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DEBIT CARDS MAY NOW BE USED TO BUY OTC
MEDICINES AND DRUGS

On December 23, 2010, the Internal Revenue Service (IRS) released Notice 2011-5
which stated that the use of health flexible spending account (health FSA) and health
reimbursement arrangement (HRA) debit cards is allowable when certain conditions are
met. Notice 2011-5 amends previously released Notice 2010-59 which stated that as of
January 15, 2011, “health FSA and HRA debit cards may not be used to purchase over-
the-counter medicines or drugs.”

The latest IRS guidance provides that after January 15, 2011, health FSA and HRA
debit cards may continue to be used to purchase over-the-counter medicines or drugs
at drug stores and pharmacies, at non-health care merchants that have pharmacies and
at mail order and web-based vendors that sell prescription drugs, if:

(1) prior to purchase, (i) the prescription for the over-the-counter medicine or drug is
presented (in any format) to the pharmacist; (ii) the over-the-counter medicine or drug is
dispensed by the pharmacist in accordance with applicable law and regulations
pertaining to the practice of pharmacy; and (iii) an Rx number is assigned;

(2) the pharmacy or other vendor retains a record of the Rx number, the name of the
purchaser (or the name of the person for whom the prescription applies), and the date
and amount of the purchase in a manner that meets IRS recordkeeping requirements;

(3) all of these records are available to the employer or its agent upon request;

(4) the debit card system will not accept a charge for an over-the-counter medicine or
drug unless an Rx number has been assigned; and

(5) the requirements of the guidance previously set forth for the use of debit cards are
satisfied.

Per Notice 2011-5 “if these requirements are met, the debit card transaction will be
considered fully substantiated at the time and point-of-sale.”

In addition, health FSA and HRA debit cards may continue to be used to purchase OTC
medicines and drugs at a pharmacy that has not implemented an Inventory Information
Approval System (IIAS) if 90 percent of the store’s gross receipts during the prior
taxable year consist of items which qualify as medical expenses.

For more information on the changes regarding the purchase of OTC medicines and
drugs, including that beginning with tax years beginning after December 31, 2010,
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reimbursements from a health FSA and HRA will only be allowed for a prescribed
medicine or drug or insulin, please see the September 2010 Tech Flex [LINK].

For a copy of Notice 2011-5, please click on the link provided below.

http://www.irs.qgov/pub/irs-drop/n-11-05.pdf

IRS ANNOUNCES 2011 TRANSIT/PARKING LIMITS

On December 23, 2010, the Internal Revenue Service (IRS) announced, via Rev. Proc.
2011-12, the 2011 limits in relation to transportation benefits. The combined transit
pass/vanpooling limit will remain at the 2010 level of $230 per month. The qualified
parking limit will also remain at the same monthly 2010 limit of $230 month.
Specifically, the IRS stated the following on page 7of Rev. Proc. 2011 — 12:

“Qualified Transportation Fringe. For taxable years beginning in 2011, the monthly
Limitation under § 132(f)(2)(A), regarding the aggregate fringe benefit exclusion amount
for transportation in a commuter highway vehicle and any transit pass, and under §
132(f)(2)(B), regarding the fringe benefit exclusion amount for qualified parking, is
$230.”

As previously noted in the December 2010 Tech Flex [LINK], on December 17, 2010,
the Tax Relief Unemployment Insurance Reauthorization and Job Creation Act of 2010
(H.R. 4853) extended the parity between parking and transit for one additional year
through December 31, 2011. Therefore, the $230 approved limit is set to expire at the
end of this calendar year, absent further guidance.

For a copy of Revenue Procedure 2011-12 please click on the link provided below:

http://www.irs.gov/publ/irs-drop/rp-11-12.pdf
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80% HEALTH CARE COVERAGE TAX CREDIT / ADVANCE
PAYMENT EXTENDED

On December 29, 2010 President Obama signed the Omnibus Trade Act of 2010, which
extended certain “enhancements” under the Trade Adjustment Assistance (TAA)
program (initially provided for by the American Recovery and Reinvestment Act of 2009
(ARRA) for six weeks--through February 12, 2011 into law. The Act extends the 80%
Health Coverage Tax Credit (HCTC) for the health insurance premiums of certain
eligible individuals and their qualifying family members for eligible coverage months
beginning before February 13, 2011.

As background, the HCTC is generally available to eligible individuals under the TAA
and Alternative Trade Adjustment Assistance (ATAA) programs (which assist individuals
who have become unemployed as a result of increased imports from, or shifts in
production to, foreign countries), and retirees receiving Pension Benefit Guaranty
Corporation (PBGC) pension benefits, who have lost their employer-sponsored health
coverage. In addition, the provisions of ARRA enacted into law on February 17, 2009
provided that effective May 1, 2009, through the end of 2010, the HCTC or advance
payment to purchase qualified health insurance would be increased from 65% to 80%.
This temporary increase was scheduled to sunset on December 31, 2010.

For a copy of the Omnibus Trade Act of 2010, please click on the link provided below:

http://lwww.gpo.gov/fdsys/pkg/BILLS-111hr6517eas/pdf/BILLS-111hr6517eas.pdf

For additional information, please see (link below) the updated HCTC website.

http://www.irs.gov/individuals/article/0,,id=109960,00.html
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INSURED PLAN NONDISCRIMINATION RULES DELAYED

On December 22, 2010, the Internal Revenue Service (IRS) released Notice 2011-1
stipulating that the requirement to comply with the nondiscrimination rules imposed for
insured plans under Section 2716 Patient Protection and Affordable Care Act (PPACA)
is delayed. The IRS in Notice 2011-1 stated the following:

“Because regulatory guidance is essential to the operation of the statutory provisions,
the Treasury Department and the IRS, as well as the Departments of Labor and Health
and Human Services (collectively, the Departments), have determined that compliance
with § 2716 should not be required (and thus, any sanctions for failure to comply do not
apply) until after regulations or other administrative guidance of general applicability has
been issued under § 2716. In order to provide insured group health plan sponsors time
to implement any changes required as a result of the regulations or other guidance, the
Departments anticipate that the guidance will not apply until plan years beginning a
specified period after issuance. Before the beginning of those plan years, an insured
group health plan sponsor will not be required to file IRS Form 8928 with respect to
excise taxes resulting from the incorporation of PHS Act § 2716 into § 9815 of the
Code.”

Prior to PPACA, the nondiscrimination rules under Section 105(h) of the Internal
Revenue Code historically have been only imposed on self-insured plans. Generally, a
self-insured medical plan may not discriminate in favor of “highly compensated
individuals” with respect to eligibility or benefits. A “highly compensated individual” is
generally anyone who is: (1) One of the five highest-paid officers. (2) A shareholder who
owns more than 10 percent in value of the employer’s stock. (3) Among the highest-paid
25 percent of all employees.

Under PPACA, these same discrimination rules became effective for plan years
beginning on or after September 23, 2010 in relation to insured plans. Notice 2011-1
delays the enforcement of the nondiscrimination rules for insured plans by the IRS,
Departments of Labor and Health and Human Services “until after regulations or other
administrative guidance of general applicability” has been released.

For a copy of Notice 2011-1, please click on the following link:

http://lwww.irs.gov/pub/irs-drop/n-11-01.pdf
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ADDITIONAL GUIDANCE RELEASED ON HEALTH CARE
REFORM

On December 22, 2010, the Internal Revenue Service (IRS), Department of Labor
(DOL) and Health and Human Services (HHS) jointly released its latest guidance on the
health care reform provisions enacted under the Patient Protection and Affordable Care
Act and the Health Care and Education Affordability Reconciliation Act. This round of
guidance provides frequently asked questions (FAQ) on preventive care benefits,
automatic enrollment, dependent coverage of children, and grandfathered plans as
summarized below.

Preventive Care Benefits:

FAQ #1 describes a health plan design in which no cost-sharing is imposed for
colorectal preventive service when performed in an in-network ambulatory surgery
center, but a co-payment is generally required when the same preventive service is
performed at an in-network outpatient hospital. The agencies conclude that this plan
design is permissible, provided that the plan has a mechanism for waiving the otherwise
applicable co-payment when services are provided in a hospital because an ambulatory
setting would be medically inappropriate for the patient.

Automatic Enrollment:

FAQ #2 states that Treasury and the DOL will coordinate to develop the rules that will
apply in determining full-time employee status for purposes of implementing health care
reform's automatic enrollment requirement applicable to certain large employers. In
addition, the DOL states that until regulations are issued, employers are not required to
comply with the automatic enrollment requirement and its intention to release these
regulations by 2014.

Dependent Coverage of Children:

FAQ #3 explains that while the terms of a plan or coverage providing dependent
coverage for children may not vary based on age (except for children over age 26),
there is no prohibition on distinctions based on age that apply to all coverage under the
plan, including coverage for employees and spouses as well as children. Accordingly, it
is permissible for a plan to charge a co-payment for physician visits that do not
constitute preventive services to all participants age 19 and over, so long as the co-
payments (including waiver, for individuals under age 19, of the generally applicable
copayment) for children are the same as those for employees and spouses.
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Grandfathered Health Plans:

FAQ #4 discusses a plan feature with a fixed-amount cost-sharing requirement other
than a co-payment (e.g., a deductible or out-of-pocket limit) that is based on a
percentage-of-compensation formula. This cost-sharing arrangement will not cause the
plan or coverage to cease to be a grandfathered health plan so long as the formula for
determining an out-of-pocket limit remains the same as on March 23, 2010.
Consequently, even if an employee's pay increases and as a result the employee faces
an increased out-of-pocket limit, such a modification would not cause the plan to lose
grandfather status.

For a copy of the FAQs, click on http://www.dol.gov/ebsa/fags/fag-aca5.html

IRS RELEASES 2010 FORM 2441 AND INSTRUCTIONS

The Internal Revenue Service (IRS) has released Form 2441 ("Child and Dependent
Care Expenses") and its accompanying instructions for the 2010 tax year. Form 2441 is
a dual-purpose form that is required to be filed with a taxpayer’'s Form 1040 to
determine the amount of their dependent care tax credit (DCTC) or to establish that the
amounts reported in Box 10 of Form W-2 representing benefits received by an
employee under an employers dependent care assistance plan (DCAP) do not
constitute taxable income.

The 2010 versions of both forms are substantially the same as the previous year’s
version. However, the 2010 version has been streamlined to decrease the number of
lines on which information must be entered.

For a copy of the 2010 Form 2441 and Instructions, please click on the links provided
below:

Form: http://www.irs.gov/publ/irs-pdf/f2441.pdf

Instructions: http://www.irs.qov/publ/irs-pdf/i2441.pdf
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IRS RELEASES 2011 PUBLICATION 15

The Internal Revenue Service has released the 2011 Publication 15 commonly known
as Circular E - Employer's Tax Guide. Publication 15 provides the basic employment tax
information needed by all employers and includes the 2011 Percentage Method Tables
and Wage Bracket Tables for income tax withholding developed as a result of the Tax
Relief Act. Please see the December Tech Flex for additional information [LINK]

The 2011 version of Publication 15 has no major changes to that of the 2010 version;
however, below are a few of the statements made in the 2011 “What's New”
Introduction.

Social security and Medicare tax for 2011

For 2011, the employee tax rate for social security is 4.2%.The employer tax rate for
social security remains unchanged at 6.2%. The 2011 social security wage base limit is
$106,800. In 2011, the Medicare tax rate is 1.45% each for employers and employees,
unchanged from 2010. There is no wage base limit for Medicare tax. Employers should
implement the 4.2% employee social security tax rate as soon as possible, but not later
than January 31, 2011. After implementing the new 4.2% rate, employers should make
an offsetting adjustment in a subsequent pay period to correct any overwithholding of
social security tax as soon as possible, but not later than March 31, 2011.

Making Work Pay credit
The Making Work Pay credit expires on December 31, 2010. As a result:

e The income tax withholding tables for 2011 are not adjusted for the Making Work
Pay credit.

« There is no longer an optional additional withholding adjustment for pensions.

e The procedure for withholding on wages of nonresident aliens has been
modified.

COBRA premium assistance credit extended

The credit for COBRA premium assistance payments has been extended. It now applies
to premiums paid for employees involuntarily terminated between September 1, 2008,
and May 31, 2010, and to premiums paid for up to 15 months.

8
Tech Flex: January 2011, Volume |


http://westnsc.adp.com/fsa%5Fcobra/tf/Tech_Flex_Newsletter_December_2010.pdf

Advance payment of earned income credit (EIC)

The option of receiving advance payroll payments of EIC expires on December 31,
2010. Individuals who received advance payments of EIC in 2010 must file a 2010
federal income tax return. Individuals eligible for EIC in 2011 can still claim the credit
when they file their 2011 federal income tax return. In addition, if any of your employees
expect to be eligible for the EIC and will have income tax withheld from wages in 2011,
they may reduce their withholding in order to receive the benefit of a portion of the credit
throughout the year.

Federal tax deposits must be made by electronic funds transfer

Beginning January 1, 2011, you must use electronic funds transfer to make all federal
tax deposits (such as deposits of employment tax, excise tax, and corporate income
tax). Forms 8109 and 8109-B, Federal Tax Deposit Coupon, cannot be used after
December 31, 2010. Generally, electronic fund transfers are made using the Electronic
Federal Tax Payment System (EFTPS). If you do not want to use EFTPS, you can
arrange for your tax professional, financial institution, payroll service, or other trusted
third party to make deposits on your behalf. Also, you may arrange for your financial
institution to initiate a same-day tax wire payment on your behalf. EFTPS is a free
service provided by the Department of Treasury. Services provided by your tax
professional, financial institution, payroll service, or other third party may have a fee.

For a copy of the 2011 Publication 15, please click on the link provided below:

http://lwww.irs.gov/publ/irs-pdf/p15.pdf

2011 VERSION OF PUBLICATION 15-B ISSUED

The 2011 version of Publication 15-B has been released by the Internal Revenue
Service. This publication which is a supplement to Publication 15 discussed in the
previous article is a useful reference for employers on the tax treatment of fringe
benefits. Specifically, it contains information for employers on the employment tax
treatment of various fringe benefits, including accident and health coverage, adoption
assistance, company cars and other employer-provided vehicles, dependent care
assistance, educational assistance, employee discount programs, group-term life
insurance, moving expense reimbursements, health savings accounts (HSAs), and
transportation benefits. It is important to note that Publication 15-B uses the term
"employment taxes" to refer to federal income tax withholding as well as Social Security
and Medicare (FICA) and federal unemployment (FUTA) taxes.

The 2011 version of Publication 15-B is substantially similar to the 2010 version.
However, the 2011 version includes a summary of the requirements for simple cafeteria
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plans. If certain conditions are met, simple cafeteria plans are treated as meeting
certain nondiscrimination requirements and are available to eligible small employers for
years beginning on or after January 1, 2011.

NOTE: The 2011 version of Publication 15-B was released before the enactment of
legislation under which the 2010 combined monthly limit for qualified transit pass and
vanpooling benefits was extended through 2011. See December Tech Flex for further
details [LINK]). Therefore, the publication reflects a decrease in the combined
transit/vanpooling limit for 2011, which is not longer applicable. On December 23, 2010,
the Internal Revenue Service (IRS) on December 23, 2010 announced via Revenue
Procedure 2011-12 that the monthly transit and parking limits for 2011 will remain at
$230 per month.

The IRS posted on its website [LINK] the following information to correct the erroneous
information contained in Publication 15-B in relation to the monthly transit limit.

“The Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act of
2010 (P.L. 111-312), enacted on December 17, 2010, extended the increased monthly
amount ($230) that can be excluded from wages for combined commuter highway
vehicle transportation and transit pass benefits. Please note the following changes.

e On page 6, in the row for Transportation (commuting) benefits, the amount for
rides in a commuter highway vehicle and/or transit passes is $230.

e On page 21, under Exclusion from wages, the amount in the first bullet for
combined commuter highway vehicle transportation and transit passes is $230.

e On page 24, under Exception for independent contractors, the amount that
cannot be excluded for transit passes is any amount over the monthly value of
$230.

P.L. 111-312 did not extend the benefits for volunteer firefighters and emergency
medical responders discussed on pages 21 and 22. These benefits expired on
December 31, 2010.

Additional Guidance

Notice 2009-95, which is referenced on page 20, has been superseded by Notice 2010-
94. Notice 2010-94 will be published in Internal Revenue Bulletin 2010-52 on December
27, 2010.”

For a copy of the 2011 version of Publication 15-B, please click on the following link:

http://www.irs.gov/pub/irs-pdf/p15b.pdf
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IRS ISSUES 2011 FORM W-2 AND INSTRUCTIONS

The Internal Revenue Service (IRS) released the 2011 Wage and Tax Statement
commonly known as Form W-2 and its accompanying instructions. Form W-2 is used to
report to the IRS wages paid to employees and also to report Federal Insurance
Contributions Act (FICA) contributions to the Social Security Administration. Employers
must complete a Form W-2 for each employee to whom they pay a salary, wage, or
other compensation as part of the employment relationship. An employer must deliver
the Form W-2 to employees on or before January 31 of the calendar year. The Form W-
2 reports income on a calendar year (January 1 through December 31) basis,
regardless of the fiscal year used by the employer or employee for other Federal tax
purposes.

The 2011 version of the Form W-2 is modified from the 2010 version as follows:
Advanced Earned Income Payments Eliminated

The advanced earned income credit payment option is eliminated for tax years
beginning on or after January 1, 2011. As a result, Box 9 (“Advance EIC payment”) has
been shaded and should not be utilized.

Employee Social Security Withholding

The Tax Relief, Unemployment Insurance Reauthorization, and Job Creation Act of
2010 has temporarily reduced the rate of social security tax withholding (for employees

only) from 6.2% to 4.2% for wage payments made in 2011.

Interim Relief for Form W-2 Reporting of Cost of Group Health Insurance
Coverage

Code DD is added to Box 12 of the 2011 Form W-2 to report the cost of employer-
sponsored health coverage. However, the reporting of the cost of employer-sponsored
health coverage will not be mandatory in 2011.
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Increase in Information Return Penalties

The penalties for failure to file correct information returns and failure to furnish correct
payee statements have increased. The 2011 penalties for specified failures (e.g. fail to
timely file) are as follows:

e $30 per Form W-2 if you correctly file within 30 days (by March 30 if the due date is
February 28); maximum penalty $250,000 per year ($75,000 for a small business).
Previously the penalties were $15, $75,000 and $25,000 respectively.

e $60 per Form W-2 if you correctly file more than 30 days after the due date but by
August 1, 2012; maximum penalty $500,000 per year ($200,000 for a small
business). Previously the penalties were $30, $150,000 and $50,000 respectively.

e $100 per Form W-2 if you file after August 1, 2012, or you do not file required Forms
W-2; maximum penalty $1,500,000 per year ($500,000 for a small business).
Previously the penalties were $50, $250,000 and $100,000 respectively.

For a copy of the 2011 Form W-2 and Instructions, please click on the links provided
below:

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

Instructions: http://www.irs.gov/pub/irs-pdf/iw2w3.pdf

2011 FORM W-4 RELEASED

The Internal Revenue Service released the 2011 version of the “Employee’s
Withholding Allowance Certificate” (commonly known as Form W-4). Form W-4 provides
the information necessary for the employer to determine the amount to withhold from
the employee’s wages for federal income tax (FIT). The information provided on Form
W-4 includes the number of withholding allowances the employee is claiming, his or her
marital status and any additional amounts the employee wishes to have withheld. This
information in conjunction with the withholding methods and tables presented in
Publication 15 determine the amount of FIT that should be withheld from an employee’s

pay.

Employees who claimed exempt status in 2010 and choose to continue the exemption
for 2011 are required to submit a new Form W-4 claiming exemption to their employer
no later than February 16, 2011. If a new form is not filed, employers are to begin
withholding as if the employee were single claiming no withholding allowances until the
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employee submits a new Form W-4. Individuals cannot claim the exemption if income
exceeds $950 (unchanged from 2010), includes more than $300 in unearned income,
and can be claimed as a dependent on another person's tax return.

For a copy of the 2010 W-4, please click on the link below:

http://lwww.irs.qgov/pub/irs-pdf/fw4.pdf

MULTIPLE STATES ISSUE GUIDANCE ON TAXATION OF
HEALTH CARE

As a result of health care reform, effective March 30, 2010, the general exclusion from
income in relation to federal income tax for medical expense reimbursements under an
employer provided accident or health plan is extended to any child of an employee who
has not attained age 27 as of the end of the taxable year. For more information, please
see the May 2010 Tech Flex [LINK].

However, a number of states have not amended their revenue codes to conform to the
Internal Revenue Code as amended on March 30, 2010 to allow the tax exclusion as
described above in relation to state income tax. Consequently, an employee may
receive the value of employer provided coverage for an adult child on a tax-free basis
for federal income tax purposes but on a taxable basis for state income tax purposes.
Recently, the nonconforming states of lowa, Kentucky, Minnesota and Oregon released
guidance on this issue as summarized below:

lowa: Although the lowa tax statutes do not conform to the federal Internal Revenue
Code as amended on March 30, 2010, the lowa Department of Revenue determined

that “the value of health care coverage provided for a nonqualified dependent ages 25
and 26 is not subject to lowa income tax.”

Per the lowa Department of Revenue:

“Federal Tax Provisions/Health Care Coverage for Nonqualified Dependents

Coupling with Federal Tax Provisions

The Tax Relief, Unemployment Insurance Reauthorization and Job Creation Act of 2010
passed by Congress in December 2010 contains a number of tax provisions that will be
allowed for federal tax purposes for the 2010 tax year. At this time, lowa is not coupled
with these tax provisions that affect the computation of lowa adjusted gross income.
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The lowa legislature during its upcoming 2011 session will make a determination on
whether these federal tax provisions will be allowed on the lowa return for 2010.

Value of Health Care Coverage for Nonqualified Dependents

The federal health care bill passed by Congress in 2010 provided for health care
coverage for nonqualified tax dependents through age 26. This federal legislation also
provided that the value of this health care coverage is not subject to federal income tax.

Prior to the passage of the federal legislation, lowa provided for health care coverage
for nonqualified dependents through age 24. In addition, lowa Code §422.7(29A)
provided that the value of health care coverage for a nonqualified dependent was not
subject to lowa income tax. A deduction could be claimed on the lowa income tax return
for the value of this coverage that was included in federal income.

The Department has determined that lowa Code §422.7(29A) provides that the value of
health care coverage provided for a nonqualified dependent ages 25 and 26 is not
subject to lowa income tax. This will result in the same treatment of health care
coverage for nonqualified dependents for both federal and lowa income tax purposes. In
addition, to the extent the value of health insurance for nonqualified dependents up to
age 25 was included as income on the federal return, an adjustment should be made on
line 24 of the IA 1040.”

For a copy of the lowa announcement, please click on the link provided below,

http://www.iowa.gov/tax/news/couplehealth.html

Kentucky: The Kentucky Department of Revenue (KDOR) notified employers that
Kentucky did not automatically adopt for personal income tax purposes the changes to
gross income and deductions enacted by the Patient Protection and Affordable Care Act
of 2010 or the amending Health Care and Education Reconciliation Act of 2010.
Kentucky remains under the Internal Revenue Code (IRC) in effect as of December 31,
2006, and legislative action by the General Assembly would be required to update the
Kentucky Revenue Code to conform to the now amended IRC.

In relation to whether Kentucky adopted the federal income tax treatment of the
extended health care insurance coverage for adult children under age 27, the KDOR
has stated that Kentucky is required by law to follow the IRC in effect on December 31,
2006. Therefore, those employees who have adult children that would now qualify for
health insurance under the new federal law would not be able to receive the same tax
treatment as allowed under federal law in relation to Kentucky state income tax
purposes.
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Accordingly the KDOR advises that beginning January 1, 2011, employers should treat
the amounts paid for adult children as being paid with post-tax dollars for Kentucky
income tax purposes if those adult children are not eligible for the gross income
exclusion under the IRC of December 31, 2006. An adjustment would need to be made
for this difference between federal and Kentucky wages on the W-2.

For a copy of the Kentucky Department of Revenue, Employer Health Insurance
Notification, please click on the link provided below:

http://revenue.ky.gov/NR/rdonlyres/553C6A8D-CFF3-4074-B805-
1315A1C15B46/0/2010employerhealthinsurancenotification.doc

Minnesota: Minnesota did not adopt the federal Internal Revenue Code as amended on
March 30, 2010 in relation to the taxation of the value of coverage provided by an
employer to the child of an employee. However, updated information from the state’s
Department of Revenue (DOR) states that employers won't be required to withhold
taxes from federally exempt employer-provided benefits until the state legislature has an

opportunity to address the federal changes at its session beginning in January. DOR will

require employers completing employees’ 2010 Forms W-2 to include as state wages in

Box 16 the fair market value of health insurance benefits for adult, nondependent
children younger than age 27 using COBRA rates.

Per the Minnesota DOR:

“On March 23, 2010, President Obama signed into law the Patient Protection and
Affordable Care Act. Two provisions of the Act affect the taxability of employer provided
benefits. The first change exempts from income the value of health insurance benefits
provided to nondependent children of employees under age 27. This provision was
effective for federal purposes on March 30, 2010. The other change increases the
maximum allowable exemption from income for employer provided adoption expenses.
For 2010, the maximum was increased to $13,170 per child, a $1,000 increase from
former law. This provision is effective for federal purposes for benefits provided in 2010.

The 2010 Minnesota legislature did not enact legislation incorporating into Minnesota
law any of the changes to the Internal Revenue Code contained in the Act.

In the absence of such legislation, Minnesota law includes in the definition of “wages”
for purposes of income tax withholding both the fair market value of insurance benefits
provided to nondependent adult children of employees and the amount of adoption
benefits paid in excess of $12,170 per child.

However, until the Minnesota legislature has had the opportunity to fully address
adoption of the provisions contained in the Act, the Department of Revenue will not
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require employers to withhold taxes from those federally exempt employer provided
benefits. The Minnesota legislature will reconvene January 4, 2011.

Since employees will be required to include those federally exempt benefits as income
on their 2010 Minnesota income tax returns unless Minnesota law is changed, the
Department of Revenue encourages employers to share this information with affected
employees so the employees can decide whether to elect additional withholding if they
are concerned about being sufficiently withheld. Employees can elect additional
Minnesota withholding by completing Form W-4MN, Minnesota Employee Withholding
Allowances/Exemption Certificate.

How to report to Minnesota:

When completing 2010 Forms W-2 for your employees, you must include the
following on box 16 (State wages):

The fair market value of health insurance benefits for adult nondependent
children younger than age 27. Valuation should be determined by using COBRA
rates.

Employer-provided adoption expenses greater than $12,170 per child.”

For a copy of the Minnesota announcement, please click on this link:

http://taxes.state.mn.us/withholding/pages/other supporting content whats new empl
overs 10.aspx

Oregon: The Oregon Department of Revenue (DOR) announced that although the state
legislature may act to adopt the amended Internal Revenue Code in relation to the
taxation of adult child coverage that employers in the meantime must include the health
care coverage value provided to an “Affordable Care Act Child” (ACH Child). The
amount should be reported in the 2010 Form W-2 Box 14, Other, and labeled as “ACA
Child.” The Oregon DOR stated that state wages shown in Box 16 should not be
modified based on the health care value coverage amount.
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The Oregon Department of Revenue Payroll Tax News states as follows:
“l. Updates:
Withholding Tax Formulas:

The “Withholding Tax Formulas” have been updated for 2011 and are located in a PDF
format at http://www.oregon.gov/DOR/BUS/payroll_updates.shtml

The withholding tax tables will be modified effective Jan.1, 2011. However, the
publishing of the tables will depend on when the federal tax law extending the federal
tax cuts has been resolved.

Affordable Care Act:

As a result of changes made by the recently enacted Affordable Care Act, health
coverage provided for an employee's child under 27 years of age is now generally tax-
free to the employee for federal purposes, effective March 30, 2010. Previous law
allowed such treatment for dependents under 19 years of age, or under 24 if the
dependent was a student,

Oregon has not adopted these changes. As a result, any expanded coverage
provided for adult children under the Affordable Care Act is taxable income to the
employee receiving the benefit for Oregon purposes. The legislature may act to adopt
this exclusion in the 2011 session, but at this time it cannot be predicted with any
certainty that such action will occur.

The department recommends that employers take the necessary steps to include these

amounts on the affected employee’s W-2 statement for tax year 2010. Please report this

amount in Box 14 and label this amount “ACA Child.” Do not modify the state wages in
Box 16. This will allow taxpayers to easily identify the appropriate amount of income to
report if the legislature does eventually decide to exclude these amounts from Oregon
taxable income. We will post further updates and instructions to taxpayers on our
website in January.”

For further updates, please access the website below.

http://www.oregon.qov/DOR/BUS/payroll updates.shtml
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NEW YORK TIPPED EMPLOYEE MINIMUM WAGE CHANGE

Effective January 1, 2011, the minimum wage for service employees will be $5.65 per
hour. Credit for tips may not exceed $1.60 per hour, provided that the total of tips
received plus wages equals or exceeds $7.25 per hour. For resort hotels, the minimum
wage for service employees is $4.90 per hour, and credit for tips may not exceed $2.35
per hour, if the weekly average of tips is at least $4.10 per hour. The minimum wage for
food service workers will be $5.00 per hour, and credit for tips may not exceed $2.25
per hour, provided that the total of tips received plus the wages equals or exceeds
$7.25 per hour.

The Department of Labor will allow employers in these industries an implementation
period to run through February 28, 2011, to make necessary payroll system changes
needed to come into compliance with the requirements of the rule. As of March 1, 2011,
or their next regularly scheduled pay day following March 1, 2011, all employees
covered by the rule must be paid any additional wages owed to them on account of the
rule, computed retroactively to January 1, 2011.

It is important to note the New York state minimum wage for workers other than tipped
employees will remain at $7.25 for 2011.

ILLINOIS AMENDS DOMESTIC CRIME VICTIM LEAVE LAW

The lllinois Victims' Economic Security and Safety Act (Act) has been amended to
stipulate that an employee working for an employer that employs at least 15 employees
is entitled to leave under the Act. Previously, only employees working for an employer
employing at least 50 employees were entitled to leave when a victim of domestic
crime. This change became effective on December 3, 2010.

Under the amended rules, an employee working for an employer that employs at least
15 but not more than 49 employees shall be entitled to a total of 8 workweeks of leave
during any 12-month period. As was the case previous to the amendment to the Act, an
employee working for an employer that employs at least 50 employees shall be entitled
to a total of 12 workweeks of leave during any 12-month period.

820 ILCS 180/20 now reads in part as follows:

“An employee who is a victim of domestic or sexual violence or has a family or
household member who is a victim of domestic or sexual violence whose interests are
not adverse to the employee as it relates to the domestic or sexual violence may take
unpaid leave from work to address domestic or sexual violence by:

(A) seeking medical attention for, or recovering from, physical or psychological injuries
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caused by domestic or sexual violence to the employee or the employee's family or
household member;

(B) obtaining services from a victim services organization for the employee or the
employee's family or household member;

(C) obtaining psychological or other counseling for the employee or the employee's
family or household member;

(D) participating in safety planning, temporarily or permanently relocating, or taking
other actions to increase the safety of the employee or the employee's family or
household member from future domestic or sexual violence or ensure economic
security; or

(E) seeking legal assistance or remedies to ensure the health and safety of the
employee or the employee's family or household member, including preparing for or
participating in any civil or criminal legal proceeding related to or derived from domestic
or sexual violence.

(2) Period. Subiject to subsection (c), an employee working for an employer that
employs at least 50 employees shall be entitled to a total of 12 workweeks of leave
during any 12-month period. Subject to subsection (c), an employee working for an
employer that employs at least 15 but not more than 49 employees shall be entitled to a
total of 8 workweeks of leave during any 12-month period. The total number of
workweeks to which an employee is entitled shall not decrease during the relevant 12-
month period. This Act does not create a right for an employee to take unpaid leave that
exceeds the unpaid leave time allowed under, or is in addition to the unpaid leave time
permitted by, the federal Family and Medical Leave Act of 1993.”

Please contact ADP National Account Services for further information at:
21520 30" Drive SE Suite 200 Bothell, WA 98021Phone: (425) 415-4800 Fax: (425) 482-4527

ADP National Account Services does not make any representation or warranty that the information contained in this newsletter,
when used in a specific and actual situation, meets applicable legal requirements. This newsletter is provided solely as a courtesy
and should not be construed as legal advice. The information in this newsletter represents informational highlights and should not
be considered a comprehensive review of legal and compliance activity. Your legal counsel should be consulted for updates on law
and guidance that may have an impact on your organization and the specific facts related to your business.

**Please note that the information provided in this document is current as of the date it is originally published.**
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