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The Internal Revenue Service (IRS) recently issued updated guidance regarding employers’ obligation to report 
the value of health insurance coverage on employees’ W-2 forms. 

BACKGROUND 

The Affordable Care Act (ACA) requires employers to report the value of health insurance coverage on 
employees’ W-2 forms. This rule originally was to go into effect for the 2011 tax year but was subsequently 
made voluntary for 2011 and mandatory beginning in the 2012 tax year. Employers must issue the first W-2s 
reporting the value of health insurance coverage early in 2013. 

PREVIOUS GUIDANCE 

Our May 2011 Briefing outlines the guidance released last year detailing rules on the amount to be reported, the 
coverage excluded from reporting, and the exemptions for certain employers and plans. 

NEW RULES 

http://www.keenan.com/news/brief/2011/BRF_20110506_W-2Reporting_KA.pdf  

Coverage Exempted From Reporting 

IRS Notice 2012-9 gives additional guidance on what coverage is reportable and what is exempt.  

• Stand-Alone Dental and Vision – Stand-alone dental and vision plans are not required to be included in the 
cost of coverage if employees have the right to not elect those benefits and if they must pay an 
additional premium or contribution for the coverage. If an employer’s dental or vision plan does not 
meet this test, the employer will have to report its cost on the employee’s W-2. 

• Health Flexible Spending Account (FSA) – The cost of a health FSA is only required to be reported if the 
amount of the health FSA for the plan year exceeds the salary reduction elected by the employee for the 
year. To the extent the amount of the health FSA includes optional employer flex credits in addition to 
the salary reduction amount, the value of those flex credits must be reported. 

• Employee Assistance Program (EAP), Wellness Program, Onsite Medical Clinic – If the employer does not 
charge a COBRA premium with regard to its EAP, wellness program or onsite medical clinic, then it is 
not required to report the cost of that coverage on the employee’s W-2. 

• Hospital Indemnity, Fixed Indemnity Insurance, Specific Disease Coverage – These are reportable if the employer 
makes a contribution to the cost of coverage or if the employee purchases the policy on a pre-tax basis 
under a Section 125 cafeteria plan. They are not reportable if the cost of coverage is included in the 
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employee’s gross income. Therefore, to the extent that the employer merely provides the opportunity 
for employees to purchase an independent, non-coordinated fixed indemnity policy and the employee 
pays the full amount of the premium with after-tax dollars, the cost of coverage provided under that 
policy is not required to be reported on the employee’s W-2. 

• Optional Reporting – Employers may choose to report the cost of coverage that is otherwise not required 
to be reported, including the cost of coverage under a Health Reimbursement Account (HRA), a multi-
employer plan, an EAP, wellness plan or onsite medical clinic. 

Employers Exempt from Reporting 

Until further guidance is issued, an employer that was required to file fewer than 250 W-2s in the prior year is 
not subject to the health insurance reporting requirements. The new guidance clarifies that the 250 threshold 
would include those W-2s filed by an agent, such as a payroll company, in the prior year. 

Determining the Amount to Report 

IRS Notice 2012-9 clarifies and gives new guidance on how to determine the amount to report. 

• Composite Rates – If the employer uses one composite rate or tiered rates (i.e., one rate for self-only and a 
second rate for family, regardless of the number of dependents) the employer may calculate and report 
the same reportable costs for all members of the coverage tier. If, under the health plan, a composite 
rate is used with respect to the premium charged for active participants but not for the premium 
charged under COBRA to a qualifying beneficiary, the employer may use either the composite rate or 
the applicable COBRA premium for determining the aggregate cost of coverage, provided that the same 
method is used consistently. 

• Election Changes After the End of the Calendar Year – The new guidance clarifies that the employer may 
calculate the reportable cost for a calendar year based on information available to it as of December 31st. 
Any election or notification that is made or provided in the subsequent calendar year is not required to 
be included in the calculation of the reportable cost for the calendar year, even if it has a retroactive 
effect on coverage. 

• Non-calendar Year Payroll Cycles – For employers whose payroll cycle year does not coincide with the 
calendar year, the new guidance gives three options: (1) treat the coverage as provided during the 
calendar year that includes December 31st; (2) treat the coverage as provided during the immediately 
subsequent calendar year; or (3) allocate the cost of coverage for the coverage period between the two 
calendar years under any reasonable allocation method, which should generally relate to the number of 
days in the period of coverage that fall within each of the two calendar years. Whichever method the 
employer uses must be applied consistently to all employees. 

 

Keenan & Associates is not a law firm and no opinion, suggestion, or recommendation of the firm or its employees shall constitute 
legal advice. Clients are advised to consult with their own attorney for a determination of their legal rights, responsibilities and 
liabilities, including the interpretation of any statute or regulation, or its application to the clients’ business activities. 
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