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Health Reform Premium and Cost Sharing Subsidies

How will the health reform premium and cost sharing subsidies work?

Beginning in 2014, individuals who purchase health insurance coverage through one of the new
health insurance exchanges will be eligible for financial assistance if their income is no more
than 400% of the federal poverty line.! These amounts are updated for inflation annually and
vary by family size. In 2010, this amount is $43,320 for individuals and $88,200 for a family of
four. (Higher amounts apply in Alaska and Hawaii.)

Two forms of financial assistance will be provided. A premium assistance tax credit will be
provided monthly to lower the amount of premium the individual or family must pay for their
coverage. Cost sharing assistance will limit the plan’s maximum out-of-pocket costs, and for
some people will also reduce other cost sharing amounts (i.e., deductibles, coinsurance or
copayments) that would otherwise be charged to them by their insurance plan.

Both types of assistance will be tied in some way to the value of the coverage available in the
exchanges. Four levels of plans will be offered by insurers in the exchanges. All the plans must
offer a set of essential health benefits that will be specified in future federal regulations and must
cover certain categories of benefits.2 The four plan levels vary in the total value of coverage they
must provide. This amount is sometimes called “actuarial value” and represents the proportion
of health insurance expenditures for covered benefits that, for an average population, would be
paid by the plan. The health reform law requires that the actuarial value be 60% for “bronze”
plans, 70% for “silver” plans, 80% for “gold” plans and 90% for “platinum” plans.® In addition,
the out-of-pocket maximum for any of these plans may not exceed a limit that is determined
annually. For 2010, the limit is $5,950 for individual coverage and $11,900 for family coverage.
Within the restrictions of the essential health benefit definition, the actuarial value rules, and
the out-of-pocket maximums, insurers can design plans that vary in cost sharing amounts and
benefits offered.

Premium assistance. The premium assistance tax credit is calculated to limit the amount that
an individual or family must pay for health insurance coverage in the exchange as a percentage
of income. A sliding scale is used to determine the amount of the tax credit. For those at the

"“Modified adjusted gross income” will be used in determining eligibility for assistance. This is defined as the adjusted gross
income as defined on income tax returns plus any tax-exempt interest income and certain foreign income that is not counted
as adjusted gross income.

2 Essential health benefits must include at least ambulatory 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; preventive and wellness services and chronic disease
management; and pediatric service, including oral and vision care.

3 The experience of plan enrollees will often be different from the actuarial value, which is an aggregate measure for an
average population. That is, a plan with an 80% actuarial value will not pay 80% of covered medical expenses for all its
enrollees. People with low medical expenses may have no coverage, for example, if they fail to meet the plan’s annual
deductible. People with extremely high medical expenses that exceed the plan’s out of pocket maximum may have a much
higher proportion of their expenses covered by the plan. Of course, the plan may not cover all their medical expenses, so
these individuals may have other out of pocket costs.
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lowest incomes (less than 133% of the poverty level) the tax credit amount is based on limiting
the individual’s premium contribution to no more than 2% of income. For those between 300%
and 400% of the poverty line, the tax credit is amount is based on a limiting the contribution
amount to 9.5% of income. The calculation is based on the premium for the second lowest cost
silver plan available to them in the exchange, but individuals do not have to enroll in this plan for
their coverage. A person who chooses to enroll in a less expensive plan (e.g., the lowest cost
silver plan or a bronze plan) will receive the same tax credit amount and they will pay a lower
premium. A person who chooses a more expensive plan (e.g., a higher cost silver plan or a gold
plan) will receive the same tax credit amount, but will pay a higher premium.

Cost sharing assistance. People who qualify for the premium assistance tax credit will also
be eligible for cost sharing assistance if they enroll in a silver plan. This assistance will further
reduce the limit on the out of pocket maximum that can apply to their coverage, with the amount
of the reduction depending on income. For those with incomes between 100% and 200% of
poverty, a 2/3 reduction applies. (For 2010, this would make the out of pocket maximum $3,967
for individual coverage and $7,934 for a family.) For others, the reduction in the limit is either
Y2 or 1/3, depending on income. The precise amount by which an individual’s out of pocket
maximum is reduced by this assistance depends on what the maximum is for the plan in which
they are enrolled.

In addition, federal payments will be made to health insurers to increase the actuarial value of
the plan for people with incomes under 250% of poverty. For example, for people with incomes
between 100% and 150% of poverty, the actuarial value of the plan will be increased to 94%.
That means that in addition to keeping within the lower out of pocket maximums established
above, insurers must make other changes to increase the actuarial value of the coverage. Most
likely this will mean reducing plan deductibles, coinsurance or copayments in order to meet the
higher actuarial value requirements.

For people with incomes over 250% of poverty, the actuarial value of their plan may not
exceed 70%, which is the basic value of the silver plan even for those who receive no financial
assistance. This means that, for some people, some cost sharing amounts could increase. That
would happen if their out of pocket maximum was decreased to keep within the required lower
maximum, because the deductibles, copayments or coinsurance that would otherwise apply
would have to be increased to keep the actuarial value at 70%.
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