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Key Findings
• �States that do not expand Medicaid for adults leave their 

large employers exposed to higher employer “shared  
responsibility” tax penalties under the ACA. 

• �The federal tax penalties to employers could total $1.03 
billion to $1.55 billion each year in the 25 states that 
have not yet expanded Medicaid for adults. By way of 
example, the decision in Texas to forego the Medicaid 
expansion may increase federal tax penalties on Texas 
employers by $266 to $399 million each year. Likewise, 
employers in Pennsylvania may pay $52 to $77 million 
dollars each year in federal tax penalties if the state does 
not expand Medicaid for adults.

• �Any projections of the “net” costs of Medicaid expansions 
should also reflect the very real costs of the shared respon-
sibility tax penalties to employers in states that do not 
expand Medicaid.

Background and Context
While upholding other provisions of the Affordable Care 
Act (ACA) in June 2012, the U.S. Supreme Court ruled that 
the federal government could not compel states to expand 
Medicaid for certain low-income adults. Federal and state law 
prior to the enactment of the ACA generally limited Medicaid 
eligibility to very low income persons who are aged, blind, dis-
abled, minor children, pregnant women and parents. Congress 
attempted under the ACA to force states to expand Medicaid 
to all categories of low-income adults under age 65 who were 
at or below 138% of the federal poverty level (FPL).1 Under the 
Court’s ruling in NFIB v. Sebelius,2 though, states instead have 
the option rather than an effective requirement to expand 
Medicaid to such adult residents. 

Coverage options for low income residents may be limited 
in states that do not expand Medicaid for adults. In draft-
ing the ACA, members of Congress assumed that individuals 
under 138% FPL would be eligible for the Medicaid expan-
sion. They consequently limited access to the premium 
assistance tax credits to eligible individuals between 100% 
and 400% FPL.3 In states that do not expand Medicaid, 
then, otherwise-ineligible adults under 100% FPL will not 
be eligible for a subsidized coverage option under the ACA. 
Those between 100% and 138% FPL would be eligible for 
the premium assistance tax credits, but they may have to 

pay a monthly premium for coverage through a qualified 
health plan.4 In effect, the decision to not expand eligibil-
ity for Medicaid leaves many people without insurance and 
others potentially eligible for the tax credits. 

Federal tax penalties on employers are tied to state decisions 
about expanding Medicaid for adults. Employers will generally 
not face penalties for their employees who enroll in Medicaid.5 
Under the employer “shared responsibility” provisions of the 
ACA,6 though, employers that offer health coverage and have 
50 or more full-time equivalent employees must generally 
pay up to $3,000 in federal tax penalties for each full-time 
employee who enrolls in the premium assistance tax credits.7 
This shared responsibility provision also caps an employer’s 
total liability at approximately $2,000 multiplied by the total 
number of full-time employees (minus 30).8 While the U.S. 
Treasury delayed the implementation of the employer shared 
responsibility tax penalties by one year, it will begin to enforce 
and collect these new tax penalties in 2015.9 

Some Governors have expressed concern about the future 
costs associated with an expansion of Medicaid in their 
states.10 While the ACA ensures that the federal govern-
ment will pay 100% of the costs of the Medicaid expan-
sion through 2016, states that expand Medicaid for adults 
become responsible for some portion of the costs thereafter 
(starting at 5% in 2017 and rising to 10% of the total costs 
in and after 2020).11 These costs have generated substantial 
discussion among state policy-makers with respect to the 
feasibility of such expansions of the Medicaid program.12 

Paradoxically, state government efforts to constrain Med-
icaid cost growth in and after 2017 may lead to higher 
net taxes for employers in such jurisdictions beginning 
in 2015. If a state foregoes the Medicaid expansion, then 
eligible employees between 100–138% FPL may enroll in the 
premium assistance tax credits. In such circumstances, their 
employers may face the additional shared responsibility tax 
penalties discussed above.13 

Methods
We used data from Current Population Survey 2012-13 from 
the U.S. Census Bureau to estimate the number of unin-
sured adults working full-time under age 65 by state who 
are between 100-150% FPL. To estimate the number of such 
individuals who may be eligible to enroll in the premium 
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tax credit programs, we assumed that:

1. �Persons between 100% FPL and 150% FPL are equally 
distributed (i.e., they are equally likely to be at 124% 
FPL as 139% FPL);14 

2. �46% of uninsured individuals who are employed full-time 
and earn between 100-138% FPL work for companies 
with 50 or more employees;15 

3. �92% of the large firms at which the remaining employees 
work may offer some form of health coverage;16 and

4. �93% of uninsured individuals who are not enrolled in 
employer-sponsored insurance (ESI) actually lack access 
to an “affordable” ESI offer as defined by the Internal 
Revenue Service.17 

Assumptions (2) through (4) allowed us to adjust for the fact 
that some proportion of the uninsured adults between 100-
138% FPL who work full-time are employed by either small 
employers or large firms that may offer affordable coverage. 

Results
Applying these assumptions to these data, we estimate that 
approximately 967,000 full-time uninsured employees under 
age 65 could enroll in the premium assistance tax credits. 
If 100% of such employees were to enroll and no state were 
to expand Medicaid, the collective employer liabilities each 
year for the shared responsibility tax penalties would be 
between $1.93 and $2.90 billion dollars.

Clearly, though, some states are expanding Medicaid. Indeed, 25 
states and the District of Columbia expanded Medicaid for adults 
under 138% FPL, and several others have a pending proposal or 
are considering Medicaid expansions.18 If the 25 opposed and 
undecided states were to reject the Medicaid expansion and the 
eligible employees between 100-138% FPL were to enroll in the 
tax credits, then large employers in those jurisdictions may incur 
liabilities for the shared responsibility tax penalties of up to $1.03 
billion to $1.55 billion each year. For reference, we shaded in Table 
1 the results for those states that have not yet expanded Medicaid 
to adults under 138% FPL. 

Discussion
Our goal was to estimate the order of magnitude of the 
potential employer liabilities by state. While we acknowledge 
that data limitations require us to make simplifying analytical 

assumptions that affect the specific point estimates reported 
above, we believe these results to be directionally correct.19 

We have been relatively conservative in our assumptions, 
though we understand that policy-makers may want to 
refine the estimates with state-specific data that they may 
have at their disposal but which are not freely available to 
the public. For precisely this reason, we have attempted to 
be fully transparent about our methods.

The actual liabilities that employers incur will depend on 
the “uptake” or participation rates among eligible employ-
ees in the new premium assistance tax credit programs 
offered through the new insurance exchanges. Because we 
seek to quantify potential employer tax liabilities, though, 
we do not adjust our estimates with assumptions about 
participation rates (which vary widely among experts20).

This analysis explicitly excludes employees who are cur-
rently insured through an employer. Data from the Current 
Population Survey in 2012–13 suggest that some 2.3 million 
adults are age 19-64, working full-time, are between 100-
150% FPL, and have employer-sponsored health insurance.21 
It is unclear how many of these individuals may drop cover-
age (i.e., because such plans are unaffordable or do not pro-
vide minimum value) and migrate to the exchanges and the 
premium assistance tax credit programs. If this phenom-
enon were to become widespread, the potential employer 
shared responsibility tax penalties would only increase. 

For the reasons discussed above, states that expand Medicaid 
may effectively lower the penalties for employers that do not 
provide health coverage. A state’s decision to expand Medicaid 
is unlikely to have a material effect an employer’s incentive to 
provide employee coverage for several reasons.22 We acknowl-
edge, though, that Medicaid expansions could theoretically 
alter the employer’s calculus in the provision of health cover-
age—and policy-makers should at least be aware of this issue.

Conclusion
These estimates suggest that employers may pay substantially 
higher federal tax penalties under the ACA in states that do 
not expand Medicaid. These costs could exceed $1 billion 
across states that have not yet expanded Medicaid for adults 
under 138% FPL. Any projections of the “net” costs of Medic-
aid expansions should reflect the very real costs of these new 
federal tax penalties to employers in any particular state. 
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Table 1: Estimated § 4980H Employer Tax Penalties by State Absent Medicaid Expansion 
States in shaded rows have not yet expanded Medicaid to adults under 138% FPL

State Uninsured Adults 
(age 18-64, working 
F/T, 100-138% FPL)

APTC-Eligible Expanding Medicaid? 
(for adults  

100–138% FPL)

Potential Employer 
Shared Responsibility Tax Penalties 

(Assuming $2,000 to $3,000 per employee)

US 2,457,000 967,000  $ 1,934,000,000 to $ 2,901,000,000

AL 39,000 15,000 Not at present $ 31,000,000 to $ 46,000,000

AK 5,000 2,000 Not at present $ 4,000,000 to $ 6,000,000

AZ 67,000 27,000 Yes $ 53,000,000 to $ 80,000,000

AR 34,000 13,000 Yes $ 27,000,000 to $ 40,000,000

CA 365,000 143,000 Yes $ 287,000,000 to $ 430,000,000

CO 34,000 14,000 Yes $ 27,000,000 to $ 41,000,000

CT 10,000 4,000 Yes $ 8,000,000 to $ 11,000,000

DE 4,000 2,000 Yes $ 3,000,000 to $ 5,000,000

DC 2,000 1,000 Yes $ 1,000,000 to $ 2,000,000

FL 214,000 84,000 Not at present $ 169,000,000 to $ 253,000,000

GA 89,000 35,000 Not at present $ 70,000,000 to $ 106,000,000

HI 3,000 1,000 Yes $ 3,000,000 to $ 4,000,000

ID 15,000 6,000 Not at present $ 12,000,000 to $ 18,000,000

IL 88,000 35,000 Yes $ 69,000,000 to $ 104,000,000

IN 29,000 11,000 Not at present $ 23,000,000 to $ 34,000,000

IA 14,000 5,000 Yes $ 11,000,000 to $ 16,000,000

KS 22,000 9,000 Not at present $ 17,000,000 to $ 26,000,000

KY 35,000 14,000 Yes $ 28,000,000 to $ 42,000,000

LA 53,000 21,000 Not at present $ 41,000,000 to $ 62,000,000

ME 4,000 1,000 Not at present $ 3,000,000 to $ 4,000,000

MD 28,000 11,000 Yes $ 22,000,000 to $ 33,000,000

MA 4,000 1,000 Yes $ 3,000,000 to $ 4,000,000

MI 54,000 21,000 Yes $ 42,000,000 to $ 63,000,000

MN 20,000 8,000 Yes $ 15,000,000 to $ 23,000,000

MS 22,000 9,000 Not at present $ 18,000,000 to $ 26,000,000

MO 38,000 15,000 Not at present $ 30,000,000 to $ 45,000,000

MT 10,000 4,000 Not at present $ 8,000,000 to $ 12,000,000

NE 14,000 5,000 Not at present $ 11,000,000 to $ 16,000,000

NV 27,000 11,000 Yes $ 21,000,000 to $ 32,000,000

NH 5,000 2,000 Not at present $ 4,000,000 to $ 5,000,000

NJ 66,000 26,000 Yes $ 52,000,000 to $ 78,000,000

NM 18,000 7,000 Yes $ 14,000,000 to $ 21,000,000

NY 87,000 34,000 Yes $ 69,000,000 to $ 103,000,000

NC 101,000 40,000 Not at present $ 80,000,000 to $ 120,000,000

ND 4,000 1,000 Yes $ 3,000,000 to $ 4,000,000

OH 72,000 29,000 Yes $ 57,000,000 to $ 86,000,000

OK 39,000 15,000 Not at present $ 31,000,000 to $ 46,000,000

OR 28,000 11,000 Yes $ 22,000,000 to $ 33,000,000
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Table 1: Estimated § 4980H Employer Tax Penalties by State Absent Medicaid Expansion 
States in shaded rows have not yet expanded Medicaid to adults under 138% FPL

State Uninsured Adults 
(age 18-64, working 
F/T, 100-138% FPL)

APTC-Eligible Expanding Medicaid? 
(for adults  

100–138% FPL)

Potential Employer 
Shared Responsibility Tax Penalties 

(Assuming $2,000 to $3,000 per employee)

PA 66,000 26,000 Not at present $ 52,000,000 to $ 77,000,000

RI 4,000 2,000 Yes $ 3,000,000 to $ 5,000,000

SC 38,000 15,000 Not at present $ 30,000,000 to $ 45,000,000

SD 7,000 3,000 Not at present $ 6,000,000 to $ 9,000,000

TN 61,000 24,000 Not at present $ 48,000,000 to $ 72,000,000

TX 338,000 133,000 Not at present $ 266,000,000 to $ 399,000,000

UT 14,000 6,000 Not at present $ 11,000,000 to $ 17,000,000

VT 2,000 1,000 Yes $ 1,000,000 to $ 2,000,000

VA 54,000 21,000 Not at present $ 42,000,000 to $ 64,000,000

WA 62,000 24,000 Yes $ 49,000,000 to $ 73,000,000

WV 13,000 5,000 Yes $ 10,000,000 to $ 16,000,000

WI 31,000 12,000 Not at present $ 25,000,000 to $ 37,000,000

WY 5,000 2,000 Not at present $ 4,000,000 to $ 5,000,000
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