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Agenda

Á National Health Insurance Reform - Overview

Á Early Retiree Reinsurance Program  

Á Dependent to Age 26 Guidance 

Á Next Steps and Employee Communication Issues 

Á Help from Conner Strong and Resources

Á Q&A
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National Health Insurance Reform - Overview



Affordable Care Act

Á The Patient Protection and Affordable Care Act, as amended by the 

Health Care and Education Reconciliation Act ïthe ñAffordable Care 

Actò

Á The new law will have significant impact on employers and the 

healthcare marketplace over the coming decade and beyond

Á Goals of reform:

- Expand coverage relying on public programs, employers, and the 

private insurance market

- Remove perceived barriers to coverage

- Address affordability issues
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Affordable Care Act

Á Lack of detail and unknown consequences 

Á Requires ongoing interpretation, monitoring and a flexible approach

Á Various government agencies must develop regulations and guidance 

over the coming months and years

Á Long implementation timeline and intervening elections will result in 

possible modifications to legislation before some provisions are effective

Á Our focus has and continues to be how the new law will impact 

employers and plan sponsors

- Focus for today is on the Early Retiree Reinsurance Program and 

the Dependent to Age 26 guidance
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Short Term Provisions

Á Some reforms take effect immediately or within a short period of time

- Small-Business Tax Credit - up to 35% of an employer's health contribution 

for "qualified small employers" (defined as an employer that has no more 

than 25 full-time equivalent employees for the taxable year, with average 

annual wages not exceeding $40,000)

- Effective March 30, 2010, extend tax-free treatment for employer-provided 

health care to an employee's child until the end of the year in which the child 

turns age 26

- Early Retiree Reinsurance Program 

Á Other reforms are effective for plan years beginning on or after September 23, 

2010 (January 1, 2011 for calendar year plans)

- Offer extended dependent coverage to age 26 for covered employee's child

- Generally, no lifetime dollar limits; Restricted annual dollar limits on essential 

health benefits

- No pre-existing condition exclusions for children under age 19

- No plan rescissions
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Reforms Beginning 2014

Á Health insurance exchanges to be established that will offer deeply subsidized 

government funding to help individuals pay for premiums 

Á Universal coverage aspects begin - individuals will be required to purchase health 

insurance coverage or pay an income tax penalty (enrollment in an employer 

group health plan will satisfy this individual mandate) 

Á Employer shared responsibility penalties (if at least one full-time employee 

obtains exchange based coverage and is eligible for financial assistance)

Á Certain employers must provide ñfree choice vouchersò to eligible employees

Á All insured and self-insured plans

- Offer coverage to dependent children to age 26 (regardless of access 

to other employer coverage)

- No preexisting condition exclusions

- No waiting periods over 90 days

- No annual dollar limits
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Early Retiree Reinsurance Program



ERRP Overview

Á Early Retiree Reinsurance Program (ERRP) - Enacted to defray cost of 

providing retiree health coverage to ñearly retireesò (individuals not 

employed by sponsor who are age 55 through 64 but not yet Medicare 

eligible) until insurance exchange/federal subsidies become available in 

2014

Á Establishes a temporary $5 billion dollar early retiree reinsurance 

program for employer plans to begin by June 21, 2010 and runs through 

December 31, 2013, or until the funds are exhausted

Á Reimburses participating employment-based plans for 80% of claim cost 

between $15,000 and $90,000; payment is tax free 

Á Program reimbursements may be used to reduce the sponsorôs health 

benefits premiums or health benefits costs and to reduce health benefit 

premium contributions, co-payments, deductible, co-insurance or other 

out-of-pocket cost, or combination of these costs for plan participants
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ERRP Eligible Plans

Á Plans covering ñearly retireesò sponsored by employers (including 

private employees, state and local governments, unions, VEBAs, and 

multi-employer plans), whether self-insured or insured. 

Á To be eligible, plans must meet four basic requirements:

- Implement programs and procedures to generate cost savings for 

participants with chronic and high-cost conditions.

- Provide documentation of actual medical claim cost.

- Timely apply to the Department of Health and Human Services 

(HHS)  for reinsurance program participation. 

- Be certified by the Secretary of HHS.

Á Interim final regulations (effective June 1) include specific requirements 

regarding eligibility and the application process
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ERRP Considerations

Á One of the few Affordable Care Act provisions that might directly benefit 

large employers

Á Only $5 billion available

- Temporary program

- First come first served (applications will be processed in the order in 

which they are received)

- Large employers likely to be first in

Á Administrative issues/difficulties

- Application and claim requirements

- Requirement of cost-savings program for chronic or high cost 

conditions

- Restrictions on use of proceeds

- Plan audits
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ERRP Considerations

Á Because funding for the program is limited, more requests for 

reimbursement are expected than are funds to pay the requests. 

Á HHS will be monitoring the appropriate use of ERRP payments.

Á Consider whether applying for the program makes sense (may not make 

sense for small employers).

Á HHS to use the Medicare Part D retiree drug subsidyôs (RDS) application 

and reimbursement procedures as a model (key features of the RDS 

program are that the entire process from application to claims 

submission is web-based, and HHS dictates how claims data must be 

formatted for submission). 

Á Be prepared to act quickly when next guidance is issued (applications 

will be available by the end of June). 
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Dependent to Age 26 Guidance



Extending Health Coverage 
and Adjusting Tax Treatment 

Two separate reform provisions relate to young adult coverage in 

employer-based health plans:

Á Plans offering dependent child coverage must make the coverage 

available until a child turns 26 years of age.

Á The value of employer-provided coverage for children through the 

end of the year in which they reach age 26 is not taxable to 

employees ïregardless of marital or student status or whether the 

child otherwise qualifies as an employeeôs federal ñtax dependent.ò

15



Childrenôs Health Plan Eligibility 
Must Extend to Age 26 

Á Plans that offer dependent child coverage must make the coverage 

available to adult children until they reach age 26 

Á Applies to both insured and self-insured plans 

Á Applies to all plans, whether grandfathered or not

Á Generally applies for plan years beginning on or after September 23, 

2010 
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Definition of a ñChildò

Á Plans may no longer include eligibility conditions for any child ïwhether minor or 

adult ïbelow age 26. 

Á Applies to stepchild and foster child.

Á Eligibility factors such as student status or whether the child resides with or 

receives financial support from the parent cannot be used to determine 

dependent child coverage eligibility. 

Á Plans do not have to offer coverage to an adult childôs offspring (employeesô 

grandchildren) or to the eligible childôs spouse (the employeeôs son- or 

daughter-in-law).

Á Plans must remove the following conditions for dependent children to become or 

remain eligible for health coverage:

- Marital status 

- Student status 

- Financial support or residence

- Disability status (employers must revise plan documents and administration 

to apply the disability condition to adult children only after they reach age 26.)
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Coverage Available and Contribution 
Structure
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Á Restriction on ability to charge for extended dependent coverage 

Á Employerôs  contribution structure for other dependents must be 

extended to adult children

Á Contributions and benefit availability can not vary based on a childôs age.

- May charge premiums for enrolling adult children as they would for 

other minor children of the employee. 

- Cannot charge separate for adult child coverage (such as the single 

COBRA rate) or impose a surcharge for coverage.

- Cannot limit eligibility for a benefit option to children of a particular 

age. 



New Enrollment Opportunity

Á Adult children who lost (or never had) eligibility for dependent coverage 

under a parentôs plan cannot be excluded, regardless of previous 

coverage.

Á Law creates a special enrollment opportunity for children denied 

coverage or whose coverage ended because available dependent 

coverage ended before age 26. 

Á Special enrollment opportunity available for children under age 26 who 

have lost coverage due to aging out and those originally denied 

coverage or ineligible due to age. 

Á If a child is eligible under these new rules, a parent not currently enrolled 

must be given an opportunity to enroll as well.

Á Adult children must be given a 30- day opportunity to enroll no later than 

the first day of the first plan year beginning on or after Sept. 23, 2010 

(Jan. 1, 2011, for calendar year plans). 
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New Enrollment Opportunity (cont.)

Á Coverage must start no later than the mandate effective date, even if the 

request for coverage is made after that date. 

Á Use open enrollment process to satisfy the special enrollment 

requirement, provided children are given at least 30 days to enroll. 

Á If shorter enrollment period, consider altering the strategy to provide at 

least 30 days for all coverage elections to avoid the need for a separate 

enrollment process to fulfill the mandate.

Á Plans must provide ñprominentò notice to an employee on behalf of the 

child, and may be included with other enrollment materials. 

Á The enrollment right must offer all benefit packages available to similarly 

situated children under 26; parents must be allowed to switch to a 

benefit package option for which a child is eligible.
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Voluntary Early Compliance

Á Some insurers and employers will voluntarily offer 

dependent child health coverage to age 26 earlier 

than required by the health care reform law. 

Á Employer-policyholders have the ability to opt-out 

of early adoption, but otherwise the insurer will 

implement the change as of a particular date. 

Á Employers may wish to be cautious about adopting 

this requirement early; to implement such a 

change, all of the enrollment activities must be 

timely handled. 

Á It may be less administratively burdensome to rely 

on the existing COBRA structure to address the 

health coverage needs of students graduating this 

year. 
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Grandfathered Plans

Á The coverage extension rule applies to all plans whether grandfathered 

or not.

Á Until 2014, grandfathered health plans must offer extended coverage to 

adult children only if they arenôt eligible to enroll in an other employer-

sponsored plan. 

Á But employer plans may not exclude adult children because they are 

eligible for coverage under their other parentôs employer-sponsored plan. 

Á For administrative ease, employers with grandfathered plans may 

choose never to restrict access on the basis of other coverage available 

to the child.

Á Changes made to comply with the new extended coverage mandate 

(including any voluntary compliance before the lawôs effective date) will 

not cause the plan to lose grandfathered health plan status 
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State Mandates

Á The extended coverage mandate for adult children to age 26 is the 

minimum that must be offered.

Á Plans must also comply with state insurance law that impose a limiting 

age standard more generous to dependents. 

Á Insured plans will need to look at each condition of both the federal 

mandate and relevant state law to determine which provisions can be 

applied to dependents at various ages. 

Á ERISA generally preempts self-insured group

health plans from these state law mandates.
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COBRA

Á Children who have aged out of a plan and now have COBRA must be 

given the opportunity to enroll as a dependent of an active employee at 

the next open enrollment. 

Á A child who later loses eligibility due to a qualifying event will then have 

another opportunity to elect COBRA.

24



Stand Alone Dental, Vision, Retiree

Á Limited scope dental and vision plans are exempt

Á Stand-alone retiree plans may be exempt but further guidance is needed 

to be sure
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FSAs, HRAs and HSAs

Á Employer can decide whether or not to provide coverage to adult 

children to age 26 under most health Flexible Spending Accounts 

(HIPAA excepted FSAs). Extended coverage under a health FSA can be 

provided tax free (no dependency requirement such as student status 

and financial support). 

Á Employers must provide coverage to adult children to age 26 under a 

Health Reimbursement Account (HRA). Extended coverage is provided 

tax free (no dependency requirement such as student status and 

financial support). 

Á Under a parentôs Health Savings Account (HSA), to be eligible for 

coverage the adult child must be claimed as a dependent on the parentôs 

federal tax return (no tax free extended coverage). The HSA-compatible 

high deductible health plan (HDHP) is subject to the new IRS rules on 

extended coverage, so the extended coverage relaxed tax rules apply to 

the HDHP coverage (no dependency requirement such as student status 

and financial support).
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Imputing Income

Á Employers presently subsidizing 

health coverage for children not 

meeting the IRS tax dependency 

tests donôt have to impute income on 

the subsidy amount for certain 

children under the new law starting 

on March 30, 2010.

Á Employers still may need to impute 

income for some childrenôs 

coverage, such as for state 

mandated coverage where 

the extension of child coverage is 

beyond the end of the year in which 

the child turns age 26.
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Tax Rules 

Á The basic tax rule for imputing income remains unchanged - employers 

must comply with income and payroll tax requirements for reporting the 

value of a childôs health coverage as income on the employeeôs Form W-

2 (ñimputing incomeò) unless the tax code allows the amount to be 

excluded. 

Á Under the new laws, more dependent child health coverage will now be 

free of federal taxes. 

Á The new law both allows adult children to receive tax-free coverage 

longer and, for many young adults, eliminates IRS dependency 

restrictions such as student status and financial support.

Á Employees wonôt be taxed on the value of employer-provided coverage 

for children through the end of the year in which they turn age 26 ï

regardless of marital or student status or whether they otherwise qualify 

as an employeeôs federal tax dependent. 
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Tax Rules (cont.) 

Á Tax free treatment of the coverage also relieves employers and 

employees of payroll taxes that would be due on the imputed income. 

Á Mandate for extended dependent child coverage takes effect for plan 

years beginning on or after Sept. 23, 2010; the tax change took effect 

March 30, 2010. 

Á Employees may now exclude both costs for and reimbursements from 

employer health plans if a child is age 26 or younger at the end of the 

calendar year and is the employeeôs:

- Son or daughter (including a legally adopted son or daughter or an 

individual lawfully placed with the employee for legal adoption by the 

employee);

- Stepson or stepdaughter; or

- An eligible foster child placed with the employee by an authorized 

placement agency or by judgment, decree or other order of any court 

of competent jurisdiction.
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Cafeteria Plan Issues

Á Employers may immediately begin treating amounts employees pay 

toward child coverage as pre-tax contributions when paid through a 

cafeteria plan. 

Á Employers must amend their cafeteria plans by the end of 2010 to reflect 

the relaxed standard, if necessary retroactive to the first date in 2010 

that employees can pay pre-tax under the standard. 

Á Employers arenôt required to offer pre-tax contributions now - some may 

prefer to wait until the next enrollment period

Á Employers can choose to let employees make mid-year pre-tax cafeteria 

plan election changes for a child that has recently met or stopped 

meeting the relaxed standard for tax-free coverage. Employers choosing 

to allow such changes during 2010 must amend their plans by the end of 

2010 for this purpose.
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Next Steps and Employee 
Communication Issues



Key Next Steps for Employers

Á Take immediate action to examine the changes and how they impact 

your particular group health plan (see Conner Strong ñImpact Year by 

Yearò chart.) 

Á Determine your plan year and begin to address the number of reforms 

that are effective for plan years that begin on or after September 23, 

2010 (this generally means January 1, 2011 for calendar year plans and 

as soon as this year for plans that have a plan year beginning October 1 

or later this year).

Á May want to wait and see before making any immediate tweaks to plans, 

other than incorporating the federally mandated changes by open 

enrollment. 
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Key Next Steps for Employers

Á Make changes to plan design and communication and plan materials as 

needed prior to next open enrollment to address: e.g., adult child 

coverage, lifetime/annual maximums, preexisting condition exclusions, 

the prohibition on rescissions, and the restriction on reimbursement for 

over-the-counter drugs.

Á Address employee and stakeholder communications as issues are 

addressed.

Á To tackle the challenge of health care reform, consider forming cross-

functional teams and mapping how the reform process will affect your 

organization. 

Á Keep an eye on emerging regulatory interpretations and longer-term 

strategic changes.

Á Stay informed on major aspects of health care reform that will take effect 

in 2014.
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Next Steps and Employee 
Communications

Á Determine when to begin treating amounts employees pay toward child 

coverage as pre-tax contributions through a cafeteria plan. 

Á Amend cafeteria plans as necessary. 

Á Adjust payroll and other operations to treat the coverage as tax-free for 

federal purposes. 

Á Stop imputing income as soon as practicable for covered adult children 

now meeting the relaxed standard, including those covered under state 

law mandates who didnôt previously qualify for tax-free treatment 

Á Determine the impact of state mandates - employers offering insured 

health benefits need to consider the interaction of any relevant state law 

with the new federal requirement.
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Next Steps and Employee 
Communications

Á Change eligibility provisions in written agreements with insurers, stop-

loss carriers, and vendors handling enrollment and COBRA.

Á Adopt plan amendments reflecting the eligibility change. 

Á Modify plan documents to reflect continued health plan eligibility of 

dependent children to age 26. 

Á Prepare and distribute summaries of material modifications as needed.

Á Address the age 26 mandate in open enrollment materials (for example, 

a check-the-box certification that an enrolling adult child has no access 

to other employer-sponsored health coverage).

Á Address lifetime/annual maximums and preexisting condition exclusion 

limitations as needed, and the restriction on reimbursement for over-the-

counter drugs in open enrollment materials.

Á Train staff to address employee questions.
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Help from Conner Strong and Resources




