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A recent Kaiser Family Foundation poll discovered that 52% of 
respondents did not know PPACA was a law. Where do you stand? Do 
you want to learn about this new law and its requirements?

The Patient Protection and Aff ordable Care Act and the Health Care and 
Education Reconciliation Act (HCERA) became law in 2010 and jointly 
are referred to as the Aff ordable Care Act (ACA) or Obamacare, and 
presents a majority of health care changes in 2014. The law’s intent is for 
all Americans to have health insurance or pay a penalty to the IRS. You 
should have a basic understanding of this health care reform act so you 
can make the best decision for you and your family.

If you have health insurance through employment, you can keep it. You 
are covered by insurance so no penalties will apply. Job-based health 
plans qualify as minimum essential coverage and employers pay a 
portion of the premium. You do not have to purchase a Marketplace plan 
where you pay the entire premium.

If your employer sponsored coverage meets the both aff ordable and 
minimum value requirements, you won’t be able to receive lower 
premiums or out-of-pocket costs through the Marketplace, regardless of 
your family size or income. 

Terminology 

Aff ordable - generally the employee’s required contribution is no 
more than 9.5% of the employee’s wages (reported in Box 1 of Form 
W-2) (not household income). Example: The employee’s annual wage is 
$28,500. 9.5%=$2,708. The self-only premium for the employers lowest 
cost average is $156.69 per month x 12 months=$1,879 annually. The 
employee’s required contribution ($1,879) is less than 9.5% ($2,708) of 
income, making this aff ordable coverage.

Co-payment - is a fi xed amount you pay for a covered health care 
service.

Cost sharing - you may be required to pay a portion of the costs of 
your care (e.g., co-payments, co-insurance and deductibles). Based on 
income, the ACA provides reduced cost sharing to eligible individuals 
and families.

Deductible - is the amount you owe for covered services before the 
health plan pays.
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Employer mandate - requires employers that meet size or income 
requirements to off er minimum essential health benefi ts packages or 
pay a portion of those benefi t costs for use in the Exchange.

Essential health benefi ts - are a comprehensive package of items and 
services that must be covered by certain plans both inside and outside 
of the Exchanges, starting in 2014. Essential health benefi ts must 
include items and services within at least the following 10 categories: 
ambulatory patient services; emergency services; hospitalization; 
maternity and newborn care; mental health and substance use disorder 
services, including behavioral health treatment; prescription drugs; 
rehabilitative and habilitative services and devices; laboratory services; 
preventative and wellness services; chronic disease management and 
pediatric services, including oral and vision care. Insurance policies must 
cover these benefi ts in order to be certifi ed and off ered in Exchanges, 
and all Medicaid state plans must cover these services by 2014.

Federal poverty level (FPL) - in 2013 is $23,550 (total yearly income) 
for a family of four. Low-income individuals and families above 100% and 
up to 400% of the FPL will receive federal subsidies on a sliding scale if 
they choose to purchase Exchange insurance (those from 133% to 150% 
of the poverty level would be subsidized such that their premium cost 
would be 3% to 4% of income).

Full-time employee - is defi ned as being employed on average at 
least 30 hours of service per week with respect to any month.

Grandfathered plan - is a health plan that existed on 
March 23, 2010, when the ACA became law.

Guaranteed issue - requires policies to be issued 
regardless of any medical condition, preexisting 
conditions, medical history or claims; insurers are 
to off er the same premium to all applicants of 
the same age and geographical location without 
regard to gender or most preexisting conditions 
(excluding tobacco use).

Health Insurance Exchange (HIX) - is an 
insurance marketplace where individuals and 
small businesses can compare policies, premiums 
and buy insurance (with a government subsidy if 
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eligible). Exchanges will off er a choice of health plans that meet certain 
benefi ts and cost standards. Starting in 2014, the public will be able to 
buy insurance through Exchanges and members of Congress will be 
getting their health care insurance through Exchanges, too.

Individual mandate - also known as a shared responsibility 
requirement, requires all individuals not covered by an employer 
sponsored health plan, Medicaid, Medicare or other public insurance 
programs, to obtain an approved private insurance policy or pay a 
penalty. Exemptions apply if an individual is a member of an IRS-
recognized religious sect or in cases of fi nancial hardship.

Also known as minimum essential coverage (MEC) it includes the 
following:

• Employer-sponsored coverage (including COBRA coverage and 

retiree coverage)

• Coverage purchased in the individual market

• Medicare coverage

• Medicaid coverage

• Children’s Health Insurance Program (CHIP) coverage

• Certain types of Veterans health coverage

• TRICARE

Minimum essential coverage does not include specialized coverage, such 
as coverage only for vision care or dental care, worker’s compensation, 
disability policies or coverage only for a specifi c disease or condition. 
If you have coverage for at least one day during a month, you will be 
considered as having minimum essential coverage for that month.

Lifetime limits - the ACA prohibits health plans from establishing 
lifetime dollar limits on essential health benefi ts (except for 
grandfathered individual plans).

Out-of-pocket - costs are what you are required to pay for health 
care; beginning in 2014, the ACA restricts the maximum amount that 
health plans can require you to pay.

Pre-existing condition - is an illness or medical condition that you had 
prior to enrolling in your current health plan. Starting in 2014, the ACA 
prohibits health plans from imposing pre-existing condition exclusions.
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Premium subsidies or premium tax credits - are fi xed dollar 
amounts or a percentage of premium costs provided to help individuals 
purchase health insurance.

Qualifi ed health plans - are off ered through an exchange and provide 
essential health benefi ts as required by the ACA.

Summary of Benefi ts and Coverage - is an easy to understand 
summary about a health plan’s benefi ts and coverage.  This information 
should help you make an easy comparison between plans.

What the ACA has done:

• Insurers are prohibited from imposing lifetime dollar limits on 

essential benefi ts

• Dependent (children) coverage permitted to age 26

• Insurers are prohibited from excluding pre-existing medical 

conditions (except in grandfathered individual health insurance 

plans) for children under the age of 19

• All new insurance plans must cover preventive care and medical 

screenings; insurers are prohibited from charging co-payments, 

co-insurance or deductibles for these services

• Insurers are prohibited from dropping policyholders when they 

get sick

• All new insurance plans must cover recommended childhood 

immunizations and adult vaccinations without charing co-

payments, co-insurance or deductibles when provided by an 

in-network provider.

• Insurers must spend 80% (for individual or small group insurers) 

or 85% (for large group insurers) of premium dollars on health 

costs and claims, leaving only 20% or 15% respectively for 

administrative costs and profi ts, subject to various waivers and 

exemptions. If an insurer fails to meet this requirement, there is 

no penalty, but a rebate must be issued to the policy holder. This 

policy is known as the ‘Medical Loss Ratio’.

• All new plans must cover certain preventive services such as 
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mammograms and colonoscopies without charging a deductible, 

co-pay or coinsurance

The Marketplace

In 2014, each state will have a Health Insurance Marketplace (Exchange) 
where qualifi ed individuals and families with incomes between 138-
400% of the FPL can shop for and purchase commercial insurance 
policies. The Marketplace can help you compare private insurance plans, 
fi nd answers to your coverage questions, and enroll in a plan that meets 
your needs.

Most individuals and families with incomes at or below 138% FPL will be 
put into Medicaid. You may be eligible for help paying for your insurance 
in the form of a tax credit.

In most states, the Children’s Health Insurance Program (CHIP) will 
continue to cover children in families with incomes up to at least 200% 
FPL. Some states may off er a basic health plan for those who earn up to 
200% FPL and are not eligible for Medicaid. Under some circumstances, 
you may also be eligible for a cost-sharing credit.

Exchange Plans

Exchanges will off er four plan levels for people between 138-400% 
FPL. Each ‘metal’ level has government-approved benefi ts including 
prescription coverage and provides individuals with one free preventive 
visit each year.

Cost-sharing is the amount you must pay to use your insurance, not the 
plan premium you pay. You will also pay for:

• All your medical care until you reach the annual deductible

• The applicable percentage of 

coinsurance, until you reach the 

annual out-of-pocket spending 

cap which will be set on a sliding 

scale
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• Co-pays - an amount you pay for a doctor offi  ce visit

• Annual means these amounts start again every year, you will fi nd 

out if they change when you re-apply for insurance. Here are the 

current metal levels:

Bronze: 60/40 coverage

Silver: 70/30 coverage

Gold: 80/20 coverage

Platinum: most comprehensive coverage at 90/10

The number of drugs in each Exchange plan will vary from state to state. 
The cost of Exchange plans will vary based on where you live and your 
age.

Cost-sharing tax credits will be available if you are below 250% FPL 
to protect you from high deductibles and co-pays - but only if you 
purchase a Silver plan. If you buy the cheaper Bronze plan, you won’t be 
eligible for these credits.

You will be able to complete one Marketplace application and see which 
programs you qualify for. Open enrollment starts on October 1, 2013, and 
coverage can begin as soon as January 1, 2014.

Your Income

Your annual gross income determines your FPL. For example, based on 
2013 FPL Guidelines, an individual with an annual income of $28,725 
is at 250% FPL; a family of 4 with an annual income of $70,650 is at 
300% FPL.



A Layman’s Guide to ACA            copyright Infi nisource 2013 9

The ACA requires use of Modifi ed Adjusted Gross Income (MAGI), 
defi ned as Adjusted Gross Income plus:

• All tax exempt interest accrued or received in the taxable year

• The non-taxable portion of Social Security benefi ts provided 

under Title II of the Social Security Act which includes old-age 

benefi ts, disability benefi ts, spousal benefi ts, child benefi ts, 

survivor benefi ts and parental benefi ts.

• Tier 1 Railroad Retirement benefi ts that are not includible in gross 

income

• The exclusion from gross income for citizens or residents 

living abroad

Premium Assistance

A tax credit can help you pay for health insurance. The ACA states it 
must be based on annual income for the tax year in which it’s received, 
but since you need help paying for your plan during the current year, the 
ACA allows for advance payment of the tax credit.



A Layman’s Guide to ACA            copyright Infi nisource 2013 10

For example, you apply for insurance through an Exchange in 2014, 
making 2014 the tax year you will receive your tax credit. According to 
the ACA, the amount you receive must be based on that year’s MAGI. 
But, you won’t have that year’s MAGI available until 2015 when you 
fi le your 2014 tax return and you need help paying for your insurance 
in 2014. Your tax credit amount has to be determined on information 
that is available - such as your prior year (2013) tax return. Now your 
tax credit becomes an ‘advance payment of the tax credit’ (advance 
premium assistance credit).

Your Share of Premium

The amount of your tax credit will be based on the Silver plan in the 
area where you live and your MAGI. First, the out-of-pocket amount 
you pay for that Silver plan will be a specifi c percentage of your MAGI. 
This amount is payable to the insurer on a monthly basis and does not 
include co-pays and deductibles.

Next, your share will be deducted from the cost of that Silver plan and 
the diff erence will be your tax credit which the government will pay 
directly to the insurer on a monthly basis.

The specifi c percentage you pay for the Silver plan will be based 
on your FPL using a sliding scale. If your FPL increases, so will the 
percentage you pay. The same percentage applies to a individual or a 
family. Here’s how much of your MAGI you will pay for that Silver plan:

Although actual costs are not yet available, here are two examples using 
2012 FPL Guidelines and an estimate for a second lowest-cost Silver 
plan which will vary depending where you live.

a) You are 35 years old and the price of the second lowest-cost Silver 
plan for an individual in the area where you live is $4,750 with no tax 
credit. If your MAGI is $33,510 ($2,792.50 per month) putting you at 

FPL     Payment

138-150%    3 to 4%

200-250%    6.3 to 8.05%

300-400%    9.5%

150-200%    4 to 6.3%

250-300%    8.05% to 9.5%

up to 138%     2% for people legally present less than 5 full   
      years and residents of states that do not expand Medicaid
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300% FPL, your share for that Silver plan, per the chart above, would be 
9.5% of your MAGI which comes to $3,183 ($265.25 per month). Your tax 
credit would be $1,567 which is the diff erent between the unsubsidized 
cost of that Silver plan and your share.

b) You are 35 years old and your MAGI is $27,925 ($2,327 per month) 
putting you at 250% FPL, so, your share of that Silver plan would be 
8.05% of your MAGI which comes to $2,247.96 ($187.33 per month) and 
your tax credit would be $2,502.

Your share of the monthly premium will be fi gured on your MAGI which 
is pre-tax income. Once you purchase a plan, your premium share and 
your tax credit won’t change until:

• The next enrollment period

• Your income goes up or down enough to bump you into a 

diff erent FPL

• You get a job with insurance

Exchanges will be encouraged to use as many diff erent avenues as 
possible including private databases to keep tabs on your income.

To be eligible for a tax credit, tax returns must be fi led no later than 
April 15. Married taxpayers must fi le a joint return.

Understand Your Tax Credit

The “advance payment of the tax credit” is essentially a loan from the 
government paid in advance to the insurer for your purchased plan. And 
we all know loans have to be paid back. When you fi le your tax return 
for the year you received your “advanced tax credit” (your loan), if your 
income has changed, you have to settle this with the IRS. The scenarios 
could be:

• If your MAGI is higher, putting you into a higher FPL, you may 

have to pay back a portion or all of the tax credit as it was based 

on a lower MAGI. In other words, you could have an additional tax 

liability on top of the income taxes you already paid (or still owe) 

because you received a higher tax credit than you were entitled to.

• If your MAGI is lower, putting you into a lower FPL, a refund could 

be coming to you because you were eligible for a larger tax credit 
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than the government paid to the insurer. In other words, you 

overpaid for your portion of the insurance premium.

• If your earnings slightly increase or decrease, but not enough to 

put you into another FPL, you’re home free.

The original payback was capped at $400 for families under 400% 
FPL and $200 for individuals; however, an amendment was passed that 
increased the cap using a sliding scale.

You Will Be Insured

The ACA requires that people who have been deemed able to purchase 
health insurance but decide not to, will owe a penalty (a tax) to the 
IRS starting in 2014. The fee will be a family maximum or a % of family 
income, whichever is greater.

The IRS is responsible for collecting penalties. The ACA states that 
taxpayers will not be subject to any criminal prosecution or penalty, tax 
liens, seizure of bank accounts or garnishment of wages for failure to 
pay it and no accumulation of interest on the unpaid balance. The IRS 
can deduct the penalty from a refund it owes you, or if you’re not due a 
refund, you’ll have an outstanding tax obligation. Keep in mind that the 
penalties are actually monthly. You pay a penalty for any month that you 
are not covered.

There are penalty exemptions if you meet these requirements:

• If the cheapest health care plan available costs most than 

8% of your MAGI after subtracting the tax credit or employer 

contribution, whichever is applicable.

• Your income is so low that you aren’t required to fi le federal 

income taxes

• You are between jobs and without insurance for up to three months

• You have a sincerely-held religious belief that prevents you from 

2014        $95      $47.50       $285              1

2015       $325     $162.50       $975             2

2016       $695     $347.50       $2,085         2.5

Year Annual penalty 
per adult

Annual penalty
per child Family maximum Percent of family 

income
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seeking and obtaining medical care

• You are in jail

• You are an undocumented immigrant

• You are a member of an Indian tribe or a religious group currently 

exempt from paying Social Security tax

The dollar amount and the percentage of income are both phased in, 
starting with the federal taxes you pay for 2014, in 2015. After phase-
in, the dollar amount is adjusted for cost of living (COLA). You pay the 
penalty at tax time. However, the IRS can’t put a lien or levy on you if 
you don’t pay the penalty.

Dental and Vision

Most dental and vision benefi ts are provided on a ‘stand-alone’ basis 
- meaning they are not part of the medical insurance plan. Under 
PPACA, stand-alone policies are not subject to most provisions. As part 
of essential health benefi ts, pediatric dental and vision benefi ts are 
required to be off ered to individuals and employers, unless the medical 
plans are grandfathered.
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Conclusion

We hope this guide helps you understand the ACA so you can make the 
best decision for your health care.

Resources:

www.healthcare.gov
www.dol.gov/ebsa
www.cms.gov


