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Changes In Tax-Favored Health Plans
 
A few weeks ago, I reminded small business owners about Health Savings Accounts (HSAs).  These 
are one of several health plans that have some tax-favored benefits. Other plans include the flexible 
spending arrangements (FSAs), health reimbursement arrangements (HRAs), and Archer Medical 
Savings Accounts (MSAs).  These can provide benefits to the employer and employee usually resulting 
in less costly premiums and allowing certain tax advantages for qualified expenditures.  Health Reform 
will create some changes to these plans.  
 
As is often the case, a small business owner must be constantly aware of changes that are made in these 
types of programs.  On September 3rd the IRS Issued some key changes about which employers that 
provide the plans and employees that participate should be aware.  Specifically, the IRS guidance 
announcement reflects statutory changes regarding the use of these plans to pay for over-the-counter 
medicines and drugs. 
 
The Affordable Care Act, enacted in March, established a new uniform standard that, effective Jan. 1, 
2011, applies to HSAs, FSAs, HRAs and MSAs. Under the new standard, the cost of an over-the-
counter medicine or drug cannot be reimbursed from the account unless a prescription is obtained. 
According to available information at this time, the change does not affect insulin, even if purchased 
without a prescription, or other health care expenses such as medical devices, eye glasses, contact 
lenses, co-pays and deductibles. The new standard applies only to purchases made on or after Jan. 1, 
2011, so claims for medicines or drugs purchased without a prescription in 2010 can still be reimbursed 
in 2011, if allowed by the employer’s plan. 
 
Employers and employees should take these changes into account as they make health benefit decisions 
for 2011. 
 
Because this change is very recent, you may not be able to find information on this change yet, but for 
details on current rules, see IRS Publication 969, Health Savings Accounts and Other Tax-Favored 
Health Plans.  Updates on this and other health care reform provisions can be found on the Affordable 
Care Act page on IRS.gov.  IRS notice 2010-59 and Revenue Ruling 2010-23, posted on Sept 3, further 
explains this change.   Your health care professional will be able to provide specifics from their 
insurance company carrier.  I suggest that you request the company’s suggested wording in announcing 
this change to your employees as well as how to make the necessary changes in your plan documents 



effective next January 1st. 
 
Another change (this one not related to the IRS) is that one of the provisions of the Patient Protection 
and Affordable Care Act, otherwise known as the federal health care reform bill, is the provision that 
requires most plans to cover preventive care services at no cost to the covered individual.  Ask your 
health insurance professional about how your policy may change how it handles preventive care. 
 
To learn more about employee benefits for your small business, contact America’s free and confidential 
source of small business mentoring and coaching. Also, watch for the SCORE series of workshops 
through Rochester Community Education starting the end of this month.  Go to www.score-
rochester.org.
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