MAN =

A PacificSource Company

Section 125
Flexible Spending Account

Tax Savings
Example

One Manley customer
found that by using their
125 FSA benefit, their
1,400 employees saved
more than $45,000 in
taxes over the course of
one year.

During the same time, the
company saved another
$9,000 in payroll taxes —
more than enough for the

benefit to pay for itself.
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Add an Employee Benefit and Actually Save Money

The Section 125 Flexible Spending Account (FSA) is the employee benefit that’s beneficial to
your company as well. By enabling employees to pay for specific health and childcare
expenses with pre-tax dollars, an FSA not only reduces your employees’ taxes; it also
reduces the FICA taxes your company pays. For this reason, each year more and more
companies consider adopting an FSA, and more are choosing Manley. At Manley Services,
we have the capability to tailor an FSA package to meet your company’s individual needs.

Section 125 Plans: The Nuts and Bolis

Under Section 125, there are three types of plans: Premium Only, Healthcare Expense FSA,
and Dependent Care. Whichever plans you choose to offer your employees, there are
several common features:

* Employees determine their own contributions based on their expected expenses.

* Once employees estimate their out-of-pocket expenses for the plan year, this amount is
divided by the number of pay periods in that year and deducted pre-tax from each
paycheck.

*  We provide all necessary enrollment materials and assist you in customizing
informational materials. We also educate employees about the benefits and risks that may
be involved in participating in the plan.

* We handle reimbursement, issuing checks or electronic funds transfers (EFTs) directly to
the participants within approximately one week of receiving their request.

* At the end of the plan year, any unused funds in the FSA account are forfeited to the
employer.

Premium Only Plan

This basic plan allows employees to set aside pre-tax money to pay for their portion of their
health insurance premium. Because employees know in advance how much their premium
will be, there is no need to estimate this expense. They also don’t have to file any additional
tax forms as their W-2 will simply reflect the lower taxable income. Most employees will
accomplish enrollment automatically through a negative election.

Healthcare Expense FSA

This account allows employees to set aside pre-tax money to pay for medically necessary
healthcare expenses that are not covered by a health plan. Eligible expenses include health
insurance deductibles, coinsurance, copayments, dental care, vision care, prescriptions, and
over-the-counter drugs.

Dependent Care FSA

This account allows employees to set aside pre-tax money to pay for dependent care
expenses. Employees may either participate in this FSA or take the IRS standard dependent
care tax credit, but not for the same expense. Many times, the FSA provides a greater tax
savings than the tax credit option.

(Continued on reverse)



Questions?

If you have any
questions or would
like further
information, please
contact us. We're
happy to assist you.
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www.manleyserv.com
(541) 485-7488

(800) 422-7038
sales@manleyserv.com
PO Box 70168

Eugene, OR 97401
Offices in Boise,
Portland, and Seattle

Questions and Answers

Who is eligible to participate?

Only employees are eligible to participate in the FSA. Therefore, two percent or more
owners in an S Corporation, sole proprietors, partners in a partnership, LLCs, and LLPs are
not eligible to participate in the plan. Your Manley Services representative will work with
you to resolve any eligibility questions.

Can employees make changes during the plan year?

Changes to the dependent care account can be made if the participant experiences a
qualified change in status (marriage, divorce, birth, death, adoption, a spouse changing
employment, or a job shift change for the employee or their spouse that directly affects their
child care). Changes to the unreimbursed health expense account are based on a more
limited set of qualifying events, and can be made only if the plan you have adopted allows
changes to this account.

How soon must employees submit claims?

Employees have until 90 days after the end of the plan year to submit requests for
reimbursement. If the employer adopts the grace period, the plan year is extended by an
additional two months and 15 days, after which the 90 day period begins.

What if employees want to change their deduction amount?

With the healthcare FSA, the deduction amount may not be changed during the plan year
unless your plan document allows for qualified changes. The deduction amount for
dependent care may be changed during the plan year, but only if a qualified status change
has occurred. To change their deduction, employees simply complete a change form and
submit it to their human resources department.

Can a participant be reimbursed before they have contributed the amount to the
account?

It depends on the type of account. With a dependent care account, the eligible
reimbursement amount is available only after the funds have been payroll deducted and
those funds have been received by Manley. For the unreimbursed health expense account,
the reimbursement process will start after the plan year is established and we have received
the first payroll reduction of the plan year. Participants have access to their total annual
election at this time.

What is the maximum allowable allocation for an FSA?

It varies by the type of account. For a dependent care FSA, the maximum is $5,000 per
calendar year, or $2,500 if married filing separately. With a healthcare spending account, the
maximum annual election is up to you, the employer. With a premium only plan, no such
maximum applies as the premium is the only pre-tax deduction.

About Us

Manley Services, a licensed third party administrator, began operations in 1987 and became
part of the PacificSource group of companies in March 2003. We work with insurers,
employers, and associations to provide consulting assistance in the design, implementation,
and all administrative functions of their benefit plans. With more than 15 years experience
in the Northwest, we pride ourselves on providing full program administration for the
employer, informing employees as to how they will benefit, and providing education and
prompt service to participants.

More than 1,400 organizations count on Manley Services to provide their plan services. The
reasons are simple: expertise, personal service, and value. Manley provides you with more
services at a lower cost than any other third party administrator. With easy enrollment,
prompt and accurate reporting, and quick reimbursement, we’ve designed our program to
be client-focused and participant-friendly.
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