-tax accounts.

— In this circumstance, you can only contribute to an FSA because the $500 plan (and $1,000 plan) is
not qualified to be paired with HSA contributions.

— You may use your FSA for qualified expenses this year and hold on to the HSA balance, or use the
HSA balance as well.

— We recommend using FSA dollars first, since those amounts will not rollover after the grace period.
HSA balances always roll over.

= If | have single coverage on the $1,500/$3,000 plan and the HSA, can my wife, who has non-HSA
coverage through her employer, have an FSA?

—  If the employee (husband) enrolls in an HDHP, he can contribute to an HSA. But he is only eligible
to make HSA contributions if he has no other coverage except for that HDHP.

— If the employee's wife enrolls in a general purpose FSA through her employer, that FSA is then
available for reimbursing the medical expenses of the wife and her dependents, including the
employee (husband) in the HDHP.

— So when the wife enrolls in the general purpose FSA, the employee (husband) becomes covered
under other health coverage besides the HDHP and therefore becomes ineligible to contribute to
an HSA.

— The wife could be in an FSA if it were limited purpose. If her employer does not have this option
she will not be able to enroll in the FSA, if the employee (husband) wants to contribute to an HSA.

=  What happens to my Dependent Care FSA if | open an HSA?
— Nothing! You may have an HSA and a Dependent Care FSA, since that account is used for
different types of expenses.

= The FSA no longer allows me to get over-the-counter (OTC) medicines without a prescription; is this the
same or different under the HSA?
— The requirements for OTC medicines are the same for the HSA as it is for the FSA. You will still
need to call your physician for a prescription for things like cold, allergy, and pain medicines that
are over-the-counter. (Insulin is the only exception.)
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