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Executive Summary

The enhanced premium subsidies for the Affordable Care Act (ACA) Marketplace, extended by the
Inflation Reduction Act (IRA), are set to expire on December 31, 2025. This expiration will reintroduce a
subsidy cliff and increase the percentage of income that millions of Americans are expected to contribute
toward their health insurance premiums. The result will be a significant and sudden increase in out-of-
pocket premium costs for over 16 million consumers receiving subsidies. This white paper provides a
quantitative analysis of this financial impact and presents a primary mitigation strategy: buying down
from the benchmark Second-Lowest Cost Silver Plan (SLCSP) to the Lowest Cost Silver Plan
(LCSP). We also explore how a payer’s product design strategy, alongside a regulator’s collaboration
with the insurance industry, can significantly contribute to realizing this opportunity.

We first explain the mechanics of how Advance Premium Tax Credits (APTCs) are calculated, then break
down the financial impact into three stages:

1. The Premium Shock: The initial, unavoidable premium increase caused by the change in the
required contribution formula

2. The Mitigation Strategy: The specific dollar amount consumers can save by choosing the LCSP
over the SLCSP

3. The Net Impact: The final, net premium change a consumer will experience after applying the
mitigation strategy

This analysis demonstrates that although the premium shock is significant, the buy-down strategy
provides consumers with a straightforward and predictable method to offset part of the upcoming
premium increases. The extent of the offset varies by county and the difference between LCSP and
SLCSP premiums.
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The Mechanics of ACA Subsidies: How APTCs are Calculated

Understanding how to mitigate rising costs first requires understanding how subsidies are determined.
The primary mechanism for making ACA plans affordable is the Advance Premium Tax Credit (APTC).
The subsidy is designed to cap a household's health insurance premium contribution at a specific
percentage of their income.

The APTC calculation is based on four key factors:

1.

2.

Household Income: A household's modified adjusted gross income is measured as a percentage
of the federal poverty level (FPL)

Household Size: The number of individuals in the tax household

Cost of the Benchmark Plan: The subsidy amount is pegged to the monthly premium of the
Second-Lowest Cost Silver Plan (SLCSP) available to the household in their specific geographic
rating area

Age: The gross premium of any health plan, including the SLCSP, is based on the age of the
members in the household

The formula for the APTC is:

APTC = Cost of SLCSP - Expected Household Contribution

The expected household contribution is the critical variable changing in 2026, as shown in Table 1. The
enhanced subsidies lowered the contribution percentages for all income brackets and eliminated the
subsidy cliff for those earning over 400 percent of the FPL. This will be replaced by standard contribution
percentages, which are updated annually.

Table 1. Required Premium Contribution as a Percentage of Annual Income

Income (% of FPL) Enhanced Contribution % (2023-2025) Standard Contribution % (2026)’

100%—-150%

0.0%

2.10%—4.19%

150%—-200%

0.0%—-2.0%

4.19%-6.60%

200%—-250%

2.0%—4.0%

6.60%—-8.44%

250%—-300%

4.0%—-6.0%

8.44%—-9.96%

300%—-400%

6.0%—-8.5%

9.96%

Above 400%

8.5%

No Subsidy Available

" IRS Provides 2026 Indexing Adjustments for Premium Tax Credit | Tax Notes
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A Key Mitigation Strategy: Buying Down to the Lowest Cost Silver Plan

The APTC amount is fixed based on the SLCSP premium. A consumer can apply this calculated subsidy
to any metal-level plan. The strategy of buying down involves enrolling in the Lowest Cost Silver Plan
(LCSP). The entire premium difference between the SLCSP and the LCSP translates directly into dollar-
for-dollar savings for the consumer.

The savings from this strategy can be calculated as:
Monthly Savings = (Gross Premium of SLCSP) — (Gross Premium of LCSP)

This savings amount is powerful because it is independent of the consumer's income. The only factors
that change the savings amount are age and location, as these affect the gross premiums of plans. This
strategy is particularly vital for households with incomes below 250 percent FPL, as it allows them to
retain powerful cost-sharing reduction benefits while maximizing premium savings.

We analyzed savings at 150 percent of the FPL, as this income bracket saw the largest increase in
membership (see Graph 1 below). While the average household size in the individual market is
approximately 1.5, we simplified our analysis by using a household size of one. Graph 1 shows how the
buy-down benefit varies between Raleigh and Charlotte in North Carolina.?

Graph 1. North Carolina Enroliment Growth
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2North Carolina was chosen for illustrative purposes only. Many other areas could also be used to demonstrate this
point.
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Quantitative Analysis: The Three Stages of Financial Impact

This section details the full financial picture for a hypothetical consumer. Since 2026 premiums?® by plan
were not available at the time of publication, we used 2025 premiums to illustrate our point.

Example 1: Single 40-Year-Old Individual at 150% FPL in 2026

e 2026 Income: $23,475 (150% FPL)*
e 2026 Hypothetical Benchmark SLCSP Premium: $525.81/month
e 2026 Hypothetical LCSP Premium: $472.78/month

1) The Premium Shock: Increase from Subsidy Expiration

e 2025 Contribution (Enhanced): $23,475 * 0% / 12 = $0.00/month

e 2026 Contribution (Standard)®: $23,475 * 4.19% / 12 = $81.97/month

¢ Initial Premium Increase: $81.97 - $0 = +$81.97/month. This amount is an unavoidable increase
if they keep the same plan.

2) The Mitigation: Savings from Buying Down
e Savings: $525.81 (SLCSP) - $472.78 (LCSP) = $53.03/month

Table 2 on the following page shows buy-down savings for select age groups.

3 Subsidies are based on the portion of the premiums that cover essential health benefits (EHBs) only which are
typically 99% of the total premiums. We have not adjusted premiums for EHBs for simplicity. Additionally,
subsidies are based on plans accepting enroliment and enrollment caps on plans may impact subsidies.

4 US Courts. 150% of the HHS Poverty Guidelines for 2025; Monthly Basis. Available at:
https://www.uscourts.gov/sites/default/files/2025-01/ifp-monthly-poverty-guidelines-2025.pdf.

5 IRS. 26 CFR 601.105: Examination of Returns and Claims for Refund, Credit, or Abatement; Determination of
Correct Tax Liability. Available at: https://www.irs.gov/publirs-drop/rp-25-25.pdf.

Navigating the Post-Subsidy Cliff August 2025


https://www.uscourts.gov/sites/default/files/2025-01/ifp-monthly-poverty-guidelines-2025.pdf
https://www.irs.gov/pub/irs-drop/rp-25-25.pdf

Wakely WHITE PAPER
page 5

Table 2. Buy-Down Savings

Lowest Cost Silver Second-Lowest Cost Silver Premium Difference (Buy-

Age Plan (LCSP) Plan (SLCSP) Down Savings)
Child (0-14) $271.53 $301.99 $30.46
21 $354.94 $394.75 $39.81
40 $472.78 $525.81 $53.03
64 $1,064.82 $1,184.26 $119.44

Table 2 shows that the savings from buying down increases with age on a dollar basis. Note that since
all ages are at the same income level, the benefit from buy-down increases with age as the premiums
are higher for older members. To completely offset the premium increase for all members, the gap
between Lowest and Second-Lowest Silver Plans would have to be approximately $143 or higher for
age 40. Such a large gap in premiums is unusual but possible if the two Silvers are on two different
networks. The more usual scenario would involve offsetting some but not all of the increase in member
premiums from expiring enhanced subsidies.

3) The Final Impact: Net Premium Change
e Net Change: +$81.97 (Increase) - $53.03 (Savings) = +$28.94/month net increase

By buying down, this 40-year-old individual mitigates two-thirds of the premium shock.
Summary Table of Net Impact

The following table combines these steps to show the final net premium change for consumers after
applying the buy-down strategy for singles with incomes at 150 percent of FPL at different age groups in
Raleigh using 2025 premiums. This example illustrates the power of Silver premium gapping strategy in
markets with low competition.

Table 3. Impact of Buy-Down — Raleigh, NC 2025

Second-

Lowest Cost Mer.nbe.r Buy-Down Buy-Down Net Increase in

Age . Contribution . . Member

Silver Plan . Savings $§ Savings % )

(SLCSP) Increase in 2026 Premium
Child (0-14) $301.99 $81.97 $30.46 37% $51.51
21 $394.75 $81.97 $39.81 49% $42.15
40 $525.81 $81.97 $53.03 65% $28.94
64 $1,184.26 $81.97 $119.44 100% $0.00
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As shown in Table 3 on the previous page, based on 2025 premiums, single enrollees at 150 percent
FPL could mitigate 37—100 percent of the increase in net premiums depending on their age.

The same analysis for Charlotte, NC looks very different because of tighter premium gap between Lowest
and Second-Lowest Silver Plans. This example illustrates the difficulty in employing the Silver premium
gap strategy in highly competitive markets.

Table 4. Impact of Buy-Down — Charlotte, NC 2025
Second-

Premium
Lowest Difference
Lowest Cost Silver Plan (LCSP) Cost Silver
(Buy-Down
Plan Savings)
(SLCSP) 9
Child (0-14) $274.53 $280.44 $5.91
21 $358.87 $366.59 $7.73
40 $478.01 $488.30 $10.29
64 $1,076.60 $1,099.77 $23.18

Table 5. Impact of Buy-Down — Charlotte, NC 2025 (continued)
Second- Member

Lowest Cost  Contribution Buy-Down Buy- N et Increase
. . . Down in Member
Silver Plan Increase in Savings $ . o .
(SLCSP) 2026 SEVILTVERT Premium
Child (0-14) $280.44 $81.97 $5.91 7% $76.06
21 $366.59 $81.97 $7.73 9% $74.24
40 $488.30 $81.97 $10.29 13% $71.68
64 $1,099.77 $81.97 $23.18 28% $58.79

As shown above, the buy-down effect would modestly reduce only 7-28 percent of net member premiums
(based on 2025 premiums).
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Discussion

The stark differences between Raleigh and Charlotte are driven by the differences in competitive nature
of the two markets in 2025. In Raleigh, one carrier has a material price advantage over the others. In
Charlotte, two carriers compete head-to-head with very similar Silver premiums.

The 2026 competitive landscape may materially change this picture. As of this writing, the plan-specific
2026 premiums are unavailable for North Carolina. However, we know that one of the carriers has exited
the exchanges and another significantly raised prices in 2026. These situations are common and can
lead to interesting pricing power for the plan with the Lowest Cost Silver options. A well-designed product
strategy could potentially create a sufficient premium gap between lowest cost silver plans to offset a
significant portion (if not all) of the member premiums.

If the Lowest Cost Silver Plan now provides a strong financial incentive for lower consumer premiums,
significant migration from the second-lowest to the lowest Silver Plan may occur in 2026. This could
prompt insurers to compete more aggressively for the lowest cost spot, narrowing premium differences
and creating enroliment challenges for the market overall.

There are a few situations where the premium gap between Lowest and Second-Lowest Silver premiums
is justifiably high enough to significantly reduce member net contributions via buy-down. This strategy
works in markets with low competition but not with highly competitive markets. Plans with pricing power
in a specific area should explore allowable solutions with the regulator to increase the premium gap to
the extent that they are actuarially justified®. Some options include tweaking plan designs, adjusting
induced demand slope, network adjustments, and varying non-benefit expense loads. In highly
competitive markets with several carriers offering Silver Plans that are priced similarly, this strategy is
much harder / impossible to implement. However, regulators — especially in state-based marketplaces —
may want to consider playing the role of active purchasers to limit Silver offerings that erode the premium
gap in areas where there are several Silver Plans without significant pricing differences. Carriers may
want to work with brokers to market Bronze plans as the final coverage alternative to going uninsured. In
most markets, some members can access a Bronze plan for free, receiving preventive visits for no cost
—Dbetter than being entirely uninsured.

® Legal and actuarial standards of practice considerations must be strictly adhered to in devising any
product and pricing strategy.

Navigating the Post-Subsidy Cliff August 2025



Wakely WHITE PAPER
page 8

Special thanks to Michael Cohen, Lydia Tolman, and Michelle Anderson for contributions to this paper.
Please contact Karan Rustagi at karan.rustagi@wakely.com with any questions or to follow up on any of
the concepts presented here.

ABOUT WAKELY

Founded in 1999, Wakely Consulting Group, an HMA Company, is well known for its top-tier healthcare
actuarial consulting services. With nine locations nationwide, Wakely boasts deep expertise in Medicare
Advantage, Medicaid managed care, risk adjustment and rate setting, market analyses, forecasting,
and strategy development. The firm's actuaries bring extensive experience across all sectors of the
healthcare industry, collaborating with payers, providers, and government agencies.

ABOUT HMA

HMA is an independent, national research and consulting firm specializing in publicly funded healthcare
and human services policy, programs, financing, and evaluation. We serve government, public and
private providers, health systems, health plans, community-based organizations, institutional investors,
foundations, and associations. Every client matters. Every client gets our best. With offices in more than
30 locations across the country and over 700 multidisciplinary consultants coast to coast, HMA's

expertise, services, and team are always within client reach.
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