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Com plia nce Compliance Alert
Center of Excellence May 25, 2021

Annual PCORI Fee is Due July 315t
Time to File and Submit Payment for the PCORI Fee

The Affordable Care Act (ACA) created the Patient Centered Outcome Research Initiative (PCORI) to
evaluate and compare health outcomes. The annual PCORI fee partially funds this initiative. The fee
applies to all health plans, including church and government plans, which provide coverage to employees.

How Much?

The indexed fee schedule is below.

For Plan Years... Fee per Covered Life

Ending on or after October 1, 2019 and before October 1, 2020 $2.54
Ending on or after October 1, 2020 and before October 1, 2021 $2.66
Who and When?

1. If a group health plan is fully insured, the insurance carrier is responsible for reporting and
paying the PCORI fee. Insurance carriers typically pass the fee along to covered employers
through higher premiums.

2. The employer as plan sponsor is responsible for reporting and paying the PCORI fee for self-
insured group health plans. A third party administrator or other vendor may assist with the
calculation, but the plan sponsor must file the IRS Form 720 and pay the applicable fee. If
multiple employers patrticipate in the plan, each participating employer must file separately
unless the plan document designates one employer as the plan sponsor.

3. IRS Form 720 and the PCORI fee are due by July 31, 2021 for plan years that ended in 2020.

Which Plans Are Subject to the PCORI Fee?

Most types of group health plans are subject to the PCORI fee, including group health plans that are
“grandfathered” under the ACA as well as retiree-only plans. It is actually a little easier to describe the
excluded plans.
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Plans Excluded from the PCORI Fee

Plans considered “excepted” benefits under HIPAA, including:
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e Most health care flexible spending arrangements (HCFSAs) so long as:

i. the employer also offers traditional medical coverage to HCFSA participants;
and

i. the maximum annual HCFSA reimbursement is limited to the greater of the
participant’s contribution plus $500 or twice the participant’s contribution’

e Dental or vision-only coverage (or HCFSAs and health reimbursement arrangements
(HRAs) limited to reimbursements for dental and vision expenses)

e Employee assistance programs (EAPs), disease management, wellness plans, etc. if
they do not provide significant medical benefits

Expatriate insurance plans if the plan primarily covers employees working and residing outside the
United States

Stop-loss or indemnity reinsurance policies

Non-group health coverage (e.g., life, disability, AD&D)

How Do You Calculate the PCORI Fee?

The fee depends upon the number of covered lives under a plan (i.e., employees, retirees, COBRA
participants, and covered spouses and dependents). There are several options for calculating the fee, and
employers may choose the option that best suits their circumstances.

The goal is to find the method resulting in the lowest fee owed. An employer must use the same method
throughout a reporting year, but it may change methods from year to year.

1. Actual Count Method. Count the covered lives on each day of the plan year and average the
result. For example, a calendar year plan will add the covered lives on each day of the plan
year and divide the result by 365.

2. Snapshot Count Method. Determine the number of covered lives on the same day (plus or
minus 3 days) of each quarter or month, and average the result.

3. Snapshot Factor Method. Using the same day (plus or minus 3 days) of each quarter or month,
multiply the number of employees, retirees and COBRA participants who have elected a
coverage tier other than self-only coverage by 2.35 (rather than actually counting dependents)

' This effectively means an employer cannot contribute more than $500 toward an HCFSA if the employee elects $0 in order for the HCFSA to
qualify as an excepted benefit. An HCFSA with a 1:1 employer matching contribution also qualifies as an excepted benefit HCFSA. Employer
contributions do not count toward the employee HCFSA annual contribution limit.
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and add that to the number of employees, retirees and COBRA participants with self-only
coverage. Average the result.

4. Form 5500 Method. Determine the number of participants at the beginning and end of the plan
year as reported on Form 5500.

a. If dependents are covered, add the participant counts for the beginning and end of the
plan year together.

b. If dependents are not covered, add the participant counts for the beginning and end of
the plan year together and divide by two.

c. The Form 5500 must actually be filed by July 31! for this option to be available.

If there are multiple self-insured plans with the same plan year, such as a self-insured medical plan with
an integrated HRA, only one fee applies per covered life. In other words, there is no need to double-count
the participants for overlapping coverage. Separate PCORI fees apply to self-insured benefits with
different plan years.

If the plan sponsor owes the fee for a HCFSA or HRA because it is offered on a standalone basis or
because it is integrated with fully insured coverage (such as a fully insured medical plan), the fee may be
calculated by counting only covered employees. In other words, spouses and dependents do not count.

How Do You Report and Pay?
Plan sponsors report the PCORI fee annually on IRS Form 720 by July 31%. Form 720 itself is a quarterly

return, but employers who only need Form 720 for PCORI reporting purposes only file it once per year at
the end of the second quarter. The IRS instructions are here.

Note: Government, church and nonprofit employers are subject to the PCORI fee and required to file
Form 720 if they sponsor a self-insured group health plan.

An employer only needs to complete certain portions of Form 720 for PCORI purposes.

1. Identifying information at the beginning of the form

o 120 Quarterly Federal Excise Tax Return
(Rev. June 2021) » See the Instructions for Form 720. OMB No. 15450023
Intema Revanve Service » Go to www.irs.gov/Form720 for instructions and the latest information.
Quart FOR IRS USE ONLY
Check here if: | pane kethprn |
.| Final return . = : T
| Add h Number, street, and room or suite no. ployer identificati b FF
! ress change  uf you have a P.0. box, sea the Instructions.)
FD
FP
City or town, state or province, country, and ZIP or foreign postal code |
| B
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2. Part Il, line 133 (self-insured plans complete the “Applicable self-insured plans” line; the

“Specified health insurance policies” line is completed by insurance carriers for fully insured
policies):

Partll
Patient-Centered Outcomes Research Fee (see |\ Zonver|  BIFeetor | oo
IRS No. |instructions) (see inst.) covered life instructions) Tax IRS No.
Specified health insurance policies
(a) With a policy year ending before October 1, 2020 $2.54
(b) With a policy year ending on or after October 1, 2020,
and before October 1, 2021 $2.66
133 |Applicable self-insured health plans 133
(c) With a plan year ending before October 1, 2020 $2.54
(d) With a plan year ending on or after October 1, 2020,
and before October 1, 2021 $2.66

3. Partlll, lines 3 and 10 and the signature section:

Part 11l

3 Totaltax. Add Partl, line1,and Partll,line2 . . . . . . . . . . . . . . . . .» | 3] ]
4  Claims (see instructions; complete ScheduleC) . . . . . . .» | 4 | |
5 Deposits made forthequarter . . . . P | 5 | I

__| Check here if you used the safe harbor rule to make your deposits.
6 Overpayment from previous quarters . . » | 6
7  Enter the amount from Form 720-X included

online6,ifany . . . . . . . . .P» | 7
8 Addlines5and6 . . . . . . . . . ... ... . .» |8| [
9 Addlines4dand8 . . . > | 9

10  Balance Due. If line 3 is greater than line 9, enter the difference. Pay the full amount with the return (see instructions)» | 10
11 Overpayment. If line 9 is greater than line 3, enter the difference. Check if you want the

overpayment: | | Applied to your next return, or | | Refunded to you. 11
Third Party | Do you want to allow another person to discuss this return with the IRS (see instructions)? | Yes. Complete the following. [ | No
Designee Designee name » Phone no.» Personal identification number (PIN) P
Under penalties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and to the best of my knowledge and
" belief, it is true, correct, and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.

Sign
Here } }

Signature Date Title

Type or print name below signature. » Telephone number »
Pai d Print/Type preparer's name Preparer's signature Date Check [ PTIN

self-employed
Preparer == ~ e
rm's name irm’s
nl

Use O y Firm's address » Phone no.

4. Payment can be made electronically using the Electronic Federal Tax Payment System or by
check or money order using the 720-V payment voucher found near the end of the Form 720
and mailed to:

Department of the Treasury
Internal Revenue Service
Ogden, UT 84201-0009
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Form 720-V (2021)
________________________ Y ___Detach here and mail with your paymentandForm720. | V¥ __
£ 720-v Payment Voucher | OMB No. 1545-0023
m&mﬁ’sﬁm‘" » Don't staple or attach this voucher to your payment. 2 @2 1
1 Enter your employer identification 2 Doliars Cents

IN). i i R
SERIENE S Enter the amount of your payment. »

Make your check or money order payable to “United States Treasury.”

3 Tax Period 4 Enter your business name (individual name if sole proprietor).
7 1st N 3rd
L) Quarter ) Quarter Enter your address.
‘® 2nd ™ 4th City or town, state or province, country, and ZIP or foreign postal code
L4 Quarter N4 Quarter

The fee is tax-deductible.

About the Author

Andie Schieler, J.D., CEBS is a Senior Compliance Consultant in the
Employee Health & Benefits Compliance Center of Excellence for Marsh &
McLennan Agency.

The information contained herein is for general informational purposes only and does not constitute legal or tax advice regarding any specific
situation. Any statements made are based solely on our experience as consultants. Marsh & McLennan Agency LLC shall have no obligation to
update this publication and shall have no liability to you or any other party arising out of this publication or any matter contained herein. The
information provided in this alert is not intended to be, and shall not be construed to be, either the provision of legal advice or an offer to provide
legal services, nor does it necessarily reflect the opinions of the agency, our lawyers or our clients. This is not legal advice. No client-lawyer
relationship between you and our lawyers is or may be created by your use of this information. Rather, the content is intended as a general
overview of the subject matter covered. This agency is not obligated to provide updates on the information presented herein. Those reading this
alert are encouraged to seek direct counsel on legal questions. © 2021 Marsh & McLennan Agency LLC. All Rights Reserved.
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