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T
he adoption of consumer-directed health plans in 
conjunction with tax-advantaged medical spend-
ing accounts has continued to increase, despite 
predictions that the Affordable Care Act would 
cause employers to would walk away from spon-

soring employee health coverage. According to an annual 
employer survey by Towers Watson and the National Busi-
ness Group on Health, 59% of employers offered some type 
of account-based health plan in 2013. 

Governmental entities such as cities, counties, munici-
palities and schools are among the organizations adopting 
account-based benefit plans. 

Know the Options
The first step to finding the best spending ac-

count or combination of accounts is to understand 
an organization’s health care goals. Is the overarching 
goal to reduce corporate health costs without eliminating 
coverage? Is it to increase employee cost sharing without 
simply shifting costs? Or is the goal to both lower 
costs and increase cost sharing through shared ac-
countability? Account-based plans emphasize the 
importance of managing one’s health care dollars 
and making wise choices about health care ser-
vices.

Health plan sponsors that want to offer account-based plans  
need to understand their goals, their workforce and the amount  
of control and flexibility needed.

Finding the Right 
Account for  
Public Plans
by | Reed Erickson and Marlo Peterson
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Account Type

Notional health reimbursement  
arrangement (HRA)

Funded HRA

Funded 501(c)(9) VEBA Trust (HRA)

115 Funded Governmental Trust 
(HRA)

Health savings account (HSA)

Flexible spending account (FSA)

How It Works

•  Employer funds the account as 
employee claims are incurred.

•  Employer pays account admin-
istrator for claims as claims are 
incurred.

•  Employer establishes a dedicated 
bank account for the HRA and 
proactively funds that account.

•  Account administrator pulls 
money from the account for 
claims as they are incurred.

•  Employer establishes a tax-free 
trust operating as an HRA.

•  Employer proactively funds the 
trust account.

•  Account administrator pays 
claims from the trust.

•  Employer establishes a govern-
mental trust operating as an HRA.

•  Employer proactively funds the 
trust account.

•  Account administrator pays 
claims from the trust.

•  Spending account that is owned 
by the individual participant

•  Employer establishes a spending 
account for each employee.

•  Employee and/or employer funds 
the account.

•  Employers hold funds and provide 
them to administrator as claims 
are incurred.

Pros

•  Can be paired with other  
accounts

•  Can assign money to individual 
employee accounts

•  Can be paired with other accounts

•  Can assign money to individual 
employee accounts within the 
trust

•  Can credit interest to individual 
employee accounts

•  Account is off the employer’s 
books.

•  VEBA account is managed by 
the trust.

•  Can be paired with other accounts
•  Earnings not taxable for public 

employees
•  Typically used for bargaining unit 

employees
•  No bank fees

•  Does not require government  
approval, but a private letter ruling 
is recommended

•   Typically used for management in 
public entities

•  Employer manages the trust, but 
with constraints.

•  Little to no setup or administration 
required by the employer

•  No tax liability for the employer
•  Account is off the employer’s 

books.
•  Employer can fund the account, 

along with the employee.
•  Can be paired with other accounts
•  Lower administration fee because 

claims do not require third-party 
substantiation

•  Can be paired with other  
accounts.

Cons

•  Account remains on the  
employer’s books.

•  Higher administration fees 
because of third-party claims 
substantiation 

•  Account remains on the  
employer’s books

•  Higher administration fees 
because of third-party claims 
substantiation 

•  Trust is controlled by trustees not 
necessarily the employer.

•   Requires more up-front planning 
including filing for 501(c)(9) status

•  Higher administration fees 
because of third-party claims 
substantiation

•   Potential tax issues for nongov-
ernmental units

•  Cost of ongoing trust management
•  No direct employee funding 

•  Cost of ongoing trust management
•  Requires some up-front planning
•   Higher administration fees 

because of third-party claims 
substantiation

•  No direct employee funding

•   Participants own the money,  
control how it is spent and take 
the account with them if they 
leave the company or retire.

•  Most HSA custodians charge 
accountholder additional banking 
fees in addition to the administra-
tion fee.

•  Tax-advantaged employee 
contributions limited to $2,500 per 
plan year

•  Not for retirees
•  Use-it-or-lose-it clause for  

employees and employers
•  Higher administration fees 
because of third-party claims 
substantiation.

TABLE
Governmental Entity Medical Spending Account Options
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The table shows pros and cons of six account types: a no-
tional health reimbursement arrangement (HRA), a funded 
HRA, a funded 501(c)(9) voluntary employees’ beneficiary 
association (VEBA) trust as an HRA, a 115 funded govern-
mental trust as an HRA, a health savings account (HSA) and 
a flexible spending account (FSA).

GASB-45: What It Is and Why It Matters
Governmental Accounting Standards Board Statement 

Number 45 (GASB-45) is relevant to a discussion of spend-
ing accounts. In the simplest of terms, GASB-45 requires 
a governmental entity to account for future known obli-
gations now, rather than recognizing a known obligation 
when paid in the future. To avoid unfunded liabilities in 
the future, retiree costs such as pensions and medical care 
need to be fully accounted for as the liability for them oc-
curs rather than when they are actually paid. Governmental 
units that have traditionally followed a “pay-as-you-go” ac-
counting are the hardest hit by this ruling. Not only does 
the expense need to be recognized, but the governmental 
unit needs to determine if it will be best-served by keeping 
the liability on its books or by funding it through an exter-
nal entity such as a trust, which will remove the liability 
from the unit’s books. 

Two alternatives to a trust would be either a notional 
HRA or a funded HRA, which will remain on the corporate 
books and can negatively influence an organization’s bot-
tom line.

Establishing a funded HRA trust, in the form of a VEBA 
or 115 governmental trust, is one way to give employees the 
benefit of a spending account while protecting the organiza-
tion’s finances and the account funds from potential credi-
tors. In other words, a trust helps ensure that the money is 
there when employees need it and satisfies GASB-45 by ac-
counting for the contributions that have been promised by 
the employer. 

Factors to Consider When Choosing  
a Spending Account

The type of spending account an organization chooses 
should fit the characteristics of the workforce and the orga-
nization’s financial needs. The following questions should 
be asked before deciding which type of spending account to 
pair with a qualified health plan:

•	 How much control does the organization want or need 
to have over the account, how it’s funded and how it’s 
reflected on the organization’s books?

•	 If the organization has a significant union presence, are 
union members’ needs being considered in how the ac-
count is being established and how it will be managed in 
the long term? In union-based organizations, the suc-
cessful implementation of a benefit change (like mov-
ing toward an account-based plan) can be determined 
by whether or not the union supports that change. 

•	 How committed is the organization to retiree benefits? If 
an organization wants its employees to save for health 
care expenses in retirement, while still being able to 
pay for expenses while actively employed, it may want 
to consider account stacking. Many options for ac-
count stacking, which occurs when an employer offers 
different spending accounts together, such as a VEBA 
and an HSA, or a VEBA and an FSA, are available with 
a VEBA that can guarantee employees have access to 
their health care savings in retirement, as well as access 
to tax-free dollars for current health expenses. 

•	 How much flexibility is needed? With an HRA or VEBA, 
employers have a great deal of flexibility in how they 
fund the account, what the account can be used to pay 
for, how claims are paid and what types of employees 
(active, retirees or both) are eligible for the account.

•	 How will the account be funded? A VEBA trust and the 
115 funded HRA allow an organization to establish 
and fund individual accounts for each eligible em-

learn more >>
Education
Certificate of Achievement in Public Plan Policy, Pensions 
and Health Parts I and II 
June 3-6, San Jose, California
Visit www.ifebp.org/cappp for more information.
Public Employee Policy Forum 
September 15-16, Washington, D.C.
Visit www.ifebp.org/publicemployee for more information.

From the Bookstore
Health Insurance Answer Book, 11th Edition
John C. Garner, CEBS. Aspen/Wolters Kluwer. 2014. 
Visit www.ifebp.org/books.asp?8981 for more details.
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ployee. This gives participants a 
vested interest in their health 
care dollars and keeps the organi-
zation in compliance with federal 
regulations. A trust does require 
additional planning on the part 
of the employer, but it can be 
structured so that long term, lit-
tle is required of the employer to 
maintain and operate the trust. 

•	 How will claims payment be han-
dled? Many organizations that of-
fer stacked accounts (i.e., an 
HRA or VEBA with an FSA) 
want claims to be paid from the 
employee account first, before 
the health plan kicks in. In addi-
tion, depending on the mix of ac-
counts offered, in order to com-
ply with the Internal Revenue 
Code, claims may have to be 
pulled from the accounts in a 
specific order. For example, the 
FSA may need to be primary 
(meaning this account is used 
first for reimbursements) until 
the deductible is met. Organiza-
tions need to be sure their ac-
count administrator can accom-
modate this level of sophisticated 
financial management.

A VEBA Account
VEBA accounts have been used for 

many years as a way to pay for health 
benefits and have seen a recent resur-
gence among government entities and 
unionized companies. That is, in large 
part, because of the introduction of 
GASB-45. The resurgence also is a re-
sult of changing benefit designs in the 
world of ACA, which is making the 
VEBA an attractive option for many 
organizations. As can be expected with 
any health care-related product, sever-
al things have changed since the VEBA 
account first came into play in the 
1930s. For starters, the VEBA account 
can no longer be a standalone account 
and now must be tied to a group health 
plan unless it is established as a post-
retirement account, which means that 
the account cannot be accessed to pay 
for health care expenses until the em-
ployee reaches retirement age. This is 
the result of ACA. Also, as health plan 
deductibles have increased, employers 
have been asking for more flexibility 
and options for funding the account 
and paying claims. 

There are a few administrative op-
tions that can be built into the spending 
account to help meet the health savings 

needs of public entities and other em-
ployers:

•	 Account stacking. Employers can 
choose to establish individual ac-
counts for employees (such as the 
VEBA, HRA, HSA or FSA) and 
can work with their account ad-
ministrator to “stack” those ac-
counts to make sure they work 
together, without jeopardizing the 
compliance of the accounts for the 
participant or the employer. 

•	 Account primacy. Some organiza-
tions want to preserve VEBA 
dollars for retirement because 
these funds can be used to pay 
for other insurance premiums, in 
addition to health insurance. 
However, employees may want 
access to some tax-free dollars in 
the short term. Plan sponsors 
should work with their account 
administrator to establish the 
right order of payment (also 
known as account primacy) for 
participants.

•	 Account hold or “freeze.” Because 
the VEBA account can be paired 
with other spending accounts, 
many employers are offering the 
HSA as a spending solution that 
employees can use to pay for 
medical expenses that count to-
ward their deductible, meanwhile 
funding the VEBA in a limited 
way by placing a “freeze” on the 
account that prohibits employees 
from accessing the VEBA dollars 
until retirement. Freezing the 
VEBA dollars until retirement 
keeps the individual in compli-
ance with tax laws. That’s because 
if someone has “other” coverage 
with an HSA that could pay ma-
jor medical expenses while in the 

takeaways >>
•  The type of health spending account or accounts a plan  

sponsor may want to consider depends on the health care goals.

•  A governmental unit should analyze whether it would be best served by keeping health 
care liability on its books or funding the liability through a trust.

•  Some claims payment options require sophisticated financial management that some 
administrators may have trouble handling.

•  A trust requires additional planning on the part of the employer but can be relatively 
easy to maintain and operate long term.

•  Administrative options such as account stacking, account primacy and freezing accounts 
can be built into a spending account to help with regulatory compliance.

medical spending accounts
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HSA deductible period, contri-
butions can’t legally be made to 
the individual’s HSA account. 
Freezing the HRA/VEBA ac-
count so distributions can’t be 
made until retirement allows 
HSA contributions to be made 
while allowing the HRA/VEBA 
balance to grow until retirement. 
Another way to accomplish this 
is to have the HRA/VEBA struc-
tured so that major medical ex-
penses can’t be reimbursed from 
the HRA/VEBA until the HSA 
deductible has been met.

To be certain, while the health care 
landscape is ever-changing, employ-
ers today also have the benefit of more 
options to help them meet the needs 
of their organization and their em-
ployees. Those options include spend-
ing accounts that work with a health 
plan and provide the flexibility to pay 
for health care expenses now and in 
retirement.  

Reed Erickson is vice president of compliance and risk 
management for SelectAccount. He serves on the board 
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be reached at reed_erickson@selectaccount.com.

Marlo Peterson is a principal product consultant at 
SelectAccount, where he is responsible for new business 
sales and account retention and developing new broker 
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works with health plan partners, brokers and large em-
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is the senior account advisor for the Minnesota Service Cooperative 
VEBA trust accounts and serves as an advisor on multiple insurance 
benefit committees. He attended Minnesota State University. Peterson 
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