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S
ince the Patient Protection and Affordable Care Act (PPACA) was passed nearly 
a year ago, plan sponsors have been working overtime to comply with a steady 
stream of new requirements, monitor changes in the law and keep up to date with 
newly issued regulations. As they have spent much time and energy keeping plan 
participants informed of changes, benefits managers and senior human resources 

(HR)  executives may have wondered if they should add a new credential at the end of their job 
titles—CQA, or “certified question answerer.” 

For small and midsize companies, with fewer human resources (HR) personnel and more 
new responsibilities under the law, the challenge has been particularly great. Since the law 
took effect, businesses with fewer than 25 employees have had to decide whether or not to 
offer health insurance and take advantage of small business health care tax credits.

Midsize companies, along with small and large plan sponsors, have had to comply 
with a number of deadlines, such as offering plans during open enrollment that must 
provide coverage to young adults up to the age of 26, and deciding whether their plans 
will be “grandfathered.” Companies that held open enrollment after September 23, 
2010 had to ensure their health plans complied with the phase-out of lifetime limits 
and the removal of preexisting exclusions for children younger than 19.

This year, new challenges are on the way, and HR leaders and other key business 
managers need to stay up to speed with the health care reform train in the months—
and years—ahead.

continued on next page
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Because of health care reform, changes in the area of reporting  

are among requirements plan sponsors will need to plan for over 

the next couple of years.

What Small and Midsize 
Companies Need to Know

by | Dorothy L. Miraglia
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While top managers, along with 
benefits and HR administrators, have 
rightly been focusing on new health 
insurance requirements, other reform-
related mandates have begun to enter 
the picture as well. 

Specifically, 2011 and 2012 will see a 
wave of new business reporting require-
ments, from new W-2 to 1099 reporting 
provisions. To date, much of the health 
care reform implementation discussion 
has revolved around how health plans 
will change and how costs will be im-
pacted. Less attention has been paid to 
the critical changes that are looming in 
the area of reporting. With major modi-
fications on the horizon, it is worth tak-
ing a closer look at some of these new 
requirements.

Grandfathered Plans
Under the law, certain health plans 

may be “grandfathered.” A grandfa-
thered plan is one that was in effect as 
of March 23, 2010, the date of enact-
ment of the Patient Protection and Af-
fordable Care Act (PPACA), and has 
complied with certain requirements 
with respect to its coverage offering. 
Because grandfathered plans are ex-
empt from some—but not all—provi-
sions of the law, benefits compliance 
will differ. For example, one exemption 

would allow an employer’s fully insured 
grandfathered plan to continue provid-
ing discriminatory higher benefits to 
highly compensated individuals; plans 
that are not grandfathered may not dis-
criminate in this way. Grandfathered 
plans are exempt from other require-
ments as well, including the require-
ment to cover preventive care at 100% 
and certain external appeals processes.

Because of the special rules that apply 
to grandfathered plans, HR managers 
must make sure they understand the sta-
tus of their plans. Status is determined 
for each “benefits package” or “benefit 
plan offered” and, once determined, this 
status must be noted in plan materials 
by means of a model statement. Records 
must also be retained by the company to 
prove that status. 

Grandfathering does allow insur-
ers and plan sponsors to make some 
changes to their plans, such as increas-
ing benefits or making changes required 
by law and increasing plan premiums. 
It does not permit the elimination of a 
specific benefit necessary for the diag-
nosis or treatment of a condition, any 
increase in the plan’s coinsurance, or 
any increase in copayment, deductible 
or out-of-pocket maximum greater than 
the guidelines allow. It also does not per-
mit a decrease in employer contribution 

rates for any tier that is greater than 5% 
over the level that the employer had in 
place as of the date that the law was en-
acted. It also does not allow the elimina-
tion of a benefit that transfers employees 
to a lesser benefit, nor does it permit any 
business restructuring for the purposes 
of the reduction of benefits to covered 
employees. The U.S. Department of La-
bor expects to issue further guidance in 
the future. 

Over-the-Counter  
Drug Changes

PPACA includes specific changes 
to flexible spending accounts (FSAs), 
health reimbursement arrangements 
(HRAs) and health savings accounts 
(HSAs). Employers need to be ready 
to communicate these changes to 
their employees for this year. The law 
requires that since January 1, people 
using FSAs, HRAs and HSAs for over-
the-counter medicines and drugs (with 
the exception of insulin) must have 
a prescription. Eligible expenses that 
do not fall under the definition of an 
over-the-counter medicine or drug 
will not require additional paperwork, 
and individuals will still be able to be 
reimbursed for these expenses. HR and 
administrative staff should be ready for 
questions from their employees on this 
important front.

Uniform Explanation  
of Coverage

Beginning in 2012, employers must 
provide a summary of benefits and cov-
erage explanation to all applicants and 
enrollees at the time of initial enroll-
ment and annual enrollment. Employ-
ers need to plan now for this new re-
quirement, which comes in addition to 
the summary plan description required 

learn more >>
Education
Health Care Management Conference 
March 7-8, San Antonio, Texas
For more information, visit www.ifebp.org/healthcare.

From the Bookstore
The New Health Care Reform Law:  
What Employers Need to Know—A Q&A Guide
by James R. Napoli and Paul M. Hamburger. AHC Media. 2010. 
For more details, visit www.ifebp.org/books.asp?8866.
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by the Employee Retirement Income Security Act. While 
some of the details of the summary of benefits and coverage 
explanation have yet to be developed, some general guide-
lines have been set in place by the health care reform law 
itself. The summary of benefits must 

Be provided to every employee
Be less than four pages in length
Be written in a culturally and linguistically appropriate 
manner
Contain certain information related to covered benefits, 
exclusions, cost sharing and continuation coverage.

By March 23, 2011, the Department of Health and Hu-
man Services must provide specific guidance regarding the 
uniform explanation of coverage, and employers have until 
March 23, 2012 to provide this explanation to employees.

In addition, the coverage explanation must be updated for 
material modifications to coverage and provided to eligible 
participants no less than 60 days in advance of the effective 
date of the change, a requirement that will have a major impact 
on the way companies approach the open enrollment process.

As HR managers know, when open enrollment approach-
es and plans and coverage options are reviewed, discussed 
and chosen, changes in coverage are common. Historically, 
plan choices for open enrollment may not be determined 
until 30 days prior to open enrollment. Under the new re-
quirements, HR and benefits managers will have to ramp up 
the review and decision-making process to comply with the 
coverage explanation requirement. Failure to comply may re-
sult in a $1,000 penalty per eligible employee for each failure.

Form W-2
Under health care reform, every business that offers 

health coverage will be required to include the aggregate cost 
of applicable employer-sponsored health care coverage on 
their employees’ W-2 forms.

For W-2s issued in January 2013 for the preceding year 
(2012), employers must disclose the total value of their health 
coverage, which means they must first determine what appli-
cable coverage was offered. 

Under the reform law’s provisions, applicable coverage that 
must be reported includes any group health plan made avail-
able to employees, regardless of whether the employer or em-
ployee paid the cost. These plans include coverage provided 
under fully insured major medical plans, self-funded medical 
plans and other types of programs such as HRAs. There are also 
statutory exceptions to the Form W-2 reporting requirement, 
such as FSAs (which are already voluntarily reported on the 
Form W-2) and HSAs (which are separately required reporting 
on Form W-2).  Long-term care coverage, accident-only cover-
age and hospital indemnity or other fixed indemnity insurance 
is not part of the coverage value that must be reported. 

Since many employers bundle their benefits offerings, the 
new requirement will mean that payroll managers must deter-
mine the value of each coverage option individually to accu-
rately report total value of applicable coverage on their W-2s. 

Originally scheduled to take effect for tax years start-
ing on January 1, 2011, the Internal Revenue Service an-
nounced in October 2010 that the new Form W-2 report-
ing requirement would be delayed by one year. With the 
recent elections this may be delayed even further. Although 
the new reporting procedure is not mandatory for 2011, 
voluntary compliance is possible, so payroll systems should 
be updated now so businesses are prepared for the change 
when it takes effect.

1099-MISC Reporting
Starting in 2012, all companies will be required to report 

a wider range of payments to contractors, vendors and oth-

For small and midsize businesses especially, the new 1099 reporting 
requirements may create big administrative challenges. Given that com-
panies will now have to issue hundreds, if not thousands, of new tax 
documents, smaller organizations with fewer internal HR and account-
ing resources could be stretched to the limit.

continued on next page
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ers on Form 1099-MISC. Companies 
will have to issue 1099 tax forms not 
only to contract workers but also to any 
individual or corporation from which 
they buy more than $600 in goods or 
services in a tax year. 

To help avoid duplicate reporting 
scenarios, there are some exemptions, 
including most interest, dividends, 
royalties, securities and broker trans-
actions already reported by financial 
institutions. Likewise, purchases made 
with credit or debit cards would be ex-
empt from the new reporting require-
ment because they are already reported 
by banks and payment processors. 

For small and midsize businesses 
especially, the new 1099 reporting re-

quirements may create big administra-
tive challenges. Given that companies 
will now have to issue hundreds, if 
not thousands, of new tax documents, 
smaller organizations with fewer in-
ternal HR and accounting resources 
could be stretched to the limit. With 
the deadline for the new requirement 
still many months away, there are steps 
companies should consider now to pre-
pare and to streamline the reporting 
process so they are ready for the new 
administrative burden down the road.

First, businesses should act now to 
expand their information-gathering 
procedures so they can easily track the 
payments they regularly make to other 
corporations for various services, and 
so they can clearly identify the type of 
payments being made.

 Second, they should modify their 
accounting systems so they can quantify 
the amounts they pay annually to indi-
vidual vendors for goods and services. 

Finally, companies need to stay alert 
for IRS releases and updates, as report-
ing instructions and specified exemp-
tions may be modified especially in the 
current environment.

Benefits and Reporting  
in the Future

While evaluating their health plans 
and working to meet the most im-

mediate reporting and benefits dead-
lines in the coming two years, HR and 
benefits managers also need to keep a 
watchful eye on the health care reform 
endgame. 

By the close of 2014, most of the re-
form law’s major provisions will likely 
have come into effect—barring any de-
lays or changes in legislation—includ-
ing the requirement that companies 
with 50 or more employees provide 
health insurance or face a penalty.

Also in 2014, state health exchanges 
will be active, and individuals and small 
employers will be able to purchase in-
surance through them. 

Because some guidelines and regu-
lations have yet to be issued by federal 
and state agencies, multiyear planning 
is complicated; however, it is impor-
tant that managers understand the 
key requirements that are coming. For 
instance, by March 23, 2013, employ-
ers must notify their employees of the 
existence of state health exchanges, the 
standards for receiving a subsidy under 
the exchange, and the consequences 
of purchasing a policy through an ex-
change without the employer providing 
a voucher. 

Then, in 2014, employers face a new 
round of requirements: the health in-
surance mandate and potential penal-
ties, new reporting requirements and 
the offering of vouchers.

A  is a “credit” or an amount 
provided to employees if they are of-
fered a plan at their place of employ-
ment that an employee deems unaf-
fordable.  Affordability is determined if 
the employee’s cost share of his or her 
employment-based premium is greater 
than 8% to 9.8% of his or her income.  
If an employee cannot afford his or her 
share of the premium, he or she would 

takeaways >>
 Payroll systems need to be updated 

for important changes coming this 

year and in 2012 in how health care 

coverage  is reported on forms such 

as W-2s and 1099s. 

 Employers should plan now for a 

requirement starting in 2012 that 

they provide a summary of benefits 

and coverage explanation to all ap-

plicants and enrollees at initial and 

annual enrollment. 

 A new round of changes taking effect 

in 2014 includes additional man-

dates, new reporting requirements 

and the offering of vouchers.

Dorothy L. Miraglia is a principal of strategic benefit 
solutions at AlphaStaff Inc., a human resource outsourc-
ing company offering flexible employer solutions that 
control costs, address key compliance issues, and provide 
legal liability protection, while delivering world-class 

benefits. She recently served on the International Foundation’s  
Corporate Board. Miraglia received her B.A. degree in business 
administration from Pace University. She can be reached at dmiraglia@
alphastaff.com.
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be entitled to a voucher from the employer so that the em-
ployee can then buy an affordable plan in an exchange.

 The amount of the voucher is equal to the amount that 
the employer would have paid for coverage. In addition, 
employers would need to comply with the requirements of 
automatic enrollment. Employers with more than 200 full-
time employees that offer enrollment in one or more health 
benefits plans are required to automatically enroll new em-
ployees in one of the plans offered (subject to any waiting pe-
riod authorized by law), and current employees will continue 
to be enrolled. The automatic enrollment program must in-
clude adequate notice and the opportunity for an employee 
to opt out of any coverage the individual or employee was 
automatically enrolled in.

Ultimately, for business managers and administrators, 
health care reform is about much more than health in-
surance. It involves legal, tax and employee communica-

tion strategies, and may lead many organizations to re-
evaluate their business processes. This year and in 2012, 
new reporting requirements will take center stage, and 
companies that want to successfully navigate the postre-
form health care and business environment will rely on 
HR and benefits professionals who are informed, effi-
cient and able to maximize precious resources to get the 
job done.

Another way to maximize resources is for employers to 
consider a relationship with a professional employer orga-
nization (PEO). Companies that need administrative and 
compliance guidance in the midst of enormous pressure and 
smaller budgets are turning to outsourcing now more than 
ever. More business owners may be reaching out to PEOs to 
help them sort through health care reform and legal chal-
lenges and add an additional administrative resource to the 
table.  

You need a trusted partner 
now more than ever.  

1-866-679-9479
www.nationalcooperativerx.com

Trusted. Innovative. Powerful.

Our highly specialized team of experts was brought together to support 
and protect self-funded plan sponsors while cost effectively managing 
their pharmacy benefits. We are uniquely owned by our member plans, 
so we turn every rock and stone to help them achieve the highest value 
prescription benefits possible.

Our mission:
 Industry-leading PBM pricing
 100% enforcement of contract terms
 Adding value through skilled negotiations
 Inventive clinical and cost containment solutions
 Expert consultation and customer service




