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Preparing for 2014
A Snapshot for Employers
Under the Patient Protection
and Affordable Care Act.
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Employers will have a
number of obligations
and opportunities as
the heart of the Patient
Protection and Affordable Care Act of 2010
(PPACA) is implemented
in 2014. This law is
complicated, and each
employer will need to
base its decisions on its
particular situation. Your
UBA advisor is well-prepared to assist you with
your decision making.

This information is general and is provided for
educational purposes only. It reflects UBA’s understanding of the available guidance as of the date
shown and is subject to change. It is not intended
to provide legal advice. You should not act on this
information without consulting legal counsel or
other knowledgeable advisors. Rev. 10.24.2012

The Basics of PPACA
What is PPACA intended to do?
One of the main purposes of PPACA is to reduce the number of
Americans without health coverage. This is being done by:
• Requiring most Americans to have some type of health insurance, or pay a penalty
• Making it easier for individuals to obtain coverage, by:
- Creating insurance “exchanges”
- Incenting employers to provide coverage to all full-time
employees
- Removing barriers for those who have medical problems

What happens in January 2014?
Three main things:
•T
 he individual mandate, which requires most people to have
some type of medical coverage in effect, or pay a tax, begins
•E
 mployers who have 50 or more full-time employees must
provide health coverage that meets minimum requirements or
pay a tax. This requirement is often called “play or pay” or
“employer-shared responsibility”
•E
 xchanges are to be in effect in each state to make it simpler for
individuals and small employers to purchase coverage
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What happens if a person doesn’t have the
required coverage?
The person will have to pay a tax, which will be collected with their
federal income tax. The tax is being phased in – it is:
• 1 percent of income or $95, whichever is greater, in 2014
• 2 percent of income or $325, whichever is greater, in 2015
• 2.5 percent of income or $695 (indexed), whichever is greater,
in 2016 and later years
There is a family maximum of three times the individual adult tax.

What if the person can’t afford coverage?
Premium tax credits (which may be claimed during the year, rather
than waiting until the person files their federal income tax return)
are available to help pay a person’s premium if:
• They obtain coverage through an exchange; and
• Their income is between 100 percent and 400 percent of the
federal poverty level (FPL).

What’s an exchange?
An exchange is an entity set up in
each state to make it simpler for
people and small businesses to
compare health insurance
options. The exchanges will
not provide insurance, but
they will oversee the
insurance options available
through the exchanges and
provide resources to
individuals such as
plan summaries to help
them choose a plan.
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If an individual is without coverage for a short
period (three straight
months or less) during
a year, no penalty will
apply.

UBA

PPACAAdvisor

How will exchanges work?
Each state will set up one or more exchanges. The exchanges will be responsible for:
• Plan management functions
• Consumer assistance
• Eligibility determinations and enrollment
• Billing small employers that choose to purchase from the exchange
Each exchange must provide benefits that meet certain criteria, called “essential health benefits,” at certain coverage levels (90 percent, 80 percent, 70 percent or 60 percent) and with certain cost-sharing limits.

Who can enroll in an exchange?
Any eligible individual may enroll in an American Health Benefit Exchange, even if they have access to coverage through their employer or Medicare. Small employers (those with 100 or fewer employees*) also may
enroll in a Small Business Health Options Program (SHOP) exchange. Beginning in 2017, states will have the
option to open their exchanges to large employers.
* States may set the “small employer” limit at 50 employees

Are there limits on stopping and starting coverage in an exchange?
People may only enroll in an exchange during open enrollment or if they have a special enrollment event.

What happens if my state decides not to set up an exchange, or isn’t ready by
January 2014?
If a state decides not to set up an exchange, or the exchange aren’t ready by 2014, the federal government will
perform the services on behalf of the state.
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What is “minimum
value coverage”?
Minimum value coverage is coverage that
is expected to cover
at least 60 percent of
expected claims costs.
Large employer (more
than 50 employees)
plans provided outside
the exchanges do not
have to provide the 10
“essential health benefits,” but they do have
to provide minimum
value coverage to
avoid penalties.

What must an employer do to avoid the employer
taxes?
To avoid the shared responsibility penalty, employers that have 50
or more full-time or full-time-equivalent employees must provide
medical coverage that:
• Provides “minimum essential coverage”; and
• Is “affordable” and provides “minimum value.”
Note: Employers in a controlled group or affiliated service group are
combined when deciding how many employees they have.

What happens if an employer with 50 or more employees decides not to offer coverage?
If a large employer does not offer minimum essential coverage to its
full-time (30 hours per week) employees and any full-time employee receives a premium or cost-sharing credit through an exchange,
the employer must pay a fee of $2,000 per year for each full-time
employee, excluding the first 30 employees. The fee is calculated
on a monthly basis.

What happens if an employer with 50 or more
employees offers coverage but it doesn’t meet
government requirements?
If a large employer offers coverage that does not provide “minimum value” or it is not “affordable,” the employer must pay a
$3,000-per-year fee (calculated monthly) for each employee who is
eligible for a premium credit and who purchases coverage through
an exchange.

What is “affordable coverage”?
Coverage is considered affordable if it costs less than 9.5 percent
of the employee’s household income. Because employers typically
do not know their employees’ household income, single coverage
will be considered affordable for purposes of the employer-shared
responsibility penalty if it is less than 9.5 percent of the employee’s
W-2 income.
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What happens if an employer offers coverage that
meets government requirements and an employee
purchases coverage through an exchange?
If an employer offers even one plan option that provides the
required 60 percent minimum value and costs less than 9.5 percent
of the employee’s W-2 income, no penalty will apply to the
employer even if an employee purchases coverage through an
exchange.
Note that the employee’s purchase will be with after-tax dollars –
premiums for coverage through an individual exchange cannot be
paid on a pre-tax basis through a Section 125 plan.

Do these rights and responsibilities apply to
tax-exempt employers? Do they apply to
grandfathered plans?
Yes. These rules apply to all employers – private, government and
not-for-profit. In most cases, they apply to grandfathered plans, and
they apply whether the plan is insured or self-funded.
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Decisions
What decisions do I need to make as an employer?
The most basic decision is whether to continue to offer health benefits, and if so, in what manner.

What should I consider when making this decision?
Employers should look at:
• The reasons they offer coverage
• The full cost of dropping coverage
• The viability of continuing traditional coverage but reducing benefits to the “minimum value” level
• The pros and cons of participating in the SHOP exchange, if eligible
This chart may help you with this process.
Why do I offer group health coverage now, when I don’t have to? (e.g., recruiting, retention,
productivity, paternalism)
Do I think those reasons will still apply post-2014?
Do I think my competitors will discontinue group health coverage?
If I drop group health coverage, do I think my employees will demand additional compensation?
Do I fully understand the tax break I get from offering group health benefits?
Do I think the exchanges will be ready in 2014?
Can I restructure my workforce so that more employees regularly work less than 30 hours/week?
Would my employees be better off with the premium tax credit?
Are health benefits an important part of my total compensation package?
How will I budget for additional claim costs resulting from higher costs and more covered lives?
Do I need to staff for additional reporting?
Have I staffed to handle inquiries from and about the exchange?
How will I communicate my decision to my employees?
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Employer Obligations
What do employers need to do between now and January 2014?
Employers must do these things:
• Expand the definition of first-dollar preventive care to include a number of women’s services, including contraception
• Distribute medical loss ratio rebates, if any were received from the insurer
• Begin issuing summaries of benefits and coverage (SBCs) to all enrollees
• Reduce the maximum employee contribution to $2,500, if the employer sponsors a health flexible
spending account (FSA)
• Withhold an extra 0.9 percent FICA on those earning more than $200,000
• Provide information on the cost of coverage on each employee’s W-2, if the employer issued more than
250 W-2s in 2011
• Provide a notice about the upcoming exchanges to all eligible employees
• Calculate and pay the Patient Centered Outcomes Fee if the plan is self-funded (insurers are responsible for calculating and paying the fee for insured plans, but will likely pass the cost on)

What do employers need to do in 2014?
These requirements are effective in 2014:
• Work with exchanges to identify those employees eligible for premium tax credits
• Amend the plan to:
- Remove all annual limits on essential health benefits
- Provide coverage for those in clinical trials for services outside the trial+
- Limit cost-sharing+
- Remove pre-existing condition limitations for adults
• Limit eligibility waiting periods to 90 days
• Begin reporting to the IRS on coverage offered and available (the first reports are actually due in 2015)
Although not a requirement, beginning in 2014 employers may provide a wellness incentive/penalty of up
to 30 percent of the premium. (Currently, the limit is 20 percent.)
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What do employers need to do after 2014?
Nondiscrimination rules will apply to insured plans at some point (an effective date has not been set). This
requirement will not apply to grandfathered plans. Nondiscrimination rules already apply to self-funded
plans.
Beginning in 2018, a 40 percent nondeductible excise tax will apply to high-cost health coverage (“Cadillac” plans). For 2018 the tax will apply to amounts above $10,200 for single coverage and $27,500 for
family coverage. Employee and employer contributions will be combined when deciding if the threshold
has been exceeded. The cost of medical coverage (including dental and vision if inseparable from medical),
health reimbursement arrangement (HRA) contributions, health FSA contributions, employer contributions
to a health savings account (HSA), and the cost of onsite clinic coverage all count toward the high-cost
trigger. The trigger amount will be increased annually.
At some point, employers with more than 200 full-time employees will need to automatically enroll employees who do not either enroll or specifically decline coverage. An effective date has not been set.

What should employers already be doing to comply with PPACA?
Plans:
• May not have a lifetime dollar maximum on any “essential health benefit”
• May not have an annual dollar limit on an “essential health benefit” that is over a certain amount
• Must cover the employee’s dependent children until the dependent reaches age 26 – even if the child is
married or employed++
• May not exclude pre-existing condition limitations for children under age 19
• May not retroactively rescind coverage, except for fraud or material misrepresentation or for nonpayment of premium by certain terminated employees
• Must provide first-dollar coverage for specific preventive services+
• Must cover emergency services at in-network level regardless of provider+
• If a primary care physician (PCP) must be chosen, allow each person to choose their own PCP and allow a pediatrician to be the designated PCP+
• Must allow women to see an OB-GYN without a referral+
• Must have a specific and comprehensive process for handling claims appeals+
• May not reimburse over-the-counter drugs under a health FSA, an HRA or an HSA unless the drug is
prescribed by a doctor

+ Does not apply to grandfathered plans
++ Limited exception for grandfathered plans
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This information is general and is provided for educational purposes only. It is not intended to provide legal advice.
You should not act on this information without consulting legal counsel or other knowledgeable advisors.
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