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In This Issue

In this final issue of our Ben-
efit Advisor for 2006, we will
review the important develop-
ments that affected employee
benefit programs this year.
We also review the year-end
housekeeping issues that or-
ganizations should revisit
annually.

We welcome your comments
and suggestions regarding
this issue of our technical
bulletin. For more informa-
tion on this Benefit Advisor,
please contact your Account
Manager or visit the McGraw
Wentworth web site at www.
mcgrawwentworth.com.

Fortunately, the government spared
health and welfare plans from major
legislative activity in 2006. For the
most part, the guidance issued this
year clarified previous legislation.
Below is a summary of the key clari-
fications and reminders for 2006:

e Small group
health plans
needed to
comply with
the Security
Rule by April
21, 2006.

e New USERRA
requlations
were effective
mid-January
of 2006.

e The government issued technical
corrections to WFTRA that affect
the definition of a qualified tax-
favored dependent under various
sections of the Internal Revenue
Code.

e The IRS released additional
guidelines on using debit cards
to process claims under medical
Flexible Spending Accounts
(FSAs) and Health Reimburse-
ment Arrangements (HRAs).

¢ The government issued new
guidelines on the Medicare Part
D notice requirements that
apply to group health plans.
The new rules cover notices that
employers must issue not only
to Medicare-eligible participants
but also to the Centers for

Medicare and Medicaid Services
(CMS).

e The IRS detailed the comparabil-
ity requirements for employer
contributions to Health Savings
Accounts (HSAs).

e The Department of Labor issued
guidelines requiring employers
to submit Form
5500 electroni-
cally for plan
years beginning
on or after
January 1, 2008.

e Group health
plans need to
comply with an
important
requirement of
HIPAA's Privacy Rule: the three-
year reminder notice.

This year-end checklist Advisor briefly
overviews these legislative issues for
2006 and also reminds your organi-
zation of important annual house-
keeping issues.

The Security Rule

The Security Rule is the final part of
the HIPAA Administrative Simplifica-
tion Provisions to affect group health
plans. The rule requires covered en-
tities to safequard health information
transmitted or maintained electroni-
cally. Small group health plans had
to meet the Security Rule require-
ments by April 21 of this year.
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The Security Rule affects many en-
tities, including health care pro-
viders, health care information
clearinghouses and group health
plans. All group health plans are
now required to comply with the
Security Rule in order to protect
the integrity, confidentiality and
availability of Electronic Protected
Health Information (EPHI).

EPHI is indi-
vidually identi-
fiable informa-
tion addressing
an individual’s
past, present,
or future physi-
cal or mental
condition or
information relating to the pay-
ment for care, that is stored or
transmitted electronically. To de-
termine whether PHI is electronic,
look at the original format. For
example, paper faxes are not con-
sidered electronic, because the
original format is paper. The same
information faxed from a desktop
computer is considered electronic,
because it is in an electronic for-
mat initially.

In general, the rule requires cov-
ered entities to:

1. Ensure the confidentiality,
integrity and availability of
the EPHI they create, receive,
maintain or transmit.

2. Protect EPHI against any
threats to security.

3. Protect against any uses or
disclosures not permitted.

4. Ensure employees comply with
procedures.

The rule presents a series of stan-
dards covered entities must meet.
Once an organization meets these
standards it automatically achieves
the four global goals listed above.

Your IT and HR departments share
responsibility for complying with
this rule. To determine how to meet
the requirements, consider your
organization’s size, capabilities and
complexity, technical infrastruc-
ture, cost of proposed measures and
the potential risk to EPHI. The De-
partment of Health and Human Ser-
vices recognizes that for the rule to
remain current and
apply to the wide
range of entities it
encompasses, it
should be flexible,
scalable and tech-
nologically neu-
tral.

Details on imple-
menting the standards can be found
on our website at http://www.
mcwent.com/Benefit_Advisor/2003
/Issue%?20Six.pdf.

To ensure you comply with these
standards, take these ten key ac-
tion steps:

1. Appoint a Security Officer:

Formally appoint a security
officer responsible for comply-
ing with Security Rule stan-
dards. Give the officer the
authority to implement the
necessary measures.

2. Map your Plan’s EPHI:
Identify where EPHI is housed

on your system and how it is
accessed. The Security Rule
does not apply to all the
information you maintain
electronically. It applies only
to EPHI.

3. Conduct a Risk Analysis:
Review your current security

measures and determine
whether they meet the
requirements. During this
process, you may identify
potential weaknesses in your
current set-up.

. Strengthen your Position:

Design policies and procedures
or implement new technology
and procedures to strengthen

your weak areas.

. Implementation Specifica-

tions: Review all the imple-
mentation specifications.
Again, focus on offering better
security for your EPHI.

. Security Awareness Training:

Inform your employees of your
security policies and proce-
dures and explain how these
provisions affect them. Also,
you must periodically update
your employees on any new
threats to EPHI security.

. Amend your Business

Associate Contracts: Ensure
your business associate
contracts comply with the
Security Rule. These contracts
need to be amended only if the
business associate uses EPHI.

. Amend Plan Documents:

State in your plan document
how your organization will use
EPHI and describe the measures
your plan has taken to comply
with the Security Rule.

. Establish a Discipline Policy:

Discipline employees that don't
follow your security measures.

10.Schedule a Compliance

Review: Review your compli-
ance plans periodically to
make sure your system is still
secure. It makes tremendous
sense to do the review when-
ever technology changes to
make sure you are still in
compliance.

Continued on Page 3




The Security Rule affects all cov-
ered entities, including your group
health plan. If your organization
does not have a security compli-
ance action plan, developing one
should be a priority in 2007.

Final USERRA Regulations

USERRA prohibits discrimination in
reemployment, retention, or any
other employment-based benefit
for employees in the United States
military. It also protects employ-
ment privileges and benefits for
employees called to “active duty
in the uniform services.” The final
USERRA regulations, effective Janu-
ary 18, 2006, include many of the
legislation changes that have been
made over the last decade.

USERRA has anti-discrimination and
anti-retaliation provisions, as well
as return to work requirements. It
also spells out the requirements for
employers when employees are
called to active duty.

Employers offering health coverage
need to meet two specific USERRA
requirements for any employees
called to active duty:

1. Post a Notice of USERRA
Rights

2. Offer health plan continuation
coverage for up to 24 months

The notice of USERRA rights was
easy to overlook. The government
released two model notices, one for
private sector and state govern-
ments and another for the federal
government. If you have not posted
a USERRA notice, you should make
this a priority. It is a simple re-
quirement to meet.

For more information on the re-
quired notice or continuing health
plan coverage, please read our Spe-

cial Alert at http://www.mcwent.
com/Special_Alert/2006/Special_
Alert_Issue_2.pdf.

Technical Corrections to
WFTRA

The Working Family Tax Relief Act
redefined eligible tax dependent for
several sections of the Internal Rev-
enue Code as of January 1, 2005.
The change directly affected Sec-
tion 152.

In its attempt to create a more uni-
form definition of dependent
throughout the Internal Revenue
Code, the IRS created a great deal
of confusion on how various plans
should define an eligible tax depen-
dent. Because several sections of
the Internal Revenue Code refer to
Section 152 to
define eligible de-
pendent, the
changes affected
many different
employee benefit
plans.

The Gulf Oppor-
tunity Zone Act
of 2005 included
the following technical corrections:

e It defined dependent for
Dependent Care Flexible
Spending Accounts.

e It changed the definition of
dependent for Health Savings
Accounts.

For more information on eligible
tax dependents under WFTRA,
please read our Advisor at http://
www.mcwent.com/Benefit_Advisor
/2004/BA_Issuel4.pdf.

The new dependent definitions of
WEFTRA added a minimum income
requirement for a qualifying rela-
tive to be considered a tax depen-
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dent. In many cases, this impacted
an employee’s ability to use Depen-
dent Care Flexible Spending Account
funds for elder care. The addition
of the income requirement disquali-
fied the tax dependent status of
some parents that live with their
adult children. Social security in-
come benefits are considered income
for the purposes of meeting the
qualifying relative requirements.

The new technical corrections allow
individuals to disregard the income
limit for Dependent Care Flexible
Spending Accounts. This meansifa
dependent meets all the require-
ments of a qualifying relative other
than the income limit, an employee
can use a dependent care spending
account to pay for dependent day
care. The age limit of 13 for any
eligible dependent children for the
Dependent Care
Account remains
the same. How-
ever, employees
can use FSA funds
to pay medically
necessary elder
care expenses for
a dependent par-
ent.

The technical corrections also cor-
rected an oversight of a previous
clarification. The provisions of
WETRA apply age limits to depen-
dents that can be considered eligible
tax-dependents for the purposes of
tax-favored health benefits. The de-
pendent child must be under age 19
or under age 24 if a full-time stu-
dent. These age limits were more
restrictive than some employer
sponsored plans’ definitions of eli-
gible dependent children. In some
cases, the child might have been
able to be considered a qualifying
relative, except there is an income
limit that is applied in determining
a qualifying relative. Many children

Continued on Page 4
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in that age range would be dis-
qualified by virtue of the income
limit.

Recognizing this was an issue with
the tax-favored nature of employer-
sponsored health plan coverage, the
government immediately released
a clarification that stated the in-
come requirement for a qualifying
relative would not be used in de-
termining the tax-favored status of
employer-sponsored health ben-
efits. This meant if children could
not meet the age requirements of
a qualifying child under WFTRA,
they could definitely be considered
a qualifying relative with the in-
come requirement removed. The
end result was the differing age re-
quirements did not impact the tax-
favored status of employer-spon-
sored health coverage.

Originally this technical correction
did not apply to Section 223. Sec-
tion 223 governs Health Savings
Accounts or HSAs. Thus a child
might have qualified for a tax-fa-
vored benefit under an employer-
sponsored health plan but might
not have qualified for tax-favored
distributions from an HSA for medi-
cal expenses. The income restric-
tion for qualifying relatives under
Section 223 has now been removed.
Employers offering tax-favored ben-
efits for dependents need to make
sure their definition of dependent
coincides with the WFTRA defini-
tion.

Debit Card Guidance for
HRAs and FSAs

This year’s IRS Notice 2006-69 clari-
fied rules for substantiating Health
Reimbursement Arrangement (HRA)
and Flexible Spending Account
(FSA) claims.

The notice covers three key topics:

1. Automatically substantiating
claims paid by debit card.

2. Using a debit card to pay for
dependent care expenses under
an FSA.

3. Substantiating all claims under
HRAs and FSAs.

The guidance allows for auto-adju-
dication; in other words, process-
ing certain
transactions
without fol-
low-up pa-
perwork.

Initially, the
IRS allowed a
plan to auto-
substantiate
any of the
following debit card transactions:

* The payment is to a health care
provider and the dollar amount
matches exactly a copayment
amount of the plan.

e A participant has a previously
substantiated recurring
expense; for example, a $40
copay for a weekly visit to a
counselor. Once the initial
claim is substantiated, the
matching recurring copayment
is auto-substantiated.

e A provider verifies the charge
is for a medical expense at the
time of the service.

All claims paid with either HRA or
FSA funds must be substantiated. If
a claim satisfies the above require-
ments and is paid by debit card, no
additional documentation is neces-
sary. The new guidelines present
additional situations where the in-
formation collected with the debit
card transaction is enough to sub-
stantiate the claim.

Under the new guidelines, certain
debit card transactions involving
multiple co-payments to either mer-
chants or service providers with
health-care-related merchant codes
can be automatically substantiated.
To qualify, the transaction amount
must be an exact multiple of the
co-payment but no more than five
times the amount the plan allows
for that specific service (for ex-
ample, a prescription drug co-pay-
ment). A third party claim payer
must independently
verify the plan’s
co-payment sched-
ule with the em-
' | ployer. Itisnot suf-
ficient to have the
employee verify the
copayment sched-
ule.

\

Also, the new guid-
ance offers a method to automati-
cally substantiate debit card pur-
chases of qualifying over-the-
counter (0TC) drugs and prescrip-
tions even when the merchant has
no health care related merchant
code. These claims may be paid if
the merchant has an inventory in-
formation approval system that en-
sures the debit cards are used only
for eligible medical care expenses.
The merchant must have the SKU
(stock keeping unit) technology,
and your debit card vendor must
be able to read the bar code to
verify the expense is a qualified
medical expense.

If your health FSA or HRA debit
cards are programmed to work with
such an inventory system, you must
be able to produce auditable records
of all transactions. Therefore, your
organization should verify with
your claims payer and debit card
vendor that you can access records
of transactions if you are ever au-
dited.

Continued on Page 5




In some cases, employees can use
debit cards to pay dependent care
expenses. However, debit cards do
have some limitations. For ex-
ample, not all day-care vendors can
process debit card transactions.
Also, while most dependent care
expenses are paid a week or two in
advance, your plan cannot reim-
burse an expense until the expense
is incurred. The employee would
have to pay for two weeks of day
care and when the next two week
payment is due, the employee can
now pay with the debit card and
report the dates of service as the
previous two weeks to meet this
requirement. Another issue is that
only funds already deposited into
the account can be reimbursed. The
debit card vendor may decline a
claim if there are not enough funds
in the account to cover the charge
submitted.

Finally, the guidance clarified two
additional problem areas in sub-
stantiating claims with or without
using a debit card:

1. Ifan
employer
receives
an
explana-
tion of
benefits
(EOB) or
similar
informa-
tion from an insurer or other
independent third party
indicating the date of a Code
Section 213(d) medical care
expense and the employee’s
responsibility to pay for the
expense (that is, as co-
insurance or to satisfy a
deductible), the claim is fully
substantiated.

2. Expenses cannot be reim-
bursed based on an employee’s
self-substantiation.

For more details regarding this
guidance on substantiating claims,
please read our Special Alert at
http://www.mcwent.com/Special_
Alert/2006/Special_Alert_
Issue_5.pdf.

Medicare Part D Notice
Requirements

Employers need to comply with two
Medicare Part D notice require-
ments.

One notice must be distributed to
the Medicare eligible beneficiaries
your health plan covers. This no-
tice informs the Medicare benefi-
ciary whether or not your health
plan is considered creditable. Your
plan is creditable if your benefits
are as good as the standard Medi-
care Part D benefits. Your plan is
not-creditable if your benefits are
not as good as the
standard Medicare
Part D benefits.

Employers can de-
termine whether
their prescription
drug benefits sat-
isfy creditable
coverage require-
ments in one of
two ways. The first way is to meet
the simplified determination re-
quirements. The second way is to
perform a “gross test” on claim data
to determine whether your benefits
are more favorable than Medicare
Part D benefits. The good news is,
McGraw Wentworth and a number
of insurance carriers have hired ac-
tuaries to perform the gross tests
for various prescription drug plan
designs. Employers can use these
matrixes to determine whether your
plan design is creditable.
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This notice to Medicare beneficia-
ries serves an important purpose.
Medicare Part D assesses a late en-
rollment penalty if beneficiaries do
not apply for Medicare Part D when
they initially become eligible. Ifa
Medicare beneficiary has creditable
prescription coverage and enrolls
in Medicare Part D within 63 days
after losing that coverage, the late
enrollment penalty will not apply.
However, if the prescription cover-
age is not creditable, a substantial
late enrollment penalty applies.
This information is included in the
Notice of Creditable and Not-Cred-
itable Coverage.

The government has released sev-
eral pieces of guidance on these
notice requirements. Guidance is-
sued this past spring details timing
and delivery requirements. It also
includes model notice language.
Our Benefit Advisor discusses this
guidance at length in at http://
www.mcwent.com/Benefit_Advisor
/2006/BA_Issue_ 5.pdf. The gov-
ernment released proposed model
notice wording in September and
requested comments on the pro-
posed changes. Until the final
changes are made to the model lan-
guage, employers can use the word-
ing released in the spring.

Employers also need to notify the
Centers for Medicare and Medicaid
Services (CMS) whether or not their
plan is creditable.

Employers must send this notice to
CMS every year and when any
changes in coverage affect credit-
able status. Initially, CMS had to
receive the notice by March 31 this
year.

Continued on Page 6




Volume Nine, Issue Twelve December 2006, Page 6

However, the notice is an ongoing
requirement and must also be is-
sued at the following times:

e Within 60 days after the
beginning date of the plan
year for plan years that end in
2007 and beyond.

e Within 30 days after the
prescription drug coverage
ends.

e Within 30 days after any
change in creditable coverage
for the prescription drug plan.

The notice must be made electroni-
cally at the government URL, http:/
/www.cms.hhs.gov/creditablecover
age. Also, employers need to ex-
amine any prescription drug plan
changes to ensure the coverage re-
mains creditable. For more infor-
mation on informing CMS, please
read our Special Alert at http://
www.mcwent.com/Special_Alert/
2006/Special_ Alert_Issue_1.pdf.

More Guidance on Health
Savings Accounts (HSAs)

Over the last few years the govern-
ment has attempted to clarify Health
Savings Account requirements. This
year the government provided more
information on comparability re-
quirements for employers that con-
tribute to HSAs.

The government does not require
employers to contribute to employ-
ees’ HSAs; however, if employers do
contribute to any employee’s HSA,
they must contribute to all other
“comparable” employees HSAs.

These comparability requirements
are fairly complicated, but the new
guidance did clarify some impor-
tant issues:

Employers could vary contri-
butions depending on the
number of people covered
(employee, employee +1, and
so on). However, the funding
for employee only cannot be
more than the funding for
employee + 1.

Employer contributions to the
HSA of an independent
contractor, a self-employed
individual or a
partner in a
partnership
are not subject
to the
comparability
requirements
because these
individuals are
not considered
employees.

Separate comparability
requirements tests apply
depending on whether the
employee is a current full-time
employee, a current part-time
employee or a former em-
ployee (this category does not
include COBRA continuation).

Collectively bargained employ-
ees are excluded from the
comparability requirements. If
a collective bargaining
agreement dictates employer
HSA contributions, those
contributions do not have to
meet the comparability
requirements.

The new guidance also dis-
cusses a time frame for
employers to contribute to the
HSAs. All the comparability
requirements are pro-rated by
the number of months an
individual is qualified to
contribute during the plan
year. Employers must contrib-
ute on a reqular schedule.
Although employers can
contribute the entire amount

at the beginning of the plan
year, this approach carries
some risk. If the employee
quits during the year, the
employer cannot recover the
contribution. Contributions
can be made at year-end and
reflect the number of months
each employee was covered by
the high deductible health
plan.

The only excep-

ﬁ tion to the com-

parability re-
quirements are
contributions
made through a
Section 125 plan.
Employers need
to make sure
their plan docu-
ment allows the participants to
choose between cash and benefits.

For more information on the new
comparable contributions guidance,
please see our Special Alert at
http://www.mcwent.com/Special_
Alert/2006/Special_Alert_Issue_
6.pdf.

Electronic 5500 Filing

Form 5500 must be filed electroni-
cally for plan years beginning on
or after January 1, 2008. The Form
5500 must be filed within 210 days
following the close of the plan year.
For calendar year plans, this means
the Form 5500 filed in July of 2009
will be the first one that must be
filed electronically.

The government hopes mandatory
electronic filing will save money
and time. The goal is to allow plans
two options when they submit Form
5500 electronically:

Continued on Page 7




1. Employers may file electroni-
cally using a system called
EFAST. Employers can choose
from a number of EFAST
software programs available.
The DOL currently has a
request for proposal out to
update the EFAST software.
The software may change but
employers will still have the
option to use an approved
software vendor to file the
Form 5500 electronically.

2. Employers may submit Form
5500 information electroni-
cally via the Internet. The
government
is working
on building
the technol-
ogy and
security
systems to
make this
Internet
option
available.

Although electronic filing is still
several years away, we know it's
coming. Expect more details as
systems to manage the electronic
5500 process are developed.

Privacy Notice Reminder

Just three short years ago, large
group health plans were struggling
to get through their HIPAA Privacy
Rule compliance steps. Most orga-
nizations won't remember the re-
quirement to remind their health
plan participants that the privacy
notice is available. Health plan par-
ticipants must receive the Privacy
Notice as follows:

e When they enroll in the plan

e Within 60 days after an
important change in the
notice

e Are-
minder notice
every three
years

Group health
plans are not
required to re-
issue the entire
notice every three years, they
merely need to notify the partici-
pants the notice is available. The
plan may simply send a memo to
all plan participants with the fol-
lowing message:

2007

Annual Deductible (amount the beneficiary pays before

benefits are payable)

$265

Initial Coverage Limit (once the beneficiary meets the
deductible, the plan pays 75% and the beneficiary pays 25%
until the total prescription expense - paid by plan and
beneficiary - reaches the initial coverage limit)

$2,400

True Out-of-Pocket Maximum (Once the beneficiary has paid
the true out-of-pocket cost, Medicare catastrophic coverage will
pay the majority of prescription drug cost). The standard plan
pays no part of expenses after initial coverage limit is met until
the True Out-of-Pocket Maximum is reached.

$3,850

Total Covered Part D Expenses before Catastropic
Coverage (if the beneficiary has no coverage other than the

Medicare Part D plan)

$5,451.25

Catastrophic Coverage (Medicare pays most of the prescription drug expense
once the catastropic coverage level is reached.) The Medicare beneficiary
pays the greater of 5% of drug cost or a $2.15 generic or $5.35 brand

name copay.

Large group health plans should
have sent the reminder notice out
in April of 2006.
health plans will need to send the
reminder before April 2007.

Annual Reminders and Updates
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The ABC Company maintains
a Notice of Privacy Practices
that provides information to
individuals whose protected
health information (PHI) is
used or maintained by our
group health plan. If you
would like a copy of our
plan’s Notice of Privacy Prac-
tice, it can be found on our
website at (address where
notice can be accessed). You
may also contact (contact
name) at (contact phone num-
ber) to request a copy.

Small group

2007 Medicare Information
The Department of Health and
Human Services released the
Medicare information for
2007:

Medicare Information

Medicare Part A Annual

Deductible $992.00
Hospital Per Day Copay

60 to 90 day stays $248.00
90+ day stays $496.00

Skilled Nursing Facility
Per Day Copay

(after 20 days) $124.00

Medicare Part B Monthly
Premiums $ 93.50

Medicare Part B Annual
Deductible $124.00

Continued on Page 8
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Launched in January 1, 2006,
Medicare Part D is Medicare
outpatient prescription drug
coverage offered through
approved private insurance
carriers. The coverage has
cost-sharing features indexed
every year. The standard
benefit plan provisions for
2007 are listed in the table on
page 7.

Approved prescription drug
plans may either provide
benefits that mirror the
standard benefit plan design,
offer an actuarially equivalent
plan or offer an enhanced
benefit plan design. Most
plans do not offer benefits
that mirror the standard plan
design, instead, they often
integrate some of the stan-
dard plan parameters. For
example, a plan may require a
deductible and then offer a
copay for generic, brand and
preferred brand drugs. In
many of these copay plan
designs, once beneficiaries
have reached the initial
$2,400 coverage limit, the
plan offers no coverage until
they meet the true out of
pocket cost limit. For this
reason, Medicare beneficiaries
must understand how this
indexing affects their specific
Medicare Part D plan.

Medicare Part D also affected
employers sponsoring retiree
drug plans. Employers could
choose to work with Medicare
Part D in a number of ways.

NoTABLE THOUGHTS

Self Only Coverage
Family Coverage

HDHP Maximum Out-of-Pocket

Self Only Coverage
Family Coverage

HSA Statutory Contribution Maximum

Self Only Coverage
Family Coverage

Catch-Up Contribution (age 55 and older)

One option was to apply for a
government-paid subsidy
based on a percentage of
claims paid. The subsidy
equals roughly 28% of pre-
scription claims for Medicare
Part D covered medications
that fall between the cost
threshold and cost limit.

The cost threshold and cost
limit are also indexed and the
2007 amounts are as follows:

2007
Cost Threshold $265
Cost Limit $5,350

Group Term Life Insur-
ance: Section 79

Each year, employers need
to review their employer-
provided life coverage to
determine whether their
employees’ group term
life coverage is taxable.

Employers have to impute
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Health Saving Account Limits 2005 | 2006 | 2007

HDHP Minimum Deductible

$1,000
$2,000

$1,050
$2,100

$1,100
$2,200

$5,100 $5,250 $5,500
$10,200 $10,500 $11,000

$2,650
$5,250

$2,700
$5,450

$2,850
$5,650

$600 $700 $800

income for the value of
the life insurance plan in
only a few instances:

> The employer-paid life
insurance exceeds $50,000.

> The life plan favors key
employees.

> The employee-paid optional
life plan rate table straddle
Table 1 rates.

The most recent Benefit
Advisor, available on our
website, explains when and
how to calculate imputed
income.

W-2 Forms for STD Benefits
At year-end organizations
need to account for any
disability benefits or earnings
they paid to disabled employ-
ees during the year. Although
in many cases, disability
carriers pay the benefits,
employers need to make sure
these benefits are accounted
for on the employee’s W-2. All
employees who received short-
term disability benefits under
your short-term disability
(STD) plan in 2006 need W-2s.

L EADERSHIP IS PRACTICED NOT SO MUCH IN
WORDS AS IN ATTITUDE AND ACTION.

HaroLD S. GENEEN (1910-1997) Continued on Page 9
e



The income is generally
reported in one of two ways:

» Disability carriers or third
party administrators may
issue W-2s directly to
participants who received
benefits during the year.

» Carriers or administrators
may send you a quarterly
or annual report with the
information you must
include on each
employee’s W-2.

Your STD insurer or STD
administrator may issue W-2s
for your employees. If the
insurer issues the W-2
separately, it is wise to let
employees who had claims in
2006 know that they will
receive a separate W-2 from
the disability vendor. More
often, disability vendors
inform employers of the
amount paid in disability
benefits and then employers
add the benefit income to the
employee’s W-2.

If your organization self-
funds STD benefits, you will
need to include those benefits
in the employee’s 2006 W-2.
If you use a payroll service to
issue W-2s, your payroll
vendor must include the
additional compensation on
the employee’s W-2.

2007 Indexed HSA Limits -
see table at the top of page 8.

2007 Indexed Plan Limits
The Table to the right
summarizes the 2007 indexed
plan limits

Conclusion

Year-end is a hectic time, profes-
sionally and personally. It makes
sense to review this checklist to
make sure your organization ac-
counts for new legislation as well
as run-of-the-mill housekeeping is-
sues. If your organization has
missed a key notice or legislative
requirement, make that issue a pri-
ority in 2007.

Good luck in handling the year-end
compliance issues that affect your
organization’s benefit plans. The
McGraw Wentworth staff wishes you
and your family a happy, healthy
and prosperous 2007! MW
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Indexed Plan Limits

Plan Limits

Section 401(k) or SAR-SEP

Section 402(g) maximum pre-tax contribution by

employees for elective deferrals

Age 50+ Catch-Up Deferral Limit

Section 403(b) Plan

Section 408(p)(2)(A) SIMPLE Plan Contributions

Section 457(b)(2) Limit

Key Employee Determination - Officers'
Earnings Threshold

Section 415 Limit for:
Defined Contribution Plans (calendar year)
Defined Benefit Plans

Highly Compensated Employees
Section 414(g)

Includible Compensation - Section 401(a)(17)

FICA Taxable Wage Base:
Social Security (Tax Rates 6.2%)
Medicare (Tax Rate 1.45%)

2006

$15,000

$15,000

$5,000
$15,000
$10,000
$15,000

$140,000

$44,000
$175,000

$100,000

$220,000

$94,200
No limit

2007

$15,500

$15,500

$5,000
$15,500
$10,500
$15,500

$145,000

$100,000

$100,000

$225,000

$97,500
No limit
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McGraw Wentworth Team

ACCOUNT DIRECTORS PRINCIPAL PLAN ANALYST

SR PLAN ANALYSTS

PLAN ANALYSTS

DIRECTOR OF TECHNICAL SERVICES

MANAGER CLIENT SERVICES

ASSISTANT MANAGER, CLIENT SERVICES

SR. ACCOUNT MANAGERS DIRECTOR OF INFORMATION TECHNOLOGY

SYSTEMS SUPPORT SPECIALIST

ACCOUNT MANAGERS
ADMINISTRATIVE SUPPORT

MARKETING MANAGER

MARKETING DEPARTMENT

CONTROLLER

HUMAN RESOURCE DIRECTOR

Copyright McGraw Wentworth, Inc. Our publications are written and produced by McGraw Wentworth staff
and are intended to inform our clients and friends on general information relating to employee benefit plans
and related topics. They are based on general information at the time they are prepared. They should not be
relied upon to provide either legal or tax advice. Before making a decision on whether or not to implement or
participate in implementing any welfare, pension benefit, or other program, employers and others must con-
sult with their benefits, tax and/or legal advisor for advice that is appropriate to their specific circumstances.
This information cannot be used by any taxpayer to avoid tax penalties.

McGraw Wentworth, Inc.
3331 West Big Beaver Road, Suite 200
Troy, Ml 48084
Telephone: 248-822-8000 Fax:248-822-4131
www.mcgrawwentworth.com




