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The Affordable Care Act (ACA) considers the affordability of employer-sponsored health plans for the 
purposes of the shared responsibility rules and the premium tax credit. Affordability depends on a 
certain percentage of the employee’s household income for the tax year. The percentage amount has 
changed over the years. Recent guidance from the Internal Revenue Service (IRS) increases it slightly 
in 2021 to 9.83 percent.

Beginning January 1, 2021, employer-sponsored coverage will be considered affordable if the
employee’s required contribution for self-only coverage does not exceed 9.83 percent of the
employee’s household income for the year. It is a marginal increase from the 2020 rate of 9.78 percent. 
The affordability test always uses the amount an employee would pay for self-only coverage for 
the lowest cost minimum value plan offered to them by their employer. No matter what type of 
coverage an employee might want to elect, the single premium rate is always the basis for calculating 
affordability. 

The new affordability percentage is essential for applicable large employees (ALEs) to know since the 
ACA requires them to offer affordable, minimum value health coverage to their full-time employees 
or pay a penalty. The affordability contribution percentage increase for 2021 means that employer-
sponsored coverage will be considered affordable under the employer shared responsibility rules if 
the employee’s required contribution for self-only coverage does not exceed 9.83 percent of the 
employee’s household income for the tax year. So, ALEs should keep the affordability percentage in 
mind when setting 2021 employee contribution rates.

The ACA health insurance exchange marketplaces also consider affordability when determining an 
employee’s eligibility for a tax credit. If a full-time employee of an ALE purchases exchange-based 
individual coverage and receives a premium tax credit, then the shared responsibility penalty is 
triggered for the ALE. The same affordability contribution percentage of 9.83 percent will be used in 
2021 to determine eligibility for a tax credit.

MZQ Consulting, LLC is not a law firm and cannot dispense legal advice.  Anything contained in this communication is not and should not be construed 
as legal advice.  If you need legal advice, please contact your legal counsel.

https://www.irs.gov/pub/irs-drop/rp-20-36.pdf

