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Understanding Smartflex™ Cafeteria Plan & MERP – Employer Guide 

  
What is Smartflex™?  

Smartflex is a package of benefits that provides a tax savings for the 
employer and greatly improves the employee’s benefits – without reducing 
the employee’s take-home pay. It is three plans in one: a cafeteria plan, a 
medical expense reimbursement plan and insurance. 

“Benefits Funding Benefits” 

Our slogan, “Benefits Funding Benefits,” illustrates how the plan works. The 
cafeteria plan premium creates the tax savings used to fund the additional 
insurance benefits. The cafeteria plan includes our discount benefit plan and 
it also includes any pre-tax qualified insurance products – as in accident, 
critical care, hospital indemnity insurance etc. 

How is the Flexible Allowance created? 

The amount of flex allowance is created by the difference between what the 
employee paid in taxes before Smartflex, and what is paid in taxes after the 
Smartflex cafeteria plan premium. Usually, employees have $250 or more a 
month to spend in flex allowance. On the example shown at the right, the 
employee had $62 per week to spend in flex ($88.02-$26.02=$62). 

Prior to enrollment, each employee is given a set amount of “flex allowance” 
budget they can use toward supplemental insurance products and the 
Smartflex admin fee. If the employee does not over-spend their budget, their 
take-home pay will not be reduced because of Smartflex. Any flex not spent 
will be forfeited (remaining in the employer plan).  

What does the cafeteria plan do? 

The employer must have a Section 125 plan cafeteria plan in place prior to 
enrollment; the Smartflex cafeteria plan wraps-around an existing group 
health insurance cafeteria plan. The cafeteria plan premium is $1200 per 
month deducted from the gross pay of the employee before taxation: this 
creates the tax savings which funds the Flex Allowance. ERISA rules 
regarding cafeteria plans must be followed when implementing Smartflex. 

What are the Smartflex benefits? 

Smartflex provides 24/7 medical care (via telemedicine and licensed mental 
health counselors) without additional out-of-pocket costs to the employee. It 
includes discounts on pharmacy, dental, vision, MRI/CT, lab, alternative 
medicine, etc., that can add up to serious savings for the employee.  
Smartflex reduces the employee’s out of pocket costs for health care while 
lowering the company’s health plan expenses as well – when the employee 
uses Smartflex benefits rather than group benefits. Smartflex, as a medical 
plan, qualifies under MERP guidelines for reimbursement of the premium. 
Smartflex benefits are not insurance. 

What is deducted via the cafeteria plan? 

The Smartflex plan total premium is based on $1200 per month. However, 
any insurance products purchased using flex allowance that qualify for pre-
tax treatment and will also be deducted via the cafeteria plan (see paycheck 
example). These pre-qualified insurance premiums will lower the premium for 
the Smartflex benefits, but combined all premiums (including the admin fee) 
will equal $1200 per month. This separation of the medical plan premium 
from the insurance premium is important, as only the medical plan premium 
is reimbursable. 

 

What if an employee doesn’t spend all the flex? 

If an employee does not spend all their flex allowance, any remaining funds 
stay in the employer plan. The employer may keep those funds without a tax 
penalty (up to $300 per employee per year) or return the funds to the 
employee at the end of the year. Any funds returned must be fully taxed. 

What does the paystub look like? 

The actual paystub design can vary by employer preference and the 
insurance products sold. It is recommended to show all the items purchased 
under the cafeteria plan on the paystub. The pre-qualified insurance and the 
Smarter Benefits premium added together will always be equal to a 
deduction of $1200 per month. (A weekly cafeteria plan deduction as shown 
in the illustration below equals $277). 

This employee had $62 per week to spend in flex allowance. He spent $59.31 on 
life, critical and admin fee so his MERP was reduced by $2.69. 

How does the Medical Expense Reimbursement plan work? 

The employer establishes a separate Medical Expense Reimbursement 
Plan and agrees to fund the plan with the Smartflex premium. The employer 
will then reimburse the employee the Smartflex medical plan premium to 
return the employee to the original take-home pay. Smartflex works with 
your payroll services to re-create a payroll run prior to enrollment. To be 
sure that the take-home pay is not impacted by Smartflex, it is critical that 
both payroll systems (the company and Smartflex) are consistent. Once 
setup is complete, the payroll is usually not adjusted again that year. 

What is the Tax Code behind the plan? 

A Medical Expense Reimbursement Plan, MERP, is a stand-alone medical 
reimbursement plan owned by the employer and does not interfere or 
replace any other reimbursement, flexible spending account, health savings 
account, etc. There is no upper or lower limit to the amount of money that an 
employer can reimburse an employee through a medical reimbursement 
account. (26 USC §105(b), subject to the limitation stated in 26 USC 
§105(c).) IRC 213d(1) also defines a premium as an employee expense that 
is eligible for reimbursement for medical care. Smartflex is not insurance. It 
exists under the guidelines of 42 US Code Section 300gg-91 as an 



employee welfare benefit plan under ERISA.  Although the plan is not 
insurance subject to State insurance laws and regulations; Smartflex does 

provide for the diagnosis, cure, mitigation, treatment, or prevention of 
disease, or for the purpose of affecting any structure or function of the body 
(IRC 213d1). 

What types of insurance benefits are available?  

The employer will help select the types of benefits available for the 
employee to choose from, usually supplemental worksite insurance. See the 
paystub example on this document.   

How is a MERP different from an HRA? 

A Health Reimbursement Account is a reimbursement coming to the 
employee for meeting a pre-set requirement, like a hospital visit triggers a 
reimbursement of $200 as an example. A Medical Expense Reimbursement 
Plan has much more flexibility in what it covers. As Smartflex offers 24/7 
medical care to the employee, the plan qualifies for a reimbursement of the 
premium expense, not of a specific incident.  

Can an employee cancel this anytime during the year?  

The cafeteria plan has an annual open enrollment in which an employee can 
change insurance plans, add or remove family members, join or cancel 
participation. If the employee has a qualifying event (such as marriage, new 
baby, divorce) during the plan year, the employee will also be eligible to 
make plan changes.  This is an ERISA plan subject to ERISA penalties and 
fines for allowing an employee to cancel the plan or join the plan outside of 
the plan requirements. Please review the ERISA Plan Summary Document 
for complete information.  

Does Smartflex include dependents?  

Yes! The plan discount benefit card includes the employee’s immediate 
family (dependents). Each enrolled employee will receive two benefit cards. 
The family can register on the www.mybenefitswork.com or download the 
smartphone app (My Benefits Work) for more plan information.  

How will this affect the employee’s year-end taxes?  

Smartflex is not designed to increase an employee’s year-end tax liability. In 
some cases, the tax liability may be less because of the plan because 
Smartflex will reduce the employee’s gross income which may drop the 
employee into a lower tax bracket. We cannot give tax advice, as many 
factors contribute to taxation. Please see your tax professional.   

What happens if an employee takes time off?  

Flexible allowance is figured based on a regular pay period. If an employee 
doesn’t have paid vacation or paid sick time, the employee may have to 
make up the difference in the premiums that are due every month.  

Why is life insurance part of the plan benefits? 

By offering a universal or whole life policy to the employee, the value of the 
life insurance can help offset any minor loss to Social Security benefits. 
(Smartflex has a Social Security report available showing the minor impact 
Smartflex has on Social Security, based on an employee enrolled for ten 
years.) Many of the life policies used in the plan also cover things like long 
term care, terminal illness and still provide cash growth over time.  

What if the employee only wants to buy the life insurance? 

The employee may use all available flex credits for life insurance and not 
purchase any additional pre-qualified insurance offered under the plan. The 
Smartflex admin fee and the medical plan premium would still come out of 
the paycheck as part of the cafeteria plan prior to taxation, adding up to 
$1200 in cafeteria plan deductions for the month. 

Are all employees eligible for the plan? 

Usually, an employee should earn about $17,500 gross in order to join the 
plan. An employee’s paycheck must also handle all deductions before 
reimbursement without a negative result: if a negative result occurs during 
the employee will be disqualified from enrolling. Also, any employee who is 
a shareholder of the company or who does not qualify for the company 
group benefits would not qualify for the Smartflex plan. However, the 
employee may purchase any of the insurance products offered. 

What if the employee leaves the company?  

All these plans are owned by the employee. If the employee leaves the 
company, the employee will have the option to keep the plan without an 
increase in premium. However, the discount benefits provided through 
Smartflex will stop at the termination date. The employer must notify 
Smartflex of any terminated employees before the end of the termed month. 
The employer will be billed for the employee and the employer admin fee for 
any active plan; an active plan starts on the first of the month. 

What happens if the employee doesn’t join the first year?  

The first year the employee is eligible for the plan locks in that employee’s 
guaranteed issue, i.e.: answering health questions are not required for 
certain benefits. After the first year, the employee will not have a guaranteed 
issue period for life insurance, etc.   

Is there a fee for the plan?  

Smartflex charges a monthly plan administration fee. The employee pays 
$50 per month from their flex, which does not reduce their take-home pay. 
The employer fee is $25 per employee per month and is a benefit expense.  

What is the tax savings for the company? 

The cafeteria plan creates a FICA-match savings of $1,101 per enrolled 
employee annually. The FICA savings is realized with every pay period. It 
also creates an increase in the amount of benefits provided by the company 
via the MERP. The MERP will vary per employee. In the paystub example 
shown in this document, benefit is calculated as follows: MERP 
$258.05*52+$300 Admin fee annually = $13,718.60. The employer’s admin 
fee is tax-reducing to the employer ($300 annually). 

How is the Smarter Benefits premium determined? 

The Smartflex medical benefits alone have an audited value of $20,000 
annually for a family of four, with two or more chronic illnesses, who use the 
discounts and free medical care as their primary means of receiving 
healthcare. The premium is based on that value, though Smartflex does not 
anticipate that an average employee will receive that value every year. 

More questions? Contact us at: 

Main Office: 281-407-5656 

Email: Contact@Smartflexme.com 

Employee Website: www.SmartflexMe.com 

Disclosures: The Smartflex plan is NOT insurance. The plan is not insurance coverage and does not meet the 
minimum creditable coverage requirements under the Affordable Care Act or Massachusetts M.G.L. c. 111M and 
956 CMR 5.00. It provides discounts only at the offices of contracted health care providers, and each member is 
obligated to pay the discounted medical charges in full at the point of service. Website to obtain participating 
providers: MyBenefitsWork.com.  Discount Plan Organization: New Benefits, Ltd., Attn: Compliance Department, 
PO Box 803475, Dallas, TX 75380-3475, 800-800-7616. Not available to UT, VT or WA residents. © 2018 Teladoc, 
Inc. All rights reserved. Teladoc and the Teladoc logo are registered trademarks of Teladoc, Inc. and may not be 
used without written permission.  Teladoc does not replace the primary care physician. Teladoc does not guarantee 
that a prescription will be written. Teladoc operates subject to state regulation and may not be available in certain 
states.  Teladoc does not prescribe DEA controlled substances, non-therapeutic drugs and certain other drugs 
which may be harmful because of their potential for abuse. Teladoc physicians reserve the right to deny care for 
potential misuse of services. 

 

 

*Smartflex has a Social Security report available showing the minor impact Smartflex has on 
Social Security, based on an employee enrolled for ten years. 


