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OVERVIEW

Per Rev. Proc. 2023-29, released by the Internal Revenue
Service (IRS), the affordability threshold related to employer-
sponsored health plans under the Affordable Care Act (ACA)

is lower in 2024 at 8.39% of an employee’s household income
compared to the 9.12% threshold in 2023. The percentage drop,
resulting in the lowest threshold since 2015 when the Affordable
Care Act employer mandate began, is likely to have a significant
iImpact on employees and employers.

For instance, it can potentially impact eligibility for subsidized coverage for
individuals, alongside possible employer liability concerning shared-responsibility
assessments. Organizations should carefully consider the affordability threshold
before setting employee premiums to remain compliant and avoid unnecessary
penalties. Read about the ACA affordability contribution percentage test and

find out how an insurance management and consulting firm can assist American
companies by reaching out to Wisterm.



https://www.irs.gov/pub/irs-drop/rp-23-29.pdf
https://wisterm.com/service/employee-benefits/#:~:text=ACA%20complexities%2C%20aggressive,in%20good%20hands.
https://wisterm.com/contact/
http://wisterm.com/
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WHAT IS THE ACA?

According to the Department of Health and Human — Subsidize insurance premiums via tax credits
Services (HHS), the Affordable Care Act (ACA), to reduce the cost of health insurance
previously known as the Patient Protection and for households.

Affordable Care Act (PPACA), refers to legislation

that came into force in March 2010 that aimed to — Expand Medicaid to provide more adults
make the following changes to healthcare in the with coverage.

United States:
— Foster innovative methods of delivering
medical care to reduce healthcare costs.

UNDERSTANDING ACA
AFFORDABILITY

The ACA stipulates that the minimum essential Three safe harbors exist concerning affordable
coverage (MEC) for employer-sponsored health coverage provided by employers. The calculation
plans is affordable if and only if the contribution of each affordability percentage utilized by these
made by an employee for the cheapest plan option, safe harbors aligns with the determination of the
which provides minimum-value coverage, is not household income percentage. Employers must
greater than a yearly indexed percentage based align employee contributions with one of the

on the staff members annual household income. following safe harbors to prove that their employees
Something to note is that any employee, alongside can afford the offered coverage:

members of their household, that are eligible for
employer-sponsored healthcare that is in compliance — The federal poverty line (FPL)
with the ACA Affordability mandates, cannot obtain

cost-sharing decreases or tax credits for coverage — Rate of pay
acquired via the public exchange (the government-
run marketplace for purchasing individual coverage) — W-2 wages

without the employer incurring a penalty.


http://wisterm.com/
https://www.hhs.gov/healthcare/about-the-aca/index.html
https://www.hhs.gov/healthcare/about-the-aca/index.html
https://wisterm.com/employee-benefits/understanding-rising-healthcare-costs-in-the-u-s/
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HOW IS THE ACA AFFORDABILITY
PERCENTAGE CALCULATED?

When the ACA took effect, the affordability
percentage was 9.5%, which has changed
annually since 2014. In 2021, the Federal Register
shared its method of determining the percentage of
premium changes for 2022 onward. Calculating the
affordability percentage for 2023 was achieved by

reviewing the growth rates of insurance premiums
in relation to income increases over the previous
decade. As a result of the forecasts generated by
these growth rates, the affordability percentage
for 2024 will be substantially less than the prior
year, 2023.

WHAT IS THE ACA
AFFORDABILITY TEST FOR 20247

Due to the change in affordability requirements
made by the IRS, health plans previously thought
to be affordable may no longer be considered
affordable coverage. In 2024, affordable plans
require that an organization’s employees cannot
make insurance premium payments that exceed
8.39% of staff members’ annual household
earnings, or $101.94 per month for firms utilizing
the federal poverty line safe harbor.

Employers not applying the federal poverty line
safe harbor can determine affordability based on
their employees annual wages. For employees
that are paid hourly, employers can calculate
affordability by multiplying the employee’s hourly
rate by 130 hours per month from the initial day
of the coverage period and then multiplying that
number by the affordability percentage, 8.39%.
Employers can determine affordability for salaried
staff member’s by calculating 8.39% of an
employee’s monthly salary from the beginning of
the period of coverage.


https://www.federalregister.gov/documents/2021/05/05/2021-09102/patient-protection-and-affordable-care-act-hhs-notice-of-benefit-and-payment-parameters-for-2022-and
http://wisterm.com/
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WHAT IS THE PERCENTAGE OF
INCOME FOR THE AFFORDABLE
CARE ACT?

According to HealthCare.Gov, the following factors
contribute to whether employment-based health plans
in 2024 are affordable:

An organization’s lowest-cost health plan must
also achieve the ACA minimum value standard.

A plan meets the minimum value standard if it
pays a minimum of 60% of all medical service
costs for a typical population and if the benefits
include significant inpatient hospital and physician
service coverage.

The 8.39% affordability calculation for a salaried
employee takes into account all of the earnings
from the people within that staff member’s
household who are legally required to complete
tax returns.

For employees, affordability calculations are only
based on the premium paid by the employee for
individual coverage.

Regarding coverage beginning January 1, for
individuals provided with employment-based
coverage via the job of another household
member, affordability hinges on the premium
necessary to cover all household members.



http://wisterm.com/
https://www.healthcare.gov/glossary/affordable-coverage/
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EMPLOYER CONSIDERATIONS
FOR AFFORDABILITY CHANGES

Employers relying on the FPL safe harbor (a category
which includes a large number of organizations),
should carefully review employee contributions
related to 2024 health plans to ensure their policies
remain compliant. Employers should also note that
employee contributions for the cheapest, self-only
coverage option have fallen from the previous year.

The considerations for plans applying the FPL safe
harbor vary depending on whether the employer opts
for non-calendar- or calendar-year plans. Below is a
summary of these differences:

Calendar year health plans: Calendar year health
plans in 2024 that employ the FPL safe harbor
cannot have employee contributions greater than
8.39% of the federal poverty line for that specific
area or $101.94 a month.

Non-calendar year health plans: A non-calendar
health plan can utilize the FPL currently in place

no later than six months prior to the initial day of

the health plan’s year, meaning non-calendar year
health plans could potentially use either the 2024 or
2023 FPL depending on when the coverage begins.



http://wisterm.com/
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SUMMARY

To meet regulatory standards regarding the affordability of

the employer-sponsored health insurance policies they offer,
employers must demonstrate that their employees can afford
the coverage they provide by meeting one of the specified safe
harbors. When preparing a strategy for meeting the Affordable
Care Act affordability safe harbor requirements, consider
seeking advice to help stay compliant.

SCHEDULE A MEETING NOW
WITH ONE OF OUR CONSULTANTS.

BOOK NOW -

WISTERM.COM



http://wisterm.com/
https://meetings.hubspot.com/hkelley1
https://hs.wisterm.com/meetings/rmitchell9/retirement-plans
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ABOUT WISTERM

Wisterm (English: /Wis’terum/) is a British-American multinational financial services
firm that provides a range of risk-mitigation products, including commercial risk,
investment, wealth, retirement, employee benefit, and reinsurance solutions, as well
as boutique consulting.

Wisterm currently operates in the Americas and Europe. Wisterm works with businesses of all sizes to optimize their
organization, improve their operations and risk profile, and accelerate their organizational performance to seize the
most attractive opportunities.
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and overseeing customized healthcare provider networks
for employers, encompassing specialized domains such as
reference-based pricing arrangements and direct primary
care facilities.
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DISCLOSURE

Visit wisterm.com for more information on Wisterm.

Wisterm refers to a global organization and may refer to one or more of the firms of Wisterm, each of which is a separate legal entity and is solely
responsible for its financial condition and contractual obligations.

Wisterm provides this document for general information only. The information contained herein is based on sources we believe reliable, but we do

not guarantee its accuracy, and it should be understood to be general information only. Wisterm makes no representations or warranties, express

or implied. The information is not intended to be taken as advice with respect to any individual situation and cannot be relied upon as such. Please
consult your employee benefits, insurance, reinsurance, or retirement advisors with respect to individual coverage issues.

Statements concerning tax, accounting, legal or regulatory matters should be understood to be general observations based solely on our
experience as insurance brokers and risk consultants, and may not be relied upon as tax, accounting, legal, or regulatory advice, which we are not
authorized to provide. All such matters should be reviewed with your own qualified advisors in these areas.

Readers are cautioned not to place undue reliance on any historical, current, or forward-looking statements. Wisterm undertakes no obligation
to update or revise publicly any historical, current, or forward-looking statements, whether as a result of new information, research, future events,
or otherwise. This document or any portion of the information it contains may not be copied or reproduced in any form without the permission of
Wisterm except that clients of Wisterm need not obtain such permission when using this report for their internal purposes. The trademarks and
service marks contained herein are the property of their respective owners.
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