
Tax Savings For You and Your Employees

FSA tax savings for  
me and my employees.

That ’s exactly what I need.
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Flexible Benefit Accounts for Renewing Clients

Advantages to employers
You’ll save payroll taxes

You’ll save approximately 8% on every dollar 
employees set aside from their paychecks 
to budget for their flex plan. (This is true for 
employees earning less than the maximum 
amount taxed for social security.)

Lower your health insurance costs

An employers’ insurance cost can be lowered  
by coordinating changes to your health plan  
with the installation of a flex plan.

Save on retirement plan expense and 
other insurance premiums

When employees set aside pre-tax payroll 
deductions for a flex plan, your contributions  
to 401(k), pensions and workers’ comp may  
also be reduced since they are based on lower 
taxable salaries.

Plan fees can be paid by employer or 
participants

Administrative costs are tax deductible and can 
be paid by you or your employees. Fees can also 
be collected by pre-tax payroll deduction from 
the employee’s flex plan account.

Flexible Spending Accounts 
Health Savings Accounts 
Dependent Day Care Accounts 
Commuter Benefit Accounts

What are flex accounts?

Sometimes referred to as flexible spending accounts, cafeteria plans, Section 125 plans  
or flex plans, flex accounts let employees set aside a portion of each paycheck into an 
account – before paying income taxes.

During the year, employees are reimbursed from this account for expenses such as health 
care, dependent day care and commuting fees. Reimbursements for qualified expenses  
are tax-free.

How will my employees save money?

The portion of salary which an employee directs to the plan is not taxed.  
The employee saves:

u Federal income tax.

u State and local taxes (where applicable).

u Social security tax (assuming the employee’s salary is below the maximum  
social security wage base).

Employees will save 25% to 40% in taxes for every dollar they elect.

What happens to the money an employee puts into a flex plan?

The employee’s redirected salary is “banked” in an account maintained for the employee. 
Qualified expenses incurred by the employee are reim bursed tax-free from dollars “banked” 
in the account.

Who can sponsor a flex plan?

Regular corporations, partnerships, S corp orations, limited liability companies (LLCs), sole 
proprietors, professional corporations and not-for-profits can all save money on taxes by 
establishing a flex plan.

While Regulations prohibit a sole proprietor, partner, members of an LLC (in most cases)  
or individuals owning more than 2% of an S corp oration from participating in the flex plan, 
they may still sponsor a plan and benefit from the savings on payroll taxes. “Employee”  
share holders of regular corporations may also participate.



Flexible Benefit Accounts for Renewing Clients

Example of Employer Savings
The IRS has great flex account options to meet your needs.
1. Health Care Account Options

FSA - Flexible Spending Accounts allow employees to set aside a portion of their paychecks 
(before taxes) into an account to budget for expenses not covered by another health plan. The 
participant can use the account to pay for over-the-counter medicines, co-pays at the doctor 
or pharmacy, chiropractic care, eyeglasses, contacts, LASIK, orthodontics and more.

HSA - Health Savings Accounts allow employees to set aside a portion of their paychecks 
(before taxes) into an “IRA-like” custodial account to save for future medical expenses, or 
pay current expenses not covered by another health plan. To contribute to an HSA, the 
employee must also be covered by an IRS qualified high-deductible health plan. Employers 
may contribute to employees’ HSAs. Unlike FSAs, unused funds can be carried forward to the 
future and/or invested. HSAs are also portable and can be taken to a new employer or used 
at retirement. An HSA can also be coupled with a “limited” FSA that pays for vision or dental 
expenses that are not covered by another plan.

2. Day Care Account Options

Child Day Care Accounts. Employees set aside pre-tax payroll deductions in this account  
to budget for the day care expenses of a dependent child under age 13.

Elder Care and Adult Day Care Accounts. Employees set aside pre-tax payroll deductions  
to budget for the expenses of a dependent adult who cannot physically or mentally care  
for themselves.

3. Commuter Benefit Accounts 

Through payroll deduction, employees contribute to an account that saves 25% to 40% on  
the expense of parking near their place of employment and travel to and from work.

4. take care® Flex Benefits Visa® Debit Card 

With the take care Card, participants can pay qualified expenses directly from their flex 
accounts. Employees appreciate the Card option because they don’t have to reach into their 
pocket to pay qualified expenses and then wait for a reimbursement. And, the take care Card 
can be used to pay for qualified expenses for one or multiple benefits: Health Care, Dependent 
Care and Commuter.
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Example of Employer Savings
XYZ Group HAS 10 EmploYEES WitHout A 

FlEX plAn
WitH A 

FlEX plAn
Your 

Group

Annual payroll $300,000 $300,000

Payroll-deducted insurance premiums 0 - 24,000*

Unreimbursed health care expenses - 3,000*

Dependent day care expenses - 10,000*

Transit expenses - 2,340

Parking expenses - 15,120

Taxable payroll $300,000 $245,540

FICA tax (7.65%) $22,950 $18,784

Annual Savings $4,166

* Based on average plan participation of a 10-life group.

Now, just about every employee 
will save by signing up
Take a look at three typical examples. While everyone  
is different, they all enjoy big tax savings.

SinGlE WitHout DEpEnDEntS

Co-Pays to doctors and pharmacies $135

Drugs (over-the-counter and prescription) $540

Eye exams and LASIK $80

Prescribed sunglasses and eyeglasses $200

Dental cleanings, fillings and x-rays $160

Quit smoking program $125

Subway or bus to work $444

total budgeted expenses $1,684

Annual Savings: $421 to $674

YounG CouplE WitH tWo CHilDrEn

Co-Pays to doctors and pharmacies $210

Drugs (over-the-counter and prescription) $720

Eye exams, surgery and LASIK $160

Prescribed sunglasses and eyeglasses $400

Dental cleanings, fillings and x-rays $320

Sealants, crowns and bridges $200

Braces, spacers and retainers $1,500

Chiropractic and podiatrist fees $910

After-school care, day camp and pre-k $4,080

Parking located near place of employment $444

total budgeted expenses $8,944

Annual Savings: $2,236 to $3,578

mAturE CouplE WitH DEpEnDEnt ElDEr

Co-Pays to doctors and pharmacies $360

Drugs (over-the-counter and prescription) $1,260

Prescribed sunglasses and eyeglasses $800

Eye exams, surgery and LASIK $2,120

Dental cleanings, fillings and x-rays $240

Dentures, sealants, crowns and bridges $1,200

Chiropractic and podiatrist fees $910

Physical therapy $1,560

Quit smoking program $125

Weight loss program (for specific disease) $520

Elder day care for dependent adult $5,000

Parking located near place of employment $444

total budgeted expenses $14,539

Annual Savings: $3,635 to $5,816



Design and Administration
Plan administration is easy with  
our turnkey service.
Setup kit
The setup kit includes “signature-ready” custom plan 
documents and forms and a checklist for plan imple-
mentation. For existing plans, the service also includes  
a plan review and amendment, if needed.

Employee enrollment assistance
The enrollment kit includes educational materials such as 
brochures, posters, mailbox stuffers and enrollment forms 
(also available electronically and online). Printed and online 
claim forms plus instructions for filing claims are provided  
to participants.

Employee account management
Employee contributions are collected each pay period 
and added to employees’ account balances. Daily services 
include account balance tracking, claims adjudication and 
claims payment by check or direct deposit. 

If you choose, your employees can pay for qualified 
expenses with the take care® Card. No need for them to 
pay out of pocket and then have to wait for reimbursement 
from their flex account. When participants use the take 
care Card, qualified expenses are paid directly from their 
benefit account(s). 

And with online claims and the MyFlexsmMobile website 
(m.myflexmobile.com) and the MyFlexsmMobile App, 
participants can access their account information  
and submit claims anywhere, any time!

Participant assistance
Employees have 24-hour access to their accounts via the 
Internet, or an automated 800-line. Toll-free access to the 
participant service center is also provided during the day. 
Employee statements are printed on claim reimbursement 
stubs. Printed employee statements are also provided at the 
end of the plan year if a balance remains in the account.

Annual compliance
Compliance services include recon ciliation and reporting 
of employee account balances, plus compliance with 
discrimination testing requirements. A “signature-ready”  
IRS Form 5500 (if required) is provided, along with an  
An nual Compliance package and information for W-2  
Wage and Tax Statements.

Important information
u The plan must be in writing and a Summary Plan Description must be distributed to 

each plan participant.

u Elections cannot be changed or revoked at any time during the plan year unless the 
participant has a change of status, or the required contributions to pay premiums for 
the elected benefits change during the plan year.

u COBRA continuation forms should be provided to all term ina ting participants in the 
medical reimbursement portion of the plan. However, COBRA need not be offered for 
subsequent plan years.

u The plan must provide a written state  ment by January 31 of every calendar year 
showing the amounts paid or expenses incurred for day care expenses during the 
previous calendar year. This amount is shown on the employee’s W-2.

u Employers maintaining flex plans with over 100 participants in the health flex plan 
must file IRS Form 5500 each year.

u For a health FSA account, the employer must make the full election amount available 
to participants on the first day of the plan. If an employee leaves employment before 
fully funding the plan, the employer must complete funding. In case of a deficit in 
the plan account, the employer must fund this deficit until employee deposits cover 
the balance. Generally, the employer’s FICA savings outweigh this risk. For an HSA 
account, only amounts contributed are available to pay expenses or withdrawal.

u Eligible expenses may be incurred during the plan year and up to 2-1/2 months 
following the plan year end. Funds elected by participants, but unused, will be 
forfeited to the plan. (This rule does not apply to Health Savings Accounts.)

u If transit passes are “readily available” to the employer, the employer must provide 
transit passes instead of reimbursing employees for transit expenses. “Readily 
available” means that the employer can purchase and distribute transit passes to 
employees without having the cost incurred by the employer be more than 1%  
of the value of the transit passes.

u The plan may not discriminate in favor of highly com pensated or key employees.

u Because employees do not pay any social security tax on income redirected to the 
plan, their social security benefits at retirement may be slightly reduced.

How to get started
You can start a flex plan at any time. Plus, you can have a short plan year for the first year 
so that future plan years coincide with either your fiscal year, calendar year or health 
plan. The choice is yours.
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The list of IRS qualified items just keeps getting bigger!
u Over-the-Counter medicines
u Co-pays at the doctor and 

pharmacy
u Contact lenses
u Prescription sunglasses

u LASIK eye surgery
u Dental sealants
u Braces for teeth
u Quit smoking programs
u Prescribed weight loss programs

u Before- and after-school   
child care

u Pre-k
u Nursery school
u Day camp for kids under 13

u Day care for dependent elders 
and disabled dependents

u Cost of parking at work
u Mass transit to and from work



WageWorks is dedicated to being a world-class provider of benefit services delivering the easiest-to-use and most convenient solutions that enable employers, individuals and their families to maximize savings 
on health, commuting, and other tax-advantaged accounts. Today, WageWorks is the leading provider of tax-advantaged solutions and services in the United States, consistently setting industry standards for 
high-quality service and innovation. WageWorks specializes in delivering enterprise level functionality and service excellence designed specifically for growth-oriented employers and entrepreneurial businesses.

© 2012 WageWorks, Inc. All rights reserved. WageWorks® is a registered service mark of WageWorks, Inc. Throughout this document, “savings” refers only to tax savings.  
No part of this document constitutes tax, financial or legal advice. Please consult your advisor regarding your personal situation and whether this is the right program for you.

About WageWorks

AFL_FSA_ER_B_R (May 2012))


