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States extend age of children entitled
to dependent health coverage

One strategy many states are using to address the problem of the uninsured
is extending the age of children eligible for dependent coverage under insured
group health and HMO plans. Some states are also applying this coverage
requirement to stand -alone dental and vision plans, as well as to insurance
policies and contracts issued in another srate that cover state residents. For
employers, these extension mandates raise several issues related to benefit cost
and taxation, compliance, notice, and COBRA. This Update explores those issues.

-State laws extend dopendent oligibility for health

or BMO covernge

Group heaith plans commonly offer coverage for employees, their spouses
and children. Traditionally, employers could limit dependent coverage to
unmarried children under a certain age - such as 19 years, or 23 years for
full-time students. In recent years, many states have enacted so-called
limiting-age laws or mandates that specify and usually extend age limits for
dependent coverage under an insured health plan. (See sidebar on page 2.)

arfoeetofe State limiting- age laws apply to insured moedical plans
issued within the state, including employer-sponsated insured group plans.
However, none of these mandates applies to self insured medical plans
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who lva or work i the state, These complex Lows vary by state aul may
idneke piles that ecremd e nudades
ooy petuys vheresr wrned ty the e Gy e oo oy

ot pehores b oty of Covered conplovess werk e snate 5

Consulting. Jutsaurdng. Investments.



/S abacn wnt R

R ale

st o Not all state limiting-age laws contain the same pro-
St winth eatensdod visions, but most generally follow one of the following three appioaches:
Jdopendant couirage
provisiuns a Extended dependent coverage becomes part of the plan’s terms without
an affirmative election by employees.

w [nsurers must allow covered employees the chance to elect continued
caverage far their eligible dependents.

it # a Insured health plans must extend coverage only for full-time students
) on a medical or military leave of absence that would otherwise cause
RANNRL loss of coverage.

TR Lavanes far 2mployers
Employers providing insured coverage for their employees can face 2
variety of issues related to limiting-age laws.

1. Although states ¢an require extended dependent eligibility under
insured plans and HMOs, employers aren’t legally required to pay the cost
e of extended cuverage. All or part of the addlt:onal cost can be passed on
P, to the covered employee.

R Yoowirea s reendics Some dependents eligible for extended coverage
S e under state mandates don't qualify for tax-free health benefits under the
federal tax code. In such cases, the employer must tax the employee for
the full value of the dependent's coverage by imputing income, having the
A TERAR P PR employee pay the full coverage cost on an after-tax basis, or using a com-
bination of these approaches. (For a useful checklist to help determine
which dependents can have tax-fiee health coverage, see S Which
Proimaies st dependents can have tax-free health coverage?, Oct. 25, 2006}
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Toeptimo s et e s e Genetally, insurers and HMOs e respen
sible for conforming thelr polictes and contracts to applicable stute Liws
and communicating extended dependent eligibility informution Bt all
employers with both insured and self-insured coverage will teed to care-
fully communicare any differences in eligiblity rules ro their employoes

fn these states where externjed Jdepoendont cover wze s an
~prional clection for emplovees rathar than aronurement far tho nsaed
vhan employees” dependents mast also be gven the option of Wleching
VIJRRA cavetage. This is because the ll:-pew.r-m cild i lose cover age
sneder the plan's standard age e, and chas Tose of caverage is a4 COBRA
qualifyinyg event
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o Conclusion
For m?;.i. Infolrlnl: on While it is generally up to carriers to comply with the various state man-
For additional information, dates, employers with insured plans and HMOs should be aware of the laws

please contact your Mercer

and how they may affect plan administration, taxation and communication.
consultant.

Employers with self-insured ERISA plans don't need to comply with the man-
dates but may need to answer inquiries from employees who have heard
of the laws elsewhere. A general understanding of issues that may arise can

This Update is for information onty help in both situations.

and does not constitute legal advice;

consult with legai and rax advisers Authors

b"fc’”lﬂppl?”."g this information to Jennifer Wiseman, a senior associate in Mercer's Washington, DC, Gffice, con-

your situation. sults on a wide range of health and benefits issues, including HIPAA, ERISA,
COBRA and other federal laws governing health and welfare plan design and
administration. Jennifer can be reached at » -0l w0

Cathy Stamm is a senior associate and consultant in Mercer's Washington
Resource Group (WRG). The WRG analyzes legislative, regulatory and case
law developments relating to all types of employee benefit issues. With more
than 1B years of experience, Cathy focuses on state laws affecting the design
and administration of health care and group benetits. She can he reached at
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Tax Dependent Status Series: Issue 1 M E R C E R ,

Health & Benathits

Which dependents can have
tax-free health coverage?

Summary

Employers can provide tax-free health coverage to employees' dependents
only if the dependents meet certain tax code rules. The Working Families
Tax Relief Act changed those rules, creating uncertainty about which
dependents can have employer-provided coverage on a tax-free basis,
This Update lays out a process to help employees answer that question.

- Tax-free coverage for children, other family members
Employer-provided heaith care coverage for employees, spouses, and cer-
tain dependents is exempt from federal income and employment taxes.’
These individuals usually can receive tax-free medical expense reim-
bursements as well.

Wha's a dependent?

Many heairh plans use section 152 of the tax code to Jdefine who is a
dependent, biit the Working Families Tux Relief Act (WFTRA) shifted aype,
income. and tesidency requirements to section 152, The changes dove
cmployers toseeif their plan documents’ dependent definitons needed
revisions - and confused participants about swhich dependents wonld
teceive tax free coverage,

A helpful toal

he decision tree and checklist in this Updite can help employses doter.
mune whether your health plant's coverige for family menshers is subject
By tederal raves - thongh your slan decumenes snll detenmime who is oli-
1

ghie torcoverage The Becelist clanties the decesey ee by oboniting
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Which dependents get tax-free health coverage?

Yes
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No (not sure)

No
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Yes

— quaﬂfying thitd dependent
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Your cantributions for this
person's coverage must he
after-tax. You will pay tax

Your contributions for this
persan’s (nveraqge can he

pretax. You wiil not pay
tax on the value of
employer contributiom lor
this person. Medical plan
reimbucsaments are taa free

an the value ot empioyer
contributions for this person.
Medicat ptan
retmburiements are taa- free.

+ Aglati e your chedren (induding By birth, sdepton, foster care, stepchiidren) and theer
deslendants, your parenty and their ancestors your steppdrents, your ublings. step sibhngs,
mecey, Jnd rephewy sour gunts and undles and your parents Jhodren- and wblingsn faw

rQuatfying child dependent nat marred; aot tnycne ¢iue's dependeot: 2 4S ot ren tecdent,
o e, oF resident of CanaddMencar o cheld heerg siopted by S clizen why aramber
of the haigsehond, pour Cheid, “bhng, vten sebhing, ¢ ane . thee descendanty, f5¢ che artive
ety o 3 1ge 18 o aeder urage Hoarcie ter and g0l ey dent, e | perimarenty
el Tyt faEted O any fore Ao The pear Sreganowy oF el Les wath vau o arore than
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Definitions

Qualifying cid dependent
A qualifying child dependent
meets all the following
requiremarrts:

% s unmarried

& ks not anyone eise’s dependent -

& s eithar:.
A, a US citizen, nationst, or
rasident; or
8. a resident of Canada or
Mexico; or

C. a child being adopted by.a
s citizan of nationst who

shares that individuals

home a3 a member of the

hausehald:

@ s your child or descendant
of that child; your sibiing,
step-sibiing, or one of their
descendants-

u For the entire calendar yeas,
is age 18 or under, or age.

23 or under and a full-time -

student; or s parmanently
and totally disabled at any

time during the year (regard-

less of age)

= Lives with you for more than

haif the year

® Doesn’t provide more than
half his or her own support
for the year

Snchenen # _._\3 7-—
BTN — (1° .

Checklist for tax-free employer health

. plan benefits

This checklist will help determine if your spouse; domestic partner, ar
other Jependents can bé covered by your employer's group health plan on
a tax-free basis. Your plan’s eligibility provisions will determine if these
individuals are eligible for coverage at nil; the checkhst metely Lletermmes
the taxation of that coverage. :

This checklist applies only to the federal tax treatment of employer-
provided health benefits. It dves not address state taxation of these
Lenefits.

Caution:; The checklist doesn’t apply to your chlldren if:

8 you are divorced, legally separated, or living apart from the other
parent during the last six months of the calendar year, or

m they can be claimed as “qualifying child” dependents {see definitions in
sidebar) by two or more pecple.

If yaur children fall into either of these categories, talk to your tax advisor
to determine whether their health benefits can be tax-free.

Spouses
If the person you're covering is:

A4 Your opposite-sex spouse coverage is tax- free and contributions can
be pre-tax

- Your same-sex spouse, go to Test 1 below to see if coverage is tax-free

Test 1 (Use this test if the person you re wuermg is a dependent, domestic
partner, or same-sex spouse)

4 U you can claim an exemption on your federai taxes for this person,
then the coverage is tax-free and your contributions can be pre-tax.
[{Not sure if you can claim an exemption for this person’ See IRS
~ Publications "3l and 17}

4 If you can't claim an exemption for this person ar aren’t sure if you
can claim an exemption. go to Test 2 below.



Definitions

Fuil-time student

A fuil-time student must be
enioiled for five months in the
calendar year at an educational
institution that has a fuli-time
faculty and must satisty the
school’s full-time requirements

Relative
The following individuals qualk
fy as relatives:.

¥ Your children and thels
descendanty. The term chil-
dren includas your children.
by birth or adoption (Including
placement for adoption),
your foster children, and yaur
stepchildren

8 Your parents and their
ancestors (grandparents, etc)

» Your stepmother and
stepfather

& Your siblings, step-sibiings,
nieces, and nephews

& Your aunts and uncies

u Your parents-in-law, children-
in-tave,-and siblings-in-law

Shachneng # >

Tesat 2 (Use tns test if the person you're catering s o dependent, domestic
partner, or same-sex spouse and can’t satisfy Test 1)

Check any of the following boxes that apply:

J This person is either:
A your ¢hild {by birth or adoption), stepchild, or Foster ¢hild; or
B. your sibling, step-sibling; or
C. a descendant of scmecne listed inAor B

4 This person lives with you for more than haif the year

J This person is either:
A. a US citizen, national, or resident; or
B. a resident of Canada or Mexico; or
C. a child being adopted by a US citizen ar national who shares that
individual's home as a member of the household

- This person doesn't provide more than half his own support for
the year

4 This person is either:
A.age 18 or younger for the entire calendar year; ar
B. age 23 or younger and a full-time student (see definitions in sidebar)
for the entire calendar year; or
C. permanently and totally disabled at any time during the calendar
_ year (regardless of age) :

If you checked all the boxes, then coverage is tax-free and your
contributions can be pre-tax. If not, go to Test 3.

Test 3 (Use this test if the person you're covering is a dependent, domestic
partner, or same-sex spouse and can't satisfy Tests 1 or 2

Check any of the following boxes that apply:

4 You provide more than half this person’s support during the
calendar year

4 This person is either:
A. a 1S citizen, national, or resident; or
8. a rosident of Canada or Mexico; or
Coachild being adopted hy 3 US citizen or national who shares that
individual’s homwe as a member of the household

4 This person can’t e daiined as anvone’s ‘qralifying Culd” bepelent

4 This persan is airher
A your relanve (see defimitions in sidelar). g
B unrelated to vou hut lives with you for the entire calomlar yedr as o
memaer of your henseheld aved the eolationshp 't m velitfon of
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