June 26, 2003

TO:

Deputy Administrators for Management

FROM:
Lou Gallegos

Assistant Secretary for Administration

SUBJECT:
Flexible Spending Accounts Open Season

The Office of Personnel Management (OPM) announced that the Federal Flexible Spending Account Program (FSAFEDS) would accept enrollments as of Monday, June 16, 2003, and that the FSAFEDS Open Season would be extended through 

June 27, 2003.  OPM delayed accepting enrollments while they considered whether agencies had the authority to pay the negotiated administrative fees on behalf of their employees ($4 per month per participant for Health Care FSA (HCFSA); 1.5 percent of the annual allotment per participant for a Dependent Care FSA (DCFSA)).  Under FSAFEDS, the Department of Agriculture (USDA) will not contribute towards FICA and Medicare taxes on allotments that our employees make to a HCFSA and a DCFSA.  OPM and OMB have concluded that, assuming no specific constraint in a particular agency’s authorizing or funding statute, agencies may use these savings to pay administrative fees for employees participating in Flexible Spending Accounts.

On June 18, 2003, we faxed a memo to you soliciting your views on whether the Department should cover these administrative fees.  After considering your input on this subject, USDA has decided that we will cover the administrative costs associated with Flexible Spending accounts.  We made this decision because:

· It is the policy preference of the Administration,

· Much or all of the administrative costs may be offset by the lower costs to USDA for FICA and Medicare,

· If there is a marginal increase in cost of benefits for enrollees, we think the liability will be small as the number of participants is likely to be small in the initial phase of this program, and

· The fact that the Department cares enough to cover the administrative fees should be a general morale booster to employees
You may wish to note that OPM’s analysis has shown that even after paying fees, agencies will still accrue savings.  

Your input and comments on this decision were greatly appreciated.  If you have any further information about this program, please feel free to contact Denise Leger-Lee at (202) 720-8299.

cc:  Mission Area Personnel Officers

