
Hospital Indemnity Plan with Preventative Healthcare
Frequently Asked Questions (FAQs)

These Frequently Asked Questions are to provide you with information regarding the indemnity plan and 
its impact, if any, on your income taxes.  Please note that this is for informational purposes only and should 
not be relied upon for tax or legal advice.  

Please consult with a tax professional for exact advice for your situation.  If you need assistance with your 
taxes, please contact us.  Your employer offers tax advice services free of charge to you.  Any direct tax or 
legal advice will require an independent agreement with you and a professional.

Your employer has set up a Section 125 plan according to the federal Internal Revenue Code.  A Section 125 
plan, also known as a “Cafeteria Plan,” allows you and your employer to pay for certain benefits, such as the 
Indemnity Plan, using pre-tax dollars.  A pre-tax salary reduction reduces your gross income which may 
create tax savings for you and your employer.

My employer’s Hospital Indemnity Plan collects a premium on a pre-tax basis, 
how does that work?

Absolutely.  Section 125 of the Internal Revenue Code was enacted in 1969 and provides a special exception 
to the federal income tax rules, which allows employees to purchase certain benefits, such as the Indemnity 
Plan, using pre-tax dollars.

Are Section 125 Plans legitimate?

Yes.  Your employer has obtained the indemnity insurance plan on your behalf.  The employer is likely 
paying an administrative fee, in addition to the premiums.  As you take advantage of the indemnity insur-
ance plan, the claim benefits are paid to you from the insurance.

Can I directly receive the benefit payments?

Your MyTaxHotline portal can be found at mytaxhotline.com. 
Your username is your last name. 
Your password is your last name + DOB OR your last name + Last 4 digits of SSN. 
Please see the login page for further details or contact customerservice@mytaxhotline.com with questions. 

Where do I find my MyTaxHotline portal?

https://mytaxhotline.com
mailto:customerservice@mytaxhotline.com


Maybe, but only to the extent you received an “excess benefit.”  If you would have paid for the indemnity 
policy on a post-tax basis, then you would not owe any taxes on the benefit payments.  However, those 
types of policies are usually much more expensive.  Since you have paid for the Indemnity Plan on a pre-tax 
basis, it requires an additional analysis. You may owe taxes on any benefits you receive in excess of your 
medical expenses.

Are the benefit payments taxable to me?

The healthcare benefits of the Indemnity Plan are access to better health.  For tax evaluation, “benefits” are 
the claim payments you received for participating in any healthcare event under the Indemnity Plan. 

What are Benefits?

Medical Expenses are generally defined by the IRS and we recommend that you obtain any specific defini-
tion from your tax or legal advisor.  In its Publication 502, the IRS identified Medical Expenses as the follow-
ing:

What are Medical Expenses?

In general, medical expenses are the costs and expenses incurred in receiving the healthcare benefit and 
any out-of-pocket expenses that are not paid by the Indemnity Plan.  Please note that the expenses cannot 
be paid by another health plan or health account.

Medical expenses are the costs of diagnosis, cure, mitigation, treatment, or prevention of disease, and 
for the purpose of affecting any part or function of the body. These expenses include payments for legal 
medical services rendered by physicians, surgeons, dentists, and other medical practitioners. They 
include the costs of equipment, supplies, and diagnostic devices needed for these purposes.

Medical care expenses must be primarily to alleviate or prevent a physical or mental disability or illness. 
They don't include expenses that are merely beneficial to general health, such as vitamins or a vacation.

Medical expenses include the premiums you pay for insurance that covers the expenses of medical care, 
and the amounts you pay for transportation to get medical care. Medical expenses also include amounts 
paid for qualified long-term care services and limited amounts paid for any qualified long-term care 
insurance contract.

You can determine your medical expenses from any source.  For example, you can look at your credit card 
or bank statements to see how much you paid out of pocket for a certain claim.  You may receive an Expla-
nation of Benefits (EOB) as part of the indemnity plan to identify the potential taxable income.  Each plan 
participant is different.  Because the calculation is made at year end, you can utilize any resource to identify 
your medical expenses.

How do I figure out my Medical Expenses? 



An Excess Benefit is essentially the difference of the indemnity benefit payments you received and all the 
deductible medical expenses you incurred which were not reimbursed to you as part of the indemnity.   The 
resulting net “excess benefit” may be taxable to you. Whether you owe additional tax or not depends upon 
all your other deductions relative to your tax return and therefore is based upon your individual circum-
stances. To fully determine and understand how an indemnity plan will affect your individual tax return at 
the end of the year, you should consult with your tax professional as any tax impact is unique to each 
individual based on the individual’s tax situation and personal circumstances.

What is an Excess Benefit?

You will need to report any benefit payments you received in excess of your medical expenses.

What is the summary of whether benefit payments are taxable?  

You will not owe any taxes as you receive the claim benefit payments.  To determine whether you owe a tax 
on the indemnity benefit claim payments, you or your tax professional will need to prepare your annual tax 
return.  This will determine whether you owe any tax. You will evaluate the indemnity benefit payments you 
received throughout the year. You will subtract from the benefits the qualified medical expenses you 
incurred.  Usually, the excess benefit will then be added to the adjusted gross income (AGI). 

If I owe taxes, how is the excess benefit taxed?

It might, but not necessarily in a bad way.  Because the plan is provided on a pre-tax basis, your employer 
will not include the pre-tax premiums in your W-2 as wages.  As discussed in the other questions, this does 
not necessarily mean that it will impact your taxable income, because you may be required to report the 
excess benefit as taxable income.  

Will the Indemnity Plan impact my taxable income?

This will depend upon all of your tax decisions.  You will not pay taxes throughout the year on the premiums 
or any indemnity benefit payments you receive so it will not impact your refund from the previous year. Any 
tax obligation on the indemnity benefit payments you receive will be determined on your tax return for that 
year.  Your tax refund is directly related to the amount of income you earn, and the amount of tax withheld 
from each paycheck. If you have more tax withheld during the year than your tax return determines that 
you owe, you will receive a refund. The refund is the difference between the amount of tax you owe and 
your withholding plus any refundable credits you may have.  The question of withholdings and refunds 
should be discussed directly with your tax professional.

Will the Indemnity Plan impact my refund?



The tax requirements of each individual are unique and may be different based on the individual’s tax 
position and personal circumstances. You should consult your tax professional to confirm what documents 
or information you may need to provide to complete your tax returns for any given year.  The evaluation will 
be based on (1) the value of the indemnity benefit payments you received, and (2) the amount of 
out-of-pocket qualified medical expenses. You will likely need to provide the documentation to support all 
indemnity benefit payments you received and any unreimbursed “medical expenses” you incurred. 

How do I determine my taxes with my tax professional?

Excess indemnity benefit payments are reported on Schedule 1, Line 8z (“Other Income”) of the Form 1040.

Where do I report the “excess benefit” on my tax returns?

Taxes will be due when you file your annual tax return. 

If I owe taxes, when are they due?

The standard deduction is a set amount of money every taxpayer is entitled to exclude from their taxable 
income. The standard deduction varies by your filing status: single, head of household, married filing jointly 
or married filing separately.

What is the Standard Deduction for income taxes?

Single    $13,850
Married filing separately $13,850
Head of household  $20,800 
Married filing jointly   $27,700

How much is the Standard Deduction for 2023?
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Medicaid is a free or low-cost healthcare plan and is generally based on income and family size.  Each 
Medicaid program is largely administered by each state in accordance with federal and state law require-
ments.  The indemnity plan will not impact your ability to apply for Medicaid benefits or coverage.  Howev-
er, to fully determine and understand whether the plan will impact your Medicaid eligibility, you should 
consult your specific state Medicaid agency. Because Medicaid is based on several factors, such as income, 
household size, and state Medicaid expansion programs, the plan’s impact on each individual’s eligibility 
may be different.

Does the indemnity plan impact Medicaid eligibility?  

You can submit additional questions to customerservice@mytaxhotline.com.  You can also call or set up 
time for direct conversations with a tax professional.

How can I obtain more information?

mailto:customerservice@mytaxhotline.com
https://mytaxhotline.com

