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QUICK NOTES
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Everything is awesome!

✓ Everything is optional

✓ The employer gets to decide 
whether to implement all, 
some, or none of this relief, 
separately for each plan

✓ There are dozens upon dozens 
of options…we’ll try to protect 
you from paralysis by analysis

✓ This is like IRS Notice 2020-29 
which provided a lot of FSA and 
cafeteria plan relief in 2020… 
but because this was mostly 
initiated by Congress, this 
round of relief is even more
flexible for 2021 and 2022



HEALTH PLAN ELECTION CHANGES

❑ Similar to IRS Notice 2020-29 last year, employers again have the option to allow certain prospective

(not retroactive) changes to medical, dental, and/or vision plan elections without a qualifying 

event for plan years ending in 2021

✓ Enroll yourself and/or your dependents for the first time

✓ Change your election (move to a different option)

✓ Disenroll (but only if attesting to having or immediately securing other comprehensive coverage to 

replace it)

o Model language provided for replacing medical coverage with other comprehensive medical coverage

o Use similar language for replacing dental and/or vision with other comprehensive coverage

❑ Employer may limit this any way they like, so long as within rules above

✓ May limit frequency (such as limiting each person to just one change)

✓ May limit time period (such as requiring changes by close of Exchange open enrollment May 15)

✓ May limit to just one or two options (enroll, move, and/or disenroll with attestation)

✓ May limit to just one or two plans (medical, dental, and/or vision)

✓ May limit to certain type of changes (such as only moving to more comprehensive coverage, or to lower 

premium coverage, or only for a certain class of employees subject to non-discrimination testing rules)

❑ Caution: Always secure insurer/stop loss approval before finalizing and announcing to employees
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RETRO OTC

Employers adopting these changes 
should have announced it to 
employees in 2020 but had until 
the end of 2020 to amend the plan

Rolling Out Changes in 2020

2020 was a whirlwind year, so if you 
didn’t amend your FSA or HRA last 
year, you now you have more time

More Time to Amend Plan Now

Retro to 1/1/20, over-the-counter 
drugs and medications and 
menstrual products can be  
reimbursable without a prescription

CARES Act OTC Changes Allowed
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HEALTH FSA OPTIONS
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HEALTH FSA RELIEF OPTIONS

First, start with your 2020 data to see if you have employees forfeiting funds

If relief is needed, the employer can choose from among many options:

❑ You can allow more than $500/$550 to carryover (no limit)

❑ You can allow a grace period longer than 2.5 months (up to 12 months)

❑ If you didn’t have either one, you can retroactively implement either a 

carryover or grace period for the plan year that ended in 2020

❑ If you had one but would rather have the other, you can retroactively 

convert your carryover to a grace period or vice-versa

❑ You can limit the change(s) to a certain class of employees (subject to non-

discrimination testing rules)



HEALTH FSA RELIEF OPTIONS

❑ Limited purpose FSAs are eligible, too

❑ All unspent amounts the last day of the plan year ending in 2020, 

regardless of funding source, is available for the carryover or grace period

✓ Funds from a $500 carryover from the plan year ending in 2019 still 

unspent the last day of the plan year ending in 2020 are eligible

✓ Funds from a grace period extended under IRS Notice 2020-29 still 

unspent the last day of the plan year ending in 2020 are eligible

❑ Your carryover or grace period can be limited to those that newly elected 

to contribute a minimum amount for the new year

✓ If this is something you require, and it results in someone newly 

enrolling so that they can access new carryover or grace period funds, 

then they can submit claims for reimbursement retroactive to 1/1/21
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HEALTH FSA ELECTION CHANGE OPTION
Whether you adopt a carryover or grace period change or not, you can allow health FSA election 

changes without a qualifying event (particularly helpful for those newly gaining access to funds they 

thought they had forfeited)

❑ You can impose limits on such changes, such as:

✓ Limiting the number of times someone can change their election (such as only allowing one 

change without a qualifying event)

✓ Limiting the time period (such as only allowing change without a qualifying event until the 

Exchange open enrollment closes May 15)

✓ Only allowing certain types of changes (enroll, change, and/or disenroll)

✓ Limit to certain classes of employees (such as only allowing those who have carryover or grace 

period funds to make an election change)

✓ Require the employee to at least pay the plan back what they have been reimbursed

❑ The employer can also specify if they will allow changes to be for a future specified date

✓ For example, the employer might require changes by May 15 but allow employees to specify 

a change be effective July 1 rather than June 1

❑ The employer may allow amounts contributed after the revised election to be used for any 

qualified medical expense previously incurred during the first plan year that begins on/after 

January 1, 2021, even if the person was not enrolled 1/1/21
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HEALTH FSA SPEND DOWN OPTION

Employers may allow employees that cease participating in the health FSA during the plan year 
ending in 2020 and 2021 the option to keep incurring and submitting reimbursements for claims 
after disenrollment up to the amount they have already contributed for the plan year, without 
having to elect or pay for COBRA

❑ Note if the employee has an underspent health FSA, a COBRA notice should still be provided

❑ The employee would then have the option to pay no premium to retain access to funds they’ve 
already contributed that year, or to pay a COBRA premium for access to the full annual election 
they made

Here’s an example:

❑ Employee elected $2,400 ($200/mo), ceases participation 3/31, has paid in $600 and claimed 
$100

❑ They could be given the option to:

❑ Have access to the remaining $500 without a COBRA premium for a certain amount of time 
(even through the end of the plan year and any applicable grace period if the employer wants)

❑ Or pay $204/mo COBRA premium for access to the full $2,300 left through the end of the 
plan year (plus any applicable grace period) 
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PROTECTING HSA ELIGIBILITY

Employers can exercise one of MANY options to ensure HSA eligibility does not have to be blocked for an entire 

year due to carryover or grace period relief adopted by the employer

❑ Since 2014, employers have had the option to allow employees the individual choice to opt out of a carryover 

or designate carryover funds be limited purpose, or for the employer to automatically convert HSA enrollees’ 

carryover funds to limited purpose

✓ Employers can also apply those options to a grace period (historically not allowed)

✓ Employers can adopt this retroactively to protect HSA eligibility since January 

o Employees with a $0 cash balance the last day of the plan year ending in 2020 were already fine

o Employees not electing a minimum FSA amount the new year in order to have a grace period were fine

o This helps those with a cash balance >$0 the end of the previous plan year with automatic grace period

➢ If they hadn’t submitted claims in Jan or Feb, the grace period can be retro converted to limited purpose

➢ If they had submitted claims already, the grace period can be prospectively converted to limited 

purpose, and if the employee who first becomes HSA-eligible mid-year is still eligible 12/1, the full 

contribution rule allows full-year contribution if HSA-eligible through 12/31 the following year

❑ Following that train of thought, employers can allow employees that disenroll from the health FSA with no way 

to incur new FSA claims to not having disqualifying coverage the first full month they are disenrolled

❑ A run-out period is allowed, as the employee would only be submitting claims incurred while an FSA 

enrollee, not claims incurred in months after being disenrolled

❑ This is even okay for employers that insist employees revoking coverage must still pay back the plan what 

they’ve been reimbursed…the main point is the employee cannot incur new FSA claims
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DEPENDENT CARE 
ASSISTANCE PLAN 
OPTIONS



DCAP RELIEF OPTIONS

First, start with your 2020 data to see if you have employees forfeiting funds in 

their dependent care assistance plan (DCAP)

If relief is needed, the employer can choose from among many options:

❑ You can allow a grace period longer than 2.5 months (up to 12 months)

❑ You can allow a carryover into 2021 (not historically allowed, no dollar limit but 

note that an employee cannot receive more than $5,000 tax-favored 

reimbursements in a calendar year, inclusive of carryover or grace period funds)

❑ If you didn’t have a grace period, you can retroactively implement either a 

carryover or grace period for the plan year that ended in 2020

❑ If you had one but would rather have the other, you can retroactively 

convert your grace period to a carryover

❑ You can limit the change(s) to a certain class of employees (subject to non-

discrimination testing rules)



DCAP RELIEF OPTIONS

❑ All unspent amounts the last day of the plan year ending in 2020, 

regardless of funding source, is available for the carryover or grace period

✓ Funds from a grace period extended under IRS Notice 2020-29 still 

unspent the last day of the plan year ending in 2020 are eligible

❑ Your carryover or grace period can be limited to those that newly elected 

to contribute a minimum amount for the new year

✓ If this is something you require, and it results in someone newly 

enrolling so that they can access new carryover or grace period funds, 

then they can submit claims for reimbursement retroactive to 1/1/21
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DCAP ELECTION CHANGE OPTION
Whether you adopt a carryover or grace period change or not, you can allow DCAP 

election changes without a qualifying event (particularly helpful for those newly gaining 

access to funds they thought they had forfeited)

❑ You can impose limits on such changes, such as:

✓ Limiting the number of times someone can change their election (such as only allowing 

one change without a qualifying event)

✓ Limiting the time period (such as only allowing change without a qualifying event until the 

Exchange open enrollment closes May 15)

✓ Only allowing certain types of changes (enroll, change, and/or disenroll)

✓ Limit to certain classes of employees (such as only allowing those who have carryover or 

grace period funds to make an election change)

❑ The employer can also specify if they will allow changes to be for a future specified date

✓ For example, the employer might require changes by May 15 but allow employees to 

specify a change be effective July 1 rather than June 1

❑ The employer may allow amounts contributed after the revised election to be used for 

any qualified dependent care expense previously incurred during the first plan year that 

begins on/after January 1, 2021, even if the person was not enrolled 1/1/21
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SPECIAL AGE 13 RULE FOR DCAP

❑ First, start with your 2020 data to see if you have employees forfeiting funds in their 

dependent care assistance plan (DCAP) due to a child turning 13

❑ Employers may decide whether to adopt very specific language that has nothing to do 

with the carryover or grace period provisions but is very specific in the circumstances to 

which it offers relief

✓ First, an employee had to have enrolled in the DCAP during the last annual open 

enrollment which concluded by January 31, 2020

o This is not for those who enrolled after that annual open enrollment due to being 

newly hired or due to marriage, birth, adoption, or some other qualifying event

✓ If such employee had a dependent turn 13 during the plan year ending in 2020, the 

child’s dependent care expenses for that entire plan year are eligible for 

reimbursement, even on/after their 13th birthday

✓ If that employee still has unspent funds, those funds are specifically allowed to 

carryover to the immediately following plan year to use on that same child until the 

day before their 14th birthday, and on another child on/after they turn 13 that plan 

year, too
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For a plan year ended in 2020 adopting an 
enhanced carryover or grace period, 
amendments are due by December 31, 2021

In the meantime, operate the plan under the 
new terms and communicate those terms until 
new SPDs are ready to distribute

PUTTING IT ALL TOGETHER

All changes must be formally adopted into your 

official plan documents by the last day of the 

calendar year following the end of the plan year 

being amended
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Oh, and fun fact, most of the changes can be 

reevaluated for plans ending in 2021 to see if 

relief is needed again next year (let’s put a pin in that)



More Than Just Insurance

IMA is a diversified financial services company specializing in risk 
management, insurance, employee benefits and wealth management. 
It is the sixth-largest privately-held and employee-owned insurance 
broker in the country and employs more than 800 associates.
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This material is for general education only, should not be construed as 
legal, tax, or actuarial advice, and is subject to changes in laws, rules, 
regulations, and their interpretations.


