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The federal health care reform law,
the Patient Protection and Afford-
able Care Act, requires employ-
ers to report the cost of employ-
er-sponsored health coverage on
employees’ W-2 forms. The IRS
recently released additional infor-
mation on this requirement: Notice
2011-28, available at http://www.
irs.gov/pub/irs-drop/n-11-28.pdf.

This article summarizes the addi-
tional information, including the
effective date, how to calculate the
cost of coverage, which benefits
(e.g., vision and dental) to include
in the calculation, and certain ex-
ceptions. The cost of health cov-
erage is reported in Box 12 of the

W-2 form, under code DD.

It’s important to note the require-
ment to report the cost of the
health coverage on an employee’s
W-2 does not mean the value of the
health coverage is included in the
employee’s taxable income. The
reporting requirement is for in-
formational purposes only and the
cost of the health coverage is not
included in the employee’s taxable
income.

Effective Date

Under previous guidance from the
IRS, the W-2 reporting requirement
was waived for 2011. The new
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guidance confirms that large em-
ployers (250+ employees) are not
required to report the cost of health
coverage on W-2 forms issued for
2011 (typically issued in January
2012). Large employers will need
to report the cost of coverage on
W-2 forms issued for 2012 (those
issued in January 2013). Notably,
the new guidance indicates that
large employers will not have to re-
port the cost of coverage on interim
W-2 forms requested by employees
before the end of the calendar year.
Therefore, the first time that large
employers are required to report
the cost of health coverage is on the
W-2 forms issued in January 2013
(for 2012 wages).

For smaller employers (employ-
ers required to file fewer than 250
Forms W-2 for the preceding cal-
endar year), Notice 2011-28 states
that they are not subject to the
reporting requirement for health
coverage until and unless required
to comply at a later date by subse-
quent guidance, and in no instance
will this requirement be imposed
prior to W-2 forms issued in Janu-
ary 2014 for 2013 wages.

Calculating the Cost of Cover-
age

Employee Contributions Includ-
ed: The reported cost of coverage



includes both the amount paid by
the employer and the amount paid
by the employee. So, if an em-
ployer contributes $900/month for
the employee’s coverage and the
employee contributes $100/month
for each month in a calendar year,
the amount reported on the W-2 for
the year is $12,000.

Cost of Dependent Coverage
Included: The reported cost of
coverage includes the cost of cov-
erage for any other persons cov-
ered under the plan as a result of
the relationship with the employee
(e.g., spouse, children, domestic
partner, etc.). So, if an employee
elects family health coverage that
costs a total of $2,000/month, the
annual cost reported on the em-
ployee’s W-2 will be $24,000. If
an employee changes coverage
during the year (for example, add-
ing a new dependent), the reported
cost of coverage should reflect
those changes. So, if an employee
had self-only coverage for Janu-
ary through March, and then had a
baby and switched to family cov-
erage for April through December,
the reported cost of coverage is the
cost of the self-only coverage for
three months plus the cost of fam-
ily coverage for nine months.

Three Methods for Calculating
Cost of Coverage: The guidance
offers employers three options for
calculating the cost of coverage.
First, employers can simply use
the same method used to calculate
the COBRA premium (without in-
cluding the additional two percent
allowed under COBRA). Sec-
ond, employers with insured plans
can choose to use the premium
charged by the insurer. The third
option clarifies that employers
who subsidize COBRA coverage

must use the full, unsubsidized
COBRA premium amount to cal-
culate the cost.

The guidance does not provide
any additional guidance on how
to properly compute COBRA pre-
miums for self-funded plans. The
Notice merely states that employ-

ers must continue to calculate the
COBRA premiums “in good faith
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compliance with a reasonable in-
terpretation” of COBRA.

Mid-Year COBRA Election

For employees that terminate mid-
year and elect COBRA (or other
continuation) coverage, the new
guidance allows the employer
to use “any reasonable method”
of reporting the cost of coverage
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while the employee is on COBRA,
as long as the method is used con-
sistently for all employees on CO-
BRA. The guidance gives two
examples of reasonable methods:
the employer can choose to report
the cost of health coverage only
when the employee was an active
employee, or the employer can
choose to also report the cost of
health coverage when the employ-
ee was on COBRA.

Which Benefits to Include

* Vision/Dental: Vision and
dental benefits should be in-
cluded in the reported cost
of coverage if they are “inte-
grated” into the group health
plan. Vision and dental ben-
efits should not be included in
the reported cost of coverage
if they are provided under a
separate policy, certificate or
contract of insurance.

* Health Flexible Spending Ac-
counts (FSAs): The amount
contributed by an employee to
a health FSA should not be in-
cluded in the reported cost of
coverage reported on the W-2.
However, if an employer con-
tributes money to the employ-
ee’s health FSA, the amount
of the employer’s contribu-
tion should be included. For
employers offering flex credit
or flex dollar programs, the
reported cost of coverage is
amount of employer flex dol-

lars which the employee al-
locates to the health FSA (the
total amount in the employ-
ee’s health FSA for the cal-
endar year, minus the amount
contributed by the employee
through the employee’s payroll
deduction).

e Health Savings Accounts
(HSAs) and Archer MSAs:
Amounts contributed to these
accounts should not be includ-
ed in the reported cost of cov-
erage reported on the W-2.

e Health Reimbursement
Arrangements (HRASs):
Amounts contributed to an
HRA should not be included in
the reported cost of coverage
reported on the W-2.

* Specific Disease Policies/Hos-
pital or Other Fixed Indem-
nity Policies: These benefits
(such as a cancer policy) are
not included in the reported
cost of coverage in most in-
stances.

Current Exceptions

* Retirees: Employers do not
have to report the cost of
health care coverage for any
individual for whom the em-
ployer does not have to issue
a W-2. Therefore, employers
do not have to report health
care coverage costs for retir-
ees who did not work for the

employer during the calendar
year in question.

*  Multiemployer Plans: Em-
ployers that provide coverage
to their employees through a
multiemployer plan are not
subject to the W-2 reporting
requirement.

The IRS indicates that future guid-
ance may change these require-
ments and exceptions, but no fu-
ture guidance will take effect until
the calendar year beginning at least
six months after the new guidance
is issued.

Howard Bye is of counsel in the
Seattle office of Stoel Rives LLP.
He assists clients with employee
benefit matters relating to health,
cafeteria, and other welfare plans.
Mr. Bye has both written and spo-
ken on health care reform, HIPAA,
Medicare Part D, wellness pro-
grams, ERISA, the Americans with
Disabilities Act, and other state
and federal law benefit topics. He
can be reached at (206) 386-7631
or hdbye@stoel.com.

Erin Lennon is an associate in the
Seattle office of Stoel Rives LLP.
Her practice includes all areas of
employee benefits law, including
qualified retirement plans, non-
qualified deferred compensation
plans, health and welfare plans,
and fringe benefit plans. She can
be reached at (206) 386-7554 or
ellennon@stoel.com.

Reprinted with permission from the Washington Healthcare News.

Healthcare News visit wahcnews.com.

To learn more about the Washington




