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Insights on...
HEALTH CARE REFORM

Background
The Patient Protection and Affordable Care Act (PPACA) generally requires U.S. citizens and 
legal residents to have qualifying health coverage. Most private health plans will be required to 
include coverage of certain wellness and preventive care benefits, have no annual or lifetime 
limits on health coverage and have no rescission of coverage due to illness. Grandfathered plans 
(those in effect on March 23, 2010) are not required to follow some of the PPACA provisions, 
including the requirement to cover all preventive care services with no cost-sharing.1  
■■ Nearly half, or 46%, of 889 small business owners surveyed by The Wall Street Journal and 

Vistage International say they don’t know if providing health insurance will be more or less 
costly than facing penalties.2

Individual Mandate
The PPACA creates state-based exchanges through which 
individuals can purchase coverage. Premium and cost-sharing 
credits are available to individuals/families with income between 
133% – 400% of the federal poverty level. The law also expands 
Medicaid eligibility to 133% of the federal poverty level. 

Individuals will be able to obtain insurance through public 
programs, the individual market (including exchanges), large 
group employer plans and small group employer plans.

Employer Implications 
The PPACA also creates exchanges through which small busi-
nesses can purchase coverage. Employers with 100 or fewer 
employees can purchase health plans through Small Business 
Health Options Program exchanges. The law also permits 
states to limit the small group market to employers with 50 or 
fewer employees until 2016. Employers with more than 100 
workers won’t be able to use the exchanges before 2017.

EMPLoYEr SHarEd rESPonSIBILITY (ESr) ProVISIonS
The law requires “applicable large employers” to pay penalties for employees who receive tax 
credits for health insurance purchased through an individual exchange (with exceptions for 
small employers).4

To be subject to the ESR provisions, an employer (together with any related companies) must 
have at least 50 “full-time employees” or a combination of full-time employees and part-
time employees that is equivalent to at least 50 full-time employees. The ESR provisions were 
originally scheduled to be effective during 2014. However, transition relief issued in July 2013 
provided that applicable large employers could delay compliance with the ESR provisions until 
2015. Employers will use information about the people they employ during 2014 to determine 
if they employ enough people to be subject to the ESR provisions during 2015.5 

T H E  I M P A C T  O N  B U S I N E S S  O W N E R S

TaBLE 1: 400% of THE fEdEraL  
PoVErTY LEVEL

number of 
Individuals In the 

Household
Household  

income threshold3

1 $ 46,680

2 $ 62,920

3 $ 79,160

4 $ 95,400

5 $ 111,640

6 $ 127,880

7 $ 144,120

8 $ 160,360
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Additional transition relief issued during February 2014 provided that applicable large employers 
satisfying the following conditions could delay compliance with the ESR provisions until 2016:  
■■ The employer employs at least 50 full-time employees, but fewer than 100 full-time employees, 

during 2014;
■■ The employer does not reduce the size of its workforce or the overall hours of service of its employees 

in order to satisfy the workforce size condition;  
■■ The employer does not eliminate or materially reduce the health coverage, if any, offered as  

of February 9, 2014; and 
■■ The employer certifies on a prescribed form that it meets the above eligibility requirements.6     

Key Term:
Full-Time Employee
A full-time employee is an individual employed on average at least 30 hours per week.7

Example: 
The employer has 40 full-time employees employed 30 or more hours per week on average  
plus 20 half-time employees employed 15 hours per week on average. 
■■ The employer is subject to the ESR provisions since the combination of 40 full-time and  

20 half-time employees is equivalent to 50 full-time employees. 

Applicable large employers not offering qualifying coverage
The large employer will be liable for the Employer Shared Responsibility Payment if (a)(1) the employer 
does not offer health coverage; or (2) offers coverage to less than 95% of its full-time employees and 
(b) at least one of the full-time employees receives a premium 
tax credit to pay for individual coverage on an exchange.7 
Transition relief issued during February 2014 provided that 
applicable large employers only need to provide coverage to 70% 
of their full-time employees during 2015 in order to avoid impo-
sition of the ESR payment for not offering qualifying coverage. 8 

The non-deductible ESR payment is $2,000 annually times 
the number of full-time employees minus 30. Note that for 
purposes of this calculation, a full-time employee does not 
include a full-time equivalent.9

Example:
The employer does not provide qualifying coverage to its 50 full-time employees. One of the employees 
receives a premium tax credit to purchase insurance on an exchange.   
■■ The employer could be subject to a $40,000 penalty if it does not provide qualifying coverage ($2,000 

penalty x 20 employees in excess of minimum threshold).

Applicable large employers offering qualifying coverage 
Employers who offer qualifying coverage could still be subject to penalties if they do not offer employees 
and their dependents coverage that provides “minimum value” and is “affordable.” 

Key Terms:
Minimum Value 
The plan provides minimum value if the plan covers at least 60% of the total allowed cost of benefits 
that are expected to be incurred.11 The IRS and the U.S. Department of Health and Human Services 

TaBLE 2: ExaMPLES of non-dEducTIBLE 
PEnaLTIES for noT offErIng  
QuaLIfYIng coVEragE 

number of  
full-time Employees

nondeductible Excise 
Tax Per Year10

100 $140,000

250 $440,000

500 $940,000

1,000 $1,940,000
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have announced plans to make available online calculators to help employers determine whether their 
plans provide minimum value.  

Affordable Coverage
The coverage is considered affordable if the employee portion of the self-only premium for the employer’s 
lowest cost coverage does not exceed 9.5% of the employee’s household income (the lowest cost coverage 
must also provide minimum value).12 Employers can rely on several safe harbors to estimate the employ-
ee’s household income. For example, the employer can satisfy the W-2 affordability safe harbor by setting 
an employee’s contribution for the year at a level that does not exceed 9.5% of the employee’s Form W-2 
wages for the year. 

The employer must pay a penalty for not offering affordable coverage or coverage that did not provide 
minimum value. The penalty is $3,000 annually for each full-time employee receiving a tax credit, up to a 
maximum of $2,000 times the number of full-time employees minus 30.13

Example: 
The employer provides coverage to its 50 full-time employees. However, the coverage does not provide 
minimum value or is not affordable. Ten of the employees receive a premium tax credit to purchase 
insurance on an exchange.  
■■ The employer could be subject to a $30,000 penalty (lesser of (1) $3,000 x 10 employees receiving tax 

credit; or (2) $2,000 x 20 employees in excess of minimum threshold).

SMaLL BuSInESS Tax crEdITS 
Eligible small businesses that purchase coverage through a state-run exchange can receive a tax credit of 
up to 50% of their contribution toward the employee’s premium if they contribute at least 50% of the 
total premium cost.  

To be eligible for the credit, the following conditions must be met:
■■ An employer must have fewer than 25 full-time equivalent employees; and
■■ Average annual wages must be less than $50,000.

The 50% tax credit will be available for two years beginning in 2014 (35% credit before 2014). The 
maximum credit is available to qualifying employers with 10 or fewer full-time employees with average 
annual wages not exceeding $25,000. The credit is phased out as firm size and average wages increase.14

Example:
In 2014, the employer decides to purchase health insurance coverage for its 10 full-time equivalent 
employees. The employer pays total wages of $250,000 to the employees. The employer also contributes 
$20,000 toward the $40,000 premium cost of the insurance.
■■ The employer is eligible for the maximum $10,000 tax credit, which is equal to 50% of the premium 

contribution for a 10-person business paying average annual wages of $25,000.     

cadILLac PLan Tax 
Beginning in 2018, an excise tax could be imposed if an employer offers high-cost health insurance. The 
40% excise tax is assessed on the cost of health insurance plans (excluding dental and vision benefits) in 
excess of $10,200 per year for individuals or $27,500 per year for families. The initial threshold amounts 
are not adjusted until 2018.15      
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LEGAL, INVESTMENT, AND TAX NOTICE:  This information is not intended to be and should not be treated as legal 
advice, investment advice, or tax advice. Readers, including professionals, should under no circumstances rely upon this 
information as a substitute for their own research or for obtaining specific legal or tax advice from their own counsel.  

IRS CIRCULAR 230 NOTICE: To the extent that this message or any attachment concerns tax matters, it is not intended 
to be used and cannot be used by a taxpayer for the purpose of avoiding penalties that may be imposed by law. For more 
information about this notice, see http://www.northerntrust.com/circular230

adMInISTraTIVE & oTHEr coSTS 
The PPACA created a new nonprofit corporation, the Patient Centered Outcomes Research (PCOR) Institute, to support clinical 
effectiveness research. A new fee enacted to help fund the PCOR Institute must be paid by certain employers who sponsor 
self-insured health plans. The PCOR fee is $1 (for policy or plan years ending before October 1, 2013) multiplied by the average 
number of individuals covered under the policy or plan. The PCOR fee will vary over time and is applicable through 2018.16 

Beginning in 2014, employers must pay a transitional reinsurance fee to assist insurers to partially offset high-cost 
enrollees in and outside the exchanges. Fully and self-insured group health plans that provide major medical coverage will 
be assessed by the U.S. Department of Health and Human Services (HHS) an annual fee or contribution rate of $63 per 
plan participant in 2014. The transitional reinsurance fee will vary over time and is applicable through 2016.17

The PPACA includes other reporting/disclosure requirements in addition to the penalties and fees referenced above.    

oTHEr conSIdEraTIonS 
Applicable large employers not offering qualifying coverage 
What is the tax (penalty) exposure for not offering coverage? What impact will this have on employee retention?  

Applicable large employers offering qualifying coverage 
Have they determined whether they’ve met the minimum value and affordability metrics to avoid exposure to the penalty? 
Will they transition full-time employees to part-time to mitigate the magnitude of the penalty?  

LEarn MorE
If you have any questions, please contact your Northern Trust relationship manager. Employers may find additional information 
on the HealthCare.gov website. Finally, employers should consider engaging an employee benefits consultant if they don’t possess 
the resources internally to evaluate the impact of health care reform on their business.  
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