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Employers that have already implemented expanded coverage of adult children should be sure to 
nia x tre tment f those benefits.  Employees should know that the employer’s 

contribution to an adult child’s coverage may be considered taxable as income by the state.  Employers 
should also ensure that they properly report coverage for adult children as state income on employees’ W-2 
forms.  Finally, employers may encounter employees wishing to change their benefit elections.  Midyear 
election changes are subject to midyear election rules in the Internal Revenue Code and HIPAA, and rules 
regarding retroactive changes vary by carrier.  Employers may wish to review those rules with employees 
requesting election changes. 

Health Care Reform: Potential Tax November 2010

Because of a little-known loophole in California law, many employees could wind up 
taxes on employer-provided health benefits for their adult children. 

The value of employer-provided health benefits is exempt from both federal and state
those benefits are provided to either the taxpayer or his or her tax d
Revenue Code.  The Patient Protection and Affordable Care Act (PPACA) requires 
issued on or after September 23, 2010 provide coverage for adult children up to age 2
tax dependent status.  PPACA also provides that health insurance provided to an emplo
26 is not subject to federal taxation, regardless of the tax dependent status of the child. 

Earlier this year, California enacted SB 1088, which conforms state law to the prov
respect to the coverage of dependents up to age 26, but does not change the treatme
under the California Revenue and Taxation Code.  Another bill, AB 1178, would have c
to exempt health benefits for adult children under California law.  The Legislature fail
The result is that an employee will be subject to state income taxes on the value of heal
to an adult child, if that child is not otherwise a tax dependent, as defined by the Interna

California employers have long dealt with a similar situation concerning health ins
domestic partners.  Administratively, employers will handle the difference betwee
treatment of coverage for adult children in a similar fashion.  One of the issues that 
calculate the value of the health coverage provided to an adult child.  The general rule 

unfortunately, no official guidance on how to calculate the fair market value of coverag
determine the value based on the incremental cost of adding coverage for the ad
However, depending on the plan’s rate structure, the incremental cost of covering an a
could be zero.  Other employers use the plan’s applicable COBRA premium for self-o
the 2% surcharge usually added to COBRA premiums for administration).  Still others
determining fair market value.  Employers may wish to consult their tax advisors 
determine the fair mar
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Implications for Adult Children Health Coverage 
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act your Keenan & Associates Account 
’s Health Care Reform Resource Page at: 

http://www.keenan.com/hcr.asp

For more information on this Health Care Reform topic, please cont
Manager.  Additionally, you can visit Keenan

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Keenan & Associates is not a law firm and no opinion, suggestion, or recommendation of the firm or its employees shall 
constitute legal advice.  Clients are advised to consult with their own attorney for a determination of their legal rights, 
responsibilities and liabilities, including the interpretation of any statute or regulation, or its application to the clients’ business 
activities. 
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