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As I wrote in my recent book, Priceless: Curing the Healthcare Crisis, there is something rather simple 

the federal government could do that would have enormous impact in controlling healthcare costs: 

Allow deposits to FSAs to roll over at year end and grow tax-free. [1]  

Here’s the backstory. Like HSAs and HRAs, Flexible Spending Accounts are set up by employers. But 

unlike those use-it-or-save-it accounts, FSA accounts are use-it-or-lose-it. Any account balance left at 

year end (or after an extra two and a half-month grace period) is forfeited. 

Employers are allowed to make deposits to FSAs, and there is no limit to how much they can deposit, 

but few take advantage of this opportunity. Because of the use-it-or-lose-it feature, these plans are 

additions to, rather than integrated parts of, employer health plans. Because the deposits are tax-free, 

they almost certainly add to healthcare spending, as they are currently structured. They encourage 

employees to purchase designer eyeglasses with pre-tax dollars, for example, rather than purchase other 

goods and services with after- tax dollars. At year’s end, employees will view almost any kind of 

permissible spending as preferable to forfeiting the money left in the account. 

Why are these accounts use-it-or-lose-it? Apparently this feature is the result of a Treasury Department 

ruling, not the result of any act of Congress. So I believe the Treasury could undo this unfortunate rule 

without any new legislation. 

What if these accounts could roll over and grow tax-free? Then employers and their employees would 

have a vehicle much better than any option currently available to them to control healthcare spending: 

• FSAs could be combined with high deductibles, allowing employees to directly control, say, the first 

$2,500 of spending without all of the pointless restrictions that hamper the usefulness of HSAs. 

• FSAs could be created to allow employees control of whole areas of spending, say, all preventive care 

and all diagnostic tests—services for which individual discretion is both possible and desirable.[2] 

• FSAs could be created for the chronically ill[3]—allowing, say, diabetics or asthmatics to manage their 

own healthcare dollars, much as home-bound, disabled Medicaid patients manage their own budgets in 

the Cash and Counseling Programs.[4] 

• FSAs could be combined with value-based purchasing insurance plans[5]—where the insurer pays 

only for certain drugs, doctors, and hospitals but allows patients to add money out-of-pocket and make 
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other choices—thus allowing the development of a real market for more expensive healthcare 

services.[6] 

Currently, about 25 million people have an HSA or HRA account (roughly evenly split), and another 35 

million people have FSAs. That means that over half the people with a health account have an incentive 

to spend rather than to save. If FSAs could roll over and become use-it-or-save-it accounts: 

• There would be a huge immediate impact on the incentives of the 35 million current account holders if 

they could save for more valuable future healthcare spending. 

• Employers across the country would consider integrating these accounts into their health plans, making 

employer contributions to them, and experimenting with some of the new health plan designs described 

here. 

• Many of the companies that currently have HSA or HRA plans might discover the FSA approach 

better for controlling costs. 
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