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Presentation Notes
This module explains the various programs designed to give individuals tax advantages to offset health care costs, and how these programs impact people with Medicare. This session should help you to
Define what a tax-favored health account is
Distinguish health costs that would be accepted as “qualified medical expenses”
Identify the different types of tax-favored health account programs
Associate how Medicare eligibility and enrollment affects these accounts
Recognize when to enroll in Medicare or when delaying Medicare enrollment might be more beneficial  
Recall where to locate resources for more information 
This training module was developed and approved by the Centers for Medicare & Medicaid Services (CMS), the federal agency that administers Medicare, Medicaid, the Children’s Health Insurance Program (CHIP), and the Federally-facilitated Health Insurance Marketplace. 
The Internal Revenue Service is the federal agency that is responsible for the collection and enforcement of taxes. Visit IRS.gov for official information concerning tax law and regulations. 



Regulation of Tax-Favored Health Accounts 

§ Regulated by the Internal Revenue Service (IRS) 
• Medicare Medical Savings Accounts are the only 

exception 
q Medicare has oversight 

 

§ “Qualified medical expenses”—Types of medical 
costs eligible to be covered by funds in these 
accounts 
• Defined and regulated by the IRS 
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Tax-Favored health accounts are regulated by the Internal Revenue Service (IRS), except for Medicare Medical Savings Accounts (MSAs). Medicare works with private insurance companies to offer you ways to get your health care coverage. These companies can choose to offer a consumer-directed Medicare Advantage Plan, called a Medicare MSA Plan. These plans are similar to Health Savings Accounts available outside of Medicare. Medicare has oversight of the health plan offerings, and directly and exclusively funds the MSA that is connected to the health plan enrollment. 
The IRS also defines and regulates the types of medical costs that are eligible to be covered by funds in these accounts which are called “qualified medical expenses.” 




Qualified Medical Expenses 

§ Defined by the Internal Revenue Service (IRS) 
• Costs of diagnosis, cure, mitigation, treatment, or 

prevention of disease, and the costs for treatments 
affecting any part or function of the body 

• Must be primarily to alleviate or prevent a physical or 
mental defect or illness 

§ Qualified medical expenses are those specified in 
the plan that would generally qualify for the 
medical and dental expenses deduction  

 
*See IRS Publication 502  
https://www.irs.gov/pub/irs-pdf/p502.pdf  
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The Internal Revenue Service defines qualified medical expenses as the costs of diagnosis, cure, mitigation, treatment, or prevention of disease, and the costs for treatments affecting any part or function of the body. These expenses include payments for legal medical services rendered by doctors, surgeons, dentists, and other medical practitioners. They include the costs of equipment, supplies, and diagnostic devices needed for these purposes. Medical care expenses must be primarily to alleviate or prevent a physical or mental defect or illness. They don’t include expenses that are merely beneficial to general health, such as vitamins or a vacation. Medical expenses include the premiums you pay for insurance that covers the expenses of medical care, and the amounts you pay for transportation to get medical care. Medical expenses also include amounts paid for qualified long-term care services and limited amounts paid for any qualified long-term care insurance contract.
NOTE: For more information about eligible medical and dental expenses visit IRS.gov/pub/irs-pdf/p502.pdf.



https://www.irs.gov/pub/irs-pdf/p502.pdf


More Qualified Medical Expenses 

§ A medicine or drug is a qualified medical expense only 
if the medicine or drug 
• Requires a prescription 
• Is available without a prescription (an over-the-counter 

medicine or drug) and you get a prescription for it, or  
• Is insulin 

§ Generally non-prescription medicines (other than 
insulin) aren’t considered qualified medical expenses  

§ Qualified medical expenses are those incurred by the 
following persons 
• You and your spouse 
• All dependents you claim on your tax return 
q Any person you could’ve claimed as a dependent on your 

return (with some exceptions)  
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A medicine or drug will be a qualified medical expense only if the medicine or drug
Requires a prescription
Is available without a prescription (an over-the-counter medicine or drug) and you get a prescription for it, or 
Is insulin
Generally non-prescription medicines (other than insulin) aren’t considered qualified medical expenses
Qualified medical expenses are those incurred by the following persons.
You and your spouse
All dependents you claim on your tax return
Any person you could’ve claimed as a dependent on your tax return (with some exceptions)



 
Different Types of Tax-Favored  

Health Accounts 
 

§ Health Reimbursement Arrangement (HRA) 
§ Flexible Spending Arrangement (FSA) 
§ Health Savings Account (HSA) 

• Medical Savings Account (MSA) 
§ Medicare Medical Savings Account (MSA) 
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There are several types of tax-favored health savings accounts. They differ in how the accounts are set up, who can contribute funds to the account and when, how and when the funds can be used, and if the funds will be available or “roll” into the next year if not used in the current year. The following are the most common types of tax-favored saving account:
Health Reimbursement Arrangement (HRA), also known as “health reimbursement accounts” or “personal care accounts.”
Flexible Spending Arrangements (FSA), also known as “flexible spending accounts” or “cafeteria plans.”
Health Savings Accounts (HSA), also sometimes called a Medical Savings Account (MSA). The Internal Revenue Service (IRS) will also refer to these as Archer MSAs.
Medicare Medical Savings Account (MSA). The IRS calls these Medicare Advantage MSAs.




What Is a Health  
Reimbursement Arrangement (HRA)? 

§ HRA or a “health reimbursement account” or a 
“personal care account” 
• Reimburses employees for qualified medical expenses 
• Is a type of group health plan 
• Must be funded solely by an employer 
• Can be offered with other employer-provided health 

benefits, including Flexible Spending Arrangements 
• Subject to Medicare Secondary Payer reporting once 

Medicare eligible   
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A Health Reimbursement Arrangement (HRA) is commonly referred to as a “health reimbursement account” or “personal care account.”
It reimburses employees for qualified medical expenses. Employers are permitted to make some restrictions as to the types of medical expenses eligible for reimbursement, but most follow the IRS description of qualified medical expenses. 
It is considered to be a type of group health plan (GHP).
This kind of tax-favored health account must be funded solely by an employer.  
This type of arrangement can be offered with other employer-provided health benefits, including Flexible Spending Arrangements.
Once a person is Medicare eligible, the account is subject to Medicare Secondary Payer reporting. This means employers and other entities have mandatory reporting requirements with respect to Medicare beneficiaries who have coverage under GHP arrangements.




Benefits of a Health Reimbursement 
Arrangement (HRA) 

§ Contributions made by your employer can be 
excluded from your gross income  
§ Reimbursements are tax-free if used to pay for 

qualified medical expenses  
§ Any unused amounts in the HRA can be 

carried forward for reimbursements in later 
years  
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There are benefits of an Health Reimbursement Arrangement (HRA) that should be considered, such as
Contributions made by your employer can be excluded from your gross income 
Reimbursements are tax-free if you use them to pay qualified medical expenses  
Any unused amounts in the HRA can be carried forward for reimbursements in later years 




Medicare Considerations and  
Health Reimbursement Arrangements (HRAs) 
§ Employers may allow employees to access their HRA 

funds after retirement to pay for  
• Qualified medical expenses including 

Medicare premiums, deductibles, and cost-sharing 
Medigap (Medicare Supplement Insurance) policy 
premiums 

§ A person with Medicare may only withdraw funds 
• Employer can no longer contribute to the account  
§ Decide whether to enroll in Medicare or delay 

• May generally not opt-out of Medicare coverage if 
receiving Social Security retirement benefits  
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Employers may allow employees to access their Health Reimbursement Arrangement (HRA) funds after they retire and use those funds to pay for qualified medical expenses such as Medicare premiums, deductibles and cost-sharing. They may also use the funds to pay for Medigap (Medicare Supplement Insurance) policy premiums.
A person enrolled in Medicare may only withdraw funds from an HRA. Their employer can no longer contribute to the HRA, or the employer will have penalties. Because a person with Medicare isn’t permitted to continue to contribute funds to a previously established HRA, they must make a financial decision when deciding whether or not to accept Medicare Part A or Part B enrollment. If an individual is receiving adequate coverage through their employer’s HRA and doesn’t wish to retire, it may not benefit that person to accept either Medicare Part A or Part B coverage. 
This decision is further complicated by whether the individual is also receiving Social Security retirement benefits. If an individual is receiving Social Security retirement benefits, he or she may generally not opt-out of Medicare coverage without also withdrawing from monthly Social Security retirement benefits and repaying any retirement benefits received to date. Due to the financial implications of this decision, it is essential that the employee understand the relationship between HRAs, Medicare, and Social Security retirement benefits. They should talk to their benefits administrator for more information. 




What Is a Flexible Spending  
Arrangement (FSA)? 

§ FSA or a “flexible spending accounts,” or a “cafeteria plan” 
§ Reimburses employees for qualified medical expenses as they’re 

incurred 
§ Not considered a group health plan 

• Employer-establish benefit plan  
§ Employee contributes through voluntary salary reduction 

agreement 
§ Employers may also contribute 
§ Flexible spending accounts are generally “use-it-or-lose-it” plans 

• Generally unused funds can’t be carried over to the next year 
§ Employee can have coverage through other insurance 
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A Flexible Spending Arrangement (FSA) is commonly referred to as a “flexible spending account” or sometimes called a “cafeteria plan.” This kind of tax-favored health account is usually funded by an employee; however, employers may also contribute. The following are features of an FSA:
It reimburses employees for qualified medical expenses as they’re incurred. Unlike an HRA, which allows you to withdraw money for qualified medical expenses; an FSA requires you to pay for your qualified medical expenses first and then submit a request for reimbursement of that expense.
It Isn’t considered to be a type of group health plan.
They’re an employer-established benefit plan.
The employee usually contributes to the account through a voluntary salary reduction agreement up to a contribution limit or “cap.”
Employers may also contribute.
Flexible spending accounts are generally “use-it-or-lose-it” plans. Generally unused funds can’t be carried over to the next year.
An employee can have coverage through other insurance.






Benefits of a  
Flexible Spending Arrangement (FSA) 

§ Contributions made by your employer can be 
excluded from your gross income  
§ No employment or federal income taxes are 

deducted from the contributions  
§ No withdrawals  

• Only reimbursements of qualified medical expenses 
as they are incurred  

§ Not required to report on your income tax return 
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There are benefits of a Flexible Spending Arrangement (FSA) that should be considered, such as
Contributions made by your employer can be excluded from your gross income. 
No employment or federal income taxes are deducted from the contributions. 
No withdrawals are allowed for this type of arrangement. Only reimbursements of qualified medical expenses are permitted and are paid as they’re incurred. 
Not required to report on your income tax return.




Medicare Considerations and  
Flexible Spending Arrangements (FSAs) 

§ You can use FSA funds to pay for  
• Qualified medical expenses including  

q Medicare deductibles and copayments  
q Medigap (Medicare Supplement Insurance) policy premiums 

§ They can’t be used to pay  
Medicare premiums 

§ As long as you’re employed, you can continue to make 
contributions to your FSA through payroll deduction  
• Enrollment in Medicare won’t prohibit your ability to contribute  

§ Decide whether to enroll in Medicare or delay 
• May generally not opt-out of Medicare coverage if receiving Social 

Security retirement benefits  
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Once a person is enrolled in Medicare, they can use the funds in their flexible spending account (FSA) to pay for qualified medical expenses, including Medicare copayments and deductibles. However, FSA funds may not be used to pay for any Medicare premiums. 
They can also use the funds in their FSA to pay Medigap (Medicare Supplement Insurance) policy premiums.
As long as they’re employed, they can continue to make contributions to their FSA. Enrollment in Medicare won’t affect their ability to contribute or cause them to incur any IRS tax penalties. 
Since Medicare enrollment doesn’t have an impact on an FSA account, it’s usually in their best interest to enroll in Medicare Part A. The decision to delay or enroll in Medicare Part B will depend on what other coverage they’ve access to and how it’ll be impacted by their Medicare eligibility. They should talk to their benefits administrator. 
Remember! Those drawing Social Security Retirement benefits cannot refuse or drop Part A unless they pay back all of the Social Security benefits received to date. 



Flexible Spending Arrangement (FSA) 
Restrictions 

§ You can’t receive reimbursements from your 
FSA for the following expenses  
• Health insurance premiums  
• Long-term care coverage or expenses  
• Amounts that’re covered under another health 

plan  
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You can’t receive reimbursements from your Flexible Spending Arrangement (FSA) for the following expenses: 
Health insurance premiums 
Long-term care coverage or expenses
Amounts that’re covered under another health plan




What Is a Health Savings Account (HSA)? 

§ HSA or sometimes generally called a “Medical 
Savings Account” 
§ Account funds used for qualified medical 

expenses 
§ High-deductible health plan (HDHP) and tax-

sheltered account 
• Not a group health plan 
§ Funded by any eligible individual 

• Eligibility based on the type of HSA 
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A Health Savings Account (HSA) is sometimes generally referred to as a “Medical Savings Account.” 
Account funds are used to pay for qualified medical expenses.
These programs include a high-deductible health plan (HDHP) plus a tax-sheltered account.
They’re individual accounts only. No joint accounts are available. 
Any eligible individual can contribute to an HSA. Eligibility is based on the type of HSA. 
For an employee's HSA, the employee, the employee's employer, or both may contribute to the employee's HSA in the same year. 
For an HSA established by a self-employed (or unemployed) individual, the individual can contribute. Family members or any other person may also make contributions on behalf of an eligible individual.

To meet IRS definition of a HDHP in 2016 the minimum deductible for an individual is $1,300 and for a family $2,600. These amounts can change each year. See IRS Publication 969 at www.irs.gov for more information. 





Benefits of a Health Savings Account (HSA) 

§ Account can accumulate tax-deferred interest  

§ Used to pay current and future qualified medical expenses 

§ Account funds are fully vested and not subject to forfeiture 

§ Once you’re 65, you can use HSA funds to pay for  

• Qualified expenses including 

q Medicare premiums (Part A, Part B, Part C, and Part D)  

q Long-term care insurance-subject to limits based on age 
and are adjusted annually 

 

05/04/2016 Tax-Favored Programs and Medicare Health Care Costs 14 

Presenter
Presentation Notes
There are benefits of a Health Savings Account (HSA) that should be considered, such as
Account can accumulate tax-deferred interest 
Used to pay current and future qualified medical expenses
Account funds are fully vested and not subject to forfeiture. You don’t lose money in the account if it isn’t used by the end of the year.  The funds stay in the account for future use
Account funds can be used to pay Medicare Part A, Part B, Medicare Advantage (Part C) and other Medicare health plan, and Medicare Prescription Drug Plan (Part D) premiums once 65
Account funds can’t be used to pay Medigap (Medicare Supplement Insurance) policy premiums
Account funds can be used to pay for long-term care insurance, subject to limits based on age and are adjusted annually



Medicare Considerations and  
Health Savings Accounts (HSAs) 

§ Can’t have another source of health insurance 
• Including Medicare 

§ Use funds after retirement to pay  
• Qualified medical expenses including 

Medicare premiums, deductibles and cost-sharing 
§ You can’t use funds after retirement for 

Medigap (Medicare Supplement Insurance) policy 
premiums 

§ A person with Medicare may only withdraw funds 
• Can no longer contribute to the account or will have 

penalties  
q 6% tax penalty on any contributions and their interest 

until they withdraw the amount from their account  
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It’s required that a person has no other source of health insurance, including Medicare.
Health savings account (HSA) funds may be used to pay for qualified medical expenses. The same definition of qualified medical expenses applies. So the enrolle may still use the account funds for qualified medical expenses incurred by themselves, their spouse, and their dependents that could have been claimed on their tax returns. Account funds may also be used to pay for Medicare premiums, deductibles and cost-sharing. Funds may not be used to pay for Medigap (Medicare Supplement Insurance) policy premiums.
A person enrolled in Medicare may only withdraw funds from an HSA; they can no longer contribute to the HSA or will have penalties. If they do contribute to a qualified HSA while they have Medicare, there’s a 6% tax penalty on any contributions and their interest until they withdraw the amount(s) from their account. This withdrawal is not excluded from income, even if used for medical expenses. So if this happens by mistake, they should withdraw the money as quickly as possible to stop the penalty. 
Beginning with the first month you are enrolled in Medicare, your contributions to an HSA must be $0 to avoid tax penalties. 




More Medicare Considerations and  
Health Savings Accounts (HSAs) 

§ Decide whether to enroll in Medicare or delay 
§ If you get Social Security retirement benefits, you’re automatically 

enrolled in Medicare when you turn 65 
• Stop contributing to the HSA prior to your Medicare effective date 

to avoid any IRS penalties   
• Generally can’t opt-out of Medicare if getting Social Security 

retirement benefits 
q You’d have to withdraw from monthly Social Security retirement 

benefits and repay any retirement benefits paid to date 
§ Payments made to your HSA once your Medicare is effective have a 

tax penalty 
• Even if due to retroactive Medicare enrollment  
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Because a person with Medicare is unable to continue to contribute funds to a previously established Health Savings Account (HSA), they must make a financial decision when deciding whether or not to accept Medicare Part A or Part B enrollment. If an individual is receiving adequate coverage through their high-deductible health plan supplemented by an HSA, it may not benefit them to accept either Medicare Part A or Part B coverage.
This decision is further complicated by whether the individual is also receiving Social Security retirement benefits. If an individual is receiving Social Security retirement benefits, they may generally not opt-out of Medicare coverage without also withdrawing from monthly Social Security retirement benefits and repaying any retirement benefits paid to date. Due to the financial implications of this decision, it’s essential that the employee understand the relationship between HSAs, Medicare, and retirement benefits. They should talk to their benefits administrator for more information. 
Stopping HSA contributions prior to a person’s Medicare effective date is important. Any contributions to an HSA while enrolled in Medicare (even if due to retroactive enrollment), will incur the 6% tax penalty.  
For example: if a person is over 65 and they apply for Social Security Retirement benefits then, due to Federal Law,  the beneficiary will automatically be enrolled in premium-free Part A and coverage will have a retroactive effective date of up to 6 months. If a person plans on collecting SSRB they should stop contributions to an HSA about 6 months in advance of applying for SSRB benefits. 



Medicare Enrollment Reminders Related to 
HRAs and HSAs 

§ Remember the Special Enrollment Periods (SEPs) for Part B and 
Part D if you lose employer coverage or the drug coverage is no 
longer creditable: 
• Part B SEP lasts for 8 months- begins the month after your 

Group Health Plan coverage or employment ends 
• Part D SEP lasts for 60 days after the month your coverage ends 

 
NOTE: You can enroll in Part A at anytime after your Initial Enrollment 
Period, if you’re entitled to premium-free Part A. BEWARE of 6-month 
retroactive Part A entitlement! 
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Health Reimbursement Arrangements (HRAs) and Health Savings Accounts (HSAs) have health insurance coverage that can change from year to year. If someone loses their HRA or HSA coverage, or if the drug coverage included in that plan is no longer creditable drug coverage, the beneficiary will need to keep in mind the following Medicare Special Enrollment timeframes:    
The Part B (Medical) insurance SEP lasts for 8 months and begins the month after your coverage ends or employment ends, whichever happens first.
However, the Part D Prescription drug plan SEP lasts for only 60 days after the month your coverage ends or is no longer considered creditable drug coverage.
NOTE: You can enroll in Part A at anytime after your Initial Enrollment Period, if you’re entitled to premium-free Part A.  BUT! Beware of 6-month retroactive entitlement!





Medicare Medical Savings Accounts (MSAs) 

§ Private Insurance Companies  
§ Similar to HSAs with HDHP 

 
§ Medicare MSAs are currently only available in 

3 states 
1. Pennsylvania 
2. New York 
3. Wisconsin 
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What's a Medicare MSA Plan?
Medicare works with private insurance companies to offer you ways to get your health care coverage. These companies can choose to offer a consumer-directed Medicare Advantage Plan, called a Medicare MSA Plan. These plans are similar to Health Savings Account Plans available outside of Medicare. You have flexibility in choosing your health care services and providers.

Medicare MSA Plans have 2 parts
Medicare MSA Plans combine a high-deductible insurance plan with a medical savings account that you can use to pay for your health care costs.
High-deductible health plan: The first part is a special type of high-deductible Medicare Advantage Plan (Part C). The plan will only begin to cover your costs once you meet a high yearly deductible, which varies by plan.
Medical Savings Account (MSA): The second part is a special type of savings account. The Medicare MSA Plan deposits money into your account. You can choose to use money from this savings account to pay your health care costs before you meet the deductible.

Currently Medicare Medical Savings Accounts are only available in 3 states:
Pennsylvania
New York
Wisconsin



MSA Resources 

§ Medicare Plan Finder www.medicare.gov  
 
§ To find out more information about Medicare 

Medical Savings Accounts  
• https://www.medicare.gov/Pubs/pdf/11206.pdf 
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Resources for more information
To find out more information about Medicare Savings Accounts
CMS.gov/Medicare/Health-Plans/MSA/Downloads/MSAFactSheet-11-19-10.pdf
Medicare.gov/Publications/Pubs/pdf/11206.pdf
To find out about the different kinds of Tax-Favored Health Savings Accounts
irs.gov/pub/irs-pdf/p969.pdf 
Call the IRS at 1-800-829-1040
TTY users should call 1-800-829-4059
 


http://www.medicare.gov/
http://www.cms.gov/Medicare/Health-Plans/MSA/Downloads/MSAFactSheet-11-19-10.pdf
http://www.cms.gov/Medicare/Health-Plans/MSA/Downloads/MSAFactSheet-11-19-10.pdf
http://www.irs.gov/pub/irs-pdf/p969.pdf


More Resources 

§ Call Medicare 1-800-633-4227  (TTY 1-877-486-2048) 
 

§ Call IRS 1-800-829-1040  (TTY 1-800-829-4059) 
 

§ IRS Publication Qualified Medical Expenses 
• IRS.gov/pub/irs-pdf/p502.pdf 
 

§ IRS Publication Health Savings Accounts and Other Tax-
Favored Health Plans 
• irs.gov/pub/irs-pdf/p969.pdf  
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Judith Bendersky  
Medicare Information Office Director 
Desk: 907.269.3669 
judith.bendersky@alaska.gov  
 
Jeanné Larson 
Lead Counselor and Trainer 
Desk: 907.269.3649  
jeanne.larson@alaska.gov 
 
Anthony “TJ” Zielinski 
Administrative Assistant 
Desk: 907.334.0841 
anthony.zielinski@alaska.gov  
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Medicare Information Office 
www.medicare.alaska.gov  

mailto:judith.bendersky@alaska.gov
mailto:jeanne.larson@alaska.gov
mailto:anthony.zielinski@alaska.gov
http://www.medicare.alaska.gov/


 

To view all available NTP training materials, or to 
subscribe to our email list, visit 

CMS.gov/Outreach-and-Education/Training/ 
CMSNationalTrainingProgram/index.html 

 

For questions about training products email 
training@cms.hhs.gov 

 
 
 

CMS National Training Program (NTP) 

Presenter
Presentation Notes
This training module is provided by the CMS National Training Program (NTP).
To view all available CMS NTP materials, including additional training modules, job aids, educational activities, and webinar and workshop schedules, or to subscribe to our email list, visit CMS.gov/outreach-and-education/training/cmsnationaltrainingprogram. For questions about these training products, email training@cms.hhs.gov.




http://www.cms.gov/Outreach-and-Education/Training/CMSNationalTrainingProgram/index.html
http://www.cms.gov/Outreach-and-Education/Training/CMSNationalTrainingProgram/index.html
mailto:training@cms.hhs.gov
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