Health Care Reform:
Subsidies / Premium Tax Credits
Who is eligible for premium tax credits?
•

•
•
•

•

•

Citizens and legal residents in families with incomes between 100% and 400% of poverty who
purchase coverage through a health insurance exchange are eligible for a tax credit to reduce the
cost of coverage.
People eligible for public coverage (Medicaid for example) are not eligible for premium assistance
in exchanges.
In states without expanded Medicaid coverage, people with incomes less than 100% of poverty
will not be eligible for exchange subsidies, while those with incomes at or above poverty will be.
People offered coverage through an employer are also not eligible for premium tax credits unless
the employer plan does not have an actuarial value of at least 60% or unless the person’s share
of the premium for employer-sponsored insurance exceeds 9.5% of income.
People who meet these thresholds for unaffordable employer-sponsored insurance are eligible to
enroll in a health insurance exchange and may receive tax credits to reduce the cost of coverage
purchased through the exchange.
The tax subsidies or credits are designed to go directly from the Dept. of Treasury to the
insurance carriers. The tax credit is not meant to go to the individual at any time.

Federal Poverty Level Calculations (as of 2012)
FEDERAL POVERTY LEVEL CALCULATIONS
Poverty level

400% of poverty level

Persons in Family

Poverty Level

Eligibility Level

1

$10,830

$43,320

2

$14,570

$58,280

3

$18,310

$73,240

4

$22,050

$88,200

5

$25,790

$103,160

6

$29,530

$118,120

7

$33,270

$133,080

8

$37,010

$148,040

For Families w/ more than 8 people, add $3,740 for each additional person

What is the amount of the tax credit provided to people?
The amount of the tax credit that a person can receive is based on the premium for the second lowest
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cost silver plan in the exchange and area where the person is eligible to purchase coverage.
A silver plan is a plan that provides the essential benefits and has an actuarial value of 70%. (In PPACA,
a 70% actuarial value means that on average the plan pays 70% of the cost of covered benefits for a
standard population of enrollees.) The amount of the tax credit varies with income such that the
premium that the premium a person would have to pay for the second lowest cost silver plan would not
exceed a specified percentage of their income (adjusted for family size), as follows:

Income Level

Premium as a Percent 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

A person who wants to purchase a plan that is more expensive would have to pay the full difference
between the cost of the second lowest cost silver plan and the plan that they wish to purchase.
An example shows how the premium tax credits work. Assume:
•
•
•
•

Pat is 45 years old and has an income in 2014 that is 250% of poverty (about $28,735)
The cost of the second lowest cost silver plan in the exchange in Pat’s area is projected to be
about $5,733
Under PPACA, Pat would not be required to pay more than 8.05% of income, or $2,313, to enroll
in the second lowest cost silver plan.
The tax credit available to Pat would be $3,420 ($5,733 premium minus the $2,313 limit on what
Pat must pay).

Because health insurance premiums have typically grown more rapidly than income, PPACA adjusts the
percent of premium that people are required to pay to reflect the excess of the premium growth over
the rate of income growth. Beginning in 2019, if aggregate premiums and cost-sharing subsidies exceed
0.54% of GDP, the premium percentages would be further adjusted to reflect the excess of premium
growth over CPI.
How will premium subsidies be provided?
Premium tax credits would be refundable and advanceable. A refundable tax credit is one that is
available to a person even if he or she has no tax liability. An advanceable tax credit allows a person to
receive assistance at the time that they purchase insurance rather than paying their premium out of
pocket and waiting to be reimbursed when filing their annual income tax return.
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PPACA requires exchanges to provide information to prospective enrollees about their eligibility for
premium tax credits. The process through which people apply for premium tax credits will likely be
established by the Secretary of Treasury through regulation.
How will cost-sharing subsidies be structured?
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. The amount of additional protection varies with income, as
follows:
Income Level

Actuarial Value

100-150% FPL

94%

150-200% FPL

87%

200-250% FPL

73%

Cost-sharing reduction assistance is also available. These credits reduce out-of-pocket limits for those
with incomes up to 400% FPL to the following levels:
As noted, PPACA limits the total amount that people must pay out-of-pocket for cost sharing for
essential benefits. Generally, the limits are based on the maximum out-of-pocket limits for Health
Savings Account-qualified health plans ($5,950 for single coverage and $11,900 for family coverage in
2010), which will be indexed to the change in the Consumer Price Index until 2014 when the provision
takes effect. After 2014, the limits will be indexed to the change in the cost of health insurance. People
with incomes at or below 400% of poverty have their out-of-pocket liability capped at lower levels, as
follows:
Income Level

Reduction in Out-of-Pocket Liability

100-200% FPL

Two-thirds of the maximum

200-300% FPL

One-half of the maximum

300-400% FPL

One-third of the maximum

The limits on out-of-pocket maximum amounts means that a person with income of 150% of poverty
purchasing coverage in the exchange would have the limit on their out-of-pocket spending reduced to at
least two-thirds of the generally applicable maximum value.
For example, if the provision were in effect in 2010, the out-of-pocket maximum for single coverage for
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such a person would be:
•
•
•

100-200% FPL: one-third of the HSA limits ($1,983/individual and $3,967/family);
200-300% FPL: one-half of the HSA limits ($2,975/individual and $5,950/family);
300-400% FPL: two-thirds of the HSA limits ($3,987/individual and $7,973/family).

In combination, the two cost sharing provisions require health plans offering coverage to lower income
people in the exchange to increase the actuarial value of the coverage of the plans that they receive,
and to do so in a way that caps enrollee out-of-pocket liability within the specified levels.
How do subsidies affect the cost of reform?
The Congressional Budget Office (CBO) estimates the direct cost of premium and cost-sharing subsidies
to be $350 billion from 2010 to 2019, and $8 billion in indirect costs. The cost of the subsidies is a
function of the number of people that are eligible for subsidies, and how generous the subsidies are.
CONCLUSION
While many of the details on how they will be administered are forthcoming, most premiums subsidies
will be delivered in the form of advanceable and refundable tax credits, while cost-sharing subsidies will
increase the actuarial value of health plans. The Congressional Budget Office estimates that the
subsidies will cost roughly $350 billion between 2010 and 2019, although the overall effect of the Act is
estimated to reduce the deficit over the same time period. These subsidies will provide assistance for
low to moderate income families, enabling them to purchase coverage and gain better access to care.
Source: Health Reform - The Henry J. Kaiser Family Foundation
http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=3&ved=0CD4QFjAC&url=http%3A%2F%2Fww
w.kff.org%2Fhealthreform%2Fupload%2F796202.pdf&ei=gPm0UIH%20BoikiQLA2IGADA&usg=AFQjCNHiePbcsDGcEtbKcaJQj7g4uzgRYw&sig2=TJ4DYQvpEXDJVsbKoZ
STnw
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