any benefit that is excludable from grosgroup-term life insurance coverage in a
income under an express provision of theariety of change in status situatidhs.
Internal Revenue Code, including cover- These final regulations, which replace
age under an employer-provided accidenhe 1997 temporary regulations, clarify
or health plan under sections 105 and 10€he circumstances under which a cafeteria
group-term life insurance under sectioplan may permit an employee to revoke
79, elective contributions under a qualian existing election with respect to acci-
DEPARTMENT OF THE TREASURY fied cash or deferred arrangement withident or health coverage, or group-term
Internal Revenue Service the meaning of section 401(k), dependetife insurance coverage, and make a new
26 CFR Part 1 care assistance under section 129, amdection during a period of coverage.
adoption assistance under section 137. ) o
Qualified benefits can be provided undefXplanation of Provisions
a cafeteria plan either through insure
arrangements or arrangements that are not
insured. These regulations clarify the circum-
In 1984 and 1989, proposed regulationstances under which a cafeteria plan may
were published relating to the administrapermit an employee to change his or her
ACTION: Final regulations. tion of cafeteria plans. In general, the cafeteria plan election with respect to ac-
. . 1984 and 1989 proposed regulations reident or health coverage or group-term
ﬁr:Jal}Ar'\gALﬁ;iozzlie?z;?numt?)n;ei?igzallnszqUire that for benefits to be provided on &fe insurance coverage during the plan
9 tng . pre-tax basis under section 125, an enyear. The regulations generally follow the
cafeteria plans. The final regulations clart ; isting temporary requlations. and in-
ify the circumstances under which a secF-)onee may make c_hanges during a pla@xIsting P yreg ) .
. ) . ear only in certain circumstancés. clude a variety of examples illustrating
tion 125 Cafetef'a plan ele_ct|on may b pecifically, Q&A-8 of §1.125-1 and how the rules apply in specific situations.
changed. The final regu_latlons permlta_t &A-6(b), (c), and (d) of §1.125-2 per- The final regulations include two prin-
employer to allow a section 125 cafeteria®. ) . ‘oreipal chandes that have been made in re-
plan participant to revoke an existingmlt part|C|pants to make benefit electiorcipa g _ _
election and make a new election during hanges during a plan year pursuant tponse to pu_bllc comments. First, the
; : anges in cost or coverage, changes iagulations differ from the 1997 regula-
period of coverage for accident or healt}?i | d on f tions with respect to change in status
coverage or group-term life insurancea Y status, and separation from se >P g .
coverage vice. events resulting from a change in em-
' In 1997, temporary and proposed reguployment. Commentators requested a
DATES: Effective Date These regula- lations were issued addressing the statposening of the rules regarding when a
tions are effective March 23, 2000. dards under which a cafeteria plan magafeteria plan election can be changed.
. . permit a participant to change his or heln response, the final rules incorporate a
Appllgab|l|ty Date The§e regulations roup health coverage election during gore flexible rule under which any
are gppllcable for cafeteria plan years bes oy of coverage to conform with thechange in the employment status of the
ginning on or after Jar}uary 1, 2001. Segpecial enroliment rights under sectioemployee (or a spouse or dependent of
the Scope of Regulations and Effectivggyy ) (added to the Internal Revenughe employee) that affects that individ-
Dateportion of this preamble. Code by the Health Insurance Portabilityal’s eligibility under a cafeteria plan or
FOR FURTHER INFORMATION CON- and Accountability Act of 1996 (HIPAA)) qualified benefits plan constitutes a
TACT: Janet A. Laufer or Christine L.and to change his or her group health @hange in status for purposes of permit-
Keller at (202) 622-6080 (not a toll-free ting a mid-year election change. Second,
number). in the event of a change in an employee’s

1 The following are not qualified benefits: productsmarital status or the employment status
SUPPLEMENTARY INEFORMATION: advertised, marketed, or offered as long-term Caﬁf the employee’s spouse or dependent,

insurance; medical savings accounts under secti ) ) ;
106(b); qualified scholarships under section 117the final regulations permit the employee
educational assistance programs under section 120 elect either to increase group-term life

This document contains amendments "9 MN9e benefits under section 132. insurance coverage or to decrease group-

the Income Tax Regulations (26 CFR pa’ 49 FR 19321 (May 7, 1984) and 54 FR 9460
1) under section 125. Section 125 gene(March 7. 1989), respectively. 4 62 FR 60196 (November 7, 1997) and 62 FR

ally provides that an employee in a cafete Those proposed regulations contain special rule60165 (November 7, 1997), respectively. IRS
ria plan will not have an amount includecwith respect to flexible spending arrangements. /Announcement 98-105 (1998-49 I.R.B. 21
in gross income solely because the enﬂexi_ble igg?(;l(r;g)] alljaggemen_t (FlséAG)(ii(zd)efine('isi’r(Novegwtr)]er ?fs, 1_.9963)) stafters] that the Sec;vicz will

section ¢)(2). Under section ¢)(2), an FS:amend the effective date of those proposed and tem-
pone(_a may (?h(_)ose among tWC‘)‘ or r_n_oris generally a benefit program under which the maxporary regulations so that they will not be effective
benefits consisting of cash and “qualifieGmum reimbursement reasonably available for covbefore plan years beginning at least 120 days after
benefits.” A qualified benefit generally iSerage is less than 500% of the value of the coveracfurther guidance is issued.
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term life insurance coverage. A similatmake an election change to cover addiency requirement. In response to com-
rule applies with respect to disability in-tional individuals under an accident oments, the final regulations expand and
come plans. health plan when an employer changed idarify the consistency requirement with
These final regulations were develope@olicy (e.g., to permit coverage for a parrespect to change in status events for
as part of an integrated package with pr&nt or for a domestic partner pursuant tgroup-term life insurance. Under the
posed regulations REG-117162-99, padecal law requirements). Under the 19971997 regulations, in the case of a com-
871. Those proposed regulations provid€mporary and proposed regulations, mencement of employment, marriage,
guidance on election changes on accoufifange in status includes an event thairth, adoption, or placement for adop-
of changes in status with respect to depefauses an employee’s dependent to satigfgn, an employee could elect to increase
dent care assistance and adoption assf¥-cease to satisfy the eligibility require{but not decrease) group-term life insur-
tance and provide guidance on electiofents for coverage under a plan. Thus, #nce coverage. The 1997 regulations also
changes on account of changes in cost 8p individual who is a dependent of apermitted an employee to elect to de-
coverage with respect to dependent cafimployee becomes eligible for coveragerease (but not to increase) group-term
assistance, adoption assistance, accide#itder the employer’s health plan as a réife insurance coverage in the case of di-
or health coverage, and group-term lifgult of an amendment made to the plawnorce, legal separation, annulment, or
insurance coverage. The integrated pacRUring the year, that is a change in statuteath of a spouse or dependent. Com-
age of final and proposed regulations i§vent and, accordingly, the cafeteria plamentators suggested that these rules were
intended to provide clear standards foMay permit an election change by the enteo restrictive. For example, in the case
plan administration and for administratiorPloyee to cover the individual. Theseof divorce, an employee may reasonably
of the tax law. The standards are designdial regulations retain the rule from theseek to increase coverage because the em:
to accommodate the most common typek997 temporary and proposed regulgployee may become the sole wage-earner
of events of independent significance thatons. for the family unit as a result of the di-
do not occur on a regular, periodic basis These final regulations do not addres¥rce. Accordingly, the final regulations
and that are likely to affect an employee’svhen a bona fide termination of employProvide flexibility by stating that, in the
decisions with respect to qualified benement occurs. However, these regulatior@Vent of a change in an employee’s mari-

fits coverage. retain the exampleExample 8under tal status or the employment status of the
_ paragraph (c)(4) of these final regulaMmployee’s spouse or dependent, an em-
B. Changes in Status tions) from the 1997 temporary and proPloyee may elect either to increase group-

Commentators on the 1997 temporar©Sed regulations addressing the situatidf’™ life insurance coverage or to de-
and proposed regulations requested thi& Which an employee terminates and rkrease group-term life insurance

L . ithi overage. Also, in response to com-
the description of changes in status be egUmes employment within 30 days. Thé _
P g effect of this example is to provide a practnents, a similar rule has been added that

anded to include work-related change . . i
gf an employee, the employee’s SpOL?S ical safe harbor that generally may be agiPPlies to election changes made with re-
’ plied by cafeteria plans without regard tgPect to disability income coverage (i.e.,

or the employee’s dependent in additio . . .
to termina?ior? or comlranencement of emOther facts and circumstances. Under th¢cident or health coverage that is neither

example, if an employee terminates antPr medical care as defined under section

loyment or change in worksite. In re- . )
Epoynse to these cgmments the descripti6fSUmes employment within 30 days and13(d) nor for payments described in sec-

of changes in status has been broadenkf cafeteria plan provides that the erdion 105(c)).
to include a strike or lockout, and a comPI0y€€’s election is automatically rein-
mencement of or return from an unpaigtated. the employer is not required to g Other Changes

leave of absence. In addition, the finaq?r?qmi whether qutnha fide Cth,?n,?e " Some commentators requested that the
rules incorporate a more flexible rule forStatus Nas occurred with respect to terml

regulations prescribe a period of time by
other change in employment statu

gation .Of employment. C_:onversely, theWhich election changes, as a result of a
events. Specifically, if there is a chang€a®teria plan may permit an emIOIOye%hange in status, should be made. Consis-
in the employment status of the employe@NC résumes employment more than 3f) - o approach taken in the 1997
(or a spouse or dependent of the enfldys following termination to be a.lummat'regulations and in the interest of provid-
ployee) that affects that individual's eligi-'CalY reinstated tqot;e prior election or tolng employers and plan administrators
bility under a cafeteria plan or qualified™ake & new election. flexibility, the final regulations do not
benefits p!an, then that Change CO-nStitUt?f ConSiStency Rule prescribe such a period_ However, noth-
a change in status. For example, if an em- ing in the final regulations would prevent
ployee switches from salaried to hourly- As under the 1997 temporary and proa cafeteria plan by its terms from requir-
paid status, resulting in the employe@osed regulations, the final regulations reng that any election change (other than
ceasing to be eligible for coverage undeguire that an election change as a result tifose made in connection with rights for
the plan, then that change constitutes & change in status also satisfy a consighich there are specific minimum elec-
change in status. tion periods, such as under section 9801

Some commentators expressed conces Alternatively, the cafeteria plan may prohibit an(as added by HIPAA) and section 4980B
that the 1997 temporary and propos€empioyee from participating in the cafeteria plan foff€lating to COBRA coverage)), must be
regulations did not permit an employee tthat plan year upon reemployment. made within a specified period after a




change in status event. The consisten@fan may permit election changes with resuance (November 7, 2000). This Trea-
rule in the final regulations does requirespect to an accident or health plan osury decision amends the 1997 temporary
that an election change made pursuant ggoup-term life insurance plan. Howeverregulations to add this expiration in the
a change in status be “on account of” &uture guidance under the cost or covetext of the regulations (81.125-4T(l).
gain or loss of eligibility for coverage.age change provision (reserved at para- .
This requirement follows the “on accoungraph (f) of these final regulations and inSPecial Analyses
of” language contained in the 1989 proeluded in paragraph (f) of the proposed |; has been determined that this Trea-
posed regulations under 81.125-2, Q&Aregulations [REG-117162-99], on Pa9&ury decision is not a significant regula-
6(c), and is intended to add a general co871), rather than the change in statul%ry action as defined in Executive Order
dition that the election change not beules, would determine whether a cafete;oggg. Therefore, a regulatory assess-
made so long after the event permittingia plan may permit affected employees t@, ot is not required. It also has been de-
the election change that the election is netfect a new HMO option that is madgermined that section 553(b) of the Ad-
on account of the event. available during a period of coverageninistrative Procedure Act (5 U.S.C.
In accordance with comments, examSimilarly, election changes may be madEhapter 5) does not apply to these regula-
ples in the regulations clarify that if, inunder the special rules relating to Chang‘?ﬁ)ns, and because the regulation does not
accordance with special enrollment rightén elections by employees taking IeaV‘?mpose a collection of information on
provided by HIPAA , an employee,under the Family and Medical Leave Act 4 entities, the Regulatory Flexibility
spouse, or new dependent is entitled tof 1993 (Public Law 103-8)(as refer- Act (5 U.S.C. chapter 6) does not apply.
enroll in a group health plan, a cafeteri@nced at paragraph (g) of these final regs, s ,ant to section 7805(f) of the Internal
plan may permit the employee to elect ttations). Revenue Code, these regulations will be
enroll pre-existing dependents in the un- Finally, these regulations do not overg pmitted to the Chief Counsel for Advo-
derlying group health plah. Likewise, ride other cafeteria plan requirementscaCy of the Small Business Administra-
the examples clarify that if, in accordancé&or example, although an employee’s tek;o "t comment on its impact on small
with the change in status rules relating tenination of employment is a change i, siness.
a new spouse or dependent, an employstatus, some election changes made with
is entitled to elect family coverage underespect to coverage under a health FSA drafting Information
a group health plan, then other familyaccount of the termination of employment o
members are permitted to become cowould fail to be consistent with the re- 1€ principal authors of these regula-
ered under the family coverage as a resujuirement that the operation of sucfions are JanetA. Laufer and Christine L.
of the election change. arrangements exhibit the risk-shifting andceller, Office of the Associate Chief
In response to comments, the final regrisk-distribution characteristics of insur-Counsel (Employee Benefits and Exempt
ulations also clarify that, in the event of @nce under §1.125-1, Q&A-17 andrganizations). However, other person-
loss of Medicare or Medicaid entitlemen®1.125-2, Q&A-7 of the proposed regulal€! from the IRS and Treasury Depart-
by an employee or by the employee’sions. Thus, a cafeteria plan could nof*€nt part|C|p?tid n tt'e'I development.
spouse or dependent, a cafeteria plan magrmit individuals terminating employ-
permit the employee to add health covement to change their health FSA eleCtionﬁdoption of Amendments to the
age under the employer’s accident oto match the amount of premiums paigg
health plan (and may permit cancellatioprior to termination (i.e., stop paying pre-
or reduction in coverage if an employeemiums), and continue to receive health Accordingly, 26 CFR part 1 is amended
spouse, or dependent who is enrolled iIRSA reimbursements with respect to thas follows:
an accident or health plan becomes entiemainder of the period of coverage.
tled to Medicare or Medicaid). These regulations are applicable foPART 1—INCOME TAXES

cafeteria plan years beginning on or after ; P
Scope of Regulations and Effective plan y ginning Paragraph 1. The authority citation for

Dat January 1, 2001. Until the beginning Obart 1 continues to readpart as fol-
ate the first plan year beginning on or aftefq s
These final regulations address all of@nuary 1, 2001, taxpayers may rely on ayihority: 26 U.S.C. 7805 * * *
the changes in status for which a cafeterl@€S€ regulations. In addition, until the psr > “§1.125-4 is added to read as
beginning of the first plan year beginningqows:
6 No inference is intended from these or any otheg + O af:[[_er J?nualry 1’”2]00::']’ taXp_ayetr§1.125—4 Permitted election changes.
examples in the final regulations concerning thdl'@Y CONUNUE L0 rely on the change In sta- 4 Election changes A cafeteria plan

interpretation of special enrollment rights under sedUS rules in the 1997 regulations, as WeHw_y permit an employee to revoke an

tion 9801(f). as the change in family status rules in thgiaction during a period of coverage and
7 Provisions in paragraph (b) of the final regulatiorpre-1997 proposed regulations. t k lecti | ided
allowing election changes in connection with special Pursuant to section 7805(e) the 199,0 make a new election only as prpw e

, if paragraphs (b) through (g) of this sec-

enrollment under section 9801(f) may overlap th? lati §1.125-4T will ' | ]
provisions in paragraphs (c) through (e) of the finaicmporary reguiations 31. —41 WIll @X4ion. Section 125 does not require a cafe-

regulations permitting election changes in other cifPire Within three years of the date of is;g g plan to permit any of these changes.
cumstances. Thus, no inference is intended that ; ;

' _ ee paragraph (h) of this section for spe-
election change permitted under paragraphs (¢ See ‘1.125-3, published as a proposed rule at 6% | P g ph ( |) fi t lified ph
through (e) is not also permitted under paragraph (tFR 66229 (December 21, 1995). clal provisions relating 1o qualified cas

egulations




or deferred arrangements, and paragragph election of family coverage undbts group ual and there is a change in that individ-
(i) of this section for special definitionshealth plan would be required to be effective no latenal’'s employment status with the conse-
used in this section. than the first day of the first calendar month begingquence that the individual becomes (or

(b) Special enrollment rights— (1) In  ning after the completed request for enroliment is receases to be) eligible under the plan, then
general. A cafeteria plan may permit anceived by the plan. Ks marriage toF is also a that change constitutes a change in em-
employee to revoke an election for coverchange in status under paragraph (c) of this sectioployment under this paragraph (c) (e.g., if
age under a group health plan during a pes illustrated inExample 1lof paragraph (c)(4) of a plan only applies to salaried employees

riod of coverage and make a new electiothis section.) and an employee switches from salaried
that corresponds with the special enroll- (€) Changes in status- (1) In general to hourly-paid with the consequence that
ment rights provided in section 9801(f). — (i) Change in status ruleA cafeteria the employee ceases to be eligible for the

(2) Examples The following examples il- plan may permit an employee to revokglan, then that change constitutes a
lustrate the application of this paragraph (bjan election during a period of coveragehange in employment status under this

Example 1 (i) EmployerM provides health cov- with respect to a qualified benefits plan tgaragraph (c)(2)(iii)).
:L?)Q:C:?; :Z;i?npg)ggf;)plﬂigzrmg ala‘?]'agn:h?; Wwhich this paragraph (c) applies and make (iv) Dependent satisfies or ceases to
eesJ may elect either employee-onlprO\‘/eragpe ):)6} new elgctlon for the rgmammg pgrtlorsat|sfy eligibility requirements Events
family coverage.M also maintains a calendar yearOf the period (referred to in this section aghat cause an employee’s dependent to
cafeteria plan under which qualified benefits, in@n €lection change) if, under the facts anshtisfy or cease to satisfy eligibility re-
cluding health coverage, are funded through salagircumstances — quirements for coverage on account of at-
reduction. M’s employee A, is married toB and (A) A change in status described inainment of age, student status, or any

they have a childC. In accordance witM'’s cafete- . : . .
ria plan, Employeé elects employee-only health paragraph (c)(2) of this section occurssimilar circumstance.

coverage before the beginning of the calendar yedt! (V) Residence A change in the place of
During the yearA andB adopt a childD. Within30  (B) The election change satisfies theesidence of the employee, spouse, or de-
days thereafterA wants to revoke\'s election for consistency rule of paragraph (c)(3) opendent.
ﬁgﬁ;tlﬁyf;\;ggyehalghsccz)\ijesf:geaif:diO:;agfl tfsz"this“sectior.l. . _ (3) Consistency rule— (i) Application
date ofD’s adogption. EnF:ployeA’satisfies the con- (i) Application to aCCIqem. or health to accident or health coverage and group-
ditions for special enrollment of an employee with Plans and group-term life insuranceterm life insurance An election change
new dependent under section 9801(f)(2), so shat Plans This paragraph (c) applies to plansatisfies the requirements of this para-
may enroll in family coverage undifs accident or - providing accident or health coverage angraph (c)(3) with respect to accident or
health plan in 9rder to provide coverage effective a§|lans providing group-term life insurancenealth coverage or group-term life insur-
of ﬂ.].e date oD's édomon' coverage. ance only if the election change is on ac-
(i) M's cafeteria plan may permitto change A's (iii) Application to other qualified ben- count of and corresponds with a change in
salary reduction election to family coverage foreﬁts [RESERVED] status that affects eligibility for coverage
salary not yet currently available. The increased (2) Change in status eventsThe fol- under an employer’s plan.
salary reduction is permitted to reflect the cost ofowing events are changes in status for (ii) Application to other qualified bene-
family cover.age from the da.te of adoptiofA’s purposes of this paragraph (C): fits. [Reserved]
aTdoptlon OP is alsoachange in sta'ltus, and.the elec- () Legal marital status.Events that (iii) Application of consistency ruldf
tion of family coverage is consistent with thatchange an employee’s legal marital statughe change in status is the employee’s di-
change in status. Thus, under paragraph (c) of ”ﬁiﬁcluding the foIIowing: marriage; deathvorce, annulment or Iegal separation
of spouse; divorce; legal separation; anflom a spouse, the death of a spouse or
C, andD for the remaining portion of the period of al’ll’.l.ulment_ dependen;, ora dependent ceasing to sat-
' (i) Number of dependents€vents that isfy the eligibility requirements for cov-
Cof)izgﬁil)e 2.()) The employer plans and permissi-Change-an employee’s numper of q6pef@3’rage, an employee’s eleCFion under the
_ dents, including the following: birth; cafeteria plan to cancel accident or health
ble coverage are the same ai@mple 1 Before  qeath: adoption; and placement for adopnsurance coverage for any individual
tion. other than the spouse involved in the di-
elects employee- only health coverage urlder iy Employment status Any of the vorce, annulment or legal separation, the
cafeteria plan. EmployeE marriesF during the following events that change the employdeceased spouse or dependent, or the de-
plan year.F's employerN, offers health coverage 1o e statys of the employee, the enpendent that ceased to satisfy the eligibil-
ployee’s spouse, or the employee’s depeity requirements for coverage, respec-
dent: a termination or commencement dofively, fails to correspond with that
. : 2 ““employment; a strike or lockout; a comchange in status. Thus, if a dependent
erag(.e undeM's cafeteria plan, and is conS|der|ngmencement of or return from an unpaiablies or ceases to satisfy the eligibility re-
electing family health coverage undéls plan or leave of absence; and a change in WOf&uirements for coverage, the employee’s
site. In addition, if the eligibility condi- election to cancel accident or health cov-
' , tions of the cafeteria plan or other emerage for any other dependent, for the
salary reduction election to reflect the change tﬁloyee benefit plan of the employer of th@mployee, or for the employee’s spouse
family coverage undeM’s group health plan be- employee, spouse, or dependent depemils to correspond with that Change in

cause the marriage would result in special enroII(:)n the employment status of that individstatus. In addition, if an employee,

ment rights under section 9801(f), pursuant to which

section,M’s cafeteria plan could perm# to elect
family coverage prospectively in order to coger

the beginning of the calendar year, Employee

N's employees, and, prior to the marriagehad
elected employee-only coverage. Employee
wants to revoke the election for employee-only cov

obtaining family health coverage undés plan.
(ii) M’s cafeteria plan may perntito changeE's



spouse, or dependent gains eligibility for (iii) EmployeeA may also increase salary reduc-elects salary reduction contributions of $600 during
coverage under a family member p|a|t1'on contributions to fund coverage fBrunder the the yearto fur_]d coverage under the health FSA for up
(as defined in paragraph (i)(5) of this Secr_lealth FSA. to $600 of reimbursements for the year. Employee

. ) . Example 2 (i) Employe€eC, a single parent, elects B's spousel, has employee-only coverage under an
tion) as a result of a change in marital St@amily health coverage under a calendar year cafeteracident or health plan maintained ®g employer.
tus under paragraph (c)(2)(i) of this secplan maintained by Employ&d. EmployeeC and During the yearC terminates employment and loses
tion or a change in employment statu€'’s 21-year old childD, are covered und€¥'s health coverage under that plaf® now wants to elect fam-
under paragraph (C)(Z)(iii) of this sectionP!an. During the yeaD graduates from college. ily coverage undeS; accident or health plan and in-
an employee’s election under the cafet Inder the terms of the health plan, dependents overeaseB's FSA election.

. he age of 19 must be full-time students to receive (ii) C's termination of employment is a change in
ria plan to cease or decrease coverage Qverage. Employe@ wants to revoke's election  status under paragraph (c)(2)(iii) of this section, and
that individual under the cafeteria plarfor family health coverage and obtain employee-onlshe election change satisfies the consistency rule of
corresponds with that change in status»verage unded’s cafeteria plan. paragraph (c)(3) of this section. Therefore, the cafe-
0n|y if coverage for that individual be- (i) D's loss of eligibility for coverage under the teria plan may permiB to elect family coverage
é?rms of the health plan is a change in status undenderSs accident or health plan and to increB&e
. . paragraph (c)(2)(iv) of this section. A revocation ofFSA coverage.
the family member plan. However, if thecs glection for family coverage and new election Example 6 (i) EmployerT provides group-term
change in status is a change in the erfr employee-only coverage corresponds with théfe insurance coverage as described under section
ployee’s marital status under paragrapt:hange in status. Thu®s cafeteria plan may per- 79. UnderT's plan, an employee may elect life in-
(C)(Z)(i) of this section or a change in thenit Cto elect employee—only coverage. surance coverage in an amount up tq $50,000.
employment status of the employee’ Example 3 (i) EmployeeE is married toF and also maintains a calendar year cafeteria plan under

%ey have one child;. EmployeeE is employed by which qualified benefits, including the group-term
spouse or dependents under paragra&tﬁployerP, andP maintains a calendar year cafetedife insurance coverage, are funded through salary
(c)(2)(iii) of this section, an election toria plan that allows employees to elect no healtheduction. Employed® has a spouse and a child.
increase, or an election to decreasegverage, employee-only coverage, employee-plugefore the beginning of the yed, elects $10,000
group-term life insurance or disability in_one—?epegdfent cr?vebragg or far?ilal covlerage. Undef grou‘p—:je‘rm Iif((e:| insurance coverage. During the

. the plan, before the beginning of the calendar year, year,D is divorced.
come vaerage Corresponds with thaeEects family health coverage férF, andG. E and (ii) The divorce is a change in status under para-
change in status. F divorce during the year arfélloses eligibility for graph (c)(2)(i) of this section. Under paragraph
(iv) Exception for COBRAIf the em- coverage undeP's plan. G does not lose eligibility (c)(3)(iii) of this section, either an increase or a de-
ployee, spouse, or dependent becomes dtir health coverage undBis plan upon the divorce. crease in coverage is consistent with this change in
gible for continuation coverage under thé& no;/v Wan(tjs tlo revokE’s election under the cafete- status. Thus‘l('j’s cafeteria plan may tl)(fernﬁl to in-
) ria plan and elect no coverage. crease or to decreaf¥s group-term life insurance
group health pl_an Of_ the employees em- (i) The divorce is a change in status under paraoverage.
ployer as provided in section 49808 Ofraph (c)(2)(i). Achange in the cafeteria plan election Example 7 (i) EmployeeE is married toF and
any similar state law, a cafeteria plan ma cancel health coverage #iis consistent with that they have one childs. EmployeeE's employerU,
permit the employee to elect to increasehange in status. However, an election change to canaintains a cafeteria plan under which employees
payments under the employer’s cafetericf! E"s orG's r;ealthdcoverage dor:es( r)](c;t)(sﬂe_l)tisffy Lh?aylelect no coveradge, employei—onll);colverage_, or
. . . __consistency rule under paragraph (c i) of thigamily coverage under a group health plan main-
plan in order to pay for the Contlmjatlcmsection regarding cancellation of coverage for an entained byU, and may make a separate vision cover-
coverage. ployee’s other dependents in the event of divorcege election under the plan. Before the beginning
(4) Examples The following exam- Therefore, the cafeteria plan may not pefitib elect  of the calendar yeaE elects family health coverage
ples illustrate the application of this parawno coverage. However, an election to change to erand no vision coverage undefrs cafeteria plan.
graph (C): ployee-plus-one-dependent health coverage wouEmployeeF’s employer,V, maintains a cafeteria
correspond with the change in status, and thus thman under which employees may elect no coverage,
§afeteria plan may permi to elect employee- plus- employee-only coverage, or family coverage under a
through its cafeteria plan. Before the beginning opne-dependent _health coverage. group health _plan maintained by_V, and may make a
the calendar year, Employéeelects employee-only Example _4 (i) EmployerR _malntalr_]s a calendar separate vision coverage election under the plan.
health coverage undét's cafeteria plan and elects year cafeteria plan under which full-time employee8efore the beginning of the calendar ydaelects
salary reduction contributions to fund coveragénay elect coverage under one of three benefit packe health coverage and employee-only vision cover-
age options provided under an accident or healige undeN's plan. During the yeaf terminates
the year. EmployeB's employerN, offers health plan: an indemnity option or either of two HMO op-employment withv and loses vision coverage_ ungler
coverage tdN's employees (but not including any tlpns for employees who work in the respective seMs plan. Employe& now wants to elect family vi-
health FSA), and, prior to the marriagghad ViC€ areas of the_two HMOs. Employée who swnﬂcoverage_unq&t’s group health p!an. _
elected employee-only coverage. Employee works in thg serwcg area of HMO #1, elects the (ii) F's termination of emploxment |§ ache}nge in
wants to revoke the election for employee-only coyHMO #1 option. D_urmg the yead\ is _transferred to status un_der paragraph _(c)(2)(|||) of thl§ section, and
erage, and is considering electing family health Co\;a_lnot_her work Ioca_tlo_n which is outside th_e HMO #lthe election change s_at|sf|e_s the consistency rule of
erage undel’s plan or obtaining family health cov- ser\{lce area and |n§|de the HMQ #2 service area. pa_ragraph (c)(3) of this section. There_ft_hﬂés cafe-
erage undeN's plan. (i) The tra_lnsfer isa cha_nge in stgtus under parderia plan may permi to elect family vision cover-
(ii) EmployeeA's marriage toB is a change in graph (c_)(2)(|||) of this section (rglatlng to a c_hangeage (coverindge andG as well ag=) underU’s group
status under paragraph (c)(2)(i) of this section, quU worksite), and, pnder t_he con5|stency_rule in pardealth plan. ' o
suant to whictB has become eligible for coveragegraph (c)(3) of this sectlgn, the cafeterlg plan may Example 8 (i) Before t‘h(‘e begllnnlng of the_ year,
under M's health plan under paragraph (c)(3)(i) opermitAto make an election change to either the inEmployeeH elects to participate in a cafeteria plan
demnity option or HMO #2. maintained byH’s employer\W. However, in order
Example 5 (i) EmployerSmaintains a calendar to change the election during the year so as to cancel
year cafeteria plan that allows employees to elect coeoverage, and by prior understanding WithH ter-
erage under an accident or health plan providing imminates employment and resumes employment one
demnity coverage and coverage under a health FS#eek later.
Prior to the beginning of the calendar year, Employee (ii) In this Example 8 under the facts and cir-
B elects employee-only indemnity coverage, andumstances, a principal purpose of the termination

comes applicable or is increased und

Example 1 (i) EmployerM provides health cov-
erage (including a health FSA) for its employee

under the health FSA. EmployAenarriesB during

this section. Two possible election changesAby
correspond with the change in status: Emplofee
may elect family health coverage undié’s plan to
coverA andB; or A may cancel coverage unddis
plan, if B elects family health coverage undés
plan to coveA andB. Thus,M’s cafeteria plan may
permitA to make either election change.



of employment was to alter the election, and rein- (ii) Under this paragraph (d)'s cafete- (1) Accident or health coverag@cci-
statement of employment was understood at the tiniea plan may chang@'s election from employee- qent or health coverage means coverage
of termination. AccordinglyH does not have a only health coverage to employee-plus-one-depen- . ~
change in status under paragraph (c)(2)(iii) of thislent coverage in order to cov@r ]Endgr. an aCICIt(_jent Ordhealthtplarioa; de
section. (e) Entitlement to Medicare or Med-""€¢ N regu’ations under section 105.

(i) However, H's termination of employment j.aid. If an employee, spouse, or depen- (2) Benefit package optionA benefit

ould constitute a change in status, permittin . i e i ifi i
wou itu ge i us, permitting & .\ b is enrolled in an accident c)package option means a qualified benefit

cancellation of coverage during the period of un- nder section 125(f) that is offered under
employment, ifH’s original cafeteria plan election N€alth plan of the employer becomes entt! M

for the period of coverage was reinstated upon rdled to coverage (i.e., becomes enrolled} ijem”a p|<’;n, Ior an Op“%n for CO\r/]eralghe
sumption of employment (for example,Ws under Part A or Part B of Title XVIIl of UNder an underlying accident or healt

cafeteria plan contains a provision requiring ajpe Social Security Act (Medicare)(Puincpla” (such as an indemnity option, an
employee who resumes employment within 3 aw 89-97 (79 Stat. 291)) or Title XIX of HMO option, or a PPO option under an

days, without any other intervening event tha . . L ._accident or health |an)
i - i he Social Security Act (Medicaid)(Public pian).
would permit a change in election, to return to thd y ( ) (3) Dependent. A dependent means a

election in effect prior to termination of employ- Law 89-97 (79 Stat. 343)), other than cov- g defined | ion 152
ment). . erage consisting solely of benefits unde?SPe" ent as defined in section 152, ex-
(iv) If, instead,H terminates employment and gaction 1928 of the Social Security Acﬁept that, for purposes of accident or

cancels coverage during a period of unemploy; . - ..._health coverage, any child to whom sec-
ment, and then returns to work more than 30 da)ghe program for distribution of ped|atr|c i

following termination of employment, the cafete-vaccines), a cafeteria plan may permit thﬁg?]tloffﬁb(gt)hapaprlleistsls treated as a depen-
ria plan may permiti the option of returning to employee to make a prospective electio both pa : N

the election in effect prior to termination of em-change to cancel or reduce coverage of (4) Disability income coverageDisabil-
ployment or making a new election under the plar}hat employee, spouse, or dependem’ income coverage means coverage under
Alternatively, the cafeteria plan may prohilhit ! . In addfn accident or health plan that provides ben-
from returning to the plan during that plan year. {its due to personal injury or sickness, but
Co(glzo ;Jnl:i%n;?g(t:t igﬁcgﬁz’ngg_?;?:;ég es not reimburse expenses incurred for
graph (d) applies to ajudgmént decree. 4nder Medicare or Medicaid loses e"gi_n}e(;l]lcal carle (as deﬂrr:ed n slect|o,n 213(d))
order (order) resulting from a divorce bility for such coverage, the cafeteria plar? (tj 3 emp(;)yee or tdedemp oyees s%oufse
legal separation, annulment, or change &Y permit the.employee to make. %gym:rﬂiréeiztfge?in sgst?og()ltogr(?;;” o
Iegal Custody (inClUding a quallfled medprospectlve election to commence or in (5) Eamilv member blan A fam||

ical child support order as defined in seccréase coverage of that employee, spouse, Y D y

; ; or dependent under the accident or healmember plan means a cafeteria plan or
tion 609 of the Employee Retirement In- p qualified benefit plan sponsored by the

come Security Act of 1974 (Public LawP!an: :
O e CUblE LW Signiicant cost or coverage 21OV of he employees spouse o e
dent or health coverage for an employee@12nges[Reserved] . (6) FSA, health FSAAN FSA means a
child or for a foster child who is a depen-_ () Special requirements relating to the ualified benefits plan that is a flexible
dent of the employee . A cafeteria plafr@mily and Medical Leave ActAn em- a di P defined i
Il ot fail to satisfv section 125 if it —  Ployee taking leave under the Family angP®""d arrangement as defined in sec-
will not fail to satisfy section T - - fion 106(c)(2) . A health FSA means a
() Changes the employee’s election iiedical Leave Act (FMLA)(Public Law ealth or accident plan that is an FSA
provide coverage for the child if the order02-530 (88 Stat. 829)) may revoke afl 7 Pl o dontion Dl
requires coverage for the child under th8XiSting election of group health plan cov- (7) f acg\me_nt ora opt|<|)n. ace-f
employee’s plan: or erage and make such other election for tf€Nt for adoption means placement for

- : : adoption as defined in regulations under
(i) Permits the employee to make afémaining portion of the period of cover-@ectﬁ’On 980L. 9

election change to cancel coverage for tfid€ @s may be provided for under th (8) Qualified benefits plan.A quali-

child if the order requires the spouse, forr MLA: _ _

mer spouse, 0 othq individ a|pto ovide (h) Elective contributions under a qual-i€d Penefits plan means an employee
o e Proviats benefit plan governing the provision of

coverage for the child. ified cash or deferred arrangementhe o meite th o
(2) Example The following example Provisions of this section do not applyPn€ or more benelits that are qualifie

: ; 4 —benefits under section 125(f).
i F oot : with respect to elective contributions
illustrates the application of this para- P 4 () Effective date. This section is ap-

graph (d): under a qualified cash or deferre licable for cafeteria plan years beginning
Example (i) EmployerM maintains a calendar arrangement (within the meaning of sed? fter J 1 2001

year cafeteria plan that allows employees to elect ridon 401(k)) or employee contributions®" ©F after anuary L, ' .

health coverage, employee-only coverage, engubject to section 401(m). Thus, a cafeté?ar‘ 3. 81.125-4T is amended by revising

ponee-pIus-onel-dependent covergge, or fgmrilly CO¥ia plan may permit an employee to modparagraph () to read ZS f|0||OWS: A

erage. M's employeeA, is married toB and they . . . .181.125-4T Permitted election changes

have one childC. Before the beginning of the year, Ify OI.’ revoke elections in accordance Wlﬂftemporary) g

A elects employee-only health coverage. Employes€ction 401(k) and (m) and the reQU|a* * % % % '

A divorcesB during the year and, pursuantAs di-  tions thereunder. . . L

vorce agreement with BJ’s health plan receives a (|) Definitions. Unless otherwise pro- (I) Effective date. This se_cthn IS ap-

qualified medficﬁ child Isupport order (as defined "\/ided, the definitions in paragraphs (i)(L I|cabli for plan yearsdbegmnblnfg after

section 609 of the Employee Retirement Income Se; . . ecember 31, 1998, and on or before No-

curity Act of 1974) during the plan year. The orde&hough (8) .Of th|§ section apply for pur‘vember 6. 2000

requiresM’s health plan to coveE. poses of this section. ' '

under the accident or health plan.
tion, if an employee, spouse, or dependeﬁ
who has been entitled to such covera



