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A presentation for the Manufacturer & Business Association



Background

• Statement of the problem
– 50,000,000 uninsured
– Healthcare costs rising at 2x – 4x annual rate of inflation
– 17% of U.S. GDP attributable to healthcare
– 1/3 of healthcare spending is either unnecessary or harmful
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– 1/3 of healthcare spending is either unnecessary or harmful
– U.S. ranked 38th in a year 2000 WHO ranking of health systems



Status

• Patient Protection and Affordable Care Act (PPACA) 
– Signed into law on March 23, 2010

• Health Care and Education Tax Credit Reconciliation Act 
of 2010 
– Signed into law on March 30, 2010
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– Signed into law on March 30, 2010



Health Care Reform Overview

Market Reform

Individual Responsibility

Insurance Exchanges
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Market Reform
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Market Reform

• Effective All Plans in the First Plan Year Six Months 
After Enactment

– No lifetime maximum on essential benefits

– No unreasonable restricted annual limits on essential benefits (until 2014)

– No pre-existing conditions on dependents below age 19 (2014 any participant)

6

– Extension of dependent coverage for married and unmarried adult children to age 
26 (grandfathered plans, only if not eligible under employer sponsored plan)

– Prohibition on rescission 

– Development and utilization of uniform explanation of coverage and standard 
definitions

– Medical loss ratio (MLR) requirements

– Federal annual premium review (coordinated with each State)



Market Reform

• Effective All Plans January 1, 2011
– Over the counter items not prescribed by a physician are no longer 

eligible for FSA, HSA or HRA (except insulin)
– Tax on non-qualifying HSA distributions increased (10%-20%)
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• Effective All Plans January 1, 2013
– Health Care FSA maximum is $2,500 (Indexed)
– Loss of tax deduction on Part D subsidy



Market Reform

• Effective for All Plans January 1, 2014
– No annual dollar limits
– Prohibit pre-existing conditions exclusions for all participants
– No waiting periods greater than 90 days
– Extension of dependent coverage for all adult children to age 26 regardless of 

other coverage
– Limits on cost sharing (Exchange issues/Free Rider tax)
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– Limits on cost sharing (Exchange issues/Free Rider tax)
– Prohibition against discrimination based on health status, but exempts certain 

wellness programs and allows them to increase incentives for participation in a 
wellness program

– Premiums may only vary based on: 
• Individual or family coverage
• Rating area (as established by the each state)
• Age: 2 to 1
• Tobacco use: 1.5 to 1

– Guaranteed issue and renewability 
– Auto enrollment



Market Reform

• Effective for New Plans First Plan Year Six Months 
After Enactment
– First dollar coverage of preventive health services  
– Coverage of certain clinical trial treatment 
– Prohibition on discrimination in favor of highly compensated employees 

for insured plans
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– Required to implement various activities such as case management, 
reduction in hospital readmission and wellness programs and report the 
status of the activities to the Secretary of HHS and participants; 
Secretary may implement penalties for noncompliance 

– Mandated appeals process, including external review
– Require certain choice of providers for pediatric and ob/gyn care and 

require in-network coverage for emergency room visits to non-network 
providers

– Extension of dependent coverage for married and unmarried children to 
age 26 (regardless of availability of other coverage)



Market Reform
Lifetime Maximums and Annual Limits

• Plan:
– May not impose lifetime dollar limits on essential benefits
– May not include unreasonable annual dollar limits on essential benefits
– Applies to new and grandfathered plans

• Effective date
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• Effective date
– Plan years beginning on and after September 23, 2010
– Calendar year plans – 2011

– In 2014 no annual limits will be allowed

• Issues
– Out-of-network benefits
– Retiree programs
– Limited benefit plans



Market Reform
Pre-existing Conditions Exclusions

• Plan may not impose limitation for children under 19
– Applies to new and grandfathered plans

• Effective date
– Plan years beginning six months after enactment
– Calendar year plans – 2011
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– Calendar year plans – 2011
– In 2014 no limitation allowed on all enrollees

• Issues
– Coverage for existing children



Market Reform
Coverage of Adult Children up to Age 26

• Coverage of married and unmarried children
– Applies to new and grandfathered plan (except not eligible for 

other group plan for grandfathered plans)

• Income tax exclusion 
• Effective date
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• Effective date
– Plan years beginning on and after September 23, 2010
– Calendar year plans – 2011
– 2014 eligibility provision for other coverage removed

• Issues
– Contributions
– Changes current coverage rules
– 2011 open enrollment



Market Reform
Uniform Explanation of Coverage

• Four-page summary
– Culturally/linguistically appropriate and 12-point font
– Annual distribution
– Applies to new and grandfathered plans

• Material changes – 60 days prior
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• Material changes – 60 days prior
• Effective date

– Plan years beginning on and after September 23, 2010
– Calendar year plans (questionable date)

• Issues
– HHS to issue standards within 12 months
– First summary within 24 months



Market Reform
Standardized Definition of Medical Expenses

• Prohibits reimbursement of over-the-counter medicines not 
prescribed by a physician, except insulin, from:
– FSAs
– HRAs
– HSAs
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– Applies to new and grandfathered plans 

• Effective 2011
• Issues

– Amend plans for 2011



Market Reform
Auto Enroll – 2014

• Upon release of regulations, employers must auto enroll new 
employees who do not make an affirmative medical election
– Enroll in lowest cost premium option
– Notify employee of enrollment
– Allow 30 days for employees to change election
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– Applies to new and grandfathered plans

• Issues
– Administration and communications



Market Reform
Cost Reporting and Rebate Requirements

• Health insurance issuer
– Report to HHS on loss ratios

• Rebates to enrollees
– Loss ratio below 85% (80% for small group plans)
– Applies to new and grandfathered plans
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– Applies to new and grandfathered plans

• Effective date
– Plan years beginning on and after March 23, 2010
– Calendar year plans – 2011

• Issues
– Employer refund mechanism



Individual Responsibility

Health Care Reform Crosses the Finish Line



Individual Responsibility

• Starting 2014, all individuals must obtain health care coverage 
or pay a penalty, which would be the greater of:
– 2014:  0.1% of AGI or $95/person 
– 2015:  2.0% of AGI or $325/person 
– 2016:  2.5% of AGI or $695/person 
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– Indexed after 2016
– Family flat dollar amount capped at 300% of individual penalty



Insurance Exchanges
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Exchanges

• By 2014 each state must establish a clearinghouse or exchange that 
facilitates the purchase of health insurance coverage for individuals 
and employers, either through private insurers or a co-op

• Eligibility
– Any individual
– Small employers (100 or less employees) (SHOP)
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– Small employers (100 or less employees) (SHOP)
– Large employers starting in 2017

• Premium and cost-sharing subsidies available to individuals 400% 
below the FPL

• Employees are eligible to join an Exchange if their employer 
coverage is unaffordable (9.5% of AGI) or the employer plan does 
not have at least a 60% actuarial value



Employer Responsibility

Health Care Reform Crosses the Finish Line



Employer Responsibility

• Effective 2014
• If employer does not provide coverage and at least one 

employee obtains low-income premium subsidy in an 
Exchange
– Penalty of $2,000 times number of FTEs (minus 30)
– Not deductible by employer

22

– Not deductible by employer
• Employer does provide coverage, but

– Employer plan fails:
• 60% minimum value test, or
• 9.5% AGI affordability test; and
• Employee enrolls in Exchange and receives low-income subsidy

– Penalty of $3,000 per employee with subsidy
– Maximum of $2,000 times number of FTEs (minus 30)



Employer Responsibility

• Vouchers (2014)
– Employer voucher to any employee whose premium is between 

8% and 9.8% of the employee’s household income and whose 
income is below 400% of the FPL

– Voucher equal to the greatest employer contribution for which 
employee would have been eligible
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employee would have been eligible
– Any excess amounts are given to the employee as wages 
– No employer penalty for employees who receive a voucher
– Voucher amount is deductible by the employer



Employer Responsibility
Administrative/Reporting

• Automatic enrollment
• Additional reporting and notice requirements

– W-2 reporting of the value of health, dental, vision, employer 
HSA contributions, and HRA contributions (2011 income 
reported in 2012)
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– Explanation of Exchange (3/31/2013)
– Reporting of insurance coverage to the IRS and the participant 

(2014)
– Disclosure of plan data and financials, such as enrollment, 

disenrollment, and claims denials to HHS (2014)
– Cadillac tax calculation and reporting (health, employee health 

FSA, employer and employee pre-tax HSA contributions, and 
HRA contributions) (2018)



Small Business Considerations
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Small Business Health Care Tax Credit

• Available to qualified employers:
– Less than 25 full-time employees,
– Average annual wages must be less than $50,000 per FTE, and
– The employer must pay at least 50% of the total premium cost of 

the coverage (single coverage).
• Maximum tax credit amount:
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• Maximum tax credit amount:
– 35% for years 2010 through 2013 (25% for tax-exempt 

organizations);
– 50% effective January 1, 2014 (35% for tax-exempt 

organizations).
• The maximum tax credit is available to employers with 10 or 

fewer full-time employee equivalents and an average pay less 
than $25,000.



Small Business Health Care Tax Credit

• Total hours worked by part time employees must be counted, 
divided by 2,080 hours to determine Full-Time Equivalents

• Seasonal workers (< 120 days per year) may be disregarded
• Generally, owner and family members do not count in the 

calculation of FTEs
• Members of a controlled group are treated as a single 
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• Members of a controlled group are treated as a single 
employer

• Employer’s deduction for health care expenses is reduced by 
the HC Tax Credit amount

• Credit is claimed on the employer’s annual income tax return 
against taxable income

• Employer’s eligible contribution is limited to the average cost 
of health insurance



IRS Sample Health Care Tax Credit Qualification Tes t
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Health Care Tax Credit Sample Calculation

• Assumptions:
– 8 FT employees, 4 PT employees (4,160 PT hours)
– Annual payroll = $230,000
– Annual insurance premium cost = $75,000
– Employer pays $60,000 of the annual premium
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– Employer pays $60,000 of the annual premium

• Qualification: Max Credit?
– Step 1: 8 FT + 4 PT (4160 hrs/2080=2 FTE) = 10 FTE
– Step 2: $230,000 / 10 = $23,000 average salary
– Step 3: $60,000 / $75,000 = 80%

• Calculation:
– Meets all maximum requirements
– 35% x $60,000 = $21,000 HC Tax Credit



Example of Reduced HC Tax Credit

• Assumptions:
– 10 FT employees, 4 PT employees (4,160 PT hours) (12 FTEs)
– Annual payroll = $360,000 ($30,000 average)
– Annual insurance premium cost = $96,000 (100% ER Paid)

• Qualification:
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• Qualification:
– Qualifies for a reduced HC Tax Credit

• Calculation:
– Max Credit = 35% x $96,000 = $33,600
– 12 – 10 = 2 / 15 = 13.3% x $33,600 = $4,480 FTE reduction
– $30k - $25k = $5k / $25k = 20% x $33,600 = $6,720 Average 

Pay reduction
– $33,600 - $4,480 - $6,720 = $22,400 HC Tax Credit



Small Business Reporting Requirements

• Summary of Benefits and Coverage – 4 pages
– “culturally and linguistically appropriate manner”

• Explanation of Insurance Exchanges (by 3/31/13)
• Disclosure of Plan Data and Financials to HHS (>100 ees)
• Revised Appeals Process, including external review
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• Revised Appeals Process, including external review
• File a return with the IRS on Health Insurance Coverage 

including premium paid by the employer
• Excise Tax determination and reporting to Treasury and 

TPA/Insurer
• Benefit cost reporting on each employee’s W-2



Subsidies for Individuals

• Individuals and families with annual incomes at or under\
400% of the Federal Poverty Level will be eligible for 
subsidies to purchase insurance on the Exchanges.

• Current FPLs are $10,050 single and $22,050 for a family of 
four.
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• Eligibility for up to 2/3 of the premiums charged in the 
exchange for essential health benefits



Financing
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Funding

• Provider surcharges
– Pharmaceutical manufacturers ($26 billion over 9 years starting 

in 2011; indexed after 2019) 
– Medical devices (2.3% excise tax starting in 2013)
– Insurers ($58.8 billion over 5 years starting in 2014; $14.3 

billion/year trended after 2018) 
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billion/year trended after 2018) 
• Medicare Hospital Insurance Tax

– Increases tax rate from 1.45% to 2.35% starting in 2013 for high-
income earners (income in excess of $250,000 for joint filers; 
$200,000 for others)

– 3.8% tax on net investment income (income in excess of 
$250,000 for joint filers; $200,000 for others) 



Funding

• Cadillac tax
– Begins in 2018
– 40% tax on value above $10,200/individual and $27,500/family
– For multiemployer plans, all coverage is considered family 

coverage
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– $11,850/$30,950 for retirees and high-risk industries
– Indexed at CPI-U+1% for 2019, CPI-U only after 2019 
– Higher indexing based on age and gender 
– Excludes dental and vision/includes contributions to account 

based plans



Funding

• Prohibition on reimbursement of non-prescribed over-the-
counter medicines from FSAs, HRAs, and HSAs effective 
2011

• Increase in excise tax on nonqualified medical expense 
distributions from an HSA (10% to 20%) effective 2011
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• Health FSA cap of $2,500 starting in 2013
• Taxability of RDS payments to employers in 2013



Retiree Issues
Reinsurance Program for Early Retirees

• Subsidizes 80% of a retiree’s (age 55-64) costs between 
$15,000 and $90,000

• $5 billion in funding
• Cannot financially incent participants to disenroll from 

employer based plans
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employer based plans
• Effective date:

– June 21, 2010 to December 31, 2013 or when funds exhausted

• Issues
– Savings opportunity
– High-cost/chronic conditions program required
– Filing requirements
– How long will funds last?



Retiree Issues

• RDS taxability
– Employers who provide retiree prescription drug coverage 

(that are equivalent to Medicare Part D) receive a subsidy 
equal to 28% of the cost

• RDS payments no longer tax deductible
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– Effective 1/1/13, payments are no longer tax deductible

• Issues
– Other retiree prescription drug options become more attractive
– Immediate FAS 106 implications



Retiree Issues
Coverage in Part D Donut Hole

• Discount on brand drugs 
– 50% discount at point of sale
– Effective date 2011
– Not available if supplemental benefits provided
– Undiscounted amount credited to TrOOP
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– Undiscounted amount credited to TrOOP

• Phases out donut hole coverage to 75% by 2020
– $250 rebate in 2010
– New Part D benefit to supplement 50% discount

• Issues
– Increases relative value of Part D over RDS
– Impact on Part D attestations and FAS 106 obligations
– Improves EGWP versus RDS



Retiree Issues – Other

• Retiree medical
– Medicare Advantage payment levels
– Cadillac excise tax
– Lifetime maximums
– CLASS Act (2011) 

40

– CLASS Act (2011) 



Health Care Reform Timeline (as of March 30, 2010)*

Summary of Selected Changes 
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*Timeline indicates 
changes for mid to large 
employers’ calendar year, 
grandfathered plans
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