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	Welcome
	Thank you for supporting the Small Business Association of Michigan (SBAM).  As an SBAM member, you will not only save money on services such as Section 125 and      COBRA Administration, merchant credit card processing, electricity, and package delivery, you’ll also make a difference on the small business legislative front.  

SBAM uses our strength in numbers to help amplify your voice and make it effective in Lansing and Washington, D.C. Your participation and involvement is crucial to the success of our advocacy efforts. Learn more about how you can help by going to our SBAM Action Center.
When you purchased SBAM’s Section 125 Plan, you selected Kushner & Company as your benefits consultant and administrator.  In doing so, you joined the over one thousand organizations, three United States Presidents and numerous Congressional Committees who have sought their expertise since our founding in 1982. 

Kushner & Company’s primary concern is to provide you with exceptional solutions and services that simplify the implementation and administration of your Section 125 Flexible Benefit Premium Conversion Plan (POP).  As we work through the process together, you can have complete confidence in SBAM and Kushner & Company. 

	The Guide
	This guide contains important information specific to the administration of your Premium Conversion Plan.  Reading through all the included materials carefully is the first step to a smooth implementation.  In addition, your project manager is always available to answer any questions you may have. 

	Your Project Team
	With the same careful consideration SBAM and Kushner & Company utilized when creating the master Premium Conversion Plan, we have selected your Project Team.  They will answer any plan or design questions you have throughout the year.  

The Team we have assembled to work with you includes:


Project Assistant:  Jennifer Alfieri
Kushner & Company 
E-Mail:  jennifer.alfieri@kushnerco.com
Direct Phone:  (269) 488-7522


	Getting Started
	Implementing an IRS-regulated benefit plan can be complicated.  Fortunately, we know how to make it less so.  Working with you every step of the way, we will do everything possible to simplify the process.  

You can expect the first year of your plan to require more involvement on your part than any other year.  Basically in year one, together we will build a secure foundation, which will allow your Premium Conversion Plan to operate much more easily in the subsequent years.  

Let’s begin creating that foundation.

	Eligibility
	The IRS provides very strict guidance on ownership eligibility parameters.  Below are the ownership guidelines that need to be followed.  If you have questions regarding your situation, please contact your Project Team.

Self-employed individuals or sole proprietors cannot participate in a Section 125 Premium Conversion Plan.  However, the sole proprietorship may have a Premium Conversion Plan for its employees including spouse/employees (provided they are a bona fide employee and not invested in the business).

2% or greater shareholders of Subchapter S corporations cannot participate in a Section 125 Premium Conversion Plan.  Unlike sole proprietorships, however, spouses, children, grandchildren and parents of the 2% or greater shareholder cannot participate in the Premium Conversion Plan, even if they are a bona fide employee of the business.


Partners in a partnership cannot participate in a Section 125 Premium Conversion Plan.  However, the partnership may provide a Premium Conversion plan for its employees including spouse/employees (provided they are a bona fide employee, and not a partner).

Non-employee (outside) directors, limited partners, and members in LLCs are generally treated as self-employed individuals.  As such, these individuals generally cannot participate in the Section 125 Premium Conversion Plan.

	Plan Documentation
	In order to enjoy the pre-tax benefits of a Premium Conversion Plan, a Plan Document and Summary Plan Description (SPD) must first be established.  We will provide you with all of the materials you need to create your Plan and provide you with a custom-made, fully compliant Plan Document and Summary Plan Description (SPD).

The Plan Document will need to be signed by a representative of your organization as well as be approved by your Board of Directors (if applicable).  The Summary Plan Description will need to be copied and distributed to all benefit eligible employees.  

We constantly monitor the legislative and regulatory scene to determine what amendments to the plan may become required by law.  When this occurs, we will notify you of what must be incorporated into your Plan Document and Summary Plan Description to keep them in compliance.  Updated materials will then be available on the SBAM member website.


	Enrollment
	Prior to the beginning of each Plan Year, an “open enrollment period” must be held.  At that time, each eligible employee must complete an Enrollment Form, detailing each of the Premium Conversion Plan options.  An Enrollment Form should be completed even if an employee elects not to participate in the Plan.  You should keep each original Enrollment Form on file for seven years.  

As a enrolled employer, you are given the tools needed to perform the required Non-Discrimination Tests (discussed in greater detail below).

	Enrollment Newsletter
	As part of your Plan’s initial implementation, you are provided with an enrollment newsletter for your employees.  This will help your employees understand the tax savings of the Premium Conversion Plan and what their participation in it involves.

	Payroll Taxation
	Your Premium Conversion Plan will provide tax savings for both you and your employees.  

The employee salary reduction contributions to the Plan are not subject to FICA, Medicare, federal, or state taxes (if outside of Michigan, consult your project manager).  However, you will need to contact your tax advisor to determine if state or local income taxes apply.  In addition, the employer does not pay FICA, Medicare or federal unemployment taxes [FUTA] on employee contributions (nor state unemployment taxes [SUTA] in some states, although you do pay SUTA in Michigan).

A step-by-step Payroll Guide is provided to assist in the payroll set-up.

	Non-Discrimination Testing and Employee Census
	The IRS requires that certain Non-Discrimination Tests be performed on your Premium Conversion Plan each Plan Year.  

In addition to the need to maintain non-discriminatory eligibility policies, the IRS requires passage of the Section 125 Concentration Test.  The Section 125 Concentration Test is performed to ensure that no more than 25% of the nontaxable or pre-tax benefits under the Plan are provided to “key employees”.  A “key employee” is currently defined as an officer of the organization with annual compensation of greater than $130,000; or a more-than-5% owner of the organization; or a more-than-1% owner with annual compensation of greater than $150,000.  This test is required to be performed at the end of the Plan Year, however, we also recommend performing it periodically throughout the year in case that adjustments may need to be made to any of the “key employee” elections.

A worksheet to assist in completion of the Section 125 Concentration Test is provided in this Guide.

	IRS Form 5500
	The IRS has suspended the requirement of Premium Conversion plans to file an IRS Form 5500 or any of the associated Schedules.  However, if your health and welfare plan has greater than 100 participants you are still required by ERISA to file a Form 5500 and all applicable Schedules.  

	Expertise Available
	To reiterate, when you chose Kushner & Company to provide the tools necessary to your Plan, you chose to receive extensive expertise whenever you need it.  Your Project Team will always be available to answer any questions you may have regarding the administration of your Premium Conversion Plan.  

Along with their direct phone numbers and e-mail provided earlier in this guide, you may also contact them toll-free at (800) KUSHNER or locally at (269) 342-1700.  You may also e-mail them directly at their Kushner & Company e-mail address or at info@kushnerco.com.


Payroll Steps for SBAM Premium Only Plan 
In administering Flexible Benefit Premium Conversion plans, the development or use of a payroll system to handle the program is an important aspect to the success of the plan.

The general flow of pre-tax dollars in relationship to a payroll system is demonstrated below:

General Payroll Process:
1.
Calculate the employee’s gross income

2.
Subtract employee’s Premium Contribution (before any taxes)

3.
Calculate FICA, but don’t yet subtract for purposes of calculating Federal Income Tax, State Income Tax, etc.

4.
Subtract employee’s tax deferred savings account or 401(k)/403(b) deduction, if any

5.
Calculate Federal Income Tax, State Income Tax and Local Income Tax (if any)

6.
Subtract the total amount of FICA, Federal Income Tax, State Income Tax and Local Income Tax (if any)

7.
Calculate and subtract all other deductions

EXAMPLE:

	1.
	Gross Pay (per pay period)
	$1,465.00

	2.
	- Premium Contribution (health, dental, etc.) [can either be entered as one figure, or separately as below]
	143.72

	
	
Health
	117.08

	
	
Dental
	19.72

	
	
Vision
	6.92

	
	= Gross Subject to FICA
	1,321.28

	3.
	  Calculate FICA Tax (but don’t reduce taxable gross yet)
	101.08

	4.
	- 401(k) or other TSA/TDA Employee Contribution
	0.00

	
	= Taxable Gross
	1,321.28

	5.
	- Calculate Federal Income Tax, State Income Tax (Local Income Tax if any) and subtract
	317.11

	6.
	- Subtract the FICA amount from above
	101.08

	7.
	- Subtract all other deductions
	0.00

	
	Net Pay
	903.09


At the beginning of each Plan Year, you will need to key total Premium Conversion amounts into your payroll system.  This information will not change from pay period to pay period, unless there is an IRS defined Qualified Change in Status that will affect a participant’s elected amount.

Section 125 Concentration Test
The worksheet below will help you calculate your organization’s test result for the Section 125 Concentration Test.  If the test is being performed prior to the end of the Plan Year, election amounts should be projected through the end of the Plan Year.  The results will assume that no enrollment or plan information changes between the testing date and the end of the Plan Year.  As this may likely not be the case, the test should be run periodically throughout the Plan Year, and a final test at the end of the Plan Year.
	Total Plan Year Benefits Provided to Key Employees (see guide for definition).  Total benefits include both Employer and Employee contributions.
	(Keys) $

	Total Plan Year Benefits Provided to All Employees (Non-Key Employees).  Total benefits include both Employer and Employee contributions.
	(Non-Keys) $

	Divide the top box (Keys) by the bottom box (Non-Keys).  The Section 125 Concentration Test result must be below 25%.  If the result is greater than 25%, Key Employee election amounts must be taxable to all Key Employees until their level of benefits provided is lower than 25% of Non-Key Employees.  Please contact your Project Manager with any additional questions
	%


EXAMPLE:

	Total Plan Year Benefits Provided to Key Employees (see guide for definition).  Total benefits include both Employer and Employee contributions.
	(Keys) $24,000

	Total Plan Year Benefits Provided to All Employees (Non-Key Employees).  Total benefits include both Employer and Employee contributions.
	(Non-Keys) $150,000

	Divide the top box (Keys) by the bottom box (Non-Keys).  The Section 125 Concentration Test result must be below 25%.  
	16% (passed <25%)


