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Steps in the Tax Return Related to the ACA
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Did everyone on the tax return have coverage all year?

NO Go to Step 2. 

Is anyone on the tax return eligible for an exemption from the coverage 

requirement for any month during the year?

Ç Can this exemption be granted by the IRS on the tax return?

OR

Ç Does this exemption require approval from the Marketplace? 

If no coverage and no exemption, calculate Individual Responsibility 

Payment using tax worksheet.

If someone on the tax return purchased coverage in the Marketplace and 

qualifies for a premium tax credit, complete Form 8962. 

There is a requirement to have health insurance coverage starting Jan. 1, 

2014. People without coverage may pay a shared responsibility payment.  

YES
Step 1

Step 2

Step 3

Step 4



Exemptions



What is minimum essential coverage (MEC)?

QUALIFIES AS MEC

Employer sponsored coverage

ĬEmployee coverage

ĬCOBRA 

ĬRetiree coverage

Individual health insurance 

ĬPurchased from a health insurance company

ĬPurchased through the Marketplace

ĬProvided through a student health plan

Government-sponsored plans

ĬMedicare

ĬMost Medicaid

ĬCHIP

ĬMost TRICARE

ĬMost VA

ĬState high-risk insurance pools

ĬPeace Corps

ĬRefugee Medical Assistance
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LIMITED BENEFITS THAT ARE NOT MEC

ÅSingle-benefit coverage (e.g., dental-only 

or vision-only plans)

ÅAccident or disability insurance

ÅWorkersõ compensation

ÅAmeriCorps/AfterCorpscoverage

ÅLimited-benefit Medicaid

ς Family planning services

ς Tuberculoustreatment

ς Pregnancy-related 

ς Emergency medical condition

ς 1115 demonstrations

ς Medically needy

ÅLimited-benefit TRICARE

ς Space-available care

ς Line-of-duty care

Exemption 

available 

for 2014 ð

no penalty



Who needs an exemption?

ÅMost people have minimum essential coverage (MEC) all year

ïThe vast majority tax filers will be able to check the box on Line 61

ÅEach individual on the tax return who did not have MEC for the entire year should be 

screened for exemption eligibility

ïStart with the exemptions that can be claimed on the tax return

o Much simpler than applying for Marketplace applications on paper!

ïSome exemptions cover specific months; some are good all year

ïSome exemptions can be claimed directly on the tax return; others need 

advance approval from the Marketplace

ïSome exemptions represent òtransition reliefó to help taxpayers in 2014 only
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Form 8965 at a Glance
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Form 8965 ςPart I
Exemptions Granted by the 

Marketplace

Types of Exemption

ÅHardship (14+ types)

ÅMember of certain religious sects

Å Incarceration*

ÅMembership in a Federally-recognized  

Indian tribe*

Å In general, taxpayers must apply for these 

exemptions via paper application.

ÅPeople who were granted an exemption 

will receive an ECN (exemption certificate 

number), a 6 digit letter/number code, 

that must be entered on Form 8965. 

*Can also be claimed directly on the tax return!



Form 8965 at a Glance

Form 8965 ςPart II
Coverage Exemptions for Your 

Entire Household

Type of Exemption
ÅHousehold income below filing threshold

ÅGross income below filing threshold
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ÅExpect tax software to calculate this

ÅThis is the only exemption that 

applies to the entire household for 

the entire year

ÅThe taxpayer does not need to file a 

return just to claim a coverage 

exemption if not otherwise required 

to file and income is below filing 

threshold



Form 8965 at a Glance

Form 8965 ςPart III
Coverage Exemptions for 

Individuals on Your Return

Types of Exemption

Å Insurance is unaffordable (>8% of income)

ÅCertain noncitizens

ÅShort coverage gap (< 3 months)

ÅMonths prior to effective date of MEC that 

is effective on or before May 1, 2014

Å Incarceration 

ÅMembership in a Federally-recognized 

Indian tribe or eligibility for services of 

Indian Health Service

ÅTransition relief for 2014 for certain limited 

benefit and non-calendar year plans

ÅPeople who are eligible for an exemption 

from the IRS will enter an exemption type 

(A-G).
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Types of Exemptions
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Does anyone qualify for a 
Marketplace hardship exemption? 

NO

Exemptions for individuals (duration varies): 

NO

Does the taxpayer have income below the filing threshold? 
Applies to the entire household for the entire year. 

NO

NO

Exemptions for individuals that have a 
limited duration: 

YESDoes the taxpayer already have an exemption from the Marketplace?

Exemption ExemptionCode

Certain noncitizensand citizens living abroad Code C

Health care sharing ministry Code D

Federally-recognized Indiantribe or eligible 
for IHS

Code E

Limited benefit Medicaid Code H

Incarceration Code F

Insurance is unaffordable Code A

Aggregate cost of insurance is unaffordable Code G

Exemption ExemptionCode

Short coverage gap Code B

Coverage by May 1 or 
άƛƴ-ƭƛƴŜέ

Code G

Non-calendar year 
coverage

Code H

Enter on Form 8965, 
Part I

YES Enter on Form 8965, 
Part II

YES Enter on Form 8965, 
Part Iapply



Exemptions for the Household

Part II of Form 8965



Income Below Tax Filing Threshold
11

Line 7a: Household income below filing threshold 

ÅWhat is household income? 

ïHousehold income is modified adjusted gross income (MAGI) for each individual on the tax 

return with a tax filing requirement.

o Include dependent income if dependent has a filing requirement

ïFor exemptions and individual responsibility payment: 

Line 7b: Gross income below filing threshold

ÅWhat is gross income?

ïGross income is all income received from all sources (unless exempt from tax)

o Include the taxable portion of social security benefits and income (but not losses) on Schedules C, 

D or F. 

ïDo not include income of dependents with a filing requirement.

Part II: Filing Threshold



Income Below Tax Filing Threshold
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Who should claim this exemption?

ÅA taxpayer that does not have a filing requirement and does not filegets the 

exemption automatically for everyone properly claimed on the tax return

ïThere is no need to file only to report health coverage or claim the exemption

ÅA taxpayer that does not have a filing requirement but chooses to fileanyway 

should file a Form 8965 if one or more people on the tax return are uninsured

ÅA taxpayer that has a tax filing requirement should report coverage and check for 

exemption eligibility in Parts I or III of Form 8965

ÅA dependent with a filing requirement doesnõt need to report coverage, 

exemptions or individual responsibility payment

Part II: Filing Threshold



Exemptions for Individuals

Part III of Form 8965



Part III ïExemptions for Individuals Claimed on the Return
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Part III: Exemptions Granted on Return

Sonia Reyes 111-22-3333

A-H Mark applicable months

B X  X  



U.S. Citizens Living Abroad and Certain Noncitizens (Code C)

Thisexemption applies to:

ÅIndividuals who are not U.S. citizens,  

U.S. nationals or lawfully present (i.e., 

undocumented immigrants)

Å1040NR (or 1040NR-EZ) filers

ÅIndividuals who are residents of U.S. 

territories

ÅU.S. citizens or residents who are absent 

from the U.S. for at least 330 full days 

within a 12-month period

ÅU.S. citizens who are bona fide residents 

of another country for the entire tax year.
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Example  

Fatima has an ITIN and files taxes but she is not lawfully 

present in the U.S.  Her husband and daughter are U.S. 

citizens    

Fatima Diallo 999-11-1111 C X  

Part III: Exemptions Granted on Return



Short Coverage Gap (Code B)

ÅShort coverage gap (< 3 months)

ïIf the coverage gap is 3 months or longer, none of the months in the gap 

qualify for exemption.

ïIf there are multiple gaps in a year, only the first gap qualifies. 
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Example

ÅJohn doesnõt have 

insurance in January, 

February or March. 

ÅHe gets a new job in 

March and his insurance 

starts April 1.

John does not qualify for the exemption for a short coverage gap because 

the gap is notless than three full calendar months. 

JAN

John is uninsured.

MAR APR

April 1 
Coverage Begins

Part III: Exemptions Granted on Return



Coverage Gap Prior to Obtaining MEC (Code G)

ÅCoverage gap prior to obtaining MEC that is effective by May 1, 2014

ïFor a person who enrolls in Marketplace coverage, Medicaid or CHIP, or other 

individual or group insurance with an effective date on or before May 1, 2014, 

or

ïFor people who were òin lineó for Marketplace coverage at the end of open 

enrollment, even if their coverage effective date was after May 1.  
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Example

John qualifies for an exemption for months prior to the effective date of 

MEC that is effective on or before May 1. 

ÅJohn doesnõt have 

insurance in January, 

February or March. 

ÅHe gets a new job in 

March and his 

insurance starts April 1.

JAN

John is uninsured.

MAR APR

April 1 
Coverage Begins

Part III: Exemptions Granted on Return



Non-Calendar Year Employer-Sponsored Plan (Code H)

ÅExemption is available if:

ïThe person was eligible for, but did not enroll in, coverage offered by an 

employer, and

ïThe coverage began in 2013 and ended in 2014

ÅAvailable for 2014 only
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Example

Å Johnõs employer offers health coverage with a plan year of 

July 1 ðJune 30. 

Å John is offered coverage starting July 1, 2013 and turns it 

down. He is uninsured. 

Å John is eligible for this exemption (Code H) for January ð

June 2014. 

Part III: Exemptions Granted on Return



Exemption for Particular Individuals

ÅExemption for incarcerated individuals 

(Code F or Marketplace exemption)

ïCan be claimed for any months someone 

on the tax return was incarcerated for at 

least one day in the month

ïWhat is incarceration?

ÁConfinement in a jail, prison or similar 

penal institution or correctional facility

ÁDoes not include time in jail pending 

disposition of charges (being held but not 

convicted of a crime) 

ÁDoes not include time in probation, parole, 

or home confinement
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Reminder:
Some exemptions can be 

claimed either from the 

Marketplace or on the tax 

return. 

If someone already has a 

Marketplace exemption in 

hand, use it on Form 

8965.

If not, claim the exemption 

directly on the tax return 

rather than attempting to 

get the same exemption 

through the Marketplace.  

Part III: Exemptions Granted on Return



Exemption for Particular Individuals

ÅExemptions based on religion

ïMembers of a health care sharing ministry (Code D or Marketplace 

exemption)

ïMembers of certain religious sects (Marketplace exemption)

ÅExemptions based on Indian tribe affiliation

ïMembers of a Federally-recognized Indian tribe (Code E or 

Marketplace exemption)

ïAn American Indian, Alaska Native, spouse or dependent of either 

who is eligible for services through the Indian Health Services (Code 

E or Marketplace exemption)
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Part III: Exemptions Granted on Return



Limited Benefit Medicaid and TRICARE (Code H)

ÅSome government coverage options are not MEC because they 

offer limited benefits

ÅExemptions are available for:

ïFamily planning services Medicaid

ïPregnancy-related services Medicaid

ïTuberculosis-related services Medicaid

ïEmergency medical condition Medicaid

ïSection 1115 Medicaid (limited-benefit coverage provided in some states to 

people who were not eligible for comprehensive Medicaid)

ïMedicaid for the medically needy (requires beneficiaries to òspend downó 

income into Medicaid range by paying for medical expenses) 

ïLimited-benefit TRICARE coverage for space-available care

ïLimited-benefit TRICARE coverage for line-of-duty care
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Part III: Exemptions Granted on Return



Coverage is Unaffordable (Code A)

ÅIn many cases, this is the most complex exemption to claim

ïBecause of this, consider using this exemption only when no other 

exemption applies.

ÅFor insurance to be unaffordable, the cost of coverage must 

exceed 8 percent of household income. 

ïHousehold income: 

ÅThe key is understanding which plan cost to measure against 

household income
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Part III: Exemptions Granted on Return



Coverage is Unaffordable (Code A)

Which plan cost should be compared to household income?
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Part III: Exemptions Granted on Return

As an employee? 

!ǎ ŀ ƳŜƳōŜǊ ƻŦ ǘƘŜ ŜƳǇƭƻȅŜŜΩǎ ŦŀƳƛƭȅΚ 

Do two or more family members have 
offers of employer coverage? 

If yes, does the lowest-cost self-only plan 
cost less than 8% of household income? 
Enter Code A for each applicable month

If yes, does the lowest-cost plan that covers 
everyone on the return who is eligible for 
coverage and is not otherwise exempt cost 
less than 8% of household income?
Enter Code A for each applicable month

(1) Individual coverage offers are affordable 
but (2) their combined cost is greater than 
8% of income and (3) no family coverage is 
offered for less than 8% of income? 
Enter Code G for the entire year 

Is the taxpayer or family member eligible for 
coverage through an employer? 

If yes, does the lowest-cost bronze 
Marketplace plan for all uninsured, 
nonexempt members of the tax 
household cost less than 8% of 
household income?
Å Find the lowest cost bronze plan 

at the Marketplace 
Å Account for any PTCs the person 

would have been eligible to 
receive

Does the taxpayer or family member have 
no offer of employer-sponsored coverage? 


