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Health Care Inflation-Adjusted Rates and Amounts
2022 2021 2020 2019

Applicable Large Employer Shared Responsibility Penalty
Section 4980H(a) penalty $2,750/

$229.17 per mo.
$2,700/

$225 per mo.
$2,570/

$214.17 per mo.
$2,500/

$208.33 per mo.
Section 4980H(b) penalty $4,120/

$343.33 per mo.
$4,060/

$338.33 per mo.
$3,860/

$321.67 per mo.
$3,750/

$312.50 per mo.
Premium Tax Credit

Affordability Threshold 9.61% 9.83% 9.78% 9.86%
FPL one person (start PTC) $12,880 $12,760 $12,490 $12,140
400% FPL one person (end PTC) $51,520 $51,040 $49,960 $48,560
FPL four persons (start PTC) $26,500 $26,200 $25,750 $25,100
400% FPL four persons (end PTC) $106,000 $104,800 $103,000 $100,400

Individual Shared Responsibility Penalty
Required contribution percentage1 8.09% 8.27% 8.24% 8.3%
Flat dollar amount per individual N/A N/A N/A N/A
Maximum penalty per family N/A N/A N/A N/A
National average bronze monthly premium N/A N/A N/A N/A

Health Flexible Spending Accounts
Annual employee contribution limit $2,8503 $2,750 $2,750 $2,700

Cost Sharing Limitations
Self-only maximum out-of-pocket $8,700 $8,550 $8,150 $7,900
Family maximum out-of-pocket $17,400 $17,100 $16,300 $15,800

Health Savings Accounts
Annual deductible:

Self-only $1,400 and up $1,400 and up $1,400 and up $1,350 and up
Family $2,800 and up $2,800 and up $2,800 and up $2,700 and up

Out-of-pocket costs limit:
Self-only Up to $7,050 Up to $7,000 Up to $6,900 Up to $6,750
Family Up to $14,100 Up to $14,000 Up to $13,800 Up to $13,500

Contribution limit:2

Self-only $3,650 $3,600 $3,550 $3,500
Family $7,300 $7,200 $7,100 $7,000

Qualified Small Employer Health Reimbursement Arrangements
Maximum permitted benefit:

Self-only $5,4503 $5,300 $5,250 $5,150
Family $11,0503 $10,700 $10,600 $10,450

Excepted Benefit Health Reimbursement Arrangements
Annual employer contribution limit $1,800 $1,800 $1,800 N/A

Small Employer Health Insurance Credit 
Average annual wages phaseout begins $28,7003 $27,800 $27,600 $27,100
Average annual wages phaseout maximum $57,4003 $55,600 $55,200 $54,200

1 This percentage is used only when determining if an individual qualifies to purchase catastrophic coverage. 
2 Individual age 55 or older may contribute an additional $1,000 each year.
3 This projected amount was calculated by Thomson Reuters Checkpoint.
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Employer Shared Responsibility Penalties

Overview
An applicable large employer (ALE) may be subject to a shared 
responsibility penalty if either of the following apply:
 1) The employer does not offer substantially all of its full-time 

employees (and their dependents) the opportunity to enroll 
in minimum essential coverage (MEC) under an eligible 
employer-sponsored plan [IRC Sec. 4980H(a)]. 

 2) The employer offers its full-time employees (and their depen-
dents) the opportunity to enroll in MEC, but the coverage does 
not provide minimum value (MV) or the lowest-cost self-only 
coverage is unaffordable to the employee [IRC Sec. 4980H(b)].

The penalty applies if any full-time employee is certified to 
the employer as having enrolled in health insurance through 
a state marketplace and received a premium tax credit or 
cost-sharing-reduction subsidy.
 Note: An employer does not have to offer coverage to an 
employee’s spouse to avoid a penalty because the spouse is not 
considered a dependent for Section 4980H purposes. (See De-
pendents Who Must Be Offered Coverage on Page 4-5.) 
The employer shared responsibility penalty is a nondeductible 
business expense for income tax purposes [IRC Sec. 4980H(c)(7)].
N Observation: Part-time employees and seasonal workers are 
included in the calculation that determines if an employer is an ALE. 
However, the employer is only subject to the shared responsibility 
penalty with regard to full-time employees.
See Tab 4 for the definition of ALEs that are subject to the 
employer shared responsibility penalty. Tab 4 also defines 
full-time employees to whom ALEs must offer health coverage to 
avoid the penalty.
Information reporting. ALEs are required to report certain infor-
mation related to the health insurance coverage they offer (or if cov-
erage wasn’t offered) to their employees. This information reporting 
requirement is met by filing Form 1095-C (Employer-Provided 
Health Insurance Offer and Coverage), and the transmittal Form 
1094-C (Transmittal of Employer-Provided Health Insurance Offer 

and Coverage Information Returns) with the IRS on or before Feb-
ruary 28 (March 31, if filed electronically) of the year following the 
year for which coverage is reported. For information relating to the 
reporting requirements for ALEs, see Health Insurance Coverage 
Reporting on Form 1095-C on Page 8-3.

Section 4980H(a) Penalty for Not 
Offering Coverage

An ALE that does not offer full-time employees (and their depen-
dents) the opportunity to enroll in MEC under at least one eligible 
employer-sponsored health plan may be subject to a penalty for 
each month that the state marketplace certifies that at least one 
full-time employee received a premium tax credit or cost-sharing-
reduction subsidy [IRC Sec. 4980H(a)].
 Note: Only certain full-time employees that have access to 
employer-sponsored health insurance may qualify for the pre-
mium tax credit. See Employer-Sponsored Plans on Page 3-3 
for additional information. The state marketplace is responsible 
for screening applications to determine eligibility for premium tax 
credits. Individuals who qualify for Medicaid, the Children’s Health 
Insurance Program (CHIP) or any other applicable state or local 
public program will be enrolled in those programs, rather than pro-
vided a premium tax credit. The employer will not be responsible 
for a shared responsibility penalty because an employee (or his 
dependent) enrolls in one of those programs. 

Calculating the Section 4980H(a) Penalty
The monthly penalty assessed to an employer that does not of-
fer MEC to substantially all of its full-time employees [that is, the 
Section 4980H(a) penalty] is equal to the number of its full-time 
employees minus 30 (the penalty waives the first 30 full-time em-
ployees), multiplied by the monthly penalty amount. The monthly 
penalty amount for 2021 is $225 ($2,700 for the year).
 Note: As of January 2022, the IRS had not confirmed the 
penalty amounts for the 2022 tax year. However, the Section 
4980H(a) annual penalty amount for 2022 is estimated to be $2,750 
($229.17 per month).

Example: Steinstrom is an ALE with 100 full-time employees. In 2021, the 
company fails to offer MEC coverage for the entire year to 10 employees, five 
of whom received a premium tax credit. The penalty that will be assessed for 
not offering MEC in any month during 2021 is (100 – 30 employees) × $2,700 
= $189,000.

 Note: Even though the determination of ALE status includes 
part-time and seasonal workers (see Determining ALE Status 
on Page 4-1), the penalty is based on the number of full-time 
employees only.

95% Safe Harbor
An ALE is treated as offering MEC to all of its full-time employees 
(and their dependents) for a calendar month if it offers cover-
age to all but 5% or, if greater, five of its full-time employees 
[Reg. 54.4980H-4(a)]. In essence, if an employer offers MEC to 
at least 95% of its full-time employees (and their dependents), it 
will not be subject to the Section 4980H(a) penalty.

Example #1: In the previous example, if Steinstrom can prove that it offered 
MEC to 95 of its 100 full-time employees in 2021 it would meet the 95% safe 
harbor and would not be subject to the Section 4980H(a) penalty.

Tab 5 Topics
Overview ................................................................. Page 5-1
Section 4980H(a) Penalty for Not Offering  

Coverage .............................................................. Page 5-1
Section 4980H(b) Penalty for Not Offering  

Affordable MV Coverage ...................................... Page 5-2
Determining if Coverage Provides MV .................... Page 5-3
Determining if Coverage Is Affordable .................... Page 5-3
General Affordability Safe Harbors ......................... Page 5-3
Providing ICHRAs to Meet the Employer  

Mandate................................................................ Page 5-5
Transition Relief—First Year as an ALE .................. Page 5-7
Marketplace Notices to Employers ......................... Page 5-8
IRS Penalty Determination...................................... Page 5-8
No Statute of Limitations for Section 4980H  

Penalties ............................................................... Page 5-8
Notices If Forms 1095-C Were Not Filed ................ Page 5-9
Recordkeeping Requirements ................................ Page 5-9
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tax credit or cost-sharing-reduction subsidy. The monthly penalty 
per employee for 2021 is $338.33 ($4,060 for the year).
 Note: As of January 2022, the IRS had not confirmed the 
penalty amounts for the 2022 tax year. However, the Section 
4980H(b) annual penalty amount for 2022 is estimated to be $4,120 
($343.33 per month). 
An employer is not subject to the Section 4980H(b) penalty for an 
employee in a limited non-assessment period (see Employees in 
a Limited Non-Assessment Period on Page 5-2) who purchases 
insurance through a state marketplace, as long as the employee 
was offered affordable MV insurance on the first day of the 
month following the limited non-assessment period.
 Note: Individuals who are offered employer-sponsored 
coverage can only obtain premium tax credits for 
coverage purchased through the state marketplace 
if their employer’s coverage fails to meet either the 
affordability or the MV criteria and they decline the 
employer’s coverage. 

Limitation
Generally, the Section 4980H(b) penalty cannot exceed the 
Section 4980H(a) penalty that would apply if the employer had 
not offered MEC for the month. However, solely for purposes of 
calculating the limitation of the Section 4980H(b) penalty, the Sec-
tion 4980H(a) penalty calculation includes employees who are in 
a limited non-assessment period.

Example: In 2021, American Boating offers MEC to 55 of its 60 full-time em-
ployees and their dependents. The other 5 full-time employees were in a limited 
non-assessment period for the entire calendar year. The lowest-cost self-only 
MV coverage offered to 30 of the full-time employees was not affordable (and 
did not meet any of the affordability safe harbors discussed later), and each 
of those employees declined to enroll in American’s coverage. Instead, they 
enrolled in coverage through the state insurance marketplace and received a 
premium tax credit for the entire calendar year. American’s penalty for failure 
to offer affordable MV coverage is $121,800 (30 × 12 × $338.33). However, 
this penalty cannot exceed the Section 4980H(a) penalty that would be as-
sessed if American had failed to offer MEC and the employees in a limited 
non-assessment period are included in the calculation, which would be $81,000 
[(60 – 30) × 12 × $225].

One Penalty or the Other
For a calendar month, an ALE may be liable for a penalty for not of-
fering coverage under IRC Sec. 4980H(a) or a penalty for providing 
inadequate or unaffordable coverage under IRC Sec. 4980H(b), but 
may not be liable for an assessable payment under both sections 
with regard to a particular employee.

Determining if Coverage 
Provides MV

A plan is considered to provide MV if the plan’s actuarial value 
(that is, share of the total allowed costs that the plan is expected 
to cover) is at least 60%. Additionally, the plan must provide 
substantial coverage for inpatient hospitalization services and for 
physician services [Prop. Reg. 1.36B-6(a)(2)]. An ALE is subject 
to a Section 4980H(b) penalty if it doesn’t offer at least one plan 
that provides MV coverage for the employee (and at least MEC 
for the employee’s dependents). MV coverage doesn’t have to be 
offered for dependents.
 Note: An individual coverage HRA (ICHRA) that is afford-
able for a month is treated as providing MV for that month 
[Prop. Reg. 54.4980H-5(f)(3)]. See Providing ICHRAs to Meet the 
Employer Mandate on Page 5-5.

Calculating Actuarial Value
Employers can use one of the following approaches for determining 
whether a health plan provides MV:
 1) MV calculator.
 2) Use of a safe harbor plan design.
 3) Certification by an actuary who is a member of the American 

Academy of Actuaries (for plans that have nonstandard fea-
tures).

 4) Offer a plan in the small group market that is at least a bronze 
level plan.

The calculation for determining MV includes the employer contri-
butions to health savings accounts (HSAs) and health reimburse-
ment accounts (HRAs) that are offered in conjunction with a high 
deductible health plan (HDHP).

Determining if Coverage Is 
Affordable

An employee who is offered MV coverage by an ALE may be 
eligible for a premium tax credit if that offer of coverage is not 
affordable, the employee declines the employer’s coverage and 
enrolls in coverage through a state marketplace. 

Determination of Affordability
For plan years beginning in 2021, employer-sponsored insurance 
is considered affordable if the employee’s required contribution 
(that is, the employee’s share of premiums for the lowest-cost, 
self-only MV coverage) does not exceed 9.83% of the employee’s 
household income (Rev. Proc. 2020-36). For plan years beginning 
in 2022, the maximum affordable required contribution amount is 
9.61% of household income (Rev. Proc. 2021-36).
 Note: If the employee does not enroll in the lowest-cost self-
only insurance coverage offered by the employer, but instead 
enrolls in employer coverage that is more expensive, his actual 
premiums may exceed the annual percentage of household income 
that is considered affordable. However, as long as the employer 
offers at least one self-only MV insurance plan that is affordable for 
the employee, the employer is not subject to a Section 4980H(b) 
penalty with respect to that employee.

General Affordability Safe 
Harbors

An ALE generally has no way of determining an employee’s 
household income. Therefore, the IRS allows three general af-
fordability safe harbors that employers can use that are based on 
information the employer does have access to. The affordability 
safe harbors are:  
 1) Form W-2 safe harbor.
 2) Rate of pay safe harbor.
 3) Federal poverty line (FPL) safe harbor.
The safe harbors do not affect an employee’s eligibility for obtaining 
a premium tax credit if the employee purchases insurance through 
a state marketplace instead of enrolling in the employer-sponsored 
plan. The effect of using a safe harbor is that an employer that 
offers health insurance coverage that meets at least one of the 
affordability safe harbors will not be subject to the penalty for 
failing to offer affordable coverage, even if an employee qualifies 
for the premium tax credit based on his actual household income 
[Reg. 54.4980H-5(e)(2)].
 Note: Additional safe harbors are available for employers 
that offer ICHRAs. See Affordability Safe Harbors for ICHRAs on 
Page 5-6.
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the appeals process will be provided, along with instructions for 
submitting additional materials, if needed.

Plans Offered in the SHOP
Four categories of qualified health plans (QHPs) are available in 
the SHOP. They offer similar benefits, but differ on how the plans 
share the costs. The categories are:
• Bronze.
• Silver.
• Gold.
• Platinum.
The categories describe the way the plan can be expected to 
share costs and have nothing to do with the quality of care a plan 
provides. All SHOP plans must provide a set of essential health 
benefits.
The amount an employee can expect to pay for deductibles, co-
payments and the total out-of-pocket expenses are determined on 
the plan category chosen.

Comparing Plans—Bronze, Silver, Gold and 
Platinum
Comparing plans goes beyond the cost of premiums. The best 
value depends on balancing premiums with out-of-pocket costs.
Premiums are usually lower for plans that pay a smaller share of 
medical costs. For example, with a Bronze plan, employees will 
pay a lower premium than for the other levels of plans, but will 
also pay more when they go to the doctor. Bronze level plans are 
a good choice for younger healthier individuals.
Platinum plans generally have the highest monthly premiums 
and lowest out-of-pocket costs for services. They may be a better 
choice for those requiring extensive services or that have major 
health issues.

Small Employer Health 
Insurance Credit

In general, the small employer health insurance credit is avail-
able for two tax years to small employers that purchase health 
insurance coverage through a SHOP and pay at least half of the 
premiums for self-only coverage for their employees. It is specifi-
cally targeted to small businesses and tax-exempt organizations 
that primarily employ moderate- and lower-income workers. The 
credit is calculated on Form 8941 (Credit for Small Employer Health 
Insurance Premiums) which is included as part of the employer’s 
federal income tax return.

Maximum Credit
The maximum tax credit is 50% of premiums paid by eligible small 
business employers and 35% of premiums paid by eligible tax-
exempt organizations.
FTE and wage limit. The maximum credit is only available to 
employers with 10 or fewer FTE employees paying average an-
nual wages of $27,800 or less for tax years beginning in 2021. 
The credit is completely phased out for employers that have 25 
or more FTEs or that pay average wages of $55,600 or more in 
2021. For 2022, the credit phases out as average annual wages 
increase from $28,700 to $57,400.
 Note: When calculating the credit, wages are rounded down 
to the nearest $1,000. Therefore, average annual wages of 
$27,001–$27,999 are rounded down to $27,000, and the $27,800 
phase-out limitation for 2021 does not affect the credit calculation 

How Do Employers Enroll in SHOP
Employers interested in participating in a SHOP can obtain general 
information about the program at www.healthcare.gov/small-
businesses/employers by selecting the state in which they have 
employees. Employers in states with state-based SHOPs will be 
redirected to the state SHOP’s website. Employers generally can 
browse and compare available plans on the marketplace website, 
and can link to the website of a registered agent or broker who can 
provide assistance with plan selection and enrollment.

Enrolling Employees
Any employee of a SHOP qualified employer who receives an offer 
of coverage from the employer is qualified to enroll in the SHOP 
coverage. All full-time employees must be allowed to enroll. Em-
ployers can also allow employees who are not full-time employees 
to enroll in the coverage. 
Former employees who must be offered COBRA coverage or 
retired employees are also allowed to enroll in the SHOP plan. A 
business owner may enroll in the SHOP plan, provided at least 
one qualified employee enrolls in the plan. 
Employers participating in a SHOP are not required under the 
SHOP rules to offer coverage to a qualified employee’s depen-
dents. If dependent coverage is offered, the employee can only 
enroll dependents in coverage if he also enrolls in the coverage 
(that is, child-only plans, which are available in the individual 
market, are not available through a SHOP). Exceptions to this rule 
apply for employers required to offer COBRA coverage.

Employee Who Declines Coverage
Employees who decline coverage can purchase coverage in the 
individual marketplace or elsewhere. However, employees declin-
ing SHOP coverage (which is MEC) that is considered affordable 
coverage may not qualify for either the premium tax credit or out-
of-pocket assistance if they enroll in coverage in the individual 
marketplace instead of coverage through a SHOP. (See Tab 3.)
Employer subject to the mandate. For applicable large employ-
ers subject to the employer mandate, the offer of a SHOP plan 
(which is MEC) protects the employer from the Section 4980H(a) 
employer shared responsibility penalty.
 Note: See Tab 4 and Tab 5 for more information on the 
employer mandate and on the employer shared responsibility penalty.

How to Appeal a Shop Decision
Both employers and employees of small businesses can appeal 
eligibility decisions made by the SHOP. An authorized representa-
tive, such as an agent or broker, can file the appeal on behalf of 
the employer.
Decisions can be appealed in two circumstances:
• The employer has received a notice that denies them eligibility 

to participate in the SHOP.
• The SHOP hasn’t made a decision about the employer’s eligibility 

in a timely manner.
The SHOP eligibility determination letter explains how to file an 
appeal. For employers participating in SHOPs using the federal 
platform, the appeal is made by completing an appeal form that 
is available at www.healthcare.gov/small-businesses/other-
coverage/. Click on “See Topics” at the top of the webpage and 
navigate to the SHOP Coverage section.
After submitting the appeal, the SHOP will call or send a letter 
notifying the party that the appeal was received. A description of 
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until average annual wages exceed $27,999. Similarly, the credit 
is not completely phased out until average annual wages reach 
$56,000 because average annual wages of $55,001–$55,999 are 
rounded down to $55,000.
For 2022, the $28,700 phase-out limitation does not affect the credit 
calculation until average annual wages are $29,000 because wag-
es from $28,000–$28,999 are rounded down to $28,000. The credit 
is not completely phased out until average annual wages reach 
$58,000 because average annual wages of $57,001–$57,999 are 
rounded down to $57,000.
æ Practice Tip: Because the eligibility rules are based in part 
on the number of FTEs, not the number of employees, employers 
that use part-time workers may qualify even if they employ more 
than 25 individuals.

Eligible Small Employer
To be an eligible small employer:
• The employer must have fewer than 25 FTEs for the tax year,
• The average annual wages of its employees for the year must 

be less than $55,600 per FTE (for 2021; $57,400 for 2022) and
• The employer must pay a uniform percentage of at least 50% 

of the total premium cost for each employee who enrolls in the 
coverage offered. Coverage must be purchased through the 
SHOP.

Eligible nonprofits. The credit is available to a tax-exempt eligible 
small employer, defined as “any organization described in IRC Sec. 
501(c) and which is exempt from taxation under IRC Sec. 501(a).” 
Tax-exempt organizations that are not both described in IRC Sec. 
501(c) and exempt from taxation under IRC Sec. 501(a) are not 
eligible to claim the credit. 
A tax-exempt employer’s credit cannot exceed the total amount 
of the employer’s applicable payroll taxes. Specifically, the credit 
is limited to the total amount of the employee federal income tax 
withholding (FITW), along with the employer’s and employees’ 
share of the Medicare taxes withheld during the calendar year in 
which the employer’s tax year began. 
Household employers not engaged in a trade or business. The 
statute does not require the employee to perform services in a trade 
or business [Reg. 1.45R-2(a)]. Thus, an employer that otherwise 
meets the requirements does not fail to be eligible merely because 
its employees are not performing services in a trade or business. 
For example, a homeowner who employs household help could 
claim the credit provided they otherwise satisfied the requirements. 
Farm cooperatives. A Section 521 farmers cooperative that is 
subject to tax under IRC Sec. 1381 is eligible to claim the credit 
as a taxable employer, if it otherwise meets the definition of an 
eligible small employer. 

Online Tools
Several helpful tools can be accessed at www.healthcare.gov/
small-businesses/choose-and-enroll/tools-and-calculators/. 
The available tools include a SHOP FTE calculator, small busi-
ness health care credit estimator, and a minimum participation 
rate calculator.

Steps to Determine Eligibility for 
the Credit

The following steps must be followed to determine whether an 
employer is eligible for the small business health insurance credit:
 1) Determine if the employer has paid a uniform percentage of 

at least 50% of covered employees’ insurance premiums. See 
Step 1: Meeting the Uniformity Requirement on Page 6-4.

 2) Determine the employees who are taken into account for 
purposes of the credit. See Step 2: Determining Employees 
Taken Into Account on Page 6-6.

 3) Calculate the number of hours of service performed by those 
employees. See Step 3: Calculating Number of Hours of Ser-
vice on Page 6-7.

 4) Calculate the number of the employer’s FTEs. See Step 4: 
Calculating the Number of FTEs on Page 6-7. If the number 
of FTEs is 25 or more, no credit is allowed.

 5) Calculate the average annual wages paid per FTE. See Step 
5: Calculating Average Annual Wages on Page 6-8.

Controlled Groups/Affiliated Service Groups
All employers treated as a single employer under IRC Sec. 414(b), 
(c), (m) or (o) are treated as a single employer for purposes of IRC 
Sec. 45R. Thus, all employees of a controlled group or an affiliated 
service group except for excluded employees are included in the 
credit calculation [Reg. 1.45R-2(b)].

Step 1: Meeting the Uniformity 
Requirement

To receive the small business health insurance credit, an eligible 
small employer must pay a uniform percentage (not less than 50%) 
of the premium for each employee enrolled in health insurance 
coverage offered by the employer. This section provides rules for 
applying the uniformity requirement. 
 Note: Meeting the uniform percentage requirement is straight-
forward for small employers that offer only one QHP and offer in-
surance coverage only for employees (that is, self-only coverage). 
However, for employers that offer coverage in two or more QHPs, 
offer insurance coverage for an employee’s family or pay varying 
amounts depending on the coverage each employee selects, 
calculating whether the employer has met the uniform percent-
age requirement can be quite complicated and time consuming.
Determining if an employer meets the uniformity requirement de-
pends on the type of billing used by the insurance company and 
the tiers of coverage offered:
• Composite billing. With composite billing, a uniform premium is 

charged for each covered employee or a single aggregate pre-
mium is paid for the group of covered employees. The aggregate 
premium can be divided by the number of covered employees to 
determine the per-employee premium [Reg. 1.45R-1(a)(2)].

• List billing. With list billing, a separate premium is charged for 
each employee based on the age of the employee or other fac-
tors [Reg. 1.45R-1(a)(10)].

• Tiers of coverage. A tier of coverage is coverage under a benefits 
package that varies only by the number of individuals covered. 
For example, self-only coverage, self-plus-one coverage and 
family coverage would constitute three separate tiers of coverage 
[Reg. 1.45R-1(a)(21)].

Employer-computed composite rate for a tier of coverage is de-
termined by adding the premiums for that tier for all employees 
eligible to participate in the employer’s health insurance plan and 
dividing by the total number of eligible employees. All employees 
eligible to participate for that tier are included in the calculation 
regardless of whether or not they actually receive coverage under 
the plan or under that tier of coverage [Reg. 1.45R-1(a)(6)].

Uniformity Requirements for  
Composite Billing
Employers offering self-only coverage. An employer satisfies 
the uniformity requirement if it pays the same amount for each 
employee receiving self-only coverage and that amount equals at 
least 50% of the self-only premium [Reg. 1.45R-4(b)(1)].
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Hours of service from the owner, related family members and 
seasonal workers are disregarded for the purposes of calculating 
the number of FTEs. Hours of leased employees are disregarded 
if they have less than one year of substantial full-time service. All 
other employees, including those who quit during the year and 
those not enrolled in the employe’s health plan, are counted.

Example: J Gallery has 26 FTEs, only 20 of whom are enrolled in J Gallery’s 
health insurance plan. The hours of service and wages of all employees are 
taken into consideration in determining whether J Gallery is an eligible small 
employer for purposes of the credit. Because J Gallery does not have fewer 
than 25 FTEs for the tax year, it is not an eligible small employer for purposes 
of the credit.

Step 5: Calculating Average 
Annual Wages

The average annual wages paid by an employer for a tax year is 
calculated as follows:

Total Wages Paid for the Year
Number of FTEs for the Year

The result is then rounded down to the nearest $1,000 (if not 
otherwise a multiple of $1,000). If the result is $56,000 or more 
for 2021, the employer is not eligible for the credit. For 2022, if the 
result is $58,000 or more, the employer is not eligible for the credit.
 Note: When calculating the credit, FTE wages are rounded 
down to the nearest $1,000. Average annual wages from $27,001 
to $27,999 are rounded down to $27,000. Therefore, for 2021, the 
floor is $27,000, and the upper limit of $55,600 is not exceeded 
until average annual wages are $56,000. For 2022, average annual 
wages from $28,001 to $28,999 are rounded down to $28,000. 
Therefore, for 2022, the floor is $28,000, and the upper limit of 
$57,400 is not exceeded until average annual wages are $58,000.
Wages for this purpose means wages as defined under IRC Sec. 
3121(a) for purposes of the Federal Insurance Contributions Act 
(FICA), determined without regard to the wage base limitation 
under IRC Sec. 3121(a)(1).
Wages paid to owners, family members and seasonal workers are 
disregarded. Wages of leased employees are disregarded if they 
have less than one year of substantial full-time service. Wages paid 
to all other employees, including those who quit during the year 
and those not enrolled in the employe’s health plan, are counted.

Example: Cut Above, Inc. pays $224,000 in wages and has 10 FTEs. Cut 
Above’s average annual wages are: $22,000 ($224,000 ÷ 10 = $22,400, 
rounded down to the nearest $1,000).

Step 6: Determining Premiums Paid 
By the Employer

Only premiums paid by the employer for health insurance cover-
age under a QHP purchased through a state SHOP 
marketplace are taken into account when calculating 
the credit.

Employer Paid Premiums
If an employer pays only a portion of the premiums 
(with employees paying the rest), only the portion 
paid by the employer is taken into account. 

Example: An employer pays 80% of the premiums for employees’ coverage 
(with employees paying the other 20%), the 80% paid by the employer is taken 
into account in calculating the credit.

Section 125 plans. For purposes of this credit, any premium paid 
pursuant to a salary reduction arrangement under a Section 125 
cafeteria plan is not treated as paid by the employer.
Premiums for excluded employees. In determining the qualify-
ing premiums, employer-paid premiums for owners and the fam-
ily members of owners are excluded. However, employer-paid 
premiums for seasonal workers are counted. 

Premium Limitations
The employer-paid premiums taken into account for the credit are 
limited to the amount the employer would have paid for the same 
coverage using the average premium in the small group market 
in the rating area of the state in which the employee enrolls for 
coverage [Reg. 1.45R-3(b)(1)]. 

Example: The premium for family coverage (before any applicable tobacco sur-
charges) through the QHP selected by Joe’s Shop (JS) is $7,000 and JS pays 
half ($3,500). If the average premium for family coverage in the small group 
market in the rating area in which JS’s employees enroll in coverage is $6,000, 
JS can take into account only $3,000 (50% × $6,000) of the premiums it pays. 

HHS determines the average premium amount for each rating 
area. A list of the applicable amounts for each year is included in 
the instructions for Form 8941 (Credit for Small Employer Health 
Insurance Premiums).
The employer compares the total premiums paid for all eligible 
employees enrolled in all QHPs for which the employer meets the 
uniform percentage requirement (Step 1: Meeting the Uniformity 
Requirement on Page 6-4) to the total amount it would have paid 
if it had used the applicable average premium for the SHOP rating 
area for each employee [Reg. 1.45R-3(b)(1)].

Example: Ski Poles, Inc. (SP) has six employees who are enrolled in employee-
only coverage, five of whom also enrolled either one child or one spouse in 
SHOP dependent coverage. SP pays 50% of the premiums for all employees 
enrolled in employee-only coverage and 50% of the premiums for all SHOP 
dependent coverage. The premiums are $6,000 a year for employee-only 
coverage and $5,000 a year for each dependent. The average premium for the 
small group market in SP’s rating area is $5,000 for employee-only coverage 
and $4,000 for dependent coverage.
SP’s premium payments for each FTE ($3,000 for employee-only coverage 
and $2,500 for SHOP dependent coverage) exceeds 50% of the average 
premium for the small group market in SP’s rating area ($2,500 for employee-
only coverage and $2,000 for each individual enrolled in SHOP dependent 
coverage). The amount of premiums paid by SP taken into account for the 
credit are $25,000 [(6 × $2,500) + (5 × $2,000)]. 

Multi-Employer Health Plans
Employer contributions to multi-employer health and welfare plans do 
not qualify for purposes of the small employer health insurance credit 
since the insurance is not purchased through the SHOP marketplace.

Calculating the Credit
The following steps are used to calculate the small employer health 
insurance credit:
 1) Calculate the maximum amount of the credit.
 2) Reduce the maximum credit in accordance with the phaseout 

rule, if necessary.
 3) For employers receiving a state credit or subsidy for health 

insurance, determine the employer’s net premium payment. 
The credit cannot exceed this amount. See State Credits and 
Subsidies on Page 6-9.

 4) For tax-exempt employers, the refundable credit is limited to 
payroll taxes paid and withheld during the year. See Claiming 
the Credit on Page 6-9.
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The periods described in items 1–5 are limited non-assessment 
periods for purposes of the penalty under IRC Sec. 4980H(a) only 
if the employee is offered MEC by the first day of the first month 
following the end of the period. They are limited non-assessment 
periods under IRC Sec. 4980H(b) only if the health coverage that is 
offered to the employee by the first day of the first month following 
the end of the period is minimum value insurance.
For more information on measurement periods, see Determining 
Which Employees Must Be Offered Coverage on Page 4-4.

Time and Manner for Filing Returns
Generally, Forms 1095-C and 1094-C must be filed with the IRS on 
or before February 28 (March 31, if filed electronically) of the year 
immediately following the calendar year to which the return relates.
An automatic 30-day extension to file the returns with the IRS can 
be obtained by filing Form 8809 (Request for Extension of Time to 
File Information Returns) on or before the due date. One additional 
30-day extension can be requested by filing a second Form 8809 
on paper by the initial extended due date. The extension request 
must be signed by a person duly authorized to sign a return. To 
receive the additional extension, the employer must confirm on the 
Form 8809 that it meets one of the five criteria specified on the form.
Forms 1095-C and transmittal Form 1094-C are required to be 
filed electronically with the IRS unless the ALE files fewer than 250 
Forms 1095-C for the calendar year. ALEs that are not required 
to file electronically may choose to do so. The IRS encourages 
electronic filing by all filers.
U Caution: The IRS released proposed regulations in July 2021 
that would implement statutory changes to the mandatory elec-
tronic filing threshold that were made by the Taxpayer First Act of 
2019. The proposed regulations provide for the threshold to be 
reduced from 250 returns to 100 returns for information returns 
(including Forms 1095-C) required to be filed during calendar year 
2022 [Prop. Reg. 301.6011-2(c)(3)]. The threshold would be further 
reduced from 100 returns to 10 returns for returns required to be 
filed during calendar years after 2022. To calculate the thresholds, 
the proposed regulations require aggregation of most information 
returns, including all Forms 1095-B and 1095-C, that are required 
to be filed for the year. The proposed rules will apply when adopted 
as final regulations.

Furnishing Forms 1095-C to Employees 
Generally, ALEs must furnish a copy of Form 1095-C to each 
Section 4980H full-time employee on or before January 31 of 
the year immediately following the calendar year to which the 
information relates. However, proposed regulations released in 
November 2021 provide ALEs an automatic 30-day extension of 
time to furnish Forms 1095-C [Prop. Reg. 301.6056-1(g)(1)]. As a 
result, the deadline to furnish 2021 Forms 1095-C to employees 
is March 2, 2022.
If the ALE sponsors a self-insured health plan, a copy of Form 
1095-C must be given to any employee (whether or not he was a 
full-time employee at any time of the year) who enrolled (or had 
family members who enrolled) in the coverage.
The social security number (SSN) of the employee or any family 
member receiving coverage on Form 1095-C can be truncated on 
the copy of the form given to the employee by showing only the 
last four digits of the SSN and replacing the first five digits with 
asterisks (*) or Xs. Truncation isn’t allowed on forms filed with 
the IRS. The employer’s EIN may not be truncated on either the 
statement furnished to the employee or the forms filed with the 
IRS. Forms 1095-C must be furnished to employees on paper by 
mail or hand-delivered, unless the recipient affirmatively consents 
to receive the statement in an electronic format. If mailed, the 
statement must be sent to the employee’s last known permanent 
address, or if no permanent address is known, to the employee’s 
temporary address. 
Consent to furnish statement electronically. The requirement 
to obtain affirmative consent to furnish a statement electronically 

ensures that statements are sent electronically only to individuals 
who are able to access them. An individual may consent on paper 
or electronically, such as by email. If consent is on paper, the 
individual must confirm the consent electronically. A statement may 
be furnished electronically by email or by informing the individual 
how to access the statement on the employer’s website.

Penalties
Penalties may be assessed under IRC Sec. 6721 for failure to file 
Forms 1095-C and 1094-C with the IRS and under IRC Sec. 6722 
for failure to furnish a correct copy of Form 1095-C (or an approved 
substitute form) to each full-time employee. 
For 2021 information returns filed in 2022, the Section 6721 penalty 
ranges from $50–$280 for each incorrect return (that is, Form 1095-
C) sent to the IRS, depending on when (or if) the failure is corrected. 
The maximum annual penalty is $3,426,000 [IRC Sec. 6721(a)(1); 
Rev. Proc. 2020-45]. For filers with average annual gross receipts 
of $5 million or less for the three most recent tax years, the maxi-
mum penalty is $1,142,000. The penalties are higher if there is 
intentional disregard for the filing requirements.
The Section 6722 penalty ranges from $50–$280 for each incor-
rect return (that is, Form 1095-C) sent to a full-time employee (or 
for a return not sent), depending on when (or if) the failure is cor-
rected. The maximum penalty that can be assessed for failure to 
furnish the correct statement to full-time employees is $3,426,000 
[IRC Sec. 6722(a)(1); Rev. Proc. 2020-45]. For filers with average 
annual gross receipts of $5 million or less for the three most recent 
tax years, the maximum penalty is $1,142,000. The penalties are 
higher if there is intentional disregard for the filing requirements. 
 Note: The transitional good faith relief available from penal-
ties under IRC Secs. 6721 and 6722 for reporting incorrect or 
incomplete information on returns or statements that was avail-
able for prior years is not available for tax year 2021 reporting 
and subsequent years. However, penalty relief may be applicable 
under certain circumstances if a Form 1095-C is not furnished to 
a non-full-time employee. Penalties assessed under IRC Secs. 
6721 and 6722 may be waived if the failure is due to reasonable 
cause (IRC Sec. 6724). 

Health Insurance Coverage 
Reporting on Form 1095-B

Certain health insurance providers (and employers providing self-
insured health benefits) must file Form 1095-B (Health Coverage) 
with the IRS and provide a copy of the form to individuals. Form 
1095-B reports information required by IRC Sec. 6055 on the type 
of health insurance provided to individuals. (See Page 8-32 for a 
copy of Form 1095-B.)
Fully insured coverage sponsored by employers, multiemployer 
plans and individual insurance coverage that is purchased outside 
of a state’s health insurance marketplace is reported on Form 
1095-B. Coverage obtained by employees of small employers 
through the Small Business Health Options Program (SHOP) 
marketplace (see Tab 6) also is reported on Form 1095-B. 
However, coverage in qualified health plans (QHPs) that individuals 
enroll in through the individual market of a state’s health insurance 
marketplace for which individuals may receive a premium tax credit 
is reported on Form 1095-A (Health Insurance Marketplace State-
ment). (See a copy of Form 1095-A on Page 8-30.)
 Note: Catastrophic coverage that can be purchased through a 
state insurance marketplace should be reported on Form 1095-B. 
However, the IRS isn’t requiring insurers to report this coverage 
on Form 1095-B until required by final regulations. The IRS does 
encourage insurers to voluntarily report on catastrophic plan cover-
age enrolled in through a marketplace. Individuals enrolled only in 
catastrophic coverage are not eligible for a premium tax credit to 
help pay for the coverage. 
Generally, Form 1095-B is filed by health insurance issuers 
or carriers to report fully-insured coverage, or by government 
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agencies for government-sponsored programs (such as Medicare). 
Therefore, individuals with fully-insured health insurance cover-
age through an employer should receive a Form 1095-B from the 
insurer. If the employer is an ALE, the employee will also receive 
a Form 1095-C from the employer.
A small employer that isn’t an ALE must file Form 1095-B for any 
employee who enrolled in a self-insured group health plan spon-
sored by the employer. ALEs with self-insured plans use Part III 
of Form 1095-C to satisfy their Section 6055 reporting obligations 
(see Health Insurance Coverage Reporting on Form 1095-C on 
Page 8-3). Therefore, employers with self-insured plans should 
be sure they file the correct form.

Information Reported on Form 1095-B
Part I, responsible individual. In Part I of Form 1095-B, infor-
mation on the responsible individual, to whom the form is sent is 
entered. The responsible individual is (1) the primary name on 
the insurance coverage or (2) the person who, based on a rela-
tionship to individuals covered by the insurance or some other 
circumstances, is the individual who should receive the statement. 
Generally, the responsible individual is the taxpayer who is liable 
for the individual shared responsibility penalty for the covered 
individual. For employer-sponsored insurance that is fully-insured 
and reported on Form 1095-B, the responsible individual gener-
ally is the employee or former employee [Reg. 1.6055-1(b)(11)].
 Note: The responsible individual’s SSN can be truncated on 
the copy of Form 1095-B given to the individual.
On line 8, the origin of the applicable insurance coverage is identi-
fied by entering one of the following letter codes:
A—Small Business Health Options Program (SHOP).
B—Employer-sponsored coverage, except for an ICHRA.
C—Government-sponsored program.
D—Individual market insurance.
E—Multiemployer plan.
F—Other designated minimum essential coverage (MEC).
G—Employer-sponsored individual coverage health reimburse-

ment arrangement (ICHRA).
Part II, employer-sponsored coverage. Part II of Form 1095-B is 
completed by issuers or carriers only if code A (SHOP coverage) or 
code B (employer-sponsored coverage) is entered on line 8. The 
identifying information for the employer is entered in this section. 
Employers reporting self-insured group health plan coverage on 
Form 1095-B enter code B on line 8, but don’t complete Part II. 
The employer’s EIN reported in Part II may be truncated on copies 
of Form 1095-B furnished to recipients. However, the filer’s EIN 
may not be truncated on the statement. Truncation of TINs, includ-
ing EINs, isn’t allowed on returns filed with the IRS.
Part III, issuer or other coverage provider. The plan provider 
identifying information is entered in Part III of Form 1095-B. The 
plan provider is the sponsor of a self-insured employer plan 
(including an ICHRA), an issuer or carrier of insured coverage, 
government agency providing government-sponsored coverage 
or other coverage sponsor. The EIN of the plan provider can’t be 
truncated on any copy of Form 1095-B. A contact telephone number 
is entered on line 18 that provides direct access to an individual 
who can answer questions that a responsible individual or covered 
individual may have about information reported on Form 1095-B.
Part IV, covered individuals. In Part IV of Form 1095-B, infor-
mation about all of the individuals covered by the plan or policy 
is reported. If more than six individuals were covered under the 
policy or plan, a Form 1095-B, Part IV Continuation Sheet is used 
to report information for the additional individuals.
The name of each covered individual is entered on a separate line 
in column (a). The individual’s SSN (or TIN) is entered in column 
(b). If an SSN (or TIN) is not available, the individual’s date of birth 
is entered in column (c).
U Caution: The filer of Form 1095-B (for example, an employer 
with self-insured coverage) should obtain the SSN or other TIN 
for every person enrolled in the coverage on the application for 

coverage. If an SSN isn’t provided on the application, the filer should 
make another request within 75 days of the application. The IRS may 
impose penalties on the filer if a date of birth is used and the filer did 
not properly solicit each individual’s SSN [Prop. Reg. 1.6055-1(h)].
Columns (d) and (e) are used to indicate the months in which the 
individual was covered by the plan for at least one day during the 
month. If the individual had coverage for at least one day per month 
for all 12 months of the year, the box in column (d) is checked and 
column (e) is left blank. If coverage was not provided for at least 
one day during each month of the year, the applicable monthly 
boxes in column (e) are marked.

Filing Form 1095-B and Furnishing Copy to 
Responsible Individual
Forms 1095-B are filed with the IRS using Form 1094-B (Trans-
mittal of Health Coverage Information Returns). The returns must 
be filed on or before February 28 (March 31, if filed electronically) 
of the year immediately following the calendar year to which the 
return relates. 
A copy of Form 1095-B must be provided to the responsible indi-
vidual on or before January 31 of the year immediately following 
the calendar year to which the return relates. However, proposed 
regulations released in November 2021 provide reporting entities 
an automatic 30-day extension of time to furnish Forms 1095-B 
to responsible individuals [Prop. Reg. 1.6055-1(g)(4)(i)]. As a 
result, the deadline to furnish 2021 Forms 1095-B to responsible 
individuals is March 2, 2022. Additionally, the reporting entity can 
forgo providing the responsible individual a copy of Form 1095-B 
and be granted relief from the Section 6722 penalties when certain 
conditions are met.
An automatic 30-day extension to file the returns with the IRS can 
be obtained by filing Form 8809 (Request for Extension of Time to 
File Information Returns) on or before the due date. One additional 
30-day extension can be requested by filing a second Form 8809 
on paper by the initial extended due date. The extension request 
must be signed by a person duly authorized to sign a return. To 
receive the additional extension, the employer must confirm on the 
Form 8809 that it meets one of the five criteria specified on the form.
Forms 1095-B and transmittal Form 1094-B are required to be filed 
electronically with the IRS unless the reporting entity files fewer 
than 250 Forms 1095-B for the calendar year. Reporting entities 
that are not required to file electronically may choose to do so. 
The IRS encourages electronic filing by all filers.
U Caution: The IRS released proposed regulations in July 2021 
that would implement statutory changes to the mandatory electronic 
filing threshold that were made by the Taxpayer First Act of 2019. The 
proposed regulations provide for the threshold to be reduced from 
250 returns to 100 returns for information returns (including Forms 
1095-B) required to be filed during calendar year 2022 [Prop. Reg. 
301.6011-2(c)(3)]. The threshold would be further reduced from 100 
returns to 10 returns for returns required to be filed during calendar 
years after 2022. To calculate the thresholds, the proposed regula-
tions require aggregation of most information returns, including all 
Forms 1095-B and 1095-C, that are required to be filed for the year. 
The proposed rules will apply when adopted as final regulations.

Penalties
Penalties may be assessed under IRC Sec. 6721 for failure to file 
Form 1095-B with the IRS and under IRC Sec. 6722 for failure to 
furnish a correct copy of the form (or an approved substitute form) 
to each responsible individual. See Penalties on Page 8-7 for 
additional information on the penalty amounts.and penalty relief if 
the employer makes a good-faith effort to comply with the report-
ing requirements.
 Note: The transitional good faith relief available from penal-
ties under IRC Secs. 6721 and 6722 for reporting incorrect or 
incomplete information on returns or statements that was available 
for prior years is not available for tax year 2021 reporting and 
subsequent years. However, penalty relief may be applicable 
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under certain circumstances if a Form 1095-B is not furnished to 
a responsible individual.
Section 6722 penalty relief for Forms 1095-B. Because the 
individual shared responsibility penalty has been reduced to zero, 
and individuals do not need the information reported on Form 
1095-B to complete their federal income tax return, penalty relief 
is provided under IRC Sec. 6722 for not furnishing Form 1095-B 
if the following conditions are met:
 a. The reporting entity posts a notice on its website that is rea-

sonably accessible to all responsible individuals, stating that a 
responsible individual can receive a copy of their Form 1095-B 
upon request. 

 b. The reporting entity furnishes a requested Form 1095-B within 
30 days of the date the request is received. 

Medical Loss Ratio Rebates
Insurance companies are required to spend a specified percent-
age of premium dollars on medical care and quality improvement 
activities, rather than administrative costs. This is called the medical 
loss ratio (MLR). Insurers that don’t meet this ratio must provide 
rebates to their policyholders, which is typically an employer that 
sponsors a group health plan.
The MLR is the percentage of total premiums received that a 
health insurance issuer spends for claims and health care quality 
improvements. The total premium amount used in the calculation 
is reduced by certain taxes, fees and other allowable adjustments. 
Plans issued through the large group market must maintain an 
MLR of at least 85% or provide a premium rebate to policyholders. 
For plans issued through the small group and individual markets, 
issuers must maintain an MLR of at least 80%.
U Caution: States are permitted to establish a higher MLR 
standard than the 80%/85% provided in the ACA. 
Insurance companies generally pay the rebates to the individual 
policyholders as cash payments. For group plans, the rebates are 
generally handled by reducing premiums for some or all months 
of the next plan year.
Rebate paid to an individual policyholder. The insurance com-
pany isn’t required to file a Form 1099-MISC with respect to a cash 
rebate (or premium reduction) or furnish a Form 1099-MISC to the 
individual policyholder unless:
• The total rebate payments made to that policyholder during the 

year total $600 or more.
• The insurance company knows that the rebate constitutes tax-

able income to the individual policyholder or it can determine 
how much of the payment constitutes taxable income.
U Caution: If a taxpayer deducted the premium as an itemized 
deduction or received a tax benefit from the premium by claiming 
the deduction for self-employed health insurance premiums, he 
must include the rebate in income, even if a Form 1099-MISC is 
not issued by the insurance company.

Example: In 2021, Aaron purchased and paid premiums for a health insurance 
policy for himself. Aaron doesn’t receive any reimbursement or subsidy for the 
premiums. Based on his enrollment during 2021, Aaron receives a $250 MLR 
rebate on July 1, 2022. The insurance company doesn’t have to issue a Form 
1099-MISC to Aaron because the rebate is less than $600.
Aaron deducted the premiums as a Schedule A itemized deduction on his 2021 
federal income tax return. Because the premiums were deducted, Aaron has 
taxable income to the extent that he received a tax benefit from the deduction. 
The treatment is the same regardless of whether the rebate is received as 
a cash payment or applied as a reduction in the amount of premiums due.

Rebate paid on a group plan. Generally, rebates for group 
plans are handled by reducing premiums for some or all months 
of the next plan year (that is, the plan year in which the rebate is 
received), and the insurance company isn’t required to file a Form 
1099-MISC unless: 

• The group policyholder isn’t an exempt recipient for Form 1099 
purposes.

• The total rebate payments to that group policyholder during the 
year total $600 or more.

• The insurance company knows that the rebate constitutes taxable 
income to the group policyholder or it can determine how much 
of the payment constitutes taxable income.
N Observation: Because an insurer generally won’t know the 
amount of rebate each participant is entitled to or whether that 
participant received a tax benefit, it’s unlikely that a Form 1099-
MISC will be issued for rebates to group health plans.

Example: Daniel participated in his employer’s group health plan and received 
health coverage under the group health insurance policy purchased directly by 
his employer under the plan. The plan provides that Daniel’s employer pays for 
60% of the premium for each employee, and he pays for 40% of the premium 
on an after-tax basis. Daniel doesn’t deduct the premiums on his Form 1040. In 
July of the following year, Daniel’s employer receives an MLR rebate of part of 
the prior year group health insurance policy premiums. The MLR rebate is made 
in the form of a reduction in the current year premium for coverage under the 
group health insurance policy. In accordance with the terms of the group health 
plan and consistent with applicable DOL guidance, 60% of the rebate is used to 
reduce the employer portion of the premium due and 40% of the rebate is used to 
reduce the employee portion of the premium due but only for participants under 
the plan who also were participants under the plan during the prior plan year.
Because Daniel participated in the plan during the prior year, he is entitled to an 
MLR rebate. As a result of the rebate, he receives a corresponding premium re-
duction for his current year coverage. Further, since he didn’t deduct the insurance 
premiums, he isn’t taxed on the rebate for either income or employment taxes. 
The result would be the same if the employer distributes the rebate to Daniel 
in cash rather than applying the payments to future premiums. If Daniel had 
deducted the insurance premiums, he would have taxable income to the 
extent he received a tax benefit. The insurance company doesn’t have to 
issue a Form 1099-MISC for the total rebate given to the employer because 
the employer is a corporation and the insurer doesn’t know if any of the rebate 
must be taken into account when determining either the employer’s or any 
employee’s taxable income.

Tax Return Preparers, Healthcare, 
and IRC Sec. 7216

The IRS takes the privacy rights of individuals seriously. Tax return 
preparers, including those who also offer services and education 
related to the ACA, are prohibited from knowingly or recklessly 
disclosing or using tax return information for unauthorized purposes 
(IRC Sec. 7216).
The tax return information a tax return preparer can disclose or 
use depends on obtaining consent from the taxpayer, or whether 
the Treasury Department provides an exception to the general 
prohibition (Reg. 301.7216-2).
The regulations permit tax return preparers to use a list of cli-
ent names, addresses, email addresses, phone numbers and 
each client’s income tax form number to provide clients general 
educational information, including general educational information 
related to the ACA. 
N Observation: A tax return preparer may mail general 
educational information to all clients regarding health care 
enrollment options available through a state insurance 
marketplace without obtaining consent. However to 
use tax return information to solicit and facilitate health 
care enrollment services, the preparer must first obtain 
taxpayer consent.
Solicitation to offer health care enrollment services by 
all tax return preparers, including volunteer preparers, using 
tax return information, requires taxpayer consent. (See Rev. Proc. 
2013-14, as modified by Rev. Proc. 2013-19, for requirements for 
consents from taxpayers who file a return in the Form 1040 series.)
U Caution: Tax return preparers must use the mandatory 
language in Rev. Proc. 2013-14 (Rev. Proc. 2013-19).

Replacement Page 1/2022



8-10 2022 Edition | Health Care Reform Quickfinder® Handbook

Example: Return Preparer Zack would like to use tax return information to 
solicit and facilitate enrollment of eligible clients into QHPs available through 
the insurance marketplace in his state. Zack must obtain taxpayer consent 
prior to using information for solicitation and enrollment purposes. 

Patient-Centered Outcomes 
Research Trust Fund Fee

The Patient-Centered Outcomes Research Institute (PCORI) is 
partially funded by a fee imposed on issuers of specified health 
insurance policies and plan sponsors of applicable self-insured 
health plans. The PCORI assists patients, clinicians, purchasers 
and policy-makers in making informed health decisions through 
research and by advancing the quality and relevance of evidence-
based medicine.
The fee originally applied to policy or plan years ending before Oc-
tober 1, 2019. However, the Further Consolidated Appropriations 
Act, 2020 extends the PCORI fee for 10 years. Therefore, the fee is 
applicable for policy or plan years ending before October 1, 2029. 
The fee, which is based on the average number of lives covered 
under a policy or plan, is reported annually on the second quarter 
Form 720 and must be paid by its due date, July 31.
See the Application of the Patient-Centered Outcomes Research 
Trust Fund Fee to Common Types of Health Coverage or Arrange-
ments on Page 8-12.
The fee amount. The amount of the fee equals the average num-
ber of lives covered during the policy year or plan year multiplied 
by the applicable dollar amount for the year. The fee for policy and 
plan years ending on or after October 1, 2020, and before October 
1, 2021, is $2.66 per covered life (Notice 2020-84). For policy and 
plan years ending on or after October 1, 2021, and before October 
1, 2022, the fee is $2.79 per covered life (Notice 2022-4).

Example: Sponsor Chad maintains Plan X, which is a self-insured health plan 
with a fiscal year ending June 30, 2021 and is responsible for the PCORI fee. 
The Form 720 that must be filed for this plan year is due no later than July 31, 
2022. The fee is calculated by multiplying the average number of covered lives 
by $2.66 (the applicable dollar amount in effect for plans with plan years ending 
on or after October 1, 2020 and before October 1, 2021). 

Issuers of specified health insurance policies are required 
to use one of four alternative methods to determine the aver-
age number of lives covered under a specified health insurance 
policy for a policy year. This discussion deals with the rules for 
plan sponsors. 
Plan sponsors (self-insured). Plan sponsors are required to 
use one of three alternative methods to determine the average 
number of lives covered under the applicable self-insured health 
plan for a plan year:
• The actual count method, 
• The snapshot method or 
• The Form 5500 method.
Counting. All individuals who are covered during the plan year 
must be counted in computing the average number of lives cov-
ered for that year. Thus, an applicable self-insured health plan 
must count an employee and his dependent child as two separate 
covered lives unless the plan is an HRA or FSA. See Special rule 
for FSAs and HRAs on Page 8-11.
Actual count method. The average number of lives covered can 
be determined by adding the total number of lives covered for each 
day of the plan year and dividing that total by the number of days 
in the plan year [Reg. 46.4376-1(c)(2)(iii)].

Example: AAA Tree Service is the plan sponsor of a calendar year self-insured 
health plan. AAA calculates the sum of lives covered under the plan for each 
day of the plan year as 3,285,000. The average number of lives covered under 
the plan for that year is 9,000 (3,285,000 ÷ 365). To calculate the IRC Section 
4376 fee, AAA must multiply 9,000 by the applicable per-life fee amount.

Snapshot methods. A plan sponsor may determine the average 
number of lives covered during a plan year by adding the total of 
lives covered on one or more dates during the first, second or third 
month of each quarter of the plan year and dividing by the number 
of dates on which a count was based. 
Each date used for the second, third and fourth quarter must be 
within three days of the date that corresponds to the date used 
for the first quarter. If a plan sponsor uses multiple dates for the 
first quarter, the plan sponsor must use dates in the remaining 
quarters that correspond to the dates used for the first quarter. 
Dates chosen within three days of the original date are considered 
corresponding dates. All dates must fall within the plan year [Reg. 
46.4376-1(c)(2)(iv)].
The 30th and 31st day of a month are treated as the last day of 
the month for determining the corresponding date for any month 
that has fewer than 31 days (for example, if either March 30 or 
March 31 is used for a calendar year plan, June 30 is the corre-
sponding date for the second quarter). 
The number of lives used for the snapshot may be determined 
based on either the snapshot count method or on the snapshot 
factor method. 
Snapshot count method. Under the snapshot count method, the 
number of lives (that is, each employee, spouse and dependent 
covered under the plan) covered on a date equals the actual 
number of lives covered on the designated dates.

Example: Bob’s Big Rig (BBR) is the sponsor of a calendar year self-insured 
health plan. BBR uses the snapshot count method to determine the average 
number of lives covered. 
On January 4, the BBR self-insured health plan covers 2,000 lives. 
On April 5, it covers 2,100 lives. 
On July 5 it covers 2,050 lives. 
On October 4, it covers 2,050 lives. 
The total lives counted equal 8,200 (2,000 + 2,100 + 2,050 + 2,050). The total 
lives counted are divided by the number of days selected to obtain the snapshot 
total of 2,050 lives (8,200 ÷ 4). The snapshot total of 2,050 is multiplied by the 
applicable per-life fee amount. 

Snapshot factor method. Under the snapshot 
factor method, the number of lives covered on a 
date equals the sum of:
• The number of participants with self-only 

coverage on that date plus
• The number of participants with coverage other 

than self-only coverage on the date multiplied by 
2.35.

Example: Using the same facts as in the prior example except BBR used 
the snapshot factor method for the plan year end. BBR must total both the 
number of employees with self-only coverage and those with other coverage. 
The number of employees with other coverage must be multiplied by 2.35. 
On January 10, the BBR self-insured health plan provides self-only coverage 
to 600 employees and other than self-only coverage to 800 employees.
On April 11, the plan provides self-only coverage to 608 employees and other 
than self-only coverage to 800 employees. On July 11 and October 10, the 
plan provides self-only coverage to 610 employees and other than self-only 
coverage to 809 employees.
Using the snapshot factor method, the average number of lives covered under 
the plan for the plan year is 9,990 {[600 + (800 × 2.35)] + [608 + (800 × 2.35)] 
+ [610+ (809 × 2.35)] + [610 + (809 × 2.35)]} ÷ 4, or 2,497. 
To calculate the fee, the employer uses the fee per covered life that corresponds 
to the plan’s year end. 

Form 5500 method. A plan sponsor may determine the average 
number of lives covered under a plan based on the number of 
participants reported on the Form 5500 (Annual Return/Report 
of Employee Benefit Plan) or the Form 5500–SF (Short Form 
Annual Return/Report of Small Employee Benefit Plan) provided 
that the Form 5500 is filed no later than the due date for the fee 
[Reg. 46.4376-1(c)(2)(v)].
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with the market reform mandates. The coverage can be in a grand-
fathered or grandmothered policy. Student health insurance plans 
and catastrophic plans also qualify. Specifically, the coverage must 
comply with the requirements that no annual or lifetime limits ap-
ply and that preventive services are offered without cost-sharing 
requirements [Reg. 54.9802-4(c)(1)]. The ICHRA must implement 
reasonable procedures for substantiating that each participant 
and dependent covered by the ICHRA is or will be enrolled in 
individual health insurance coverage for the plan year and each 
month reimbursement is sought.
Medical expenses must be incurred on or after the effective date 
of ICHRA coverage to be reimbursed. If the individual ceases to 
be enrolled in a compliant individual policy, no expenses incurred 
after the date coverage ceases can be reimbursed.
ICHRAs can’t be integrated with the following 
types of coverage:
• Short-term, limited-duration coverage.
• Coverage that is only for excepted benefits 

(for example, dental or vision coverage).
• Health care sharing ministry. (Note, however, that proposed 

regulations may change this for future years).
• Group health coverage, including coverage offered through a 

spouse’s employer.
• TRICARE.
• Multiple employer welfare arrangements, including association 

health plans.
ICHRAs are considered MEC for purposes of the employer shared 
responsibility provisions (see Tab 4). To be considered afford-
able, the employer-contributed funds must allow the employee 
to be able to purchase an individual policy with the employee’s 
contribution toward the premiums being less than the individual’s 
household income for the tax year multiplied by the required 
contribution percentage (9.83% for 2021; 9.61% for 2022). An 
ICHRA that is affordable is deemed to provide minimum value. 
See Tab 5 for further information on determining if coverage 
is affordable.
Employees and their dependents who are offered ICHRA cover-
age are not eligible for a PTC for any month they are eligible for 
coverage that is considered affordable (see Individual Coverage 
HRAs (ICHRAs) on Page 3-3). Additionally, if the employee en-
rolls in the ICHRA coverage, the individual and any dependents 
are not eligible for a PTC for any month they are enrolled, even if 
the ICHRA coverage would be considered unaffordable.

Excepted Benefit HRAs
Employers of any size can offer HRAs that qualify 
as excepted benefits (EBHRAs) to employees 
who also are offered a traditional group health 
plan. However, employees are not required to 
enroll in the traditional group health plan to be 
eligible for the EBHRA [Reg. 54.9831-1(c)(3)(viii)].
Employer’s can contribute an annual maximum of 
$1,800 to each participant’s EBHRA for plan years 
beginning in 2021 and 2022 (Rev. Procs. 2020-
43 and 2021-25). The amount is indexed annually for inflation. 
Amounts in an EHBRA can be used to reimburse out-of-pocket 
medical expenses such as cost-sharing related to individual in-
surance or group plan coverage. Additionally, an EHBRA can 
reimburse the amount paid for premiums for limited-scope cover-
age; COBRA coverage; or short-term, limited-duration insurance. 
However, the funds cannot be used to pay premiums for individual 
health insurance coverage or group coverage.

Qualified Small Employer Health 
Reimbursement Arrangements 

Employers that are not applicable large employers (see Tab 4) 
and do not offer group health insurance coverage to any of their 
employees can offer a qualified small employer health reimburse-
ment arrangement (QSEHRA). A QSEHRA is similar to a regular 
HRA [see Health Reimbursement Arrangement (HRA) on Page 
9-3], but must meet other requirements. Providing QSEHRA 
benefits may be a good option for small employers that previously 
offered medical reimbursement or employer payment plans, be-
cause under a QSEHRA, an employer can provide funds to help 
an employee pay for individual health insurance coverage [IRC 
Sec. 9831(d)]. 
A QSEHRA generally is not treated as a group health plan. 
Therefore, the Section 4980D penalty for failure to comply with 
certain market reform requirements does not apply. (See Penalty 
for Failing to Meet Market Reform Requirements on Page 9-5.)
The employer must provide QSEHRA benefits to each 
eligible employee, which is broadly defined as any 
employee of the employer. However, the employer 
can elect to exclude employees who (1) have not 
completed 90 days of service, (2) are under age 
25 or (3) work part-time or seasonally. Additionally, 
employees covered by a collective bargaining agree-
ment can be excluded, if accident and health benefits 
were the subject of good faith bargaining between 
the employee representatives and the employer.
A QSEHRA must be funded entirely by the employer and provided 
on the same terms to all eligible employees. No employee sal-
ary reduction contributions are allowed. For 2021, the maximum 
permitted benefit is $5,300 per year for self-only coverage and 
$10,700 for family coverage (Rev. Proc. 2020-45). For 2022, the 
maximum permitted benefit is $5,450 per year for self-only cover-
age and $11,050 for family coverage (Rev. Proc. 2021-45). The 
annual limits are prorated if an employee is not covered by the 
QSEHRA for the entire year. 
Payments and reimbursements can be made from the QSEHRA 
to the employee for medical care expenses [as defined in IRC 
Sec. 213(d)] incurred by the employee and the employee’s family 
members. Premiums for individual health insurance policies can 
be paid or reimbursed by a QSEHRA. A QSEHRA may not impose 
a deductible or any other cost-sharing requirements that must be 
met before the QSEHRA will reimburse medical expenses (IRS 
Notice 2017-67).
Before paying or reimbursing an employee for medical expenses, 
the employer must confirm that when the medical expense was 
incurred, the covered individual was enrolled in minimum essential 
coverage (MEC) (see Tab 1). If an employee is mistakenly 
reimbursed for an expense when the covered individual was not 
enrolled in MEC, the reimbursement must be included in the 
employee’s compensation and reported in box 1 on Form W-2. 
However, it is not considered wages for FICA purposes.
The current year QSEHRA benefit is reported in box 12 of Form 
W-2, using code FF. The amount reported is the total permitted 
benefit made available for that tax year, even if the employee 
did not receive the total permitted amount as reimbursement for 
medical expenses.
Married employees with same employer. When two eligible 
employees work for the same employer, each must be provided 
separate permitted benefits, without regard to whether they are 
covered under the same policy. However, an expense can only be 
reimbursed one time (IRS Notice 2017-67, Q-19).




