Case Study—Health Insurance
It’s no surprise that clients today are confused about their health savings options—the wide variety of health savings vehicles that are available, coupled with the evolution of the health care marketplace in general under the Affordable Care Act (ACA), make this planning area complex for even the most financially sophisticated clients.
Your client, Daniel, is an unmarried taxpayer who is evaluating his health care options in light of the new high deductible health plan (HDHP) that he enrolled in during the recent ACA open enrollment period.  He currently participates in a health flexible spending arrangement (FSA), but, because this is the first time he has been enrolled in a HDHP, he thinks he may now be eligible to participate in a health savings account (HSA).  However, Daniel is confused as to how participation in an HSA will impact his FSA (and vice versa) and has also heard that his employer may be implementing a new carryover provision that will affect his FSA funds.  In light of all of the recent changes under the ACA, he comes to you for advice in maximizing the tax benefits that can be achieved through his healthcare planning.  How do you advise?    
Expert Analysis Using Tax Facts Online
The advent of the Affordable Care Act has made the maze of HDHPs, HSAs, HRAs and FSAs more complicated than ever to navigate—especially because of the fact that more taxpayers have recently obtained coverage under HDHPs and, thus, have become eligible to participate in HSAs perhaps for the first time.  Contrary to some clients’ beliefs, participating in certain types of health savings plans can actually prohibit a taxpayer from participating in other types of plans—so proper advice can be critical to maximizing the tax benefits for any given client.

Both Tax Facts Online and recently issued IRS guidance can help clients in this complex planning area.  Tax Facts Online Question outlines the basic HSA contribution rules, and tells us that Daniel is eligible to contribute up to $3,300 tax-free dollars for 2014 (the amount would increase to $6,500 if he maintained family health coverage) to an HSA.  Question 3514 discusses the FSA contribution limit, which is capped at $2,500 per year.  Both types of accounts provide for tax-free distributions in order to pay for qualified medical expenses.
However, as Tax Facts Question 352 and new guidance issued by the IRS explain, taxpayers who participate in general purpose FSAs, which are structured to reimburse any of the taxpayer’s qualified medical expenses, are ineligible to also contribute to HSAs because participation in the FSA constitutes “other coverage” that is prohibited by the rules applicable to HSAs (see below).  This may become confusing because of the new rule permitting $500 of unused FSA funds to be carried over for use in the following tax year—HSA ineligibility continues even if the individual only participates in the FSA during the tax year because of a permitted carryover from the prior year.

In order to be eligible to contribute to an HSA, a taxpayer must be covered by a HDHP, but can also have certain other types of permitted insurance and coverage, including preventative care coverage, but not what is deemed “other coverage.”  For example, a taxpayer is not eligible to contribute to an HSA if he or she is also covered under a health plan that is not an HDHP, but that provides coverage for any benefit covered under the HDHP.  Daniel’s general purpose FSA, which reimburses him for all qualified medical expenses, falls within this prohibition.

This is the result even if he only participates in the FSA for the year because of a carryover of FSA funds from the preceding tax year.  The ineligibility for HSA contributions continues throughout the entire tax year, even if the carried over amounts are exhausted early in the year.

Despite this, Daniel may still be eligible to participate in both an HSA and an FSA if he has access to an FSA that is not a general purpose FSA—if he can elect to have unused FSA funds carried over into an HSA-compatible FSA (which is either a limited purpose FSA that covers only specific medical expenses, a post-deductible FSA or a combination of the two), he will also be eligible to contribute to an HSA for the year.

As a result of the contribution limits discussed above, if Daniel is only eligible to participate in a general purpose FSA, he may be best advised to contribute to an HSA instead because of the higher limits applicable to HSAs.  However, if he has access to a limited purpose FSA, since he is covered by a HDHP, he may be eligible to contribute to both types of account once the plan year for his general purpose FSA has ended and he has exhausted all remaining funds.
Thumbs up/Thumbs down

What are your thoughts on:

1. The impact of the expiration of the R&D credit on corporate earnings?
a. Bloink: Corporations that invest heavily in R&D are unfortunately still left wondering whether this tax credit will be reinstated for 2014, and it’s difficult for these companies to grow if they can’t be sure how much of their budget must be earmarked for taxes.  While the uncertainty surrounding this credit cannot take the full blame for lower than expected growth in Q1 earnings, what is certain is that allowing this credit to expire hasn’t helped.   THUMBS DOWN
b. Byrnes: Allowing the availability of these extender provisions to remain up in the air creates a burden for corporations and individuals alike.  Corporations have been faced with a choice between suspending R&D activities (and cutting the jobs that R&D supports) and slashing some other program in order to make up the difference in their tax bill if the credit isn’t extended.  It’s a guessing game that will almost always result in lost jobs, and that’s no way for a corporation to generate reliable earnings. THUMBS DOWN
2. A proposal to prohibit retroactive imposition of employment taxes based on guidance from the IRS that clarifies an individual’s employment status?
a. Bloink: It seems like this proposal will remove the “punishment” for wrongly classifying workers that the retroactive imposition of employment taxes accomplishes.  The basic rules for establishing employment classification have been around for years, and if there’s no incentive for employers to comply with these rules, it seems like worker misclassification could become much more widespread.  THUMBS UP
b. Byrnes: The ACA rules have brought worker classification into the spotlight and the line between an employee and independent contractor is fine—the inquiry is so fact intensive that many genuinely do not know that they’ve crossed the line.  This proposal would give employers an incentive to actually get it right, removing the possibility that they could be liable for years’ worth of back taxes. THUMBS UP
3. The recent IRS announcement that 2014 and 2015 will be a period of “no action” transitioning for purposes of enforcing FATCA?
a. Bloink: A transition period is completely necessary for a regime as complicated and far-reaching as FATCA.  Full enactment of the rules has already been delayed several times, and at this point, it’s likely to be most effective if the rules are put into place—as long as the IRS actually issues constructive guidance during the transition period. THUMBS UP
b. Byrnes: I agree with Professor Bloink on this one.  FATCA has met many roadblocks along the way and it’s time for the rules to finally become effective.  However, once compliance begins, additional complications are bound to arise, and a transition period presents the perfect opportunity for resolving these issues without negative repercussions for institutions and individuals who are genuinely trying to comply. THUMBS UP
