MUS Policy:  WORKING FAMILIES TAX RELIEF ACT of 2004 (WFTRA)

Dependent Coverage Under Our Health Plans

It is Montana University System’s intent to provide health insurance coverage for all employees and their eligible dependents.  However, the definition of dependent has changed in the tax law. The Montana University System (MUS) is required by the Internal Revenue Service to apply the proper tax treatment (before- or after-tax) to benefits for every family member currently enrolled in an MUS medical, dental, or vision plan.  The eligibility for enrollment of dependents in a MUS health plan may differ from the eligibility for tax-free health coverage under the new tax law.  This means that you may continue to enroll any/all eligible dependents in a MUS health insurance plan, but some of your premium costs may be taxable, depending on family circumstances.  For example, a dependent child between the ages of 19 and 24 is eligible for coverage under the MUS health plan, but under this new tax law that child’s prorated premium can not be treated as tax-exempt unless he/she is a student and under 23 years of age or is disabled.   If you determine that an enrolled dependent is eligible for coverage under our health plan and does not meet the eligibility requirements under the tax law, you need to ensure that the premium you pay for that individual’s coverage is withheld from your pay on a post-tax basis by notifying your payroll office.
Please review the Definitions below to help you determine tax status (qualification) of your enrolled dependents. The qualification of these individuals as your spouse and/or dependent(s) for tax purposes does not affect their eligibility for medical, dental, or vision coverage, but it does impact the tax treatment of that coverage.  A flowchart is provided at the end of this section to assist you in determining and verifying the tax status of your family members.  The flowchart provides the most complete overview of the tax rules possible; however, given the complexity of the rules, we recommend that you consult with a tax advisor regarding your specific family circumstances.
If you have additional questions, or need to update/change your spouse and/or dependents tax status and qualification under WFTRA, please contact your campus human resources/payroll office within thirty (30) days of the change. 

DEPENDENT CHILDREN DEFINITION
Under the revised definitions of a dependent, a child must meet specific rules to qualify for tax-sheltered health benefits.  
A qualifying child is an individual who meets the relationship test; has the same principal abode as the employee for more than half of the year; meets certain age requirements; and has not provided more than half of his or her own support for the year.  A child will be ineligible if he or she is a citizen or national of a country other than the United States.

Prior to WFTRA, the law imposed only a relationship test and a support test for determining whether a child was a dependent for tax-sheltering purposes.  Now there are four tests.  The new tests result in these changes:

· The child must not provide more than half of his or her own support.  (Previously, the test required that the employee provide more than half of the child’s support.)

· A child must reside with the employee for more than half of the year.  (Previously, the law did not impose a residency requirement for children.)

· A child who does not meet certain age requirements cannot be a qualifying child, unless the child is permanently and totally disabled.  (Previously there was no age requirement.)

Relationship Test:  Qualifying children include the child of the employee or a stepchild.  This relationship test includes a foster child and a legally adopted child of the employee.  

Residency Test:  While the requirement for residency is that the qualifying child of the employee have the same principal place of abode for more than half of the taxable year, temporary absences due to special circumstances such as illness, education, vacation, or military service do not count against this time measurement.  If a person is placed in a nursing home for an indefinite period to receive constant medical care, the absence is considered temporary.
Age Test:  A child who is not a full-time student must be under 19 as of the end of the calendar year to qualify in that tax year.  A child who is a full-time student must be under age 24 as of the end of the year.  There is no age limit, however, for a child who is permanently and totally disabled.


A student means an individual who, during each of five calendar months during the calendar year is a full-time student at an educational organization that normally maintains a regular faculty and curriculum and normally has a regularly enrolled body of students in attendance at the place where its educational activities are regularly conducted.  
To be full-time, the student must be enrolled for the number of hours or courses the school considers to be full-time attendance.  School does not include on-the-job training courses, correspondence schools, or night schools.  Those enrolled/working in co-op jobs in private industry which are part of the school’s prescribed course of classroom and practical training are considered full-time students.  While school attended only at night does not qualify, full-time attendance at a school can include some attendance at night as part of the course of study.

Limited Self-Support Test:  The child must not provide more than half of his or her own support for the calendar year.  
In general, support includes food, shelter, clothing, medical and dental care, education, and the like.  An individual’s own funds are not support unless they are actually spent for support.  IRS Publication 501 further addresses the definition of support.  If a child is a full-time student and receives scholarships for study at an educational organization, these scholar-ship monies are not taken into account for purposes of determining support.

Note:  A child who fails to meet qualifying child tests may still be a qualifying relative under WFTRA and still be eligible for tax-free health coverage.  See below for more information.  
Special Rules for Instances Where Two or More Taxpayers (Including Parents) Claim an Individual as a Qualifying Child:  If one taxpayer is a parent, then the individual will be the qualifying child of the parent in the case of multiple taxpayers supporting a child.  If none of the taxpayers is a parent of the child, the individual will be the qualifying child of the taxpayer with the highest adjusted gross income for the taxable year.  An exception applies if parents who do not file a joint return together each claim the qualifying child.  In that case, the child is treated as the qualifying child of the parent with whom the child resided the longest during the year.  If the child spent equal time with the parents, the parent with the highest gross income “wins” the tie.

Divorced or Separated Parents:  There are two special rules for divorced or separated parents.  The first special rule applies to conditions where a child can be the qualifying child or qualifying relative of the noncustodial parent.  The following conditions must be met for the noncustodial parent to claim the child as a qualifying child or qualifying relative for the calendar year:

Divorce or Legal Separation:  The parents are divorced or legally separated under a decree of divorce or separate maintenance; are separated under a written separation agreement; or live apart at all times during the last six months of the calendar year.

Support:  The child receives over half of his or her support during the calendar year from the child’s parents.

Custody:  The child is in the custody of one or both of the parents for more than half of the calendar year.

Release of Exemption: A decree of divorce or separate maintenance or a written 
separation agreement between the parents applicable to the taxable year beginning in the calendar year provides that the noncustodial parent is entitled to the deduction allowed under IRS regulations, or the custodial parent will sign a declaration that he or she will not claim the child as a dependent for the taxable year.

The declaration described above is generally IRS Form 8332 (Release of Claim to Exemption for Child of Divorced or Separated Parents).  The custodial parent signs this form and gives it to the noncustodial parent who will claim the exemption.  The noncustodial parent then attaches Form 8332 to his or her tax return for each year that the exemption is claimed.

Note:  The rule for divorced or legally separated parents does not apply where over half of the child’s support is treated as having been received from a taxpayer under multiple support agreements under IRS Code Section 152(d)(3).

The second special rule regarding divorced or separated parents provides that for purposes of obtaining tax-free health coverage, a child of divorced or legally separated parents is considered to be a dependent of both parents as long as the tests described above are met.  Both for the cost of health coverage and for medical expenses paid under a Flex spending account, the child is treated as a dependent of both parents. 

While as a practical matter, these changes will impact few people, certain dependents who were previously eligible for tax- free benefits are no longer eligible as dependents.  The opposite is also true.  Some dependents will now be eligible when they previously were not.

Note:  It is important to note that a child may fail the test to be a qualifying child and still be a qualifying relative, by meeting the applicable relationship, income, and support requirements.  See below for more information.
SPOUSE DEFINITION
Your spouse’s share of your premiums should be eligible for tax-free status if all of the following apply to you and your spouse:

You must be legally married or have a declared common law marriage.



You must be of the opposite sex of your spouse.


You must not be legally separated or divorced or live apart for more than six months of the year.
If your spouse/adult partner does not fit the rules immediately above, please continue reading this section.  
Federal law recognizes only spouses of the opposite sex.  Therefore, a same sex partner cannot qualify for tax-sheltered health benefits based upon the adult dependent or spouse relationship.

A former spouse does not qualify for tax-sheltered benefits.  Additionally, a former spouse does not qualify as a dependent under the tax code.  Therefore, an employee may not pay for a former spouse’s COBRA coverage on a pre-tax basis.

A same sex adult dependent may qualify as a dependent of the employee and by virtue of being a dependent, qualify for tax-sheltered health benefits.  The adult dependent must pass certain tests to be a qualifying relative and dependent eligible for tax-sheltered health benefits.

Relationship test:  The individual must have the same principal place of abode as the employee for the taxable 
year and must be a member of the employee’s household.  


Income test:  This test does not apply to tax-free coverage under the Flex Plan for the individual’s health care.  
Health benefits may be provided tax-free if the other dependent requirements are met.


Support test:  The employee must provide over half of the individual’s support for the calendar year in which the 
employee’s taxable year begins.  In general, support includes food, shelter, clothing, medical and dental care, 
education, and the like.  An individual’s own funds are not support unless they are actually spent for support.  IRS 
Publication 501 further describes support.
The partner may not be anyone’s qualifying child.
Finally, the partner may not be an ineligible individual—a person who is not a citizen or national of the United States or 
a resident of the United States or a country contiguous to the United States.

QUALIFYING RELATIVES
A qualifying relative under WFTRA is an individual who bears a specified relationship to the employee; whose gross income is less than the exemption amount in IRS Code section 151; and who is provided more than half of his/her support 
by the employee.

A citizen or national of a country other than the United States does not meet the eligibility requirements.  An exception to this rule is provided for adopted children who are legally adopted by the employee or lawfully placed with the employee 
for adoption.

A special rule under WFTRA allows for Flex Plan participation for dependents of eligible dependents, married dependents filing joint returns, and individuals with gross income equal to or more than the exemption amount, even though such individuals are generally not dependents for income tax purposes.

The flow chart on the following page may be helpful as you consider whether your dependent is eligible for tax-free coverage.  You may also wish to consult your tax advisor regarding this matter.

Which dependents get tax-free health coverage under our plan?


* Relative: your children (including by birth, adoption, foster care, stepchildren)

** Qualifying child dependent: not married; not anyone else’s dependent; a US citizen, resident, or national; or resident of Canada/Mexico; your child; for the entire calendar year, is age 18 or under, or age 23 or under and a full-time student, or is permanently and totally disabled at any time during the year (regardless of age); lives with you for more than half the year; and doesn’t provide more than half of own support for the year.
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Your contribution for this person’s coverage must be after-tax. You will pay tax on the value of employer contributions for this person. Medical plan reimbursements are tax-free.





Your contribution for this person’s coverage can be pretax. You will not pay tax on the value of employer contributions for this person. Medical plan reimbursements are tax-free.





Is person anybody else’s qualifying child dependent**?





Is person ≤18 for entire year; ≤23 for entire year and full-time student; or permanently and totally disabled?





Do you provide more than half of person’s support?





Does person provide no more than half of own support?





Is person your relative* or member of household for entire year?





Does the person live with you for more than half the year?





Is the person your child?





Is person a US citizen, national, or resident; Canada/Mexico resident; child being adopted?





Can you claim a federal tax exemption for the person?





Is the person your opposite-sex spouse?








