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T

IRS Raises 2021 Employer Health Plan
A�ordability Threshold to 9.83% of Pay

Limit on health plan costs as percentage of employees' income is adjusted annually

By Stephen Miller, CEBS

July 24, 2020

he IRS has announced that employer-sponsored health coverage will satisfy the A�ordable Care Act (ACA) a�ordability requirement

next year if the lowest-cost, self-only coverage option an employer o�ers does not exceed 9.83 percent of an employee's

household income.

The 2021 threshold is up slightly from 9.78 percent in 2020 but below the 2019 rate of 9.86 percent.

The a�ordability threshold (www.shrm.org/ResourcesAndTools/hr-topics/bene�ts/Pages/ACA-coverage-terms.aspx#a�ordable) is the

highest percentage of household income an employee can be required to pay for monthly health insurance plan premiums, based on the

least expensive employer-sponsored plan o�ered that meets the ACA's minimum essential coverage

(www.shrm.org/ResourcesAndTools/hr-topics/bene�ts/Pages/ACA-coverage-terms.aspx#minimum-essential-coverage) requirements.

The IRS annually adjusts the a�ordability threshold by considering the ratio of premium growth to income growth in the preceding calendar

year. The agency announced the 2021 a�ordability threshold—also known as the shared-responsibility a�ordability percentage, or cost-

sharing limit—on July 21 in Revenue Procedure 2020-36 (https://www.irs.gov/pub/irs-drop/rp-20-36.pdf).

"Because premiums for individual-market and employer-sponsored health coverage increased at a greater rate than the national income

growth during 2020, the 2021 a�ordability percentage will be higher than the 2020 level," explained Dorian Smith, a partner at HR

consultancy Mercer in New York City, and Cheryl Hughes, a principal in the �rm Washington, D.C. o�ce.

Employers should consider the adjustments to the a�ordability threshold when determining employee cost-sharing amounts—and the

employer's health plan premium contribution strategy—for the 2021 health plan year, Smith and Hughes advised.

Employers should price at least one plan option below the threshold to avoid triggering steep penalties for failing to provide a�ordable

coverage under the ACA's shared-responsibility provisions (https://www.irs.gov/a�ordable-care-act/employers/questions-and-answers-on-

employer-shared-responsibility-provisions-under-the-a�ordable-care-act), which the ACA added to the tax code under Section 4980H(b).

"An employer is in control as to whether the plan it is o�ering meets the a�ordability threshold (https://accord-aca.com/articles/2021-

a�ordability-threshold)," noted Ryan Moulder, a Los Angeles-based partner at Health Care Attorneys PC and general counsel at Accord

Systems LLC, an ACA compliance software �rm.

"Obviously employers are dealing with a lot of issues as the COVID-19 crisis continues to impact almost every employer in the country," he

added. "However, it is important for employers to remain compliant with the always-evolving ACA rules and regulations."

A�ordability Safe Harbors

The a�ordability threshold is a key element of the ACA employer mandate—also called the shared-responsibility requirement, or the pay-or-

play rules—and applies to applicable large employers (ALEs). In general, an employer is an ALE if it (along with any members in its

controlled group) employed an average of at least 50 full-time employees, including full-time-equivalent employees, during the preceding
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calendar year.

Because employers don't know their employees' household incomes, there are three a�ordability safe harbors

(https://www.federalregister.gov/documents/2014/02/12/2014-03082/shared-responsibility-for-employers-regarding-health-coverage) ALEs

can use to determine if the annual a�ordability threshold is being met. The safe harbors are based on information the employer does have,

and any of the three can be used:

The employee's W-2 wages, as reported in Box 1, generally as of the �rst day of the plan year.

The employee's rate of pay, which is the hourly wage rate multiplied by 130 hours per month as of the �rst day of the plan year or,

for salaried employees, 9.83 percent of the monthly salary as of the �rst day of the coverage period.

The individual federal poverty level (FPL), as published (https://aspe.hhs.gov/poverty-guidelines) by the Department of Health and

Human Services (HHS) each January. Using the FPL safe harbor simpli�es ACA reporting and coding of Form 1095-C, which plan

sponsors �le with the IRS for each employee who is o�ered ACA-compliant health coverage.

FPL Safe Harbor Adjustments

For 2021 plans using the FPL safe harbor to determine a�ordability, an employee's premium payment can't exceed $104.52 per month, up

from $101.79 per month in 2018.

"The adjusted percentage applies on a plan-year basis (https://www.mercer.com/our-thinking/law-and-policy-group/2021-a�ordable-

percentage-will-rise-for-employer-health-coverage.html)," wrote Mercer's Smith and Hughes. "For the many 2021 calendar-year plans using

the FPL a�ordability safe harbor, the required employee contribution cannot exceed 9.83 percent of the FPL [which is] $12,760 for mainland

U.S—or $104.53 per month, calculated as (9.83 percent x $12,760 FPL for 2020) ÷ 12, rounded to the nearest penny," they explained.

AFFORDABILITY SAFE HARBOR USING FEDERAL POVERTY LEVEL

Calender-Year Plan Prior Year's Federal Poverty

Level

(One-Person Household)

A�ordability Percentage Maximum Monthly

Contribution

(Self-Coverage)

2021 $12,760 9.83% $104.53

2020 $12,490 9.78% $101.79

2019 $12,140 9.86% $99.75

Sources: Mercer, IRS and HHS.

"Employers o�ering a medical plan option in 2021 that costs employees no more than $104 per month for employee-only coverage will

automatically meet the ACA a�ordability standard (https://www.theabdteam.com/blog/how-the-aca-a�ordability-increase-to-9-83-a�ects-

employers/)" under this approach, wrote Brian Gilmore, lead bene�ts counsel at ABD Insurance & Financial Services in San Francisco.

"In most cases, ALEs that do not meet the federal poverty-line a�ordability safe harbor will want to use the rate-of-pay a�ordability safe

harbor," he commented.

[SHRM members-only toolkit: Communicating with Employees About Health Care Bene�ts Under the A�ordable Care Act

(www.shrm.org/resourcesandtools/tools-and-samples/toolkits/pages/communicating-about-health-care-bene�ts-under-aca.aspx)]
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Minimum Value Requirement

Another ACA cost-sharing limit that employers must keep in mind is the requirement to provide minimum value

(https://www.federalregister.gov/documents/2015/12/18/2015-31866/minimum-value-of-eligible-employer-sponsored-plans-and-other-rules-

regarding-the-health-insurance) by having an actuarial value of at least 60 percent, meaning the plan pays for at least 60 percent of

covered bene�ts without employee cost-sharing.

"An actuary will determine whether the minimum-value threshold has been satis�ed," Moulder said.

Penalties to Avoid

ALES that fail to provide ACA-compliant coverge are subject to two sets of penalties, which the IRS refers to as shared-responsiibility

payments:

The Section 4980H(a) penalty—the A penalty—applies when the ALE fails to o�er minimum essential coverage to at least 95

percent of its full-time employees in any given calendar month. The A penalty in 2020 is $214.17 per month ($2,570 annualized)

multiplied by all full-time employees (minus the �rst 30). The IRS has not yet released the 2021 penalty amounts.

The Section 4980H(b) penalty—the B penalty—is where the a�ordability threshold comes into play. It applies when the ALE o�ers

coverage to at least 95 percent of full-time employees, but each full-time employee was not o�ered an option of "a�ordable"

coverage, minimum essential coverage, or coverage that provides minimum value.

The B penalty for 2020 is $321.67 per month ($3,860 annualized) per full-time employee receiving subsidized coverage on the

ACA marketplace exchange. The 2021 amount hasn't yet been announced.

ACA penalties are triggered when a full-time employee of an ALE declines an o�er of noncompliant coverage and instead enrolls in

subsidized coverage on the ACA marketplace exchange. The IRS sends Letter 226J (www.shrm.org/ResourcesAndTools/hr-

topics/bene�ts/Pages/g/resourcesandtools/hr-topics/bene�ts/pages/irs-prepares-aca-penalty-letters.aspx) to inform ALEs of their potential

liability for an employer shared-responsibility payment.

"When planning for the 2021 plan year, every employer should check to make sure at least one of its plans that provides minimum value

meets one of the a�ordability safe harbors … for each of its full-time employees," Moulder advised. "It would not be surprising if individuals

were more scrupulous with their health care choices in 2021, which could leave noncompliant employers exposed to section 4980H(b)

penalties."
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Out-of-Pocket Maximums for 2021

Nongrandfathered group health plans also must comply with an annual limit on cost-sharing, known as an out-of-pocket

(OOP) maximum, which is set annually by the HHS. This limit takes into account an employee's spending under the plan

deductible, as well as co-payments and percentage-of-cost co-sharing payments, but not plan premiums.

The self-only OOP maximum is applied to each covered individual, whether the individual is enrolled in self-only coverage

or family coverage.

The IRS sets a separate and lower OOP maximum (www.shrm.org/ResourcesAndTools/hr-topics/bene�ts/pages/irs-2021-

hsa-contribution-limits.aspx) annually, exclusively for high-deductible health plans (HDHPs) that can be coupled with

health savings accounts (HSAs), known as HSA-quali�ed HDHPs.

Below are the two sets of limits for 2021 compared with 2020.

2021 2020

Out-of-pocket limits for ACA-

compliant plans (HHS)
Self-only: $8,550

Family: $17,100

Self-only: $8,150

Family: $16,300

Out-of-pocket limits for HSA-

quali�ed HDHPs (IRS) Self-only: $7,000

Family: $14,000

Self-only: $6,900

Family: $13,800

Source: IRS and HHS.
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