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Step 5: Design your LSA 
program (continued)
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Taxability


While LSAs are usually taxable, there are certain 
situations where an LSA may be tax-free. For example, 
some benefits such as WFH expenses, educational 
assistance, or adoption support can be excluded from 
income and payroll taxes. You’ll have the choice to 
cover these expenses in either a taxable or nontaxable 
account, but there may be compliance considerations 
to be aware of. We recommend consulting with legal or 
tax counsel to avoid any liabilities.

Best practice 


Although some accounts can be nontaxable, you’ll 
ensure maximum flexibility and avoid compliance 
issues by keeping them taxable. For example, 
educational assistance will only be nontaxable up to  
a certain amount. However, if you make the account 
taxable, you can offer employees more funds. 
Nontaxable accounts may also require strict 
recordkeeping and receipt tracking, creating an 
administrative burden for your employees. Again, we 
recommend consulting with legal or tax counsel to 
explore the best options for your company.


Eligibility rules


Consider whether your benefits will immediately  
apply to all employees or if there are any eligibility  
requirements you want to implement. For example, will 
full-time and part-time employees receive the same 
benefits? Do you want employees to work at your 
company for a certain period before their LSA kicks in? 
These are details that are within your control. Also 
determine if there are any particular expenses that will 
require receipt submission.

Best practice 

Most companies choose to keep eligibility as open  
as possible to promote inclusivity and provide a great 
benefits experience for all employees. Choosing to 
exclude part-time employees or contractors from your 
program, for example, may send a message that they 
aren’t as valued as their full-time peers. We always 
recommend offering an LSA to all employees 
regardless of employment status to improve 
recruitment and retention. Employees are usually 
enrolled in their benefits upon hire so they have 
access to the LSA on their first day.

The number of accounts


Decide the number of individual accounts you want to 
offer employees. You can lump multiple expense 
categories above into a single LSA or create individual 
LSA accounts for specific categories. With Benepass, 
these accounts are still consolidated in one platform to 
make spending easier.

Best practice 


Companies that design a single LSA covering multiple 
categories experience higher rates of employee 
engagement and satisfaction. Creating one flexible 
benefits account provides the best user experience 
since employees have more freedom over spending 
and won’t have to manage multiple accounts. 
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