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Background  
Sections 1302(c)(2)(A)(i) and 1302(c)(2)(A)(ii) of the Affordable Care Act (ACA) mandated that, 
as part of the Essential Health Benefits (EHB), health plans in the small group market must not 
have deductibles above a certain threshold and must have out-of-pocket (OOP) maximums.  
The ACA also required that the limit on deductibles not affect the actuarial value (AV) of the 
plan. Plans would still need to meet the relevant AV threshold to qualify as platinum (90 percent 
AV), gold (80 percent AV), silver (70 percent AV), or bronze (60 percent AV). The Department of 
Health and Human Services (HHS) proposed to set the deductible threshold at $2,000 for self-
only plans and $4,000 for non-self-only plans.  These deductible limits would only apply to plans 
that did not meet the “grandfather” status under the ACA. 

Based on data released by HHS, an estimated 6 percent of enrollment in the small group 
market is in plans with AV levels of 60 percent or below.  However, according to information in 
the 2012 Kaiser-HRET Employer Health Benefits Annual Survey, 27 percent of covered workers 
at small firms had deductibles above $2,000, and 11 percent of all covered workers had OOP 
maximum amounts of $5,000 or higher.  An analysis published by the Kaiser Family Foundation 
in April 2012 estimated different benefit structures for both bronze and silver plans, but could not 
create a bronze plan that had a deductible below $2,000 as well as an out-of-pocket cap that 
met the current requirements.1 

Due to concerns voiced by stakeholders regarding the feasibility of creating bronze tier plans 
that would comply with the maximum deductible cap along with other reasonable cost-sharing 
requirements, HHS proposed to allow plans in the small group market to exceed the limit “if it 
cannot reasonably reach a given level of coverage (metal tier) without doing so.”  HHS finalized 
this guidance for plan year 2014 in its final rule published on February 25, 2013.  However, 
stakeholders has expressed concern that HHS may not extend this allowance in future years 
given the discrepancy between the statutory language in the ACA regarding deductible limits 
and the rules finalized by HHS for plan year 2014. 

Avalere Health has prepared this analysis for the Council for Affordable Health Care upon the 
request of, and with financial support from, a subset of the Council’s members. 

Data Sources 
We used the following data sources to develop our estimate: 

• “Cost of the Future Newly Insured under the Affordable Care Act (ACA)”. Society of 
Actuaries, March 2013.  Available at http://www.soa.org/News-and-
Publications/Newsroom/Press-Releases/ACA-Driven-Changes/  

• “Effects of the Affordable Care Act on Health Insurance Coverage – February 2013 
Baseline”. Congressional Budget Office, February 2013.  Available at 
http://www.cbo.gov/publication/43900.  

• “Patient Protection and Affordable Care Act; Standards Related to Essential Health 
Benefits, Actuarial Value, and Accreditation”. Department of Health and Human 
Services, February 2013.  Published in the Federal Register, vol. 78, no. 37, pages 
12834-12872. Available at http://cciio.cms.gov/resources/regulations/.  

                                                 
1 Kaiser Family Foundation. “Patient Cost-Sharing Under the Affordable Care Act”. April, 2012. Available at 
http://www.kff.org/healthreform/upload/8303.pdf. 
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• Actuarial Value Calculator. Published by the Department of Health and Human Services, 
February 2013.  Available at http://cciio.cms.gov/resources/regulations/. 

• “Employer Health Benefits 2012 Annual Survey”. Kaiser Family Foundation and Health 
Research & Educational Trust (HRET), September 2012.  Available at 
http://ehbs.kff.org/?page=abstract&id=1.  

Assumptions and Methodology 

Estimates of changes absent the deductible cap exception 

• Distribution of small group covered lives by AV tier: According to Society of 
Actuaries (SOA) data an estimated 42 million individuals are covered by plans in the 
small group market.  Of these 42 million lives, data from HHS suggests that 24 percent 
are enrolled in plans with an approximate 90 percent AV (platinum plans), 64 percent are 
enrolled in plans with an 80 percent AV (gold plans), 7 percent are enrolled in plans with 
a 70 percent AV (silver plans), and 6 percent are enrolled in plans with a 60 percent AV 
(bronze plans).  

• Estimated 2013 premiums for small group coverage: The SOA has estimated the 
average medical & pharmacy cost in 2014 associated with covered lives in the small 
group market will be approximately $5,800 per year.  This amount does not include any 
administrative costs, does not account for the AV of a specific plan, and is prior to the 
effects of any changes in the small group market. Based on statements from several 
health insurers regarding the average cost trend in the small group market, we assumed 
a 10 percent increase in costs between 2013 and 2014, resulting in an estimated 2013 
medical cost of $5,300.  We next assumed the average small group plan met the 
medical loss ratio (MLR) requirement of 80 percent, which led to a pre-AV premium of 
$6,200 per year.  Applying the average distribution of lives by AV type (described 
above), we estimate the average 2013 premium across all plans types in the small group 
market is approximately $5,000 per year, or an average AV of 80.5 percent. 

• Change in small group coverage absent deductible cap exception: The SOA 
estimates that, by the time all the changes in the insurance market are complete, 9 
percent of individuals with small group health insurance will shift to other sources.2 SOA 
estimates that 5 percent of covered lives will move to individual coverage on the new 
insurance marketplace, 3 percent will move to Medicaid, and 1 percent will drop health 
insurance entirely.  These shifts are largely the result of small employers dropping 
coverage entirely.  We assume that, absent the deductible cap exception, the bulk of the 
dropped coverage will be in plans that currently have an AV of 60 percent, as these 
employers would be less likely to alter their benefit structure when there are viable 
options for their employees in other markets.  We also estimate that the effect of these 
changes will take 4 years to fully implement. 

o Absent the deductible cap exception, we estimate the distribution of the 41 
million covered lives in the small group market by AV tier in 2014 will be: 24.1 
percent in platinum plans, 64.9 percent in gold plans, 7.2 percent in silver plans, 
and 3.8 percent in bronze plans. 

                                                 
2 Note that SOA also estimates 26 percent of current small group coverage will shift to the new Small Business Health Options 
Program, or SHOP. 
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o Using the estimated medical costs for enrollees in the small group market in 
2014 from the SOA, we estimate an average small group premium of $5,680 and 
an average AV of 80.9 percent. 

• Subsidies for former small group lives enrolled in the individual marketplace: The 
5 percent of former small group lives that shift to the new individual marketplace 
represents 58 percent of all individuals who lose small group coverage.  We assume the 
income distribution for this group matches the overall individual marketplace enrollment.  
The CBO currently estimates 86 percent of all lives in the marketplace will qualify for 
subsidies in 2014, decreasing to 81 percent in 2023. We also assume these former 
small group lives will receive approximately the same level of subsidy as CBO estimates 
for other lives in the marketplace ($5,510 in 2014 increasing to $8,339 in 2023). 

• Penalties for former small group lives that drop coverage entirely: The 1 percent of 
the small group lives that will not have any health insurance coverage represents 8 
percent of all individuals who lose small group coverage.  We assume a portion of these 
individuals will be required to pay the new penalty for lack of health insurance coverage.  
CBO currently estimates an average penalty per uninsured life of $79 in 2015, 
increasing to $241 in 2023; we note this estimate accounts for the estimated number of 
uninsured individuals who would not have to pay the penalty due to income or other 
exemptions, the average collection rate by the Internal Revenue Service (IRS), and the 
likely timing of actual penalty payments. 

• Effect on taxable wages from dropped coverage: We assume that employers that 
drop health insurance coverage will increase wages to their employees.  Based on data 
from the KFF/HRET survey, we estimate that the average employer contributes 80 
percent of the cost of the premium while the employee contributes the remaining 20 
percent.  We also assume that employers will not increase wages by the entire 80 
percent, but will instead retain 50 percent of these costs and pass along the remaining 
50 percent.  While the general economic literature supports the notion that employers 
will largely increase wages to compensate for dropping health coverage3, there is also 
evidence that employees will work fewer hours rather than require higher wages.4  There 
is no direct evidence on the specific split of these two factors (wages versus hours), nor 
the effect of other factors that will influence this tradeoff, so we have settled on a 50 
percent distribution. Combined with the 20 percent from the employee, we estimate 
taxable wages will increase by an average of $3,200 per year per covered life.  We apply 
a marginal tax rate of 15 percent to this increase, as we believe the majority of 
employers dropping coverage will have low-wage employees.  

Effects due to removing the deductible cap 

• Distribution of small group covered lives by AV tier: We assume removing the 
deductible cap will result in more employers with bronze tier coverage to continue 
offering health insurance to their employees.  By allowing deductibles above the $2,000 
cap, bronze tier plans will require less shifts in general benefit design, which we estimate 
will result in less disruption in this subset of the market.  Using an elasticity rate of -0.87 

                                                 
3 Olsen “Do Workers Accept Lower Wages in Exchange for Health Benefits?” Journal of Labor Economics; vol. 20, no. S2 (2002), pp 
S91-S114. 
4 Cutler “Labor Market Reponses to Rising Health Insurance Costs: Evidence on Hours Worked” National Bureau of Economic 
Research Working Paper No. 5255, April 1996. 
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for the small group insurance market, our analysis suggests that, of an estimated 1 
million covered lives in bronze tier plans who would lose coverage by 2017 due to their 
employers no longer offering health insurance, approximately 100 thousand (17 percent) 
would remain covered by their employers in bronze tier plans with deductibles above 
$2,000.  We note this is an estimated increase of less than 1 percent of the total small 
group market. 

o With the deductible cap exception, we estimate the distribution of the 41.1 million 
covered lives in the small group market by AV tier in 2014 will be: 23.9 percent in 
platinum plans, 64.5 percent in gold plans, 7.2 percent in silver plans, and 4.4 
percent in bronze plans. 

o Using this revised distribution of lives by tier, we estimate the average premium 
in the small group market in 2014 will be $5,660, and the average AV will be 80.8 
percent. 

• Effect on subsidies in the individual marketplace: We estimate 56 thousand fewer 
people will receive subsidies in 2014 due to the removal of the deductible cap.  HHS 
also estimates that the average medical cost of individuals with bronze level small group 
coverage have lower-than-average medical costs.  As a result, we estimate the average 
subsidy for all other lives in the new individual insurance marketplace will increase by 
0.1 percent.  

• Effect on taxable wages from non-dropped coverage: In addition to calculating the 
increase in taxable wages due to dropped coverage (described above), we also 
estimated the increase in taxable wages for employees who would have lower insurance 
premiums due to the modification of the deductible cap. As described above, we 
estimate the average small group premium without the deductible cap would be $5,660, 
lower than the average small group premium with the deductible cap of $5,680.  Using 
the same assumptions regarding employer contribution, with this minimal change in 
premium costs we assume employers will only pass along an average of 5 percent of the 
savings to employees, resulting in a total taxable wage increase of $4 per covered life.  
Since this group will have slightly higher incomes than the group described above that 
lost coverage entirely, we applied a marginal tax rate of 21 percent to calculate the 
increase in taxes.   

• Probability of continued HHS waiver of deductible cap: Given the uncertainties 
associated with the HHS waiver, which could be considered a violation of the ACA 
requirement, we applied a 50 percent probability to our estimates for each year between 
2015 and 2023.  We note that we have no estimated impact of legislation modifying the 
deductible cap in 2014, as the HHS guidance provides 100 percent certainty for the first 
year. 


