
The Affordable Care Act (ACA) makes a number of changes to small 

group market practices that create more standardization across health 

insurers — establishing a fairer basis for setting rates and making 

comparisons of products and prices easier for small employers. These 

changes include new rules for how rates are calculated for small group 

health plans in 2014. Read on to understand them and how they affect 

employee and employer premiums.

Small group rating under current California law
Currently, insurers are required to establish standard employee risk rates for each 

plan. They can vary by age, family size, and location, and are limited to 7 age 

bands, 4 family size categories, and 9 geographic rating areas. Table 1 shows 

hypothetical standard employee risk rates for a typical Kaiser Permanente plan. 

Table 1:   Pre-ACA standard employee risk rates for $30 copay HMO 

(monthly premium)

Age band Employee
Employee & 
spouse

Employee 
& child or 
children Family

<30 $303 $847 $833 $1,179

30–39 $335 $910 $856 $1,303

40–49 $432 $994 $821 $1,312

50–54 $563 $1,170 $928 $1,495

55–59 $711 $1,493 $1,063 $1,717

60–64 $877 $1,666 $1,173 $1,945

65+ $995 $2,150 $1,496 $2,363
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When setting rates, insurers are free to set a number of rating factors that will 

generally result in price differences from one insurer to another. These include:

• Age curve — The ratio for one age band versus another. For example, one 
insurer’s rate for an employee 65 or older may be 3.3 times the rate for an 
employee under 30, while another insurer’s rate may be 4.3 times.

• Family coverage category premium — The cost of family coverage versus the 
cost of single coverage. For example, one insurer’s rate for an employee with a 
spouse may be twice the rate for a single employee, while another insurer’s rate 
may be 2.2 times.

An employee’s premium rates are determined solely on the employee’s age and 

family coverage category and don’t take into account the age of the employee’s 

spouse or family members or the number of members in the family. Using Table 1 

as an example, a 30-year-old employee covering a 25-year-old spouse and one 

child would pay $1,179. A 30-year-old employee covering a 40-year-old spouse 

and four children would pay the same amount, even though the employee covers 

an older spouse and more children. 

California insurers can also adjust standard employee risk rates for a specific 

employer by as much as 10 percent higher or lower, depending on how the insurer 

assesses the risk of the small employer’s group. This is called the risk adjustment 

factor (RAF), and it’s calculated by reviewing employee health statements or using 

software that predicts health care utilization on the basis of claim experience.

Small group rating under health care reform
For grandfathered plans, rates for 2014 will be calculated using the same 

factors used in 2013. For nongrandfathered plans, including “metal tier” plans 

available on and off the new state exchange, the ACA has introduced a new way 

of calculating rates for 2014. The age bands have been expanded, and the age 

and number of members in an employee’s family are now taken into account for 

family coverage costs. 

• Standard age curve — This age curve expands the number of age bands from 7 
to 45, requires all insurers to use the same age curve, and limits the oldest adult 
rate to no more than three times the youngest adult rate (defining adults as 21 
and older).

• Family coverage — The cost of family coverage is now calculated by adding 
together the premium rate for each family member using the standard age 
curve. For dependents under 21 (other than the spouse), the maximum 
premium a family can be charged is three times the standard rate for a single 
dependent under 21. This approach to establishing family coverage rates is 
called “member level rating.”
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California law conforms with these ACA requirements and provides further 

guidance on how they’ll be implemented in the state. 

Table 2:   ACA standard member risk rates for $30 copay HMO  

(monthly premium)

Age Rate Age Rate Age Rate

0-20 $196 35 $376 50 $550

21 $308 36 $379 51 $574

22 $308 37 $381 52 $601

23 $308 38 $384 53 $628

24 $308 39 $389 54 $657

25 $309 40 $394 55 $687

26 $315 41 $401 56 $718

27 $323 42 $408 57 $750

28 $335 43 $418 58 $785

29 $345 44 $430 59 $802

30 $350 45 $445 60 $836

31 $357 46 $462 61 $865

32 $364 47 $481 62 $885

33 $369 48 $503 63 $909

34 $374 49 $525 64+ $924

• Table 2 shows what the standard member level risk rates would look like for the 
same Kaiser Permanente plan, geographic area, and rating period shown  
in Table 1. 

• In addition, insurers may no longer apply any type of RAF to the standard  
risk rates. 

• In California, there are now 19 geographical rate areas. Previously, there were 9. 
Geographic rating areas must now be standard across insurers.  
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Examples of changes in premium rates for employees

Example 1: Single coverage

Jane Doe, 60, and John Smith, 35, are two employees with single coverage. With 

the change in rating methods, Jane would see a $41 (or 5 percent) decrease 

in monthly premiums, while John would see a $41 (or 12 percent) increase in 

monthly premiums.

Table 3:  Example of single coverage with standard risk rates

Employee Age Coverage

Pre-ACA 
premium 
(Table 1)

Post-ACA 
premium 
(Table 2) $ change % change

Jane Doe 60 Single $877 $836 -$41 -5%

John Smith 35 Single $335 $376 $41 12%

The single coverage example in Table 3 illustrates the impact of the new standard 

age curve. For most insurers, premiums for younger individual employees will 

increase, and premiums for older individual employees will decrease.

Example 2: Family coverage

In another example, Susie Sanchez and Joe Smith, both 53, and their family 

members are covered under a family policy. Susie has a 48-year-old spouse and 

an 18-year-old child. Joe also has a 48-year-old spouse, but has four children 18  

and under.

Prior to the changes, both Susie and Joe would pay the same monthly rate of 

$1,495, according to Table 1. Under health care reform, rates for 2014 plans 

generally are calculated individually based on the age of each covered member 

as of the plan’s effective date. Insurers can charge for no more than three children 

under 21. Other children under 21 are covered at no additional cost. 

To determine the cost of family coverage, Susie and Joe must look up each of 

their family members’ ages in Table 2 to find the cost for that family member, and 

then add those amounts. Table 4 shows what the rates would be for each family 

after adjusting for the dependent child limit.
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Table 4:  Example of member level rates and family rate

Susie Sanchez’s family members Member 
level rate 
(Table 2) Family rateIndividual Age Relationship

Susie Sanchez 53 Employee $628

$1,327Juan 48 Spouse $503

José 18 Child $196

Joe Smith’s family members Member 
level rate 
(Table 2) Family rateIndividual Age Relationship

Joe Smith 53 Employee $628

$1,719

Jean 48 Spouse $503

Katy 18 Child $196

Jack 16 Child $196

John 14 Child $196

Michelle 12 Child $0*

*Reflects maximum of 3 charges for dependent children under 21

 

Here’s how the family coverage rates compare for Susie and Joe before and after 

health care reform. 

Table 5:  Example of family coverage with standard risk rates

Employee Age Coverage

Pre-ACA 
premium 
(Table 1)

Post-ACA 
premium 
(Table 2) $ change % change

Susie Sanchez 53 Family $1,495 $1,327 -$168 -11%

Joe Smith 53 Family $1,495 $1,719 $224 15%
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Example 3: Risk adjustment factor

The previous examples use standard risk rates. The change in premium rates for 

employees may also be affected by whether their employer’s overall premiums 

have been previously adjusted through a RAF. Tables 6 and 7 illustrate the rate 

difference for employees with single coverage in a group with a RAF of 1.10 and 

a group with a RAF of .90.

These examples show that employees in groups with RAFs exceeding 1.0 will 

generally see a lower relative impact to their rates, while employees in groups 

with RAFs below 1.0 will generally see a higher relative impact to their rates.

Table 6:  Single coverage with 1.10 RAF

Employee Age Coverage

Pre-ACA 
premium 
(Table 1)

Pre-ACA premium  
with 1.10 RAF 
(Table 1 x 1.10)

Post-ACA 
premium 
(Table 2) $ change % change

Jane Doe 60 Single $877 $965 $836 -$129 -13%

Joe Smith 35 Single $335 $369 $376 $7 2%

Table 7:  Single coverage with .90 RAF

Employee Age Coverage

Pre-ACA 
premium 
(Table 1)

Pre-ACA premium  
with .90 RAF 
(Table 1 x .90)

Post-ACA 
premium 
(Table 2) $ change % change

Jane Doe 60 Single $877 $789 $836 $47 6%

Joe Smith 35 Single $335 $302 $376 $74 25%

Changes in aggregate premium for employers

All of the individual changes to employee rating may impact the employer’s  

total premium. For many employers, changes have a modest overall impact  

on premiums. However, depending on demographics, some employers may see 

significant change.

For example, if an employer’s workforce has a majority of older employees with 

individual coverage (like Jane Doe in Table 6) and receives a 1.10 RAF today, 

the aggregate premium would decrease by 15 percent. If an employer has a 

workforce of mostly younger employees with individual coverage (like John 

Smith in Table 7) and receives a .90 RAF today, the aggregate premium would 

increase by 25 percent.
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