
As an employer, you have questions about the new Carryover Option. 
WageWorks has answers.

Program Compatibility
Which benefits programs are compatible with the Carryover Option? 
The Carryover Option is available with the following benefits programs:

• WageWorks® Healthcare Flexible Spending Account (FSA)

• WageWorks Limited Purpose FSA

• WageWorks Limited Purpose FSA in conjunction with a WageWorks 
Health Savings Account (HSA) tied to a qualifying high-deductible health 
plan (HDHP)

It is NOT available with a Dependent Care FSA.

How does a Healthcare FSA with Carryover work for employees with 
qualifying HDHPs and HSAs? 
If employees choose a qualifying HDHP with an HSA in the new plan year 
and have a balance of up to $500 left over from their previous Healthcare 
FSA funds, they have two options in order to be sure to preserve their ability 
to contribute to an HSA: 1) they may have the balance transferred into a 
Limited Purpose FSA that is compatible with an HSA; or 2) they may choose 
to opt out of the carryover and forfeit any balance. 

Alternatively, your organization can choose to automatically direct carryover 
funds to a Limited Purpose FSA when your employees elect a qualifying 
HDHP and HSA.

Deadlines and Expiration Dates
Do carryover funds ever expire? May employees carry over balances of 
up to $500 indefinitely?
Funds may be carried over indefinitely. They do not expire. However, it may 
be possible to amend your plan to limit the years that carried over funds 
can be accessed. For example, an employee has a balance from Plan Year 
1, makes no election in Plan Year 2, and doesn’t submit any claims for the 
Plan Year 1 or 2. Possibly, you could design a plan such that the Plan Year 1 
carryover balances expire at the end of plan year 2.  
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Healthcare Flexible 
Spending Accounts 
have changed. The 
“Use It or Lose It” 
rule has been amended. 
Employees may now 
carry over $500 from 
one plan year to  
the next. 



When is the deadline for signing the WageWorks Healthcare FSA Carryover Option Plan Amendment? 
Can we amend our plan now, or do we have to wait for Open Enrollment?
You can sign the amendment immediately—you don’t have to wait for Open Enrollment.

While you must notify WageWorks of your decision to elect the carryover option on or before the last day of 
the plan year from which amounts are to be carried over, you can sign and submit the plan amendment any 
time before the last day of the current plan year. In addition to the amendment, participants must be notified 
of the change to allow carryover and the elimination of the grace period, if applicable.

Balances
Is there a maximum dollar amount an employee can have in his/her Healthcare FSA with Carryover? Is 
there a minimum?
Yes. Employees can carry over unused balances of up to $500 from one plan year to the next. Employers 
can choose to limit the maximum carryover balance at less than $500. However, WageWorks does not 
recommend doing so. We believe that as an employer you will benefit from greater tax savings and 
increased employee satisfaction as a result of adopting the full provisions of carryover. If you have specific 
concerns, please contact your WageWorks Relationship Manager.

What happens to Healthcare FSA balances above the $500 limit?
The maximum amount in a Healthcare FSA that can be carried over from one plan year to the next is $500. 
Any amount in excess of $500 is forfeited. 

Forfeitures
If we adopt the carryover option, won’t the forfeitures that we rely on to offset the administrative costs 
of our Healthcare FSA program go away? Does adopting the carryover option increase the costs of 
administering our Healthcare FSA program? 
No. Forfeitures are not going away entirely. Healthcare FSA balances in excess of $500 at the end of a plan 
year are forfeited. Terminated employees, who do not elect COBRA also forfeit any remaining Healthcare 
FSA balances. 

Carryover should result in greater tax savings for your company, and these tax savings should offset any 
increase in the administrative program fees. The tax savings come from greater employee participation 
rates—both in terms of enrollment and election amounts. A Healthcare FSA with Carryover is more 
attractive to more employees. Already we’re seeing greater employee participation rates for companies  
that adopt the carryover option.

What if an employee does not re-enroll into the next plan year and also does not forfeit their  
carryover balance?
If the employee does not enroll in the next plan year and does not forfeit the carryover, then an enrollment 
record for the next plan year will be created for that employee in the amount of a $0 election. If the 
participant previously had limited coverage, they will be re-enrolled in a limited coverage account. 
Otherwise, coverage in next plan year will be a standard FSA, unless the employer directs unused carryover 
balances to be put into a Limited Purpose, HSA-compatible FSA. By opening a new plan year record, the 
participant will be able to access their carryover balance on day one of the new plan year and before the 
end of the run-out period.

Carryover vs. Grace Period
We hear that our employees like the grace period because it allows them extra time to spend their 
Healthcare FSA balances. Why should we adopt the carryover option instead?
WageWorks has evaluated the behavior of employees who have a Healthcare FSA with Grace Period. In 
essence, employees who have a Healthcare FSA with Grace Period behave the same as the employees 
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who have a standard Healthcare FSA (with runout). The grace period only seems to postpone the inevitable 
rush to spend down balances remaining at the end of a plan year. The grace period does not eliminate the 
need for employees to have to carefully estimate their medical expenses a full year in advance. Nor does it 
eliminate the risk of employees potentially losing their hard-earned money. 

In our opinion, the carryover option provides more flexibility for your employees. Instead of a 2-1/2-month 
extension to spend down their Healthcare FSA balances, employees can carry over up to $500 indefinitely. 
The carryover option neutralizes the most common employee objection to Healthcare FSAs—the risk 
of losing money left in their account at the end of a plan year. And there’s no longer any need to have to 
precisely predict healthcare expenses a year ahead of time. Given the choice, we believe that employees are 
more likely to enroll in, and more likely to contribute more money to, a Healthcare FSA with Carryover. 

Can we offer a Healthcare FSA with Grace Period AND a Healthcare FSA with Carryover? Or do we have 
to choose one or the other? 
Employers cannot offer a Healthcare FSA with Carryover and a Healthcare FSA with Grace Period within the 
same plan year. You have to choose one option or the other. 

Fees/Costs
Does WageWorks charge additional administrative fees for administering the carryover option?  
Does choosing a Healthcare FSA with Carryover cost my company more than a Healthcare FSA with 
Grace Period?
The fees to administer the FSA with Carryover are the same as the fees for our other FSA options. If you 
adopt Carryover your administrative fee per account will not change. Administrative fees are offset by the 
employer’s tax savings (employee contributions are exempt from employer’s matching FICA and medicare 
taxes, and are not subject to workers compensation premiums). Our experience to date shows that more 
employees are electing an FSA with Carryover, AND that employees are electing higher amounts. Both 
increase employer savings and offset any additional administrative costs. 

Terminations/COBRA Impact
What is the impact of the carryover option on COBRA?
COBRA will continue to function as it does today for current year funds in a participant’s account as of the 
day prior to their COBRA qualifying date. The COBRA premiums will be based on the total election (salary 
reduction) plus employer contributions (if any) minus year-to-date disbursements. IRS officials have 
informally commented on the treatment of the carryover for COBRA purposes, stating that the carryover 
amount may be disregarded when determining COBRA continuation premiums. Also, COBRA should continue 
to be offered only if year-to-date contributions equal or exceed year-to-date disbursements.

What happens to Healthcare FSA with Carryover account balances if an employee leaves the company?
Any Healthcare FSA balances are forfeited when the employee leaves the company unless COBRA is 
elected. If they do not elect COBRA, then expenses can only be submitted up to the termination date. 
Termination dates are key information to share with WageWorks.
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