1. When may a taxpayer be exempt from the rule that every taxpayer must obtain a certain level of health coverage or pay a penalty?
Beginning in 2014, taxpayers must obtain a certain minimum level of health coverage or pay a penalty (known as the shared responsibility provision) for failure to obtain minimum essential coverage unless the individual is statutorily exempted from this requirement.  In general, the following exemptions may be applicable:

1. Religious Exemption.  A taxpayer will be exempt from the shared responsibility provision if the taxpayer (a) is a member of a recognized religious sect, the teachings of which render the taxpayer conscientiously opposed to accepting benefits provided by any public or private insurance provider that makes payments toward the expenses of obtaining medical care and (b) adheres to the established tenets or teaching of that sect.
 The religious sect must have been in existence on December 31, 1950 and must be recognized by the Social Security Administration as one that is conscientiously opposed to accepting insurance benefits, including Medicare and Social Security.
2. Foreign Persons Exemption. A taxpayer will be exempt from the shared responsibility provision if  not a citizen or national of the United States or an alien lawfully present in the United States.

3. Exemption for Incarcerated Individuals.  A taxpayer will be exempt from the shared responsibility provision during any month of incarceration, other than incarceration while awaiting the disposition of the charges that are pending against the taxpayer.

4. Affordability Exemption.  If an individual’s required contribution for health coverage for the month exceeds 8 percent of the taxpayer’s household income for the year (see Q 4), the taxpayer will not be subject to the shared responsibility provision.

5. Exemption for Individuals not Required to File a Tax Return.  Individuals who are not required to file a federal tax return for the year because their income does not exceed the applicable filing thresholds (see Q 8501) are not subject to the shared responsibility provision.

6. Membership in an Indian Tribe.  Members of recognized Indian tribes are not subject to the shared responsibility provision.

7. Exemption for Short Coverage Gaps.  An individual will not be subject to the shared responsibility provision if there is a gap in health coverage for a period that is less than three months.  However, if there is more than one such gap in coverage during the tax year, the exemption applies only to the first coverage gap.

8. Hardship Exemption.  The Secretary of Health and Human Services may allow exemptions from the shared responsibility provision on a case-by-case basis if it is determined that an individual has suffered a hardship and is thereby unable to obtain the required coverage.

Both children and senior citizens are subject to the shared responsibility provision.  If a child who can be claimed as a dependent does not qualify for an exemption, the taxpayer who can claim that child as a dependent is required to make the shared responsibility payment with respect to the child’s failure to obtain the requisite coverage.
  See Q 2 for information on how to claim an applicable exemption.
2. How does a taxpayer who may be exempt from the Affordable Care Act requirements obtain the exemption?
An individual who may be exempt from the shared responsibility provision can

 obtain a certificate of exemption from the health insurance exchanges.  With respect to the religious and hardship exemptions, this is the only method of claiming the exemption.  Individuals claiming the exemption based upon membership in an Indian tribe or incarceration may either obtain a certificate of exemption from the exchanges or claim the exemption on his or her federal tax return when the return is filed in the subsequent tax year.  Exemptions for lack of affordable coverage, a short coverage gap, and certain hardships must be claimed on the taxpayer’s federal income tax return.
Individuals who are exempt from the shared responsibility provision because their income for the year falls below the filing threshold, so that they are not required to file a federal tax return for the year, do not need to take any action in order to obtain the exemption.

3. When is an individual taxpayer eligible to claim the premium assistance tax credit under the Affordable Care Act?

The premium assistance tax credit is a subsidy that can be claimed by certain low-to-moderate income taxpayers in order to offset the cost of health insurance coverage.  In order to be eligible to claim the premium assistance tax credit, a taxpayer must meet all of the following requirements:

1. The taxpayer must purchase health insurance through the health insurance marketplace (also known as the health insurance exchanges);

2. The taxpayer must have income that falls within certain ranges (see Q 4);

3. The taxpayer must not be able to obtain affordable coverage through an employer-provided health plan that provides minimum value (see Q 11 for a discussion of what constitutes “affordable coverage” and Q 12 for a discussion of plans that provide “minimum value”);

4. The taxpayer must be ineligible for government-sponsored health care programs, such as Medicaid and Medicare;

5. Generally, a taxpayer who is married must file a joint return (though exceptions exist for certain victims of domestic violence
);
6. No other person may claim a dependency exemption with respect to the taxpayer for the tax year.


Individuals with household income (see Q[4]) that falls between 100 and 400 percent of the poverty line (as adjusted based on family size) may be eligible for the premium tax credit.  The federal poverty guidelines that exist as of the first day of the annual open enrollment period are used to determine whether an individual is eligible for the credit, so that the 2014 guidelines are used to determine a taxpayer’s credit for 2015.
  For example, in 2014 the federal poverty guidelines for the 48 contiguous states (including Washington, D.C.) are as follows:

· $11,670 (100 percent) to $46,680 (400 percent) for an individual;

· $15,730 (100 percent) to $62,920 (400 percent) for a family of two;

· $19,790 (100 percent) to $79,160 (400 percent) for a family of three;

· $23,850 (100 percent) to $95,400 (400 percent) for a family of four.


The federal poverty line is modified for taxpayers living in Alaska and Hawaii.  If a taxpayer’s primary residence during the tax year changes to a state with a different federal poverty line, or if married taxpayers reside in states with different federal poverty lines, the poverty line that applies is the higher of the two guidelines.

4. What is “household income” for purposes of determining whether an individual is eligible for a premium assistance tax credit?

For purposes of the premium assistance tax credit, household income is a taxpayer’s modified adjusted gross income (MAGI, see below) plus the aggregate modified adjusted gross income of any other individual who was both (1) taken into account in determining the taxpayer’s family size for purposes of determining qualification for the credit and (2) required to file a federal tax return for the tax year in question.
  Because the taxpayer’s family size is determined by counting any individual whom the taxpayer was entitled claim as a dependent to for the tax year,
 it is essentially the case that any income of the taxpayer’s dependents who are required to file a return for the year is included in calculating the taxpayer’s MAGI.
A taxpayer’s MAGI is the adjusted gross income shown on the taxpayer’s federal income tax return for the year plus any excluded foreign income, nontaxable Social Security benefits and tax-exempt interest accrued or received during the tax year.
  Supplemental Social Security income is not included in a taxpayer’s MAGI.

5. If it is determined that a taxpayer is eligible for the premium assistance tax credit, what are the consequences if household income level or family size changes during the tax year?

The amount of the allowable premium assistance tax credit varies based upon a taxpayer’s annual household income and family size.  If either the household income level or family size changes throughout the tax year, the taxpayer’s allowable credit will increase or decrease accordingly.  This becomes important when a taxpayer has chosen to take the premium tax credit in advance (where the credit is paid directly to the insurance company to reduce premiums), rather than retroactively (where the credit is claimed on the taxpayer’s federal income tax return for the year).
  

If the actual allowable credit is less than the advance credit claimed, the difference will be deducted from the taxpayer’s overpayment (tax refund) or added to the amount that the taxpayer owes to the IRS if no tax refund is forthcoming.  If the actual allowable credit is more than the advance credit claimed, the reverse is true, so that the difference will be added to the taxpayer’s refund or subtracted from the balance due to the IRS.

The IRS has released guidance that advises taxpayers to notify the health insurance exchanges if any changes in circumstances have occurred that will alter the amount of the allowable credit in order to reduce the significance of the difference between the advance credit and actual allowable credit.
  Changes in circumstances that can give rise to such a difference include the following:
1. Increases or decreases in household income;

2. Marriage;

3. Divorce;

4. Birth or adoption of a child;

5. Gaining or losing eligibility for government or employer-sponsored health insurance.

See Q 4 for a discussion of how household income is calculated for purposes of the premium assistance tax credit.

6. If a taxpayer is exempt from the shared responsibility penalty under the  Affordable Care Act, can the taxpayer still qualify for a premium assistance tax credit?
Whether a taxpayer who is otherwise exempt from the shared responsibility penalty remains eligible to claim the premium assistance tax credit depends upon the type of exemption that applies.  According to IRS guidance, taxpayers who are exempt because they are incarcerated or not lawfully present in the U.S. are not eligible to claim the premium tax credit.  This is the case, however, because these exempt individuals are not permitted to enroll in a health plan through the health insurance exchanges.  Individuals who are exempt for other reasons, such as because a religious exemption or affordability exemption applies, will still be eligible to claim the premium tax credit if they otherwise meet the requirements for eligibility.

See Q 1 for a detailed discussion of the various exemptions that may apply.  See Q 3 for a discussion of the qualification requirements that apply in determining whether a taxpayer is generally eligible to claim the premium tax credit.
7. Is a taxpayer eligible for a premium assistance tax credit if enrolled in an insurance plan offered through an employer?
No.  According to IRS guidance, a taxpayer is not eligible to receive a premium assistance tax credit even if enrolled in an employer-sponsored plan that is unaffordable or fails to provide minimum value.

8. How does an eligible taxpayer obtain the premium assistance tax credit?

When a taxpayer applies for health coverage through an exchange, the exchange itself estimates the amount of credit that the taxpayer may be eligible to claim.  The taxpayer then determines whether he or she would prefer that the credit be applied in advance (meaning that it is sent directly to the insurance company in order to offset  premium payments) or retroactively (meaning that the taxpayer claims the premium credit on the federal tax return for the year).
 

A taxpayer who receives a premium tax credit is required to file a federal tax return for the year in order to claim the credit.  This is true even if the taxpayer would not otherwise be required to file a return because income does not exceed the applicable filing threshold (see Q 8501) for the tax year.
  
On this return, the taxpayer must report the amount of premiums paid and any advance premium tax credit payments that have been forwarded to the insurance company on his or her behalf.  If the taxpayer enrolls in a health insurance plan through the exchanges, the exchange will send the taxpayer a document that shows the amount of the taxpayer’s annual premiums and any advance credit payments by January 31 of the year following the year of coverage.

9. Will a taxpayer be liable for the shared responsibility penalty if  the taxpayer changes health coverage during a year and has a gap in coverage?
A taxpayer is treated as having minimum essential health coverage for the month if covered for at least one day during that month.  Therefore, if the coverage gap is less than one month, he or she will not be treated as having a gap in coverage and will not be subject to the shared responsibility penalty.

Further, an individual will not be subject to the shared responsibility penalty if the gap in coverage lasts for less than three months (see Q 1).  However, this exemption applies only to the first three-month gap in the tax year.  If the taxpayer has more than one three-month coverage gap in the same tax year, the taxpayer will be subject to the shared responsibility penalty with respect to the second coverage gap.

10. Are U.S. citizens who are not U.S. residents subject to the shared responsibility penalty?
In general, yes.  However, if a taxpayer qualifies for the foreign earned income exclusion under IRC Section 911, the taxpayer may be exempt.  Therefore, if a U.S. citizen who is living abroad has not been physically present in the U.S. for at least 330 full days within a 12 month period, the individual will be treated as having obtained minimum essential coverage for that 12 month period.  Further, U.S. citizens who are bona fide residents of foreign countries for an entire tax year will be treated as having obtained minimum essential coverage for the year.

U.S. citizens who do not meet the tests outlined above are required to maintain minimum essential health coverage (which can include group health coverage provided by a foreign employer), qualify for an otherwise applicable exemption (see Q 1) or make the shared responsibility payment.
11. How is it determined whether health coverage offered by an employer is “affordable” for purposes of the Affordable Care Act?
For purposes of the premium assistance tax credit (see Q 3), employer-provided health coverage is deemed to be “affordable” if the taxpayer’s required contribution toward the annual premium cost of self-only coverage does not exceed 9.5 percent of the taxpayer’s household income (see Q 4).
  Any additional premium contributions that the taxpayer is required to make for family coverage are not included in determining whether the health coverage is affordable.

If an employer offers multiple health plan options, the affordability test applies to the lowest cost plan in which the taxpayer is eligible to participate.

12. When does employer-sponsored health coverage provide “minimum value” for purposes of the Affordable Care Act?
Employer-sponsors health coverage provides “minimum value,” so that it also provides minimum essential coverage, if the plan covers at least 60 percent of the total allowed costs of benefits provided under the plan.
  Beginning in 2014, an employer that offers health coverage to its employees is required to provide each employee with a Summary of Benefits and Coverage, which is a document that explains the benefits provided under the plan and must also include a statement as to whether the plan provides minimum value.
If an employee enrolls in a plan that does not provide minimum value, that employee is ineligible to claim the premium assistance tax credit even though the plan fails to provide the required coverage.
13. Is there any transition relief for individuals with respect to the
 Affordable Care Act shared responsibility penalty provisions that became effective in 2014?
Yes.  If an individual is eligible to enroll in an employer-sponsored health plan that has adopted a plan year that is not a calendar year, the individual is eligible for transition relief from the shared responsibility penalty if the plan year begins in 2013 and ends in 2014.  The transition relief begins in January 2014 and continues through the month in which the plan year ends.
  This rule is particularly important because many employer-sponsored health plans do not allow an employee to enroll in a plan after the beginning of the plan year.   In the case of a 2013-2014 non-calendar year health plan, eligible employees would not be permitted to obtain the employer-sponsored coverage until after the start of 2014, when the shared responsibility penalty provision has already become effective.  The transition relief prevents these taxpayers from becoming liable for the shared responsibility provision until the next plan year begins in 2014.

The IRS has also provided relief for taxpayers who are covered under certain limited-benefit government-sponsored health plans which may not provide minimum essential coverage (examples of this type of coverage include optional family planning coverage and pregnancy-related services that are offered through Medicaid).  This transition relief applies to months in 2014 in which an individual is covered by one of the specifically enumerated plans that does not provide minimum essential coverage.
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