Health Care Spending Accounts

A health care spending account can
be used with your plan to pay for
health care expenses. You own and
control any money deposited into
your account, and it’s tax-free.

Eligible expenses

Eligible expenses are amounts incurred for the diagnosis, cure,
mitigation, treatment, or prevention of a disease or for the
purpose of affecting any body structure or function. As long as all
Internal Revenue Service (IRS) provisions are met, eligible health
care expenses can include:
• Charges applied to your health plan’s deductible, copayments,
or coinsurance;
• Charges exceeding plan limitations (e.g., visit maximums,
frequency limits, lifetime limitations); and
• Some services not covered by your health plan (e.g., hearing
aids, radial keratotomy, medical supplies).

Eligible claimants

You are able to make a claim for yourself and individuals who
meet the IRS definition of a dependent, including:
• Your dependent children,
• Your spouse, and
• Your dependent who is physically or mentally incapable
of caring for himself/herself.

Maximum election

Your annual maximum contribution is limited to the amount your
employer sets. You are free to elect any contribution amount up to
that maximum, and your entire annual elected amount is available
on the first day of the plan year. The annual maximum contribution
for your employer’s plan is regulated by the IRS. Your plan may have
a contribution limit that is lower than the current IRS regulations
allow, but will never exceed the legal maximum.

Effect on your
annual income

Your Federal Income Tax, Social Security, and Medicare Tax
withholdings will be reduced. Since your federal taxable income
will be reduced by the amount of your contributions, you will
take home more of your pay. Your own tax savings may vary;
consult your financial or tax consultant.

Example of the effect of a health care spending account on your annual income
Two single employees have the same salary. One employee elects to direct $1,000 into
their health care spending account.

Employee 1 enrolled in a health care spending account
and reduced their taxable income by estimated health
care costs of $1,000.

Employee 2 waived their participation in a
health care spending account and is taxed on their
entire income.

Employee W-2 income

$35,000

Employee W-2 income

Pre-tax health care election of $38.46 per
pay (26 pays per year)

-$1,000

Pre-tax health care election

Adjusted Employee W-2 income

$34,000

Adjusted Employee W-2 income

$35,000

Federal Tax on $34,000

-$6,453

Federal Tax on $35,000

-$6,766

Social Security and Medicare Tax
withholding on $34,000

-$2,601

Social Security and Medicare Tax
withholding on $35,000

-$2,678

Post-tax benefit contribution

-$1,000

Post-tax benefit contribution

$0

$35,000
$0

Take-home pay after contributions
and withholdings

$24,946

Take-home pay after
contributions and withholdings

$24,556

Increase in take-home pay after
contributions and withholdings

$390

Increase in take-home pay after
contributions and withholdings

$0

Examples are hypothetical and do not reflect state, city or local taxes. Estimated Federal Tax based on semi-monthly payroll with 1 withholding
allowance. Assumes 7.65% for Social Security and Medicare Tax withholding.

Claims reimbursement process
Once you have incurred an eligible health care
expense, simply complete the claim form, attach
the receipt for services and a copy of your plan’s
Explanation of Benefits (EOB) if applicable, and
submit to HealthNow Administrative Services
(HNAS). Payments for covered expenses are
mailed to your home. Claims can be submitted
at any time, but must be received by your plan’s
annual submission deadline. Claim forms are
available from your plan administrator.

!

Claims can be submitted
at any time, but must be
received by your plan’s
annual submission deadline.

Examples of eligible expenses: In addition to expenses not reimbursed by your health coverage,
the following items are examples of commonly incurred expenses. There are limits on the eligibility
of some expenses. Expenses must be validated and meet IRS requirements for reimbursement.
The IRS is the final determiner of eligible dependents and expenses.

Reimbursable expenses
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Abortion
Acupuncture
Alcoholism/drug
addiction treatment
Ambulance
Artificial limb
Artificial teeth
Breast reconstruction surgery
Birth control pills
Braille books and magazines
Capital expenses
Chiropractic treatment
Christian science
practitioner
Crutches
Dental treatment
Diagnostic devices
Eyeglasses, contact lenses
Eye surgery
Fertility enhancement
Guide dog or other
guide animal
Hearing aids

•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Home care
Hospital services
Laboratory/X-ray fees
Lead-based paint removal
Medical supplies
Nursing home
Nursing services
Organ transplant and
donor expenses
Oxygen
Prescription drugs
Prosthesis
Psychoanalysis and
psychiatriccare
Special education
Special home for the
mentally challenged
Sterilization
Stop-smoking programs
Vasectomy
Weight-loss program
prescribed by a physician for a
covered illness

Non-reimbursable expenses
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Babysitting, child care, and nursing
services for a normal, healthy baby
Controlled substances
Cosmetic surgery
Dancing lessons
Diaper service
Electrolysis or hair removal
Funeral expenses
Future medical care
Hair transplant
Health club dues
Household help
Insurance premiums
Loss of earnings
Maternity clothes
Medicines and drugs from other countries
Over the counter medicine*
Personal use items
Swimming lessons
Teeth whitening
Veterinary fees
Weight-loss program not prescribed by
a physician for a covered illness

*Effective Jan. 1, 2011, over-the-counter medications are no longer an eligible expense under a health care reimbursement account unless
accompanied by a prescription from a physician. Medical supplies continue to be eligible as long as the supply is used for medical care
that is for the diagnosis, cure, mitigation, treatment, or prevention of disease, or for the purpose of affecting any structure or function
of the body. Some over-the-counter expenses must be recommended by a physician in order to qualify for reimbursement. Examples of
commonly used items are listed below:

Reimbursable expenses
•
•
•
•
•
•
•
•
•

Adult diapers
Arch supports
Bandages
Band-aids
Breast pump
Contact lens solution
Glucometer
Medical gloves
Thermometers

Non-reimbursable expenses
•
•
•
•
•
•
•

Dietary supplements
Food replacement
Hair growth or removal products
Hygiene products
Lip gloss
Toothbrush, floss
Vitamins for general health

Important information

A health care spending account offers a unique
opportunity to reduce your taxable income; therefore,
the IRS places some important limits on its use. Please
be aware of the following before you make your
benefit election:
• Use it or lose it. Calculate your payments carefully.
Money left in your account at the close of the plan
year submission period will be lost. Some plans may
include a provision allowing a carryover of up to $500
from one plan year to the next. With these plans, any
money in excess of $500 will be forfeited at the close
of the submission period.
• Elections can be changed. Your election can be
changed during the annual open enrollment period. If
permitted by your employer plan, you may also change
your election if you experience an approved change
in family status. A change in family status is defined as
marriage or divorce, death of a spouse or dependent,
birth or adoption of a dependent, or termination of
your employment or your spouse’s employment.
• Elections may reduce your Social Security benefit.
Your contributions are not subject to Social
Security withholding, therefore your Social Security
contribution is lower. This reduction in taxable income
may result in a reduced Social Security benefit.
• Your election may have tax implications later. If you
are reimbursed for an expense under your health care
spending account, it cannot be claimed as an income
tax deduction.

Election worksheet
Now that you have decided to participate in this plan, the following chart may help you
calculate your estimated expenses for the coming year based on the current year’s expenditures
and anticipated changes.
Expenses for
current year

Types of qualified expenses

Estimated expenses
for coming year

1

Plan deductibles, coinsurance, and copays

$

per year

$

per year

2

Charges in excess of plan maximums
(e.g. chiropractic, preventive care, psychotherapy)

$

per year

$

per year

3

Vision expenses

$

per year

$

per year

4

Dental expenses

$

per year

$

per year

5

Hearing services and hearing aids

$

per year

$

per year

6

Medical expenses not covered by the benefit
plan but a qualified expense under Code
Section 125

$

per year

$

per year

7

Qualified medical supplies

$

per year

$

per year

8

Add rows 1 through 7 for your total withholding
for the plan year

$

per year

$

per year

9

Based on your calculations, estimate your annual
withholding amount for the coming year

$

10

Divide row 9 by the number of pay periods in
the year for your health care spending account
election amount per pay period

$

After you have calculated your election for the health care spending account, transfer your election amount to the Compensation Reduction
Agreement. Please remember to sign and date the form.

If you have questions about your health care spending account, contact your plan
administrator or call HealthNow Administrative Services at 1-800-518-8332.
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