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TOOLKIT

January 26, 2015
Department of Insurance Consumer Services ACA Toolkit – Marketplace Financial Assistance and Tax Filing Issues, including Form 1095-A
Prepared By Justin Giovannelli and Sally McCarty, Georgetown University Health Policy Institute

The State Health Reform Assistance Network (State Network) team at the Georgetown University Health Policy Institute previously developed a toolkit to assist insurance regulators in assuring that Department of Insurance consumer service representatives (CSRs) are well versed in all aspects of insurance basics (for new staff), as well as the changes brought about by the ACA and other recent reforms. The information that follows has recently been added to the consumer services toolkit, and includes updated information on marketplace financial assistance and related tax filing issues, including Form 1095-A.  This information is presented below in a standalone format from the Consumer Services Toolkit, in order to call the attention of CSRs to issues surrounding the interaction between marketplace financial assistance and tax filing.
MARKETPLACE FINANCIAL ASSISTANCE
Eligibility for Premium Tax Credits and Cost-Sharing Reductions – The ACA’s affordability provisions include two types of financial assistance for people who buy non-group plans through the Marketplace: 1) premium subsidies in the form of tax credits; and 2) cost-sharing reductions that lower maximum-out-pocket costs. Eligibility for premium tax credits and cost-sharing reductions depends in part on the Modified Adjusted Gross Income (MAGI) of the enrollee’s household.   
· An enrollee’s MAGI is derived from the adjusted gross income (AGI) figure arrived at when filing federal income taxes. For most households, the MAGI will be equal to their AGI because only the following modifications/additions differentiate the two amounts:

· Nontaxable Foreign Earned Income and housing cost of citizens or residents of the United States living abroad

· Nontaxable interest income

· Nontaxable Social Security and tier one railroad retirement benefits

Premium Tax Credit – In general, premium tax credits are available to Marketplace plan enrollees whose household incomes are between 100 and 400 percent of the federal poverty line (FPL) and who are not eligible for minimum essential coverage outside of the individual market. Qualified applicants can choose to take the tax credit in advance (paid monthly to the health insurance issuer) or at tax time (claimed by applicants as a lump sum when they file their taxes).  

Determining the premium tax credit amount:

The amount of the premium tax credit is based on three factors: 

1) The applicant’s MAGI (see above);

2) The applicant’s required contribution to premium (CTP); and 

3) The premium of the relevant Marketplace’s second lowest cost silver plan (SLCSP) – sometimes referred to as the “benchmark plan” (not to be confused with the benchmark plan that determines a State’s EHB).  

The basic steps for determining the amount of the premium tax credit are as follows:

1) Determine the applicant’s household income as a percentage of the FPL by referring to the appropriate FPL guidelines, i.e., the guidelines in effect at the beginning of open enrollment for the relevant plan/policy year.  For convenience, the 2013 FPL guidelines, which govern eligibility for premium tax credits in coverage year 2014, will be incorporated as an appendix into the existing toolkit.
2) Determine how much of their household income applicants must contribute to the premium, (the CTP) if they select the SLCSP.  An approximate CTP may be estimated by referring to the chart below. (Federal regulations provide instructions for computing the exact CTP when an applicant’s income falls between the maximum and minimum of each level’s range, e.g., 210% of FPL. See 26 C.F.R. §1.36B-3(g).) To determine the monthly CTP, the resulting percentage is multiplied by the MAGI and divided by 12.

Income Level

Premium as a Percent of Income* 


Up to 133% FPL 

2% of income 


133-150% FPL 

3 – 4% of income 


150-200% FPL 

4 – 6.3% of income 


200-250% FPL 

6.3 – 8.05% of income 


250-300% FPL 

8.05 – 9.5% of income 


300-400% FPL 

9.5% of income 

*The contribution percentages provided are for coverage year 2014. These thresholds are revised annually. 

3) Determine the tax credit by identifying the premium of the SLCSP for the applicant’s Marketplace and subtracting the CTP from that amount.  The result is the tax credit.  
4) If applicants enroll in a plan other than the SLCSP, the amount they are responsible for paying equals the premium for the plan they’ve selected, minus the tax credit calculated at Step 3.  

5) If they purchase coverage that is more expensive than the SLCSP, their tax credit will cover less of the actual premium (and their contribution will be correspondingly higher).  Conversely, if they purchase coverage that is less expensive than the SLCSP, the premium tax credit will cover a greater percentage of their actual premium (and their contribution will be less).
 Example:  

1) Applicant is a member of a two-person household with a modified adjusted gross income of $31,020 per year.  Based on the applicable FPL guidelines for 2013, the household’s income is 200% of the FPL ($31,020 ÷ $15,510 = 2.0)   

2) With an income equal to 200% of FPL, the maximum the applicant is required to contribute towards premiums if she chooses the SLCSP is 6.3% of her income. (See the CTP chart, above, at Step 2.) This equals about $163 per month (6.3% x $31,020 = $1,954.26 annually ÷ 12 = $162.86 monthly).

3) The premium for the SLCSP is $250 per month.  If the applicant chooses to enroll in the SLCSP plan, she will only be obligated to pay her CTP, about $163 per month. Her premium tax credit will equal the difference between the SLCSP premium and the CTP, or approximately $87 ($250 - $163= $87).  

4) If the applicant chooses another plan, she must pay that plan’s premium minus her premium tax credit ($87).  For example, if she chooses a gold plan with a premium of $360 per month, she is responsible for paying about $273 per month ($360 - $87 = $273). If she chooses a bronze plan with a premium of $100, her tax credit (of $87) covers most of the premium, resulting in a monthly payment of $13.

(1)                          (2)

                     (3)



(4)


 MAGI is
Based on the CTP 
         The SLCSP premium
        If a non-SLCSP 
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        premium.

1095-A forms – As noted above, applicants can pay either the full premium up-front and claim their premium tax credit when they file their taxes, or they can opt to have the credit paid directly to their insurer (advanced premium tax credit). In either case, applicants will receive a 1095-A form from the Marketplace by the end of January of each year, which they must use to complete their federal taxes.

· Individuals who receive tax credits should not file their taxes before they receive their 1095-A forms. 

· Individuals who receive tax credits cannot use the 1040 EZ form.

· Individuals who are not aware they are receiving a tax credit should be reminded that they were required to estimate their income for the coming year when they enrolled.

Premium Tax Credit Reconciliation – Enrollees who arrange to have their tax credit paid in advance must reconcile the amount paid with the actual credit to which they are entitled (based on actual annual income and family size) when they file their taxes. If the actual credit is less than the estimated amount paid in advance and the household income remains at or below 400% of FPL, the amount that must be repaid is capped based on the household's actual income.  Conversely, if the actual credit is greater than the amount paid in advance, the difference will be added to the enrollee’s refund (or subtracted from their balance due).

Cost-Sharing Reductions for Marketplace Products – Individuals enrolled in a silver marketplace plan, who are eligible for a premium tax credit and whose income is below 250 percent of FPL may also be eligible for cost-sharing reductions to offset the cost of deductibles, co-insurance, and co-payments.  

Cost-Sharing Exemption for Native Americans – Native Americans whose income is below 300 percent FPL are exempt from out-of-pocket costs, regardless of what metal marketplace plan they enroll in. Native Americans whose income is above 300 percent FPL are exempt from cost-sharing for services provided by the Indian Health Service, an Indian Tribe, Tribal Organization, or Urban Indian Organization or through referral under contract health services.

TAX FILING ISSUES RELATED TO MARKETPLACE FINANCIAL ASSISTANCE, INCLUDING FORM 1095-A
Individuals Seeking to Claim a Premium Tax Credit Must File an Income Tax Return – Individuals who were enrolled in marketplace coverage and who want to claim either an advanced (paid monthly to the insurer) or retrospective (claimed as a lump sum in the annual tax filing) tax credit must file a federal income tax return for the year in which they are claiming the credit. When they fill out their taxes, they must report certain information about their marketplace coverage and the amount of any premium tax credit they have already received. This information will be provided in a tax document called a 1095-A. 

Form 1095-A – The 1095-A is a tax document that contains information that marketplace enrollees need in order to complete their tax filings. It is, in that way, just like a W-2 or a 1099. 

The Basics
· The Marketplace is responsible for generating Form 1095-A by January 31, 2015. Marketplaces in some states will post a PDF of the document to an enrollee’s online account. Forms will be issued to 

any individual or family who was enrolled in coverage in a Qualified Health Plan (QHP) through the marketplace for any period of time during the tax year. (The specific recipient of the form is the person who would claim the tax credit and is expected to file the federal tax return.) 

· Regardless of whether the individual elected to receive advance payments of the premium tax credit, a form will be issued.  If an individual or a family member was enrolled in more than one QHP during the year, they will receive one Form 1095-A for each QHP. All forms must be used when filing taxes.  

· Individuals enrolled only in catastrophic coverage will not receive the form (the form is for enrollees in metal tier plans, only).

· Form 1095-A has three parts: 

· Part I provides basic information about the tax filer and the marketplace plan in which they (or a family member) were enrolled. 

· Part II provides information about each member of the tax filer’s “coverage household” – those members of the individual’s family who are also covered under the same policy. 

· Part III provides information, for every month of the year, for three items:

(1) The monthly premium amount of the QHP in which the individual and/or family was enrolled;

(2) The monthly premium amount of the second lowest cost silver plan (SLCSP or benchmark plan);

(3) The amount of any advance premium tax credit paid to the issuer on the tax filer’s behalf.

· Like a W-2 or a 1099, Form 1095-A contains information that tax filers need in order to complete their taxes. 

· Form 8962 - The 1095-A form is needed to complete Form 8962.  Form 8962 is a form the IRS uses, along with other information contained in an individual’s tax filing (like income and family size), to determine the total premium tax credit individuals are entitled to receive. Form 8962 must be filed by anyone who is claiming the premium tax credit or who has had an advance payment of the credit made to their issuer on their behalf.

Incorrect Forms 1095-A

· Individuals who believes their Form 1095-A contains incorrect information should contact the marketplace.

· If a Form 1095-A needs to be corrected or updated, the marketplace will do so and issue a new one. 

· The corrected Form 1095-A will have a check in the “CORRECTED” box at the top of the form. Tax filers should disregard the older form and use only the corrected version when completing their taxes.

· If tax filers receive a corrected Form 1095-A form after they have filed their taxes, it is likely they will need to submit an amended tax return. The tax filers should contact the IRS or a tax preparer for more detailed assistance regarding their obligation to amend the return.

Responding to Consumer Inquiries about Form 1095-A
Cover materials that accompany the form instruct recipients to contact the marketplace or the IRS if they have questions. States are encouraged to direct consumers to these entities, as well. In general:

Types of Questions Appropriate for the Marketplace

· Understanding Form 1095-A, including questions about incorrect information in the form

· Understanding benchmark plans (the SLCSP)

· Understanding household composition

· Basics about exemptions from the shared responsibility penalty (the individual mandate)

· Other, non-tax specific questions

Types of Questions Appropriate for the IRS or a qualified tax preparer

· All tax-specific issues, including but not limited to questions about:

· Tax preparation, including filling out Form 8962

· The size of any tax refund or payment obligation
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