
The IRS has released two notices providing 
additional guidance to implement Health 
Care Reform.

Notice 2014-55 allows employees to drop 
employer group health coverage mid-year 
in order to enroll in health coverage on 
the Exchange. The guidance was issued 
in response to concerns that the Section 
125 mid-year election change rules did not 
accommodate new coverage situations 
resulting from the Exchange and the pay or 
play penalty. The new rules may be adopted 
immediately.

Notice 2014-56 announces the new PCORI 
fee amount for next year.

Notice 2014-55
Current Mid-Year Election Change Rules
Where employees pay their required 
contributions for group health coverage on 
a pre-tax basis through their employer’s 
Section 125 plan (also known as a pre-tax 
premium plan, cafeteria plan or flexible 
benefits plan), an employee’s health 
coverage election cannot be changed mid-
year unless the employee experiences a 
change in status or other qualifying event.

Coordination with Exchange
Up until now the rules did not allow an 
employee to drop health coverage mid-
year in order to enroll in coverage on the 
Exchange. As a result, an employee who 
wanted to switch to Exchange coverage has 
been required to continue enrollment in the 
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employer’s group health plan until the end of the plan 
year. If that date didn’t coordinate with an enrollment 
opportunity for Exchange coverage, the employee may 
have been required to carry duplicate coverage for a 
period of time or have a gap in coverage for a period of 
time. Notice 2014-55 permits an employer to amend its 
Section 125 plan to allow an employee who seeks to 
enroll in Exchange coverage to revoke the employee’s 
election for the employer’s group health plan mid-
year, provided that coverage for the employee and any 
affected family members is then immediately obtained 
on the Exchange.

Coordination with Stability Periods 
Beginning next year, if a large employer is subject to 
the pay or play penalty, the employer will likely adopt 
a look-back measurement period to establish which 
employees will be treated as full-time employees. Under 
these rules, if an employee qualifies as full-time during 
a look-back measurement period, the employee will be 
eligible for the employer’s group health plan during the 
following related stability period, even if the employee 
has a reduction in hours. The current 125 rules do not 
permit a drop in employer group health coverage due 
to a reduction in hours unless it affects the employee’s 
eligibility for coverage. Notice 2014-55 permits a mid-
year election change where a full-time employee has 
a change in status and is expected to average less 
than 30 hours per week following the change in status. 
Health plan coverage can be revoked in this situation 
even if the employee still continues to be in a stability 
period where the employee is eligible for the employer’s 
group health plan.

Timing
The new rules are effective immediately. However, in 
order to take advantage of the new rules the employer 
must amend its Section 125 plan. The amendment must 
be adopted on or before the last day of the plan year 
during which the election changes are allowed and may 
be effective retroactively to the first day of that plan year 
as long as the plan operates in accordance with the new 
guidance and informs participants of the amendment. 
Further, there is additional time to adopt plan 
amendments for employers offering these new election 
changes for the 2014 plan year. Plan amendments 
effective for the 2014 plan year may be adopted on or 
before the last day of the plan year beginning in 2015.
 
Notice 2014-56
The Patient-Centered Outcomes Research Institute 
(PCORI) fee under Health Care Reform applies on a  
plan year basis. The amount of the fee is adjusted 
annually. The current fee (for plan years that end on or 
after October 1, 2013 and before October 1, 2014) is 
$2 per covered life. The fee for the following plan year 
(ending on or after October 1, 2014 and before October 
1, 2015) has just been announced. It will be $2.08 per 
covered life. 
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If you have any questions about the article in this issue, please contact the author.  
If you have any question on how any proposed health care reform changes will impact 
your organization, please feel free to contact Mary Bauman, chair of Miller Johnson’s 
Health Care Reform Team, or another member of the team.

If you would like to reprint articles, schedule a speaker, or receive our newsletter and 
alerts, please send an email to healthcarereformteam@millerjohnson.com.
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Miller Johnson is a member of Meritas, a global alliance of over 7,000 lawyers serving in more than 170 full-
service law firms across more than 70 countries. For direct access to locally-based legal expertise worldwide, 
please visit the Meritas website at www.meritas.org.

U.S. News Media Group and Best Lawyers awarded Miller Johnson with top rankings for 25 practice areas 
in Grand Rapids and 8 in Kalamazoo as part of their 2014 “Best Law Firms” report. Achieving a high ranking 
is a special distinction that signals a unique combination of excellence and breadth of expertise according 
to the report. Services ranked as Tier 1 include employee benefits, bankruptcy and creditor/debtor rights, 
corporate law, labor and employment, mergers and acquisitions, banking and finance, commercial litigation, 
mediation, real estate, tax law, trusts and estates, and family law.

These are some of the Miller Johnson attorneys available to answer your questions and provide assistance on 
issues related to Health Care Reform (Patient Protection and Affordable Care Act and the Health Care and Education 
Reconciliation Act):

If you received this from someone else and wish to receive your own copy, please send your name, company name 
and email address to healthcarereformteam@millerjohnson.com.


