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The Affordable Care Act places a $2,500 limit (indexed for inflation) on salary reduction contributions to health 
flexible spending arrangements (health FSAs). Recently issued guidance provides relief to sponsors about the 
effective date of this requirement and clarifies issues relating to its implementation. 

EFFECTIVE DATE 

The effective date of the $2,500 limit on health FSA salary reduction contribution will be the plan year 
beginning after December 31, 2012. For health FSAs that are based on the calendar year, the effective date of 
the $2,500 cap remains January 1, 2013. However, for off-calendar year plans, the $2,500 cap will be effective as 
of the first day of the plan year beginning in 2013. 

Previously, we recommended a 2012 effective date for off-calendar year plans to allow sponsors to avoid the 
administrative burden of implementing the $2,500 cap mid-year. Based on this guidance, we now recommend 
that current contribution caps remain in place until the first day of the plan year beginning in 2013. Plan years 
may not be amended from a calendar year to a fiscal year to delay implementation of the cap. 

APPLICATION ON AN EMPLOYEE-BY-EMPLOYEE BASIS 

$2,500 is the maximum salary reduction contribution each employee may make for a plan year beginning in 
2013, regardless of the number of individuals whose medical expenses are reimbursable under the employee’s 
health FSA. However, if each of two spouses is eligible to elect salary reduction contributions to a health FSA, 
then each spouse may elect to make salary reduction contributions of up to $2,500, even if both participate in 
the same health FSA sponsored by the same employer. Likewise, if an individual is employed by two separate 
and unrelated employers, that individual may elect a $2,500 salary reduction contribution for the health FSA of 
both employers. 

HEALTH FSA GRACE PERIOD 

Health FSAs have a run-out period that allows claims incurred in a plan year to be submitted for reimbursement 
for a period of time following the close of the plan year. Some health FSAs also have a grace period that allows 
reimbursements for claims incurred during a two and one half month period following the close of the plan 
year. Plans that have a grace period will not have to count amounts remaining in a health FSA account carried 
over from the prior year into the grace period. 

Example: An employer offers a calendar year cafeteria plan including a health FSA with a grace period of 
two month and 15 days. Effective for the 2012 plan year, the written plan provides that 
employee salary reduction contributions for the health FSA are limited to $5,000. Effective for 
the 2013 plan year, employee salary reduction contributions to the health FSA are limited to 
$2,500 (as indexed for inflation). Some employees have unused amounts from their 2012 
health FSA salary reduction contributions that remain available for claims incurred during the 
grace period in the first two months and 15 days of 2013. 
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Result: The availability during the grace period of amounts attributable to 2012 health FSA salary 
reduction contributions does not cause the employer’s cafeteria plan to fail to satisfy the 
$2,500 limit. 

WRITTEN PLAN AMENDMENT 

The cafeteria plan regulations require a written plan amendment for implementation of the salary contribution 
cap and prohibit retroactive amendments. However, relief has been granted that allows for a later written plan 
amendment, a retroactive amendment making this change, provided that the amendment is adopted on or 
before December 31, 2014 and the plan is operated with the $2,500 salary cap for plan years beginning in 2013.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Keenan & Associates is not a law firm and no opinion, suggestion, or recommendation of the firm or its employees shall constitute 
legal advice. Clients are advised to consult with their own attorney for a determination of their legal rights, responsibilities and 
liabilities, including the interpretation of any statute or regulation, or its application to the clients’ business activities. 


