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IntroductionIntroductionIntroductionIntroduction    

    

On June 28, 2012, the U.S. Supreme Court upheld the Patient Protection and Affordable Care Act (ACA), 

also known as “Obamacare,” as a legitimate exercise of Congress’ power to tax. Our brief to the Court 

asserted that the individual mandate is a penalty and not a tax,1 so the Court’s conclusion that it is a “tax” 

raises certain questions. How will it work? How will it affect families’ tax bills? How might it change 

taxpayers’ behavior? 

 

The RulesThe RulesThe RulesThe Rules    

    

The ACA “tax” for not purchasing health insurance is a little complicated. Effective January 1, 2014, most 

Americans without health insurance will be required to make a payment to the U.S. government. Once fully 

in effect, it is the greater of: 

 

A. A flat amount of $695 per adult taxpayer plus $347.50 per dependent under 18. This is the fully 

phased in amount in 2016, which is adjusted for inflation thereafter. In 2014 it will be $95 per adult 

plus $47.50 per dependent. In 2015 it will be $325 per adult plus $162.50 per dependent. The flat 

amount per family cannot exceed three times that for a single individual. 

 

B. 2.5 percent of income over the filing threshold2 for federal income taxes. The threshold for 2011 was 

$9,500 for most single filers, $19,000 for most married filers, and $12,200 for heads of household. 

It is indexed to inflation.  

 

The total tax cannot exceed the national average premium for “bronze level” qualified health plans offered 

through exchanges, where bronze plans are those that cover 60 percent of expenses for a standard 

population. The Congressional Budget Office (CBO) estimates that in 2016 this average premium would be 

about $4,750 for single policies and $12,250 for family policies. 3 

                                                           
1 Richard Morrison, Supreme Court’s Health Care Tax Verdict Flawed, http://taxfoundation.org/article/supreme-courts-health-care-

tax-verdict-flawed. 
2 Internal Revenue Service, Publication 501, http://www.irs.gov/publications/p501/ar02.html. 
3 Letter from Douglas W. Elmendorf, Director, Congressional Budget Office, to Senator Olympia Snowe (Jan. 11, 2010), 

http://www.cbo.gov/sites/default/files/cbofiles/ftpdocs/108xx/doc10884/01-11-premiums_for_bronze_plan.pdf. 
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However, a number of people are exempt, from both the mandate and the tax, including: 4 

 

1) Those earning less than the filing threshold for federal income taxes. 

2) Those with certain hardships, determined by the Secretary of Health and Human Services. 

3) Members of certain religious organizations. 

4) Members of certain Indian tribes. 

5) Americans living abroad. 

6) Inmates. 

 

One part of the law that the Supreme Court struck down was the requirement that states provide Medicaid 

coverage for all those making less than 133 percent of the poverty level. This means a much larger number 

of low-income people could be subject to the tax, particularly childless adults and working parents.5 

 

The EffectsThe EffectsThe EffectsThe Effects    

    

The table below shows how the mandate would work for various family arrangements and income levels, 

using the fully phased in numbers for 2016.  

    
Tax/Penalty for Being Uninsured, by Income and Family Size 
 Income of $25,000 Income of $50,000 Income of $100,000 Income of $500,000 

Family Type in $ 
as % of 
Income in $ 

as % of 
Income in $ 

as % of 
Income in $ 

as % of 
Income 

Single $695.00 2.78% $1,012.50 2.03% $2,262.50 2.26% $4,750.00 0.95% 

Single with One 
Dependent 

$1,042.50 4.17% $1,042.50 2.09% $2,195.00 2.20% $12,195.00 2.44% 

Single with Two 
or more 
Dependents 

$1,390.00 5.56% $1,390.00 2.78% $2,195.00 2.20% $12,195.00 2.44% 

Married Couple $1,390.00 5.56% $1,390.00 2.78% $2,025.00 2.03% $12,025.00 2.41% 

Married with 
One Dependent 

$1,737.50 6.95% $1,737.50 3.48% $2,025.00 2.03% $12,025.00 2.41% 

Married with 
Two or more 
Dependents 

$2,085.00 8.34% $2,085.00 4.17% $2,085.00 2.09% $12,025.00 2.41% 

 

First, we can see that this is a big tax, particularly on the poor. Most of the uninsured will end up paying at 

least $1,000. A single filer earning $25,000 will pay $695, which is 2.78 percent of his income. A family of 

                                                           

4 Congressional Research Service, Hinda Chaikind & Chris L. Peterson, Individual Mandate and Related Information Requirements 

under PPACA, http://www.nahu.org/legislative/resources/Individual%20Mandate%20and%20Related.pdf. 
5 Currently, states are required to provide Medicaid coverage for only two types of individuals earning less than 133 percent of the 

federal poverty level: pregnant women and pre-school children.  Other individuals are covered as well but the income threshold is 

lower: 100 percent of the federal poverty level for school-age children, 75 percent of the federal poverty level for the elderly and 

disabled, and 28 percent (varies by state) of the federal poverty level for working parents.  ACA would have raised the coverage 

threshold to 133 percent for all these groups as well as childless adults.  For more, see Kaiser Commission on Medicaid and the 

Uninsured, Federal Core Requirements and State Options in Medicaid: Current Policies and Key Issues, April 2011, 

http://www.kff.org/medicaid/upload/8174.pdf. 
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four earning $25,000 will pay $2,085, which is 8.34 percent of their income. A family of four earning 

$20,000 (not shown) will also pay $2085, which is more than 10 percent of their income. 

 

Second, higher income families generally pay a higher amount, but actually a smaller percent of their 

income, making this a regressive tax. While a family of four earning $20,000 will pay more than 10 percent 

of income, the same family earning $100,000 will pay about 2 percent of income.  

 

The CBO in 2010 estimated that 3.9 million people would pay the tax in 2016, and the vast majority would 

be low- and middle-income households (76 percent would earn less than 500 percent of the federal poverty 

level, or about $120,000 for a family of four).6 Recall that this was before the Supreme Court’s decision to 

allow states to opt out of Medicaid expansion, so depending on how states react, we can expect a larger 

number of low- and middle-income households to pay the tax. The American Action Forum estimates that 

if only six states choose to opt out of Medicaid expansion this would reduce Medicaid enrollees by about 4.4 

million. Of those, 3.2 million would choose to purchase private insurance through exchanges, leaving 1.2 

million who would potentially be subject to the tax, which is in addition to the 3.9 million estimated by the 

CBO.7 Finally, the CBO has just re-estimated the effects given the Supreme Court ruling, finding that there 

would be 6 million fewer enrollees in Medicaid as a result of the ruling and half of those would choose to 

purchase private insurance. That leaves 3 million people potentially subject to the tax, in addition to the 3.9 

million earlier estimated. However, the CBO argues that few of them would actually pay the tax, due to 

low-income exemptions.8 

 

The CBO estimates that by 2016 about half of the roughly 55 million currently uninsured will gain 

insurance either through Medicaid or private insurance exchanges. As such, ACA represents, in the main, a 

massive transfer of wealth from the uninsured, who are largely low- and middle-income earners, to insurance 

companies and the larger healthcare industry. It is hard to predict how the healthcare industry will respond 

in terms of quality. It also means healthcare usage will likely increase, since insurance reduces the out-of-

pocket expense of healthcare. The Centers for Medicare and Medicaid Services predict that healthcare 

expenditures as a share of GDP will climb from 17.8 percent in 2013 to 19.6 percent in 2021.9 That is 

double what any other country spends on healthcare.10 

 

However, many may chose to remain uninsured, and the resulting mandate tax will produce a number of 

unintended consequences and detrimental effects. First, there is the unknown administrative and 

                                                           

6 See Congressional Budget Office, Payment of Penalties for Being Uninsured Under the Patient Protection and Affordable Care Act 

(Apr. 22, 2010), 

http://www.cbo.gov/sites/default/files/cbofiles/ftpdocs/113xx/doc11379/individual_mandate_penalties-04-22.pdf.  
7 For more, see Douglas Holtz-Eakin & Michael Ramlet, Congressional Budget Office Revision to the Affordable Care Act Baseline, 

http://americanactionforum.org/topic/congressional-budget-office-revision-affordable-care-act-baseline. 
8 The CBO did not re-estimate the distribution of the tax.  For more, see Congressional Budget Office, Estimates for the Insurance 

Coverage Provision of the Affordable Care Act Updated for the Recent Supreme Court Decision (July 24, 2012), 

http://www.cbo.gov/sites/default/files/cbofiles/attachments/43472-07-24-2012-CoverageEstimates.pdf. 
9 Merrill Goozner, Recession’s Upside: Slowdown in Health-Care Spending, THE FISCAL TIMES, June 13, 2012, 

http://www.thefiscaltimes.com/Articles/2012/06/13/Recessions-Upside-Slowdown-in-Health-Care-Spending.aspx. 
10 Michael B. Sauter, Countries That Spend the Most on Health Care, Foxbusiness.com, Mar. 29, 2012, 

http://www.foxbusiness.com/industries/2012/03/29/countries-that-spend-most-on-health-care/. 
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compliance costs of asking the IRS, a revenue agency, to verify the purchase of health insurance. Second, 

economic distortions will abound. For instance, low-income taxpayers will have an incentive to get under 

the filing threshold. For a family of four, that threshold is $19,000, meaning that earning even $1 above that 

will incur a tax of $2,085. For high-income earners, the mandate amounts to an additional income tax of 2 

to 4 percent. This could cause many to reduce their earnings either by shielding it in various ways or by 

working less. In the extreme, it could cause many high-income earners to move to low-tax, low-healthcare-

cost countries, such as Singapore.11 

    

ConclusionConclusionConclusionConclusion    

    

The Supreme Court decided to treat the individual mandate as a tax instead of a penalty, partly on the basis 

that the mandate would not impose an “exceedingly heavy burden.”12 This view is not supported by the 

numbers. The tax/penalty would be at least $1,000 for most of the uninsured and more than $12,000 for 

high-income earners. Low-income families would be hit the hardest, as the tax would be as high as 10 

percent of income. As a result, it is estimated that about half of the uninsured will either receive coverage 

under Medicaid or choose to purchase insurance through exchanges, rather than pay the tax. The main 

effects would be 1) a transfer of wealth from the uninsured to the healthcare industry, and 2) more 

healthcare consumption. The U.S already spends roughly twice as much on healthcare as any other country. 

 

For those who choose to remain uninsured, and are not otherwise exempt, the tax/penalty would carry with 

it exceedingly high additional burdens in the form of compliance costs, due to complexity and non-

transparency, as well as administrative costs, as we ask a revenue agency to verify insurance. Finally, the 

economic distortions are likely to be large, if unpredictable. The uninsured would certainly have an 

incentive to reduce their income, either by working less or finding and creating tax shelters. 
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11 For more on Singapore’s low-cost healthcare system, see Bryan Caplan, Singapore’s Health Care System: A Free Lunch You Can 

Sink Your Teeth Into, LIBRARY OF ECONOMICS AND LIBERTY, http://econlog.econlib.org/archives/2008/01/singapores_heal.html. 

Facebook billionaire Eduardo Saverin renounced his U.S. citizenship this year to become a citizen of Singapore. For more on that, 

see Joseph Henchman, Outraged By Facebook Expatriate, Sens. Schumer and Casey Propose Steep "Exit Tax", TAX FOUNDATION TAX 

POLICY BLOG (May 18, 2012), http://taxfoundation.org/blog/outraged-facebook-expatriate-sens-schumer-and-casey-propose-

steep-exit-tax. 
12 Randy Barnett, Mandate Begone! The Logic of Chief Justice Roberts’ Unique Tax Power Theory, THE VOLOKH CONSPIRACY, 

http://www.volokh.com/2012/07/06/mandate-begone-the-logic-of-chief-justice-roberts-unique-tax-power-theory/. 
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