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EMPLOYEE BENEFITS

NEW FSA DEBIT CARD LIMITATIONS

In August, 2006, we published a Legislative Update describing new IRS healthcare flexible
spending account (FSA) debit card guidance. That newsletter contained information about the
Inventory Information Approval System (IIAS), which is used to substantiate healthcare FSA
debit card (“FSA debit card”) transactions at the point of purchase. Some time has passed
since that Update was released, so we want to remind you of the IRS-imposed new limitations
on the use of FSA debit cards which become effective at the beginning of the coming year.

Effective January 1, 2007, merchants that do not have the IIAS in place cannot accept FSA
debit cards, even for the purchase of eligible items.

The new rule prohibits certain merchants from accepting FSA debit cards as payment for
eligible expenses. FSA debit cards may only be used where merchants have an IIAS in place.
Only if the merchant uses a merchant category code (referred to as the MCC code, which is
set by MasterCard to define the type of merchant such as pharmacy, vision, dental, discount
retailer, etc.), will they be able to accept payment by FSA debit card for eligible expenses (such
as aspirin or other over-the-counter medications). Many supermarkets and discount stores such
as Wal-Mart, Costco and Target do not currently have an IIAS in place, but may be working
to add the system by 01/01/2007. Some merchants may have the system specifically in their
pharmacy department. Employees should check with their merchant or pharmacy before
attempting to purchase items with their FSA debit cards.

Examples of stores using the pharmacy MCC code and where the card can be used include:

Walgreens CVS Pharmacy Osco Drug
Rite-Aid Longs Drugs Eckard Drug
Pharmacy Plus Drugstore.com AdvanceRx.com

Because this change has potential impact on many employees, it is a good idea to
communicate the impending debit card limitation to your employees as soon as possible to
avoid any confusion when the January 1, 2007 change becomes effective.

This article is intended as an overview and should not be viewed as legal advice. The
information herein has been obtained from sources believed to be reliable but its accuracy and
completeness cannot be guaranteed. Please consult with your attorney if you have any
questions regarding the legislation.
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