Notice of Proposed Rulemaking Dyke at (202) 622-7180. These are nayroup health coverage election during a

toll-free numbers. period of coverage to conform with the
Tax Treatment of Cafeteria . special enrollment rights under section
Plans SUPPLEMENTARY INFORMATION: 9801(f) (added to the Internal Revenue

Background Code by the Health Insurance Portability
REG-117162-99 and Accountability Act of 1996 (HIPAA))

Section 125 permits an employer t0 and to change his or her group health or
offer employees the choice between taXgroup-term life insurance coverage in a
able income and certain nontaxable oyariety of change in status situatiohs.
ACTION: Partial withdrawal of notice of “qualified benefits® through a cafeteria The 1997 regulations are being published
proposed rulemaking; amendment to nd?lan, without the employees having tas final regulations in T.D. 8878, page
tice of proposed rulemaking; and noticéecognize the taxable income. In 198457,
of proposed rulemaking. and 1989, proposed regulations were pub- _ o

lished relating to the administration ofExplanation of Provisions

SUMMARY: This document withdraws cafeteria plans. In general, the 1984 and, o

portions of the notice of proposed rule1989 proposed regulations require that fgr = mary-
making published in th&ederal Regis- benefits to be provided on a pre-tax basis The proposed regulations being pub-
ter on March 7, 1989 and amends prounder section 125, an employee mayshed in this notice of proposed rulemak-
posed regulations under section 125nake changes during a plan year only ihg were developed as part of an inte-
These proposed regulations Clarify theertain circumstances. Specifically, grated package with the final regu|ations
circumstances under which a section 1288§1.125-1, Q&A-8 and 1.125-2, Q&A-that are being published at the same time.
cafeteria plan election may be changed(b), (c) and (d) permit participants toThese proposed regulations supplement
The proposed regulations permit an enmake benefit election changes during ghe final regulations by permitting a mid-
ployer to allow a section 125 cafeteriglan year pursuant to changes in cost @ear cafeteria plan election change in con-
plan participant to revoke an existingcoverage, changes in family status, anfection with dependent care assistance
election and make a new election during geparation from service. and adoption assistance under change in
period of coverage for accident or health In 1997, temporary and proposed regustatus standards that are the same as the
coverage, group-term life insurance covtations were issued addressing the stagtandards in the final regulations for acci-
erage, dependent care assistance, aggrds under which a cafeteria plan mayent or health plans and for group-term
adoption assistance. permit a participant to change his or helife insurance, and by adding change in

DATES: Written and electronic com- status standards that are specific to depen-

ments and requests for a public hearin' Revenue Act of 1978, Public Law 95-600(;?;;5:';3 ?qu?:t%)r:isoglzzsgf?::indTr:eise

must be received by June 22, 2000. (November 6, 1978): Sen. Rep. 95-1263" €ng., -
y éd Se:ls., 22—712,4;86&127 (Octggersl, lg?gg: giémand upon the approach adopted in the

. P ep. No. 95— , ong., ess., 63— :

ADDRESSES: Send submissions to August 4, 1978). H.R. Rep. No. 95-250. 196 1989 proposed reg_u_latlons (at §1.125_—2,

CC:DOM:CORP:R (REG-117162-99),Cong., 2d Sess., 206-207, 253-254 (October 18&A-6(b)) by providing that a cafeteria

room 5226, Internal Revenue Servicel978). plan may permit employees to make mid-

. - 2 “Qualified benefits” are generally any benefits : ;
POB 7604, Ben Franklin Station, Wash, .l.ded from income, including coverage under a¥ € &7 election changes with respect to

ington, DC 20044. Submissions may bemployer-provided accident or health plan undegroup-term life insurance, dependent care
hand delivered between the hours of sections 105 and 106; group-term life insurancgssistance, and adoption assistance as

. . . .punder section 79; elective contributions under ;
a.m. and 5 p.m. to: CC.DOM.CORP.Rqualifieol cash or deferred arrangement within thgvell as accident or health coverage, on

(REG-117162-99), Courier’'s Desk, In-meaning of section 401(k); dependent care assi@ccount of changes in cost or coverage.
ternal Revenue Service, 1111 Constitutiotance under section 129; and adoption assistangehis expansion of the cost or coverage

. under section 137. The following are not qualifie
Avenue NW., Washington, DC. Alterna-p, s products advertised, marketed, or oﬁergrd.lles would also allow employees to

tively, taxpayers may submit commentas long-term care insurance; medical savingglake election changes if, during a period
electronically via the internet by selectingaccounts under section 106(b); qualified scholaref coverage, (1) a new benefit package

the “Tax Regs” option on the IRS Homeg o inee *CeCie 1 . Bonete unagption is offered, or a benefit package op-
Page, or by submitting comments directhsection 132. Qualified benefits can be providedion is eliminated, under the plan or (2) a
to the IRS internet site atunder a cattfeteria plan eitthetrh tthrought insured
. . . arrangements or arrangements that are not insurec
http://www.irs.gov/tax_regs/regslist.html. 5" 1o "cn 19351 (May 7, 1984) and 54 FR 9466 62 FR 60196 (November 7, 1997) and 62 FR
(March 7, 1989), respectively. 60165 (November 7, 1997), respectively. IRS
FOR FURTHER INFORMATION CON- 4 Those proposed regulations contain special ruleAnnouncement 98-105 (1998-49 I|.R.B. 21
TACT: Concerning the regulations, Jane¥;/ithbrlespect ct‘o flexible spendin? arr?ngegn?ntsd /(Nove(rjnt;]er 2ﬁ3, 199%)) sta;esh that the Service W:ll
et exible spending arrangement (FSA) is defined iramend the effective date of these temporary regula-
A. Laufer _Or ChrIStII"le L. Ke”,er ,at (202) section 106(c)(2). Under section 106(c)(2), an FSitions (81.125-4T) and proposed regulations
622-6080; concerning submissions or tis generally a benefit program under which the max(§1.125-4) so that they will not be effective before
request a public hearing, LaNita Varimum reimbursement reasonably available for covplan years beginning at least 120 days after further
erage is less than 500% of the value of the coveracguidance is issued.

AGENCY: Internal Revenue Service
(IRS), Treasury.




coverage change is made under a plan 6f Change in Cost or Coverage These commentators suggested that if
the employer of an employee’s spouse or ) one spouse makes an election change
dependent. These proposed regulations 1€ NéW proposed regulations also adjring an open enrollment period, a cor-
include a variety of examples illustratingdr€Ss €lection changes to reflect signifizegyonding change should be permitted
how the rules apply in specific situations &Nt cost and coverage changes for all the other spouse. In response to these
_ types of qualified benefits providedcomments, the new proposed regulations

B. Change in Status. under a cafeteria plan. The new proposerqovide that a cafeteria plan may permit
) ) _regulations refine and expand upon thg, amplovee to make an election chan e,

The proposed regulations published iR oach taken in the 1989 proposed re@'uringpa geriod of coverage. Correspon%_

this notice of _proposed rglemakipg COMyjations at §1.125-2, Q&A-6 with 'e-ing with an open enrollment period
plemen_t the final regulations belng p”b'spect to changes in cost or coverag@hanae made by a shouse or denendent
lished in T.D. 8878, page 857, with re- g y asp P

under the plan. For example, in respon P ,
spect to special enrollment rights ang, commegts P PO"Sfihen the plan of that individual's em-

, the new proposed regula-

: (such as a neyyns provide that a cafeteria plan ma
coverage. These proposed regulationgyo option), the cafeteria plan may pers P b ’

i ; ermit an employee to make an election
take into account comments received Opyit affected participants to elect that opy e ]
the 1997 t d d o . ‘FChange in the event that a spouse or de

e emporary and proposed reguigion and make a corresponding electio :
; includi ing th : ‘pPendent makes an election change under
tions, including comments suggesting g ange with respect to other benefi : ifi i
desirability of uniformity in the rules for . kage options during a period of covers cafeteria plan (or qualified benefits
package op gap plan) maintained by that individual’s em-

different types .of quglified benefits to they ¢ ployer, provided that the spouse or de-
extent appropriate given the nature of the the new proposed regulations als‘ﬁende'nt’s election change satisfies the

benefits.
generally extend the cost or coveraggiection change rules under the proposed
In response to comments, ihe New Prujes under §1.125-2, Q&A-6(b) to P€regulation. F%r example, under r'?hislopro-
posed regulations address circumstancgg ejection changes for self-insured aCyision, if the plan of a sp(;use’s employer
under which a cafeteria plan may permitiqent or health plans, group-term life in-qqs ’a new HMO option to its group

an employee to change an election for dey,rance, dependent care assistance ahith plan, and the spouse elects to en-

pendent care assistance under section 1280ption assistance coverade under » ]
and adoption assistance under section lﬁgfe?eria plan. Thus, for exargple if th rBII_ the family in that new option, a cafe-

change in status rules for accident 0fyjary reduction charge. In addition, the ith the change made under the other
health coverage and group—term [n‘e INSUe\ proposed regulations treat a changg oiover's Ia?1 This expansion of the
ance coverage contained in the final regyst gependent care provider as similar t%xisptiny cospt or covera epchan e rules
lations, with some additional rules speghe aqgition of a new HMO option under. ermit% emblovees togmake eglection
cific to dependent care and adoptiof, aecident or health plan, with the resu hanges to epnsa/re consistent coverage of
assistance. For example, while a changfai 4 corresponding election change C@Qmilg members and eliminate du Iic?ite
in the number of dependents is a staly, made when one dependent care, y P
change for other types of qualified beneg o ider is replaced by another. verage.
fits, a change in the number of qualifyingpe coverage change rules apply to d&roposed regulations have not been ex-
individuals, as defined in sectiongengent care regardless of whether tr}%n%ed to Eealth flexible spendin
21(b)(1), is a change in status for purgenendent care provider is related to t rangements. This ensures ?hat thogse
poses of dependent care assistance. L"@r‘nployee, the cost change rules do n%trrangements. e

wise, these proposed regulations allow afjypy 1o dependent care if the dependeghanges in a manner that is inconsistent

additional change in status event fOEare rovider is a relative of the em-. . _
adoption assistance (the Commencemeroyeg making the election. with the requirement, under 881.125-1,

ot ; &A-17 and 1.125-2, Q&A-7 of the ex-
or termination of an adoption proceed™ commentators on the 1997 temporar}(/gtmg proposed regul(agtions that such
ing). The consistency rule in the Progng proposed regulations also raised &rangements exhibit the ri’sk-shifting

posed regulations is the same as the cOsncer that when the plan of the emynq risk-distribution characteristics of in-

sistency rule in the final regulations, Withployer of a spouse conducts annual OPErance
certain provisions that are specific to degnroliment for aroun health benefits be- : _ _
pendent care and adoption assistan group Although the final regulations (T.D.

chan e§ %qnning at a different time of the year8878’ page 857) permit election Changes

ges than the annual open enroliment fof, {he event an individual becomes eligi-

group bealth benefits offered by the emp|e (o |oses eligibility) for Medicare or

ployee’s $mploi/_ert, t(;“? employkge 1S lunMedicaid, these proposed regulations do
necessarily restricted from making elec: :

6 Conforming changes have also been made y 9 not address election changes to reflect an

Q&A-8 of the 1984 proposed regulations ndef 10N changes that correspond withngiviguars eligibility for other govern-
§1.125-1. elections made by the employee’s spouse.

While  the cost or coverage rules in the new




ment programs that pay for or subsidiz&).S.C. chapter 5) do not apply to thesProposed Amendments to the

health coveragé. For example, the new regulations, and because the regulatior®egulations

rules do not address the possibility thaio not impose a collection of information . )

an employee’s child may cease to be elbn small entities, the Regulatory Flexibil- Accordingly, 26 CFR part 1 is pro-
gible for coverage under a state’s chility Act (5 U.S.C. chapter 6) does no0Sed to be amended as follows:

dren’s health insurance program (CHIPapply. Pursuant to section 7805(f) of theArT 1 INCOME TAXES

designed in accordance with Title XXI ofInternal Revenue Code, these proposed

the Social Security Act. Comments are regulations will be submitted to the Chief Paragraph 1. The authority citation for
requested on whether eligibility or ineli-Counsel for Advocacy of the Small Busi-part 1 continues to read in part as follows:
gibility for such a government programness Administration for comment on their Authority: 26 U.S.C. 7805 * * *

should be added to the types of evenimpact on small business. Par. 2. In 81.125-1, as proposed to be
that allow a cafeteria plan election ) . added on May 7, 1984 (49 FR 19322), in
change (including any special adminis©omments and Public Hearing Q&A-8, Q-8 is republished and A-8 is

trative difficulties that employers might pofore these proposed regulations af@nended by adding two sentences at the
have in identifying this type of evem)adopted as final regulations, considers£nd of the answer to read as follows:

and, if so, the types of government progq,, will be given to any written and elec-81-125-1 Questions and answers relating
grams that should be permitted to b&gnic comments (a signed original ando cafeteria plans.

taken into account. eight (8) copies) that are submitted timely =~ " _
to the IRS. The IRS and Treasury specifi- @8 What requirements apply to par-
cally request comments on the clarity oficipants’ elections un_der a c_afeterla plan?
The new proposed regulations do nahe proposed regulations and how they A-8:** * For benefit elections relating
specify a proposed effective date. Any efmay be made easier to understand. Ajp accidentor health plans and group-term
fective date will be prospective, and comeomments will be available for public in-/Ifé insurance coverage, a cafeteria plan
ments are requested on the extent of leapection and copying. A public hearind"@ Permit a participant to revoke a bene-
time necessary for employers to be able twill be scheduled if requested in writing''t €l€ction after the period of coverage
implement the new proposed regulationby any person that timely submits writter'aS commenced and to make a new elec-
after they are adopted as final regulationsomments. If a public hearing is schedtion With respect to the remainder of the
Until the effective date of further guid-uled, notice of the date, time, and placB€riod of coverage under the rules set
ance, taxpayers may rely on the new prder the hearing will be published in theforth in 81.125-4 pertaining to permitted
posed regulations. In addition, until theFederal Register election changes. For additional rules
effective date of further guidance, taxpay- _ governing benefit elections, see
ers may continue to rely on the change iR"afting Information ?1*132—4
family status rules in the existing pro-  the principal authors of these proposed Par. 3.

; In 81.125-2, as proposed to be
posed regulations (at 81.125-2, Q&Ayeqyjations are Janet A. Laufer and Chrissqded on March 7. 1989 IC()54PFR 9500)

6(0)) with respect to benefits other tharﬂine L. Keller, Office of the Associate and amended November 7. 1997 (62 FR
acudgnt and health coverage and groug-hief Counsel (Employee Benefits an%01g7) in OBAG. -6 is ,republished
term life insurance coverage, and on thExempt Organizations). However, other, . ,

cost or coverage change rules in the eXistarsonnel from the IRS and Treasury De-
ing proposed regulations (at §1.125—

Q&A-6(b)) with respect to all types of

D. Effective Date and Reliance

nd A-6 is amended by:

. ) ; 1. Adding a sentence at the end of
artment participated in their deveIOp'paragraph 0)(2).

qualified benefits. ment. e 2. Revising the last sentence of para-
graph (c).

Special Analyses Partial Withdrawal of Notice of 3. Revising the last sentence of para-
; raph (d).
It has been determined that this noticEToPosed Rulemaking graph ()

. S The additions and revisions read as fol-
of proposed rulemaking is not a signifi- - ynqer the authority of 26 U.S.C. 7805jows:

cant regulatory action as defined in Execg; 155 ggA-6(c) and (d) in the notice of§1.125-2 Miscellaneous cafeteria plan
utive Order 12866. Therefore, a regulagronosed rulemaking that was publisheduestions and answers.

tory assessment Is not rECIUIFEd. It alsgn March 7, 1989 (54 FR 9460) IS With= * * * *

has been determined that section 553(Rj4n, Q-6: In what circumstance may partic-

of the Administrative Procedure Act (5 . ipants revoke existing elections and make
Amendments to Previously Proposed ey elections under a cafeteria plan?
Rules A-6: ***

7 The loss of coverage under a government program b '* %

may give rise to a special enroliment right under secFhe proposed rules published on May 7, (b) .

tion 9801(f) and, thus, the issue addressed here {9g4 (49 FR 19321) and March 7, 1989 (2) *** For additional rules govern-

levant only i in which th ial I ’ ' i i i -

i A 'rr:o?zsp%?y.m which the special enolls 4 R 9460), and amended on Novembd?d cafeteria plan election changes in con

8 Added to the Social Security Act by section 49017, 1997 (62 FR 60196), are amended é:)sectlon with a significant cost or coverage

of the Balanced Budget Act of 1997, Public Lawget forth below. change, see §1.125-4.

105-33 (August 5, 1997).



(c) Certain changes in family status * * * * * coverage, employees who are covered by
*** For additional rules governing cafete- (4) * * * the indemnity option may make a corre-
ria plan election changes in connection Example 3*** sponding prospective increase in their
with certain changes in status, see (i) In addition, under paragraph (f)(4) of this hayments or may instead elect to revoke
8§1.125-4. section, {fF makes an election change to co@r their election for the indemnity option
. . underF’s employer’s plan, the& may make a cor- i

(d) Separation from service ***For  responding change to elect employee-only coveragdld, in lieu thereof, elect coverage under
additional rules governing cafeteria plamnderP’s cafeteria plan. an HMO option.
election changes in connection with an ***** (i) Application to dependent care

employee’s separation from service, see Example 9. (i) EmployeeA has one childB.  Thj5 naragraph (f)(2) applies in the case
EmployeeA’s employer,X, maintains a calendar

§1‘3‘f‘2—4 year cafeteria plan that allows employees to eleépc a dependent Ca_re _aSSIStance plan only if
coverage under a dependent care FSA. Prior to thB€ COSt change is imposed by a depen-

Par. 4. 81.125-4 is amended as fobeginning of the calendar yearglects salary reduc- dent care provider who is not a relative of
lows: tion contributions of $4,000 during the year to fundhe employee. For this purpose, a relative

1. Paragraph (c) is amended as fofoverage under the dependent care FSA for up {8 g jndividual who is related as de-
$4,000 of reimbursements for the year. During the

lows: L year,B reaches the age of 13, aAdvants to cancel _scribed in S_eCtion 152(a)(1) throth _(8)'
a. Revising paragraph (c)(1)(iii). coverage under the dependent care FSA. incorporating the rules of section
b. Adding paragraph (c)(2)(vi). (i) When B turns 138 ceases to satisfy the defi- 152(b)(1) and (2).
c. Revising paragraph (c)(3)(ii). nition of “qualifying individual” under section  (3) Coverage changes- (i) Significant

21(b)(1) of the Internal Revenue Code. Accordetajlment If the coverage under a plan is

ingly, B's attainment of age 13 is a change in status. if fl tailed duri
under paragraph (c)(2)(iv) of this section that affectg'gNIMcantly curtaiied or ceases during a

d. Adding paragraphs (c)@ample
3(iii) and (c)(4Example 9.

2. Revising paragraph (f). A's employment-related expenses as defined in seB€riod of coverage, the cafeteria plan may
3. Revising paragraph (g). tion 21(b)(2). Therefored may make a correspond- permit affected employees to revoke their
4. Revising paragraph (i)(3). ing change undeX's cafeteria plan to cancel cover- glections under the plan. In that case, each
The additions and revisions read as foE{e*“fd*er the dependent care FSA. affected employee may make a new elec-
lows: tion on a prospective basis for coverage

§1.125-4 Permitted election changes. () Significant cost or coverage jger another benefit package option pro-
ok k ok changes— (1) In general Paragraphs \;qing similar coverage. Coverage under

(C) *** (1) *** (f)(2) through (5) of this section set forthyy 4ccident or health plan is significantly

(iii) Application to other qualified ben- fules for election changes as a result Qftajled only if there is an overall reduc-

efits This paragraph (c) applies to plan§hanges in cost or coverage. This pargy in coverage provided to participants
providing qualified benefits other thandraPh (f) does not apply to an election,qer the plan so as to constitute reduced
those listed in paragraph (c)(L)(ii) of thischange with respect to a health FSA (0%gyerage to participants generally.
section. on account of a change in cost or cover- (iiy addition (or elimination) of benefit
(2) *** age under a health FSA). _ package option providing similar cover-
(vi) Adoption assistanceFor purposes  (2) Cost changes— (i) Automatic g4a |f during a period of coverage a plan
of adoption assistance provided through ghanges If the cost of a qualified bene-544g 3 new benefit package option or
cafeteria plan, the commencement or tefltS plan increases (or decreases) duringg@iner coverage option (or eliminates an
mination of an adoption proceeding. ~ Period of coverage and, under the termg,isiing benefit package option or other
(3) *** of the plan, employees are required Qg erage option) the cafeteria plan may
(i) Application to other qualified bene-Make a corresponding change in theige it affected employees to elect the
fits. An election change satisfies the reP@yments, the cafeteria plan may, on ge\y-added option (or elect another op-
quirements of this paragraph (c)(3) wit{€@sonable and consistent basis, automafis, it an option has been eliminated)
respect to other qualified benefits if th&@lly make a prospective increase (0r desyospectively on a pre-tax basis and make
election change is on account of and cof€ase) in affected employees’ electiveq responding election changes with re-
responds with a change in status that afontributions for the plan. spect to other benefit package options
fects eligibility for coverage under an em- (i) Significant cost increaseslf the rq,iding similar coverage.
ployer's plan. An election change als@¢©St Of & benefit package option (as de- 4) change in coverage of spouse or
satisfies the requirements of this parain€d in paragraph (i)(2) of this section)yenendent under other employer's plan
graph (c)(3) if the election change is osignificantly increases during & period Ofy cafeteria plan may permit an employee
account of and corresponds with a chand®Verage, the cafeteria plan may permi, make a prospective election change
in status that affects expenses described §fPI0Y€es either to make a corresponding ¢ js on account of and corresponds with
section 129 (including employment-re ProSpective increase in their payments, of change made under the plan of the
lated expenses as defined in sectiolf r€voke their elections and, in lieuyqse's, former spouse’s or dependent's
21(b)(2)) with respect to dependent carl1€r€of, 1o receive on a prospective basignysjoyer if - -
assistance, or expenses described in s&Qverage under another benefit package (jy A'cafeteria plan or qualified benefits
tion 137 (including qualified adoption ex-OPtion providing similar coverage. Forpian of the spouse’s, former spouse’s, or
penses as defined in section 137(d)) witf<@mPle, if the cost of an indemnity 0Pyependent’s employer permits partici-

respect to adoption assistance. tion under an accident or health plan Si%ﬁants to make an election change that
nificantly increases during a period o



would be permitted under paragraphs (b))re the beginning of the yeaP's employee,C, household employee, who provides child care ser-
through (g) of this section (disregardingf'eCtS family coverage und@®s cafeteria plan.C  vices five da_ys a week from 9 a.m. _to 6 p.m. at an
this paragraph (f)(4)); or also elects coverage under the health FSA for up #mnual cost in excess of $5,000. Prior to the begin-
__p grap N . .. $200 of reimbursements for the year to be funded hying of the yearD elects salary reduction contribu-
(i) The cafeteria pla'f‘ permits pa_mC"saIary reduction contributions of $200 during theions of $5,000 during the year to fund coverage
pants to make an election for a period Gfear. C is married toD, who is employed by Em- under the dependent care FSA for up to $5,000 of re-
coverage that is different from the period)loyerQ. Q does not maintain a cafeteria plan, butmbursements for the year. During the ydahe-
of coverage under the cafeteria plan dz}(IJes main_ttarl]in a glroup heallth plan providlijng_its ?rr]rginsk schotrj]l and(,j ?sf_a r(;su‘ﬂs reguLafr hou?’rs of t
iee . ,.ployees with employee-only coverage. During thevork are changed to five days a week from 3 p.m. to
qua“fled benefl'fs plan of the spo’use S(talendar yearQ adds family coverage as an option6 p.m. Employe® now wants to revok®'’s elec-
former spouse’s, or dependent’s eMgnger its health plarD elects family coverage under tion under the dependent care FSA, and make a new
ployer. Q’s plan, andC wants to revokeC's election for election under the dependent care FSA to an annual
(5) Examples The following exam- health coverage and elect no health coverage undmst of $4,000 to reflect a reduced cost of child care
ples illustrate the application of this paraP’S cafeteria plan for the remainder of the year. due toY's reduced hours.

raph (f) (i) Q's addition of family coverage as an option  (ii) The change in the number of hours of work
9 Ep I. 1 () Acalend feteria plan i under its health plan constitutes a new coverage operformed byY is a change in coverage. Thidés
m _:f“?‘np% ('2 Cnat etn ar yel?r cta c %”ar P a.‘:.'nstion described in paragraph (f)(3)(ii) of this sectioncafeteria plan may permid to reduceD’s previous

aintal e” pl:hsut;:l f9t af EO elc 'VZ a glal : g%ccordingly, pursuant to paragraph (f)(4)(i) of thiselection under the dependent care FSA to $4,000.
agreer?ﬁn ofr ; € eTe' (;f mp O.W imp ?t/ . section,P's cafeteria plan may perm@ to revoke Example 7 (i) EmployeeG is married to Em-
ees. 1he caletera pian ofters various benetits, 1s.g o)t coverage election ¥ actually elects ployeeH and they have one child, EmployeeG's
cluding indemnity health insurance and a health . . )
FSA. As a result of mid-year negotiations premi]‘amny health coverage und€'s group health plan. employer,O, maintains a calendar year cafeteria

'f the ind itv health i ' d I%mployerP’s plan may not permi€ to changeC's  plan that allows employees to elect coverage under a
ums for the indemnity heaith insurance are reducqg, i, pga election. dependent care FSA. Childs cared for by, G's
in the middle of the year, insurance co-payments for . R . . .
ffice visits are reduced under the indemnkty plan Example 4 (i) EmployerR maintains a cafeteria household employee, who is not a relativesaind
0 d an HMO ootion is added plan under which employees may elect accident arho provides child care services at an annual cost of
an "anUnd r(tjrf) |onf|sz:1 tl:] .r duction in health .nhealth coverage under either an indemnity plan or &¥,000. Prior to the beginning of the ye@relects
(i) er these facts, de :T uction 1 ¢ e: IJ—|MO. Before the beginning of the yed&'s em- salary reduction contributions of $4,000 during the
§ur|ance gremmms |sha ;e 2“9 '0? tIE cos .t' CC?hrebloyee,E elects coverage under the HMO at a preyear to fund coverage under the dependent care FSA
Ingfy,t urr_1 erlpzsri?rap (t)(m)(?' N r 'Sd sef 'on. thmium cost of $100 per month. During the year, for up to $4,000 of reimbursements for the year.
cale etlaf p? aé/ atq oma Itc'?) { ec fea;et §ecides to switch to the indemnity plan, whichDuring the year, G raisesZ's salary. Employe&
amount ot salary reduction contributions of affec echarges a premium of $140 per month. now wants to revok&'s election under the depen-
participants by an amount that corresponds to the .7 _, . . .
: (i) E's change from the HMO to indemnity plandent care FSA, and make a new election under the
premium change. However, the plan may not pet- . ;

. . " “Is not a change in cost or coverage under this pardependent care FSA to an annual amount of $4,500
mit employees to change their health FSA elections . :
to reflect the mid- h . ‘ délrraph (f), and none of the other election change rules reflect the raise.
tg n'anjcmn'? m|| nyear change in copayments Undgt, jer paragraphs (b) through (e) of this section (ii) The raise inZ's salary is a significant increase

er ZI ! {hp a (jd't' f the HMO ontion i apply. WhileR's health plan may permit to make in cost under paragraph (f)(2)(ii) of this section, and

d(gl'ltl‘) S?’ be a f'tl |onl(<3 € i 02 lon és ar|1 the change from the HMO to the indemnity plan, R'san increase in election to reflect the raise corre-
andl |ron (r) ar ehne ' 3pa_1_c afgt(:]_op 'OT.' n (;ﬁor Ir:cgty’cafeteria plan may not perntitto make an election sponds with that change in status. THdis,cafete-
under paragrap (D( )(if) of this section, the cate e(':hange to reflect the increased premium. Accordia plan may permi6 to elect to increasé'’s elec-
ria plan may permit affected participants to make an ; . . o

lecti h 1o elect th HMO onii H ingly, if E switches from the HMO to the indemnity tion under the dependent care FSA.
election change fo elect the hew option. How, lan, E may pay the $40 per month additional cost (g) Specia| requirements re|ating to the
ever, the plan may not permit employees to chan € an after-tax basis . 3
their health FSA elections to reflect differences in : Family and Medical Leave AcfRe-

) Example 5 (i) EmployeeA is married to Em-
copayments under the HMO option. ; . served]
Example 2 () EmployerN sponsors a group ployeeB and they have one chil@, EmployeeA’'s P

*
; - employer,M, maintains a calendar year cafeteria
health plan under which employees may elect either, ploy y

employee-only coverage o family health coverageplan that allows employees to elect coverage under a (i) * * *
. Chife ' i ;
The 12-month period of coverage undiés cafete- dependent care FSA. Child attendsX’s on site (3) DependentA dependent means a de

ria plan begins January 1, 2008's employeeA, is child care center at an annual cost of $3,000. P”‘ﬁendent as defined in section 152, except

) to the beginning of the yea elects salary reduc- .
married toB. Er’nployeeA’eIects employee-only tion contributions of $3,000 during the year to funathat' for purposes of accident or health cov-
coverage undeN’s plan. B's employer,O, offers

! ) coverage under the dependent care FSA for up 8/@gde, any child to whom section152(e) ap-
health coverage t®'s employees under its group

: - $3,000 of reimbursements for the year. Empldyee plies is treated as a dependent of both par-
health plan under which employees may elect elthGﬁrow wants to revokd'’s election of coverage under d. f fd d
employee-only coverage or family coverag®:s 9 ents, and, for purposes of dependent care

plan has a 12-month period of coverage beginninté;,]n(?ldeF)endent care FSA, because Ahas found a ngisistance provided through a cafeteria

L d care provider. o -
September 1, 2001B maintains individual cover- (i) The availability of dependent care servicedl@n, @ dependent means a qualifying indi-

age undeiO's plan at the time elects coverage g, e o child care provider (whether the newidual (as defined in section 21(b)(1)) with

underN's plan, and wants to elect no coverage fo]gjrovider is a household employee or family membefespect to the employee.

of AorBor a person who is independent®odndB) % * * * *

is a significant change in coverage similar to a bene-

fit package option becoming available. This Robert E. Wenzel,

cafeteria plan‘may permi to elect to revoke\'s Deputy Commissioner

[previous election of coverage under the dependent

care FSA, and make a corresponding new election to

reflect the cost of the new child care provider.
Example 6 (i) EmployeeD is married to Em-

the plan year beginning on September 1, 200
which is the next period of coverage und®s
group health plan.

(i) Under paragraph (f)(4)(ii) of this sectioN's
cafeteria plan may permi to changeA’s election
prospectively to family coverage under that plan e
fective September 1, 2001 B actually elects no
coverage unde®’s group health plan for the plan

year beginning on September 1, 2001. ployeeE and they have one chil#, EmployeeD’s
Example 3 (i) EmployerP sponsors a calendar L .
ear cafeteria plan under which employees ma elegmployer,N, maintains a calendar year cafeteri R
Y plan u ploy! Y p}an that allows employees to elect coverage under 2

either employee-only or family health coverage. Beaependent care FSA. Chikdis cared for by, D's

of Internal Revenue.

(Filed by the Office of the Federal Register on
March 22, 2000, 8:45 a.m., and published in the
a{ssue of the Federal Register for March 23, 2000, 65
15587)




