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Patient Protection and Affordable Care Act  
Cafeteria Plan Health FSA Salary Reduction Contribution Limit 
 

In June 2012, the Internal Revenue Service (IRS) issued guidance about the Patient Protection 
and Affordable Care Act (PPACA) requirement to limit the maximum salary reduction 
contribution to a Section 125 plan (cafeteria plan) Health Flexible Spending Account (FSA). 

What is the new Health FSA limit? 

The new Health FSA limit for each taxable year will be $2,500. This limit only applies to an 
employee’s salary reduction contribution to a cafeteria plan Health FSA.  

What is a “taxable year?” 

IRS defines a “taxable year” as the plan year. If a plan year is less than twelve months, the $2,500 
limit must be prorated. 

When will the $2,500 limit take effect? 

The $2,500 limit is effective for plan years beginning after December 31, 2012. Plan sponsors 
that implement the limit by this date will be considered compliant if it is written into the 
cafeteria plan by the end of December 2014 and they have complied in action. 

The $2,500 amount may be adjusted for inflation after December 31, 2013. 

If the Health FSA does not limit the salary contribution to $2,500, the plan will no longer be 
considered a Section 125 plan. Any benefits selected by an employee will be considered a part of 
gross income and will be taxed. 

How should the Health FSA limit be applied? 

The maximum salary reduction contribution applies to each employee, regardless of how many 
dependents are covered. However, if two spouses work for the same employer, each spouse can 
contribute up to $2,500 to his or her Health FSA without penalty. 

The $2,500 limit does not apply to: 

 FSA contributions that are used for dependent care assistance or adoption assistance 
 Salary reduction contributions that are used to pay an employee’s share of health 

insurance premiums 
 Contributions to an HSA or HRA 
 Unused funds that are carried over from the previous year’s grace period 

o A grace period of up to two months and 15 days is allowed; any funds left at the 
close of the grace period are lost 
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Can an employee contribute more than $2,500 to a Health FSA? 

An employee can contribute additional funds to the Health FSA, but any amount in excess of 
$2,500 will be taxed.  

Non-elective contributions from an employer, also known as flex credits, are not counted toward 
the $2,500 limit. However, a flex credit that an employee has the choice to receive as cash does 
count toward the maximum salary reduction. 

How will this affect my plan? 

Nothing will change for employers who offer a cafeteria plan that already includes a $2,500 
health FSA limit and has a plan year that follows a calendar year. 

A plan amendment may be required for cafeteria plans that do not follow a calendar year and do 
not limit the maximum salary reduction contribution to $2,500. However, a plan sponsor may 
delay implementation until the plan year starting in 2013. 

Employers should contact their FSA Plan Administrator to make any changes to the plan. 

What else should employers keep in mind? 

The IRS is considering making changes to the “use-or-lose” rule that says, with the exception of 
the grace period, any unused FSA funds will not roll over to the next plan year. We will keep you 
informed of any updates to this rule. 

Enforcement relief will be provided to plans who accidentally allow salary contribution limits in 
excess of $2,500 if: 

 The plan’s terms apply uniformly to all participants 
 The error is due to a reasonable mistake 
 The error was not a result of willful neglect 
 The amount above $2,500 is paid to the employee and reported as taxable income on the 

W-2 Form for the applicable tax year 

This fact sheet is for informational purposes only. All information is based on the June 2012 
guidance published by the IRS and is subject to change based on future rules and guidance. 
Employers should consult with their legal and financial counsel for further information or advice. 
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