
POPs, FSAs,  
HSAs, and HRAs

Understanding Your Options When 
Helping Employees Pay for Health Care

This white paper outlines a number of employer-offered 
benefits to help employees cover health-care expenses.
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Besides wages, helping 
pay for health care is  
the most valued benefit 
that businesses can offer 
their employees.
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Consumers are concerned 
with the rising costs of 
health care. During the 
last decade, employer-
sponsored health 
insurance premiums 
increased at a rate more 
than three times that of 
worker wages and four 
times the rate of inflation.1
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Named after a part  
of the Internal Revenue 
Code, section 125 plans 
enable employees to set 
aside pretax income  
for any qualified medical, 
dental, or dependent-care 
expenses.
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People who open HSAs 
can pay for qualified out-
of-pocket health-care 
expenses with tax-free 
dollars from this account, 
which can grow through 
investment earnings.
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Another savings option 
that can accompany any 
type of health plan is the 
health reimbursement 
arrangement (HRA), 
an account that is fully 
funded by the employer.
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Account Type Features Positives Negatives

Section 125 • �Payroll-deduction savings 
plan enables employees 
to save for out-of-pocket 
medical, dental, and 
dependent-care expenses.

Two types:

• �Premium Only Plan. 
Limited to health-care 
insurance premiums.

• �Flexible Spending Account. 
For out-of-pocket health 
costs and dependent care.

• �Tax savings for employees 
and employers: 
contributions are exempt 
from federal withholding, 
FICA, and state withholding 
taxes based on state tax 
regulations (for further 
details, contact your CPA).

• �Easy budgeting tool for 
planned expenses.

• �Funds must be used 
before certain deadlines 
each year, or they are 
forfeited to the plan.

Health Savings 
Account

• �Tax-advantaged savings 
account similar to an IRA.

• �Enables employees to 
save for current, future and 
retiree health expenses.

• �To participate, individuals 
must be covered by a 
qualified high-deductible 
health plan and not 
covered by any other 
impermissible non-HDHP 
coverage.

• �Typically significantly lower 
health insurance premiums 
for HDHP.

• �Account funds can grow 
tax free.

• �The account is portable 
from job to job (because it 
belongs to the employee).

• �No use-or-lose provisions.

• �Both employer and 
employee may contribute.

• �Can be used only with a 
qualified high-deductible 
health plan.

• �To continue contributing 
to an HSA from a previous 
employer, an employee 
must be enrolled in a 
qualified HDHP with their 
current/future employer.

Health 
Reimbursement 
Arrangement

• �The employer contributes a 
set amount to this account 
each year.

• �Employers set the rules 
for using the funds and 
carryovers.

• �Fund usage includes 
eligible health-care 
expenses.

• �Can be used with any type 
of health-care insurance 
plan, or without any 
insurance.

• �Can be rolled over at  
year end.

• �Only the employer may 
contribute.
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For employees who 
have experienced an 
involuntary termination 
of employment, the 
Consolidated Omnibus 
Budget Reconciliation  
Act of 1986 (COBRA) is  
a federal law that requires 
group health plans to offer 
temporary continuation  
of coverage under 
the plan to covered 
employees as well as  
their covered spouse  
and dependent children.
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