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During the last moments of the 109th Congress, the Tax Relief and Health Care Act of 2006 was approved, and is expected to be signed by the president.  This legislation extended certain tax provisions, made changes to Medicaid and Medicare, and made a number of changes to improve Health Savings Accounts and make them more accessible.  

NAHU worked very hard to get these changes made before the end of the 109th Congress.  In addition to direct lobbying of members of Congress by both our members and staff lobbyists regarding these issues, NAHU gave written testimony to the Senate Finance Committee and the House Ways and Means Committee last fall.  One of our members, Eric Biettel of Pennsylvania, was invited in September 2006 to testify before the Senate Finance Committee to urge Congress to make these improvements.  

Here are the details of the HSA improvements included in the legislation:

	Change to Existing HSA Provisions
	Summary
	Effective Date

	FSA and HRA Rollovers to Fund HSAs
	Provision: Allows employers to make a one-time transfer of the balance of an employee’s FSA or HRA account to an HSA.  The maximum transfer is the lesser of the FSA or HRA balance on the date of transfer or September 21, 2006.  Transfers must be made by January 1, 2012.  Employees whose funds are being transferred must maintain a HDHP for at least 12 months following the transfer.  Failure to do so would result in the loss of the deduction and a 10% tax penalty.

Why the change is important: This change will not only expand HSA enrollment but will also benefit employees by increasing their access to health savings funds.  


	Date legislation is signed into law

	IRA Rollovers
	Provision: The legislation allows individuals to make a one-time irrevocable distribution from their IRA into an HSA as long as the distribution amount does not exceed the annual contribution limit under most circumstances.   

Why the change is important: This provision will help people who cannot fully fund their HSA with direct contributions move their IRA money into their HSA.  Because distributions from an IRA for medical expenses are taxable and HSA distributions are not, this also gives the participating individuals a tax advantage.
	Taxable years beginning on or after December 31, 2006

	HSA Contributions During the FSA Grace Period
	Provision: Previously, an individual was prohibited from receiving benefits from an FSA and an HSA at the same time.  The new law will allow individuals who are transitioning from an FSA to an HSA to still make contributions to their FSA while technically still covered by their old FSA’s “grace period” (the two-and-a-half month window after the conclusion of the plan year in which the employee might still make qualified FSA withdraws).

Why this change is important: This change will make HSA enrollment much more attractive for the millions of employees who are currently covered by an FSA. 


	Date legislation is signed into law

	Repeal of the Annual Deductible Limits
	Provision: The old law only allowed individuals or families to fund their HSAs up to the lesser of their qualified high-deductible health plan deductible or the annual contribution amount limit.  The change to the law will allow individuals and families to contribute up to the federal contribution limit amount even if that amount exceeds their annual HDHP deductible.

Why the change is important: It allows individuals and families more tax-advantaged savings through their HSAs.
	Taxable years beginning on or after December 31, 2006

	Earlier Release of COLA Modification Information
	Provision: Requires the federal government to release its cost-of-living adjustments for HSAs by June 1 of each year.  These adjustments include the minimum required deductible for a HDHP, maximum out-of-pocket limits for an HDHP and the HSA contribution limits.  

Why the change is important: Previously, this information was not released by the federal government until the fall.  Since most employers make their employee benefit decisions much earlier in the year, the government’s old practice made advance planning by employers difficult and may have precluded some employers from offering the HSA option to their employees.   


	Tax years after 2007

	Full Contributions for Mid-Year Enrollment 
	Provision: Previously, if an individual or family enrolled in an HDHP and opened an HSA in the middle of the year, the amount they could contribute to their HSA was prorated.  However, their deductible for their HDHP was not prorated.  This measure allows people who enroll mid-year to fully fund their HSA, provided that they maintain their HDHP for at least 12 months.  Failure to do so would result in the loss of the deduction and a 10% tax penalty.   

Why this change is important: This change lifts a major barrier that prevented many employers whose plan years do not correspond to the calendar year from offering HSAs.  It also will help employees who join an employer offering HSAs mid-year to be able to participate.
	Taxable years beginning on or after December 31, 2006

	Exception to Comparable Contribution Requirement
	Provision: The tax code previously required employers to make “comparable contributions” to HSA accounts for all employees.  This provision makes an exception for employees who are not “highly compensated employees,” as defined by the IRS, so that employers can fund the accounts of lower-paid workers at a higher level.  

Why the change is important: This provision will help make HSA more attractive and accessible to lower-paid workers.
	Taxable years beginning on or after December 31, 2006
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