AN OVERVIEW OF FSA’S

In today’s society, the need for dependent care and the high cost of medical care have become facts of life.   Both can add up to a significant part of our yearly expenses.  You may relay on day-care services to care for dependent children or elderly parents so you can work.  Although your healthcare benefits plan offers you and your family considerable protection against the high cost of health care, you probably have a number of ordinary health care expenses that are not covered under any benefit plan.  Flexible spending accounts offer a way to better manage these expenses and gain real tax savings as well.

Health care and dependent care spending accounts are two separate benefit plans that allow you to direct a part of your pay, on a pre-tax basis, into special accounts that can be used throughout the year to reimburse yourself for certain out-of-pocket health care expenses or work-related dependent care expenses.  Because this money goes into your health or dependent care spending account before federal income or Social Security taxes are withheld, you pay less in taxes and, ultimately, have more disposable income.  In most cases, your money is exempt from state and local taxes as well.

Each year you decide whether or not you want to participate in a health or dependent care spending account.  If you do, estimate the amount of eligible medical/dental or dependent care expenses you are likely to have during the year and decide how much of your salary you want to set aside to help pay for each.  The amount you elect will be automatically deducted from your paychecks during the year and credited to your health or dependent care account. As you incur eligible expenses during the year and pay for them out of your own pocket, you reimburse yourself from your spending account with tax-free money.

Keep in mind that health and dependent care spending accounts are two separate benefit plans.  Therefore, money cannot be transferred between accounts.

Money set aside in these accounts can be used to reimburse health care expenses not covered by any other plan or dependent care expenses necessary because you, or if you are married, you and your spouse, work.

Health care spending account expenses must also be considered tax deductible by the Internal Revenue Service (IRS).  According to IRS regulations (IRS Publication 502), eligible medical expenses include, but are not limited to:

· Deductibles

· Copayments/coinsurance

· Eye exams

· Eyeglasses

· Contact lenses/saline solution

· Chiropractic treatment

· Prescribed medicines

· Routine Physicals

· Hearing exams

· Hearing aids

· Doctors’ fees

· Laboratory fees

· Dental work/orthodontia

· Psychiatric Treatment  

The work-related dependent care expenses you can pay through a dependent care spending account include:

· Wages paid to a baby-sitter or companion in or outside your home, as long as the person providing care is not someone you also declare as a dependent

· Services of a day-care center and/or nursery school if the center complies with all state and local laws

· Cost for care at facilities away from home, such as family day-care or adult day-care centers, as long as your adult dependent spends at least eight hours a day at home

· Wages paid to a housekeeper for providing care for an eligible dependent

Eligible dependents include:

· Your dependent children age 13 and
· Any person living with you whom you can claim as a dependent and who is physical 

HEALTH CARE:

Although the Internal Revenue Service (IRS) does not currently set specific limits on the amount of medical/dental expenses that can be reimbursed with a healthcare spending account, federal regulations require each employer offering this plan to establish annual health care spending account maximums.

DEPENDENT CARE:


The IRS does, however, limit the maximum amount you can deposit in your dependent care spending account to $5,000.  If you are married and file a separate income tax return, the maximum annual contribution is $2,500.00.  If either you or your spouse earns less that these amounts, then your maximum annual contribution would be limited to the amount of your earned income or that of your spouse, whichever is less.

If your spouse has no earned income for a plan year, you cannot use this account unless your spouse is disable or a full-time student for at least five months during the year.

