What is a Flexible Benefit Plan?

Even the most comprehensive employee benefit plan has out-of-pocket expenses an employee must pay.  Expenses like deductibles, coinsurance, co-pays, prescription drugs, eyeglasses, day care services, and privately owned insurance policies can quickly add up.  Flex benefit plans, commonly known as flex spending accounts (FSAs), can help your employees save on these expenses. 
When you add a flex benefit plan to your existing benefit package, your employees will be able to set aside portions of their salaries before taxes are calculated.  This reduces their taxable income, meaning they will pay less in taxes and end up with more money in their pockets.  The money set aside is automatically deducted from their paychecks and credited to their flex spending accounts.  As employees incur qualified expenses, they simply submit them to ProcessWorks and reimbursements are made from the plan.

Qualifying Expenses

Only qualified expenses can be put through a flex spending account.  There are three separate flex spending accounts – one for medical, dental, and vision related expenses, one for dependent day care expenses, and one for privately held insurance premium expenses.  Employees can set aside dollars for one or more of these accounts.

Expenses reimbursed through the medical account include health, dental, vision, and prescription drug expenses not covered by insurance plans.   Some examples include co-pays, deductibles and coinsurance amounts, eyeglasses, contact lenses and solutions, birth control, routine physicals, prostheses, chiropractic care, and other medically related expenses as defined by Internal Revenue Service (IRS) Code 213.

Dependent day care expenses include fees paid to day care centers or at-home providers for the care of dependents under the age of 13.  It can also be used for the care of any dependents who live at home and are physically or mentally unable to care for themselves.  In order to qualify, the care must be provided so that the parents or legal custodians can work or attend school as a full-time student.

Premiums for individually owned health-related policies covering the employee, spouse and/or children are eligible for reimbursement under the private insurance account.  These include premiums for the following types of individually owned insurance policies: medical, dental, vision, COBRA, and Medicare Part B coverage for the employee.  Premiums paid as part of any employer’s group insurance plans are not eligible under this category.

Advantages for Employees

· Reduces taxes and increases employees’ take-home pay

· Money is budgeted appropriately for medical, dependent day care, and/or insurance expenses making it available when needed

· Submitting claims for reimbursement is quick and easy

Advantages for Employers

· Increased employee satisfaction and loyalty

· Reduced payroll-related taxes saves you money or helps fund other employee benefits
· Assistance to offset rising healthcare costs

How Much Can Employers Save?

Your company’s savings depend on the number of employees participating in the plan and the amount they choose to set aside.  Here is one example of how a company could save over $7,300 per year in FICA taxes.

	Account Type
	Number of Participants
	Each Participant’s Monthly Deposits
	Employer’s FICA Rate
	Employer’s Monthly FICA Tax Savings



	Medical
	80
	x    $50
	x  .0765
	=  $306



	Dependent Care


	15
	x  $250
	x  .0765
	=  $287



	Private Insurance
	4
	x   $60
	x  .0765
	=  $  18



	Employer’s Annual FICA Tax Savings                                                                                    $7,332




How Much Can Your Employees Save?

The amount employees can save depends on the amount they set aside annually.  In this example, an employee’s take-home pay is increased by almost $1,500 when he/she contributes $50 per month ($600 per year) for medical expenses and $400 per month ($4,800 per year) for dependent day care.

	
	Without Flex
	With Flex

	Annual Salary
	$25,000
	$25,000

	Less FSA Contributions (before taxes)

        Medical Expenses

        Dependent Day Care
	
	  -    600

  - 4,800

	Taxable Income

        Less Estimated Taxes*
	$25,000

- 5662.50
	$19,600

 - 4,439.40

	Annual Income After Taxes
Less After-Tax Expenses:

        Medical Expenses
        Dependent Day Care
Total Annual Take-Home Pay
	$19,337.50
            -    600

  - 4,800   

$13,937.50

	$15160.60
$15,160.60

	Increase in annual take-home pay


	
	          $ 1,223.10



*Based on 15% federal, 7.65% FICA, and 0% state Tax (Florida)
