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. DEPARTMENT OF THE TREASURY
x ' WASHINGTON, D.c.
December 23, 2004

*AEERETARY OF THE TREXSURY, '
* The Honorable Charles E. Grassley
e, Um‘ted States Scnaie
T Washington, DC 20510

" DearChairman Grassley:

Thankyoufo:yeurletterofAngustzs 2004, in which you request that the' Treasury
Dq:arhnent examine ifs authortty to.modify the “use it or lose it” rule for health ﬂm"ble
spending arrangements (FSAs) in cafeterja plans under-section 125 of the InternaliReverug,

" Code. This “use it or lose it” rule is contained in :eglﬂatlons issued bythaTreasmy Dcpamnmt
‘and the Frternsl Revenue Service in'1984. :

Under the “use it orJose it” rule, salary reduction am:mnixmadc»to find an BSA. which are -
“not used to reimburse expenses in the plan year are forfeited at: yearendandmaynotbe carried
. - forward fo- rejmbuse expenses in later years. The “use it or lose it” rule was nnpose& in order to
 fulfill the Congressional mandate that cafeteria plans not provide for the deforral
compensation. The regulations interpret that requirement as prohibmngpam {rom
caiTying over: mmnsed ‘benefits or contributions from one plan year to another. it

'+ Some haye maintained that Treasury and the IRS shuuldpropose_aewmgﬂ;tmnsthat
. cither eliminate the “use.i-or lese it” fule or modify the Tulg.so that only amuum.sp: & flexible
_ spcndmg account in excess of $500 would be. subject. o the rulo. Absent Cangress‘mml action,.
Treasury believes we do not have sufficient Tegal mﬂhnntyto adm:mstranveiy hatge this
: iongstandmg rule. Congress has addressed cafeteria plans once since, fhe Tule waspre mulgated
- dnthe DEﬁm:t Reduction Act.of 1984. In'that Act, Congressprovided 2 special tradisifion rile
*with! respect to the *“use it or iuaelf’ mule. By addressing the application of the, “nse it or lose it
ule”on odly,ammeml basis, Corgress has elfectively ratified the. reglﬂaum bpphcanon of
&nsmle mFSMmamtmncd afterthe tra.nmhana’lrahe;fcnﬂei

y Tr,aaamyhgs\also conclnded that elmn,atwn of the *“nse.it or lose it™ mie mllimpact other

- important heglth care:prorifies of the, Congress and thi§ Administration. Treasury|ecouonists
‘havocstimpted that there may’be dreduction of up to 10percent of the mumyber of | hehlih savings
accolmps {HSAS) established :fthe “use it or Tose i rui&wehnnnarad_ HSAs alsdfarp. used for

; dndlwduﬂs 40 pay; formedmsl ‘expenses in a fax advanlageﬁ TOAnmer and mmsed aIﬂbUJJIS in an
HSA it one year-can bensed msqbsequmt years: HoWevcr amounts cagmot bejcd "‘huhd to

- an HSA unless.the HSA owner m,PMmpanng Try.al hxglmde;.‘incubie hed]thplan, dnfimportant

. ‘policy guai :which, combined withthe financial mcentives of the HSA, wilk: hfﬂp duce qve:aﬂ
‘healfti care spending, There isno such requircmient fon;q high deductible health plii for those
who hma.nIFSA Cunseqnanlly wehave concerns thai: ailn\vmg mﬂovcrs of FE & amopmis by

I
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yearbefore amuun:ts am_forfartcd, Iwﬂl keapybu andyou: staﬁmformed ofpmpmgres&mth:s .
M‘f f[hank you far shmmg your thoughts onx this. important health policy issue: i lpok
mra::d fo Working wift you to develop a solution, that meets our mutiial policy o jeetives.
Sincerely,
' Joha W. Snnw'-
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