Tax Tricks & Tips,

By Michele Knight, CPA

The Child and Dependent Care Credit is available for working parents to help defray the rising costs of child care.  It has been my experience that many taxpayers do not collect the necessary data for filing this credit throughout the year, and find themselves unable to claim the credit on their tax return.  If you read on, you’ll learn what information you need and how much you can save.
The Child and Dependent Care Credit is intended for individuals who care for a child that lives in their household, when that individual has earned income and pays child care expenses.  The credit is up to $3,000 for one child, and up to $6,000 for two or more children.  The credit is calculated as a percentage of child care expenses, starting at 35% for adjusted gross income less then $15,000 and decreasing to 20% of AGI above $43,000.

In order to qualify, the taxpayer must have earned income, or be actively pursuing work.  A person is also considered as having earned income for any month that he or she is a full-time student or is physically or mentally not able to care for themselves.

In order to claim an expense, it must be work related and to provide care for a dependent child.  The list of qualified expenses includes, in general, babysitting, daycare centers, and daycamps, however each type of provider comes with specific requirements, so it is always best to check before assuming you can claim the credit.  More important, you need to obtain the name, address, and Federal Tax ID # (or Social Security Number) for each provider.  This is key.  While the IRS will accept “due diligence” in trying to obtain this information, you are better off obtain the information up front, before you receive or pay for services.  Without this information, the IRS may disallow you the credit.
By doing your research up front, you can assure that you can claim as much of the Child and Dependent Care Credit as you are eligible for.

Note:  The above advice is not meant to be comprehensive tax planning advice, and you should always consult a tax professional if you have any questions.  For additional information, copies of previous articles, or to submit questions for future columns, please visit www.cpamichele.com.
