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Healthcare Reform Series: Impact on Employers

Employer-based health coverage is a mainstay of the US
health insurance system, and nearly 160 million people
under age 65 living in the US obtain their health
coverage through employer-sponsored insurance plans.
Employers and employees alike continue to feel the
impact of the rising costs of healthcare.  The 2010
employer health benefits survey released by the Kaiser
Family Foundation and the Health Research and
Educational Trust found the following trends: health
benefits expenses for employers have outpaced the rate
of inflation since the late 1990s; averages for family
coverage premiums have increased by 114% since 2000;
and, employers continue to shift more costs to
employees, as employee contribution to single and
family coverage increased at a statistically significant
level for the first time since KFF/HRET began the
survey in 1999.2 Several provisions of the Patient
Protection and Affordable Care Act (ACA) and the
Health Care and Education Reconciliation Act
(Reconciliation Act), collectively referred to as
“healthcare reform,” were designed to overhaul these
and other trends in the employer-based health insurance
system, and the new changes may drastically affect how
employers provide coverage to their employees. How
employers will progress and the ACA’s ultimate impact
on business enterprises and will be determined by a
multitude of factors, including the employer’s size.

ALL EMPLOYERS

Most of the healthcare reform provisions affecting all
employers, regardless of size, mandate certain reporting
requirements. Section 9002 of the ACA added Section
6051(a)(14) to the Internal Revenue Code and generally
provides that the aggregate cost of applicable employer
sponsored coverage must be reported on Form W-2
beginning in 2011.°

Additionally, expanded Form 1099 requirements are
scheduled to go into effect in 2012. Section 9006 of the
ACA requires all businesses, non-profits, and
governments — federal, state, and local — to file 1099 tax
returns with the IRS for compensation paid for goods
and services (including any payments made to
corporations) totaling $600 or more during a calendar
year.* The US Chamber of Commerce, the National
Federation of Independent Business, and the Small
Business Majority recently supported eliminating the
expanded 1099 provision.’ President Obama
additionally endorsed eliminating the requirement at his
latest State of the Union address on January 25, 2011.°
On March 3, 2011, the US House of Representatives
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voted to repeal the 1099 provision, and the measure has
been placed on the Senate calendar for consideration.’

LARGE EMPLOYERS

The ACA does not directly require employers to provide
health insurance coverage to workers.® Instead,
beginning January 1, 2014, large employers, or those
with 50 or more full-time employees (FTEs), will be
subject to penalties if they chose not to provide qualified
coverage.® Some refer to this ACA provision as “Pay or
Play.”"® Large employers who fail to provide “minimum
essential coverage” and have at least one FTE that
qualifies for a federal premium credit or cost-sharing
reduction will be subject to a nondeductible federal tax
penalty. The ACA considers coverage inadequate to
meet the minimum essential standard “[if] the plan’s
share of the total cost of benefits is less than 60 percent,
and it is unaffordable if the employee premium
constitutes more than 9.5 percent of the employee’s
household income.”**

Currently, two penalties may be ascribed to employers
under “Pay or Play” i.e. either one penalty for
employers that choose not to provide minimum essential
coverage, or one for employers who provide minimum
essential coverage that is deemed inadequate or
unaffordable.”® Employers cannot be subject to both
penalties, and the penalties for inadequate policies
cannot exceed penalties for refusal to participate.*®
Employers who refuse to provide minimum coverage
may be subject to a $166.67 monthly penalty per FTE,
excluding the first 30 full-time workers. Offering
inadequate or unaffordable care will subject employers
to a $250.00 penalty, assessed for each FTE who
receives a premium tax credit for enrolling in a qualified
health plan through a state run exchange.™

The ACA requires employers with more than 200
employees who offer healthcare benefits to
automatically enroll employees in the offered health
plan, and employers must provide employees with
notice of automatic enrollment and a chance to opt out
of enrollment. The effective date of this requirement is
yet to be determined.®

SMALL EMPLOYERS

Differences in provisions between large and small
employers generally reflect Congress’s recognition of
challenges small employers face regarding the
affordability of health coverage. Currently, 36 percent
of those persons employed by small employers —
approximately one-third of the US population — do not
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have health insurance coverage, compared 15 percent
covered through large employers.'®

“Small employer ” refers to businesses with at least one,
but not more than 100, FTEs. Under the ACA, States
have an option to treat companies with 50 or fewer
employees as small employers, although this
substitution will only be valid until 2016."" Prior to the
passage of the ACA, small businesses did not receive
discounts on health insurance plans, mainly due to a lack
of buying power.’® As a result, small firms paid, on
average, up to 18 percent more in premiums than large
firms for the same health insurance coverage.'® To ease
the burden on small businesses with 25 or fewer FTEs,
the ACA implements a federal tax credit, which,
depending on need, will offset up to half of insurance
premiums.®’ To qualify for the credits, an employer
must pay at least half the premium for each employee.
Currently over four million companies have been
deemed eligible for the credit.”*

Beginning in 2010, employers with 10 or fewer FTEs
that have average wages of up to $25,000 are eligible for
the maximum credit of 35 percent of the amount the
company contributes towards insurance premiums. The
maximum credit will increase to 50 percent beginning in
2014 and must be purchased through the newly
established state-run insurance exchanges, otherwise
known as the Small Business Health Options Program
(SHOP).# For more information on health insurance
exchanges, see Health Capital Topics, Vol.3 Issue 11:
American Health Benefits Exchanges. As the number of
employees nears 25, the percentage of credit received
decreases.”® Tax exempt organizations will receive a 25
percent (increasing to 35 percent in 2014) credit in the
form of a refund.?* However, a provision for tax exempt
employers limits the refund to the amount of the federal
income tax and the Medicare payroll tax that the
employer withholds from the employee’s wages, plus
the Medicare tax paid by the employer.?

It is also hoped that limitations on insurance deductibles
will help ease market discrimination against small
employers. Under section 1302 of the ACA, beginning
in 2014, deductibles for small group employer health
plans may not exceed $2,000 for individual coverage or
$4,000 for group coverage.?®

CONCLUSION

A majority of Americans obtain their insurance through
employers, and both employers and employees have felt
the burden of the rising costs of healthcare.”” ACA
mandates attempt to address the trend of growing
expenses and make better quality, more affordable
employer-sponsored health insurance accessible to the
millions who are covered by employer-based plans. As
such, the ACA will greatly affect employers and the
insurance landscape in the coming years. The next
article in this series will look into the effect of
healthcare reform on states.
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HEALTH CAPITAL
CONSULTANTS (HCC) is an
established, nationally recognized
healthcare financial and economic
consulting firm headquartered in
St. Louis, Missouri, with regional
personnel nationwide. Founded in
1993, HCC has served clients in
over 45 states, in providing
services including: valuation in all
healthcare sectors; financial
analysis, including the
development of forecasts, budgets
and income distribution plans;
healthcare provider related
intermediary services, including
integration, affiliation, acquisition
and divestiture; Certificate of
Need (CON) and regulatory
consulting; litigation support and
expert witness services; and,
industry research services for
healthcare providers and their
advisors. HCC’s accredited
professionals are supported by an
experienced research and library
support staff to maintain a
thorough and extensive knowledge
of the healthcare reimbursement,
regulatory, technological and
competitive environment.
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, AVA, CM&AA, serves
as President of HEALTH CAPITAL CONSULTANTS (HCC), a nationally
recognized healthcare financial and economic consulting firm headquartered in
St. Louis, MO, serving clients in 49 states since 1993. Mr. Cimasi has over
thirty years of experience in serving clients, with a professional focus on the
financial and economic aspects of healthcare service sector entities including:
valuation consulting and capital formation services; healthcare industry
transactions including joint ventures, mergers, acquisitions, and divestitures;
litigation support & expert testimony; and, certificate-of-need and other
regulatory and policy planning consulting.

Mr. Cimasi holds a Masters in Health Administration from the University of Maryland, as well as
several professional designations: Accredited Senior Appraiser (ASA — American Society of
Appraisers); Fellow Royal Intuition of Chartered Surveyors (FRICS — Royal Institute of Chartered
Surveyors); Master Certified Business Appraiser (MCBA - Institute of Business Appraisers);
Accredited Valuation Analyst (AVA — National Association of Certified Valuators and Analysts); and,
Certified Merger & Acquisition Advisor (CM&AA — Alliance of Merger & Acquisition Advisors). He
has served as an expert witness on cases in numerous courts, and has provided testimony before federal
and state legislative committees. He is a nationally known speaker on healthcare industry topics, the
author of several books, the latest of which include: “The U.S. Healthcare Certificate of Need
Sourcebook™ [2005 - Beard Books], “An Exciting Insight into the Healthcare Industry and Medical
Practice Valuation” [2002 — AICPA], and “A Guide to Consulting Services for Emerging Healthcare
Organizations” [1999 John Wiley and Sons].

Mr. Cimasi is the author of numerous additional chapters in anthologies; books, and legal treatises;
published articles in peer reviewed and industry trade journals; research papers and case studies; and, is
often quoted by healthcare industry press. In 2006, Mr. Cimasi was honored with the prestigious
“Shannon Pratt Award in Business Valuation” conferred by the Institute of Business Appraisers.
Mr. Cimasi serves on the Editorial Board of the Business Appraisals Practice of the Institute of
Business Appraisers, of which he is a member of the College of Fellows.

Todd A. Zigrang, MBA, MHA, ASA, FACHE, is the Senior Vice President of
HEALTH CAPITAL CONSULTANTS (HCC), where he focuses on the areas
valuation and financial analysis for hospitals and other healthcare enterprises.
Mr. Zigrang has significant physician integration and financial analysis
experience, and has participated in the development of a physician-owned
multi-specialty MSO and networks involving a wide range of specialties;
physician-owned hospitals, as well as several limited liability companies for
the purpose of acquiring acute care and specialty hospitals, ASCs and other
ancillary facilities; participated in the evaluation and negotiation of managed
care contracts, performed and assisted in the valuation of various healthcare
entities and related litigation support engagements; created pro-forma financials; written business
plans; conducted a range of industry research; completed due diligence practice analysis; overseen the
selection process for vendors, contractors, and architects; and, worked on the arrangement of financing.

Mr. Zigrang holds a Master of Science in Health Administration and a Masters in Business
Administration from the University of Missouri at Columbia, and is a Fellow of the American College
of Healthcare Executives. He has co-authored “Research and Financial Benchmarking in the
Healthcare Industry” (STP Financial Management) and “Healthcare Industry Research and its
Application in Financial Consulting” (Aspen Publishers). He has additionally taught before the
Institute of Business Appraisers and CPA Leadership Institute, and has presented healthcare industry
valuation related research papers before the Healthcare Financial Management Association; the
National CPA Health Care Adviser’s Association; Association for Corporate Growth; Infocast
Executive Education Series; the St. Louis Business Valuation Roundtable; and, Physician Hospitals of
America.

Anne P. Sharamitaro, Esq., is the Vice President of HEALTH CAPITAL
CONSULTANTS (HCC), where she focuses on the areas of Certificate of Need
(CON); regulatory compliance, managed care, and antitrust consulting. Ms.
Sharamitaro is a member of the Missouri Bar and holds a J.D. and Health Law
Certificate from Saint Louis University School of Law, where she served as an
editor for the Journal of Health Law, published by the American Health
Lawyers Association. She has presented healthcare industry related research
papers before Physician Hospitals of America and the National Association of
Certified Valuation Analysts and co-authored chapters in “Healthcare
Organizations: Financial Management Strategies,” published in 2008.
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