
INCOME TAX

2016 Tax Series: Fringe Bene�t #1:
Reward Employees with Achievement
Awards
If morale in your workplace has hit rock-bottom, you can boost spirits – and hopefully
productivity – by establishing a program of employee achievement awards. As long
as certain requirements are met, the awards are tax-free to employees and ...
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If morale in your workplace has hit rock-bottom, you can boost spirits – and
hopefully productivity – by establishing a program of employee achievement awards.
As long as certain requirements are met, the awards are tax-free to employees and
deductible by the company.
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[This is part of a series by our resident tax expert, Ken Berry, J.D., on the “sweet 16” fringe
bene�ts on the books for 2016.]

The tax law de�nes an “achievement award” as an item of tangible personal property
given to employees for either length of service or promoting safety. This includes gifts
like watches, electronic devices, golf clubs, jewelry and so on. However, cash and
cash-equivalent gifts – such as gift certi�cates — don’t qualify as tangible personal
property. In addition, the plan must meet these requirements to qualify for tax-free
treatment.

 Any employee may receive a length-of-service award, but safety awards can’t be
made to managers, administrators, clerical workers and other professional
employees.

The award doesn’t qualify if the company granted safety awards to more than 10
percent of the eligible employees during the same year.
The award must be part of a meaningful presentation.
The employee must have worked for the company for a minimum of �ve years to
receive a length‐of‐service award.

With a nonquali�ed plan, an employee may receive up to $400 in awards tax-free.
This amount is multiplied by four to $1,600 for awards under quali�ed plan. Any
amount above either limit is taxable to the employee and can‘t be deducted by the
company.

Two additional requirements must be met for quali�ed plans. (1) The award must be
paid under a written plan that doesn’t discriminate in favor of highly-compensated
employees. (2) The average cost of all employee achievement awards granted during
the year can’t exceed $400.

An achievement award program may encourage employees to do better work and
improve overall morale. It’s a small price to pay for improving the workplace
outlook.
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