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Help for Out-of-Pocket Health and Child Care Expenses

Section 125 Plans, also known as Flexible Benefits or Cafeteria Plans, 
allow employees to pay for out-of-pocket health care and child care 
expenses with pre-tax dollars, thereby reducing taxable income. You 
select the amount you wish to contribute annually to a Flexible Spend-
ing Account (“FSA”) based on the expenses you anticipate for the year. 

Your contributions are deducted from your paycheck before federal 
income and payroll taxes are withheld and, depending on your 
state, before state and local taxes as well. As you incur expenses 
throughout the plan year, you submit itemized receipts and claim 
forms to your employer and are reimbursed for qualifying expenses 
up to the amount of your annual election.

You may contribute up to $2,500 per year to a Health Care FSA.  
Eligible expenses include health care deductibles, co-pays, 
coinsurance, prescription medications, eye exams, glasses 
and contact lenses, chiropractic, orthodontic and prescribed 
naturopathic remedies.

You may contribute up to $5,000 per year to a Dependent Care FSA. To be eligible for reimbursement, care must be provided for your 
dependent child under age 13 by someone other than your spouse, your child under age 19, or any other person you claim as a dependent 
for income tax purposes. Care must be for the purpose of you or your spouse working, looking for work or attending school full time. 

Be sure to estimate your annual contribution carefully because you cannot change the amount you contribute during the year unless you 
have a “change in status” that affects your eligibility for benefits (such as marriage, divorce, birth, adoption, death of a family member or 
employment change), or if you have a “significant” change in the amount of your dependent care expenses. 

You’ll want to keep in mind that under strict IRS “use it or lose it” rules, you forfeit any remaining money in your FSA after the end of 
the plan year. However, recent legislation may allow you to roll a portion of your unused FSA into the following year. Check with your 
employer to find out if your company’s 125 plan allows this.

This communication is not intended to be tax, legal or accounting advice. Issues could exist that can affect the tax treatment of a transaction. Therefore, 
taxpayers should seek advice from an independent tax, legal or accounting advisor before acting on any information presented. This information cannot 
be used to avoid tax penalties.


