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January 8, 2004   FSAs, HSAs separate but equal

Benefits market big enough to include both HSAs, FSAs

The health savings accounts (HSAs) created in the new

Medicare reform legislation have been garnering all

the benefits buzz in recent weeks, but employers and

employees need not worry about flexible spending

accounts (FSAs) fading in popularity, as the benefits

market can easily accommodate both, one benefit expert

assures. 

No doubt, HSAs have several advantages FSAs do not,

points out Robert Patricelli, founder and CEO of Avon,

Conn.-based Evolution Benefits. Although both vehicles

allow employees to contribute pretax dollars, HSA

funds may be rolled over from year to year, unlike FSA

funds, which are still bound by the use-it-or-lose-it

rule. Further, HSA rollover funds can earn interest,

and are portable for job-changing employees. 

Although HSAs are the exciting new addition to

benefits, Patricelli is confident FSAs still have

staying power. “In the near term, it’s unlikely HSAs

will replace FSAs,” he says, “since most employees

don’t yet have high-deductible health plans, a

prerequisite for an HSA. And unlike FSAs, all HSA

funds are not fully available at the beginning of the

plan year; they are only available as they are

deposited.” 

Among other merits of FSAs are their administrative

ease, familiarity and among employers and employees,

and recent IRS guidance that allows FSA funds to

purchase over-the-counter medications. Further, says

Patricelli, “if Congress repeals the use-it-or-lose-it

rule, FSAs will become even more attractive than they

are now.” He acknowledges, though, that HSAs should be

successful among small employers seeking a low-cost

option to providing health benefits, and that they’ll

grow in popularity with larger employers as

consumer-driven health plans become more common. 

