
The American Rescue Plan (ARPA):
Impact on the Affordable Care Act (ACA) Subsidies and 
Penalties on Applicable Large Employers (ALE)

Quick Summary
The American Rescue Plan Act (ARPA) temporarily expands the ACA Marketplace/Exchange 
subsidies, which in turn has the potential to expand the likelihood that Applicable Large 
Employers (ALEs) could be flagged for Affordable Care Act (ACA) penalties under the 
Employer Shared Responsibility (ESR) provisions. ALEs should take steps now through our 
GBS 4 Step toolkit to ensure they are offering affordable, minimum value coverage to at 
least 95% of full-time employees and their dependents. The toolkit also instructs ALEs how 
to create and accurately administer their written measurement method policy. 

Background
The Affordable Care Act (ACA) Marketplace/Exchange (ACA Exchange) is an online 
marketplace of private individual and family health plans offered by several insurance 
companies. The ACA Exchange was created by the federal government in alignment with the 
ACA and is administered by either a state or the federal government, depending on 
individual state implementation. Consumers can compare numerous health insurance plans 
side-by-side and purchase the coverage that best fits their needs. Although the insurance 
offered on the ACA Exchange is private, federal government subsidies are provided for 
certain lower income individuals who qualify. The subsidies, also referred to as ACA Premium 
Tax Credits (APTCs), reduce the amount that must be paid toward a monthly premium for 
individual/family medical insurance, thus making private insurance more affordable. 
Individuals and families qualify for these subsidies if they:

• have a household income between 100% and 400% of the Federal Poverty Level (FPL)
• purchase the individual/family medical insurance through the ACA Exchange
• are not offered affordable, minimum value medical insurance through their employer

In part to reduce the number of individuals qualifying for subsidies, the ACA Employer 
Shared Responsibility (ESR) provisions encourages an applicable large employer (ALE) to 
offer group health insurance to its full-time employees by imposing a penalty against ALEs 
that do not offer affordable minimum value coverage to at least 95% of its full-time 
employees and their dependents. However, even if an ALE fails to comply, it will still avoid IRS 
penalties if none of its full-time employees purchase coverage in the ACA Exchange and 
qualify for a subsidy. 

As mentioned, normally the subsidy is limited to individuals and households living between 
100% to 400% of the FPL, but the American Rescue Plan Act of 2021 (ARPA) temporarily 
expands subsidy qualification beyond the cap of 400% FPL.
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The Impact of ARPA on ACA Subsidies and Applicable Large Employers (ALEs)
The American Rescue Plan Act (ARPA) became law in March 2021 and to date is the most recent 
attempt by the U.S. Congress to help repair the damage caused by the COVID pandemic. 
Financial relief is provided for individuals, state and local governments, schools, businesses and 
more. One of the provisions intended to provide relief to individuals includes temporarily 
expanding the amount and availability of subsidies in the Affordable Care Act (ACA) 
Marketplace/Exchange (ACA Exchange). 

• For a period of two years, the ARPA temporarily expands subsidy qualifiers for individuals and
families purchasing coverage in the ACA Exchange:

• Increases the federal subsidy amounts available for lower-income individuals, eliminating
premium costs completely for these individuals in some cases; and

• Includes additional federal funding intended to encourage states that did not previously
expand their Medicaid programs to do so now

• Eliminates the 400% FPL cap allowing certain individuals with household income at or above
400% of the federal poverty level to qualify

Eliminating the 400% FPL cap does not mean all individuals living beyond that FPL level will 
qualify for subsidies. Total expected household income is calculated against the second lowest 
cost silver level plan (benchmark plan) in the ACA Exchange. Regardless of the plan individuals 
with household income above 400% of the FPL actually choose, if the cost of the monthly 
premium for the benchmark plan is greater than 8.5% of that income, they will qualify for a 
subsidy and will pay no more than 8.5% of their anticipated household income toward the monthly 
premium. Note that at the end of the year, if individuals earn more money than anticipated, they 
may be required to pay back a portion of the subsidy through their annual tax return. For 
examples of subsidy amounts based on household FPL, see the Kaufman & Canoles 2021 Premium 
Tax Credit Quick Reference Chart. 

The expansion is temporary, it will be effective only during calendar years 2021 and 2022. 
Subsidies for current enrollees are retroactive to the beginning of January 1, 2021 and for those 
periods, will likely be claimed as tax refunds for the 2021 tax year. 

Bottom Line Employer Impact and Employer Steps 
The ARPA subsidy expansion creates a greater likelihood that more individuals who purchase 
health insurance in the ACA Exchange will qualify for a subsidy. Because an ALE is flagged for an 
ESR penalty when a full-time employee (appropriately) receives an ACA Exchange subsidy, the 
ARPA expansion creates a greater likelihood that an ALE will receive a penalty letter from the IRS 
-- unless of course, an ALE offers affordable, minimum value coverage to at least 95% of full-time 
employees and dependents.

GBS has a 4 Step Toolkit that walks employers through the information and steps necessary to 
understand and administer benefits correctly under the ACA ESR provisions, thus helping ensure 
that ALEs continually offer affordable, minimum value coverage to at least 95% of full-time 
employees and dependents.
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https://www.kaufcan.com/wp-content/uploads/2020/10/KC-2021-Premium-Tax-Credit-Table-Updated-for-American-Rescue-Plan-Act-03-14-21.pdf


• Step 1: Accurately determine employer size
• Step 2: Accurately determine employer effective date
• Step 3: Accurately confirm offered plan meets minimum value and affordability

o This step includes assistance selecting an affordability safe harbor
• Step 4: Accurately identify full-time employees

o This step includes assistance creating a written measurement method policy and
instruction on how to accurately administer that policy to ensure offers of coverage
are continually extended to at least 95% of full-time employees and dependents.

Contact your GBS team (or carmen.saxon@gbsbenefits.com directly) to start (or continue) the 4 
Step toolkit. Note that the ARPA also provides a 100 percent subsidy for COBRA premiums 
between April 1, 2021 and September 30, 2021. This may reduce the number of employees who 
would normally purchase a plan in the ACA Exchange and qualify for a subsidy. However, expect 
the number of individuals purchasing in the ACA Exchange to rise significantly after September 
2021. 
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This information is provided as educational material only and is not intended as legal, financial or tax advice. Consult 
your legal counsel for complete details on your compliance requirements for your plan(s).

The evolution of the COVID-19 epidemic is constantly evolving. The information in this document is based 
on what known at this time. As things change, we will continue to update you as it affects employee 

benefits compliance rules. 
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