Employees Enrollment Guidelines
IRC Section 125 is a program to help employees pay for health, accident and group term life insurance premiums; out of pocket health expenses; and work-related dependent day care expenses with non-tax dollars.  

The taxes saved are Social Security/Medicare Tax (5.65%); federal income tax (15% minimum); and state income tax (5% estimated).  This totals 25.65% tax savings on the portion of the wages that is used to pay the qualified expenses defined by IRC Section 125.

Employee Tax Illustration

Assume that an employee earns $2,000.00 per month and is responsible for $300.00 per month for his/her portion of the group health insurance premium.  Below is an example how the IRC Section 125 plan can benefit the employee.

                           
 

Without Sec. 125    
       With Sec. 125

  
Gross Wages                                 
      
      $2,000.00                                 $2,000.00

   
IRC Sec. 125 medical premiums                                   0.00                                 ‑    300.00
   
Adjusted Gross Wages                                         $2,000.00                                 $1,700.00

   
5.65% Social Security Tax       
                     -   153.00                                   ‑  130.00

      
15% Federal Income Tax                                      -   300.00                                   -  255.00

   
5% State Income Tax                                            -   100.00                                   -    85.00

  
Medical premiums                                                ‑   300.00                                    ‑     0.00
  
Employee's payroll check                                     $1,147.00                                 $1,230.00

Increase in income is $83.00 per month / $996.00 per year

IRC Section 125 Plan Guidelines

1.  All eligible employees must complete the enrollment affidavit.

2.  New employees are eligible to participate the first of the month following _____days of employment.

Qualified Benefits

1.  Health, Accident and Group Term Life Premiums
     (a)
Only insurance premiums paid by a participant for coverage offered through the employer qualify.    

     (b)
If premiums, coverage, or family status changes occur during the Plan Year, the amounts can be adjusted.

2.  Health Expense Flexible Spending Account (FSA)
     (a)
The maximum annual amount a participant may set aside for health expenses is $___________ per year.

     (b)
When requesting a reimbursement, copies of the bills must accompany the claims affidavit.  THE BILLS MUST INCLUDE THE NAME AND ADDRESS OF THE  PROVIDER; NAME OF THE PATIENT; DATE OF SERVICE; DESCRIPTION OF SERVICES RENDERED; AND COST.
    (c)
Reimbursements are only for expenses incurred during the plan year.  

    (d)
The annual amount, minus all previously paid claims, is available at all times during the plan year.

    (e)
Participation is required for the full plan year.

    (f)
The amount selected for reimbursement cannot be changed during the plan year except as allowed in the

             plan documents.  (Refer to your copy of the SPD) 

    (g)
Expenses incurred during the first 2 1/2 months of a new plan year can be applied to the remaining balance from the prior year. 
    (h)
Participants have 90 days following the end of a plan year to submit claims in order to avoid forfeiting

             any remaining balance. 

3.  Day Care Flexible Spending Account (FSA)
     (a)   The child must be a dependent on your tax return and under the age of 13 unless physically or mentally incapable

    
of self-care regardless of age.

     (b)
The person providing the care cannot be a dependent for whom you claim as an exemption on your tax return.

     (c)
Services can be provided by babysitters; day care centers meeting state and local regulations; preschools; or before-school and after-school facilities.


     (d)
Annual benefit allowed is $5,000.00 ($2,500 if married and filing federal income tax separately) per year.

     (e)
When requesting a reimbursement, copies of the day care provider bills, receipts, etc., must accompany a 

             signed and dated claims affidavit.

     (f)
Reimbursements are limited to the participant's account balance at the time the claim is processed.        

     (g)
If a family status change occurs during the plan year, the benefit amounts can be adjusted.

     (h)
Expenses incurred during the first 2 1/2 months of a new plan year can be applied to any remaining

             balance from the prior year. 
     (i)
Participants have 90 days following the end of a plan year to submit claims in order to avoid a forfeiture

             of any remaining balance. 
Dependent Day Care Expenses Worksheet

Tax Credit vs Day Care Reimbursement FSA
                                           







                         Employee  Example 
1.  Tax Credit is based on $3,000 per year for 1 dependent, $6,000 for 2 or more.

    
(a) Estimate cost of dep. care……………………….........................................................................$________  $6,000

    
(b) Tax credit from the table.................................................................................................................________     23%

    
(c) Multiply (a)x(b) for tax credit……………………………………………………………….......$________  $1,380

2.  Day Care FSA is $5,000 per year regardless of the number of dependents.

    
(a) Estimate cost of day care...............................................................................................................$________  $5,000

    
(b) Estimated tax rate............................................................................................................................________ 25.65%

      
Include Social Security, federal and state income tax  
    
(c) Multiply (a)X(b) for tax savings………………………………….......……….............................$________  $1,383

TAX CREDIT TABLE





  Earned Income Credit %        

  Earned Income Credit %

Earned Income Credit %


   
                         0‑15,000

35%                  15,001‑17,000      
34%

   17,001‑19,000        33%              

         19,001‑21,000

32%

    21,001‑23,000      
31%                         23,001‑25,000       30%


                       25,001‑27,000            29%             
    27,001‑29,000      
28%                         29,001‑31,000       27% 

                       31,001‑33,000      
26%                  33,001-35.000      
25%                         35,001-37,000       24%


                       37,001-39,000       
23%                  39,001-41,000      
22%                         41,001-43,000       21% 

                       43,001 and up      
20%  

Day Care reimbursements are reported on the participants W-2.  This information must be included on Schedule 2441 when the participants file their income tax return.

Once you have reviewed the benefit guidelines, complete the enrollment form; sign and date the form; and return it to your supervisor. 

Dick Smith with Affiliated Benefits Consultants, Inc. is our specialist for this plan.  If  you have any questions, please email him at www.dicksmith@abcflex.com or call him at 970-522-4802 or
800-473-4891.

Go to www.abcflex.com for additional information and forms.
