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Health Care Reform Update
for Employee Benefit Plans

Health Care Reform Bill Requires
Group Health Plans to Cover “Adult
Child” Dependents
The Patient Protection and Affordable Care Act
signed by President Obama March 23, 2010, and
later amended by the Health Care and Education
Reconciliation Act of 2010 (together, the Health Care
Reform Law), contains a provision that requires
employer-sponsored group health plans that offer
dependent coverage for children to make such
coverage available to an adult child, until the child
turns 26 years of age. This requirement applies for
plan years beginning on or after September 23, 2010,
(January 1, 2011 for a calendar year plan), subject to the
rules and exceptions described below.
Drinker Biddle Note: The mandate to offer dependent coverage to
adult children requires group health plans to extend coverage until
a child turns 26 years of age. Some sources have mistakenly stated
that the age limit is 27, possibly confusing the coverage mandate with
the rules modifying the tax treatment of health coverage, which are
described below.

Grandfathered Group Health Plans. The Health Care
Reform Law provides a special rule for employersponsored group health plans in existence as of March
23, 2010. Initially, these “grandfathered plans” are
not required to implement the adult child dependent
coverage requirement in its entirety. Instead, a
grandfathered plan must offer adult child dependent
coverage only to adult children under the age of 26
who are not eligible to enroll in any other employersponsored health plan.
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This special rule for grandfathered plans applies until
plan years beginning on or after January 1, 2014. For
plan years beginning on or after January 1, 2014, all
employer-sponsored group health plans that offer
dependent coverage must comply with the adult child
coverage requirement.
Drinker Biddle Note: If your company sponsors a grandfathered
plan, you must, at a minimum, follow the special rule described
above. The law does not prevent an employer from offering adult
child dependent coverage to all eligible adult children up to age 26,
however. As a plan sponsor, you may wish to consider this option if
you anticipate that implementing the special rule will significantly
increase the cost and complexity of plan administration, for
example, by requiring a plan sponsor to verify that each adult child
who seeks to enroll in your plan has no other option to enroll in an
employer-sponsored health plan.

Collective Bargaining Agreements. If an employer
maintains health insurance coverage pursuant to
a collective bargaining agreement (CBA) that was
ratified before March 23, 2010, the adult child coverage
requirement will not apply to the health insurance
coverage until the date on which the last of any CBA
relating to the coverage terminates. A CBA may be
amended to incorporate other requirements under
the Health Care Reform Law, without affecting a
“termination” that would require the health insurance
coverage to implement the adult child coverage
requirement.
Drinker Biddle Note: Under the terms of the law, this effect on health
coverage provided under CBAs applies only to insured health plans,
while self-insured plans under CBAs remain subject to the general
grandfathering provisions. Guidance is needed to resolve this
inconsistency.
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Tax Treatment of Adult Child Coverage. The Health
Care Reform Law does not change the definition
of “dependent” that is used to determine the tax
treatment of health coverage. The law does clarify,
however, that an individual will not be taxed on the
cost of employer-provided adult child health coverage
in tax years up to and including the year in which the
child reaches age 26, provided that the covered adult
child is (1) a son, daughter, stepson or stepdaughter
of the individual; (2) a legally adopted (or placed for
adoption) child of the individual; or (3) an eligible
foster child of the individual (i.e., placed with the

April 2010

taxpayer by an authorized placement agency or by
judgment, decree or court order).
Interaction with State Insurance Laws. An insured
employer-sponsored group health plan (including
an HMO) may already be subject to an adult child
dependent coverage requirement under applicable
state insurance law.
Drinker Biddle Note: Approximately 30 states currently require
group health plans to extend coverage to adult child dependents,
with age limits ranging from 19 to 31 years of age.
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Disclaimer Required by IRS Rules of Practice:
Any discussion of tax matters contained herein is not intended or written to be
used, and cannot be used, for the purpose of avoiding any penalties that may be
imposed under Federal tax laws.
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