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President Obama signed into law the "Health Care and Education Reconciliation Act of 2010" (H.R.
4872) on March 30, 2010. The reconciliation bill was passed by Congress on March 25, 2010.

The reconciliation bill was the second health care reform bill signed into law in recent weeks,
completing President Obama's vision of enacting a comprehensive health care reform package
during his presidency. The first bill, the "Patient Protection and Affordable Care Act" (PPACA) (P.L.
111-148) became law on March 23, 2010.

Stalker & Associates is pleased to provide you with the attached informative editorial regarding
Healthcare Reform, and what this will mean for you and your employees. Some significant items
for employers include the "free rider" assessment; requirements for grandfathered plans; the
impact on retirees and the Medicare Part D Retiree Drug Subsidy; and other tax provisions. Please
review when convenient and feel free to pass on to anyone you feel may be interested. As always,
don’t hesitate to contact your broker or broker rep here at Stalker & Associates, with any
questions or concerns.

Jennifer Oetzel

Stalker & Associates, Inc.
301 South State Street
Newtown, PA 18940

T: (215) 860-5504

F: (215) 860-7044
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Health care reform is now the law of the land. And
nearly every individual and business in the U.S. will
be affected by the new law’s provisions.

The Patient Protection and Affordable Care Act {the
“Act” as amended) overhauls the health care environ-
ment in the U.S. The goal: to provide a minimum level
of health care coverage for eligible individuals. For
example, the new law requires most U.S. citizens and
legal residents to have health insurance. Income
eligible individuals and families will receive premium
tax credits to help pay for coverage. Those choosing
not to carry coverage will pay penalties.

The Act places new responsibilities on employers that,
over time, may well change the nature of employer-
provided health care. Employers choosing not to offer
their employees qualifying coverage will pay an
additional tax to help finance their employees’ health
care. An exception applies for smaller businesses.

The new law’s provisions will generally go into effect
on dates ranging from within a short time after the date
of enactment through 2018. For more details, see the
Calendar of Effective Dates later in this publication.

The following pages summarize the key provisions of
the Act that may affect your business. You will gain
insight as to how the new law applies in defined
situations and learn ways to plan for the new law’s
impact. But keep in mind that the Act contains many
complex rules and exceptions. Professional guidance is
recommended before applying anything you read here
to your individual or business situation.

Access to Coverage — The Basics

It is important for business owners and executives to
understand how the Act expands individuals’ access to
health care insurance coverage, since those rules tie into
the provisions affecting employers’ responsibilities.
Among other provisions, the new 1aw.
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» Generally requires most individuals to have at least
a minimum level of health care coverage (“minimum
essential coverage”).

s Creates slate-based American Health Bepefit
Exchanges through which individuals without health
insurance can buy coverage.

* Provides refundable premium tax credits and cost-
sharing reductions o make health care more affordable
for individuals/families with income up to 400% of the
federal poverty level (for example, at 2010 levels, a
family of four with income up to $88,200).

+ Imposes penalties on individuals who fail to carry
minimum essential coverage. Exceptions apply
(e.g., for those whose income is below the
threshold for filing a federal income-tax return).

» Allows personal or employer-provided healih
benefit coverage existing at the time of epaciment
to stay in place under a “grandfather” provision.
The Act considers the grandfathered coverage (o
meet the law’s individual coverage mandate, if
requirements are met.

Employer Shared Responsibility for Health
Care Coverage

While the Act does not require employers to provide
minimum essential health care coverage to employees,
it strongly encourages them to do so. How? By offering
“incentives” in the form of both carrots and sticks.

Small Business Exchange: The Act creates state-
based exchanges (known as Small Business Health
Options Program, or “SHOP,” Exchanges) through
which small businesses can pool together to spread
their financial risk and buy health care insurance
coverage for employees (and possibly save money by
doing so). SHOP Exchanges will generally be
available to employers with up to 100 full-time
employees until 2017, at which time states may allow
larger businesses to participate,

 Your Ea::E.w Ifyot mH WB&E,‘ eiiiployer; stay
“inforined: abouthow your-state: is handling a SHOP -
”wmwawmumo and, once the program is available,
i «whether the coverages offered can tricet
”,,%oﬁ and's your: an_owmam n@o% at wreasonable oomﬁ

Small Employer Health Insurance Tax Credit: The
Act offers small employers that purchase health insurance
coverage for employees a sliding-scale income-tax credit
to help them pay for the plan. For purposes of the Qm&
a “small employer” is defined as one with no more than
25 full-time (or full-time equivalent) employees and
average annual wages of no more than $50,000 per
employee. The credit has two phases.

» For tax years 2010 through 2013, the law allows a
tax credit of up to 35% of the employer’s contri-
bution toward employees’ coverage. In general, the
employer must contribute at least 50% of the total
premium cost. Employers with 10 or fewer
employees with average annual wages of less than
$25,000 will be entitled to the full credit. The credit
phases out for employers with more employees
and/or higher average wages,

» Starting in tax year 2014, eligible small businesses
that purchase coverage through a state-based SHOP
Exchange may qualify for a credit of up to 50% of
their contribution toward the coverage. The employer.
must contribute at least 50% of the total premium cost.
The credit will be available to a qualifying employer
for up to two tax years after 2013. Again, the fult
credit is available to employers with no more than 10
employees who earn an average annual wage of less
than $25,000 {adjusted for inflation), with a phaseout
as employee counts and/or average wages increase.

Example: Starting in 2010, Small Business, which
meets the Act’s requirements, receives a 35% tax
credit to help pay for its health insurance plan. In
2014, Small Business purchases coverage through a
SHOP FExchange. The 50% credit will be available to
Small Business for two years, 2014 and 2015, only.






A small employer tax credit is available to qualifying
small tax-exempt employers, but at a reduced credit
moﬂooammm. The credit is taken against payroll taxes.

mﬁﬁhﬁ.% ?:&Q The new law will exact a penalty on
certain larger employers that fail to provide adequate
minimum essential health care coverage. An “applicable
Yarge employer” is defined as one having an average of at
least 50 full-time (or full-time equivalent) employees on
business days during the previous calendar year. (Defined
seasonal workers don’t count.)

In general, the penalty applies where the employer offers:

* 10 minirmum essential coverage,

« minimum essential coverage that is “unaffordable”
(it costs the employee more than 9.5% of household
income}, or

» minimum essential coverage for which the plan’s
share of the total allowed cost of benefits provided to
employees (“actuarial value”) is less than 60%.

Large employers that (1) do not offer minimum essential

coverage and (2) have at least one employee who

receives a premium tax credit or cost-sharing reduction
to help pay for individnal coverage will incur an
additional “assessable payment” (read: tax). The
assessment is equal to $2,000 per full-time employee per
year (computed on. a monthly basis). The Act excludes
the first 30 employees from the payment calculation.
Example: Sample Corporation has 65 full-time
employees. It does not offer minimum essential health

care coverage throughout the year. The amount
payable by Sample Corporation will be 35 (65 minus

4

30) employees multiplied by 1/12 of $2,000, or
$5,833.33 a monih, or 370,000 a year.

A penalty also applies to large employers that offer
minimum essential coverage where that coverage is
either “unaffordable” or has an “actuarial value” of less
than 60%. If at least one full-time employee receives a
premium tax credit or cost-sharing reduction, the
employer will pay $3,000 for each employee receiving a
premium credit or cost-sharing reduction or $2,000
multiplied by the total number of full-time employees, if
that amount is less,

Note that employers with fewer than 50 employees are
exempt from the additional assessments imposed by the
Act. Note, too, that large employer grandfathered plans
could be subject to a possible agsessment if the coverage
falls within the penalty provisions.

Observation: The Acts provisions may discourage
“businesses with fewer than 50 full-time employees
from expanding their payrolls fo 50" or more: To
avoid dealing with new benefits, administrative
" gosts, and mmbmﬁom sotne employers niay decide to
Use mor ndent contractors and contingent
%oﬂwmﬂm SEQ ENE full-4ime employees.

 Your Ea::ﬁn For employers subject to _,uoﬁomnm_

vo:m:w Aséessments, it will Be:important toconsider

the: options, 4s to offering — or not offering — a-
qudlifying ‘hedlth- insurance plan. For some.
aEm_o%Q.m not offering insurance and: paying the

“assessmient miay be a cheaper altetnative to ‘paying.
?.o%EEm for-employer-provided ‘coverage. Make:
“sure to-consult a gualified professional to help-you -
review your choices and determine which makes

-the most sense for your business.

Free Choice Vouchers: Employers that offer coverage to
their employees will be required to provide “Free Choice
Vouchers” to certain employees whose income is not
mote than 400% of the federal poverty level. To qualify
for a voucher, the employee’s required contribution to
the employer-provided coverage would have to exceed 8%
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E___a_ Employers Are >:mn_m%

anges apply only to ermiployers that
havs:specified nurmbers of maﬁ_&mmm Here 5.2 birlef
summary af the limitations.

Act Provision >%__mm {o Employers s__=_
SHOP Exchange eligibi ity* ﬁ fewer mau_cﬁmm

oa% for 250r aémﬁ mav_oﬁmm )
mmo omo maximur m%m% ém@m

Small employer

jmm_wj COVerags % E THorE msgo_.amm
9, m: table Séamm :

___A_o.o owasm.m_”@%_%m% v

“Employers that have more -
than 200 efployees™ and." ™
 offer health coverage

_Fevirer than 100 macm%mw s_:o
Eo% mm or mere houts a émmx

Automatic %8::53 in
.ms..u_ogﬂ haalth wmmz

Grants %9 si :mmw uamagm

£ mmo_n 8 in 2017, statgs may _Sm% restrictions o § HOP ansmnmmm
B Ry -time o E__ ime ﬁczm_ma amploygs:

of household income (but not exceed 9.8% of income)
and the employee must elect to enroll in a plan through
the American Health Benefit Exchange.

The voucher amount will generally be the amount the
employer would have paid to cover the employee under
the employer’s plan. If the value of the voucher exceeds
the cost of the Exchange plan chosen by the employee,
the employee keeps the excess. The employer won't be
subject to the additional assessment described earlier
for employees who receive 408:05.

Observation: Tn addition to the penalty’ assessIments:
“or Free Oromom Voucher costs, some mBEowoa
could see premium costs rise. Lower-incorne healthy |
‘employees could leave. the: highei-cost employer:
: ENE 1o secure coverage through an Exchange, !
leaving fewer healthy older employees in the plan,
‘Plus, if the amount of the voucher the: employer
“provides is more than the cost of the Exchange-
: fed ese omubm -outemployees may -

Other Employer Coverage Information: The Act
contains several other important provisions affecting
employer-provided coverage. Among them:

+An employer with more than 200 full-time
employees (or equivalents) will be required to auto-
matically enroll employees in a health insurance plan
it offers. The employees may opt out of coverage
altogether or elect another plan offered by the employer.

« Most employers providing minimum essential
coverage will be required to file information about
the coverage with the IRS. The filings will identify
individual employees, number of months covered, the
coverage type, and the premium amount paid by each
employee. Employers will also have to file
information about employee coverage with the U.S.
Department of Health and Human Services. Failure-
to-file penalties apply.

» Employers that provide health insurance coverage will
have to disclose the benefit’s cost on each employee’s
annual Form W-2, Wage and Tax Statement. This
provision does not alter the tax-free (reatment of
employer-provided health coverage.

+ Employers generally will have to provide employees,
upon hire (or, for existing employees, by March 1,
2013), a notice that describes the availability of and
the services provided by the American Health Benefit
Exchange and the eligibility requirements for buying
insurance through the Exchange, as well as the
consequences if an eligible employee chooses to do
so. Other employee notices may be required,

» Eligible small businesses will be able to establish
“simple cafeteria plans” that allow them to offer tax-
free health and other benefits to their employees. An
employer is eligible to sponsor a simple cafeteria plan
if, during either of the preceding two years, the
business employed 100 or fewer employees on average
(based on business days). Minimum contribution and
eligibility/participation requirements apply.
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Plan Features Required by the Act
are plans musteventually contain certa plar; features.

Health:

Here's & bagie randoidn. So mém%o;m m%z
Individual
Coverage and Grandfathered

Required Fealure  Group Coverage Employer-provided
Putchased Through Health Coverage
Exchanges

Guaranteed issue - IR o
mnm guaranteed D S T N

.c%m:%a Sé&%
for dult chidren o
age 26 (if plan offers -
toverage) -

2_5_3:3 8,53%
for preventive
Serviges -

Na ,3_5 on .am
dollar <mam 3
8<2m@m

ao wamx isting.-
83 tion mxo_:m_%w

§ mnc_ﬁmv

« The Act creates a temporary reinsurance program for
employers that provide health insurance coverage to
retirees age 55 and ofder who are not eligible for
Medicare.

« Bach SHOP Exchange will be required to offer at
least two multi-state plans o employers so that
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employers having employees in different states can
obtdin such coverage.

» The new law provides grants for up to five years
(starting in 2011) to small employers that establish
wellness programs. It also allows employers to offer
employees awards (premium discounts, waivers of
deductibles or co-pays) of up to 30% of the cost of
coverage for participation in a wellness program and
meeting certain health-related standards.

* The Act establishes a national, voluntary long-term care
insurance program for buying community living
assistance services and support (CLASS). The program
will provide individuals with specified functional
limitations a cash benefit of $50 a day or more to
purchase services and support. The benefit vests over five
years. The CLASS program is not employer sponsored
or funded; however, it will require all employed adults to
be automatically enrofled in the program through work.
If the employer elects, employees’ premium payments
may be made through payroll withholding. Employees
could opt out of the program.

Excise Tax on High-cost Insurance

The Act imposes a 40% nondeductible excise tax on
issuers (insurance companies and self-insured plan
administrators) of high-end, public or private employer-
sponsored health plans (so-called “Cadillac” plans). The
tax will generally apply to the extent annual premiums are
more than $10,200 for individual coverage and $27,500
for family coverage. The threshold amounts are higher —
$11,850 (individual) and $30,950 (family) — for plans
covering employees engaged in certain high-risk profes-
sions or retired individuals age 55 and older who are not
eligible for Medicare. Standalone dental and vision plans
are excluded in figuring the amount subject to tax.

New Restrictions on Health FSAs, HRAs,
HSAs, and Archer MSAs

The Act imposes several new restrictions on health flexible
spending arrangements (FSAs), health reimbursement
arrangements (HRAs), health savings accounts
(HSAs), and Archer medical savings accounts (MSAs).
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FSA Contributions: The Act places a $2,500 annual
limit on an employee’s salary reduction contributions
to a health FSA under a cafeteria plan. The limit wiil
be indexed for inflation.

Definition of Medical Expense: The new law generally
conforms the definition of medical expense for purposes
of employer-provided health coverage to the definition for
purposes of the itemized deduction for medical expenses.
As a result of this change, the cost of over-the-counter
medicines will not be reimbursable with excludable
income through a health FSA, HRA, HSA, or MSA
unless a physician prescribes the medicine.

Penalty Taxes: Withdrawats from HSAs before age
65 that aren’t used for qualified medical expenses will
be subject to an additional tax of 20%, up from 10%
under prior law. The new law also increases the addi-
tional tax on MSA withdrawals not used for qualified
medical expenses from 15% to 20%.

Medicare Tax Increases for High Earners
The Act imposes Medicare tax increases on higher
income taxpayers.

Additional Hospital Insurance Tux: Individual tax-
payers who earn more than $200,000 a year, married
taxpayers filing jointly who earn more than $250,000,
and married taxpayers filing separately who earn more
than $125,000 will face higher taxes on a portion of their
émwmm. These taxpayers will have to pay an additional
Medicare tax equal to 9% of their wages over the
relevant threshold amount for their filing status. In effect,
this change increases the Medicare tax rate on those
earnings from 1.45% to 2.35%.

 Observation: The rate increase applies only to the ”
-emplayee ﬁoﬁ:a: of the Medicare tax. The,
employer portion. of the Medicare payroll tax
continues o be 1.45% of carnings (with no cap):

Algs, the threshold earaings amounts are not

indexed to inflation.
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Under a parallel provision, self-employed individuals
will be liable for an additional tax of 9% on their self-
employment income to the extent it exceeds the
applicable threshold amount. The additional self-
employment tax is not deductible.

Note that employers only have to withhold the addi-
tional .9% tax on an employee’s wages over $200,000.
Employees will need to be made aware that, in certain
circumstances, their full liability for the additional tax
may not be covered through withholding.

Example: Linda works for Acme. She earns $100,000,
and her hushand Ted makes $210,000 at his job. Their
combined wages of 3310000 are $60,000 over the
$250,000 threshold for joint filers. However, Acme is
not required to withhold any portion of the additional
Medicare tax from Linda’s salary, since it is under
$200,000. And Ted’s employer withholds the additional
9% tax only on $10,000, the earnings in excess of
$200,000. Since their employers don’t withhold enough
to cover all their additional Medicare tax liability,
Linda and Ted should take the shorifall into account for
estimated tax payment purposes.

Surtax on Investment Income: The new law also
imposes a 3.8% surtax — called the “uncatned income
Medicare contribution” — on the investment income of
higher income individuals, estates, and trusts. For
individuals, the tax is equal to 3.8% of the lesser of (1)
net investment income for the year or (2) the amount by
which modified adjusted gross income (AGI) exceeds an
annual threshold amount. The thresholds are the same as
for the additional Medicare tax on earnings (¢.g.
$200,000 a year for individual taxpayers) and are not
inflation-adjusted.

Example: David is single and has modified AGI of
$230,000. Of that amount, $100,000 is net investment
income. His liability for the unearned income Medicare
contribution tax is $1,140 — 3.8% of $30,000, the
amount of his modified AGI in excess of $200,000.
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Example: Abby, a single taxpayer, has modified AGI
of $310,000 and net investment income of $100,000.
Her unearned income Medicare contribution tax is
3.8% of $100,000, the full amount of her net
investment income, since that amount is less than
$110,000 (the excess of modified AGI over
$200,000, the threshold for her filing status).

Net investment income includes gross income from
interest, dividends, annuities, royalties, rents, net
capital gain, and income earned from passive trade or
business activities. However, the 3.8% surtax does not
apply to qualified retirement plan and individual
retirement account distributions.

TIncreased Floor on Medical Deduction
Under the new law, individuals generally will be able
to deduct their medical expenses as an itemized
deduction only to the extent that their aggregate
expenses exceed 10% of adjusted gross income.
However, a 7.5%-of-AGI floor will continue to apply
through 2016 if either the taxpayer or the taxpayer’'s
spouse is age 65 or over.

Retiree Prescription Drug Cost Deduction
Employers that receive federal subsidy payments for
providing prescription drug coverage to retirees
eligible for Medicare Part D will no longer be able to
claim a business expense deduction for retiree
prescription drug expenses {0 the extent of the subsidy
wm%BoEm received.

dmg covetage to their tefirees, taking -away the

deduction adds to the- cost of mHoSmEm the benefit.
' Latge - companie b particutar could see )
mmwmﬁmmﬁm._ reduction i arnings manﬁm:m from H
ﬂ cog Nam the tax Bﬁmo f the provision in their
janeial statements. :

Targeted Revenue Raisers
The new law includes several revenue raising provi-
sions targeted at specific industries.
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Insurance Company Executive Compensation:
The Act places an annual cap on deductions that certain
companies may claim for executive compensation and
certain other compensation paid. Where applicable, the
deduction limit is $500,000 per individual.

Health Insurance Providers: Insurance companies
will be subject to an annual fee, allocated based on
market share of net premiums written. The fee doesn’t
apply to companies whose net premiums written are
$25 million or less.

Pharmaceutical Manufacturers and Importers: The
Act also imposes an annual flat fee on businesses that
manufacture or import branded prescription drugs for
sale to, or in connection with, specified government
programs. The aggregate fee will be apportioned to
companies according to market share.

Medical Device Manufacturers, Producers, and
Bmnporters: These companies will pay a 2.3% excise
tax on the sale of taxable medical devices. Eyeglasses,
contact lenses, hearing aids, and other TRS-specified
medical devices sold at retail establishments for
personal use are exempted.

Other Business-related Provisions

Business owners also may want to take note of these
revenue raising and miscellaneous tax provisions
included in the Act:

» Businesses that make payments aggregating $600
or more in a year to a single corporation (other than
a tax-exempt corporation) for the provision of
property or services will have to report the
payments on [RS information returas.

« Employers may continue to provide adoption
assistance as a tax-favored employee benefit
through 2011. The new law increases the maximum
available exclusion to $13,170 per eligible child
(inflation-adjusted after 2010).

*Large corporations are subject to increases in
certain required payments of estimated tax.
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HIRE Act

Another new law, the Hiring Incentives to Restore
Employment Act of 2010 (the HIRE Act), was enacted
shortly before the health care reform law. Among other
provisions, the HIRE Act:

* Relieves employers of the obligation to pay the
employer’s share of Social Security employment taxes
on wages paid to employees hired after February 3,
2010, and before January 1, 2011, if the law’s
requirements are met. This “payroll tax holiday™ is
available for 2010 wages paid afier March 18,

» Offers employers a tax credit for retaining the newly
hired workers for at least 52 consecutive weeks.
(Other requirements apply.)

« Allows businesses to expense up to $250,000 of their
gualifying asset purchases in 2010 under Section
179 of the tax code. The $250,000 expensing limit
begins to phase out when qualifying asset purchases
exceed $800,000.

Summary

Health care reform will impact your business. To what
extent depends on a number of factors: your business’
size, its current health care benefits, and the makeup of
its work force, to name just a few.

We hope this description of the Patient Protection and
Affordable Care Act helps you gain a better understanding
of the changes nearly every individnal and business will
face beginning in 2010 and over the next several years. It is
important to consider how the law will affect your situation.
We can help. Let our professionals be of service to you.

This publication is designed o provide accurate and
authoritative information in regard to the subject matter
covered, However, the general information herein is
not intended to be nor should it be treated as tax, legal,
or accounting advice. Additional issues could exist that
would affect the tax treatment of a specific transaction
and, therefore, taxpayers should seek advice from an
independent tax advisor based on their particular
circumstances before acting on any information presented.
This information is not intended to be nor can it be used
by any taxpayer for the purposes of avoiding tax penalties.
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