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Summary of Insurer Tax Provisions 

On March 23, 2010, President Obama signed into law the “Patient Protection and Affordable 
Care Act” (PPACA). A reconciliation bill making changes to the Act was signed by the 
President on March 30. The PPACA as amended by the reconciliation bill is collectively 
referred to as the Act in this summary. This summary provides an overview of the tax 
provisions impacting Blue KC.   
 
Summary  
The Act imposes several new taxes, restrictions on existing deductions, and reporting 
requirements on health insurers. These include:  
• Changes to the §833 taxation for certain insurers;  
• Reporting Payments to Corporations;  
• Comparative Effectiveness Assessment (Patient-Centered Outcomes Research Trust Funds 

Fee);  
• Deductibility of Executive Compensation; and  

• Annual Fee on Health Insurers.  
 
Taxation under §833 of the Internal Revenue Code (IRC)  
Extended for tax years beginning after December 31, 2010, the Act would permit tax treatment 
of Blue plans and other insurers under section 833 of the IRC only if the plan had a medical 
loss ratio (MLR) of at least 85 percent  (§9016 of PPACA, adding subsection (5) to IRC 
§833(c)). 
 
 
Reporting Information on Payments to Corporations  
The Act required businesses to provide information, via Form 1099, for corporate service 
providers receiving more than $600 per year for services or property. This was effective for 
payments made in taxable years after December 31, 2011 (§9006 of the Act, amending §6041 
of the IRC).  However, on April 14, 2011, the President signed Public Law 112-9, 
Comprehensive 1099 Taxpayer Protection and Repayment of Exchange Subsidy 
Overpayments Act of 2011 which repealed the 1099 reporting requirement.  
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Comparative Effectiveness Research Assessment (Patient-Centered Outcomes Research 
Trust Funds Fee)  
A fee will be assessed on health insurers and self-funded plans to support comparative 
effectiveness research through Patient-Centered Outcomes Research Institute. The amount of 
the assessment is equal to $1 multiplied by the “average” number of covered lives under the 
plan for policy/plan years ending at any time during the Federal government’s 2013 fiscal year 
(i.e., between October 1, 2012 to September 30, 2013), and $2 multiplied by the “average” 
number of covered lives under the plan for policy/plan years ending at any time during the 
Federal government’s 2014 fiscal year (i.e., between October 1, 2013 to September 30, 2014). 
Thereafter, annually the dollar amount is increased by the percentage increase in projected per 
capita amount in National Health expenditures.  The assessment is eliminated at the start of 
Federal government’s 2020 fiscal year. In the case of a self-funded plan, the plan sponsor is 
responsible for the payment (PPACA §§6301, amending IRC Ch. 34 by creating a new 
Subchapter B). 
 

Limitation on Deductibility of Remuneration to Employees and Service Providers  
Beginning in 2013 (tax years beginning after December 31, 2012), health insurers are 
prohibited from deducting as an expense remuneration to an individual in excess of $500,000. 
The ability to deduct deferred remuneration, attributable to services performed after December 
31, 2009, is also limited (the Act provides a calculation to determine the application of this 
restriction). 
 
This restriction applies to an employer which is a “covered health insurance provider.” The Act 
defines this to mean, for taxable years beginning after December 31, 2009, and before January 
1, 2012, an employer which is a health insurance issuer as defined in Internal Revenue Code 
(IRC) section 9832(b)(2), and which receives premiums from providing health insurance 
coverage. That IRC section explicitly excludes a group health plan. For subsequent tax years, 
the Act defines the term to mean those health insurance issuers which receive 25 percent or 
more of their gross premiums from providing minimum essential coverage.  
 
The applicable remuneration means the aggregate amount that would otherwise be allowable as 
a deduction. It does not include remuneration that is deferred to a subsequent taxable year.  
 
This limitation applies to an individual who (1) is an officer, director, or employee, or (2) 
provides services for or on behalf of the covered health insurance provider (during the 
disqualified taxable year)..  

Notes & Open Issue: The application to individuals who provide services “for or on behalf of” 
the health insurance provider likely includes consultants but not medical providers. 
“Individual” generally means a natural person and not a corporate entity (§9014 of PPACA, 
adding subsection (6) to IRC §162(m)). 
 
Annual Fee on Health Insurers (Excise Tax)  
Beginning in 2014, entities which provide health insurance will be assessed a fee, apportioned 
among health insurers based on the ratio designed to reflect market share. It is calculated by 
comparing the entity’s net written premiums for health insurance to the total applicable net 
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premiums written by all such entities. For purposes of calculating the fee for a particular 
insurer, the following is taken into account:  
• The first $25 million in net premiums is excluded;  
• 50 percent of the net premiums between $25 million and $50 million is included in the 

calculation;  
• All of the net premiums above $50 million is included in the calculation. 
 
For example, if an insurer has $100 million in net premiums, the insurer will be assessed on 
$62.5 million. The percentage paid will depend on the ratio of that amount to the total net 
premiums written across the country in order to collect the total annual burden specified under 
the Act.  

The annual burden to be allocated among payers, based on their prior-year’s ratio, is $8 billion 
in 2014 and increases annually so that in 2018 it is $14.3 billion. Thereafter, the total 
assessment will increase by the rate of premium growth.  

The fee applies to net written premiums, including reinsurance premiums written, reduced by 
reinsurance ceded, and reduced by ceding commissions. It includes premiums for 
hospital/medical, vision, dental, Federal Employees Health Benefit Plan, Medicare, Medicaid, 
and other health coverage. It does not include amounts arising under arrangements that are not 
treated as insurance. Premiums for accident, disability income, specific disease or illness, 
indemnity, long-term care, and Medicare supplemental insurance are excluded.  

• Certain health insurers may have a lower insurer assessment:  
• Only 50 percent of the net premium is taken into account for entities which are tax-exempt 

pursuant to IRC section 501(c)(3), (4), (26), and (29).  
• Nonprofit entities that receive more than 80 percent of gross revenue from governmental 

programs (Medicaid, Medicare, and CHIP) and meet the limitation on lobbying provisions 
described in section 501(c)(3) are exempt from the assessment.  

• Self-funded plans are exempt.   
The U.S. Treasury will require reporting of premium information. It will then calculate the 
ratios. Payments will be due by September 30 of each applicable year. The fee is not deductible 
for federal income tax purposes (PPACA §9010 and 10905, Reconciliation bill §1406). 
 
Other Items of Interest – please see the respective Fact Sheets  
• The individual market reinsurance program imposes $25 billion dollars in assessments over 

the period of 2014 – 2016.  
• The excise tax on high-cost insurance plans, aka the Cadillac Tax, imposes a tax of 40 

percent of the cost of benefits over the threshold, beginning in 2018. See Blue KC’s 
Federal Healthcare Reform: Employer Taxation Provisions fact sheet for more 
information.  

• An employer will not be able to both deduct the cost of a retiree drug plan and receive the 
retiree drug subsidy, the amount of which is not otherwise included in gross income, 
beginning in 2013. See Blue KC’s Federal Healthcare Reform: Employer Taxation 
Provisions fact sheet for more information.  
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This summary is provided for informational purposes only and is not intended as legal advice. 
Please consult your legal advisor for additional information. 
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