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This presentation will focus on the Employer Spending Requirement  
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Should we replace this with the official language?  
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Regardless of where the employer is located, Covered Employers who have employees 
working in SF must make the required Health Care Expenditures 
 
For the purpose of calculating employer size, ALL employees are counted, regardless of 
whether they work in SF 
 
Language of “persons performing work” is instructive.  Includes contractors AND all 
types of employees (PT, seasonal, etc.) 
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For 2012, the annual salary exemption figure was $84,051 
 
If employee hours fluctuate: average across the quarter 
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•Expenditure rates are based on the average contribution made by the ten most 
populous counties in California toward their employee’s health insurance. 
   
•The rates are adjusted annually, with large employers paying 75%  of the 10 County 
Rate and Medium Employers paying 50%.   
 
•“Total hours paid” includes hours for which a person is paid wages for work performed 
in SF and hours for which a person is entitled to be paid 
   wages, including PTO, paid vacation hours, and paid sick leave hours. Total hours paid 
is capped at 172 hours per month 
 
•The minimum health care expenditure must be paid by the employer and can’t be 
deducted from the employee’s paycheck 
 
•Expenditures must be made regularly, no later than 30 days after the end of the 
preceding quarter 
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Employers can make health care expenditures in a number of ways 
 
First two are self-explanatory 
Describe City Option and HAS or HRA 
 
Examples of combinations: 

•The amount spent on health insurance premiums doesn’t meet the minimum 
expenditure amount, employer can increase its contribution towards premiums, 
set up HRAs to pay the difference, or pay the difference to the City in the City 
Option Program  
•Employer provides health insurance to full-time employees and HRAs or the 
City Option to part-time employees 
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The City Option is administered by DPH, who contracts with the San Francisco Health 
Plan 
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MRAs are charged a monthly fee of $2.75 whether or not the account is active 
MRA funds technically revert to the City after 18 consecutive months of nonuse 
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An HSA is coupled with a high deductible health plan 
An employer can add unlimited funds to an HSA, in addition to the employee’s 
contribution (limited to $2,500/year) 
 
HRAs are funded solely by the employer and are the much more common method of 
compliance with the HCSO 
 
To count as valid expenditures, both types of accounts must be administered through a 
third party and be “irrevocable,” meaning the funds do not return to the employer 
However, the HCSO allows HRAs to revert to the employer under certain rules 
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First, any remaining balance in the account at the time of separation must remain 
available to the employee (and any other person eligible for reimbursement for health 
care expenses through the employee) for a minimum of ninety days from the date of 
separation.  
 
Second, the employee must receive, within three days following the separation, a 
written notice (“Separation Notice”), which shall include the balance in the account and 
any applicable expiration dates for the funds in the account.  
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In addition to making health care expenditures, the HCSO also obligates employers to:  
 

•Post the Official OLSE Notice in a conspicuous place where any Covered 
Employee works 
 
•Submit an Annual Reporting Form to OLSE by April 30th of each year 
 
•Spend the full amount of any surcharge charged to customers on employee 
health care 
 
•Maintain sufficient and accessible records on compliance  

•Recordkeeping applies for a period of four years from each Covered 
Employee’s first dates of employment.  
•Must also document employee exemptions from coverage and 
Employee Health Care Payment Confirmations for City Option 
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These data are from OLSE’s analysis of the 2012 Annual Reporting Forms submitted by 
covered employers 
 
49% of covered employers are those with 20-99 employees  
But, 81.5% of covered employees work for businesses with more than 100 employees 
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Employers allocated: 
~$1.7 billion to insurance premiums for their covered employees 
~ 
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Health insurance is the most common mode of employer compliance with the ESR, 
with 88% of employers choosing insurance alone or in combination with something 
else 
 
Potential combinations: 
• an employer offers full health insurance benefits to full-time employees, and makes 

HRA contributions or City Option payments for part-time employees; 
• an employer offers full health insurance benefits and an HRA that covers only vision 

benefits to all employees;  
• An employer’s offered insurance plan does not meet minimum expenditure 

requirements for a covered employee, so the employer makes up the difference 
through an HRA or City Option payments. 

 
Other strategies: 
• Combination of more than 2 
• Reimburse health care expenses directly 
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996 employers used HRAs to comply with the ESR in 2012 
 
While smaller employers form the largest proportion of this group, all employers use 
HRAs at a roughly equal rate 
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More detail on employers using HRAs 
 
Approximately 20% of employers that use HRAs – 5% of all employers subject to HCSO - 
used HRAs as only method of compliance 
 
Among this group, small employers represent approximately half 
 
 
*Employers who report contributing to HRAs and also paying premiums for health 
insurance may or may not offer HRAs that are “integrated” with health insurance. OLSE 
often finds that employers meet the employer spending requirement by providing 
health insurance one group of employees (often full-time) and providing stand-alone 
HRAs to another group (often part-time).  
 
**“Other Strategies” for making health care expenditures that included the use of an 
HRA were:  (a) allocations to HRA and contributions to City Option (12 employers); and 
(b) payments for health insurance, allocations to HRA, and contributions to City Option 
(74 employers), 
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Of the 263k covered employees, 46k – or 17% - had HRAs in 2012 
 
Though the use of HRAs is most prevalent among small employers, three-quarters of 
employees that have HRAs are employed in companies with more than 100 employees. 
 
However, the data does not distinguish between whether these HRAs are stand-alone 
or integrated. 
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More than half of the HRAs available to employees in 2012 had some restrictions on 
their use. 
 
This chart shows the most common types of health expenditures not reimbursed by 
HRAs. 
 
Restrictions on insurance premiums or dependent expenditures may be in place 
because the employer also offers the employee insurance and may also be a factor in 
the rate at which employees draw down funds from HRAs 
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19k of the 263k covered employees received the city option – which includes HSF or 
MRAs 
87% are in companies with more than 100 employees 
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Mayoral directive directed OLSE to compare reimbursement rates for HRAs and MRAs 
 
The higher MRA reimbursement rates might be indicative of the fact that City MRAs are 
unrestricted and reimburse for more expenses than some HRAs do.   
 
May also be related to whether HRAs are stand alone or combined with health 
insurance. 
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In order to satisfy the individual mandate, all non-exempt persons are required to have 
minimum essential coverage starting 2014.   
 
The ACA requires all non-grandfathered group health plans and plans sold in the 
exchange to cover benefits from ten categories, known as essential health benefits.  

Ambulatory patient services 
Emergency services 
Hospitalization 
Maternity and newborn care 
Mental health and substance use disorder services including behavioral health 
treatment 
Prescription drugs 
Rehabilitative and habilitative services and devices 
Preventive and wellness services and chronic disease management 
Pediatric services, including vision and dental care  

 
Starting in 2014, the ACA bans annual dollar limits on the coverage of essential health 
benefits. 
 
Also beginning in 2014, the ACA stipulates that preventive services, such as vaccines 
and health screenings, are to be provided without cost to the patient (even if 
deductibles have not yet been met) 
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Per recent federal guidance, several important changes have been made to HRAs, largely 
because of the ACA market reforms we just discussed. 
 
Specifically, employer-sponsored HRAs provide a fixed dollar amount each coverage period for 
employee medical expense reimbursements.  Accordingly, by their nature, they have dollar 
limits and cannot comply with the ACA’s ban on annual dollar limits for essential health benefits 
and, further, cannot guarantee access to free preventive services.   
 
Going forward, HRAs will be deemed to satisfy the dollar limit and preventive care reforms only 
if they are “integrated” with primary group health insurance coverage that complies with those 
requirements.   
That insurance must be provided by the employer or the spouse’s employer, and the employee 
must actually be enrolled in the insurance plan.   
 
HRAs cannot be “integrated” with individual insurance bought on the Exchange, and HRA funds 
cannot be used to purchase insurance on the Exchange. 
In addition, because employer-sponsored HRAs will constitute “minimum essential coverage,” 
employees with HRAs will not be eligible for federal premium subsidies.  
 
Under new ACA requirements, employees must be given the opportunity to waive or opt out of 
HRA coverage at least annually.  U.S. Departments of Treasury and Labor.   
 
It is currently unclear whether this rule applies only to HRAs that comply with the ACA market 
reforms and are therefore already integrated with employer-sponsored health insurance 
coverage, or whether it also applies to stand-alone HRAs that consist solely of carryover 
balances from 2012 and/or 2013.  
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HRA:  (HCSO requires HRA funds to be available for 24 months from the 

date of distribution.) 
 
MRA:  (City MRA funds technically revert to the City after 18 consecutive 

months of non-use.  However, in practice, the funds roll over in perpetuity 

and closed accounts are made available at employee’s request.) 
 

36 



37 



38 



39 



40 



41 



42 



Pre-tax employer payment plan no longer allowable 
Post-tax employer payment plan is available 
There is a tax-favored employer payment plan no longer permissible for same reason as 
HRAs. 
Ways to comply with HCSO other than the tax-favored options previously available. 
Could be used to fund insurance because doesn’t qualify as group health plan since 
post-tax. 
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