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Note 

The terms Cafeteria Plan 

and Section 125 plan are  

referring to the same 

thing and often used 

interchangeably. 

What is a Section 125 Plan?

• Section 125 Plans or Cafeteria Plans allow employers to offer certain 

benefits to employees on a pre-tax basis.  

• Employees are given the choice between a taxable benefit (cash), or 

qualified benefits (pre-tax insurance plans)

• Pre-tax group insurance elections are generally irrevocable for the entirety 

of the plan year

– Unless employee experiences a qualifying life event

• A plan document outlining terms and parameters of the plan is required 

under Section 125. 

Note: 

There are different types of Section 125 plans including Premium Only Plans (POP Plan), Full Flex Plan (Cafeteria Plan), and Simple 

Cafeteria Plans. All accomplish similar things, and any vendor assisting you with the creation will easily direct you into the correct setup. 
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Requirements of Employer

Note:

There is no filing 

requirement with the IRS 

for Section 125 plans, but 

employers should make 

sure all documents are 

updated in case of a 

potential IRS audit. 

Written Plan Document

Employer must establish a written plan document that complies with IRS 

regulation along with a summary plan description. 

1

Distribute Summary Plan Description to Employees

A summary plan description should be distributed to employees within 90 

days of becoming covered by the plan. 

2
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Document Requirements

Note:

SPD’s should be 

distributed to employees:

- Within 90 days of 

eligibility in plan

- Every 5 years if the 

plan has been updated

- Every 10 years if the 

plan has not been 

updated

Written Plan Document

Comprehensive document that outlines the plan’s terms and conditions
1

Summary Plan Description (SPD)

Simplified version of the plan document designed to be easier for 

employees to understand

2
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Adoption Agreement

Formalizes employer’s decision to implement a Section 125 plan
3
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Plan Document Components
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Written Plan Document

Affirmative or automatic elections, subsequent elections, failure to 

make elections, elections irrevocable

Election of Benefits

Mid-year elections changes/Qualifying Life Events

Changes in Status

Responsibilities of employer

Administration

Employer and Plan information/details, Component benefits 

(insurance coverages)

Exhibits

Eligibility, notification, application, termination and conditions of 

participation

Eligibility

Employee, Employer, pre-tax/post-tax details

Contributions
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Salary Reduction Form/Authorization Uses
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Salary Reduction Authorization Is Used

• Salary reduction authorization typically given at time of new 

hire and/or open enrollment

o Makes clear the employee authorizes the employer to 

begin a salary reduction and that benefits are paid on 

a pre-tax basis

• Authorizations at hire are sufficient:

o Employee reaffirms the authorization every time he or 

she elects benefits requiring deductions

Salary Reduction Authorization Isn’t Used

• Not required if employer uses a default election procedure that 

meets the following requirements:

• Employees must receive a notice at the time of hire and 

before the beginning of each subsequent plan year with the 

following:

o An explanation of the automatic enrollment process 

and the employee’s right to decline coverage and 

have no salary reduction

o The salary reduction amounts for employee-only 

coverage and family coverage

o Procedures for exercising the right to decline 

coverage

o Information on the time by which an election must be 

made

o The period for which an election will be effective

o For a current employee, a description of the 

employee’s existing coverage. 
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Sample Reduction 
Agreement
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Note:

Most employers do not 

give employees the 

choice of pre or post 

taxing the premiums of 

component benefits. If 

they enroll in a Section 

125 benefit, it’s treated 

pre-tax. 

Pre-Tax or Post-Tax Decisions

• Question: Do employers have to give employees a decision to choose 

pre or post-tax?

• Answer: No! While allowable, there is no requirement that you have to 

give a tax treatment choice to an employee. 

• Employees already have a Pre and Post-Tax choice:

– Waive benefits and receive cash post-tax

– Enroll in benefits on a pre-tax basis

12



Document Creation – 
New Plan or Restatement



Marsh & McLennan Agency LLC

Note: 

When creating a 

document make sure you 

are including information 

for all your insurance 

benefits that are pre-tax

Document Creation

• Carrier Agnostic – document oversees all benefits

• Many independent vendors provide these services

– MMA Partner - $275

– Many others out there that do it cheaper

• Flexible Spending Account vendors

– Often free

Note: 

The document may be written very specifically (exact dollar amounts for contributions, carrier names for component benefits), or could be 

written more generally. If your document is written with language specific to a given year it may require you to update it more often. 
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Current State

Update document with all benefits

Distribute to employees

Decide on creation partner

Adopt restated document with board

Distribute to new hires

Compliance Roadmap

• Identify your document and confirm if it is still accurate

– Newly added benefits may not be included currently

• Make updates, either with current creation partner or with a new 

one

• Adopt the restated document

• Distribute to employees

• Don’t stress! You aren’t the only employer that has prior issues 

with Section 125 compliance ☺
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Connect with Brice
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Brice Christensen, MBA

Client Director, Employee Health & Benefits

Cell: 605-759-5494

Email: brice.christensen@marshmma.com

mailto:brice.christensen@marshmma.com
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This document is not intended to be taken as advice regarding any individual situation and should not be relied upon as such. Marsh & McLennan Agency LLC shall have no obligation to update this publication and shall have no liability to you or any 

other party arising out of this publication or any matter contained herein. Any statements concerning actuarial, tax, accounting or legal matters are based solely on our experience as consultants and are not to be relied upon as actuarial, accounting, 

tax or legal advice, for which you should consult your own professional advisors. Any modeling analytics or projections are subject to inherent uncertainty and the analysis could be materially affected if any underlying assumptions, conditions, 

information or factors are inaccurate or incomplete or should change. d/b/a in California as Marsh & McLennan Insurance Agency LLC; CA Insurance Lic: 0H18131. MarshMMA.com
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