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Introduction

Thetax systemnow plays an importantrole in making health insurance coveragenore affordable
The Affordable Care Act (AC&)eated a new refundable tax credit, which can be paid to insurers
advanceon a monthly basis to help individuals pagremiums for privatehealth insurance coverage
The ACA also requires that most individuals have health coverage that meets certain minimum
standardsand uses the tax system to enforce that requirement hose who dondét have ¢c
are not exempt from the requirement incur a penalty that is cotfeed when they file their taxes

Because major provisions of the health reform law are being administered through the tax system,
taxpayersand tax preparers need to understand how the health reform law affects the preparation of
tax returns. For exampleif someoneon the tax returndid not have healthcoverage all yearthe
preparation of thetax return will require completion o tax form to claim an exemption from the
coverage requiremenbr a worksheet tocalculate the penalty for not having coveragé&louseholds
that receivedadvance paymentsof the premium tax credit will need to reconcilthe paymentsthey
receivedwith their final premium tax credit which iscalculated on a form attached to the tax return

This guide is intended to help tax prepers understand howthe ACAaffects tax preparation It
provides basic information and practical tips and suggestion® help preparerspropedy complete
the ACArelated sectionsof the tax return for tax year 2015 The guide covers the following topics:

9 Coverageunder the ACA This section provides an overview¢fh e ACAOdSs coverage re
and the financial assistance that is available to help people purchase health insurance
coverage.

91 How the ACA Changes the Tax ReturiThis section provides amverview of theareas of the tax
return relatedtot he A CAG s c o v eandilustratesbowy tak prepareesrcdn
approach each of thesaareas.

9 Minimum Essential Coverage This sectionexplainswho is required to havéhealth insurance
coverage andwhat types of coveraggeople must have to meet the requirement

1 Exemptions from the Requirement to Maintain Minimum Essential CoverageThis section
explainsthe exemptions from the requirement to maintain minimum essential coverage and
providesan appraach for how to determine whether taxpayers may qualify for an exemption.

1 The Individual Responsibility Payment for People Who Neither Maintain Minimum Essential
Coverage nor Qualify for an ExemptionThis section explains who is subject to thehared
responsibility paymentfor not having coveragend how to calculate thepayment

9 ThePremium Tax Credit. This section explains the eligibility requirements foihe premium tax
credit, how the Marketplace determines eligibility, and how the premium tax creainount is
calculated.

1 Reconcilingthe Advance Payment of thePremium Tax Creditwith the Final Premium Tax
Credit Amount This sectionexplainsthe process for reconciling the advancpaymentof a
premium tax credit with the final premium tax credit ammt, including the form taxpayers useto
complete the reconciliation process

This guide doesi provide indepth explanations of therules for determining eligibility forpremium
tax credits, how premium tax credits are calculated, and how to enrolldoverage whichmight also
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be of interest to tax preparersTax pr eparers who are interested in
coverage provisions should visit the Center on Bu
project website atwww.healthreformbeyondthebasics.or@Beyond the Basicprovidesdetailed

information on eligibility and enroliment for health coverage prograntgended for advocates and

state and local officialswho helpconsumers enroll in health coveragethroughwebinars, fact sheets

and other materials



http://www.healthreformbeyondthebasics.org/
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Coverage umder the ACA

Requirement to Maintain Minimum Essential Coverage

Most individuals must maintain health insurance coveragdat meets certain standardsii called
minimum essential coveragéMEC)i or make a shared responsibility paymentMost private and
public coverage includingemployersponsored coverage, individual coverag®edicaid and
Medicare,is consideredMEC The requirement to maintain health coveige is enforcedthroughthe
individual shared responsibility payment, a penalty assessed on the tax return

Certain individuals are exempt from theequirement to maintain coveragexnd from the penalty.
For example, individuals with qualifying religious exptions and those whose household income is
below the threshold at whichtax filing is requiredare notsubject to the penalty The Secretary of
Health and Human ServicesHHS)can also grant exemptions from the penalty to people who suffer
hardships that make it difficult for them to obtain coverageUninsured ndividuals who are not
exempt from therequirement to maintainMEChave to pay a penalty for each month that they are
uninsured.

Financial Assistance for Health Coverage

To help people affordcoverge and meet the ACAG6s acanewandige requi
Medicaid to cover lowincome adultswho are underage 65 and not previously covered by Medicaid
The ACAlso providesa premium tax credit to help low and moderatsncome peoplewho are not
eligible forMECpurchase coverage in Marketplaces established under the ACA.

Before 2014, Medicaid covered many lowncome individuals but left many others ouMedicaid
didnd coverlow-income adults without dependent children unless they were pregnarage 65 or
older, or had serious disabilitiesChildren were generally covered at higher income levels, but the
income eligibility standards for parents in many states were very low.

The ACA required all states to expand Medicaid to cover children, pareats] childless adults
with incomes up to 138 percent of the poverty line starting in 2014n 2012, however, the Supreme
Court decision upholding health reform gave states the choice of whether or not to expand Medicaid
to cover childless adults and parentsvho werenot eligible under prior lawTo date, 3 states and
the District of Columbia haveexpanded Medicaidand one additional state plans to expand coverage
mid-year (see Figure 1) There is no deadline for a state to expand.

The ACA also created newfederal tax creditto help people purchasecoveragein health
insurance Marketplaces (also known as exchanges)hepremiumtax creditcan beprovided on a
monthly basisto pay a share ofthe monthlyhealth insurance premiumscharged to individuals and
families, or the credit can be claimedas a lump sum on the tax returnin either case, a person who
wantsto claim the credit must file a tax return for the year in which the credit is received



Health Reform: Beyond the Basics

Figure 1:

Status of the Medicaid Expansion, as ofanuary 2016

M Expanded (31) Expansion effective July 1,2016 (1) [ Not expanded (19)

Individuals and familieswith incomes betweenl00 and 400 percent of the poverty linewho
purchase coverage in the health insurancklarketplace in their statemay be eligible forthe
premium tax credit. The credit is not available to help pafpor individual plans purchased outside of
the Marketplace To receive thetax credit, individuals must be U.S. citizens or lawfulfyresent in the
United StatesT h e y be digibetformost other types ofMEGC namelyemployersponsored
coverage that isconsidered adequate and affordableor public coverage, such adedicare or
Medicaid. This means that in states thahave expanded Medicaidmost parents and childless adults
with incomes up to 138 percent othe poverty linewill be eligible for Medicaigthose with incomes
above thatlevel may be eligible forthe premium tax credit In states thath a v esxpéanided
Medicaid, premium tax credit eligibility begins at 100 percent dhe poverty line Peoplewith
incomesbelow the poverty line may fall into gap between Medicaid and premium tax credit
eligibilit Chi | dr en who are eligible for Medicaidfior the
whichin most statescover children at higher income levelthan adults fi arend eligible forthe
premium tax credit.

While eligibility forthe premium tax credit is generally restricted to those with incomes between
100 percent and 400 percent ofthe poverty ling a few special rules apply that allow a household
with income under 100 percent of the povertyirie to claim the credit. Firstlawfully present

1 For stateby-state income eligibility levels, seéMedicaid and CHIP_Eligibility, Enrollment, Renewal, and

CostSharing Policies as of January 2016: Findings from a &fate Survey Kaiser Commission on Medicaid
and the Uninsured January 2016

4


http://kff.org/medicaid/report/medicaid-and-chip-eligibility-enrollment-renewal-and-cost-sharing-policies-as-of-january-2016-findings-from-a-50-state-survey/
http://kff.org/medicaid/report/medicaid-and-chip-eligibility-enrollment-renewal-and-cost-sharing-policies-as-of-january-2016-findings-from-a-50-state-survey/
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immigrants with incomes below the poverty lingualify forthe premium tax creditwhen their
immigration status does not allow them to qualify for Medicaitt® important to note, however, that
lawfully present individualswith incomes below the poverty lingrho are eligiblefor Medicaid (or
would be eligiblefor Medicaid had their state expandedare not eligible forthe premium tax credit

Under a second exceptiontothe r e mi u m t imcomecraquéramierttsfagperson whapplied
for the premium tax credit, was determined eligibley the Marketplaceand receivedan advance
paymentwhen they were enrolled in a Marketplace plamay claim the credit, even ihis or her
income at the end of the year i®elowthe poverty line

Enrolliment Periods and Other Key Dates

Peoplecan apply for and enroll in Medicaid at any point during the yedheycan apply for
advance premiumtax credits at any point too, but they can onlgeceiveadvance premiumtax credits
if they are enrolled in a Marketplace plarand enrollment in Marketplace plans is limited to certain
periods of the year, called open or special enrollment periods

Open enrollment is a period of time when people can sign up for or chartbeir health insurance
plans. During open enroliment, kalth insurersmust enroll anyone who is eligible and who applies
for coverage Those who dod sign up for health insurance during open enrollmerre not allowed
to sign up forcoverageuntil the next open enrolinent period, unless they qualify for a special
enrollment period

Open enrollment for 2016coverageoverlapsslightly with the 2016 tax filing season (see Figure
2). Tax preparers who see uninsured clients on or beforganuary 31have an opportunity to refer
them to Medicaid or the Marketplace to sign up for health coverage. Uninsured clients who are seen
after January 31should still be referred to a health assister to asseastheir eligibility for Medicaid
which is open for enrollment all yeaigr for a special enroliment period that will allow them to enroll
in a Marketplace planoutside of the normal open enroliment period=or people who are already
enrolled in Marketpla@ coverage, changes to the income or family size used to project premium tax
credit eligibility can be made at any time during the tax yediax preparers may want to refer people
back to the Marketplaceto adjust their current monthly advance payment$ the 2015 monthly
advance payments were shown on thiax return to be too high and require repayment. Adjusting the
credit early when income or household composition changes reduces the likelihood of repayment on
the tax return.

Figure 2:
Key Dates for the 2016 Open Enroliment Period and 208 Filing Season
Nov 1 Jan 31
Open enrollment Open enrollment
begins ends

Jan19 Apr18
First day to file Deadline for filing
federal income tax federal income tax
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Certain circumstances qualify people for a special
enrollment period, which allows them to sign up fa

O

health insurance planoutside of theopen enrollment Is it too late to refer uninsured clients
period or to switch plans during the yearA special to the Marketplace if open enroliment
enrollment period becomes available when people is over?

experien'ce certain_qualifyir!g events, such abke birth Even if open enroliment is over, tax
or adoption of a child, marriage, or loss of coverage du¢ preparers should still refer uninsured
to loss of a job ordivorce. People generally have up to  taxpayers to the Marketplace. The
60 days after the qualifying event to makany plan Mar ket pl ace has a
changes. and will assessMedicaid, CHIPor
premium tax crediteligibility based on a
single application.People can enroll in
Medicaidor CHIPat any time during the

Income eligibility for Mediaid and the premium tax year. Those who want to enroll in a
credit is defined in terms of federal povertguidelinesii ~ Marketplace plan can only do so during
ameasure of poverty in the United States thatHS Cr2En ETBlIMEnL WEREVES, i1=

~ Marketplace can screen peple for

calculateﬁ.ever.y yearA personds hous: eligibility for a special enrollment period
to determine his incomeas a percentage of the poverty that could allow them to purchase health
line. Tablel showsthe poverty guidelinesappliedto insurance coverage.
different household sizedn the 48 contiguous states
and the District of Columbia to deermine eligibility for
the 2015 premium tax credi. (Alaska and Hawaii each have separate federal poverty guideline
calculatons)A f ami | yds income as a per cendwadngtheof t he
f ami | y &isconze bynthe @dverty guideline fats household size For examplejncome fora
single individual who earns $1600 would be 137 percent of the poerty line ($16,000 +~ $11,670
=1.37 or 137 percent).

Use of Federal Povertysuidelines

For premium tax credit eligibility, the
Marketplace uses the poverty guidelineghat are in
effect on the first day of open enroliment for the
calendar year in which an applicant is seeking
coverage This meansthat for 2015 coverage, the

Table 1:
Federal Poverty Guidelines for the 2015

Premium Tax Credit in the 48 Contiguous
States and the District of Columbia

Marketplace usel the 2014 povertyguidelines Persons in the Poverty guideline

whichwere in effect on November 15, 2014fi the family/household

first day of 2015 open enroliment(Table 1) 1 $11,670

Premium tax credits for 205 are calculated using 2 $15,730

the 2015 guidelines 3 $19,790
Eligibilty for advance premium tax credits is 4 $23,850

determined on a prospective basis, which means 5 $27,910

that at the time people apply, they prade an 6 $31,970

estimate of their income household size, and other 7 $36,030

factors for the year ahead.The final determination 8 $40.090

of the premium tax cedit is madeon the tax return

based onactual income and household size. For families/households with more than 8

persons, add $4,00 for each additional person.
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How the ACA Changgthe Tax Return

Thesefour items on the tax returnrelate to the ACAsee Figure 3)
1. Reportingminimum essential coverage(MEC)
Determining eligibility forexemptions from the coverage requirement

Determining theshared responsibility paymentor months withoutMECor an exemption, and

A WD

Reporting and reconcilingany advance paymens of the premium tax creditwith the final
premium tax credit amount.

Figure 3 illistrates how tax preparers can approach each of thesgeas and indicates the tax
forms that should be completedfor each of the four stepsNot all taxpayers will haveto address
each of these steps on the tax returnEveryonehas to report whether they hd MEC most people do
have MEC so the ACGrlated portion of their tax return will be as simple as checking a box. In a
smaller number of cases, taxpayers will also need to complete additional forms or worksheets to
claim an exemption or premium tax creditr to calculate ashared responsibility paymentThe
following sections describe ach of these steps.

Figure 3:
Step by Step Approach to Completing the AGRelated Portions of the Tax Return

SIIEEN Did everyone on the tax return have covera

Check the box for full-year coverage on
Line 61, Form 1040 (Go to Step 4)

YES

SIS |s anyone on the tax return eligible for an e

the coverage requirement for any month d L3gp Complete Form 8365

SR Does anyone on the tax return have no cove A Calculate the penalty amount for months
exemption in any month during the year? without coverage

SLLR Did anyone on the tax return purchase cove

Complete Form 8962
Marketplace and qualify for a premium tax P

S
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Minimum Essential Coverage

Most peoplemust maintain MECand report that they have MEC on their tax return®nForm
1040, this is reported on Line 61(see Figure 4)

Taxpayersshould check the boon Line 61 ofForm 1040 only if everyone on the tax retur had
MEC for all months in 2015Note that a personwho has MEC forat least one day of the monthis
considered to have coverage fahe entire month For example, someone who has MEC that
terminated on May 2 will be considered to have MEC for the entire month of M&imilarly, a person
who enrolls inMEC on My 30 will be considered to have MEC for the entire montti May.

Figure 4:
Line 61 on Form 1040

Who Needs to Maintain Minimum Essential Covera@e

Everyonein the United States must maintain MEQunless specifically exemptedby the ACAThe
coveragerequirement includes foreign citizens who qualify as U.S. residents for income tax
purposes Certain people are treated under the law as having MEC for the entire yéacluding U.S
citizens who live abroad for at least 330 days within a H2onth periodand all residents of the U.S.
territories. While these groups of people are considered to hawdEC they indicate their special
status by claiming a health coverage exemptiorgther than by declaring they have fullear
coverage.

What Types of Insurancé\re ConsideredMinimum Essential Coverag@

Most health insurance plans are considered MEC, so most people who have health coverage meet
the requirement to maintain MECTable?2 lists the types of insurance that satisfy the individual
responsibility requirenent.

What Types of Insurancé\re Not Considered Minimum Essential Coverage

Plans that provide only limited benefitslo not meet the requirement foMEC Thefollowing types
of insurance arenot MEC

1 Coverage consisting solely aexcepted benefitsp such aspolicies that only covewision care or
dental care accident or disability insuranceorwor ker s® compensati on

1 Limited-benefit Medicaid coverage (though people who enroll in some forms of limited coverage
may qualify for a hardship exemption frorthe Marketplace)




















































































