Cdafeteria Plans

Mog cafeteria plans are structured to dlow an employee to eect to have money withhed from his or
her paycheck which is credited to a bookkeeping account maintained by the employer. The employer
then draws upon the account to reimburse employees for avariety of plan benefits such as hedth
insurance, group term life insurance, medica care and dependent care assistance. Money withheld to
pay for plan benefitsis not subject to federd or state income tax and it is aso not subject to socid
security or medicare tax. A Michigan employee in the 15% tax bracket eecting to defer $5,000in a
given year under a cafeteria plan would increase his take-home pay in that year by $1,337.50. A
Michigan employeein the 27% tax bracket would save approximately $1,937.50. The employer would
save $382.50 socid security and medicare taxes on that employee.

A second form of a cafeteria plan is one where the employer contributes al the fundsinto the plan.
Employees may then eect to receive rembursement from the plan for the costs that are alowed under
the plan or to take their share of the contributions in cash. The contributions made by the employer
would be deductible on the employer’ sincome tax return.

Even with expenses that otherwise may be deductible, such as medica expenses, a cafeteria plan can
be advantageous for the employee if afloor on deductibility would otherwise apply and because the
cafeteria plan saves both state income and socia security tax.

A cafeteria plan must comply with basic requirements established by the specific IRS Code sections
dedling with cafeteria plans, aswell asany section of the Code prescribing rules gpplicable to the
particular benefit being offered. A cafeteria plan must bein writing and nondiscriminatory.

A cafeteriaplan may not offer; scholarships or fellowships, educationd ass stance programs, medica
savings accounts, long-term care insurance, or certain fringe benefits such as no-additional-cost
services, employee discounts, quaified moving expense reimbursements, and qudified trangportation
fringes

Quadlified benefitsinclude any other employer-provided welfare benefits that employees are dlowed to
exclude from their income because of specific provisons of the lawv. Generdly, quaified benefits
include accident or hedth plans, dependent care assstance benefits, group term life insurance, and
certain medica reimbursements. The cost of group term life insurance in excess of $50,000, and
employer-provided dependent group term life insurance aso may be provided even though they are
includible in grossincome,

Qualified benefits under a cafeteria plan are not subject to socid security, Medicare, and Federa
unemployment taxes, or income tax withholding. If an employee dectsto receive cash ingtead of any
quaified benefit, it is treated as wages subject to al employment taxes.

The cogtsincurred by the employer would include monthly/quarterly fees charged by an administrator
which are typicdly hired to setup and administer the plan.



All participantsin a cafeteria plan must be employees - either current or former employees. In addition,
a cafeteria plan can pay benefits to spouses and other beneficiaries of employees but such spouses and
other beneficiaries may not participate in the cafeteria plan.

If, in any plan year, your cafeteria plan discriminates in favor of highly compensated individuals asto
eligibility to participatein the plan or asto plan contributions or benefits, highly compensated
participants are taxed on the amount of the taxable benefits that could have been eected.



