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INTERIM FINAL RULE ON GRANDFATHERED STATUS
RELEASED

As noted in previous versions of Tech Flex, this past March, health care reform
legislation was enacted into law. Specifically, the “Patient Protection and Affordable
Care Act” and the “Health Care and Education Affordability Reconciliation Act of 2010”
were signed into law by President Obama on March 23 and March 30 2010,
respectively.

One of the provisions of health care reform was the mandate that insurers and plan
sponsors alter the coverage provided to meet the requirements of specified insurance
market reforms. These insurance market reforms are effective as of the first plan year
that commences on or after September 23, 2010. For calendar plan years, the effective
date would be January 1, 2011. However, the health care reform legislation provided
that a “grandfathered plan” would be exempt from certain provisions of the insurance
market reform mandate.

Guidance has now been provided in relation to what actions would cause a plan to lose
grandfathered status and result in the loss of exempt status from certain insurance
market reform provisions.

Background:

A “grandfathered plan” is defined as a group health plan (self or fully insured) that is in
effect on March 23, 2010. A grandfathered plan retains grandfathered status even if (i)
family members of a participant who was enrolled in the grandfathered plan on March
23, 2010, are permitted to enroll in the Plan after March 23, 2010; and (ii) new
employees and their families are permitted to enroll in the plan after March 23, 2010. A
grandfathered plan also includes any health insurance coverage maintained pursuant to
one or more collective bargaining agreements between employee representatives and
one or more employers that was ratified before March 23, 2010.

If a plan qualifies as a grandfathered plan, it is exempt from the following health care
reform provisions:

e The requirement to provide health plan information to Health and Human Services.
e The mandate to provide coverage for specified preventive health care services.
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e The meeting of the Section 105 nondiscrimination rules.
e The establishment of internal appeals processes and external claims review.

e The requirement to provide coverage to an adult child to the age of 26 where the
adult child is eligible for employer sponsored coverage other than that of a parent.
Note that this exemption ceases to exist effective with plan years beginning on or
after January 1, 2014.

However, whether a plan is grandfathered or not, it must adhere to the health care
reform provisions in relation to annual and lifetime limits, the prohibition against the
rescission of coverage, the exclusion of pre-existing conditions, waiting periods for
coverage and the restriction on lifetime or annual limits.

For more information on health care reform, please see the March [LINK] April [LINK]
and May 2010 [LINK] editions of Tech Flex.

Interim Final Rule:

On June 14, 2010, the Department of Health and Human Services (HHS), the
Department of Labor (DOL), and the Internal Revenue Service (IRS) together released
the “Interim Final Rule for Group Health Plans and Health Insurance Coverage Relating
to Status as a Grandfathered Plan under the Patient Protection and Affordable Care
Act.” The Interim Final Rule provides guidance on the impact of changes made by an
insurer or plan sponsor to the health insurance coverage or a group health plan in
relation to keeping or losing grandfathered status. In addition, certain administrative
actions are outlined in the guidance whose fulfillment is required in order to maintain
grandfathered plan status.

Permissible Changes

These changes may be made by a health insurance issuer or group health plan without
jeopardizing grandfathered plan status:

e Cost adjustments to keep pace with medical inflation.

e Addition of new benefits.
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e Making modest adjustments to existing benefits.
e Changes to comply with state or federal law.

e Switching to another third party administrator.

e Adding new family members and new employees.

Impermissible Changes

As compared to the polices in effect on March 23, 2010, the following changes will
result in the forfeiture of grandfathered plan status.

e A significant cut or reduction in benefits.

e Anincrease in co-insurance charges.

e The raising of co-payment amounts paid by participants.

e A significant increase in plan deductibles.

¢ A significant decrease in employer contribution toward cost of coverage.
e The changing of insurance companies.

Grandfathered Plan Status Administrative Requirements

Under the Interim Final Rule, a health insurer or group health plan must satisfy the
following administrative requirements in order to maintain grandfathered plan status.

e Maintain records that document policy and plan terms that were in effect on March
23, 2010.

e Maintain all documents necessary to verify, explain, or clarify its status as a
grandfathered plan.
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e Participants, beneficiaries, subscribers, or state or federal agencies must be
afforded the opportunity to inspect the documents upon request to verify the plan’s
status as a grandfathered plan.

¢ Include a disclosure statement in any plan materials provided to participants
describing the benefits under the plan and the plan’s assertion that it is a
grandfathered plan as defined under the health care reform provisions. In addition,
the insurer or plan must provide contact information for questions and complaints
including the DOL and plan administrator contact information. A model notice has
been provided in the Interim Final Rule to assist insurers and plan sponsors in
meeting the statement obligation.

For further information on the Interim Final Rule, please access the following links
provided by the DOL.:

Interim Final Rule

http://edocket.access.gpo.gov/2010/pdf/2010-14488.pdf

Fact Sheet

http://www.healthreform.gov/newsroom/keeping the health plan you have.html

Frequently Asked Questions

http://healthreform.gov/about/grandfathering.html

Grandfathered Status Model Notice

http://www.dol.gov/ebsa/grandfatherregmodelnotice.doc
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IRS RELEASES 2011 HSA CONTRIBUTION LIMITS

On May 24, 2010, the Internal Revenue Service (IRS) via Revenue Procedure 2010-22,
released inflation-adjusted health savings account (HSA) contributions and high-
deductible health plan (HDHP) limitations for calendar-year 2011.

These limits are indexed for inflation and released annually by June 1 for the following
year as established under the Tax Relief and Health Care Act of 2006. As a result of
the lack of cost-of-living inflation, the HSA contribution limits will remain unchanged from
2010. The IRS stated the following in Revenue Procedure 2010-22.

“The amounts for 2011 are unchanged from the amounts for 2010 because, after the
application of the cost-of-living adjustment rules of § 223(g)...the changes in the
Consumer Price Index for the relevant period do not result in changes to the amounts
for 2011.”

2011 annual HSA contribution limits:

Self-only HDHP coverage: $3,050 (up $0 from 2010)
Family HDHP coverage: $6,150 (up $0 from 2010)

2011 annual HDHP minimum deductibles:

Self-only coverage: $1,200 (up $0 from 2010)
Family coverage: $2,400 (up $0 from 2010)

2011 annual HDHP maximum out-of-pocket:

Self-only coverage: $5,950 (up $0 from 2010)
Family coverage: $11,900 (up $0 from 2010)

Catch up contributions for individuals who are age 55 or older increased will remain at
$1,000 for 2011.

For a copy of Revenue Procedure 2010-22 please click on the link provided below.

http://www.irs.gov/pub/irs-drop/rp-10-22.pdf
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CONNECTICUT STATE CONTINUATION COVERAGE
EXTENDED

Governor Rell of Connecticut has signed into law Public Act 10-13 which increases the
maximum continuation coverage period for state continuation coverage from 18 to 30
months for the specified qualifying events of “layoff, reduction of hours, leave of
absence or termination of employment.”

This law impacts only group health insurance policies issued in Connecticut by an
insurance carrier or Health Maintenance Organization (HMO). The impact of the law
specifically excludes the following:

e Self-insured employer health plans including a health care flexible spending
account and health reimbursement arrangement.

e Policies issued outside of Connecticut.
e Separate free-standing policies for dental, vision or prescription drug coverage.

Under the new law insurance carriers and HMOs, in conjunction with the group
policyholder (employer) must provide notice of these new rules to impacted individuals
by July 4, 2010.

“Each insurer and health care center that has issued a group health insurance policy
subject to sections 38a-546 and 38a-554, as amended by this act, shall, in conjunction
with their group policyholders, including employers with fewer than twenty employees,
provide notice of the continuation of coverage period specified in subdivision (1) of
subsection (b) of this section to such individuals set forth in subdivision (1) of this
subsection not later than sixty days after the effective date of this section.”

For a copy of Public Act 10-13, please click on the link provided below:

http://www.cga.ct.gov/2010/ACT/PA/2010PA-00013-R0O0HB-05219-PA.htm
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FTC EXTENDS ENFORCEMENT DEADLINE FOR IDENTIFY
THEFT RED FLAGS RULE

The Federal Trade Commission (FTC) has again delayed the enforcement of the “Red
Flags” Rule from June 1, 2010 to “through” December 31, 2010. Congressional
members who are considering the legislation’s affect of entities covered by the rule
initiated the request.

The Red Flags Rule resulted from passage of the Fair and Accurate Credit Transactions
Act requiring “creditors” and “financial institutions” to put in place steps that detect
identify theft (“red flags”). A “creditor” or “financial institution” that offers or maintains
“covered accounts” must establish written programs to detect, prevent, and mitigate
identify theft in connection with opening or maintaining these accounts.

The Red Flags Rule was effective January 1, 2008 with initial mandatory compliance
required by November 1, 2008. The enforcement of the rule has been postponed
several times. The FTC bulletin released May 28, 2010 further suspends the
enforcement through December 31, 2010.

For more information and to review the FTC May 28, 2010 release click on the link
below:

Federal Trade Commission — Protecting America’s Consumers website:

http://www.ftc.gov/opa/2010/05/redflags.shtm

CMS RELEASES UPDATED ALERT ON HRA MSP
REPORTING

Guidance Released:

On May 28, 2010, the Centers for Medicare and Medicaid Services (CMS) released an
updated alert bulletin regarding the new Medicare Secondary Payer (MSP) reporting
requirements for Health Reimbursement Arrangements (HRAs). The new reporting
requirements are a result of the Medicare Secondary Payer Mandatory Reporting
Provisions in Section 111 of the Medicare, Medicaid and SCHIP Extension Act of 2007.
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Group Health Plans (GHPs) generally began reporting effective January 1, 2009 and
liability insurance plans, workers’ compensation plans, no-fault insurance plans
generally began reporting effective July 1, 2009. Effective May 1, 2010, responsible
reporting entities (RREs) must begin registration with the CMS Coordination of Benefits
Contractor (COBC) to arrange and establish quarterly electronic reporting to identify
active individuals covered by the employer’'s HRA plan who are entitled to Medicare.
Actual quarterly reporting to the COBC begins during the 4t quarter of 2010 based on
the effective date of the HRA and the assigned COBC file submission date. RREs
generally include insurers, third party administrators (TPAs), and the plan
administrator/fiduciary for self-insured and self-administered plans.

CMS Alert Update:

The CMS alert bulletin updated reporting requirements for HRA'’s and clarified the points
as shown below:

e Only HRA coverage that reflects an annual benefit value of $1000 or more is to be
reported. HRAs with an annual benefit amount of less than $1000 are exempt from
reporting.

e HRA-only RREs are to begin registering for Section 111 reporting on the COBSW
immediately, in order to complete the registration process by June 30, 2010. As
previously announced, the HRA Section 111 registration period started May 1,
2010.

e The data submission testing period for HRAs will begin July 1, 2010.
e Production reporting of HRA coverage information will begin October 1, 2010.

e HRA coverage should be reported in the RRE’s regular quarterly MSP Input File
which is submitted during the file submission timeframe assigned to the applicable
RRE ID. Since future dates cannot be accepted in the Effective Date Field of the
MSP Input File, HRA coverage should be reported as soon as possible after the
effective date of the coverage, during the RRE’s assigned file submission timeframe
in the 4th Calendar Quarter 2010 (for HRAs effective 10/1/2010), or 1st Calendar
Quarter 2011 (for HRAs effective 1/1/2011).
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¢ No retroactive reporting is required for HRA coverage. Only HRA coverage with
effective dates of 10/1/2010 and subsequent must be reported.

e Termination Dates are only to be submitted when the covered individual loses or
cancels coverage, not when the annual benefit value is reached. If HRA coverage
continues year to year, then the record must be reported and left with an open-
ended Termination Date as is done with non-HRA GHP coverage reporting. A
Termination Date should not be reported unless the HRA coverage is not continued
or renewed in the subsequent year.

e HRA coverage is to be reported using a value of ‘R’ in Coverage Type (Field 8) on
MSP Input File Detail Records.

For additional information and copy of the alert, please click on the link provided below:

http://www.cms.gov/MandatorylnsRep/09 Alerts.asp#TopOfPage

ARIZONA CLARIFIES INCOME TAX WITHHOLDING RULES
EFFECTIVE JULY 1, 2010

The Arizona Department of Revenue (ADOR) has released the new “Employee’s
Arizona Withholding Percentage Election” and Arizona Form A-4 “Employer’s
Instructions for the Employee’s Arizona Withholding Percentage Election” for use in
relation to wages paid on or after July 1, 2010.

The release of these documents was required as a result of Arizona Senate Bill 1185
which amended the amounts required to be withheld for Arizona withholding purposes.

Through June 30, 2010, the amount required to be withheld is a specified percentage of
federal withholding. However, for amounts withheld on or after July 1, 2010, the amount
required to be withheld will no longer be a percentage of federal withholding. Amounts
withheld on or after July 1, 2010, must be based on a table provided by ADOR. As of
this date, the ADOR withholding table will be based on a percentage of gross taxable
wages as defined under federal law and that will be included in Box 1 of the employee's
federal Form W-2 at the end of the calendar year (i.e. gross wages net of pretax
deductions, such as the employee's portion of health insurance premiums).
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In addition, the rules in relation to employees who fail to complete the Arizona
Form A-4 will be modified for wages paid after June 30, 2010. These rules are
different depending on whether the employee is a new or current employee:

New Employees

New employees must complete this form within the first five days of employment. If the
employee does not complete this form, the employer must withhold 2.7% of the
employee's gross taxable wages, until the employer receives a completed form from the
employee.

Current Employees

Current employees must complete this form to elect a different Arizona withholding
percentage or to change the additional amount designated to be withheld from each
paycheck. If the employee wants to increase or decrease the amount of Arizona
withholding, the employee must complete this form to change the Arizona withholding
percentage or change the additional amount designated to be withheld each paycheck.
To facilitate the transition to the new rates, for existing employees who have not filed a
revised Arizona Form A-4, employers may use the following table:

If the Employee's Then use this rate for
withholding rate before wages paid after June 30,
July 1, 2010, was: 2010:
0% 0%

20.3% 1.8%

24.5% 2.7%

26.7% 3.6%

33.1% 4.2%

39.5% 5.1%

However, for any employee previously relying on their federal election to be exempt
from Arizona withholding, an employer must obtain a revised Form A-4 with an Arizona
exemption election or withhold at a rate of 2.7% until the employer receives a completed
form from the employee.
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For a copy of the revised Arizona withholding forms, please click on the link provided
below:

http://www.azdor.gov/Forms/Withholding.aspx

For a copy of the revised “Employer's Instructions for the Employee's Arizona Form
Arizona Withholding Percentage Election”, please click on the link provided below:

http://www.azdor.gov/LinkClick.aspx?fileticket=2b6INOKniMQ%3d&tabid=265&mid=921

FLORIDA INCREASES CREDITOR GARNISHMENT EXEMPT
AMOUNT

The state of Florida has enacted legislation effective October 1, 2010, that increase the
amount of wages of a head of household which is exempt from garnishment as follows:

Under Florida Senate Bill 492, all of the disposable earnings of a head of a family,
whose disposable earnings are less than or equal to $750 a week are exempt from
attachment or garnishment, unless such person has agreed otherwise in writing. The
exemption through September 30, 2010 is $500 per week.

Under Florida law for garnishment of wage purposes, disposable earnings means that
part of the earnings of any head of family remaining after the deduction from those
earnings of any amounts required by law to be withheld.

For a copy of Florida Senate Bill 492, please click on the link below:

Florida Senate Bill 492

SOUTH DAKOTA CONTINUING LIEN TIME FRAME
EXTENDED

As a result of South Dakota House Bill 1092 (HB 1092), the time period for a continuing
lien on wages based on a garnishment order is increased from 60 days to 120 days.
Under the revised rules, the garnishee (e.g. employer) must continue to hold the
nonexempt portion of the defendant's earnings as they accrue through the last payroll
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period ending on or before 120 days from the effective date of the garnishee summons,
or until the sum held equals the amount stated in the garnishee summons, or until the
employment relationship terminates, whichever first occurs.

In addition, HB 1092 requires that the plaintiff at the time of the expected termination of
the lien, must mail to the garnishee an additional copy of the disclosure form “upon
which the garnishee within 10 days shall make further disclosure.”

For a copy of HB 1092, please click on the link provided below:
http://legis.state.sd.us/sessions/2010/Bills/HB1092ENR.pdf

PENNSYLVANIA PROVIDES CHILD SUPPORT LUMP SUM
PAYMENT GUIDANCE

The state of Pennsylvania via its Spring 2010 edition of the Unemployment
Compensation Issues Update has clarified that bonuses and lump-sum payments are
considered sources of income and attachable for collection of arrears owed by non-
custodial parents in child support cases. In addition, Pennsylvania employers may
withhold up to 65 percent of the employee’s bonus or lump-sum payment. There is no
minimum threshold amount for employers to consider when reporting bonuses or other
lump-sum payments.

Employers are encouraged to contact the Bureau of Child Support Enforcement, or
BCSE, Division of Central Operations, at 1.800.932.0211 to report employees who are
income-attached for child support and scheduled to receive a bonus or other lump-sum
payment. Employers will be asked to provide:

« Employee’s name
o Case Identifier number listed on the Income Withholding Order

o The last four digits of the employee’s Social Security number

The information may be sent via fax, e-mail or included in an Excel spreadsheet
attachment to an e-mail to Kirsten Houghton at khoughton@state.pa.us. The
information may also be faxed to 717.787.0297; or mailed to: BCSE, Attn: Kirsten
Houghton, P.O. Box 8018, Harrisburg, PA 17105.
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For a copy of the Spring 2010 Pennsylvania Unemployment Compensation Issues
Update, please click on the link provided below:

http://www.portal.state.pa.us/portal/server.pt?open=514&objlD=598854&mode=2

CONNECTICUT ENACTS FAMILY VIOLENCE LEAVE LAW

On June 7, 2010, Connecticut Governor Jodi Rell signed into law House Bill 5497 that
entitles employees who are victims of family violence to take a leave of absence from
work. Although Connecticut law already provides a right to leave for employees who
are victims of certain crimes to attend court proceedings and participate in a police
investigation relating to the crime, this new provision provides additional reasons for
victims of family violence to take leave. The law is effective October 1, 2010.

Under the law, “family violence” is an incident resulting in physical harm, bodily injury or
assault, or an act of threatened violence that constitutes fear of imminent physical harm,
bodily injury or assault between family or household members. Verbal abuse or
arguments generally will not constitute “family violence” unless there is a present
danger and the likelihood that physical violence will occur.

Leave Entitlement

Employers with three employees or more are required to provide up to 12 days of leave
to employees who are victims of family violence for the following reasons:

e to seek medical care or psychological or other counseling for physical or
psychological injury or disability for the victim;

e to obtain services from a victim services organization on behalf of the victim;
e to relocate due to such family violence; or

e to participate in any civil or criminal proceeding related to or resulting from such
family violence.
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All employees of employers with three or more employees are eligible for leave due to
family violence regardless of the length of time, or number of hours, the employee has
worked for the employer. The leave may be paid or unpaid and may include
compensatory time, vacation time, personal days off or other time off.

In addition, the Connecticut leave law prohibits the discharging or penalizing of
employee who seeks to exercise his or her rights to leave from work due to family
violence for the reasons outlined above.

For a copy of House Bill 5497, please click on the link provided below:

http://www.cga.ct.gov/2010/ACT/PA/2010PA-00144-RO0HB-05497-PA.htm

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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