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The Affordable Care Act (ACA) expands health insurance coverage to 
millions of uninsured Americans and introduces several reforms to the 
health insurance market, particularly for people who purchase coverage 
on their own or receive it through employment at a small business. These 
reforms standardize benefits, limit insurance rating practices, prohibit 
coverage denials, limit out-of-pocket costs, and levy new taxes on health 
plans.1 Combined with other ACA provisions already in effect, these 
reforms mean that some people in the individual and small group 
insurance markets looking for coverage on the new health insurance 
marketplaces will experience significant increases in the premiums they 
pay for coverage and others will experience significant reductions. 

Prior to the ACA’s passage in 2010, the Congressional Budget Office 
estimated that the ACA’s effects on average premiums—before subsidies 
are considered—would be an increase of 10 to 13 percent in the 
individual market and a range between a 2 percent decrease and a 1 
percent increase in the small group market.2 In practical terms, however, 
the ACA’s impact on premium rates varies so widely from individual 
to individual and from small group to small group that the average 
impact is largely irrelevant to case-by-case experiences and perceptions. 
Compared to the pre-ACA environment, older people and small firms 
with disproportionately older, unhealthy workers will generally see 
lower premiums under the ACA, while young people and firms with 
predominantly younger workers will experience higher premiums (before 
considering the subsidies that apply to many in the individual market).

This expectation led to concerns that the young and healthy will 
experience “rate shock” and financial strain from premium increases. This 
issue brief describes the ACA provisions most likely to affect premium 
costs in the individual and small group markets (summarized in Table 1). In 
addition to premium cost changes, this brief comments on out-of-pocket 
health care spending because personal health care spending includes 
both premiums and out-of-pocket costs.

1 
 These reforms primarily apply to non-grandfathered qualified health plans, sold on and 
off the marketplace, beginning in 2014.

2 
 Congressional Budget Office. November 30, 2009. An Analysis of Health Insurance 
Premiums under the Patient Protection and Affordable Care Act. http://www .cbo .gov/sites/
default/files/cbofiles/ftpdocs/107xx/doc10781/11-30-premiums .pdf (accessed 12/9/13). 
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Although the ACA introduces reforms across 
virtually the entire insurance industry, its most 
significant effects are on the individual (non-
group) and small group markets (firms with 50 or 
fewer employees). As of March 2013, there were 
10.8 million people covered by individual market 
plans (320,000 in Michigan). The small group 
market was considerably larger, with 17.8 million 
people (500,000 in Michigan).3 Together, the 
individual and small group markets represented 
approximately 15 percent of the privately insured 
nationwide prior to 2014, but there are significant 
differences in premium costs between the two 
markets. For example, in 2011, average monthly 
premiums for family coverage on the individual 
market were $572, as shown in Figure 1, compared 
to $1,174 on the small group market (including 
both employee and employer contributions). 
These discrepancies reflect differences between 
the two markets, primarily the level of coverage 
generosity (generally, copays and deductibles).

Pre-2014 Enrollment in Individual and Small Group Markets

3 
 CHRT analysis of 2012 Medical Loss Ratio Reporting Year data, 
using filings for the first quarter of 2013. http://www .cms .gov/
CCIIO/Resources/Data-Resources/mlr .html (accessed 12/9/13).
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Provision Short Description

Individual 
Market 

Premium 
Effects

Small Group 
Market 

Premium 
Effects

Medical Taxes and Fees

Branded Prescription Drug Fee (ACA §9008) Fee to help support the Medicare Supplemental Health Insurance Trust Fund  

Medical Device Excise Tax (ACA §1405)
Tax on sales of specific medical devices, excluding, for example, eyeglasses, contact 
lenses, hearing aids, over-the-counter devices, and devices qualifying as durable medical 
equipment under Medicare part B

 

Insurance Taxes and Fees

Health Insurance Provider Tax (ACA §9010)
Industry-wide fee, relative to insurers’ market shares, that will offset new spending 
associated with ACA  

Federally-Facilitated Marketplace User Fee (ACA §1343) Fee to support the financial sustainability of Federally Facilitated Marketplaces (FFMs)  

Transitional Reinsurance Program Fee (ACA §1341) Fee primarily to stabilize premiums in the individual market from 2014-16  

Permanent Risk Adjustment Program Fee (ACA §1343)
Fee to operate the Federal Risk Adjustment Program, which is designed to spread risk across 
individual and small group insurance providers  

PCORI Fee (ACA §6301) Fee to help support the Patient-Centered Outcomes Research Institute from 2013-2019  

Rating Changes

Modified Community Rating (ACA §1201, PHSA §2701)
Premiums may only vary due to family size, geography, age (within 3:1 limit for adults), and 
tobacco use (within ratio of 1.5:1).  

Prohibition of Rating Based on Health Status  
(ACA §1201, PHSA §2705)

Premiums may not vary due to medical history, medical condition, claims experience, 
disability, genetic information, or other health status factors.  

Risk Pool Changes

Guarantee Issue (ACA §1201, PHSA §2702)
Insurers offering coverage in the individual and group markets must accept any person or 
firm that applies for coverage, during open enrollment periods.  N/A

Single Risk Pool (ACA §1312(c))
Insurers must consider all people enrolled in their individual market plans to be part of the 
same risk pool. Insurers must do the same with their small group enrollment, but they are 
not required to combine individual and small group risk pools.

 

2013 Early Renewals (ACA §1253)

Many ACA insurance market reforms take effect for plan years beginning on or after January 
1, 2014. Insurers that renew coverage for their members prior to the end of 2013 can avoid 
these reforms for up to 12 months and separate these members from the rest of the risk 
pool.

 

Benefit Changes

Essential Health Benefits (ACA §1302(b))
Qualified health plans in the individual and small group markets must cover 10 essential 
categories of services, including hospitalization, office visits, maternity, and prescription 
drugs.

 

Actuarial Value Standards (ACA §1302(b))
Qualified health plans in the individual and small group markets must have actuarial values 
that match tier levels (bronze, silver, gold, and platinum).  

Elimination of Annual Limits (ACA §1001, PHSA §2711) Insurers cannot place an annual dollar limit on the coverage of essential benefits.  

Out-of-Pocket Maximum 
(ACA §1302(c))

Insurers must limit the annual cost-sharing of their enrollees to $6,350 for individuals and 
$12,700 for families in 2014 (transitional relief for certain employers until 2015).  

Premium Stabilization

Transitional Reinsurance Program (ACA §1341)
Federal program using fees collected from group plans to stabilize premiums in the 
individual market (on and off marketplace) from 2014 to 2016. $10 billion is available for 
2014. 

 N/A

Transitional Risk Corridors Program (ACA §1342)
Federal program designed to mitigate pricing risk and encourage competition among 
insurers who are offering products to a new population without claims experience. Program 
will operate from 2014 to 2016.

 

Permanent Risk Adjustment Program (ACA §1343)
Federal program to transfer funds from insurers with lower-than-average risk enrollment 
to insurers with higher-risk enrollment. Program is designed to discourage insurers from 
enrolling only healthy individuals.

 

Financial Assistance

Refundable Tax Credits (Individuals: ACA §1401, Small 
Employers: ACA §1421)

Beginning in 2014, premium tax credits are available to individuals and families between 
100-400% of the federal poverty level who lack access to other forms of affordable 
coverage.

Tax credits are available to small firms with fewer than 25 full-time equivalent workers. In 
2014, credits are only available to firms that buy coverage on the Small Business Health 
Options Program (SHOP) marketplace and have an average taxable salary of less than 
$50,000 per year.

  
(only on 

marketplace 
for qualified 
individuals)

 
(only on 
SHOP 

marketplace 
for qualified 

firms)

Table 1 : Effect of Various ACA Provisions on Premium Price
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ACA Provisions Affecting Premium Prices

In general, the individual and small group health insurance 
markets have been primarily regulated by state governments with 
considerable variation in the degree of regulation from state to state. 
The ACA introduces a series of reforms to both markets that take 
steps toward standardizing regulations. 

Some ACA provisions have—and will—increase premiums for all 
members in these markets, while other provisions have lowered 
premiums and will continue to do so going forward. However, many 
provisions have a more varied impact—increasing premiums in some 
cases and lowering them in others. The following sections describe 
the most relevant ACA provisions that affect premiums in the 
individual and small group markets and how their effects may differ 
under various circumstances.

Taxes and Fees
To help offset the costs of the ACA’s coverage expansion, the law 
raises revenue from several new taxes and fees levied on individuals, 
employers, health insurers, and certain manufacturers.4 Most 
economists believe that the bulk of these taxes and fees will be 
ultimately borne by consumers of health care services. With regard 
to premiums in the individual and small group markets, there are two 
categories of relevant taxes and fees: those that impact core medical 
prices and those that more directly affect the price of insurance. 

Medical taxes and fees are remitted by product manufacturers but 
are mostly passed through to consumers in the form of higher prices 
for those products and usually higher insurance premiums across 
all health plans. Two prominent medical taxes include the Medical 
Device Excise Tax, which is a 2.3 percent tax on the sale of select 
medical devices, and the Branded Prescription Drug Fee, which is 
an annual fee levied on drug manufacturers based on their sales to 
government programs. 

Health insurers and employers in the individual and small group 
markets must also remit a series of taxes and fees. Certain 
assessments, such as the Patient-Centered Outcomes Research 
Institute (PCORI) fee, are collected as a flat fee per enrolled member, 
while others, such as the Health Insurance Provider Tax, are based on 
premium revenue. Most of the economic impact of these taxes and 
fees is expected to be passed on to consumers and small businesses 
in the form of higher premium costs.

Risk Pool Changes
One of the ways that the ACA expands access to insurance coverage is 
by requiring insurers in the individual market to accept all customers 
who apply for coverage during open enrollment and special 
enrollment periods. This provision of the law, known as guaranteed 
issue, prohibits the denial of coverage to people based on their 
health status; including whether they have a pre-existing condition 
(issuers also cannot impose pre-existing condition waiting periods or 
exclusions). According to an analysis by the Kaiser Family Foundation, 
18 percent of applicants in the pre-2014 individual market were 
denied coverage for some reason, including for a pre-existing 
condition (22 percent of applicants in Michigan).5 Prior to the ACA, 
insurers were required to guarantee issue to small businesses, so the 
ACA’s guaranteed issue provision has little effect in the small group 
market. 

Regulations for the individual market regarding pre-existing condition 
denials have varied considerably from state to state. As of June 2012, 
six states had guaranteed issue provisions already in effect, but the 
vast majority (32 states) had no guaranteed issue laws. Four states, 
including Michigan, had an assigned insurer of last resort that is 
required to accept all applicants.6 In Michigan, Blue Cross Blue Shield 
of Michigan (BCBSM) was regulated separately from other carriers 
and provided guaranteed issue in the individual market.7 Guaranteed 
issue was also available to individuals with 18 months of continuous 
coverage less than two months prior to their application, and through 
health maintenance organizations (HMOs) during limited open 
enrollment periods. Since January 1, 2014, BCBSM is regulated under 
the state’s insurance code with other carriers and no longer serves as 
the sole insurer of last resort because all insurers must guarantee issue 
coverage that begins on or after January 1, 2014. 

The elimination of pre-existing condition exclusions means that, in most 
states, the individual market will now include many more of those who 
have poor health status and were previously uninsured. According 
to the Urban Institute, the uninsured population that could join the 
individual market via the marketplace is significantly more likely to 
smoke, be obese, and report “fair” or “poor” mental health than those 
in the individual market prior to 2014.8 According to projections 
from the Society of Actuaries and the Lewin Group Health Benefits 
Simulation Model, the share of individual market enrollees in Michigan 
with “excellent” self-reported health is expected to fall from 88.8 
percent to 80.8 percent under the ACA. As a result, average monthly 
medical costs are expected to increase 28.4 percent within this risk 
pool.9 While the ACA’s individual mandate and coverage subsidies 
will help encourage healthy, uninsured individuals to also enroll in 
coverage, it is expected that guaranteed issue by itself will lead to 
overall premium increases in the individual market.

4 
 An earlier CHRT brief provides a comprehensive description of taxes and fees in the 
ACA. See B. Hemmings, J. Fangmeier, and M. Udow-Phillips. August 2013. The Impact 
of ACA Taxes and Fees. http://www .chrt .org/publications/price-of-care/the-impact-
of-aca-taxes-and-fees/.

5 
 L. Levitt, K. Pollitz, G. Claxton, and A. Damico September 24, 2013. How Buying 
Insurance Will Change under Obamacare (Menlo Park, CA: Henry J. Kaiser Family 
Foundation). http://kff .org/health-reform/perspective/how-buying-insurance-will-
change-under-obamacare/ (accessed 12/9/13).

6 
 Henry J. Kaiser Family Foundation. June 2012. Health Insurance Market Reforms: 
Guaranteed Issue. http://kaiserfamilyfoundation .files .wordpress .com/2013/01/8327 .
pdf (accessed 12/9/13).

7 
 Michigan Department of Insurance and Financial Services. Blue Cross Blue Shield of 
Michigan (BCBSM). http://www .michigan .gov/difs/0,5269,7-303-12902_35510-
262303--,00 .html (accessed 12/9/13).

8 
 L. Blumberg and J. Holahan. July 1, 2013. Health Status of Exchange Enrollees: Putting 
Rate Shock in Perspective (Washington, D.C.: Urban Institute). http://www .urban .org/
publications/412859 .html (accessed 12/9/13).

9 
 Society of Actuaries. March 2013. Cost of the Future Newly Insured under the Affordable 
Care Act (ACA) – Excel Model. http://cdn-files .soa .org/web/research-cost-aca-excel-v3 .
xlsm (accessed 12/9/13).

http://www.chrt.org/publications/price-of-care/the-impact-of-aca-taxes-and-fees/
http://www.chrt.org/publications/price-of-care/the-impact-of-aca-taxes-and-fees/
http://kff.org/health-reform/perspective/how-buying-insurance-will-change-under-obamacare/
http://kff.org/health-reform/perspective/how-buying-insurance-will-change-under-obamacare/
http://kaiserfamilyfoundation.files.wordpress.com/2013/01/8327.pdf
http://kaiserfamilyfoundation.files.wordpress.com/2013/01/8327.pdf
http://www.michigan.gov/difs/0%2C5269%2C7-303-12902_35510-262303--%2C00.html
http://www.michigan.gov/difs/0%2C5269%2C7-303-12902_35510-262303--%2C00.html
http://www.urban.org/publications/412859.html
http://www.urban.org/publications/412859.html
http://cdn-files.soa.org/web/research-cost-aca-excel-v3.xlsm
http://cdn-files.soa.org/web/research-cost-aca-excel-v3.xlsm
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ACA Provisions Affecting Premium Prices (continued)

The ACA also requires insurers to treat their individual market 
enrollees, both on and off the marketplace, as a single risk pool for 
the purposes of pricing premiums. The same provision also applies 
to small group enrollment. The creation of these single risk pools was 
intended to ensure that premiums for the various health plans reflect 
each plan’s benefits and cost-sharing structure, not the risk profile 
of those enrolled in the specific plan. This provision will have varied 
effect on premiums, since individuals and small businesses in plans with 
less healthy members may experience premium decreases as they are 
combined with healthy members, and vice versa.

Although many provisions of the ACA took effect for plan years 
beginning on or after January 1, 2014, the ACA did permit insurers 
to extend the coverage of the individual and small group members 
enrolled in 2013 plans by offering an early renewal, and thereby 
delaying any changes in benefits by 12 months. In November 2013, 
the federal government announced an extension of this opportunity 
through a transitional policy allowing the renewal of plans with plan 
years beginning between January 1, 2014, and October 1, 2014.10 
States have discretion about allowing these renewals, and Michigan 
chose to adopt this policy.11 

Many healthy individuals and small businesses that chose either 
renewal option will likely experience lower premiums than under the 
ACA reforms, although they are not eligible for financial assistance 
under the ACA. However, people that opted for early renewal will 
be separated from the risk pool of other individuals and small groups, 
making that pool potentially less healthy. While some states have taken 
steps to limit renewals, if healthy people chose this option, they could 
leave the rest of market with greater risk, which could have a premium 
increasing effect for years to come.12 That is one reason why some 
health insurers decided not to allow continuation of the 2013 plans 
and instead chose to cancel all plans (at least in the individual market) 
and establish new plans to be effective in 2014.

Rating Changes
Prior to 2014, the ACA had implemented certain rules for how 
insurers can set rates (such as rate review and medical loss ratio 
requirements), but the most significant changes for the individual 
and small group markets began January 1, 2014 with the prohibition 
of several practices for setting premium prices. Prior to the 2014 
ACA changes, many insurers offering coverage in these markets 
charged specific rates based on health status, gender, industry, and 
geographic location, as well as group size for small employers and/or 
duration of coverage. Most insurers were able to charge lower rates 

to healthy individuals and small businesses with healthy employees, 
and higher rates to the unhealthy. The ACA prohibits health status 
rating and prescribes specific factors that can be used. 

Beginning with 2014 plan years, insurers in the individual and small 
group markets must use modified community rating as their standard 
for pricing premiums. Under this system, which ends the use of health 
status as a rating factor, only age, family size, geography, and tobacco 
use may be used to vary premiums in the individual and small group 
markets. Insurers are required to apply the factors on a member-level 
basis in the individual and small group markets. Premiums for adults 
from age 21 to 64 can be adjusted by up to a 3-1 ratio.

This is a significant shift for the individual market, where only 18 states 
and the District of Columbia had any type of rating restrictions in 
place prior to 2014.13 In other states, premiums for people aged 21-
64 years could vary by a ratio of 5-to-1 or more, and young healthy 
men were often able to receive the lowest rates.14 As a result of the 
ACA changes, many young enrollees will see higher premium costs 
(prior to consideration of tax credits), and many older enrollees will 
see decreases. Insurers may charge tobacco users up to 50 percent 
more for premiums than non-users. However, Michigan insurers 
offering qualified health plans in 2014 are applying much lower 
tobacco surcharges, averaging approximately 9.8 percent.15

Modified community rating will have a more modest effect on small 
firms. Prior to the 2014 ACA changes, 48 states and the District of 
Columbia already had some form of small group rating limitations 
in place.16 However, common small group factors such as industry 
and group size are no longer allowed. Small groups are now rated 
at the member level, meaning that group rates directly reflect the 
characteristics of their members, with no discount for being a larger 
group or part of an industry with lower health risks. Therefore, for 
example, some very small groups may experience lower rates due to 
the removal of group size rating, while groups with more members 
may experience increases.

Benefit Changes
The ACA takes significant steps toward standardizing the benefit 
design of plans offered on the individual and small group 
markets. Specifically, the ACA sets new guidelines for benefits 
that health plans must cover and the cost-sharing levels that may 
be imposed on members. The law requires plans in these markets 
to cover 10 categories of essential health benefits (EHBs), which 
include commonly covered benefits like ambulatory services and 
hospitalization and less common benefits like habilitative services 

10 
 Center for Consumer Information and Insurance Oversight. November 14, 2013. 
Letter to Insurance Commissioners on Market Transitional Policy. http://www .cms .
gov/CCIIO/Resources/Letters/Downloads/commissioner-letter-11-14-2013 .PDF 
(accessed 12/9/13).

11 
 Michigan Department of Insurance and Financial Services. November 22, 2013. 
Michigan to Allow Health Insurers to Reinstate Canceled Plans. http://www .michigan .
gov/difs/0,5269,7-303-13222_13250-317016--,00 .html (accessed 12/9/13).

12 
 C. Monahan and S. Corlette. August 22, 2013. The Affordable Care Act’s Early 
Renewal Loophole: What’s at Stake and What States Are Doing to Close It (New York, 
NY: The Commonwealth Fund). http://www .commonwealthfund .org/Blog/2013/
Aug/The-Affordable-Care-Acts-Early-Renewal-Loophole .aspx (accessed 12/9/13).

13 
 Henry J. Kaiser Family Foundation. June 2012. Health Insurance Market Reforms: 
Rate Restrictions. http://kff .org/health-reform/fact-sheet/health-insurance-market-
reforms-rate-restrictions/ (accessed 12/9/13).

14 
 G. Claxton, L. Levitt, K. Pollitz, and A. Damico. February 6, 2013. Why Premiums Will 
Change for People Who Now Have Nongroup Insurance (Menlo Park, CA: Henry J. 
Kaiser Family Foundation). http://kff .org/health-reform/perspective/why-premiums-
will-change-for-people-who-now-have-nongroup-insurance/ (accessed 12/9/13).

15 
 CHRT analysis of Michigan Health Insurance Marketplace Premiums. http://www .
michigan .gov/documents/difs/Premiums_435328_7 .pdf (accessed 12/9/13).

16 
 Henry J. Kaiser Family Foundation. June 2012. Health Insurance Market Reforms: 
Rate Restrictions. http://kff .org/health-reform/fact-sheet/health-insurance-market-
reforms-rate-restrictions/ (accessed 12/9/13).

http://www.cms.gov/CCIIO/Resources/Letters/Downloads/commissioner-letter-11-14-2013.PDF
http://www.cms.gov/CCIIO/Resources/Letters/Downloads/commissioner-letter-11-14-2013.PDF
http://www.michigan.gov/difs/0%2C5269%2C7-303-13222_13250-317016--%2C00.html
http://www.michigan.gov/difs/0%2C5269%2C7-303-13222_13250-317016--%2C00.html
http://www.commonwealthfund.org/Blog/2013/Aug/The-Affordable-Care-Acts-Early-Renewal-Loophole.aspx
http://www.commonwealthfund.org/Blog/2013/Aug/The-Affordable-Care-Acts-Early-Renewal-Loophole.aspx
http://kff.org/health-reform/fact-sheet/health-insurance-market-reforms-rate-restrictions/
http://kff.org/health-reform/fact-sheet/health-insurance-market-reforms-rate-restrictions/
http://kff.org/health-reform/perspective/why-premiums-will-change-for-people-who-now-have-nongroup-insurance/
http://kff.org/health-reform/perspective/why-premiums-will-change-for-people-who-now-have-nongroup-insurance/
http://www.michigan.gov/documents/difs/Premiums_435328_7.pdf
http://www.michigan.gov/documents/difs/Premiums_435328_7.pdf
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ACA Provisions Affecting Premium Prices (continued)

and pediatric vision and dental. The ACA also extends mental health 
parity to individual and small group plans, meaning that insurers 
must cover mental health services to the same degree that they cover 
medical and surgical services in a given plan.

However, the broad EHB categories set in the legislation itself did 
not include details about the benefits that each plan must cover. 
Rather, for at least 2014 and 2015, states have been given the option 
to select or default to a local benchmark plan to provide more 
specific guidelines on the benefits and level of benefits covered in 
each category. The most common type of benchmark plan among 
states is an existing small group plan.17 In Michigan, the state chose 
Priority Health HMO as the state’s benchmark. As in many other 
states, however, this benchmark plan had to be supplemented in 
order to meet the ACA’s EHB standards. 

The implementation of essential health benefits will tend to increase 
premiums in the individual market as benefits are expanded. Before 
2014, very few plans covered all EHBs, and many excluded several 
categories of benefits. According to an analysis by HealthPocket, only 
2 percent of pre-2014 individual market plans covered all essential 
benefits; these plans covered 76 percent of EHBs on average (74 
percent in Michigan).18 In contrast, the premium increasing effect will 
be more modest in the small group market, where pre-2014 plans 
covered a larger share of EHBs. There are, though, still significant 
impacts for certain small group benefits, such as pediatric dental. 

While all individual and small group plans must cover EHBs, insurers 
can vary the level of cost-sharing for covered benefits, within certain 
limits. The ACA requires that health plans be offered at specific tiers, 
which correspond to the actuarial value of a plan. The actuarial value 
measures a plan’s generosity in terms of the share of total expenses 
for which the insurer is responsible, with the plan’s members 
responsible for the remainder in the form of cost-sharing (co-pays, 
co-insurance, and deductibles). Insurers have flexibility in designing 
the cost-sharing arrangements to meet different actuarial value 
levels, and, in general, plans with higher actuarial values have greater 
premiums. The four ACA tiers are:

• Bronze (60 percent actuarial value)

• Silver (70 percent actuarial value)

• Gold (80 percent actuarial value)

• Platinum (90 percent actuarial value)

Certified plans in the individual and small group markets must meet 
at least the bronze tier.19

The ACA’s introduction of a requirement for a minimum actuarial 
value level of benefits in the individual market will have an increasing 

effect on the premiums. According to research by Gabel et al., 51 
percent of pre-2014 individual market members were in plans 
with an actuarial value below 60 percent. In contrast, less than 1 
percent of employees in group plans (large and small combined) 
were enrolled in a plan with less than 60 percent actuarial value.20 
Moreover, many small group plans, along with some individual 
market plans, had actuarial values between the specified tiers and 
had to be modified to meet a particular level. This adjustment could 
have either an increasing or decreasing effect on premiums.

The ACA also introduces consumer protections to limit member 
liability from large medical expenses. The law prohibits insurers 
from placing annual limits on coverage, extending the law’s earlier 
prohibition on lifetime limits that was implemented in September 
2010. In addition, as of January 1, 2014, insurers must limit their 
enrollees’ annual cost-sharing to $6,350 for individuals and $12,700 
for families. Certain small employers may be eligible for transitional 
relief from this provision until 2015. While both of these provisions 
are likely to result in higher premiums, they could lower total medical 
spending for some enrollees, particularly in the individual market. An 
estimated 10 percent of families in the individual market had out-of-
pocket spending above the out-of-pocket cap in 2010.21

Premium Stabilization
To help facilitate the transition to the marketplace reforms in 
2014, the ACA includes three programs designed to help stabilize 
premiums in the individual market; two of which also stabilize 
premiums in the small group market. Two of these programs, the 
reinsurance and risk corridors programs, are temporary and will end 
after 2016. The other program is the permanent risk adjustment 
program. Collectively, these programs are designed to help insurers 
manage the risk of the newly enrolled, but the programs will also 
affect premiums.

Recognizing that there will be an influx of higher risk, previously 
uninsured people into the individual market in 2014–2016, and that 
some of the earliest to enroll in the marketplaces are those with high 
medical costs, the transitional reinsurance program provides financial 
support to insurers with individual market members whose costs 
exceed certain thresholds. However, small groups are not eligible for 
reinsurance assistance. 

Since insurers are required to build reinsurance assistance into their 
rates, this program has a considerable effect on decreasing premiums 
in the individual market. The Centers for Medicare and Medicaid 
Services (CMS) has estimated that the reinsurance program in 2014 
will result in premium decreases of 10 to 15 percent compared to 
premiums without the program.22 This impact will be significantly 
smaller in 2015 and 2016, however, since funding for the program 

17 
 Henry J. Kaiser Family Foundation. January 3, 2013. Essential Health Benefit (EHB) 
Benchmark Plans. http://kff .org/health-reform/state-indicator/ehb-benchmark-
plans/ (accessed 12/9/13).

18 
 K. Coleman. March 7, 2013. Almost No Existing Health Plans Meet New ACA Essential 
Health Benefit Standards (Sunnyvale, CA: HealthPocket). http://www .healthpocket .
com/healthcare-research/infostat/few-existing-health-plans-meet-new-aca-
essential-health-benefit-standards/ (accessed 12/9/13).

19 
 An exception to this requirement is catastrophic plans, which are available to people 
under age 30 and those who qualify for a hardship exemption due to experiencing 
a plan cancellation or lacking access to affordable coverage (even after applying tax 
credits).

20 
 J. Gabel, R. Lore, R. McDevitt, et al. May 2012. More Than Half of Individual Health 
Plans Offer Coverage That Falls Short of What Can Be Sold through Exchanges as 
of 2014. Health Affairs. http://content.healthaffairs.org/content/early/2012/05/22/
hlthaff.2011.1082.full (accessed 12/9/13).

21 
 Ibid.

22 
 U.S. Department of Health and Human Services. March 11, 2013. Patient Protection 
and Affordable Care Act; HHS Notice of Benefit and Payment Parameters for 2014. 
https://www .federalregister .gov/articles/2013/03/11/2013-04902/patient-
protection-and-affordable-care-act-hhs-notice-of-benefit-and-payment-
parameters-for-2014#p-156 (accessed 12/9/13).

http://kff.org/health-reform/state-indicator/ehb-benchmark-plans/
http://kff.org/health-reform/state-indicator/ehb-benchmark-plans/
http://www.healthpocket.com/healthcare-research/infostat/few-existing-health-plans-meet-new-aca-essential-health-benefit-standards/
http://www.healthpocket.com/healthcare-research/infostat/few-existing-health-plans-meet-new-aca-essential-health-benefit-standards/
http://www.healthpocket.com/healthcare-research/infostat/few-existing-health-plans-meet-new-aca-essential-health-benefit-standards/
https://www.federalregister.gov/articles/2013/03/11/2013-04902/patient-protection-and-affordable-care-act-hhs-notice-of-benefit-and-payment-parameters-for-2014%23p-156
https://www.federalregister.gov/articles/2013/03/11/2013-04902/patient-protection-and-affordable-care-act-hhs-notice-of-benefit-and-payment-parameters-for-2014%23p-156
https://www.federalregister.gov/articles/2013/03/11/2013-04902/patient-protection-and-affordable-care-act-hhs-notice-of-benefit-and-payment-parameters-for-2014%23p-156


Issue Brief: Premium Cost Changes Attributable to the Affordable Care Act • February 2014 • 7

is phased out over three years from $10 billion in 2014 to $6 billion 
in 2015 to $4 billion in 2016. Additionally, the individual market is 
expected to grow from 2014 to 2016, so the available reinsurance 
dollars will be spread over more people. As a result, premiums would 
be expected to increase in 2015, 2016, and 2017 as the program 
winds down. 

The ACA also established the temporary risk corridors programs 
to provide temporary safeguards to insurers who have to price 
premiums for many new enrollees for whom they have no claims 
experience. The risk corridor program compares “allowable costs,” 
which are adjusted claims costs, to a “target amount,” which is 
premium revenue with certain adjustments. If allowable costs exceed 
this target by certain thresholds, the federal government pays a 
percentage of the difference. On the other hand, if costs are below 
the target by certain amounts, the insurer must pay a share of the 
difference to the federal government. The risk corridor program 
has the effect of reducing the pricing risk that insurers face due to 
uncertainty in the market, and allows them to approach pricing from 
a less conservative perspective, which can result in lower premium 
prices in the market. 

Finally, the ACA established a permanent risk adjustment program 
to coordinate fund transfers from insurers with disproportionately 
healthy enrollees to those with relatively unhealthy enrollees. This risk 
adjustment is intended to discourage insurers from actively enrolling 
only the healthiest new members and leaving unhealthy members 
without coverage. In states like Michigan that have had a designated 
insurer of last resort responsible for providing coverage to the 
highest risk members, risk adjustment could result in lower premiums 
for members with that designated insurer and higher premiums for 
members of other insurers.

Financial Assistance
The ACA makes financial assistance in the form of federal tax credits 
available to people who enroll in the individual market through plans 
offered in the Health Insurance Exchange (the marketplace). These 
tax credits will lower the premium costs for many in the individual 
market. Many small businesses have been eligible for tax credits since 
2010, but significant changes to these credits begin in 2014. 

In the individual market, premium tax credits are available to people 
who lack access to government-based health care coverage or 
affordable employer-sponsored coverage whose household income 
is between 100 percent and 400 percent of the federal poverty level 
(FPL).23 The amount of the tax credit is based on the premium cost 

of the local benchmark plan (second-lowest-cost silver plan) and a 
person’s maximum premium contribution, based on a sliding scale 
from 2 percent to 9.5 percent of household income. While the tax 
credit is based on a silver plan, it can be applied toward any plan 
offered on the marketplace except catastrophic plans. 

According to an analysis from the Kaiser Family Foundation, 48 
percent of people in the pre-2014 individual market are likely to 
qualify for a premium tax credit, not including those who will be 
newly eligible for Medicaid. Among those who would receive a tax 
credit, the average subsidy amount for a family would be $5,548, 
which would decrease the premium costs for the average benchmark 
plan by 66 percent.24 In addition to premium tax credits, marketplace 
enrollees with income up to 250 percent FPL who select a silver 
plan may be eligible for cost-sharing reductions that would increase 
the actuarial value of their plan beyond 70 percent. For those who 
qualify for them, these cost-sharing reductions will lead to some 
combination of lower copays, coinsurance, deductibles, or out-of-
pocket maximums. 

Small businesses with fewer than 25 full-time equivalent workers 
who pay half of their employees’ premiums and have average 
wages below $50,000 have been eligible for tax credits through 
the ACA since 2010. Beginning in 2014, small businesses must 
purchase coverage for their employees through the Small Business 
Health Options Program (SHOP) marketplace to qualify for the 
tax credit. The amount of the tax credit increases in 2014 for both 
small businesses and small nonprofit organizations. Qualifying small 
businesses can receive a tax credit of up to 50 percent of their health 
insurance costs (up from 35 percent), and small nonprofits can 
receive a credit of up to 35 percent (previously 25 percent).25 Small 
businesses may receive the tax credit for up to two consecutive years. 
Only a small share of businesses is expected to receive this tax credit, 
however. According to projections from the Congressional Budget 
Office for 2016, only 12 percent of people receiving coverage 
through a small business will be employed at firms receiving a small 
business tax credit.26 In addition to criteria that are fairly narrow in 
scope (the full-time equivalent and wage parameters), computing tax 
credit eligibility is complex, and some small businesses may not be 
fully aware of this ACA tax credit.

ACA Provisions Affecting Premium Prices (continued)

23.   Employer-sponsored coverage is deemed affordable if the employee’s share of the 
single-only premium is less than 9.5 percent of the employee’s income. If the coverage 
meets this definition of affordability, neither the employee nor their family members 
are eligible for tax credits, regardless of how much family coverage costs. For 
purposes of determining insurance assistance eligibility under the ACA, the law bases 
income on a household’s modified adjusted gross income.

24 
 L. Levitt, G. Claxton, and A. Damico. August 2013. Quantifying Tax Credits for 
People Now Buying Insurance on Their Own (Menlo Park, CA: Henry J. Kaiser Family 
Foundation). http://kff .org/health-reform/issue-brief/quantifying-tax-credits-for-
people-now-buying-insurance-on-their-own/ (accessed 12/9/13).

25 
 Internal Revenue Service. September 3, 2013. Small Business Health Care Tax Credit for 
Small Employers. http://www .irs .gov/uac/Small-Business-Health-Care-Tax-Credit-for-
Small-Employers (accessed 12/9/13).

26 
 Congressional Budget Office. November 30, 2009.
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Conclusion

The Affordable Care Act introduces several reforms in the individual and small group markets that 
affect premium prices in 2014 and afterward. These provisions make significant changes to risk 
pools, covered benefits, and rating practices that will have mixed effects for those who have received 
coverage in these markets. The ACA’s pricing impacts on the small group market are less pronounced 
than those on the individual market, but the variability and degree of rate changes will still be dramatic. 
On average, people in the individual market will likely experience an increase in premiums, but 
financial assistance, in the form of premium tax credits, may ameliorate a portion of this increase. Even 
with higher premiums, those with large medical expenses may experience a drop in personal medical 
spending due to new consumer protections, such as standardized out-of-pocket limits. Moreover, 
nearly all purchasers of individual market coverage in 2014 will receive coverage that includes 
significantly greater benefits than pre-ACA individual market coverage. 

When evaluating the effects of the ACA on premium prices, it is important to consider all these factors 
and the specific characteristics of individual and small businesses as these markets change.


