
Save more tax dollars with a 
Health Savings Account 
Does your company offer an HSA to employees? Combined with your 
company’s qualified high-deductible health plan, an HSA gives you an easy, 
safe way to lower healthcare costs while saving money for future healthcare 
expenses.  An HSA offers employees a chance to earn money while saving 
money with a no “use it or lose it” risk.

If your company does offer a Health Savings Account, those employee 
contributions to the HSA may be deducted on a pre-taxed basis through  
the Premium Only Plan.

Under a Premium Only Plan, which is regulated by Section 125 of the Internal 
Revenue Code, employees can save an average of 30% on insurance premiums 
they deduct from their pay. That’s because your Premium Only Plan allows 
premiums to be deducted on a pre-tax basis. You, the employer, also save 
about $80 (the FICA match) for every $1,000 your employees deduct. It works 
by making one simple adjustment in your payroll process—an employee’s 
share of insurance is deducted from gross pay before taxes are calculated. In this issue
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1. Based on average federal, state and payroll taxes.  
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Why should your company use HealthEquity?
The IRS Section 125 Regulations require all employers that deduct insurance premiums from employees’ paychecks on 
a pre-tax basis to have a current and compliant Premium Only Plan (POP) document in place. HealthEquity provides the 
required, up-todate forms that would be reviewed by the IRS or other government agency in the event of an audit, such as 
Election Forms and Summary Plan Description.

In addition, tax laws impose nondiscrimination restrictions to prevent officers, shareholders, and certain highly-
compensated employees from receiving a disproportionate share of salary redirections available under the POP. 
HealthEquity provides online worksheets for employer annual nondiscrimination testing to insure its Premium Only Plan  
is nondiscriminatory.

POP Consultants are available at our toll-free number 800-876-7548, to answer questions, help set up a plan, or to  
walk you through the testing requirements.

What if your POP is audited
If other parts of your business are audited, like payroll records), your POP will likely fall under the same scrutiny. It’s 
important to be well prepared and aware of what types of documents the IRS could request. Examples include:

• Executed plan document and all amendments

• Summary Plan Description (SPD)

• Signed election forms

• Change of election forms

• List of employees who are eligible and ineligible for the plan

• Related insurance policies

• Results of nondiscrimination tests

• Form 5500 and Schedule F (requirement suspended April 4, 2002 in IRS Notice 2002-24)

• Payroll records

• Reconciliation of employee pre-tax deductions with Form W-2
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Compliance reminder
The tax laws impose discrimination restrictions to prevent officers, shareholders and certain highly compensated employees 
from receiving a disproportionate share of the income tax savings available under POP. In most cases, a POP will not be 
discriminatory, but it is important each year to verify that your plan remains nondiscriminatory.

If the POP becomes discriminatory, certain plan participants (called highly-compensated or key employees under the tax 
laws) will not be able to exclude their premium payments from their taxable income. Generally, discrimination is only a 
problem in very small companies if all the employees are not eligible to participate in the plan.

As the employer and plan administrator, it is your responsibility to assess discrimination issues. Review Section 5 of your 
POP Kit to determine if annual discrimination testing has been completed, if facts and circumstances have changed for 
your company and if your POP is in compliance with current tax laws. Complete the applicable online Annual Discrimination 
Test(s), and retain for your records, in case of an audit.

Annual nondiscrimination testing is vital to maintaining employer and employee tax savings. If your plan fails the annual 
nondiscrimination tests, you could be forced to repay tax savings, plus penalties and interest. We’ve made it simple to 
comply with this IRS law. Analyzing just one payroll report can usually complete your annual nondiscrimination tests.

Make re-enrollment and compliance a snap
Your POP Kit is an excellent resource for 2020 re-enrollment and compliance information, such as:

• New participant election forms

•  An updated Plan Document and Summary Plan Description (SPD)

• Instructions for complying with IRS Regulations on annual nondiscrimination testing

• An IRS Code Sections and Regulations reference

Be sure to leverage the Kit materials as needed
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Only HealthEquity delivers the integrated solutions you need to simplify benefits and truly impact people’s lives.   

ONE PARTNER. TOTAL SOLUTION. 

HSA FSA HRA COBRA WellbeingCommuter

Double-dipping with wellness programs:
frequently asked questions

What is the update?

Although not to be used or cited as a precedent, a recent Office of Chief Counsel IRS Memorandum provides advice for 
employers regarding wellness programs that provide cash awards for participation or tax-free reimbursements.

In summary, an employer may not exclude payments of cash rewards for participating in a wellness program from an 
employee’s gross income. Also, employers may not exclude reimbursements of premiums for participating in a wellness 
program from an employee’s gross income if the premiums for the wellness program were originally made by salary 
reduction through a section 125 cafeteria plan.

What wellness-related benefits are considered eligible?

The memorandum provides clarification on what is taxable and not taxable income regarding a wellness program. 
Only health screenings and other health benefits are considered eligible medical expenses that could be treated on a 
taxfavorable basis. The following do not qualify:

1. Non- medical expenses, like gym membership fees and other cash rewards

2.  Wellness plans with salary contribution reductions through a section 125 cafeteria plan that in turn  
reimburses those premiums on a non-taxable basis.

What if employees were not taxed for wellness benefits?

Employers would need to recharacterize the amounts as taxable, pay appropriate employer taxes, issue amended  
W-2s and pay “failure to withhold” penalties. Employees would also need to file amended returns and pay any  
resultant penalties for underpayment.
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