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This is Conner Strong & Buckelew’s seventh webinar focused on the
Patient Protection and Affordable Care Act. The focus of today’s
webinar is on the new Form W-2 reporting rule. We will address the
following

- Effective date of the new reporting requirement

- Employers who must comply

- Special rules for certain employees

- Health coverage to be reported

- Methods for calculating the cost of coverage

- Handling changes in coverage during the year

Welcome and Agenda
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 Major issue in presidential election

 25+ state legal challenges - some states refusing to begin exchange work

 Supreme Court to consider mandate provisions starting this March - decision
likely in June

- In the meantime, certain provisions are the subject of delay
(nondiscrimination for self insured benefit, claims/appeals standards, W-2
reporting delayed until 2013)

- Additional provisions have been repealed piecemeal (CLASS Act, 1099
reporting, free choice vouchers)

- Future guidance expected on many upcoming reforms including further
notice requirements (e.g, Summary of Benefits and Coverage or SBC),
auto enrollment, pay or play, exchanges, etc.

The Future of Healthcare Reform



W-2 Reporting Background
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 The Patient Protection and Affordable Care Act (PPACA)
amended the Internal Revenue Code to require Form W-2
reporting of group health plan coverage.

 Requires employers to report the “aggregate cost” of all
“applicable employer-sponsored coverage” on employee’s Form
W-2.

 Group health plan coverage for most employees and family
members, such as spouses and children, will have to be reflected
on an employee’s Form W-2.

W-2 Reporting Rule
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Effective Date

 Optional for 2011 (employers may voluntarily choose to report the
cost of coverage on 2011 Forms W-2, even though this reporting
is not required for 2011).

 Mandatory for 2012 (beginning for Forms W-2 issued in January
2013).

> Forms required for calendar year 2012 that employers
are generally required to give employees by the end of
January 2013 and then file with the Social Security
Administration.
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Informational Only

 The new reporting requirement to employees is for their
information only and does not cause the coverage to
become taxable.

 The stated purpose of the reporting is “to provide useful
and comparable consumer information to employees on the
cost of their health care coverage”.

 Note: in 2018, the value of benefits above certain
thresholds will be taxed, according to current provisions in
the healthcare reform law.
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How is the aggregate reportable cost reported on Form W-2?

 The aggregate reportable cost is reported on Form W-2 in box 12,
using code DD

Reporting Healthcare Coverage
on Form W-2
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 Generally, non-taxable fringe benefits are not reportable on the
W-2.

 Exceptions exist for items that employees are required to report
on their personal income tax return. These include:

- dependent care assistance benefits (box 10)

- medical savings account (MSA) – and health savings
account (HSA) contributions (code R for MSA and Code W
for HSA in box 12)

- adoption assistance (code T in box 12)

 These items are currently reportable on the Form W-2 by the
employer.

Existing W-2 Reporting Continues
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Preparation for Reporting

 Begin identifying coverages offered that are subject to reporting.

 Once the applicable coverages are identified:

- determine the total cost for each employee for the year,

- track coverage by employee,

- and capture other needed data

 Review systems for tracking employee health coverage
immediately and work with vendors to adjust systems and
procedures as needed.

 Be able to capture any changes in cost that may occur during the
2012 calendar year as well as the total cost for each employee for
the year.



Top Participant Questions
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Q. Does this apply to government entities such as
Municipalities?

Yes. Generally applies to all employers that provide
“applicable employer-sponsored coverage”, including
all Federal, state and local government entities.

Participant Questions
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Q. How will self insured plans determine the cost of
the plan before preparing W-2s?

These plans must report the “aggregate cost”,
generally using COBRA rates. Self insured plans can
use their established method for calculating COBRA,
less the 2% administrative charge.

Participant Questions
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Q. Is the employer portion of the health care cost
also going to be reported?

Yes. Coverage counts whether paid by employer, by
employee on a pre-tax basis through a Code section
25 cafeteria plan, or by an employee on an after-tax
basis.

Participant Questions
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Q. Are health benefits going to be taxable in 2013?

Participant Questions

No. The new reporting requirement
is for information only and will not
cause the coverage to become
taxable in 2013.



17

Q. Is there any reports that we have to submit on a
monthly basis?

No. There are no reports that must be submitted on
a monthly basis under the new W-2 reporting rules.

Participant Questions
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Q. Should we add the cost for dental and vision for
2013?

It depends. Employers don’t have to report the costs
of dental and vision coverage if the coverage meets
the conditions of an “excepted benefit” for certain
HIPAA purposes.

To qualify as a HIPAA excepted benefit, the dental or
vision coverage must be either insured under a
separate contract or policy or otherwise not an
“integral” part of a comprehensive group health plan.

Participant Questions
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Q. We pay for some of our retiree’s health insurance
until Medicare is effective. How do we handle these
people?

It depends. You are not required to issue a Form W-2
to report the value of the coverage if the individual
doesn’t receive a W-2 reporting wages or salary. If the
individual does have reportable compensation and has
group health plan coverage during the year, the
employer must report that coverage cost on the Form
W-2.

Participant Questions
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Q. How will the voucher system work when we as an employer
of only one of the members of a family may not know the
income level of the household and if our premiums exceed
the allowed percentage of household income?

This question addresses the employee free choice voucher provision
that was part of the healthcare law. The good news is Congress
repealed this provision which would have taken effect in 2014.

The free choice voucher was designed to assist individuals for whom
employer coverage would have been a large percentage of their
household income, but who have too much income to qualify for
premium tax credits or cost sharing reductions on the Exchanges.

Participant Questions



W-2 Reporting Checklist
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W-2 Reporting Checklist

The following short checklist will help you
determine whether you need to comply with the
W-2 health coverage reporting obligation.
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Employers

The requirement applies to not only private employers but also federal, state
and local governmental entities as well as tax-exempt organizations.

Are you one of the following types of employers*? Yes  No 

• Private sector employers

• Federal, state, and local government entities

• Churches and other religious organizations

*Employer does not include Indian tribal governments or related corporations.
Employers that are tribally chartered corporations wholly owned by a federally
recognized Indian tribal government are exempt from reporting on any coverage until
further guidance is issued.

If you answered “No” then STOP. You have no health coverage reporting
obligation.
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Small Employers

Are you a small employer required to file fewer than 250 Forms W-2 for
2011? Yes  No 

Employers required to file fewer than 250 Forms W-2 for 2011 won’t have to
report the cost of employees’ 2012 health coverage and will remain exempt
until IRS issues more guidance.

Example: For 2011, ABC Co files fewer than 250 Forms W-2. Although it
sponsors an insured group health plan for its employees in 2012, ABC Co is
not required to report the aggregate cost of the coverage on employees’ 2012
Forms W-2.

If you answered “Yes” then STOP. You have no health coverage reporting
obligation.
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Employer Sponsored Coverage

Do you offer employer sponsored group health* coverage?

Yes  No 

*A group health plan generally means a plan of an employer to provide
healthcare to employees and former employees or their families.

If you answered “No” then STOP. You have no health coverage reporting
obligation.

If you answered “Yes” you must determine the type of coverage that you
offer and then determine if it is subject to reporting. If it is subject to reporting
you must determine the cost to be reported.
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Reportable Coverage

Do you provide any of the coverages listed below? Yes  No 

If “Yes”, check the coverages you provide. You have a reporting obligation for these coverages.

If you answered “No” then STOP. You have no health coverage reporting obligation.

 Insured medical or prescription drug coverage

 Self-insured medical or prescription drug coverage, unless federal continuation coverage requirements do
not apply to the plan, such as a self-insured church plan

 Health FSA contributions if made by the employer

 Insured dental and vision coverage if not offered under a separate policy, certificate or contract of insurance

 Self-insured dental and vision coverage that is integrated into a group health plan providing other reportable
coverage

 On-site medical clinic if a group health plan/employer charges COBRA for this benefit

 Wellness program if a group health plan/employer charges COBRA for this benefit

 Employee assistance program (EAP) if a group health plan/employer charges COBRA for this benefit

 Retiree medical if retiree receives a Form W-2

 Pretax hospital indemnity or other fixed indemnity insurance

 Pretax disease-specific insurance (e.g., cancer policies)
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Not Reportable Coverage

Do you provide any of the coverages listed below? Yes  No 

If “Yes”, check the coverages you provide. Note: You have NO reporting obligation for these coverages.

 Insured dental and vision coverage if offered under a separate policy, certificate or contract of insurance

Self-insured dental and vision coverage not integrated into a group health plan providing other reportable coverage

Health FSA contributions if only made through employee salary-reduction elections

HRA contributions o Multiemployer plan o Long-term care o Supplemental insurance
Health savings account (HSA) contributions (employers already must separately report)

On-site medical clinic if a group health plan/employer does not charge for COBRA for this benefit

Wellness program if a group health plan/employer does not charge for COBRA for this benefit

Employee assistance program (EAP) if a group health plan/employer does not charge for COBRA for this benefit

Retiree medical if retiree does not receive a Form W-2

Archer medical savings account (MSA) contributions (employers already must separately report )

After-tax hospital indemnity or other fixed indemnity insurance

After-tax disease-specific insurance (e.g., cancer policies)

Governmental program primarily for military members or their families
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Determine Value by Plan

Do you offer reportable coverage? Yes  No 

If “Yes” then you must determine the value for each coverage you provide.
You must report the total “aggregate cost” for all plans you provide. The
aggregate cost is reported on Form W-2 in box 12, using code DD.

Aggregate cost is determined according to the general rules used to determine the
applicable premium for COBRA (includes amounts paid by the employer and the
employee, regardless of whether these amounts are paid through pre-tax or post-tax
contributions). The aggregate cost also includes the cost of coverage that is taxable to
the employee (such as coverage for a domestic partner or for a dependent who is older
than 27 by the end of the taxable year).

If you answered “No” then STOP. You do not have a health coverage
reporting obligation.



Determining the Value
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The aggregate reportable cost includes both the portion of the cost paid by
the employer and the portion of the cost paid by the employee

The employee portion is recorded regardless of whether the employee paid
for that cost through pre-tax or after-tax contributions.

Reporting Healthcare Coverage
on Form W-2
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Measuring Reportable Coverage

Employers will determine the reportable coverage cost using rules similar
to those for calculating applicable COBRA premiums. Despite significant
uncertainty about how to apply current COBRA premium rules, employers
are to use reasonable, good-faith efforts in the absence of clarifying
guidance.

Employers may choose among several alternatives available for
calculating COBRA premiums (without the 2% administrative fee allowed
for COBRA coverage).

Employers may use different methods for different plans but must apply a
consistent method to determine the coverage cost for everyone receiving
coverage under the same plan.
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Premium-Charged Method
for Insured Coverage

 Employers with insured coverage may use the premium charged by
the insurer for an employee’s coverage as the applicable COBRA
premium.

 Example. Employer arranges for insured medical coverage for its
employees. The insurer charges an annual premium of $6,800 for
single coverage and $11,700 for family coverage. The reportable
amount on Form W-2 would be $6,800 for single coverage and
$11,700 for family coverage.
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Self-Insured Coverage

 Employers with self-insured plans rely on actuarial estimates to develop
the applicable COBRA premium.

 The reportable W-2 amount would equal the self-insured COBRA
applicable premium (minus the 2%), determined using actuarial estimates
and a reasonable interpretation of current COBRA premium rules.

 Example. Employer relies on an actuarial estimate to determine that the
monthly COBRA premium for self-only group health plan coverage in
calendar-year 2012 is $600 (not including the 2%). Pat has single
coverage under Employer’s group health plan for all of 2012. Employer
will report $7,200 ($600 × 12) as the health coverage cost on Pat’s 2012
Form W-2.
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Modified COBRA Premium Method

Employers may use a modified COBRA premium method if they contribute to
an individual’s COBRA coverage or use a prior year’s COBRA premium rates.

 Example. For the calendar year 2012, Employer subsidizes 50% of a
reasonable good faith estimate of the COBRA applicable premium.
Employer’s reasonable good faith estimate of the COBRA applicable
premium for self-only coverage for each month in 2012 is $300. The
actual COBRA premium Employer charges COBRA individuals electing
self-only coverage is $150 per month. If Employer uses the modified
COBRA premium method, it must treat $300 per month (the reasonable
good faith estimate of the COBRA applicable premium) as the monthly
reportable cost for self-only coverage for the calendar year 2012.

.
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Modified COBRA Premium Method

 Example: Employer determined that the COBRA applicable premium
for each month in calendar year 2011 for individuals eligible for COBRA
electing self-only coverage would be $350 per month, and charged an
actual COBRA premium for such coverage of $357 per month ($350 x
102% - includes the 2%).

 Employer knows that the cost of coverage for 2012 is not less than the
COBRA applicable premium for 2011 and decides not to make a new
determination of the COBRA applicable premium for the calendar year
2012 but rather to continue to charge an actual COBRA premium for
self-only coverage of $357 per month. If Employer uses the modified
COBRA premium method, it must treat $350 per month ($357 charged,
less the $7 increase permissible under COBRA) as the monthly
reportable cost for self-only coverage for the calendar year 2012.
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Composite or Blended Rate

Employers that charge the same rate for all covered individuals, regardless of
coverage tier (e.g., self-only, employee-plus-one or family), will be able to report the
same coverage amount for all employees, using one of the methods described
earlier. The same is true if the plan has different coverage types and employees in
each coverage group pay the same premium.

Example: Employer charges $500/mo for self-only and self-plus-one coverage and
$850/mo for family coverage, regardless of the number of covered family members.
The reportable amount for any employee receiving self-only or self-plus-one
coverage is $500/mo. For employees receiving family coverage, the reportable
amount is $850/mo.

If an employer charges the composite rate for active employees but not for
COBRA, the employer may use either the composite rate or the COBRA premium
amount to determine the aggregate cost of coverage. However, the employer
must consistently apply one method in calculating all active employees’ coverage
costs and one method for determining all COBRA coverage costs.
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Midyear Cost and Coverage Changes

An employee’s Form W-2 must reflect any coverage or cost changes
made during the calendar year, such as moving from one coverage tier
to another during the year.

 Example. Employer sponsors a group health plan with a calendar
plan year. For 2012, Employer determines that the monthly
reportable cost is $500 for single coverage and $1,000 for employee-
plus-one coverage. From 1/1 through 6/30, Pat has single coverage,
but from 7/1 through 12/31, he has employee-plus-one coverage. For
Pat’s 2012 Form W-2, Employer must report $9,000 [($500 × 6
months) + ($1,000 × 6 months)].
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December 31 Data

The aggregate reportable cost is based on information available to the
employer by 12/31 each calendar year. This means that information
received after 12/31 – including errors detected, election requests ,or other
notifications – needn’t be taken into account, even if it retroactively affects
coverage in the reportable year.

 Example. Employer sponsors a calendar-year group health plan and
cafeteria plan. Sue and her husband have employee-plus-one
coverage. On 12/14/12, Sue has a baby. The election is made adding
her new baby to the health insurance coverage on 1/10/13 (within the
30-day HIPAA special enrollment period). Even though coverage for
the baby will be retroactive to 12/14/12, Employer does not have to
add the cost of the baby’s coverage from 12/14 – 12/31 to Sue’s 2012
Form W-2.



More Guidance
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Special rules apply in the case of coverage provided by the employer to an
employee for a period during a calendar year after that employee has
terminated employment.

 Any reasonable method of reporting is allowed, provided that the method is
used consistently.

 Example 1. Employee terminates 4/25. Employee had individual coverage
at $350/mo through 4/25 and elects COBRA from 5/1 through 10/31 at
$350/mo. Employer reports $1,400 as the reportable cost for the calendar
year, covering the four months during which Employee performed services
and had coverage as an active employee.

 Example 2. Same facts as Example 1, except that Employer reports $3,500
for the calendar year, covering both the active period and the COBRA
period.

 Employer has applied a reasonable method of reporting the reportable cost
under the plan under both options above, provided the method is
consistently applied for all employees terminating during the calendar year.

Employees Who Terminate
During the Year
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 Sometimes terminated employees will request to receive a Form W-2
before the end of the calendar year during which the employee
terminated employment.

 Employers furnishing mid-year W-2s upon request to employees who
terminate before calendar year-end will not have to include the cost of
coverage provided during that calendar year.

Example. Employee terminates 4/25/12. Employee had individual
coverage at $350/mo through 4/25/12. Employee requests to receive a
Form W-2 on 4/30/12. Employer furnishes a mid-year W-2, but does not
have to include the cost of coverage provided during the calendar year in
that mid-year W-2.

Mid-Year W-2 Requests
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EAPs, Wellness Programs
and On-site Clinics

 EAPs, wellness programs and an on-site clinic are generally considered
group health plans (and the cost of coverage will be reportable on Form
W-2), but IRS has provided important transition relief for certain of these
plans.

 Under the transition relief, if an employer doesn’t charge COBRA qualified
beneficiaries for coverage under EAPs, wellness programs or on-site
clinics, then that coverage need not be included in the aggregate cost for
any employee (active employees or COBRA qualified beneficiaries).

 If the EAP, wellness program or on-site clinic is a group health plan and
the employer charges COBRA qualified beneficiaries for such coverage,
then the value of this coverage must be included in the aggregate cost for
all covered individuals.
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Reporting FSA Coverage

Generally, if a health FSA is funded solely by employee pretax contributions, no amount
needs to be reported on the employee’s Form W-2. However, health FSA amounts may
be subject to reporting if the employer contributes to employees’ health FSAs or provides
flex credits for health benefits.

Example 1: Employer maintains a cafeteria plan and offers a flex credit in the form of a
match of each employee’s salary reduction contribution. Employee makes a $700 salary
reduction election for a health FSA.

Employer provides an additional $700 to the health FSA to match Employee’s salary
reduction election. The amount of Employee’s health FSA ($1,400) for the plan year
exceeds the salary reduction election ($700) for the plan year. The employer must include
$700 ($1,400 health FSA amount minus $700 salary reduction) in determining the
aggregate reportable cost.

Example 2: Employer maintains a cafeteria plan and offers a salary reduction
contribution to an FSA. Employee makes a $700 salary reduction election for a health
FSA. Employer provides no additional money to the FSA. The amount of Employee’s
salary reduction election ($700) is not included in determining the aggregate reportable
cost.
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 Employers will not be required to issue a Form W-2 solely to report the
value of the health care coverage in the case of retirees or any other
former employees receiving health coverage, provided the individual
receives no compensation from the employer necessitating a W-2
(because they don’t receive wages or salary).

 Examples of individuals for whom employers need not prepare W-2s
may include retirees, COBRA qualified beneficiaries, disabled former
employees and surviving spouses.

 If a former employee does have reportable compensation – such as
severance pay – and has group health plan coverage during the year,
the employer must report that coverage cost on the former employee’s
Form W-2.

No Reporting Required if No W-2 Issued



Resources
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Agency Resources

W-2 Health Coverage Reporting:

IRS Notice 2012-9: http://www.irs.gov/pub/irs-drop/n-12-09.pdf

Form W-2: http://www.irs.gov/pub/irs-pdf/fw2.pdf

Agency Healthcare Reform Sites:

Health and Human Services (HHS): http://healthreform.gov/

Department of Labor (DOL): http://www.dol.gov/ebsa/healthreform/

Internal Revenue Service (IRS):
http://www.irs.gov/newsroom/article/0,,id=220809,00.html?portlet=6
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Help from Conner Strong & Buckelew

Conner Strong & Buckelew
Healthcare Reform website page at:

http://www.connerstrong.com/healthcare_reform

» News updates

» Online library of client updates and alerts

» Summary of major provisions of the new law

» Detailed Year-by-Year timeline of changes

» Outline of all aspects of the new law

Check back for updates, news and analysis, and
updated tools to help you navigate this complex
process

Call Conner Strong at 877-861-3220
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Other Resources from
Conner Strong

Periodic Webinars

- Web-based presentations on health
care legislation, regulations and
innovative ideas

Email Alerts and Updates

- High level, quickly produced articles
about emerging issues intended to
alert clients to legislative and
regulatory developments

- Historic library available on line

Perspectives

- Thought pieces intended to identify
trends and issues, helping clients
anticipate challenges
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Thank you for your
participation!

Thank You


