Tax Liability Handout for VA Child Care Subsidy Program Participants
November 6, 2006

All VA Child Care Subsidy Program (CCSP) Participants:
Please be aware that benefits received under the VA Child Care Subsidy Program (CCSP) greater than $2,500 per year (if married, filing separately), or $5,000 per year if filing as a married couple, single person, or head of household) may be taxable.  Note that for Dependent Care Federal Spending Account (DCFSA) participants, these benefits may be excluded from your gross income if the child meets the Internal Revenue Service’s (IRS) definition of a dependent.  To determine the impact of participating in the VA Child Care Subsidy Program on your personal situation, we recommend you seek the advice of a tax consultant, refer to IRS Publication 503 Child and Dependent Care Expenses, or call the IRS at 1-800-829-1040 for additional assistance.  VA does not provide income tax guidance.  

The tax rate for Old Age Survivors and Disability Insurance (OASDI) is 6.2 percent of an employee’s wages, and the tax rate for Medicare is 1.45 percent.  Federal and state taxes are collected based on information provided by the employee on TD Form W-4, Employee's Withholding Allowance Certificate.
The two examples given below are to assist you in understanding the payroll deductions as they relate to your child care subsidy benefits.  These examples are offered only as a guide and will not fit all situations.  

Example 1:  An employee received $4,900.00 in child care subsidy during 2006.  In pay period 06-22, FEEA reports to VA that the employee received an additional $600.00 under the CCSP.  Therefore, the employee has received $5,500.00 during 2006 and taxes must be withheld on $500.00 of the subsidy in pay period 06-22.  Taxes will be computed on the $500.00 CCSP payment as follows:

Federal Taxes: 


$100.00

State Taxes:     


$  50.00

OASDI:            



$  31.00

Medicare:         


$    7.25

Total:               
 

$188.25
The employee’s take home pay each pay period is $900.00.  After withholding $188.25 in taxes for CCSP, the employee’s take home pay for pay period 06-22 will be reduced as follows:

Normal take home pay:   
$900.00

CCSP Taxes:                   
$188.25
Revised take home pay:   
$711.75
Example 2:  An employee received $5,000.00 in child care subsidy during 2006.  In pay period 06-22, FEEA reports to VA that the employee received an additional $1,500.00 under the CCSP.  The employee also contributes $192.31 to a dependent care flexible spending account (for CCSP/DCFSA) in pay period 06-22.  Therefore, the employee has received $6,592.31 during 2006 and taxes must be withheld for $1,692.31 of the subsidy in pay period 06-22.  Taxes will be computed on the $1,692.31 CCSP payment and DCFSA contribution as follows:

Federal Taxes:

$400.00

State Taxes:    

$200.00

OASDI:            

$104.92

Medicare:         

$  24.54

Total:                
$729.46
The employee’s take home pay each pay period is $800.00.  After withholding $729.46 in taxes for CCSP and DCFSA, the employee’s take home pay for pay period 06-22 will be reduced as follows:

Normal take home pay:   
$800.00

CCSP Taxes:                   
$729.46
Revised take home pay:   
$  70.54
The amounts used in these examples are just illustrations and the percentage of taxes withheld is subject to change based on your personal circumstances.  You are advised to discuss your personal situation with a tax consultant or the IRS.

Who to Contact for Information?
Payroll Deductions:


Your Local Payroll Office

Tax Implications:



Your Tax Consultant or the IRS
How to enroll in CCSP:


Your Local HR Office
