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Table 1.  Employer provisions under the ACA and Massachusetts health reform

ACA Massachusetts

Employer coverage 
requirement/penalty

Businesses with 50 or more employees pay a penalty 
for not offering coverage, or if an employee receives a 
subsidy in an exchange. Penalties range from $2,000-
$3,000 per employee annually.

Businesses with 11 or more employees must make a 
“fair and reasonable” contribution toward insurance 
coverage or pay up to $295 per employee annually.5

Individual coverage 
requirement/penalty

Individuals must carry insurance or pay a penalty. 
The tax equals a flat dollar amount or a percent of 
income, whichever is greater. In 2014 the penalty 
is $95 per adult, $47.50 per child, or 1% of family 
income. The penalty increases every year.

Individuals must carry insurance or pay a penalty 
equal to 50% of the lowest health insurance premium 
available for each month the individual didn’t have 
insurance. In 2012, penalties ranged from $228-
$1,260 per year depending on income level.

Small Business Tax Credits Provides tax credits between 35%–50% of the cost  
of coverage for small employers with no more than  
25 employees and average annual wages of less  
than $50,000.

The state offers a 15% rebate to lower-wage small 
businesses that adopt wellness programs.

Exchange eligibility for 
small businesses

Businesses with 100 or fewer employees can shop 
for coverage on a state exchange. States can expand 
participation to businesses with more than 100 
employees in 2017.

Massachusetts’ Health Connector is available to 
businesses with 50 or fewer employees.

Source: PwC’s Health Research Institute Analysis.
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coverage between 2005–2011

Massachusetts National

1.0
percentage

point

5.7
percentage

points



Figure 2. The math on employer-sponsored insurance

What it means for employers
When it comes to compensating their workers, businesses save 
money when they provide a combination of salary and health 
insurance due to federal tax exclusions. In the example below, the 
company that provides coverage to a worker earning $52,000 per 
year in 2014 saves $2,746 because of the tax deductability of  
the insurance.

What it means for employees
Take home pay for workers is higher when they obtain health 
insurance through their employer. In the example below, a family 
of three with combined income of $92,000 in 2014 that has 
employer-sponsored coverage takes home $3,098 more in pay by 
taking advantage of the federal tax exclusion for the insurance.

Please see the Methodology section on page 5 for a detailed explanation on the calculations used in this case study. Or to see this illustrative example in action, 
please go to: www.pwc.com/us/massachusettshealthreform.

Employer provides 
insurance

Employer does not 
provide insurance

Employer provides 
insurance

Employer does not  
provide insurance

Cost to compensate  
a worker
$35,640

Cost to compensate  
a worker

$38,386

Difference
$2,746

Take home pay
$65,465

Take home pay
$62,367

Difference
$3,098



It’s more than simple math

For most employers, the decision to provide 
health insurance will be more than X versus 
Y. One new consideration under the ACA 
is payment of a new $2,000 per worker 
penalty for not offering coverage. That 
calculus comes on top of a number of other 
issues businesses must consider such as 
federal tax law. 

As they prepare for 2014, businesses with 
less than 100 employees should examine 
how new state exchanges are structured, 
the types and prices of plans offered, and 
what tax benefits are available. Businesses 
in Massachusetts, for instance, continued 
to purchase plans outside of the state 
exchange because the availability and 
pricing of products wasn’t viewed as a  
better deal. (For more information see  
HRI’s paper Health Insurance Exchanges: 
Long on options, short on time).

Mandates matter

Requiring businesses to offer insurance 
or pay a penalty could increase employer 
coverage. That was the experience in San 
Francisco after it enacted a “play or pay” 
law in 2008.13 

In Massachusetts, many experts say the 
individual mandate played a significant 
role in increasing employer-sponsored 
healthcare, as workers sought to follow the 
law. At $95 per adult or 1% of income, some 
argue that the penalties in the first year of 
the ACA’s coverage expansion are too low 
to compel individuals to buy insurance. Yet 
coverage increased in Massachusetts. The 
mere existence of the requirement to have 
insurance may have influenced individuals 
as much, if not more than, the financial 
consequences for not doing so.

Supportive stakeholders

The Massachusetts experience was distinct 
in many ways, including the alliance of 
disparate stakeholders involved in the 
initial legislation. Government, businesses, 
the healthcare industry, and consumers  
all supported the goal of extending 
coverage broadly.  

States working to implement the ACA will 
benefit from the inclusion of a diverse 
selection of community representatives, 
including companies that provide care and 
sell insurance. Some states are already 
doing this as they move to establish their 
health insurance exchanges. In Colorado, 
the state held ten stakeholder forums to 
solicit feedback from underwriters, health 
plans, consumers, providers, business 
representatives, elected officials and 
members of the general public.

Insights for national reform



Employer provisions under the ACA and Massachusetts health reform

ACA Massachusetts

Employer coverage 
requirement/penalty

Businesses with 50 or more employees pay 
a penalty for not offering coverage, or if an 
employee receives a subsidy in an exchange. 
Penalties range from $2,000-$3,000 per 
employee annually.

Businesses with 11 or more employees must 
make a “fair and reasonable” contribution 
toward insurance coverage or pay up to $295 per 
employee annually.3

Individual coverage 
requirement/penalty

Individuals must carry insurance or pay a 
penalty. The tax equals a flat dollar amount or a 
percent of income, whichever is greater. In 2014 
the penalty is $95 per adult, $47.50 per child, 
or 1% of family income. The penalty increases 
every year.

Individuals must carry insurance or pay a 
penalty equal to 50 percent of the lowest health 
insurance premium available for each month the 
individual didn’t have insurance.

Small Business Tax 
Credits

Provides tax credits between 35%–50% of the 
cost of coverage for small employers with no 
more than 25 employees and average annual 
wages of less than $50,000.

The state offers a 15% rebate to lower wage 
small businesses that adopt wellness programs.

Exchange eligibility for 
small businesses

Businesses with 100 or fewer employees can 
shop for coverage on a state exchange. States can 
expand participation to businesses with more 
than 100 employees in 2017.

Massachusetts’ Health Connector is available to 
businesses with 50 or fewer employees.
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Table 1. Factors motivating hospitals to consolidate or partner 

Hospital type Reasons for consolidation 

Academic medical centers • Increase access to patients at all stages of  healthcare delivery chain

• Maintain traffic to teaching facilities 

• Extend reach to suburbs and beyond

• Help offset high fixed costs such as building maintenance, IT infrastructure

Community hospitals • Improve financials by aligning with larger systems

• Enable competition with AMCs, other major systems

• Partner with physicians to capitalize on new payment models, referrals 

• Help offset fixed costs 

Safety net hospitals • Took financial hit when state shifted payment for low-income patients 

• Face additional cuts under ACA 

• Seek partnerships with financially stronger systems

• Help offset fixed costs

Source: PwC’s Health Research Institute Analysis.



Figure 1. Net income per member for health insurers
Insurer per-member income varied significantly after healthcare reform

Source: HRI analysis of NAIC filings.

Combined Massachusetts plans

Figure 1. Net income per member for health insurers
Insurer per-member income varied significantly after healthcare reform
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Figure 2. Hospital operating margin
Hospitals in Massachusetts saw operating margins plateau

Note: Slight variation between US and statewide data may explain difference in margin levels. See endnote.11

Source: HRI analysis of Massachusetts Center for Health Information and Analysis and American Hospital Association



Provision 
Effective at 

reducing costs?
HRI Assessment 

Healthcare spending goals

Ties total healthcare spending targets to the Gross State 
Product. Target enforced by the 11-member Health  
Policy Commission. 

Commission has some leverage to hold 
organizations accountable, but not clear how 
effective will be. Spending growth is expected to 
climb 6–12% in 2013, more than double the 3.6% 
target.16

New payment models

Requires state-funded healthcare programs and Medicaid 
to move from fee-for-service to payment models that 
emphasize coordination and cost-effectiveness. 

State’s strong purchasing power likely to shift 
providers in the direction of more efficient delivery 
models like accountable care organizations. 

Better price transparency

Requires insurers to disclose out-of-pocket costs for services 
and provide a breakdown of who pays. Requires providers 
to publicly disclose financial information. Creates online 
consumer pricing tool and new state processes to track 
pricing.

Pricing and transparency tools have potential 
to control costs through consumer awareness. 
In Massachusetts and across the US, consumer-
directed plans with higher cost-sharing are 
gaining steam. Such plans can slow cost growth by 
increasing consumer price sensitivity. 

Money for community hospitals 

Allocates $135M over 4 years to support infrastructure for 
new payment methods and care delivery models.

Funding may not be enough to allow many to 
remain financially viable without support from 
larger systems – meaning that the consolidation 
trend may likely continue. 

Sets up stricter controls for insurance  
rate increases

Extends 2010 provisions on rate reviews and authority to 
minimize rate “spikes.”  Increases minimum price savings for 
tiered network products from 12% to 14%.

Not likely to be an effective long-term solution. 
If insurers are not allowed to raise premiums 
to keep up with medical inflation, many could 
sustain financial losses.

Note: Chart looks at select major provisions of the 2012 law

Table 2. 2012 cost containment law 
Massachusetts attempts to rein in spending growth



1. Major changes to the 
healthcare market often lead to 
consolidation.

That happened in Massachusetts and 
nationally in the mid-1990s, when insurers 
adopted managed care models, and it 
is happening again as state and federal 
governments encourage new payment 
models. Massachusetts has already seen its 
hospital sector shrink. Now it’s beginning 
to see more hospitals partner with larger 
healthcare systems and physician practices 
to better align patient care—and even 
partner with insurers, which gives them 
greater control of the premium dollar.

National insights for insurers and providers

2. Friends in Massachusetts can 
provide important insights. 

Executives across the U.S. can learn from their 
counterparts in the Bay State. Pinpointing 
concrete measures for success and similarly 
identifying specific “lessons learned” will help 
decision-makers take some of the guesswork 
out of their reform strategies.

3. Pursue truly strategic 
partnerships.

Healthcare organizations will need to choose 
future partners wisely. Simply “acquiring 
to acquire” without a well-crafted business 
strategy could mean financial trouble  
when companies fail to deliver on their expected 
value. 

4. Steer clear of anti-trust issues.

Both state and federal regulators will closely 
watch future mergers and partnerships—
especially ones that could trip anti- 
trust alarms.

5. Experiment with innovative 
payment models.

Moving away from the traditional fee-for-
service model is critical. State regulators, 
providers, and insurers should seek out 
opportunities to test new payment models.


