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Federal Health Reform
What is it?
The purpose of this paper is to provide a framework to help readers begin to understand the federal health
reform laws that will begin to take full effect in 2014. The reader should note that a significant amount of detail
is still being crafted with regards to this law, so some of the information contained herein may be rendered
moot or changed at virtually any time. Even making that statement, the basic structure of the reform will stay
generally intact, and therefore in this paper we outline what is known and take some care to indicate where
more information may be forthcoming.
Further, while the intent of this paper is not to offer political opinions, it may be impossible to avoid such
tendrils of opinion to seep out of these paragraphs. From time to time an editor’s note may be added to assist
understanding.

…………………….
Background
The Patient Protection and Affordability Care Act, and the accompanying Public Health Act, was
passed into law on March 23, 2010. This is a key date to remember, since many of the features of the
law are taken from this date (i.e.: 6 months following the enactment was 9/23/2010)
PPACA (pronounced “pack-ah” to help the reader; other usages are ACA; P-PACA; or Obamacare)
represents a significant element in the ideology of President Barack Obama and his supporters. It is
important to understand a bit about the history of this legislation, and how it is being implemented.
In the year following the first inauguration of Barack Obama, legislation was introduced in Congress
to reform the American health care delivery system. The reader may recall that both houses of
Congress and the White House were controlled by Democrats in 2009–2011, but even so, the
confrontation to enact the reform legislation took the better part of a year-and-a-half and took every
vote the Democrats had to pass the Senate.
One of the original versions of reform was a single payer system (originated in the House), similar to
Medicare. However, it became clear that this proposal would not gain even 100% Democratic
support, and it was replaced by the legislation that became PPACA. In the end, PPACA became law
without a single vote from Republican lawmakers.
This paper will not go further into the details of this law's adoption history, but rather it will discuss
how this law is being implemented. That said, a key element in understanding this discussion is that
in June 2012, the Supreme Court, in a divided vote, decided that while the individual mandate of the
law (requiring that every person in the country have health care coverage) was strictly
unconstitutional, the Congress was within its powers to assess a penalty against individuals for not
having coverage. In this decision, the penalty was judged to be a tax, and therefore constitutional.
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The Big Picture
In the ‘50s and ‘60s, most people who had health insurance coverage at all, had hospital insurance —
what today we call catastrophic coverage. The costs of outpatient services and prescription
medications were paid out-of-pocket. In most cases, people paid for doctors visits at the time of
service. Some people had coverage sponsored by employers at neighborhood clinics.
More benefits, with lower our-of-pocket costs, began to change the face of health insurance. From the
late ‘60s until 2010, people received their health care in a number of ways:: through employers,
individually, through government programs such as Medicare/Medicaid, or they didn’t pay to have a
third party payment program at all. Major changes to employer sponsored coverage came about in
the mid-‘90s when HIPAA was enacted. A small group was defined from 2–50 employees and
coverage at a legitimate small group was guaranteed if applied for at the permissible time.
Large groups and individual medical plans were still medically underwritten. From the mid-‘90s until
the early 2000s, medical costs surged and the costs of coverage ballooned at the same time. Clearly,
the existing system was beginning to falter under its own weight and had to be changed. While many
analysts proposed fundamental changes in the cost structure of health care delivery, what PPACA
delivered was almost entirely a focus on changing the health care payments system.
PPACA presents a major alteration of the way in which people receive their health care. Some have
called this “insurance reform” rather than “healthcare reform.” In fact, PPACA does almost nothing to
control the costs of health care, so medical cost inflation will continue. PPACA also imposes a number
of new requirements for coverage onto health insurance, and incorporates a number of taxes on
health care plans and individuals alike. Therefore, it is highly unlikely that the real cost of providing
healthcare will be diminished by PPACA. In addition, PPACA assesses higher risk costs on health
insurance plans, which in turn translates to higher premiums. What PPACA does do is provide
subsidies for health insurance premiums to certain income classes. It remains to be seen if the “new”
cost of health care coverage will actually be lower for people, even with these subsidies.
The rest of this paper is devoted to two broad discussions:: When and What Will Happen, and How
Things Will Work. As an addendum, a list of taxes required by PPACA will be listed. The date of this
second edition is April 2013.
Note**the original law comprised nearly 3000 pages. The regulations that will implement the law will very likely, in the short term,
require nearly 100,000 or more pages. Therefore, while this paper is relatively short, there is a lot of detail that can be found in the
publications/regulations of various government agencies, principally the Department of Health and Human Services (HHS), within which
the Centers for Medicare and Medicaid Services (CMS) plays a key role; the Department of Labor (DOL); the Department of the
Treasury, within which is the Internal Revenue Service (IRS). A caution —- at this stage the regulations are in a rather continuous state
of revision — “clarification” as it is euphemistically termed. Therefore, some of what is written here may be changed.
(Within this paper, the reader may see the following annotations:: TBD – To Be Determined; or MTC – More To Come.)
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What is Going To Occur, and When?
The timeline shown in Addendum A is offered courtesy of Warner Pacific, a master general insurance
agency based in California. A second look at the timeline, updated in February 2013, is also provided,
courtesy of the National Association of Health Underwriters, in Addendum B.
If you’d like to bypass this section and get right to the implementation section, use this first part of the
report like you might use a glossary.
What you see in this timeline is that a number of provisions of the law have already been
implemented, while some elements that were scheduled to take effect in the early months of the law,
have been delayed. Here is a brief summary of some of the more significant features that have
already taken effect::
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Annual and lifetime limits on plan benefits removed;
Gender neutral ratings;
Dependent children, up to age 26, are allowed to stay on parent’s plan’
Children, up to age 19, are guaranteed issue;
Many States have implemented open enrollment for child only coverage;
Rescission no longer allowed except for fraud or misrepresentation;
Preventive screenings provided with no cost share;
Medical loss ratios floors became effective;
Early HSA withdrawal penalty boosted to 20%;
FSA contribution limited to $2500;
Limited small employer tax credit program made available;
Employers issuing more than 250 W2s must list benefit costs on W2;
Increased Medicare payroll tax effective for higher incomes (more on all PPACA taxes in a later section)
Full implementation of some requirements, such as non-discrimination testing, have been delayed. The CLASS act portion of
PPACA (long term care) has been repealed, as has business 1099 reporting of certain expense amounts.

Most of the full implementation occurs with PPACA starting on 1/1/2014. At this time, the following
portions of PPACA take effect, summarized below::
•
•
•
•
•
•
•

All plans will be guaranteed issue, meaning that no consideration for any pre-existing medical condition can be taken into
account for issuing a health insurance policy (tobacco use excepted);
State or federal exchanges will come online, with pre-enrollment scheduled to begin 10/1/2013;
Premium tax credits and cost sharing subsidies will commence (as described below);
Individual mandate in the form of a tax penalty for non-participation takes effect;
All plans offered must contain Essential Health Benefits to be considered qualified to meet the mandate;
Medicaid eligibility will be expanded to those with 133% of federal poverty level (FPL)
Basic Health Plan, (essentials plan) becomes available to those whose income is between 133 – 200% of FPL

In order to fully understand the timelines, one must understand the structure of the reform universe.
To that end, let’s take a look at specific elements of coverage under PPACA.
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Plan Design Changes
Many of the significant changes in the early days of PPACA adoption occurred after 9/23/2010. At that
time, all plans, including grandfathered plans (those in effect prior to 3/23/2010), had to include dependent
child coverage up to the dependent’s 26th birthday, elimination of overall plan benefit limits
(reasonable annual limits may still apply), zero cost preventive screenings services, guaranteed issue
child coverage, etc.
The main changes occurring 1/1/2014 for individual plans will be the elimination of pre-existing
condition underwriting (guarantee issue), required essential health benefits included in plan design,
and coverage of dental and vision benefits for children.
Minimum Qualifying Benefits
The benefits included in individual and small group plans, inside or outside an exchange are
controlled by a definition of Minimum Essential Health Benefits (EHBs), created by the federal
government, which fall into the following categories::
• Ambulatory patient services
•
•
•
•
•
•
•
•
•
•

Emergency services
Hospitalization
Maternity and newborn care
Mental health and substance use disorder services
Prescription drugs
Rehabilitative and habilitative service
Laboratory services
Preventive and wellness care
Chronic disease management
Pediatric dental and vision care (for childrens’ plans)

The prescription drug coverage in a qualified plan must offer at least one drug in each therapeutic
category, and must match the benchmark plan (there are approximately 44 therapeutic categories). States
may require additional categories of health care benefits to be covered, but will be responsible for
funding those services from state resources.
This benefit structure applies to individual and small group plans, but not to large group, self-funded
or grandfathered plans. Large group and self-funded group plans are covered by the federal law
known as ERISA, although large group plans do have to meet minimum value parameters (defined as
at least 60% actuarial value) to avoid penalties/taxes as defined in PPACA. Some of those exceptions are
community rating, plans can still be medically underwritten, medical loss ratios do not apply, and
essential benefits vary.
Qualifying Health Plans (QHPs) will also have to adhere to out-of-pocket limits. Out-of-pocket
maximums may not exceed the limitations imposed on HSA qualified high-deductible health plans
($6,250/single, $12,500/family for 2013 — a bit higher in 2014). In addition, all member cost-sharing must apply
to the out-of-pocket maximum (e.g., copays and deductibles). For plans with network benefits, the limits
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apply only to the in-network, out-of-pocket maximum. This requirement does not apply to
grandfathered plans, or out-of-network cost sharing.
All fully funded, non-grandfathered plans will eliminate any annual or lifetime maximum limits on any
of the EHBs. This does not apply to self-funded or grandfathered plans.
Plan Types
As is currently the case, health insurance will be available on an individual, small group, or large
group basis. An individual plan is just as it sounds — a plan purchased by an individual to cover
themselves, and/or other members of their family.
A small group plan refers to an employer-sponsored health insurance plan for companies with from 2
- 50 employees. As of 1/1/2014, this definition will technically change to 2–49, with 50 being the point
at which large group is defined. Small group plans will not have to offer coverage to either dependent
children or spouses of employees.
A large group plan is an employer-sponsored health insurance for companies with (post 1/1/2014) at
least 50 employees. There is no upper limit on number of employees. Large group plans will have to
offer coverage for dependent children up to age 26, but not to spouses of employees.
Part time employees are counted as a fraction of their employment for calculating total number of full
time equivalents. Seasonal employees (working less than 120 days per year) do not have to be
considered. Full time and part time employees impact whether a group is classified as large or small.
For groups, the IRS rules for controlled business will define whether a collection of commonly owned
businesses qualify as a large or small group. The rules of common ownership will not permit the
breakup of business into neurotically small groups to avoid the penalty/tax.
Health insurance plans can be fully funded (the insurance company accounts for all risk except for
that assigned to the insured in the contract) or self-funded (the employer in an employer-sponsored
plan assumes some of the medical financial risk directly in exchange for a lower premium). All of
PPACA’s provisions apply to fully funded plans. Some, but not all, of PPACA’s provisions apply to selffunded plans.
All group plans must offer, but are not required to pay for, dependent coverage to an employee’s
children. Notably, spousal coverage does not have to be offered in such plans.
In 2016, the definition for a small group will expand to 100 employees, however, the penalties/taxes
that apply to large group will still apply at the 50 or greater employee mark.
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Grandfathering
Grandfathered health plans refer to plans that were in place prior to 3/23/2010. PPACA did not require
that those plans remain in place after enactment of the legislation, or require that they be replaced. In
practical fact however, a number of insurance carriers have eliminated their “grandfathered” plans,
and have retired such plans, requiring that insureds replace their coverage with new, nongrandfathered plan coverage.
[ed. note:: it is not currently clear that grandfathered plans in the individual market will have to be eliminated effective
1/1/2014. Small group plans issued prior to 3/23/2010 will have to comply with EHBs upon their renewal and may or may
not be able to retain grandfather status.]

A plan that was in place prior to 3/23/2010 can only be considered “grandfathered” going forward if,
upon renewal, changes in the plan design were fairly insignificant. For example, if an individual, trying
to keep their premiums low, replaced a $2000 deductible plan with a $3000 deductible plan, the new
plan would be considered non-grandfathered. Similarly, in a group setting, if an employer plan design
or the employer’s contribution was changed to place a significantly greater financial burden on the
employee, the new plan was no longer classified as grandfathered.
In a very general sense, the benchmark for deeming a plan to be non-grandfathered is if the burden
in costs on the employee increase 5% or more, not taking into account plan trend (cost increases due
to the upward trend of medical costs).
Mandates
From a technical, legal perspective, PPACA does not contain mandates. The decision by the
Supreme Court in June 2012 made that clear. However, whether your perspective is individual or
group, this may well be a difference without distinction since the law places penalties/taxes upon
individuals and large group employers for not providing minimum essential health benefits. So, to be
less confusing, we refer to these requirements as “mandates” in the rest of this paper.
!

Individual “Mandate”
As indicated previously, the Supreme Court judged that the Constitution does not permit the
Congress to mandate the purchase by an individual of a commercial product. However, the court
decision also determined that Congress could impose a tax upon an individual for not behaving in
a specific manner. Therefore the penalty set forth in PPACA has become a tax, and the term
“individual mandate” is for all intents and purposes a requirement. To simplify, we will therefore
refer to this as a “mandate” throughout this paper.
For PPACA’s purposes, an individual is a US citizen or legal resident, with certain exceptions::
(1) people with religious objections;
(2) American Indians with coverage through the Indian Health Service;
(3) undocumented immigrants;
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(4) those without coverage for less than three months;
(5) those serving prison sentences;
(6) those for whom the lowest-cost plan option exceeds 8% of annual income; and
(7) those with incomes below the tax filing threshold

There are two key elements regarding this mandate:: first, the individual must have health care
coverage, and that coverage must adhere to stipulated essential health care benefits. If an
individual does not have the minimum essential coverage (defined as the 60% actuarial value or bronze
plan, defined more fully in a few paragraphs), that individual will be subject to a penalty/tax (the following is
derived from the NFIB website)::
Taxes (read: penalties) begin in 2014 and rise in years following. In each year, the tax consists of the
higher of a dollar amount or a percentage of household income. Following is the schedule of taxes:
•

2014: The higher of $95 per person (up to 3 people, or $285) OR 1.0% of taxable income.

•

2015: The higher of $325 per person (up to 3 people, or $975) OR 2.0% of taxable income.

•

2016: The higher of $695 per person (up to 3 people, or $2,085) OR 2.5% of taxable income.

•

After 2016: The same as 2016, but adjusted annually for cost-of-living increases.

	


(Note: line-to-line changes in variables are in red, underlined type)
•

2014; family of 2; taxable income=$26,000;
tax=$260
because $260 (=$26,000x1%) is higher than $190 (=$95x2).

•

2014; family of 3; taxable income=$26,000;
tax=$285
because $285 (=$95x3) is higher than $260 (=$26,000x1%).

•

2016; family of 3; taxable income=$26,000;
tax=$2,085
because $2,085 (=$695x3) is higher than $650 (=$26,000x2.5%).

•

2016; family of 3; taxable income=$85,000;
tax=$2,125
because $2,125 (=$85,000x2.5%) is higher than $2,085 (=$695x3).

•

2016; family of 8; taxable income=$85,000;
tax=$2,125
because $2,125 (=$85,000x2.5%) is higher than $2,085 (=$695x3).

•

2016; family of 8; taxable income=$300,000;
tax=$7,500
because $7,500 (=$300,000x2.5%) is higher than $2,085 (=$695x3).

Subsidies are discussed in a later section, but it should be noted here that an individual who
applies for individual coverage in an exchange, but who has qualifying coverage offered through
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their employer (offering minimum essential benefits and employee cost is less than 9.5% of W2 income), is not
eligible for a subsidy.

Employer Mandate
Employer sponsored plans fall into two categories starting 1/1/2014:: Large group (50 or more
employees) and small group (49 or fewer employees).
Small group employers are not subject to any sort of penalty for not offering coverage to
employees, not offering coverage that contains minimum essential benefits, or not offering
coverage contributions that meet affordability standards. [ed. note** as has been the case for years, a
small employer’s decision to offer coverage and/or other benefits is based on the employer’s need to attract and
retain the type and quality of employee that is needed for the business.]

Again, while PPACA does not contain a specific large employer mandate, it imposes penalties/
taxes if the large group employer does not offer coverage that meets the essential minimum
coverage or affordability requirements. The penalties will be described below in the section on
affordability.
Large groups (50 or more) will pay a penalty if they do not offer any coverage, the coverage
offered is not affordable, or if any employee of a company that offers coverage qualifies for a
subsidy in a public exchange. The specific penalties for this are defined below.
[ed. note:: Originally employers with more than 200 employees were supposed to auto-enroll new employees on their
sponsored plans beginning in 2014, but that requirement has been postponed.]

The offer of a plan from an employer, large or small, need only be made to an employee and their
child dependents. For purposes of PPACA, HHS has issued a policy that the spouse of an
employee need not be offered coverage under the employer sponsored plan. There is no
requirement that an employer contribute to the premium payment of an employee or covered
dependent. Contribution and participation rules are generally set at the State and carrier level.
Penalties
As pointed out above, there are technically no mandates because the Supreme Court stated that the
Constitution does not give Congress the power to require people to purchase a commercial product.
However, Congress does have the power to levy taxes and the Supreme Court judged that the
penalties imposed by PPACA where de facto taxes. These penalties/taxes apply to both individuals
who do not enroll in qualified coverage, and for large groups that do not offer affordable or qualified
coverage. Small group employers are not subject to any penalty, however it does not follow that
individual employees working for a small group employer are immune from penalty — they are not.
Penalties assessed to individuals or large groups are not tax deductible. The individual penalty was
specified a few paragraphs previously.
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Groups will have to calculate both the number of full time employees they have (defined as working 30 or
more hours per week), and the number of full time equivalents (FTEs) on their payroll. FTEs, put simply,
are computed by adding the fractional hours of part time employees during the previous year, and
then dividing by 2,080. This produces the number of FTEs, that when added to the actual number of
full time employees, determines whether an employer fits into the small group or large group
definition. For 2014, an employer can calculate this for any 6 month period in 2013.
A small group employer (fewer than 49 employees/FTEs) will not be penalized if they do not provide a
sponsored health plan to their employees.
Determination of a large group designation, as described above. A large group employer that offers
coverage need only do so for its full time employees (those that work 30 or more hours per week), or face a
tax/penalty. The law firm for Foster Swift offers this explanation (edited)::
Regardless of whether a large employer offers coverage, it will ... be potentially liable for a penalty beginning in 2014
if at least one of its full-time employees obtains coverage through a health care Exchange and qualifies for either a
premium credit or a cost share reduction.
To qualify for premium credits in an Exchange, the employee must meet certain eligibility requirements, including that
the employee’s required contribution for self-only health coverage (through the employer) exceeds 9.5% of the
employee’s household income [ed, note:: a safe harbor provision states that the employer can calculate the 9.5%
against the employees W2 instead of household income], or if the plan offered by the employer pays for less than
60% of covered expenses. [ed. note:: the affordability index is judged against the second lowest cost bronze or 60%
actuarially valued plan]
In sum, part-time employees and their hours worked count toward the 50 full-time employee threshold, [but they do
not have to offered health insurance by the employer. If part-timers obtain health insurance through an Exchange, that
won’t trigger a penalty against their employer.]
If a [large group] employer does not offer insurance, [and] a full-time employee obtains insurance through a health
care Exchange, the penalty calculation against the employer is $2,000 per year multiplied by the total number of fulltime employees, excluding the first 30.
If an employer offers insurance, [but the coverage does not meet the EHB standards], and full-time employees enter
the Exchange, the penalty is the lesser of (1) $3,000 annually for each employee entering the Exchange, or (2) the
penalty calculated for employers not offering insurance at all ($2,000 per year x the number of full-time employees,
excluding the first 30).

In addition, it is important to note that everyone paid by the employer for work conducted/provided
in the previous year is counted:: temp workers, 1099s etc. (There is a special calculation for seasonal
workers that work 120 days or less)
Plan Types
The plans specified under PPACA, and offered in an exchange are described more fully in the next
main section. However, these need to be presented now because it relates to subsidies and tax/
penalties.
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The plans to be offered in the exchanges must conform to 4 templates — so-called “metal” plans
since they are distinguished by metal colors. Each of these levels conform to different actuarial
levels::
	

	

	

	


Platinum 	

Gold	

	

Silver	

 	

Bronze	

 	


90%
80%
70%
60%

(± 2%)
(± 2%)
(± 2%)
(± 2%)

[ed. note** In this particular context, the concept of “actuarial value” refers to how much of the benefits the plan will pay: a
bronze pay will pay 60% of costs -- the insured will pay 40%.]

Subsidies
There are two types of “subsidies”:: premium credits (paid directly to the insurance carrier on behalf of the
insured), and cost sharing subsidies. Both are based on a sliding scale, as shown below.
Individual Subsidies: Premium Assistance
Beginning in January 2014, the federal government will provide financial assistance, called
Advanceable Premium Tax Credits, (APTC) to individuals and families with incomes between 133
- 400% of FPL (FPL = Federal Poverty Level). To put this in 2013 terms, the range is $14,856 –
$44,680 for an individual, and $30,656 – $92,200 for families. [ed. note** APTC is technically not a
subsidy, although you will hear it called a subsidy by many sources]

Individuals and families with household incomes ranging from 100 – 400% of the Federal Poverty
Level may be eligible for premium subsidies. Technically, these are advanceable tax credits and
are paid directly to an insurer. There are no subsidies available for incomes exceeding 400% of
FPL for either individuals or households. For the purposes of PPACA, the income to be judged is
Modified Adjusted Gross Income, which is found on the tax return. Modified Adjusted Gross
Income is Adjusted Gross Income plus unearned income, as defined in Internal Revenue Service
codes and regulations.
The subsidies are based on income, not assets, and not directly on the plan premium. More
specifically, the subsidy amount derives from comparing the individual’s income to the cost of a
base plan. If the cost exceeds the affordability index (see section below for individuals), the difference
will be paid in the form of a subsidy. Also, the comparison is further based on the actuarial value
of the second-lowest cost Silver (70%) plan available on the exchange.
Helpful meme:: Subsidies are based on the Silver (70%) plan;
Affordability mandates are based on the Bronze (60%) plan

If an enrollee selects a plan whose premium exceeds the subsidy provided, they are responsible
for paying the difference, and also the out of pocket expenses. As mentioned elsewhere, a person
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qualifying for a APTC and cost sharing subsidy (133–250%) FPL is only eligible for the cost
sharing subsidy if they are enrolled in the Silver Plan.
The website BenefitsPro offers this additional explanation of the premium credits:
The credit amount is generally equal to the difference between the premium for the “benchmark plan” and
the taxpayer's “expected contribution.”
The expected contribution is a specified percentage of the taxpayer's household income -- see the table
below. (The actual amount a family pays for coverage will be less than the expected contribution if the family
chooses a plan that is less expensive than the benchmark plan.)
The benchmark plan is the second-lowest-cost plan that would cover the family at the “silver” level of
coverage.
The credit is capped at the premium for the plan the family chooses (so that no one receives a credit that is
larger than the amount they actually pay for their plan).

A subsidy calculator is available through the www.InsuranceProfessor.net website under the
Planning Tools tab. This tool is approximate, and somewhat limited in capability since note all
information about subsidies has been released.
It is important to note that individuals applying for coverage through an exchange, who also have
been offered an affordable plan available through their employer (as defined elsewhere herein) will not
be eligible for an APTC, or other subsidy. This also applies to other dependents of the employee.
Special rules: The credit is advanceable, with advance payments made directly to the insurance
company on the individual’s/family's behalf. At the end of the year, the advance payments are
reconciled (this will be called a “true up”) against the amount of the family's actual premium tax credit,
as calculated on the family's federal income tax return. Any repayment due from the taxpayer is
subject to a cap for taxpayers with incomes under 400 percent of FPL. (exact amounts are interpolated
in from the table shown below)

Income Level

Premium as % of Income

Up to 133% FPL

2% of income

133–150% FPL

3–4% of income

150–200% FPL

4–6.3% of income

200–250% FPL

6.3–8.05% of income

250–300% FPL

8.05–9.5% of income

300–400% FPL

9.5% of income
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Cost Sharing Subsidies
In addition, people with incomes between 100% – 250% of Federal Poverty Level will be eligible
for Cost Sharing Benefits, essentially assistance paying for out-of-pocket expenses on a sliding
scale (ie: copays, deductibles, or coinsurances). In order to get this assistance, the enrollee must
be enrolled in the Silver plan.
Cost-sharing subsidies protect lower income people with health insurance from high out-of-pocket
costs at the point of service. PPACA provides for reduced cost sharing for families with incomes at
or below 250% of poverty by making them eligible to enroll in health plans with higher actuarial
values. The premium tax credits, discussed above, generally are based on a plan with an
actuarial value of 70%. PPACA provides that people with lower incomes have their cost sharing
reduced so that plan on average pays a greater share of covered benefits.

Income Level

Actuarial Value

100–150% FPL

94%

150–200% FPL

87%

200–250% FPL

73%

Examples of how APTC and Cost Sharing Subsidies are calculated are show in Addendum D.
PP

Small Group Tax Credit
An employer that qualifies as a small group (49 or fewer employees) may be eligible for a tax
credit based on the average income of his employees.
The following is extracted from The White House website on health care reform::
Key Facts about the Small Business Health Care Tax Credit
•
•
•

The tax credit, which is effective immediately, can cover up to 35 percent of the premiums a small business
pays to cover its workers. In 2014, the rate will increase to 50 percent.
The Congressional Budget Office estimates that the tax credit will save small businesses $40 billion by 2019.
Both small for-profit businesses and small not-for-profit organizations are eligible.
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Key Elements
•

•
•

•
•

Eligibility. The Council of Economic Advisors estimates that 4 million small businesses are eligQualifying
firms must have less than the equivalent of 25 full-time workers (e.g., a firm with fewer than 50 half-time
workers would be eligible), pay average annual wages below $50,000, and cover at least 50 percent of the
cost of health care coverage for their workers.
Benefit. The credit is worth up to 35 percent of a small business’s premium costs in 2010. On January 1,
2014, this rate increases to 50 percent.
Non-Profits Eligible. Tax-exempt organizations are eligible for a 25 percent tax credit in 2010. In 2014, this
rate increases to 35 percent. (The credit rates are lower for non-profits to ensure that the value of the credit is
approximately equal to that provided to for-profit firms that cannot claim a tax deduction for the amount of the
credit claimed.)
Phase-Outs. The credit phases out gradually for firms with average wages between $25,000 and $50,000
and for firms with the equivalent of between 10 and 25 full-time workers.
Premium Cost Eligibility. To avoid an incentive to choose a high-cost plan, an employer’s eligible
contribution is limited to the average cost of health insurance in that state.

MLRs
The most significant element of PPACA that became effective in 2011 was the requirement that health
plans could not spend more than an arbitrary percentage of premium on non-medical expenses. This
is called Medical Loss Ratio. For large groups, the percentage is 85% and for individual and small
group plans, the percentage is 80%.
As it happens, most group plans already met the standards. The greatest impact was on individual
plans. PPACA requires that any amounts spent in excess of the MLR be refunded to the insured, and
that for purposes of calculating MLR results, all categories of plans (large group, small group,
individual) be analyzed separately.
Taxes
A myriad of new taxes and fees, not related to the penalties described above, have already been and
will be applied to fund reform provisions. Addendum C details these. Following after the Supreme
Court decision in June 2012, the House Ways and Means Committee recalculated PPACA taxes:: 21
new taxes are projected to generate $674 billion in taxes over the next 10 years. [ed. note:: the
Congressional Budget Office recently re-evaluated the cost of PPACA at over $1.6 trillion over the next 10 years, up from
$986 billion prior to legislation passage in 2010]

Addendum C does not include fees for the operation of state exchanges, which have to become
financially self-sufficient by 2015. Such fees are generally expressed as a percentage of premium.
Assistance
Agents and brokers will continue to be able to assist individuals and group that want to shop for
health insurance, either inside or outside an exchange; they will be licensed and insured; they will be
certified to sell within an exchange; they will be able to help make applications and help distinguish
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between plan benefits; they will continue to assist applicants and insured with follow up to their
applications and help them with claims issues; they are subject to oversight from the Division of
Insurance.
Navigators and assisters are creation of the new exchange, and their purpose to help people access
the exchange websites and help with applications. While they will be trained, these people will not be
licensed or insured; they can only operate within exchanges; they will not be able to recommend or
give advice regarding plans.

The Main Event -- How Will This Work?
As mentioned before, and as illustrated in the attached timeline documents, PPACA phased in some
features of the legislation over the past few years. The major implementation will commence
1/1/2014, when exchanges for the purchase of health insurance will become active.
Individuals will essentially have three choices for coverage if they are not qualified for a government
plan (Medicare, Medicaid)::
• Employer sponsored coverage;
• Individual coverage through an exchange or outside of an exchange;
• No coverage — pay a penalty
To begin, one needs to determine what category of coverage they will seek. Based on that decision,
options available for coverage will differ.
What is an Exchange (Marketplaces)?
Called by different names over the years, the idea of an exchange for the purchase of health
insurance is a single place, the internet in this case, sponsored and managed by a public entity where
people can examine and compare participating health insurance plans from multiple insurance
companies that are designed within the strict parameters of PPACA.
The reader might observe, that this sort of thing has been available for years on the internet. The
difference here is that PPACA envisions a network of government sponsored exchanges managed by
either States or the federal government. As such, these portals will be the place that individuals and
groups can go to purchase specific types of policies, and where those receiving government health
coverage assistance (Medicaid) can enroll. These exchanges do not apply to Medicare.
PPACA states that as of 10/1/2013 (plan effective dates 1/1/2014), people will have access to an
Exchange, through which they can purchase health care coverage. While PPACA permits acquiring
health care coverage outside these exchanges, only plans purchased through an exchange will be
qualified to be subsidized by the federal government (subsidies are covered elsewhere).

Insurance Professor.net
Building Trust With
Education • Guidance • Service

Who Will Run These Exchanges?
PPACA allows for States to create their own exchanges, subject to federal approval, but retains for
the federal government the power to create exchanges for people to purchase coverage in those
States that do not choose to create an exchange. As of the date of this writing, 16 States have
decided to create their own exchanges (a couple of proposals have been denied), a handful have
agreed to a partnership with the federal government, but over half of the States have declined to form
either an exchange or partner with the federal government. In the latter States, residents will be able
to go onto a federal exchange to look for coverage. (simply as a curiosity, Addendum E shows the
characteristics of exchanges nationwide)
In States where exchanges have been created, residents of that state will be able to access their
exchange to examine health insurance, initially for individuals and small business (defined as under
50 employees). Large group may be able to be added to the exchanges in 2017.
What Plans Are Sold In An Exchange?
It is important to remember, that only plans sold through the exchange will be able to receive federal
premium subsidies. In fact, using an exchange will actually consist of a two phase application. Part 1
will determine whether the applicant qualifies for a subsidy; and Part 2 is the actual plan selection and
enrollment.
The plans to be offered in the exchanges must conform to 4 templates — so-called “metal” plans
since they are distinguished by metal colors. Each of these levels conform to different actuarial
levels::
	

	

	

	


Platinum 	

Gold	

	

Silver	

 	

Bronze	

 	


90%
80%
70%
60%

For example, a plan with an actuarial value of 70% means that for a standard population, the plan will
pay 70% of their health care expenses, while the enrollees themselves will pay 30% through some
combination of deductibles, copays, and coinsurance.
The higher actuarial value means that the insureds out-of-pocket expenses will be lower, and the
premium will be higher.
In addition, a so-called “tin” plan will be available for insureds from 19 – 30 years old, and perhaps
certain older, lower income people. This will be a high deductible, or catastrophic plan. This is meant
to appeal to younger “invincibles” with a lower premium and thereby encourage them to enroll in
coverage.
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In state-based exchanges, the state exchange authority will decide on a “benchmark” plan from
alternatives stipulated by the federal government. This benchmark will provide the basis for the
definition of the exchanges Silver plan. (in Colorado, the benchmark plan selected by the state exchange is the
Kaiser Permanente 1200D small group plan from plan year 2012)
Who Can Enroll In An Exchange?
The exchange will be the portal for anyone seeking coverage and premium subsidies to shop for
health coverage. Specifically, individuals who need personal coverage or individuals who do not have
affordable employer-sponsored coverage available can apply through an exchange (more on that
elsewhere).
Initially, exchanges will also offer group coverage to small business (49 or fewer employees) in what
is called a SHOP exchange. An employer can select a plan in the SHOP exchange, and direct the
employees to the exchange to enroll. An employer who meets certain employee salary parameters
may qualify for a tax credit.
A small group employer can purchase inside or outside an exchange. Inside an exchange the
employer can select which qualified plans it will let its employees to enroll: a single plan, a plan tier; or
any plan in any tier. The exchange may be able to allow employees within a company elect multiple
plans — this capability may or may not be available when exchanges open.
Employees who are eligible for affordable coverage through an employer sponsored coverage will not
be able to receive subsidy in this exchange.
Large groups will not initially have access to the public exchanges, but may be added in 2017 or later.
Will A Broader Array Of Plans Be Available Outside The Exchange?
Almost certainly. PPACA does not prohibit the offering of coverage plans outside of a government run
exchange, however such plans must conform to the Essential Health Benefits to be considered
qualifying, thereby immunizing the insured from a federal tax penalty.
Since the plan design inside an exchange is tightly controlled, and plan design dictates pricing, plans
outside an exchange may offer price advantages even though premium and cost sharing subsidies
will not be available to the applicant.
Will There Be Private Exchanges?
In fact there already are private exchanges, mostly servicing large group plans. It is not clear whether
any carrier or consortium will offer a private exchange for plans for individuals or small groups. MTC
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Plan Designs
We have already mentioned the Essential Minimum Health Benefits and the actuarial equivalencies of
the plans to be offered, but what will the plans offered actually look like? Will they have deductibles,
copays, coinsurances, more benefits than required by the minimums?
The correct answer to these questions is MTC — more to come. We have not seen any of the plans
insurance companies will offer after 1/1/2014, and we are not likely to until sometime around the
summer of 2013. However, this much seems to be true so far::
• Insurance companies are not required to offer plans inside of an exchange, nor will they be limited in offering
plans outside of an exchange. If an insurance company only offers plan outside the exchange, will there be
design limitations? Presumably the same limitations on plans in the exchange will be applied, but this is one of
those questions in the TBD pile;
• Subsidies will only be available for plans purchased inside an exchange;
• The prices of plans inside the exchange are not yet known — put this into the TBD pile;
• If an insurer offers a plan inside the exchange, the exact same plan offered outside the exchange must be offered
at the same price;
• Individual plans can place no greater financial burden (out of pocket maximum) on the insured or the family
members than the current limits of HDHP/HSA plans: $6250 per year per individual, or $12,500 for a family in
2013 ($6645 and $13,290 respectively in 2014);
• Small group plans are similarly constrained, but can offer no plan with a deductible of greater than $2000 for an
individual or $4000 for a family, although there are some indications that this may be subject to change — MTC;
• As of 1/1/2014, no plan may apply a pre-existing condition limitation or rating on an applicant, in essence making
all plans guaranteed issue;
• The maximum rating spread from the youngest insured over the age of 19, to the oldest insured (age 64), shall be
3:1 (currently the premium spread is about 6–7:1)

How Does Someone Enroll and Choose a Plan?
The subhead to this section’s title should be probably be TBD since no exchange is currently online
outside of Massachusetts which has run a state-based exchange for several years. What we are told
right now is that exchanges, federal and state, are to be operational no later than October 1, 2013
and enrollment will be via the internet.
On October 1st, the exchanges will be available for open enrollment for plans that will become
effective January 1, 2014. This first open enrollment period will run until the end of March 2014. In
years after, from October 1st (or possibly October 15th through December 7th).
This idea for this particular open enrollment timeframe borrows from Medicare, which operates its Annual Election Period
for people to enroll in or change Medicare Advantage and Part D plans from October 15th through December 7th each
year.
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It should be noted here that the concept of open enrollment is not addressed in PPACA, and at this
point is not being discussed for plans sold outside of an exchange.
As stated, there is a great deal that is not yet known. Moreover, the database interoperability
workload is extraordinary. At least eight huge federal databases will have to be interlaced, and
connected to state exchanges, or to the federally facilitated exchanges. In addition, for those plans in
the exchange, carrier databases of such things as provider networks will have to be accessed. As of
this writing, none of this has been accomplished, much less tested.
As previously mentioned, an applicant for insurance will go online and make two applications:: one for
determination of subsidy, the second for the selected insurance plan.

Questions??
Will all insurance companies have plans in the exchanges? TBD, but most likely not.
Will someone be able to enroll in an insurance plan from an exchange at any time? TBD. There is an
attempt to define open enrollment periods. In addition, even if enrollment is constrained to open
enrollment periods, certain qualifying events will allow an individual to enrollment at other times
during the year.
What will the exchange plans cost? MTC. That said, a number of actuarial studies have indicated that
premiums will increase, and in some cases dramatically so. It is felt that rates on large group plans
will increase the least since these plans do not have to incorporate Essential Health Benefits; small
group plans will increase perhaps as low as 20%; individual plans are estimated to increase between
75 – 170%. All plans, due to program taxes, will increase in price to some degree.
What if I change jobs during the year? This will create a qualifying event and allow an applicant to get
new insurance with the new employer.
I’d rather have a plan with me for years regardless of the jobs I take. Will I be able to do that? TBD,
although there is no restriction on an individual applying for an keeping an exchange based plan. That
said, a subsidy can be withheld from an employee whose employer sponsors an affordable plan for
that employee. Moreover, there may be implications for a large employer that hires a new employee
that wishes to stay on a subsidized plan through an exchange. There is no word on how an interstate
move will affect all of this.
Can an employer set up a plan in the exchange and have employees go the exchange to enroll?
Apparently yes, but details are lacking, Moreover, it may be that employees can pick any plan in an
exchange, but that has yet to be determined, primarily because the billing arrangements have not
been sorted out and exchanges may not be able to act as collectors (this is specifically prohibited in
Colorado). So, MTC.
How do I know what I am getting in a group plan? An employer sponsor is required to supply each
enrollee a Summary of Benefits Coverage no later than the plan’s effective date. The SBC is
supposed to be a standardized explanation of plan benefits, that each plan will have to provide,
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supposedly making it easy to compare apples-to-apples. In addition, a Summary Plan Description
must be provided that outlines all elements of a chosen plan design.
A great deal has yet to be defined, systems created and tested, and alternative circumstances
addressed. This report will be periodically updated as new developments occur. Check back often, or
subscribe to the blog.
InsuranceProfessor.net
AJ@InsuranceProfessor.net www.insuranceprofessor.net

303.912.5490
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Quick Look --- What Happens on January 1, 2014??
Individuals::
• Exchanges, which allow people with incomes between 100–400% of federal poverty level to
apply for health insurance premium tax credits (subsidies), will open for enrollment on
10/1/2013, with plan effective dates 1/1/2014
• Cost sharing subsidies will be available for insureds whose incomes are between 133 – 250% of
federal poverty level
• Regardless of income level, plans will be available outside of exchanges
• Individual mandates for carrying health insurance coverage become effective
• Enrollment in PPACA qualified plans will only underwrite for tobacco use and geographic area
• Individuals that are currently insured will not have to join a qualified health plan until their normal
renewal
• Beginning 1/1/2015, all plans will have to conform to PPACA minimum coverage standards
Small Groups::
• All ratings for industry classification will be eliminated
• Existing small groups will to have adopt PPACA qualified plans until normal renewals
• Self insured health plans do not have to fully conform with PPACA
• Small employers that do not offer coverage will not have to pay a penalty/tax
• Small group plans will be eligible to enroll in plans inside exchanges (called a SHOP exchange)
in order to apply for small group tax credits and allow multi-plan enrollment by employees
• Employees of small groups are eligible to apply for individual plans in an exchange to get
premium tax credits if the employer does not offer affordable coverage

** Restrictions apply with many of these items. Refer to the main white paper [attached] for
parameters and specific information.

Grandfathering Current Plans
Early Retiree Reinsurance Program
Small Business Tax Credits
No Lifetime or Annual Coverage Limits
Coverage for Adult Children Up to Age 26
100% Coverage for Preventive Services
No Pre-existing Condition Exclusions for
Children
Pre-Existing Condition Insurance Plan (PCIP)
No Prior Authorization for Emergency Services
Revised Appeals Process
No Rescission of Coverage For Individual
Applicants

• Employee Notification of Exchanges
(Delayed pending further guidance)
• FSA Medical Pre-Tax Limitations
• Medicare Tax on High Wage Earners
• Plan Fees for Comparative Effectiveness
Research
• Reducing Deduction for Retiree Prescriptions

•
•
•
•

•
•
•
•
•
•
•

Minimum Medical Loss Ratio (MLR) for Insurers
No Pre-tax FSA Reimbursements for O-T-C Meds
20% Penalty for Nonqualified HSA Withdrawals
Small Employer Workplace Wellness Grants

• Employer Requirement for Minimum Essential
Coverage
• Individual Mandate
• State-based Exchanges for Individuals and
Small Groups
• Small Employer Tax Credits Available Only in
Exchange
• Employer Reporting Requirements
• Mandated Level of Coverage
• Exclusions for Pre-Existing Conditions Prohibited
• Prohibit Benefit Waiting Periods beyond 90 days
• Elimination of Health Status Rating
• HIPAA Nondiscrimination Rules on Wellness
Programs
• New Fees for Health Insurance Carriers
• Small Group Redefined as 1 – 100 (in most
states)

•
•
•
•

Coverage Reporting on W-2s
Uniform Explanation of Coverage
Pre-enrollment Document
60-Day Notice of Material Modifications

• 40% Excise Tax on High-cost “Cadillac”
Plans

•
•
•
•

Health Care Reform Timeline

Addendum A

Addendum B

Healthcare Reform Timeline
Provisions That Will Impact Individuals & Employers
February 2013
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o one sees the direct results of the
Patient Protection and Affordable Care
Act (PPACA) like the health insurance
professionals who work directly with
American employers and individual
consumers looking for affordable
healthcare coverage.
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2010.
“It is essential that [policymakers] recognize
and protect the indispensable role that
licensed insurance professionals play in
serving consumers.”
- National Association of Insurance Commissioners
• Individual and group health plans that existed on or before
March 23, 2010, had the option to choose grandfathered status
once health reform was enacted. Individuals and employer
group plans that elected to keep their current policy on a
grandfathered basis can only do so if they maintain essentially
the same benefits and follow strict rules that limit yearly
increases to employee out-of-pocket costs.The only substantive
plan changes a grandfathered plan can make are those required
by a preexisting collective bargaining agreement or to add or
delete new employees and dependents. An amendment to the
grandfathered plan rules issued in November 2010 allows all
group health plans to switch insurance companies and shop for
the same coverage at a lower cost and maintain their
grandfathered status, as long as the structure of the coverage
doesn’t violate one of the other rules for maintaining
grandfathered status. Furthermore, many of the market-reform
provisions slated to take effect in plan years beginning on or
after September 23, 2010, will apply to all plans, whether or not
they hold grandfathered status.
• Select small businesses became eligible for phase one of the
small business premium tax credit. Effective January 1, 2014,
employers may only use this credit to purchase coverage
through a state-based health insurance exchange.
• Employers that provide a Medicare Part D subsidy to retirees
had to account for the future loss of the deductibility of this
subsidy beginning in 2010 on liability and income statements,
although the elimination of the deductibility does not take
effect until 2013.
• Temporary reinsurance programs for employers who provide
retiree health coverage for employees over age 55 began.
However, the initial $5 billion appropriation for this program
was exhausted, and applications are no longer accepted.
• The Pre-Existing Condition Insurance Plan (PCIP), or temporary
high-risk pool program, covers people who cannot obtain
individual health insurance coverage due to preexisting
conditions began. Employers are prohibited from sending
individuals to the high-risk pool, with associated fines. On
February 16, 2013, HHS announced that PCIP would cease
accepting new applications for coverage, but would continue
to cover existing enrollees until health insurance exchanges
become operational on January 1, 2014.

• The federal web health insurance information portal
www.healthcare.gov created.
• Non-grandfathered insured group plans were required to
comply with the Internal Revenue Section 105(h) rules that
prohibit discrimination in favor of highly compensated
individuals. However, the IRS announced it would not enforce
this provision until the release of further guidance about how
these provisions would apply to insured group health plans and
no guidance has been issued.
• Lifetime limits on the dollar value of benefits for any participant
or beneficiary for all fully insured and self-funded groups and
individual plans were prohibited.
• Annual limits are only allowed through plan years beginning
prior to January 1, 2014, and only on the Department of Health
and Human Services (HHS)-defined non-essential benefits. HHS
issued rules to allow for temporary waivers from the annual
limit requirements if it was found that compliance would result
in a significant decrease in access to benefits or a significant
increase in premiums.The waiver application period closed in
September of 2011. All waivers expire as of January 2, 2014.
• All group and individual plans had to begin covering
dependents to age 26. Dependents can be married and also be
eligible for the group health insurance income tax exclusion.
However, through 2014, grandfathered group plans will only
have to provide coverage to dependents that do not have
another source of employer-sponsored coverage.
• All group and individual health plans had to start covering preexisting conditions for children 19 and under. If state law allows
for the use of an open-enrollment period, one can be utilized.
• Health coverage rescissions were prohibited for all health
insurance markets except for cases of fraud or intentional
misrepresentation.
• If an individual or group health plan provides any benefits with
respect to services in an emergency department of a hospital,
the plan must cover out-of-network emergency services as if
they were in-network. Plans must also allow enrollees to
designate any in-network doctor as their primary care physician
and have a coverage appeal process.
• All group and individual plans without grandfathered status had
to begin covering specific preventive care services with no
cost-sharing.
• The federal grant program for small employers providing
wellness programs to their employees was to begin. However,
funds were never appropriated for this program, and
applications are not currently being accepted.
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2012.

“Ninety percent of our time is spent
servicing our clients...We do not sell—we
educate and then we advise.”
- Will Chapman, Baton Rouge, LA
• Fully insured health plans were subjected to medical loss ratio
requirements. Individual and small-group insurers must adhere
to an 80% MLR and large-group insurers must adhere to an 85%
MLR. Plans that do not meet this requirement each year will
have to pay policy holders rebates by August of the following
year. Rules proposed in January 2013 would change the rebate
due date to September 30 effective with 2014 MLR reporting.
• The tax penalty on distributions from Health Savings Accounts
(HSAs) that are not used for qualified medical expenses
increased from 10% to 20%.
• Reimbursements for over-the-counter drugs under HSAs,
medical FSAs, HRAs and Archer MSAs were prohibited without
a prescription.
• Small employers were allowed to adopt new “simple cafeteria
plans.”
• HHS determined that it could not meet the fiscal sustainability
requirements in the law relative to the Class Act public long
term care program.This provision was repealed as a part of the
“fiscal cliff” legislation enacted in December 2012.
• HHS, in conjunction with the Department of Labor (DOL),
issued a study on the large-group market, and the DOL began
annual studies on self-funded plans using data collected from
Form 5500.
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• Employers filing 250 or more W-2 Forms in 2012 must include
the cost of employer-sponsored health coverage for informational purposes on the forms beginning in the tax year 2013.
• Group and individual health insurers (including grandfathered
and self-funded plans) have to provide a summary of benefits
and a coverage explanation (referred to as an SBC) that meets
specified criteria to all enrollees and applicants when they
apply, enroll or reenroll, when a policy is delivered and when a
material change is made outside a policy renewal period.
• Group insurers and self-funded plans will have to begin
submitting quality reports to HHS.These reports must state
whether or not the benefits provided under their plans meet
criteria established by HHS on improving health outcomes,
preventing hospital readmissions, improving patient safety and
reducing medical errors. HHS has yet to issue regulations on
this reporting requirement.
• All non-grandfathered group or individual health insurance
coverage must provide coverage for specified women’s
preventive care service without any cost-sharing requirements,
including contraceptives.

• Premium tax on fully insured and self-funded group health
plans to fund comparative effectiveness research program
begins.
• FSA contributions for medical expenses are limited to $2500
per year, with the cap annually indexed for inflation. IRS
guidance issued in June 2012 clarified that the cap applies on a
plan year basis beginning after December 31, 2012.
• The Medicare payroll tax increase of 0.9% goes into effect for
individual filers with incomes over $200,000 and joint filers
with incomes over $250,000. In addition, there is a new 3.8%
Medicare contribution on certain unearned income from highincome individuals.
• For those who itemize their federal income taxes, the threshold
for deducting unreimbursed medical expenses increases from
7.5% of AGI to 10% of AGI.The increase is waived for those 65
years and older through 2016.
• All employers are required to provide notices to their
employees informing them of the existence of the state-based
exchanges. Details of the content of such notices and a
template have not been released.The notices which were to be
provided by March 1, 2013 were delayed pending further
guidance from the Department of Labor.The DOL announced
the delay on January 24, 2013.
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2014.
“As the vice president of finance for a busy
small business, I don’t have the time to
monitor the constant changes in health
insurance. [My agent] knows [his] business,
which lets me focus on mine.”
- Ann A., Lafayette, CA
• The individual mandate tax penalty takes effect.There are
specified exceptions, and violators will be subject to a phasedin excise tax penalty for noncompliance of either a flat-dollar
amount per person or a percentage of the individual’s income.
• States are required to have health benefit exchanges up and
running to serve their individual and small-employer markets. If
a state fails to create a federally certified exchange, HHS will
step in and operate an exchange for the state. HHS will also
allow a state to elect a hybrid state/federal partnership model
overseen by HHS.
• Significant insurance market reforms for all individual market
and fully insured group market policies take effect. All plans
must be offered on a guaranteed-issue basis, preexisting
condition limitations will be prohibited, annual and lifetime
limits will be fully prohibited, including for grandfathered
plans, and the size of a small-employer group will be redefined
to one to 100 employees (although states may elect to keep the
size of a small groups at 50 employees until 2016). In addition,
all fully insured individual and small groups up to 100
employees (although states may elect to keep the size of small
groups at 50 employees until 2016) will have to abide by strict
modified community rating standards with premium variations
only allowed for age (3:1), tobacco use (1.5:1), family
composition and geographic regions, to be defined by the
states, and experience rating will be prohibited.
• Standards for qualified coverage, which will apply to all fully
insured small group and individual products to be sold both
inside and outside the exchanges, begin.These include the
essential health benefits standards that will cover specific
mandated benefits, cost-sharing requirements, out-of-pocket
limits and a minimum actuarial value of 60%.
• Cooperative plans are allowed to be sold through state-based
health insurance exchanges. Multistate national plans will be
offered to individuals and small employers through state
exchanges.
• Premium assistance tax credits for individuals and families
making between 100-400% of the federal poverty level (FPL)
begin.These refundable and advanceable subsidies will be
available only for people who qualify to purchase individual
coverage through an exchange.The subsidies are available in

the individual exchange irrespective of whether the exchange
is a state-based exchange or a federally-facilitated exchange.
• Expansion of the Medicaid program for all individuals,
including childless adults, who make up to 133% of the FPL is
scheduled to begin.The ruling by the Supreme Court in NFIB
v. Sebelius prohibits the federal government from withholding
other federal Medicaid funds if the state refuses to expand
their Medicaid programs. Mandatory state-by-state employer
premium-assistance programs will begin for those eligible
individuals who have access to qualified employer-sponsored
coverage. States can also create a separate non-Medicaid plan,
called the Basic Health Plan, for those with incomes between
133% and 200% of FPL that do not have access to employersponsored coverage. Basic Health Plan rules had not been
issued as of February, 2013.
• The employer responsibility requirements take effect for
companies that employ more than 50 full-time equivalents.
Calculation of the number of full-time equivalent employees is
complicated. Counting of seasonal employees was partially
addressed in proposed rules issued on January 2, 2013, but
more guidance is required to address all situations. Coverage
must meet a minimum value standard in order to be considered
compliant with the mandate. Coverage must also meet
affordability requirements. Employers who do not offer coverage
to full-time employees and their dependent children or do not
offer them coverage that meets minimum value and affordability
standards and have employees who obtain subsidized coverage
though the exchanges will be fined.
• For employers that have a waiting period for coverage for new
employees, waiting periods of more than 90 days are
prohibited for all plans.
• Employers of 200 or more employees have to auto-enroll all
new employees into any available employer-sponsored health
insurance plan.The effective date of this provision was
originally assumed to be January 1, 2014, but an effective date
was actually not specified in the law. The DOL has issued
guidance that this provision will not be enforced until
regulations are issued and that such regulations are not
expected until after 2014.
• A national premium tax on most private health insurers based
on premium volume takes effect, which can be passed directly
to fully insured plan consumers.
• Employer-sponsored wellness program rules for all employer
group plans under HIPAA improve and employers can
increase the value of workplace wellness incentives.There
will be a pilot expansion of wellness programs to individual
market consumers in 10 to-be-selected states.

2015.

2017 & 2018.

“I was totally overwhelmed with the
amount of material to read and absorb.
It was such a relief to have [my agent]
explain in a simple way the different
options and to help me decide on the very
best coverage for me.”
- Robin H. (PA)
• The federal Children’s Health Insurance Program must be
reauthorized.

• States may elect to allow large employers to purchase
coverage through exchanges. If they do so, the market reform
provisions—like modified community rating and others that
apply to individual and small-group policies—will be applied
to all fully insured plans offered in the state regardless of
group size or place of purchase inside or outside the
exchange.
• The “Cadillac tax,” a 40% excise tax on high-cost plans, goes
into effect for all group plans.The tax is paid by the insurer in
the case of a fully insured group or the TPA in a self-funded
arrangement but is passed on directly to the employer.The
value of stand-alone vision and dental plans are excluded, and
the tax does not apply to accident, disability, long-term care,
and after-tax indemnity or specified disease coverage.The
amount of a high-cost plan for purposes of the tax is indexed
for inflation and will vary annually.The excise tax will apply
to plans with values that exceed $10,200 for individual
coverage and $27,500 for family coverage, with higher
thresholds for retirees over age 55 and employees in certain
high-risk professions.

Members of the National Association of Health Underwriters (NAHU) service the health
insurance needs of large and small employers as well as people seeking individual health
insurance coverage. As such, one of NAHU’s primary goals is to do everything we can to
promote access to affordable health insurance coverage for all Americans. Visit
www.nahu.org for more information.

PLEASE NOTE: The information presented in this analysis is the exclusive property of the
National Association of Health Underwriters (NAHU). It was prepared as an informational
resource for NAHU members, state and federal policymakers and other interested parties. It is
not to be duplicated, copied or taken out of context. Any omission or inclusion of incorrect data
is unintentional.

Addendum C

Tax Hikes in PPACA and the Associated Reconciliation Act
[This list of taxes in the Patient Protection and Affordable Care Act and Health Care and Education Reconciliation
Act of 2010 is provided courtesy of Ryan Ellis and John Kartch of Americans for Tax Reform. It is taken from their
ìComprehensive List of Obama Tax Hikesî at http://www.atr.org/comprehensive‐list‐obama‐tax‐hikes‐a6433, and
edited for length. Item 1 on their list is a 61 cent per pack increase in the tobacco tax, not part of
PPACA/Reconciliation. Bill pages refer to the Conference Reports, not to the enrolled bills. Revenue estimates
would be different under later CBO and Joint Tax baselines.]

2. Obamacare Individual Mandate Excise Tax (takes effect in Jan 2014): Starting in 2014, anyone not
buying “qualifying” health insurance must pay an income surtax according to the higher of the following
1 Adult

2 Adults

3+ Adults

2014

1% AGI/$95

1% AGI/$190

1% AGI/$285

2015

2% AGI/$325

2% AGI/$650

2% AGI/$975

2016 + 2.5% AGI/$695 2.5% AGI/$1390 2.5% AGI/$2085

Exemptions for religious objectors, undocumented immigrants, prisoners, those earning less than the
poverty line, members of Indian tribes, and hardship cases (determined by HHS). (PPACA p. 317‐337.)
3. Obamacare Employer Mandate Tax (takes effect Jan. 2014): If an employer does not offer health
coverage, and at least one employee qualifies for a health tax credit, the employer must pay an
additional non‐deductible tax of $2000 for all full‐time employees. Applies to all employers with 50 or
more employees. If any employee actually receives coverage through the exchange, the penalty on the
employer for that employee rises to $3000. If the employer requires a waiting period to enroll in
coverage of 30‐60 days, there is a $400 tax per employee ($600 if the period is 60 days or longer).
(PPACA p. 345‐346.) (Combined individual and employer mandate tax penalty: $65 billion/10 years.)
4. Obamacare Surtax on Investment Income (Tax hike of $123 billion/takes effect Jan. 2013): Creation
of a new, 3.8 percent surtax on investment income earned in households making at least $250,000
($200,000 single). (Reconciliation Act p. 87‐93.) This would result in the following top tax rates on
investment income [assuing expiration of the 2001 and 2003 tax cuts:
Capital Gains Dividends Other*
2011‐2012

15%

15%

35%

2013+ (current law)

23.8%

43.4%

43.4%

2013+ (Obama budget)

23.8%

23.8%

43.4%

*Other unearned income includes (for surtax purposes) gross income from interest, annuities, royalties, net rents,
and passive income in partnerships and Subchapter‐S corporations. It does not include municipal bond interest or
life insurance proceeds, since those do not add to gross income. It does not include active trade or business income,
fair market value sales of ownership in pass‐through entities, or distributions from retirement plans. The 3.8%
surtax does not apply to non‐resident aliens.

5. Obamacare Excise Tax on Comprehensive Health Insurance Plans (Tax hike of $32 bil/takes effect
Jan. 2018): Starting in 2018, new 40 percent excise tax on “Cadillac” health insurance plans ($10,200
single/$27,500 family). Higher threshold ($11,500 single/$29,450 family) for early retirees and high‐risk
professions. CPI +1 percentage point indexed. (PPACA p. 1,941‐1,956.)
6. Obamacare Hike in Medicare Payroll Tax (Tax hike of $86.8 bil/takes effect Jan. 2013):
(PPACA p. 2000‐2003; Reconciliation Act p. 87‐93.) Current law and changes:
First $200,000
($250,000 Married)
Employer/Employee

All Remaining Wages
Employer/Employee

Current Law

1.45%/1.45%
2.9% self‐employed

1.45%/1.45%
2.9% self‐employed

Obamacare Tax Hike

1.45%/1.45%
2.9% self‐employed

1.45%/2.35%
3.8% self‐employed

7. Obamacare Medicine Cabinet Tax (Tax hike of $5 bil/took effect Jan. 2011): Americans no longer able
to use health savings account (HSA), flexible spending account (FSA), or health reimbursement (HRA)
pre‐tax dollars to purchase non‐prescription, over‐the‐counter medicines (except insulin). (PPACA p.
1,957‐1,959.)
8. Obamacare HSA Withdrawal Tax Hike (Tax hike of $1.4 bil/took effect Jan. 2011): Increases additional
tax on non‐medical early withdrawals from an HSA from 10 to 20 percent, disadvantaging them relative
to IRAs and other tax‐advantaged accounts, which remain at 10 percent. (PPACA p. 1,959.)
9. Obamacare Flexible Spending Account Cap – aka “Special Needs Kids Tax”” (Tax hike of $13 b/takes
effect Jan. 2013): Imposes cap on FSAs of $2500 (now unlimited). Indexed to inflation after 2013. There
is one group of FSA owners for whom this new cap will be particularly cruel and onerous: parents of
special needs children. There are thousands of families with special needs children in the United States,
and many of them use FSAs to pay for special needs education. Tuition rates at one leading school that
teaches special needs children in Washington, D.C. (National Child Research Center) can easily exceed
$14,000 per year. Under tax rules, FSA dollars can be used to pay for this type of special needs
education. (PPACA p. 2,388‐2,389.)
10. Obamacare Tax on Medical Device Manufacturers (Tax hike of $20 bil/takes effect Jan. 2013):
Medical device manufacturers employ 360,000 people in 6000 plants across the country. This law
imposes a new 2.3% excise tax. Exempts items retailing for <$100. (PPACA p. 1,980‐1,986.)
11. Obamacare "Haircut" for Medical Itemized Deduction from 7.5% to 10% of AGI (Tax hike of $15.2
bil/takes effect Jan. 2013): Currently, those facing high medical expenses are allowed a deduction for
medical expenses to the extent that those expenses exceed 7.5 percent of adjusted gross income (AGI).
The new provision imposes a threshold of 10 percent of AGI. Waived for 65+ taxpayers in 2013‐2016
only. (PPACA p. 1,994‐1,995.)

12. Obamacare Tax on Indoor Tanning Services (Tax hike of $2.7 billion/took effect July 2010): New 10
percent excise tax on Americans using indoor tanning salons. (PPACA p. 2,397‐2,399.)
13. Obamacare elimination of tax deduction for employer‐provided retirement Rx drug coverage in
coordination with Medicare Part D (Tax hike of $4.5 bil/takes effect Jan. 2013) (PPACA p. 1,994.)
14. Obamacare Blue Cross/Blue Shield Tax Hike (Tax hike of $0.4 bil/took effect Jan. 1 2010): The
special tax deduction in current law for Blue Cross/Blue Shield companies would only be allowed if 85
percent or more of premium revenues are spent on clinical services. (PPACA p. 2,004.)
15. Obamacare Excise Tax on Charitable Hospitals (Min$/took effect immediately): $50,000 per hospital
if they fail to meet new "community health assessment needs," "financial assistance," and "billing and
collection" rules set by HHS. (PPACA p. 1,961‐1,971.)
16. Obamacare Tax on Innovator Drug Companies (Tax hike of $22.2 bil/took effect Jan. 2011): $2.3
billion annual tax on the industry imposed relative to share of sales made that year. (PPACA p. 1,971‐
1,980.)
17. Obamacare Tax on Health Insurers (Tax hike of $60.1 bil/takes effect Jan. 2014): Annual tax on the
industry imposed relative to health insurance premiums collected that year. Phases in gradually until
2018. Fully‐imposed on firms with $50 million in profits. (PPACA p. 1,986‐1,993.)
18. Obamacare $500,000 Annual Executive Compensation Limit for Health Insurance Executives (Tax
hike of $0.6 bil/takes effect Jan 2013). (PPACA p. 1,995‐2,000.)
19. Obamacare Employer Reporting of Insurance on W‐2 ($min/takes effect Jan. 2012): [This could be
an effort to educate workers on the amount of compensation they are giving up for insurance. Or,
perhaps, according to the ATR authors: ] Preamble to taxing health benefits on individual tax returns.
(PPACA p. 1,957.)
20. Obamacare “Black liquor”” tax hike (Tax hike of $23.6 billion/took effect immediately). This is a tax
increase on a type of [cellulosic] bio‐fuel. (Reconciliation Act p. 105.)
21. Obamacare Codification of the “economic substance doctrine”” (Tax hike of $4.5 billion/took effect
immediately). This provision allows the IRS to disallow [otherwise] legal tax‐minimizing plans just
because the IRS deems that the action lacks “substance” and is merely intended to reduce taxes owed.
(Reconciliation Act p. 108‐113.)
Posted by Ryan Ellis and John Kartch on Sunday, November 20, 2011 6:42 PM EST
Read more: http://www.atr.org/comprehensive‐list‐obama‐tax‐hikes‐a6433#ixzz1xETkFr85

NOTES ON TAXES IN THE HEALTH CARE REFORM (PPACA/RECONCILIATION)
The 3.8% ìMedicareî surtax on capital income
The surtax applies to the income from savings for single filers with more tha $200,000 in AGI, and joint
filers with more than $250,000 in AGI. This is the first time the ìpayrollî tax for Social Security has been
levied on capital income. (However, taxation of social security benefits is triggered by earning other
income above certain thresholds, including income from savings.)
Capital gains are among the income subject to the surtax for taxpayers over the threshold. The surtax
will raise the rate from a scheduled 20% (if the Bush tax cuts expire) to 23.8%. Among other gains, it will
fall on the taxable portion of home sales by such filers. Under the regular income tax, the first $250,000
in gains from sale of a primary residence is free of tax for single filers, the first $500,000 for joint filers.
Gains above those amounts are subject to tax. All of the gain from the sale of second homes is taxable.
Those taxable amounts from home sales will be subject to the surtax if AGI exceeds the thresholds.
We estimated economic losses from the increase of the tax on capital income in a paper done during
consideration of the bill. At first, the proposal was for a 2.9% surtax, equal to the then flat rate HI tax.
However, the bill created a new surtax in the HI tax of 0.9%, in effect a second tax bracket of 3.8% for
married workers on wages in excess of $250,000, and for single earners on wages in excess of $200,000.
As a result, the final bill levied a 3.8% tax on upper income earnings from savings. The higher surtax
would increase the damage by about 31 percent compared to numbers in the paper (2.9% ìHIî Surtax,
Advisory 263, listed below) as follows. On a static basis, the tax would raise about $51 billion over ten
years (at 2009 income levels). It would depress GDP by about 1.7% (annual rate after the economy
completes all adjustments); cut private sector capital formation by about 3.4%; cut the wage rate by
1.1% and hours worked by 0.2%; reduce after‐tax income for lower income workers not directly paying
the tax by 1.4% to 1.6% due to lower productivity and wages; and eventually lose about 70% of its
expected revenue to the weaker economy, and, eventually, lose nearly $7 billion a year in total revenue.
The phase‐outs of the premium and copayment subsidies for low income health insurance buyers using
the health exchanges
The subsidies for premiums and copayments are phased out as income rises from zero to about four
times the poverty level. The loss of the subsidy as income rises has the same effect as an increase in the
marginal tax rate on each additional dollar of income in the phase‐out range. (See IRET Advisory 260 by
Michael Schuyler, listed below.) Combined income tax, payroll tax, EITC phase‐outs, and health
insurance subsidy phase‐outs are graphed below. They can create work disincentives at the margin of
rates well over 60% over a wide range of income.
Stephen J. Entin, President and Executive Director, Institute for Research on the Economics of Taxation.
Phone: 202‐464‐5113; Email: sentin@iret.org

The Phase-Out Of The Health Exchange Subsidy
Would Create A Huge Marginal Tax Rate Spike
Single Individual
Effective Marginal Tax Rate

70%

With Subsidy Phase-Out

60%
50%
40%
30%

Current Law (2009)

20%
10%
0%

13,000

23,000

33,000

43,000

Adjusted Gross Income (AGI)
Sources: CBO for estimates of Health Exchange Subsidy; and calculations by author,
based on Federal Income Tax, State Income Tax, Federal Payroll Tax, and Phase-Out of
Health Exchange Subsidy. See text for more details.

The Phase-Out Of The Health Exchange Subsidy
Would Create A Huge Marginal Tax Rate Spike
Couple With Two Children
Effective Marginal Tax Rate

80%
70%

With Subsidy Phase-Out

60%
50%
40%
30%

Current Law (2009)

20%
10%
0%

27,000 37,000 47,000 57,000 67,000 77,000 87,000 97,000
Adjusted Gross income (AGI)

Links to

Sources: CBO for estimates of Health Exchange Subsidy; and calculations by author,
based on Federal Income Tax, State Income Tax, Federal Payroll Tax, and Phase-Out of
Health Exchange Subsidy. See text for more details.

material on PPACA/Reconciliation bills
Kaiser Family Foundation, Focus on Health Reform, Summary of New Health Care Law,
Publication No. 8061; available at http://www.kff.org/healthreform/upload/8061.pdf
Americans For Tax Reform
Comprehensive List of Obama Tax Hikes
available at http://atr.org/comprehensive‐list‐obama‐tax‐hikes‐a6433
Tax Foundation
Link to Tax Foundation tax calculator incorporating health reform taxes
New Tax Calculator Shows Taxpayers their Tax Bill under Many Scenarios:
available at http://taxfoundation.org/blog/new‐tax‐calculator‐shows‐taxpayers‐their‐tax‐bill‐under‐
many‐scenarios
"Health Bill Gives Bigger Subsidies To Newly Covered Health Exchange Users Than To People Who Get
Insurance At Work"; IRET Congressional Advisory, No. 265, March 10, 2010
available at http://iret.org/pub/ADVS‐265.PDF
"CBO Confirms: No Unit Cost Hikes Included In Estimates Of Health Plans"; IRET Congressional Advisory,
No. 264, March 9, 2010
available at http://iret.org/pub/ADVS264.PDF
"The Obama Administration's Proposed 2.9% "HI" Surtax Would Harm The Economy And Lose Revenue";
IRET Congressional Advisory, No. 263, March 1, 2010
available at http://iret.org/pub/ADVS‐263.PDF
[Note: the final version of the bill raised this surtax to 3.8%, and the damage done to the economy
would be over 30% greater than estimated in this paper.]
"Health Bills' Tax Increases Would Harm Health Care And The Economy"; IRET Congressional Advisory,
No. 260, December 11, 2009; available at http://iret.org/pub/ADVS‐260.PDF
CBO Underestimates Cost Of The Senate Finance Health Bill; IRET Congressional Advisory, No. 259,
October 12, 2009; available at http://iret.org/pub/ADVS‐259.PDF

Addendum D

Calculating Subsidies
PPACA provides two subsidies, both calculated based on income and a sliding scale.
Earlier in the main document, these two tables were provided.
Federal Poverty Levels and Affordability
Income Level

Premium as % of Income

Up to 133% FPL

2% of income

133–150% FPL

3–4% of income

150–200% FPL

4–6.3% of income

200–250% FPL

6.3–8.05% of income

250–300% FPL

8.05–9.5% of income

300–400% FPL

9.5% of income

Cost Sharing Levels

Income Level

Actuarial Value

100–150% FPL

94%

150–200% FPL

87%

200–250% FPL

73%

In order to make calculations of subsidy levels, we also need the Federal Poverty Levels. In this case, we
will be using the levels from 2013 since the levels for 2014 are not yet available. The following table lists
the poverty guidelines for the 48 contiguous states and the District of Columbia.

Persons in Family/Household

Poverty Guideline ($)

1

11,490

2

15,510

3

19,530

4

23,550

Persons in Family/Household

Poverty Guideline ($)

5

27,570

6

31,590

7

35,610

8

39,630

If more than 8, add $4,020 for each additional person

Example #1::
Gladys lives alone and has a gross income of $20,200. Is she eligible for subsidies?
Calculation:: Eligibility for APTC (premium subsidy)

!

20,200 ÷ 11,490 = 1.76 = 176%

Gladys is at 176% of FPL and is therefore eligible for an APTC. How much will she be able to receive?
Interpolating from the table above, the maximum Gladys will have to pay for her insurance is 5.196% of
her gross income::
!

20,200 x 5.196% = $ 1049.59 (annually)

!

1049.59 ÷ 12 = $ 87.47 (monthly)

Therefore, if the plan Gladys chose from the exchange was a Silver plan that cost $ 575.85 per month,
$488.38 would be paid directly to her insurance company for that plan. It is important to note, that the
subsidy amount is calculated based on the second lowest cost Silver plan available in an exchange. Even
if Gladys picked a Gold plan for $714.23 per month, the subsidy would still be $488.38 per month. Gladys
would have to pay the rest of the premium.

Example #2::
Now, Gladys is also eligible for a Cost Sharing Subsidy since she has gross income between 133 – 250%
of FPL. Gladys receives income equalling 176% of FPL. So Gladys will receive help paying the
deductibles, copays, and coinsurances of the plan she picks. How much will she pay?
Looking at the Cost Sharing Subsidy table above, Gladys falls in the 87% range. This means that 87% of
any out-of-pocket cost that Gladys incurs for care under her health plan, will be reimbursed directly to the
insurance company.
Gladys will only be eligible for this subsidy, if she enrolls in the Silver plan. If she enrolls in any other
plan, she will still get the APTC, but not the cost sharing subsidy.

Example #3::
Jonathan has a wife and a child, with a household income of $76,510. Do they qualify for a subsidy?
Calculation:: Eligibility for APTC (premium subsidy)

!

76,510 ÷ 19,530 = 3.917 = 392%

The answer is barely! And of course they are eligible for a cost sharing subsidy.
If Jonathan’s household income was $1,611 more, his family would not be eligible for a APTC. Jonathan
can still purchase a health plan inside or outside an exchange, but without a subsidy.

Addendum E

