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    Health Insurance Mandate for Individuals

  OVERVIEW

 Patient Protection and Affordable Care Act
The federal Patient Protection and Affordable Care Act (P.L. 111-
148), signed March 23, 2010, as amended by 
the Health Care and Education Reconciliation 
Act, signed March 31, 2010, is collectively re-
ferred to as the Affordable Care Act (ACA), or 
simply as federal health care reform. Together 
they consist of approximately 2,700 pages and 
contain about 450 provisions.
Exchanges. Among its many provisions, the ACA restructures 
the private health insurance market, sets minimum standards for 
health coverage, creates a mandate for most U.S. residents to 
obtain health insurance coverage and provided for the establish-
ment of state-based insurance exchanges for the purchase of 
private health insurance by 2014. Many states have decided not 
to set up these insurance exchanges, so the federal government 
has set up an exchange for individuals and small businesses to 
use in those states. See Tab 2, Obtaining Insurance Through a 
State Marketplace, for further discussion.
Federal subsidies. Certain low-income and moderate-income indi-
viduals and families will be able to receive federal subsidies to reduce 
the cost of purchasing coverage through the insurance exchanges. 
The new law also (1) expands eligibility for Medicaid; (2) amends the 
Medicare program to reduce the growth in spending; (3) imposes an 
excise tax on insurance plans found to have high premiums; and 
(4) makes numerous other changes to the Internal Revenue Code, 
Medicare, Medicaid, the State Children’s Health Insurance Program 
(CHIP) and many other federal programs. See Tab 3, Premium and 
Cost-Sharing Assistance for Individuals for further discussion.
Individual mandate. Considerable attention has 
been paid to Section 1501 of Title I of the ACA, which 
requires most individuals to have health insurance 
or to pay a penalty for noncompliance beginning in 
2014. Under this provision, individuals must maintain 
minimum essential coverage (MEC) for themselves 
and their dependents. See Minimum essential coverage 
(MEC) on Page 1-2. Those who do not may be required to pay a 
penalty for each month of noncompliance.
Shared responsibility by 2014. Prior to the passage of the 
ACA, individuals were not required to have health insurance. The 
ACA mandates that most individuals and their dependents have 
minimum essential health insurance coverage by 2014. Individuals 

who do not comply may be subject to penalties under a shared 
responsibility provision.
Applicable individuals with MEC for the entire calendar year check 
the box on line 61 of Form 1040 for full-year coverage. If all fam-
ily members do not have coverage for each month of the year, 
the worksheet in the Form 8965, Health Coverage Exemptions, 
instructions may be used to calculate the amount of the individual 
shared responsibility payment. See Tab 10 for a copy of Form 
8965 and its instructions.
Subsidies and exemptions. Some individuals will be provided 
subsidies to help pay for their premiums and cost-sharing, but 
only when health insurance is purchased through a state (or now, 
federal) insurance exchange. The open enrollment period to pur-
chase health care coverage through the new Health Insurance 
Marketplace began October 1, 2013 and ended March 31, 2014. 

 Note: Because of problems with the new Federal Health Insur-
ance Marketplace website, for the 2014 year only, a taxpayer who 
enrolled during the enrollment period is not subject to the shared 
responsibility penalty even if coverage began after March 31, 2014. 
In other words, the taxpayer will not fail the short coverage gap 
test as long as they enrolled by March 31, 2014. Many individuals, 
however, are exempt from the individual mandate. (See Who Is 
Required to Have Health Insurance? below.)
Federal poverty line (FPL). The examples in this Handbook are 
based on the current FPL and reflect how premiums and cost-
sharing payments compare to various income levels.

  WHO IS REQUIRED TO HAVE HEALTH 
INSURANCE?

The ACA mandates that most individuals have health insurance cov-
erage by 2014. After 2013, applicable individuals must ensure that 
they, and their dependents who are applicable individuals, are cov-
ered under MEC for each month of the year [IRC §5000A]. The final 
regulations for IRC Section 5000A were issued on August 30, 2013.
  Applicable individuals are all individuals who do not meet one of 
these exceptions: [IRC §5000A(d); Reg. §1.5000A-3]
1) An individual with a religious exemption,
2) An individual not lawfully present or
3) An incarcerated individual.
Therefore, everyone is an applicable individual except those de-
fined under these three exceptions.

    Religious Exemptions
Religious exemptions include individuals with a religious con-
science exemption and members of a health care sharing ministry. 
[IRC §5000A(d)(2)]
 Religious conscience exemption:
• A religious conscience exemption is only granted to a member 

of a recognized religious sect or division as described in IRC 
Section 1402(g)(1), and an adherent of established tenets or 
teachings of such a sect or division because he is conscien-
tiously opposed to acceptance of the benefits of any private or 
public insurance that makes payments in the event of death, 
disability, old-age or retirement or makes payments toward the 
cost of, or provides services for, medical care (including the 
benefits of any insurance system established by the Social 
Security Act). [IRC §5000A(d)(2)(A); Reg. §1.5000A-3(a)]
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• Such an exemption may be granted only if the application con-
tains or is accompanied by evidence of an individual’s member-
ship in, and adherence to the tenets or teachings of, the sect 
or division thereof and his waiver of all benefits and other pay-
ments under Titles II and XVIII of the Social Security Act on the 
basis of his wages and self-employment income as well as all 
benefits and other payments to him on the basis of the wages 
and self-employment income of any other person. This is only 
true if the Commissioner of Social Security finds that the sect 
or division has the established tenets or teachings referred to 
in the preceding sentence, it is the practice, and has been for a 
period of time that he deems to be substantial, for members of 
the sect or division thereof to make reasonable provision for their 
dependent members in view of their general level of living, and 
such sect or division thereof has been in existence at all times 
since December 31, 1950.

• An exemption may not be granted to any individual if any benefit 
or other payment under Titles II and XVIII of the Social Security 
Act became payable or, but for Section 203 or 222(b) of the Social 
Security Act, would have become payable at or before the time 
of the filing of such waiver.

• A religious conscience exemption certification will be issued by 
the insurance exchange and not by the IRS. [Reg. §1.5000A-
3(a)(2)]

The religious conscience exemption is provided by the state mar-
ketplace retrospectively, or can be claimed on Form 8965 when 
filing a federal income tax return. See Tab 10 for a copy of Form 
8965 and its instructions.
 Health care sharing ministry. A health care sharing ministry 
(HCSM) is an organization described in IRC Section 501(c)(3) and 
exempt from taxation under IRC Section 501(a) whose members 
share a common set of ethical or religious beliefs and share medi-
cal expenses among members in accordance with those beliefs 
and without regard to the state in which a member resides or is 
employed.
• The members must retain membership even after they develop 

a medical condition.
• The organization (or a predecessor of the organization) (1) must 

have been in existence at all times since December 31, 1999, (2) 
medical expenses of its members have been shared continuously 
and without interruption since at least December 31, 1999 and 
(3) conducts an annual audit that is performed by an independent 
certified public accounting firm in accordance with generally ac-
cepted accounting principles and that is made available to the 
public upon request. [Reg. §1.5000A-3(b)(2)]

The health care sharing ministry exemption is provided by the state 
marketplace retrospectively, or can be claimed on Form 8965 when 
filing a federal income tax return. See Tab 10 for a copy of Form 
8965 and its instructions.

   Individuals Not Lawfully Present 
An individual not lawfully present includes any individual who is not 
a citizen or national of the U.S. and is either a nonresident alien 
or someone who is unlawfully present in the U.S. on any day in 
the month. [Reg. §1.5000A-3(c)(2)(ii)(B)]
This exemption is claimed in Part III of Form 8965 filed with the 
individual’s tax return. See Tab 10 for a copy of Form 8965 and 
its instructions.

   Incarcerated Individual
An individual is an exempt individual for a month that 
includes a day on which the individual is incarcer-
ated. The term incarcerated means confined, after 
the disposition of charges, in a jail, prison or similar 

penal institution or correctional facility [Reg. §1.5000A-3(d)(2)]. 
The incarcerated individual exemption is provided by the state 
marketplace retrospectively, or can be claimed on Form 8965 
when filing a federal income tax return. See Tab 10 for a copy of 
Form 8965 and its instructions.

 Claiming Exemptions From the Shared 
Responsibility Payment
Form 8965 is used to claim exemptions on the return 
where allowable. Also, IRS Publication 5172, Facts about 
Health Coverage Exemptions, provides a summary of the 
exemptions available from either the Marketplace or the 
IRS, depending upon the type of exemption. See Tab 10 
for a copy of IRS Publication 5172 and Form 8965 and 
its instructions.
Religious conscience exemption. An individual obtains certifica-
tion from the exchange serving the rating area where the individual 
resides. An exemption cannot be obtained by the IRS through the 
income tax filing process. However, the marketplace will accept an 
approved IRS Form 4029, Application for Exemption From Social 
Security and Medicare Taxes and Waiver of Benefits, as proof 
that an individual qualifies for a religious conscience exemption. 
A religious conscience exemption issued for an adult (age 21 or 
older) applies until the individual notifies the marketplace that he 
no longer is a member of the religious sect. Therefore, this exemp-
tion is continuous and applies each year. Exemptions issued for 
children are valid until the month after their 21st birthday. At that 
time, the individual must submit a new application as an adult to 
maintain certification. Generally, these exemptions are granted 
prospectively, but may also be granted retrospectively.
Health care sharing ministries. The exemptions may either be 
certified by an exchange or reported directly on the taxpayer’s fed-
eral income tax return. Generally, the state insurance marketplace 
determines if an individual qualifies for the HCSM exemption. This 
exemption can only be provided retrospectively. The individual 
must provide proof of membership in the HCSM for a calendar year 
(or for certain months in the calendar year)] to obtain the exemp-
tion. Additionally, the individual must be a member of the HCSM 
when the exemption application is submitted to the marketplace. 
Alternatively, an individual can claim this exemption when filing 
their personal federal income tax return.
Incarcerated individuals. This exemption is provided by a state 
marketplace retrospectively. Alternatively, this exemption can be 
claimed when filing a federal income tax return.
See Individuals Not Subject to the Shared Responsibility Penalty 
on Page 1-4 for other individuals who are statutorily exempt from 
the requirement.

  WHAT IS THE REQUIRED HEALTH 
INSURANCE COVERAGE?

Beginning January 1, 2014, all applicable individuals will be re-
quired to maintain MEC for each month for themselves and their 
dependents. [IRC §5000A; Reg. §1-5000A-1(b)]
   Minimum essential coverage (MEC) is coverage under: [IRC 
§5000A(f); Reg. §1.5000A-2; HHS Reg. 42 CFR 156.600]
1) A government-sponsored program,
2) An eligible employer-sponsored plan,
3) A plan in the individual market,
4) A grandfathered health plan or
5) Other health benefits coverage specified 

by HHS.
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MEC does not include coverage under plans that offer only HIPAA-
excepted benefits or other limited-scope benefits offered under a 
separate policy. [Reg. §1.5000A-2(g)]

  Government-Sponsored Programs
Government-sponsored programs include the follow-
ing: [Reg. §1.500A-2(b)]
• The Medicare program under part A of Title XVIII of 

the Social Security Act;
• The Medicaid program under Title XIX of the So-

cial Security Act, but not optional coverage of family planning 
services, optional coverage of tuberculosis-related services, 
coverage of pregnancy-related services or coverage of medical 
emergency services. [Reg. §1.5000A-2(b)(1)(ii)]

• The Children’s Health Insurance Program (CHIP) under Title XXI 
of the Social Security Act.

• Medical coverage under Chapter 55 of Title 10, U.S.C., including 
coverage under the TRICARE program.

• The medical benefits package authorized for eligible veterans 
under 38 U.S.C. 1710 and 38 U.S.C. 1705.

• The Civilian Health and Medical Program of the Department of 
Veterans Affairs (CHAMPVA) authorized under 38 U.S.C. 1781.

• The comprehensive health care program authorized under 38 
U.S.C. 1803 and 38 U.S.C. 1821 for certain children of Vietnam 
veterans and veterans of covered service in Korea who are suf-
fering from spina bifida.

• A health plan under Section 2504(e) of Title 22, U.S.C. for Peace 
Corps volunteers.

• The Nonappropriated Fund Health Benefits Program of the 
Department of Defense.

   Eligible Employer-Sponsored Plan
In general, an eligible employer-sponsored plan means, with re-
spect to any employee, a group health plan (whether an insured 
group health plan or a self-insured group health plan) or group 
health insurance coverage offered by an employer to the employee 
that is: [IRC §5000A(f)(2); Reg. §1.5000A-2(c)(1)]
• A governmental plan offered by a state, local government or 

federal employer. 
• Any plan or coverage offered in the small or large group market 

within a state. 
• A grandfathered health plan (that is, a group health plan that was 

in existence on March 23, 2010) offered in a group market. See 
Grandfathered Health Plan in the next column.

An eligible employer-sponsored plan includes COBRA and retiree 
coverage.

   Plan in the Individual Market
A plan in the individual market means health insurance coverage 
offered to individuals not in connection with a group health plan, 
including a qualified health plan (QHP) offered by an exchange. 
[Reg. §1.5000A-2(d)]
  Qualified Health Plan (QHP). A QHP is a health plan that (1) has in 
effect a certification that it meets the criteria described by each ex-
change through which it is offered, (2) provides an essential health 
benefits package and (3) is offered by a health insurance issuer 
that is licensed and in good standing. [Reg. §1-5000A-1(d)(14)]
Health plan. The term health plan means health insurance cover-
age and a group health plan. It does not include self-insured plans 
or multiple employer welfare plans or arrangements to the extent 
they are not subject to state insurance regulation.
Health insurance coverage. The term health insurance cover-
age means benefits consisting of medical care (provided directly, 
through insurance or reimbursement, or otherwise and including 

items and services paid for as medical care) under any (1) hospital 
or medical service policy or certificate, (2) hospital or medical ser-
vice plan contract or (3) health maintenance organization contract 
offered by a health insurance issuer.
Medical care. Medical care means amounts paid for:
1) The diagnosis, cure, mitigation, treatment or 

prevention of disease, or amounts paid for 
the purpose of affecting any structure or 
function of the body;

2) Amounts paid for transportation primarily for 
and essential to medical care as described 
in item 1 above and

3) Amounts paid for insurance covering both 
items 1 and 2 above.

Health insurance issuer. A health insurance issuer is an insur-
ance company, insurance service or insurance organization that 
is licensed to engage in the business of insurance in a state and 
is subject to state law that regulates insurance.
  Essential benefits package. An essential health benefits pack-
age (1) provides for essential health benefits (see Essential health 
benefits below), (2) limits cost-sharing for such coverage and (3) 
provides either a Bronze (actuarially equivalent to 60% of the full 
actuarial value of the benefits provided under the plan), Silver 
(70%), Gold (80%) or Platinum (90%) level of coverage.
  Essential health benefits. In general, the Secretary of the De-
partment of Health & Human Services (HHS) will define essential 
health benefits, except that the benefits must include at least the 
following general categories and the items and services as follows:
• Ambulatory patient services;
• Emergency services;
• Hospitalization;
• Maternity and newborn care;
• Mental health and substance use disorder services, including 

behavioral health treatment;
• Prescription drugs;
• Rehabilitative and habilitative services and devices;
• Laboratory services;
• Preventative and wellness services and chronic 

disease management and
• Pediatric services, including oral and vision care.

    Grandfathered Health Plan
A grandfathered health plan includes any group health 
plan or group health insurance coverage that an indi-
vidual was enrolled in on March 23, 2010, regardless of whether 
the individual renews such coverage after March 23, 2010.
With respect to a group health plan or health insurance coverage 
that an individual was enrolled in on March 23, 2010, and that is 
renewed after that date, family members of the individual are per-
mitted to enroll in the plan or coverage, if enrollment is permitted 
under the terms of the plan in effect as of March 23, 2010.
A group health plan that provides coverage on March 23, 2010, 
may provide for the enrolling of new employees (and their families) 
in the plan.

 Other Health Benefits Coverage
MEC includes any plan or arrangement recognized by the HHS 
Secretary as MEC. HHS has so far determined that the following 
also qualify as MEC: (HHS Reg. 45 CFR 156.602)
• Self-funded student health insurance plans as defined in the 

Higher Education Act of 1965 for plan years beginning on or 
before December 31, 2014. For plan years beginning after 

Continued on the next page
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December 31, 2014, the sponsor can apply to have the coverage 
designated as MEC.

• Foreign nationals residing in the U.S. that are covered by health 
coverage from their country of citizenship.

• Refugee medical assistance supported by the Administration for 
Children and Families, a federally-funded program that provides 
up to eight months of coverage to certain noncitizens 
who are considered refugees under the Immi-
gration and Naturalization Act.

• Medicare advantage plans under Part C of 
Title XVIII of the Social Security Act, that 
provides Medicare Parts A and B benefits 
through a private insurer.

• AmeriCorps coverage offered to AmeriCorps volunteers, 
which is the domestic counterpart to the Peace Corps.

• State high-risk pools for a plan or policy years beginning on or 
before December 31, 2014. For plan or policy years beginning 
after December 31, 2014, sponsors may apply to be recognized 
as MEC. 

  Coverage That Does Not Qualify as MEC
MEC does not include: [Reg. §1.5000A-2(g)]
• Coverage only for accident or disability income insurance, or any 

combination thereof;
• Coverage issued as a supplement to liability insurance;
• Liability insurance, including general liability insurance and au-

tomobile liability insurance;
• Workers’ compensation or similar insurance;
• Automobile medical payment insurance;
• Credit-only insurance;
• Coverage for on-site medical clinics;
• Other similar insurance coverage, specified in regulations, under 

which benefits for medical care are secondary or incidental to 
other insurance benefits;

• Limited scope dental or vision benefits;
• Benefits for long-term care, nursing home care, home health care, 

community-based care or any combination thereof;
• Coverage only for a specified disease or illness or
• Hospital indemnity or other fixed indemnity insurance.

    INDIVIDUAL SHARED RESPONSIBILITY 
PENALTY

 Beginning January 1, 2014, individuals who do not meet certain 
exemption criteria (see Individuals Not Subject to the Shared 
Responsibility Penalty in the next column) must have minimum 
essential health insurance coverage. For every month that the 
nonexempt individual (or that individual’s nonexempt dependents) 
does not have MEC (see What Is the Required Health Insurance 
Coverage? on Page 1-2), a penalty (that is, the individual shared 
responsibility penalty) is imposed [IRC §5000A(b); Reg. §1.5000A-
1(c)(1) ]. The amount of any payment owed depends on the number 
of months in a given year an individual is without coverage or an 
exemption. [IRC §5000A(b); Reg. §1.5000A-1(a)]

 Note: Notice 2013-42 (June 26, 2013), provides transitional 
relief from the shared responsibility payment for individuals who are 
eligible to enroll in eligible employer-sponsored health plans with 
a plan year other than a calendar year (noncalendar year plans) 
if the plan year begins in 2013 and ends in 2014 (2013–2014 plan 
year). The transition relief applies to an employee, or an individual 
related to the employee, who is eligible to enroll in a noncalendar 
year eligible employer-sponsored plan with a 2013–2014 plan year. 
The transition relief begins in January 2014 and continues through 
the month in which the 2013–2014 plan year ends.

Joint filers. For taxpayers who file a joint return, the spouse is 
jointly liable for the penalty. [IRC §5000A(b)(3)(B); Reg. §1.5000A-
1(c)(3)]
 Liability for dependents. If a nonexempt individual is a depen-
dent of another taxpayer, then the other taxpayer is liable for the 
shared responsibility penalty for that person [IRC §5000A(b)(3)(A); 
Reg. §1.5000A-1(c)(2) ]. See Determining Dependent Status on 
Page 1-5.

Example #1: Erin, age 25, is single and does not qualify as another taxpayer’s 
dependent. She does not qualify for any exceptions under IRC Section 
5000A(d), so she is an applicable individual who is subject to the shared 
responsibility penalty if she does not maintain MEC.
Example #2: Brent and Tara, both age 30, are married and file a joint income 
tax return. Brent has MEC through a health insurance plan at work, but Tara 
has no health insurance coverage. They are both applicable individuals. Both 
Brent and Tara are responsible for Tara’s shared responsibility penalty.
Example #3: Tony and Delmy, both age 32, are married and file a joint income 
tax return. Their son Donny, age 4, qualifies as their dependent under IRC 
Section 152. All three are applicable individuals. Tony and Delmy each have 
individual MEC through work, but their son, Donny, does not. Both Tony and 
Delmy are responsible for Donny’s shared responsibility penalty.

Dependents adopted or placed in foster care dur-
ing the year. Taxpayers who adopt a nonexempt 
individual or take in a nonexempt eligible foster child 
during the tax year are responsible for their shared 
responsibility penalty only for the full months in the 
calendar year that follow the month that the adoption 
or foster care begins [Reg. §1.5000A-1(c)(2)(ii)(A)]. 
They must be able to claim the individual as a depen-
dent for income tax purposes. An eligible foster child is 
an individual who is placed with the taxpayer by an authorized 
placement agency or by judgment, decree or other order of any 
court of competent jurisdiction. [IRC §152(f)(1)(C)]

Example: Jim and Diana are married and file a joint income tax return. During 
January 2016, they initiate proceedings for the legal adoption of Ben, who is 2 
years old. On May 15, 2016, Ben becomes the adopted child and resides with 
Jim and Diana for the remainder of 2016. Prior to the adoption, Ben resides 
with Helen, an unmarried individual who was providing all of Ben’s support. 
For 2016, Ben meets all requirements under IRC Section 152 to be Jim and 
Diana’s dependent, and not Helen’s.
Jim and Diana are not liable for a shared responsibility payment attributable 
to Ben for January through May 2016, but are liable for a shared responsibility 
payment attributable to Ben, if any, for June through December 2016. Helen 
is not liable for a shared responsibility payment attributable to Ben for any 
month during 2016, because Ben is not Helen’s dependent for 2016 under 
IRC Section 152.

    INDIVIDUALS NOT SUBJECT TO THE 
SHARED RESPONSIBILITY PENALTY

Generally, applicable individuals who do not maintain MEC will be 
subject to the shared responsibility penalty (see Applicable indi-
viduals on Page 1-1 for statutory exemptions from being classified 
as an applicable individual). However, an applicable individual who 
does not maintain MEC is exempt from the shared responsible 
penalty if: [IRC §5000A(d) and (e); Reg. §1.5000A-3]
• The individual cannot afford coverage,
• The individual’s household income is below the filing threshold,
• The individual is a member of an Indian tribe or
• The individual has a short coverage gap. 


