
Business Responsibilities
Under the PPACA

The Patient Protection and Affordable Care Act (PPACA) has several goals, including
increasing access to health insurance coverage, expanding federal private health insurance
market requirements, and providing for the creation of health insurance exchanges to provide
individuals and small employers with access to qualified health insurance.1

For employers, the PPACA includes a requirement (the “employer mandate”) for certain
“large” employers to provide health insurance to their employees.  The law includes a penalty
(the “shared responsibility” payment) if a large employer either does not offer health
insurance to almost all (95%) of its full-time employees, or offers health insurance that does
not meet certain standards.  The ACA sets out two elements for determining penalties. First,
which firms are considered to be “large” employers, and thus potentially subject to the
penalty, and second, for which employees within a firm the penalty is applied.

Who is a “Large” Employer?

In general terms, the PPACA defines a “large” employer as an employer who employed an
average of at least 50 full-time equivalent employees (FTEs) on business days during the
preceding calendar year.  For example, an employer will use information (the number of
employees and their hours of service) from 2020 to determine whether or not the employer
will be considered a “large” employer in 2021.  Both full-time and part-time employees are
included in this calculation.

● Full-time employee:  An employee who works on average at least 30 hours per week.
130 hours of service in a calendar month is treated as the monthly equivalent of at
least 30 hours per week.

● Part-time employees:  Part-time employees (less than 30 hours per week) are
converted into FTEs.  All hours worked by all part-time employees (no more than 120
hours per employee) are added up and the total is divided by 120.

1 The discussion here concerns federal law.  State or local law may differ.
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Example: Assume a firm has 35 full-time employees (30 or more hours per week) and 20
part-time employees, each of whom works 24 hours per week (96 hours per month).  The
20 part-time employees equate to 16 full-time equivalents (FTEs), calculated as follows;

20 employees x 96 hours = 1920 total hours                 1920 ÷ 120 = 16 Full-Time Equivalents

With 35 full-time employees and 16 FTEs, the employer would be considered a “large”
employer because there is a total FTE count of 51.

● Employee:  The PPACA definition of an employee (as contrasted with an “independent
contractor”) is based on a common law standard under which an employer-employee
relationship exists if the employer controls both what and how the work is to be done.

● Seasonal employees:  Seasonal employees are generally defined as those who work
for up to 120 days a year.  Full-time seasonal employees who work 120 days per year or
less are excluded from the calculation to determine large employer status.

● Control group rules:  The PPACA follows the control group rules of IRC Sec. 414.  Thus,
if an individual or organization owns all or a substantial part of several other business
(for example, a group of fast-food restaurants), all of the business are considered to be
one entity.  For purposes of the 50-FTE rule, the employees in each business must be
aggregated to determine the total.

● Temporary agency employees:  For purposes of determining who is a large employer,
"temp" (or “leased”) employees are generally counted as employees of the temporary
agency.

Identifying “Full-Time” Employees

The IRS’s final regulations provide two methods for determining whether an employee has
sufficient hours of service to be considered a “full-time” employee:

● Monthly measurement method:  Under this approach, an employer simply records an
employee’s hours of service each month. Once the number of hours of service are
known, the rules previously discussed (30 hours per week or 130 hours per calendar
month) are applied to determine if an employee is considered to be full-time or not.
This method may be used to determine if an employer is a “large” employer as well as
for calculating any “shared responsibility” payment.
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● Look-back measurement method:  Under the “look-back” method, an employer

determines the status of an employee as full-time during a future period ( the
“stability” period) based upon the hours of service in a prior period (the
“measurement” period).  As with the monthly measurement method, the “30 hours
per week or 130 hours per month” rules are applied to determine an employee’s status
as either full or part-time.  The look-back method is available only for computing an
employer’s “shared responsibility” payment and not for determining if the employer is
a “large” employer.  The following table outlines this approach:

Measurement Period Administrative Period Stability Period
Description A period of time during

which an employer
measures the average
hours an employee worked
per week.

At the employer’s option, a
period of time during which
full-time employees are
identified and enrolled in a
health plan.

During the stability period,
the employee is treated as
full-time regardless of how
many hours are worked.
This is also the period in
which a penalty payment
may be due.

On-going
employees

From three to 12 months.1

Uses data from a preceding
year.

Up to 90 days. At least six consecutive
calendar months, but
cannot be shorter in
duration than the
measurement period.

New employees,
hired as full-time

Not applicable. Up to 90 days to enroll. Not applicable.

New variable-
hour, part-time,
and seasonal
employees

From three to 12 months.2 Up to 90 days.
Measurement period and
administrative period
cannot exceed 13 months.

Three to 12 months, but
cannot be longer than the
measurement period.

Minimum Essential Health Insurance

If an employer is determined to be a “large” employer, and, in order to avoid a potential
penalty, the employer must offer “minimum essential health coverage” to all full-time
employees.  The health insurance must also be both affordable and provide adequate
coverage to employees and their dependents.

1 For on-going employees, this is referred to as the “standard” measurement period.
2 For new employees, this is referred to as the “initial” measurement period.
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● Minimum Essential Health Coverage:  The PPACA lists the types of services that must

be included to be considered “minimum essential health coverage”, including
ambulatory patient services, emergency services, hospitalization, maternity and
newborn care, mental health and substance use disorder services, prescription drugs,
rehabilitative and habilitative services, laboratory services, preventive and wellness
services, chronic disease management, and pediatric services, including vision and
oral care.

● Coverage must be “affordable”:  Coverage under an employer-sponsored plan is
“affordable” if the employee’s required contribution to the plan does not exceed
9.78% of the employee’s household income for the taxable year.1

● Affordability “safe-harbors”:  As a practical matter, most employers will not know the
family’s household income. To overcome this, three, alternative “safe-harbor” tests
have been proposed.  Under the first safe-harbor, the annualized, required
contribution must not exceed 9.83% of the employee’s earnings from the employer, as
shown in Box 1 of the employee’s W-2 Tax and Wage statement.  Under the second safe
harbor, the 9.83% affordability test is applied to the employee’s hourly rate of pay for a
month, multiplied by 130.  Finally, if the employee’s required contribution is less than
9.83% of the federal poverty level for a single individual, the coverage is treated as
affordable.  A plan can meet any one of these tests to comply with the affordability
requirement.

● “Adequate” coverage:  For PPACA purposes, a plan is considered to provide adequate
coverage (also called “minimum value”) if the plan’s actuarial value (i.e. share of the
total allowed costs the plan is expected to cover) is at least 60%.  Under the PPACA, the
health insurance plans offered through the health insurance exchanges will generally
be available at four “levels” or price points.  Each level covers a specified percentage
of the actuarial value of the benefits provided by the plan.  These levels are: Bronze –
60%; Silver – 70%; Gold – 80%; and Platinum – 90%.

● Dependent:  Although employers are encouraged to offer health coverage to an
employee and all dependents, under IRS regulations, the term “dependent” has a
narrow meaning.  For PPACA purposes, a “dependent” is a child of an employee who
has not yet attained age 26. The term does not include a spouse or others (such as
parents) that an employee might claim as a dependent on his or her federal income

1 This is the percentage for 2021; for 2020 this value was 9.78%.  This percentage is subject to adjustment in future years.
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tax return1.  Thus, in order to meet the letter of the law, an employer must offer health
insurance that covers only the employee and his or her children under the age of 26.

What Triggers the Penalty?

Regardless of whether or not a “large” employer offers health coverage, it will be liable for a
penalty only if at least one of its full-time employees obtains coverage through a health
insurance exchange and receives a premium assistance tax credit or cost-sharing subsidy.

One part of the ACA calls for the creation of health insurance exchanges.  These exchanges are
intended to provide an online marketplace where individuals and small businesses can shop
for qualified health insurance coverage.  Individuals who purchase health insurance through a
health insurance exchange may receive help in paying for the coverage in several ways:

● Premium assistance tax credit:  A low-income individual2 who purchases health
insurance through a health insurance exchange may be eligible to receive a refundable
“premium assistance” tax credit.  The U.S. Treasury pays the premium assistance
credit amount directly to the health insurance company, with the individual being
responsible for paying any remaining premium.

● Cost-sharing subsidy:  An individual may also qualify for a “cost-sharing” subsidy,
available through the health insurance exchange.  The subsidy reduces the dollar
amount of “out-of-pocket” expenses (deductibles or co-payments) that the individual
might otherwise pay.  This subsidy is generally limited to low-income individuals3 and
is only available for those months when the individual qualifies for a premium
assistance tax credit.

Calculating the Employer Penalty

Assuming that an employer is a “large” employer, and at least one full-time employee has
obtained health insurance coverage through a health insurance exchange, with either a

1 For 2018-2025, the Tax Cuts and Jobs Act of 2017 temporarily suspends the deduction for personal and dependent
exemptions.

2 Generally, someone earning from 100% up to 400% of the federal poverty level (FPL) for the family size involved.  For 2021,
in the continental U.S., 100% of the FPL for a family of one is $12,760; for a family of four it is $26,200; for a family of eight it
is $44,120.

3 Generally, those earning less than 250% of the federal poverty level (FPL), for the family size involved.
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premium tax credit or a cost-sharing subsidy, the method used to calculate the employer’s
“shared responsibility” payment will vary:

● Large employer not offering health insurance:  For 2020, the monthly penalty
assessed to an employer who does not offer health insurance to at least 95% of its full-
time employees will be equal to the number of full-time1 employees minus 30 (the
penalty is waived for the first 30 employees), multiplied by one-twelfth of $2,570.2

Example: In 2021, Employer X does not offer minimum essential health coverage and has
100 full-time employees, 10 of whom receive a premium assistance tax credit for the year.
For each employee over the 30-employee threshold (100 - 30 = 70), the monthly penalty
amount for Employer X is $15,750, (70 x ($2,700 ÷ 12)) or (70 x $225.00).

● Large employers offering coverage:  Even though an employer may offer health
insurance coverage, the coverage may not be “affordable” or it may not be
“adequate.”   In this situation, for 2021, the monthly penalty assessed to an employer
for each full-time employee who receives a premium tax credit or cost-sharing subsidy
will be one-twelfth of $4,060.2  However, the monthly penalty will be capped at an
amount equal to the total number of full-time employees during the month
(regardless of the number of employees receiving a premium tax credit or cost-sharing
reduction) in excess of 30, multiplied by one-twelfth of $2,700.

Example: In 2021, Employer Z offers health coverage and has 100 full-time employees, 20
of whom receive a premium tax credit or cost-sharing subsidy for the year.  For these 20
employees, Employer Z employer owes a penalty of $6,766.67 per month (20 x ($4,060 ÷
12)) or (20 x $338.33).  The maximum monthly penalty for is capped at the amount that
would have been assessed for a failure to provide coverage, or $15,750 ((100-30) x ($2,700
÷12)) or (70 x $225.00).  Since the calculated penalty of $6,766.67 for the 20 employees
receiving a premium tax credit or cost-sharing subsidy is less than the maximum amount
of $15,750.00 Employer Z will pay the $6,766.67 monthly penalty.

1 Part-time employees are not included in the penalty calculations. Part-time employees are included in determining whether
or not an employer is a “large” employer.

2 The $2,700 and $4,000 amounts apply to 2021.  For 2020 they were $2,570 and $3,860.  These values are subject to
adjustment for inflation in future years.
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Other Requirements

● Information reporting requirements:  Large employers subject to the employer
shared-responsibility requirement are required to report certain health insurance
coverage information to both its full-time employees and to the IRS.  An employer who
fails to comply with these reporting requirements is subject to certain penalties.
Additionally, information reporting requirements apply to insurers, self-insuring
employers, and certain other providers of minimum essential health coverage.

Seek Professional Guidance

The foregoing is a simplified, high-level summary of a complex piece of legislation.  Further,
the rules and regulations issued to implement this legislation are subject to change. The
guidance of knowledgeable income tax, health insurance, and other financial professionals is
highly recommended.
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