FEDERAL TAX

LEGISLATION UPDATE

THE PATIENT PROTECTION AND
2010 RECONCILATION ACTS

KEY PROVISIONS FOR INDIVIDUALS AND BUSINESS

On March 23, 2010 President Obama signed into law the Patient Protection and Affordable Care Act
which contained a massive overhaul of the U.S. Healthcare system which will affect nearly all taxpayers,
many employers and many elements of the health care industry.

On March 30, 2010 the Health Care and Education Reconciliation Act of 2010 was signed into law and
modified the above act.

Here's a brief summary of the main tax provisions affecting individuals and businesses. Because the various

new laws take effect in different years, they are listed chronologically beginning with provisions in effect
already or taking effect this year.

KEY PROVISIONS FOR INDIVIDUALS

EFFECTIVE
DATE SUMMARY OF PROVISIONS

2010 EXPANDED DEPENDENT COVERAGE
Effective on or after March 30, 2010 for income exclusion and effective for plans beginning on or
after September 23, 2010 for coverage exclusion, young adults will be able to be covered under
their parents health plan until they attain the age of 26. The income exclusion runs until end of year
that they turn 26.

2011 OVER-THE-COUNTER MEDICINES
Qualified medical expenses for purposes of the rules on HSAs, Archer MSAs, health FSAs, and
HRAs no longer include over-the-counter medicines and drugs (except insulin) for expenses
incurred or distributions after December 31, 2010

2011 HSA AND MSA DISTRIBUTIONS
The additional tax on distributions from HSAs and Archer MSAs not used for qualified medical
expenses is increased to 20 percent from 10 percent and 15 percent, respectively. The additional
tax is effective for distributions from an HSA or Archer MSA after December 31, 2010
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PATIENT PROTECTON & 2010 RECONCILIATION ACTS

2013 MEDICAL DEDUCTION THRESHOLD

The threshold for the itemized deduction for unreimbursed medical expenses for taxpayers under
age 65 is increased from 7.5 percent of adjusted gross income (AGI) to 10 percent of AGI for
regular income tax purposes, for tax years beginning after December 31, 2012. For taxpayers
reaching the age of 65 before the close of tax year, a 7.5% floor applies through 2016. Starting
with tax years ending after December 31, 2016 10% threshold applies to all. The treatment of
medical deductions for alternative minimum tax (AMT) calculation is unchanged.

2013 MEDICARE TAX ON HIGH INCOME INDIVIDUALS

% Amount of tax — 9% on on wages and
self-employment income in excess of
$200,000 ($250,000 for joint returns /
$125,000 MFS) for tax years beginning
after December 31, 2012.

% Joint returns — The surcharge applies to
the combined wages of the employee and
the employee’s spouse

% Self employment taxes - The one-half of
self-employment taxes that are deductible

2013 MEDICARE TAX ON UNEARNED INCOME
% Amount of tax - A 3.8% percent tax is
imposed on the lesser of:

V the net investment income of
individuals, estates and trusts for tax
years beginning after 2012, or

V The excess of modified gross
income (MAGI) over $200,000
($250,000 in the case of a joint
return).

% Investment Income - Net investment
income includes the excess of gross
income from interest, dividends, annuities,
royalties and rents not derived in the
ordinary course of any trade or business,

2014 PREMIUM ASSISTANCE CREDIT

under Code Sec. 164(f) does not include
the additional Medicare tax.

Similarly, taxpayers who alternately elect
to reduce self-employment income by an
amount equal to one half of the combined
self-employment tax rate, pursuant to
Code Sec. 1402(a)(12), do not include
the additional Medicare tax in the rate
used to make such computation.

other gross income from a passive trade
or business, and net gain from property
not held in any trade or business, over
allowable deductions allocable to such
income. Net investment income does not
include tax exempt interest, excluded gain
from the sale of a principle residence, and
veteran’'s benefits that are otherwise
excluded from income.

Self employment income — The tax does
not include amounts taken into account in
determining self employment income. The
tax does not apply to nonresident aliens.

Beginning in 2014, taxpayers with household income between 100 percent and 400 percent of the
federal poverty line can qualify for a refundable health insurance premium assistance credit. The
credit will be reduced by any advance payments made to the insurer under an advance payment
program to be established. The credit is equal to the lesser of sum of the monthly premiums for one
or more qualified health plans covering the taxpayer or the excess of the adjusted monthly premiums

over a standard market rate.
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PATIENT PROTECTON & 2010 RECONCILIATION ACTS

2014 PENALTIES FOR FAILURE TO CARRY HEALTH INSURANCE
Beginning in 2014, individuals (with certain exceptions) must make a "shared responsibility
payment" for each month if they do not have “minimum essential” health insurance for themselves
and their dependents. There are exemptions from the penalty for individuals whose family income is
below the income tax filing threshold, individuals who are not deemed to be able to afford insurance
coverage under the Act (generally those whose family income is less than 8% of the applicable
insurance premiums) , and for certain other individuals as defined under the Act.

% Penalty amounts — The penalty is generally the greater of a flat dollar amount or a percentage of
income in excess of the tax filing threshold.

V Phase-in: The penalties will be phased in over three years

V Maximum penalty — 300 percent of the flat dollar amount

V Dependents — Generally the penalty is 2 of the adult penalty (must be under 18 at beginning
of the month) except for calculating the flat dollar amount limited to 300% of the

Year Applicable dollar amount Applicable percentage of income
2014 $95 1.00%
2015 $325 2.00%
2016 $695 2.50%

% Minimum Essential Coverage - Minimum

essential coverage includes health
insurance that covers more than only
excepted benefits. ' Qualifying coverage
includes eligible employer sponsored
plans, individual market plans, or

government sponsored programs such as

Medicare and Medicaid.

% Grandfathered plans - Group health
plans or health insurance coverage that
are in effect on March 23, 2010 are
qualified

% Exemptions from insurance requirement

— Prisoners, illegal aliens, members of
qualified Health Care Sharing Ministries,
and certain Individuals who are
conscientiously opposed due to religious
beliefs are exempted from the insurance
requirement
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Exemptions from penalty

V Unaffordable coverage - Individual's
premiums exceed 8% of the
individual’s household income for the
tax year.

V Household income below Filing
threshold — The penalty does not
apply if household income is below the
income tax filing threshold as
determined on a month by month basis.

V Dependents - The penalty is imposed
on the taxpayers who claim the
dependency deduction rather than on
the dependents.

1. Only accident or disability income insurance, workers
compensation, liability insurance or similar limited
coverage would not qualify.
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PATIENT PROTECTON & 2010 RECONCILIATION ACTS

% Exemptions from penalty (continued) V Hardships — Exemptions are
allowed for hardships as determined
V Individuals outside the U.S. — The by the Secretary of Health and
penalty is not imposed on certain Human Services.
persons who reside in U.S. territories V Native Americans — The penalty
or outside the United States during any does not apply to an applicable
month in which they are bona fide individual during any month in which
residents of any U.S. possession, or the individual is a member of an
that occurs during the residency period Indian tribe, as defined for purposes
that qualifies them for the foreign of the Indian employment credit
earned income exclusion under Code Sec. 45A(c)(6)

OTHER PROVISIONS FOR INDIVIDUALS IN THE ACT

2009 STUDENT LOAN REPAYMENT PROGRAMS Individuals can exclude repayments under certain
state loan repayment or forgiveness programs with a public service requirement that are intended to
provide for the increased availability of health care services in underserved or health professional
shortage areas from gross income. This provision is effective for amounts received after December
31, 2008.

2010 TANNING SALONS A 10 percent tax is imposed on amounts paid for indoor tanning services
performed after June 30, 2010. Recipients of services incur the tax.

2010 ADOPTION CREDIT AND ADOPTION ASSISTANCE The dollar limitations for the adoption
assistance program exclusion and the adoption credit have been increased by $1,000 to $13,170
per eligible child, and the adoption credit has been made refundable.

2010 HEALTH CARE BENEFITS OF TRIBE MEMBERS The recipient can exclude qualified health care
benefits provided to a member of an Indian tribe, the member's spouse, or the member's
dependents from the gross income. This provision is effective March 21, 2010.
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KEY PROVISIONS FOR BUSINESSES

2010 SMALL EMPLOYER HEALTH INSURANCE CREDIT
An eligible small employer may claim a tax credit for premiums it pays toward health coverage for its
employees in tax years beginning in 2010.

X
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Eligible employers

V Firm size - An average of no more than
25 full-time equivalent employees
(FTE's)

V Average annual wages - The average
annual compensation of these
employees is no more than $50,000

V Health insurance coverage - The
employer must pay premiums of a
uniform percentage of at least 50% for
each employee enrolled in health
insurance offered by the employer
under a qualifying arrangement.

Credit amount - The credit is initially
equal to 35% of the lesser of the amount
of the premiums paid on behalf of the
employees or an amount based on a
standard rate. * The rate increases to 50%
for tax years beginning after 2013.

Phase out - The credit is phased out by
6.667 percent for each full-time employee
in excess of 10 and by 4 percent for each
$1,000 of average compensation in
excess of $25,000.

Years available - The credit is available
through 2015. For the two tax years
beginning after 2013 (2014 and 2015)

the credit is available only if the employer
offers one or more qualified plans through

an Exchange.

Seasonal employees - Hours worked by
seasonal employees are not taken into
account unless the employee works more
than 120 days in the year.

Excluded employees - Self-employed
individuals (including partners and sole
proprietors), 2% S corporation
shareholders, 5-percent owners of the
employer, and certain relatives and
dependents ® of these individuals are not
considered employees for purposes of
this credit nor are their pay, hours, or
premiums paid on their behalf taken into
account for purposes of this credit.

Tax Exempt Employers - The credit
percentage for a tax-exempt eligible small
employer is 25% for a tax years that begin
in 2010 through 2013 and 35% for a tax
years that begin after 2013. The credit is
limited to amount of payroll taxes paid by
the organization.

Additional details - See Small Employer
Health Insurance credit below for further
details.

Premiums paid in 2010 before passage of the act are included. For 2010 the standard rates are published in Revenue Ruling 2010-13

As defined in Code Sec. 152(d)2(h)
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PATIENT PROTECTON & 2010 RECONCILIATION ACTS

2010 ECONOMIC SUBSTANCE DOCTRINE AND PENALTIES.

X

Economic Substance Doctrine - The
common-law  economic substance
doctrine has been codified under Code
Section 7701(0). For any transaction to
which the economic substance doctrine
is relevant, such transaction will only be
treated as having economic substance fif,
apart from the federal income tax effects:
(1) it changes in a meaningful way the
taxpayer's economic position, and

(2) the taxpayer has a substantial purpose
for entering into the transaction.

Underpayment penalty - The accuracy-
related penalty has been expanded to
include understatements attributable to
any disallowance of claimed tax benefits
by reason of a transaction lacking
economic substance.
V A 20% penalty is imposed for an
underpayment attributable to any

2011 SIMPLE CAFETERIA PLANS

X

Safe Harbor — Eligible small employers
are provided with a safe harbor from the
nondiscrimination requirements for
cafeteria plans as well as from the
nondiscrimination requirements for
specified qualified benefits offered under
a cafeteria plan, including group term life
insurance, benefits under a self-insured
medical expense reimbursement plan,
and benefits under a dependent care
assistance program provided the plan
meets certain minimum eligibility,
participation and contribution
requirements.

Eligible Employers are generally those
that, during either of the two preceding
years, employed an average of 100 or
fewer employees. *

disallowance of claimed tax benefits by
reason of a transaction lacking
economic substance, or failing to meet
the requirements of any similar rule of
law.

V The penalty is increased to 40% for
an underpayment attributable to a
"nondisclosed noneconomic substance
transaction."

V No exceptions, including the
reasonable cause exception, are
available to the imposition of the
penalty for any underpayment, or
reportable transaction understatement,
attributable to a transaction lacking
economic substance

x Effective date - These provisions apply to

transactions entered into after March 30,
2010.

% Eligibility requirement - Employees who

are at least 21 years of age, have at least
one year of service at the beginning of
the plan year and with at least 1,000
hours of service for the preceding plan
year must be eligible to participate in all
benefits offered under the plan.

Exception — Employees covered under a
collective bargaining agreement and
nonresident aliens working outside the
United States whose income did not
come from a U.S. source are excluded
from the requirement.

Effective Date - This provision is
effective for years beginning after
December 31, 2010.

4. Employers in existence less than a year are eligible if they expect to employee 100 or fewer employees in the current year.
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PATIENT PROTECTON & 2010 RECONCILIATION ACTS

2012 INFORMATION REPORTING FOR PAYMENTS TO CORPORATIONS - For payments
made after December 31, 2011, businesses that pay any amount greater than $600 during the year
to non-tax exempt corporate providers of property and services will have to file an information report
(i.e. 1099) with each provider and with the IRS.

2013 LIMITATION ON CONTRIBUTIONS TO FSA’S - Health FSAs offered as a part of a cafeteria
plan must limit contributions through salary reductions to $2,500 for tax years beginning after
December 31, 2012. If the plan does allow salary reductions in excess of $2,500, then an employee
will be subject to tax on distributions from the health FSA, thereby eliminating any of the tax benefits
of health FSA contributions.

2013 DEDUCTION ELIMINATED FOR RETIREE PRESCRIPTION DRUG PLANS - The rule
that allows an employer, as a plan sponsor, to disregard the value of any qualified retiree
prescription drug plan subsidy in calculating its business deduction for retiree prescription drug
costs is repealed for tax years beginning after December 31, 2012.

2014 PENALTIES FOR LARGE EMPLOYERS NOT OFFERING AFFORDABLE HEALTH

COVERAGE
x Failure to offer coverage - For provisions regarding premium assistance
months beginning after December 31, credits for individuals. Specifically:
20183, large employers will be subject
to penalty who either: V Percentage of income - Generally,
premiums greater than 9.5% household
(1) don't offer health care coverage income will be considered unaffordable.
to their full time employees (those V Percentage coverage — Less than 60%
working at least 30 per week) and percent coverage is not considered
their dependents, or minimum essential coverage.
(2) that offer “minimum essential x Large employers - Average of 50 or more
coverage that is considered to be employees for more than 120 days in the
“unaffordable” under the Act preceding calendar year, not including

seasonal employees.
% Additional condition for penalty — A

full-time employee must be certified to % Penalty for failure to offer coverage - The
the employer as having purchased assessment for failure to offer coverage is
health insurance through a state $2,000 annually ($166.67 per month) for
exchange with respect to which a tax each full-time employee in excess of 30.
credit or cost-sharing reduction is
allowed or paid to the employee. % Penalty for unaffordable coverage — If any
employees are receiving a premium tax credit
% Unaffordable coverage and or cost-sharing reduction (subsidy) a penalty
minimum essential coverage have is assessed of $250 per month for each
the same definitions as those in the month such employees received the credits.
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PATIENT PROTECTON & 2010 RECONCILIATION ACTS

2014 HEALTH PLANS OFFERED THROUGH CAFETERIA PLANS.
A cafeteria plan may not provide a health plan that is offered through the American Health Benefit
Exchange unless the employer is a qualified employer for purposes of the Exchange. An Exchange-
eligible employer is, in tax years beginning after December 31, 2013, a small employer electing to
make all of its full-time employees eligible for one or more qualified health plans offered in the small

group market through an Exchange.

2014 FREE CHOICE VOUCHERS

An employer who offers minimum essential coverage to its employees consisting of coverage
through an eligible employer-sponsored plan and pays any portion of the plan's costs shall provide

free choice vouchers to its qualified employees.

% Qualified employees are defined as:

V Percentage of Income - Required
contribution to the employer plan,
for self-only coverage, is greater
than 8% and less than 9.8% of the
employee’s household income for
the taxable year ° , and

V Household income — is not greater
than 400% of the FPL for the
relevant family size ($88,000 for a
family of four)

2018 "CADILLAC" HEALTH PLANS.

V Excise tax - A 40 percent excise tax
will be imposed on insurers to the
extent that the aggregate value of
employer-sponsored health
coverage for an employee exceeds a
threshold amount starting in 2018.

V Thresholds - The thresholds will
initially be $10,200 for self-only
coverage and $27,500 for other
than self-only coverage.

x Tax effect to employees — Free

choice vouchers are not taxable to the
employee as long as they do not
exceed actual premium cost to the
employee

Employer deduction — Employers are
allowed to deduct the cost of vouchers

Effective date - No effective date is
provided for the requirement to provide
vouchers, but the effective date for
related provisions is for periods after
December 31, 2013.

V Adjustments - These amounts will
be adjusted in 2018 by a “health
cost adjustment” percentage to
capture increases in health care
costs between 2010 and 2018 and
certain other “employer-specific”
adjustments to capture differences
in premium cost due to age and
gender, and for certain retirees and
employees in high risk professions.

See “Cadillac Health Plans” below
for further details

5. Beginning after 2014, the 8% and 9.8% would be indexed by the rate of premium growth over the rate of income growth.
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PATIENT PROTECTON & 2010 RECONCILIATION ACTS

OTHER PROVISIONS FOR BUSINESSES IN THE ACT

2009 CREDIT FOR THERAPEUTIC DISCOVERY PROJECTS - A 50 percent non refundable tax credit
is provided as part of the investment credit for eligible taxpayers' qualified investment with respect to
any qualifying therapeutic discovery project made in a tax year beginning in 2009 or 2010. An
eligible taxpayer is a taxpayer that employs no more that 250 employees in all businesses of the
taxpayer at the time the taxpayer submits its application for the credit. The credit is part of the
investment credit and is available only for qualifying therapeutic discovery projects certified by the
Secretary of the Treasury under a qualifying therapeutic discovery projects program established by
the Secretary, in consultation with the Secretary of Health and Human Services. The total amount of
credits allocated under the program is limited to $1 billion. A grant for qualified investments in
therapeutic discovery projects in lieu of the tax credit is also available. The amendments made by
Act Sec. 9023(a) through (d) apply to amounts paid or incurred after December 31, 2008, in tax
years beginning after such date. Applications for this program are made using Form 8942 and must
be postmarked no later than July 21, 2010.

2010 CELLULOSIC BIOFUEL PRODUCER CREDIT FOR BLACK LIQUOR - Paper companies are
now barred from claiming the $1.01 per gallon cellulosic biofuel producer credit under Code Sec.
40(b)(6) for "black liquor"

2010 TAX TREATMENT OF CERTAIN ORGANIZATIONS - The special deduction from regular tax that
Blue Cross and Blue Shield organizations, and other qualifying health insurance organizations are
allowed under Code Sec. 833 is modified to provide that these organizations are only entitled to this
special tax treatment if 85 percent or more of their insurance premium revenues are spent on clinical
services.

2011 W-2 MUST INCLUDE COST OF EMPLOYER - PROVIDED HEALTH INSURANCE - For tax
years beginning after December 31, 2010 an employer must disclose on each employee’s W-2 the
value of the employee’s health insurance coverage sponsored by the employer. Employer
contributions to Archer medical savings accounts or FSA’s are not included.

2011 DRUG AND INSURANCE COMPANIES - Annual fees are imposed on manufacturers and
importers of branded prescription drugs for calendar years beginning after December 31, 2010.
This fee will not be deductible.

2013 $500,000 COMPENSATION DEDUCTION LIMIT FOR HEALTH INSURANCE ISSUERS - For
tax years beginning after December 31, 2012 for services performed during that year, a covered
health insurance provider isn’t allowed a compensation deduction for an “applicable individual®
(officers, employees, directors and other workers or service providers such as consultants) in excess
of $500,000.
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PATIENT PROTECTON & 2010 RECONCILIATION ACTS

2013 EXCISE TAX ON SALES OF MEDICAL DEVICE MANUFACTURERS - A new excise tax of
2.3% on sales of taxable medical devices intended for humans is imposed on manufacturers,
producers or importers of certain medical devices for sales after December 31, 2012. Eyeglasses,
contact lenses, hearing aids, and any other medical device determined to be of a type that is
generally purchased by the general public at retail for individual use are not subject to the excise tax.

2014 ANNUAL FEE ON NET HEALTH INSURANCE PREMIUMS - A new fee is imposed on providers
of health insurance policies for U.S citizens and residents. An aggregate fee will be apportioned
between providers based on the entity’s market share. Employers that self-insure their employees'
health risks are not subject to the fee. In addition, certain nonprofit organizations and voluntary
employees' beneficiary associations are exempt from the fee.

2014 NEW INFORMATION REPORTING OF EMPLOYER PROVIDED HEALTH COVERAGE - For

are
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