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What You Need to Know about
Dependent Care Flexible Spending Accounts

A dependent care flexible spending account (DCFSA) is a pre-tax benefit account used to pay for eligible
dependent care services. The IRS determines which expenses are eligible for reimbursement and these
expenses are defined by Internal Revenue Code §129 and the employer’s plan. Eligible DCFSA
expenses include: adult day care center, before/after school programs, child care, nanny, preschool, and
summer day camp. Day nursing care, nursing home care, tuition for kindergarten and above, food
expenses, and overnight camp are ineligible expenses.

Qualifying Individuals

Only qualifying individuals are eligible for dependent care expenses. A qualifying individual is an
individual who spends at least eight hours in the participant’s home.

Dependent care includes care for a child who is under the age of 13 and in the participant’s custody for
more than half the year. Dependent care also includes care for a spouse or relative who is physically or
mentally incapable of self-care and lives in the participant’s home.

If parents are divorced, then the child is a qualified dependent of the custodial parent. A non-custodial
parent cannot be reimbursed under a DCFSA even if the parent claims the child as a tax dependent.

Contributing to a DCFSA

The election is the participant’s contribution amount, which is the amount the participant puts into a
DCFSA at enrollment. Participants may change the amount of money to be withheld within a 31-day
window after a qualifying event, such as marriage, birth or adoption of a child, dependent death, divorce,
or change in employment. Participants may enroll in or renew their election in a DCFSA during open
enrollment. Participation is not automatic. Participants must re-enroll every year by the enroliment date.

The employer determines the minimum election amount and the IRS determines the maximum election
amount. The IRS sets the following annual contribution limits for a DCFSA:

e $2,500 per year for a married employee who files a separate tax return

e $5,000 per year for a married employee who files a joint tax return
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e $5,000 per year for the head of household

e $5,000 per year for a single employee

Even though a different maximum contribution limit may apply depending on the employer’s plan, the
maximum contribution cannot exceed the following earned income limitations:

e If you are single, the earned income limit is your salary, excluding contributions to your DCFSA.

e If you are married, the earned income limit is the lesser of: your salary, excluding contributions to
your DCFSA, or your spouse’s salary.

All DCFSA contributions are subject to IRS use-it-or-lose-it rules, which means that unused funds within
the plan year will be forfeited to the employer unless the employer’s plan offers a grace period extension.
Some plans include a two-and-a-half-month grace period.

Participants must report their DCFSA contributions on their federal tax return along with the name,
address, and Social Security number (if applicable) of the dependent care service provider.

Reimbursement Requests

A valid DCFSA claim will either have the dependent care provider certify the service by signing the claim
form or have the participant provide an itemized statement from the dependent care provider that includes
the following: service dates, dependent’s name, type of service, amount billed, and the provider's name
and address along with a completed claim form.

Participants should save supporting documentation related to their DCFSA expenses and claims because
the IRS may request itemized receipts to verify the eligibility of their expenses.
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This information is general and is provided for educational purposes only. It is not intended to provide legal advice.
You should not act on this information without consulting legal counsel or other knowledgeable advisors.

"United
ggc,%gt,s Shared Wisdom. Powerful Results.*

PARTNER FIRM

2 ©2017 United Benefit Advisors, LLC. All rights reserved.



