Flexible Spending Account Introduction
Flexible Spending Accounts grew out of Section 125 of the Internal Revenue Code, and allow employee expenditures on out-of-pocket health benefit premiums, uncovered medical, dental, vision, other medical related service costs and even dependent care costs to be paid with tax free dollars.  Employees can elect three component programs as described below:

Premium Conversion allows taxable salary dollars to be diverted to non-salary, non-taxable dollars to pay for premium contributions.  This saves employees tax dollars and reduces salary levels, thus saving the employer FICA payments and in many cases savings on retirement plan contributions and unemployment taxes.

Medical Reimbursement Accounts allow employees to set aside a designated dollar amount on a payroll deduction basis each payroll to pay for almost any out-of-pocket medical-related expenses not covered by insurance plans, such as dental, vision, deductibles, coinsurance contributions, and co-pays.  Like the Premium Conversion component, dollars designated are diverted from taxable salary to nontaxable, non-salary dollars and result in the same advantages named for Premium Conversion.

Dependent Care Reimbursement Accounts allow employees to set aside dollars, as described above, to pay for those costs of dependent care that enable the employee (and spouse, if married) to work.  The dollars set aside in this account cannot exceed $5,000 if married and filing a joint return or if the employee is a single parent.  The limit is $2,500 for married participants who file separate tax returns.
Frequently Asked Questions About Flexible Spending Accounts
 1.  How does contributing to an FSA reduce my taxes?

An FSA lets you use pre-tax dollars for certain eligible medical and dependent daycare expenses.  Because of federal, state and other taxes, most people have to earn $150 to spend $100.  By paying for services covered by an FSA with pre-tax dollars, a person only has to earn $100 to pay $100.
2.  Why should I enroll in a Flexible Spending Account (FSA)? 

Your contributions to your FSA come out of your paycheck before any taxes are taken out. This means that you don't pay federal income tax, Social Security taxes, and (in most cases) state and local income taxes on the portion of your paycheck you contribute to your FSA. Your employer will inform you of how to enroll.

3.  How much will I really save? 

Depending upon your individual income and tax filing status, you could save as much as 20-50% on eligible health care services by using an FSA.
4.  How much should I contribute? 

You should contribute the amount of money you expect to pay out of pocket (on eligible expenses) for the plan period. To determine this amount, consider:

a. last year's medical and/or dependent care expenses 

b. any medical, vision or dental care costs you foresee that might not be covered under your health care plans 

c. any changes in your family status that might have an impact on your medical/dental or dependent care expenses 

Your employer will identify the maximum amount that can be contributed to the health FSA. The maximum contribution to the dependent care FSA is $2,500 per calendar year for a single participant and $5000 per calendar year for a family participant.  A planning form for the medical account is provided at the end of this section on Flexible Spending accounts.

5.  Wouldn't I save more by just taking a deduction on my income tax? 

According to the IRS, only medical and/or dental expenses that exceed 7.5% of your adjusted gross income can be deducted from your income taxes. Most people do not have expenses high enough to qualify for this deduction.

For work-related dependent care expenses, the tax credit amount is determined by applying a percentage to your total dependent care expenses. According to current tax structure, generally the tax credit is more beneficial than a dependent care spending account if your family income is under $25,000.

Keep in mind that contributions for an FSA are taken out of your pay before taxes are applied, thus reducing your gross salary and your taxable income.

Talk to your accountant or financial planner for more assistance.

6.  At the end of the year, if there's unused money in my FSA, do I get to keep it? 
According to the IRS's "Use it or lose it,” rule, if you do not use all the money in your FSA for expenses incurred during the plan year, you will forfeit the unused balance. Your unused balance cannot be carried over into the next year.

Be conservative in determining how much to contribute to the plan to avoid forfeiting any unspent money at the end of the year.

Careful planning of your yearly expenses, as well as staying aware of your account balance and filing deadlines, will assist you in using your FSAs wisely. 

7. Can I request FSA reimbursement for services I received before the plan year begins if I'm not billed until after the plan year starts? 

No. According to IRS standards, a qualified expense is "incurred" at the time the service is provided, not when you are billed or when you actually pay for this service. Therefore, you can only file claims for eligible expenses incurred during the same plan year. 

8. Can I change my election or stop contributing money to my spending account at any time throughout the year? 

Federal regulations state that once you have designated the contribution amount, you cannot change your decision throughout the year unless you have a change in status as defined by the IRS. Avalon Benefit Services can provide you with a list of family status changes that allow you to alter your original account allotments.

9. Can I transfer money from my health care FSA to my dependent FSA or vice versa? 

No. The health and dependent care spending accounts are two separate benefit plans. Per IRS regulations, you cannot transfer money between the two accounts.

10. What happens if I submit a claim for an amount greater than what I have contributed to my FSA so far this year? 

When you submit an FSA claim, you will be reimbursed up to the full amount of your annual election, regardless of the amount of money that has been deposited into your account.

NOTE: Dependent care claims are paid a little differently. If you submit a claim and your balance is less than the amount of the claim, you will only be reimbursed for the amount of money available in your dependent care FSA. The remainder will be reimbursed once your future contributions are deposited into your dependent FSA.

This process enables you to submit a claim only once and receive funding on an ongoing basis, rather than be denied payment and be forced to resubmit the claim until it can be paid in full.

11. Can I continue participating in my FSA under COBRA? 

Please refer to your Summary Plan Description regarding the rules of your plan.
12. Can I use a dependent care FSA for elder care? 

Yes. You can use the spending account for daycare expenses so that you (or you and your spouse) can work if: 1. You are responsible for at least 50% if the support of an elderly parent or any person living with you who is physically or mentally incapable of self-care, and 2. This person is noted on your income tax statements as a legal dependent.

You can also use the dependent care spending account if the elder care is needed because you work and your spouse is a full-time student.

13. If I have someone caring for my children in my home instead of at a day-care facility, do these expenses qualify for reimbursement from a dependent care FSA? 

Yes. You can include wages paid to a babysitter or companion in or outside your home if the services are necessary in order for you (or you and your spouse) to work. Expenses will also qualify for a dependent care FSA if you work and your spouse is a full-time student.

The services are not covered if the babysitter is someone you declare as a dependent.

14. What can be covered under the Medical Care Reimbursement Account?

Flexible Spending Account List of Eligible Expenses

This list is not all-inclusive. In general, the IRS requires that expenses must be for the diagnosis, cure, mitigation, treatment, or prevention of disease, and for treatments affecting any part or function of the body. The medical expenses must be primarily to alleviate or prevent a physical or mental defect or illness.

The IRS and/or your employer may, from time to time, modify its list of eligible expenses. If you are unsure of a potentially eligible expense, please contact customer service or refer to your employer's FSA plan document. 
A
Acupuncture
Alcohol and drug dependency inpatient treatment
Ambulance usage
Anesthesia
Artificial limbs

B
Birth control pills
Braces
Braille books and magazines

C
Chiropractic services
Christian Science practitioner services
Contact lenses and solution
Crutches

D
Dental expenses (exams, cleanings, X-rays, root canals bridges, etc)
Dentures
Dermatology services (other than cosmetic services)
Diagnostic fees
Doctor fees
Drugs - see prescription drugs and over-the-counter drugs later in this summary 

E
Eyeglasses, including examination fees 

G
Guide dogs

H
Hearing aids and batteries
Hospital fees
Hypnosis (for treatment of an illness)

I
Insulin
In vitro fertilization

L
Laboratory fees
Learning Disability- learning fees to special schools for a child with severe learning disabilities
Legal fees to authorize treatment for mental illness

M
Maternity Expenses

N
Neurological services
Nursing home expenses for medical treatment, including meals and lodging
Nursing services

O
Obstetric services
Ophthalmologic treatment
Optometry services
Organ transplants
Orthodontia, except care for cosmetic purposes
Orthopedic services
Orthopedic shoes
Osteopathic services
Over-the-counter drugs 
Oxygen

P
Pediatric services
Physiotherapeutic treatment
Podiatry services
Prescription drugs
Psychiatric care
Psychological treatment
Psychotherapy

S
Smoking-cessation programs
Special home or school for a mentally or physically handicapped person, mainly for treatment purposes if the reason for using the school is its resources for treating the disability
Speech therapy
Sterilization fees
Substance abuse treatment
Surgical fees

T
Transportation necessary to receive medical treatment
Tuition fees you pay to a special school or tutoring fees, if recommended by your doctor, for special training for a child who has a severe disability which is caused by mental or physical impairments

V
Vaccinations and immunizations
Vasectomy
Vision expenses

W
Wheelchairs

X
X-Rays
15. What is not eligible under Medical Care Reimbursement Account?

Flexible Spending Account List of Ineligible Expenses 

This list is not all-inclusive. In general, the IRS requires that expenses must be for the diagnosis, cure, mitigation, treatment, or prevention of disease, and for treatments affecting any part or function of the body. The medical expenses must be primarily to alleviate or prevent a physical or mental defect or illness.

The IRS and/or your employer may, from time to time, modify its list of eligible expenses. If you are unsure of a potentially eligible expense, please contact customer service or refer to your employer's FSA plan document.

· Amounts eligible for reimbursement by other sources, such as insurance or Medicare 

· Expenses for which a federal itemized deduction is taken 

· Premium payments your family makes for health, dental or vision care coverage 

· Health or fitness club membership fees for general health 

· Laetrile 

· Weight reduction programs for general health 

· Personal care items 

· Cosmetic services and supplies 

· Cosmetic treatment - such as cosmetic orthodontia, surgery, etc. 

· Hair transplants 

· Marriage/family counseling 
16. What are covered over-the counter items?

Not all Flexible Spending Accounts cover the over-the counter drugs.  Please check your Summary Plan Description or ask Avalon Benefit Services if your Plan covers these items.   If you Plan does cover these items, examples of covered items are listed below.

	Over-the-Counter Flexible Spending Account Expenses

	This is a general overview and is not a guarantee of reimbursement or eligibility. You are advised to review your     company's FSA Summary Plan Description and enrollment materials for specific information or consult with a tax        advisor.  A Health Care FSA can only be used for expenses incurred for medical care under IRS Code Section 273 if other requirements in the Code (including those in Prop. Treas. Reg. 1.125-2, 0/A-7 for claims substantiation, etc.) are also met. The rules change periodically due to new IRS guidance and this information is subject to change at any time without notice.

Eligible Expenses
Examples



	Anesthetics
	 Sucrets and other throat lozenges, Bactine and its equivalents, Aspercreme and other    

  topical anesthetics.

	Antifungal
	Femstat, Gyne-Lotrimin, Lotrimin, Micatin, Monistat, etc., and their generic equivalents.

	Antimicrobial
	EZ Scrub and similar disinfectants used on the body only. Antibacterial soap is not included.

	Anti-itch
	Caldecort, Cort-aid, Hydorcortisone, Lanacort, etc. and their generic equivalents.

	Antihistamine
	Benadryl, Claritin, Allerest, Chlor-Trimeton, Dimetane, Sudafed Plus, Tavist, Triaminic,    Drixoral, Actifed, etc., and their generic equivalents. Ivy Block for poison ivy. Nasalcrom and similar antihistamine nasal sprays.

	Decongestant
	Afrin, Chlor-Trimeton, Duration, Dristan, Neo-Synephrine, Orrivin, Sudafed, Triaminic, etc.,     and their

generic equivalents.

	Diagnostic tests
	Home-based kits for pregnancy, blood glucose for diabetics and similar test kits.

	Family planning
	Contraceptives, pregnancy testing kits and ovulation testing kits.

	Flouride rinses/gels
	Fluorigard, ACT and other fluoride rinses, GelKam gel, StanCare.

	Head lice treatment
	RID and similar head lice treatments.

	Hemorrhoid treatment
	Preparation H, Plazo and similar treatments.

	Pain relief
	Actron, Advil, Aleve, Motrin, Nuprin, Orudis, Tylenol etc., and their generic equivalents.

	Parasite treatment
	Pin-X, EZScrub, and other such items for intestinal worms, ringworm etc.

	Sleep aids
	Unisom, Sominex, Excedrin PM, Nyquil, etc., and their generic equivalents.

	Smoking cessation
	Nicotine gum, lozenges and patches.

	Sprain/strain
	Bandages, Ben-Gay and similar medication. Other items used to treat sprains and strains.

	Stomach and digestive

ailments
	Medications used to treat heartburn, upset stomach, constipation, diarrhea etc., - AXID, Imodium, Pepcid, Pepto-Bismol, Prilosec, Tagamet, etc., and their generic equivalents.   Enemas, Ex-Lax and other laxatives.

	Sunburn care
	Solarcaine and equivalent medication.

	Swimmer's ear
	Swim-ear and equivalent medication.

	Vision care items
	Contact lens solutions, reading glasses, eye drops such as Visine and Ocuclear.

	Wart removal
	Compound W and similar medication. 

Antibiotic creams, Bactine, band-aids, and other "first aid" wound care treatments.

	Wound care / first aid
	

	Dual Purpose
Claims submitted for these items must be accompanied by a doctor's note.

	Acne treatments
	Clearasil, Stridex, sodium sulfocetamide, benzoyl peroxide products and similar treatments. Facials,

aesthetician treatments, etc., and skin care treatments.

	Iron supplements
	If they are for treatment of active anemia.

	Calcium supplements
	If they are for treatment of osteoporosis.

	Prenatal vitamins
	During pregnancy only.

	Ineligible Expenses

	Cosmetics
	Perfumes, make-up, etc., even when the make-up is to cover scarring or other skin damage.

	Drug screening kits
	Drug use diagnostic kits are not eligible.

	Hair loss treatments
	Propecia, Rogaine and similar items.

	Skin care products
	Wrinkle creams, Retin-A and similar items, moisturizers, etc.

	Toiletries
	Deodorant, soaps, shampoo, toothpaste and mouthwash, for which the participant would need to purchase a similar item anyway.

	Vitamins/supplements
	Any vitamins, supplements, fiber supplements or similar preparations used for general health.

	General exclusion
	Anything not used to treat a specific health condition. "Stockpiling", purchasing large      quantities of the same item at the same time.


17. What is eligible under Dependent Care Reimbursement Account?
Eligible Dependent Care Expenses

The IRS and/or your employer may, from time to time, modify its list of eligible expenses. If you are unsure of a potentially eligible expense, please contact customer service or refer to your employer's FSA plan document.
· Licensed nursery schools 

· Qualified child care centers 

· Adult day care facilities 

· After school programs 

· Baby-sitters inside or outside the home while you are at work. (As long as the individual is not your child under age 19, or anyone you or your spouse can claim as a dependent for federal income tax purposes). 

· FICA and other taxes you pay on behalf of a day care provider 

· Day camps for dependent children under age 13 

· Preschool tuition 

· Meal and lodging expenses provided for your care giver - this would include additional rent and utilities as well as food. 

18. What is not eligible under Dependent Care Reimbursement Account?
The following Dependent Care expenses are not eligible for reimbursement from the 
             Dependent Care Account Plan.  Keep in mind that the IRS and/or your employer may, from time to time, modify its list of eligible expenses. If you are unsure of a potentially eligible expense, please contact customer service or refer to your employer's FSA plan document.
· Sleep-away or overnight camps 

· Tuition fees for private or boarding school 

· 24-hour nursing home care 

· Weekend or evening baby-sitting that is not necessary for you (and your spouse) to work 

· Care provided by your child under the age of 19 or someone you claim as a dependent on your income tax return. 

· Transportation between your home and the place care is provided 

· Finder's fees for placement of an au pair or nanny 

· Expenses for which you claim a tax credit on your federal income tax return 
19. Is there a planning form that I can use to help me decide how much to set aside?

We have developed a tool for you to use in calculating your amount to set aside for the Medical Reimbursement Account. The document provides a mechanism to guide the user through the possible out-of-pocket expenses for the care that can be covered by flexible spending accounts.  The tool does not have over-the-counter drugs listed, because all plans do not cover those items.  If your plan covers over-the-counter drugs, please take that into account and add an amount that will cover your costs for those items to your total.  

Remember to be conservative because dollars set aside that are not spent within the time frame defined by your plan are lost dollars to you.

The planning tool is presented on the next page of this document.

Medical Care Reimbursement Account
        THIS FORM IS PROVIDED AS A PLANNING TOOL.  THERE IS NO NEED TO RETURN IT. 

This worksheet will help you estimate your annual costs.  This list is intended to be used as a guide.  Please review the information provided below before completing. List all costs not reimbursed by insurance incurred by you, your spouse and dependents.  To be reimbursed, the services must be prescribed by a physician to treat a medical condition.


QUALIFYING EXPENSE

ESTIMATED ANNUAL EXPENSE

Medical Plan deductibles and coinsurance

$____________________________
Hospital and medical doctor fees

 
 ____________________________
Annual physical examinations


 ____________________________

Dental examinations



 ____________________________

Eye examinations, Eye Glasses, Contacts

 ____________________________

Prescription drugs/copays



 ____________________________

Lab and X-rays




 ____________________________

Hearing aids




  ____________________________

Chiropractors services



 ___________________________

Non-Cosmetic surgery



 ____________________________

Ambulance service



 ____________________________

Nursing home costs



 ____________________________

False teeth




 ____________________________

Mental and nervous services


 ____________________________

Acupuncturists




____________________________

Orthodontia




 ____________________________

Smoking Cessation Program


 ____________________________

Laser Eye Surgery



 ____________________________

Medically needed weight loss program

____________________________


      (A) Total Annual Out-Of-Pocket Medical Expenses_____________________________
      (B) Number of Pay Periods Remaining

     ____________________________

      (C) Amount of Redirection Per Pay Period (A / B)     ____________________________

FSA Qualifying Medical Care Expenses
Under the Plan, you will be reimbursed only for those medical expenses generally deductible on your federal income tax return (without regard to the 7.5% of adjusted gross income limitation). They include the services listed below when they are recommended by a physician to solve a medical problem:


1. Medicine, drugs, vaccines and vitamins prescribed by your doctor.

2. Medical care by licensed providers of care 

3. Medical examinations, x-rays and lab services, insulin treatment prescribed by a doctor. 


4. Nursing help in your home or elsewhere.




5. Hospital care (including meals and lodging), clinic costs and lab fees.


6. Medical treatment at a center for drug addicts or alcoholics.

7. Medical aids such as hearing aids (and batteries), false teeth, eyeglasses, contact lenses, braces, orthopedic shoes, crutches, wheelchairs, guide dogs and the cost of maintaining them.

8. Ambulance services and other travel costs to obtain medical care or use of your own car. 

9. Qualifying medical expenses for yourself, spouse and dependents listed on your federal return and any person that you could have listed on your federal return if that person had received $2,000 or less of gross income or had not filed a joint return.

10. Smoking cessation programs to help you stop smoking.

11.Weight loss programs.

12.Laser surgery to correct eyesight problems.

You cannot obtain reimbursement for:  premiums incurred by your spouse for individual accident or health insurance, the basic cost of Medicare Insurance, life insurance or income protection policies, the hospital insurance benefits tax withheld from your pay as part of Social Security tax, nursing care for a healthy baby, illegal activities and travel prescribed by your doctor for the purpose of rest or change.


The above listing of covered services and non-covered services is a partial list. 

Note:  See IRS Publication 502 at www.IRS.gov for a more detailed explanation. 
