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The American Recovery and Reinvestment Act of 2009

A Summary of the COBRA Premium Subsidy Law for Employers by Ceridian

New legislation will soon go into effect that will greatly change the way your business must now
administer federal health care continuation coverage, or COBRA, for certain unemployed individuals and
their families.

The recently passed American Recovery and Reinvestment Act of 2009 (the Act) includes a new U.S.
Government subsidy to assist eligible individuals who recently lost their jobs. It will require you to adjust
your company’s payroll and tax filing procedures to handle the subsidies.

As the nation’s largest and oldest COBRA administrator and a recognized leader in payroll administration
and tax filing, Ceridian is in a unique position to offer up-to-date and accurate information on the new
COBRA subsidy law and insight into how it affects you and your company.

This communication complements a series of updates Ceridian has recently sent out —including a press
release, a compliance e-alert and a notice in our clients’ monthly invoices. We will routinely provide
updates and refinements as we proactively seek more information from the various federal agencies that
are expected to provide detailed information by March 19, 2009.

Below are frequently asked questions and detailed answers on the COBRA legislation. To help you better
prepare for the changes ahead, we have also provided important considerations for you as an employer.

How Does the Act Affect COBRA?

Generally, the Act approved by Congress and signed into law by the President on February 17, 2009, is
an economic stimulus package that includes an expansion of COBRA by providing COBRA assistance for
certain unemployed individuals and their families with adjusted gross income below a maximum threshold.
The Act imposes a number of requirements on employers, plan administrators, and insurers and also
applies to any state-mandated continuation coverage. Briefly, it requires employers (or plan sponsors or
insurers of certain insured plans) to provide a COBRA subsidy to an assistance-eligible individual. The
subsidy is offset by a tax credit against the employer’s wage withholdings and FICA payroll taxes. If the
employer’s subsidy payments exceed the amount of wage withholdings or FICA payroll taxes, the U.S.
Treasury Department will reimburse the employer directly for the excess amount. The payroll tax credit
cannot be taken by the employer or other named entity until the unsubsidized payment is received.

Important considerations:

e The ability to accurately implement these changes in a timely manner—and get it right the first
time—is essential.

o Because the subsidy is offset by a tax credit against the employer’s wage withholdings and FICA
payroll taxes, expertise in payroll, tax and COBRA administration is a distinct advantage and could
prove invaluable in saving time and possibly money.

What is the COBRA Premium Subsidy?

The Act provides a 65% federal subsidy of COBRA premiums for eligible individuals for a maximum of
nine months. The subsidy period does not extend the period of COBRA coverage that would otherwise
apply to that qualified beneficiary from the original qualifying event date. The subsidy is calculated based



on the COBRA premium that the eligible individual otherwise would have been required to pay. If an
employer already provides a subsidy (e.g., under a severance plan), the employee would only need to
pay 35% of the portion of the premium not paid by the employer (i.e., the employee contribution) and the
employer may only apply a payroll tax credit against the 65% portion not already paid by the employer
voluntarily (i.e., the employee contribution).

Eligibility for the subsidy ends when such individual becomes eligible for medical coverage under another
group health plan or becomes eligible for benefits under Medicare. A qualified beneficiary’s failure to
notify the group health plan of the cessation of eligibility for the subsidy may subject him or her to a
penalty of 110% of the amount of the subsidy. No penalty will be imposed if it is shown that such failure is
due to reasonable cause and not willful neglect occurring after the date of enactment. Coverage under a
health Flexible Spending Account (FSA) is not eligible for the subsidy, although a Health Reimbursement
Arrangement (HRA) generally is covered by the new law.

Individuals with an adjusted gross income exceeding $145,000 (for single filers) or $290,000 (for joint
filers) are not eligible for the subsidy and the subsidy is phased out for income above $125,000 (for single
filers) or $250,000 (for joint filers). Qualified beneficiaries that receive subsidies during a plan year in
which they exceed these income limits must repay the subsidy by adding it to their tax liability on their
individual income tax returns. Individuals who do not want to receive the subsidy may decide to
permanently waive it.

Important considerations:

o Experience in administering COBRA and processing subsidized rates will be a clear advantage in
implementing the changes.

o HRAs are covered under the law; expertise in this area also will be beneficial.

Who is Qualified to Receive the Subsidy?

A qualified beneficiary is eligible for the COBRA subsidy if he or she is involuntarily terminated from
employment on or after September 1, 2008 through December 31, 2009, including a dependent that
makes an independent election of the involuntary termination qualifying event. The Act does not define
“involuntary termination”; however, guidance is expected from the Department of Labor (DOL) by March
19, 2009. Those qualified beneficiaries who elected COBRA after an involuntary termination prior to the
enactment date (February 17, 2009) and who meet the eligibility requirements may receive the subsidy for
the first period of coverage on or after February 17, 2009 but there is no retroactivity of premiums prior to
February 17, 2009.

Important considerations:

o Because the law says an individual is eligible for the subsidy if terminated on or after September 1,
2008, through December 31, 2009, accurate record keeping and dependable reporting systems
are critical and will remain so throughout the duration of the Act.

o Changes are forthcoming. Your company needs a reliable, proactive source that not only reports
on the changes but explains them as they pertain to your business.

What are the Criteria for Qualifying for the Subsidy?
A qualified beneficiary is eligible if they:
e Terminated from employment involuntarily on or after September 1, 2008 through
December 31, 2009.
¢ Do not have access to any other medical coverage, including coverage under a spouse’s group
health plan or Medicare.



o Meet the income requirements as defined in the Act.
¢ Do not qualify for the Health Coverage Tax Credit Program under the Trade Assistance
Adjustment Act.
If an individual elects the subsidy, he or she is required to notify the group health plan if he or she no
longer qualifies. Penalties may be assessed to an individual if he or she fails to do so.

Important considerations:
e There are strict processes to determining eligibility, all reliant on accurate, timely information.

Who Determines Whether an Individual is Qualified for the Subsidy?
It is the employer’s responsibility to determine eligibility. If it is determined that an individual is not eligible,
the individual has the right to appeal. The DOL will review the appeal and make the final determination.

Important considerations:
o Make sure individuals requesting the subsidy can certify their eligibility.

What is the Latest Date that Subsidies Will be Provided?
Subsidies could last through September 30, 2010. For example, if a qualified individual is involuntarily
terminated on December 31, 2009, they are eligible to receive the subsidy through September 30, 2010.

Important considerations:

e Make sure you're prepared to provide the subsidies for 18 months (The first period of coverage on
or after February 17, 2009 through September 30, 2010). Be aware, however, that Congress could
elect to extend the Act, depending on the economic outlook.

What is the Special Election Period?

A notice must be provided within 60 days of enactment (April 17, 2009) to all individuals who terminated
employment during the applicable time period (not just to individuals who were terminated involuntarily)
according to the Congressional Joint Explanatory Conference Agreement. The Conference Agreement
clarifies that the special 60-day election period, begins on the date of enactment (February 17, 2009) and
ends 60 days after the notice of the special election period is provided to the qualified beneficiary who is
eligible for a reduced premium and who has not elected COBRA as of February 17, 2009. The coverage
elected under this special election right begins with the first period of coverage beginning on or after the
date of enactment (February 17, 2009) and is not retroactive to the original date that benefits terminated
under the plan. Any resulting gap in coverage beginning with the qualifying event and ending on the
effective date of the COBRA subsidized period will not be counted as a break in coverage for the
purposes of the 63-day rule under HIPAA'’s portability rules. This special election period opportunity also
is extended to a qualified beneficiary who elected COBRA coverage, but who is no longer enrolled on the
date of enactment. For example, a qualified beneficiary who was terminated from COBRA coverage
because he or she was unable to continue paying the premium would be extended the special election
period. The conference agreement also clarifies that a violation of the new notice requirements is also a
violation of the notice requirements of COBRA.

Important considerations:

e Understand the election periods: The special election period is 60 days after the notice is provided
to a qualified beneficiary. Those individuals who would otherwise qualify for the COBRA subsidy
but did not elect COBRA prior to February 17, 2009, or elected and are no longer enrolled as of
February 17, 2009, will have a second election period.



e Compliance is essential: Failure to provide individuals notice of their rights to the subsidy within 60
days of enactment could subject your company to COBRA notice penalties.

What is the Additional Notice?

An additional notice is required to be sent to all individuals who terminated employment beginning
September 1, 2008. The notice will explain the temporary changes to COBRA and allow the individual to
provide an election decision and information which will allow an employer or third-party administrator to
determine if he or she is eligible for the subsidy. If the individual did not previously elect COBRA or
elected and since discontinued the coverage, he or she will have the option to re-elect coverage. The U.S.
Department of Labor, in conjunction with the Departments of Treasury and Health and Human Services, is
expected to provide the model notice on or before March 19, 2009.

Important considerations:

e As an employer, you are obligated to send an additional notice to explain the changes in COBRA
to all individuals who terminated employment beginning September 1, 2008, to determine eligibility
for the subsidy.

What is the Required Timing for Sending the Additional Notice Obligations?

The U.S. Department of Labor, in conjunction with the Departments of Treasury and Health and Human
Services, is expected to provide guidance and model notices by March 19, 2009, and these notices must
continue to be provided for the duration of the subsidy period. For COBRA continuants that have elected
as of the date of enactment and whose qualifying event falls within the dates referred to above, a notice
must be provided within 60 days of the enactment describing the availability of the subsidy and the
method of establishing eligibility.

Important considerations:

e Again, it's important to be aware that in order to stay in compliance with the law, notices must
continue to be provided for the duration of the subsidy period.

What is the Plan Enroliment Option?

While not obligated to do so, employers or plan sponsors may provide qualified beneficiaries who are
eligible for the COBRA premium subsidy the opportunity to change medical plans. Under this option, the
qualified beneficiary can change from the medical plan provided at the time of the qualifying event to any
health plan medical option that has the same or a lower premium as the individual’s previous coverage
offered by his or her employer or plan sponsor to active employees. The qualified beneficiary must elect
this alternative coverage within 90 days of the date the notice of the option is provided.

Important considerations:

e You will need to make a decision regarding Optional Coverage Offerings, knowing that it will
require detailed plan information on all individuals who choose this option throughout 2009.
Employers who partner with Ceridian to administer COBRA and want to offer this option must
inform Ceridian of their decision by March 9, 2009. Ceridian will automatically default clients’
accounts to reflect that this option is not offered unless notified otherwise. There will be additional
fees associated with the Optional Coverage Offering.



What Happens if Full COBRA Payments are Received between the first period of coverage on or
after February 17, 2009 and April 30, 2009?

If the full COBRA payment is received during the 60-day the first period of coverage on or after February
17, 2009 ,and the qualified beneficiary is determined to be eligible for the subsidy, the entity to which such
payment is made (such as the employer, plan sponsor, or insurer of an insured plan) shall reimburse the
amount in excess of 35% or provide a credit against future payments unless the credit will not be used
within 180 days from the original receipt of payment date. Reimbursements will be made within 60 days of
payment of the full premium. If it is determined later that the credit will not be used within the 180-day
period, reimbursement will be made within 60 days of that date.

Important considerations:

e The COBRA claims experience and reimbursement process are greatly changed by the new
legislation and will require coordination between your payroll and tax departments.
Reimbursements to eligible individuals are time sensitive and it's important to have appropriate
procedures in place.

Are There Changes to the Trade Adjustment Assistance Act (TAA)/Health Coverage Tax Credit
(HCTC) Program?

A qualified beneficiary eligible for premium subsidy cannot also be an eligible individual during the same
period under the HCTC program that was created by the TAA. The Act also provides provisions that
increase the amount of the HCTC subsidy to 80% of the taxpayer’s premiums for qualified health
insurance, effective for the months beginning on or after the first day of the first month beginning 60 days
after the date of enactment (May 1, 2009) until December 31, 2010. The maximum required COBRA
continuation coverage period is modified with respect to certain individuals whose qualifying event is
termination of employment or a reduction in hours. Where a TAA individual is still eligible as of the date
the maximum coverage period would otherwise terminate on or after the date of enactment, the maximum
coverage period must be extended during the period the individual is a TAA-eligible individual, but not
beyond December 31, 2010.

Important considerations:
e You should be aware that there will be an increase in HCTC subsidy from 65% to 80% for eligible
beneficiaries.

Are There Any Changes to Other Benefits | Should be Aware of?

Among its many provisions, the Act contains an increase in the monthly limit for Commuter Administration
Services. Effective March 1, 2009, through the end of 2010, the cap on pre-tax transit reimbursement and
voucher fare media purchases will be equal to the parking reimbursement limit, currently $230. This
increase provision expires January 1, 2011, which means the transit limit will revert to its current level
unless Congress or the Treasury Department takes action before then.

What Immediate Actions are Necessary?

As an employer, you should plan for the following:

1. Identify eligible individuals who were involuntarily terminated on or after September 1, 2008.

2. Update COBRA notices and related materials to include information about the subsidy and eligibility
requirements. Guidance and Model Notices should be available from the U.S. Department of Labor
within 30 days of enactment (March 19, 2009).

3. Notify individuals within 60 days of February 17, 2009, of their new election period and include the
forms necessary to determine eligibility for the subsidy.



4. Develop procedures for handling the subsidy paid by the eligible individual and coordinate with payroll
systems the method of claiming the remaining 65% as a payroll tax credit; and then a method for
changing the premium back to 100% when the subsidy ends.

Develop a method of handling reimbursements of premium overpayments.

Determine whether to apply the “Plan Enroliment Option” referred to above.

Understand how the COBRA claims experience and administrative costs may be impacted by this new
Law.

Noo

What is Ceridian’s Role in Helping Employers Manage These COBRA Changes?

Ceridian has anticipated the changes to COBRA and has been preparing our systems and processes to
administer these new regulatory requirements within the time required. We have met with representatives
from federal agencies, including the Internal Revenue Services (IRS), to better understand the changes.

Dedicated teams in our Employee Benefits, Tax and Payroll Services areas are working together to
assure we are providing comprehensive information to you. We are committed to using our more than 75
years of experience in the industry and our vast resources to bring you some peace of mind in such
uncertain times.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (Adobe RGB \0501998\051)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /UseDeviceIndependentColor
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (North America Prepress)
  /AlwaysEmbed [ true
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /SolexBlack
    /SolexBlackItalic
    /SolexBlackLining
    /SolexBlackLiningItalic
    /SolexBold
    /SolexBoldItalic
    /SolexBoldLining
    /SolexBoldLiningItalic
    /SolexMedium
    /SolexMediumItalic
    /SolexMediumLining
    /SolexMediumLiningItalic
    /SolexRegular
    /SolexRegularItalic
    /SolexRegularLining
    /SolexRegularLiningItalic
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


