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The Affordable Care Act (ACA) added section 4980H to the Internal Revenue Code (IRC). Under IRC section 
4980H, an Applicable Large Employer (ALE) may be subject to a penalty if it fails to offer its ACA defined full-
time employees, and their dependents, minimum essential coverage (MEC) that is affordable and provides 
minimum value (MV). Since an employer’s obligations are to its full-time employees, it is important for 
employers to understand how to calculate an employee’s hours of service in order to determine full-time status. 
This Briefing explains how employers may calculate hours of service under either the Monthly Measurement 
Method or Look-Back Measurement Method for purposes of IRC section 4980H.  

HOURS OF SERVICE 

A full-time employee is one who averages at least 30 hours of service per week (or 130 hours of service per 
month). An hour of service includes each hour an employee: 

1. Is paid, or is entitled to payment, for the performance of duties, and  

2. Is paid, or is entitled to payment, for a period of time during which no duties are performed due to 
vacation, holiday, illness, incapacity (including disability), layoff, jury duty, military duty or leave of 
absence. 

If an employee is entitled to be paid for an hour of service then that hour needs to be counted for determining 
full-time status. An employee may be entitled to payment because she worked, received training at the 
employer’s direction, was on jury duty or out sick. The key is that the employee is entitled to be paid for that 
hour. 

Some hours worked are excluded from the calculation. An hour of service does not include hours worked as a 
bona fide volunteer for a government agency or tax-exempt organization and whose only compensation is 
expense reimbursement or reasonable benefits typically paid by similar organizations. Also, hours worked as 
part of a Federal Work-Study Program, or a substantially similar State program, are excluded. 

HOURLY EMPLOYEES 

For hourly employees, employers must calculate the hours of service from the records of actual hours worked 
and must also include any hours paid but not worked (e.g., vacation). 

NON-HOURLY EMPLOYEES 

Three methods are available for calculating the hours of service for non-hourly employees:  

1. Actual Hours – Based on the records of hours worked and hours paid but not worked (e.g., vacation); 
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2. Days-Worked Equivalency – Employee is credited with eight hours of service for each day the 
employee would be required to be credited with at least one hour of service; or 

3. Weeks-Worked Equivalency – Employee is credited with 40 hours of service for each week the 
employee would be required to be credited with at least one hour of service. 

The hours of service calculated using the days-worked or weeks-worked equivalency must generally reflect the 
hours actually worked and cannot be used if the result substantially understates an employee’s hours of service. 
For example, an employer may not use a days-worked equivalency for an employee who generally works three 
10-hour days per week because the equivalency would substantially understate the hours of service as 24 hours 
per week.  

Employers are not required to use the same method for all non-hourly employees and may apply different 
methods for different categories of non-hourly employees so long as the categories are reasonable and 
consistently applied. 

EMPLOYEES WHOSE HOURS ARE NOT TRACKED 

There are certain categories of employees whose hours of service are challenging to track, such as adjunct 
faculty and employees working on-call. Until further guidance is issued, employers must use reasonable methods 
for crediting hours of service for these types of employees that are consistent with the purposes of IRC section 
4980H. The Internal Revenue Service did provide limited guidance as follows:  

• Adjunct Faculty – The preamble to the final regulations note the following reasonable method for 
calculating adjunct faculty hours, but this is not the only method ALEs may use:  

– Credit 2.25 hours of service per week for each hour of classroom time (i.e., this would add 1.25 
hours per week for prep, grading, etc. to each hour of classroom time); and 

– Credit 1 hour of service per week for each additional hour outside of classroom time spent 
performing required duties (i.e., office hours or attending faculty meetings). 

• On-Call Hours – The preamble indicates that employers must credit hours of service if an employee: 

– Is paid to remain on-call; 

– Is required to remain on the employer’s premises; or 

– The employee’s activities are subject to substantial restrictions.  

The reasonableness of any method used for calculating hours of service for these types of employees must be 
evaluated based on the relevant facts and circumstances. However, a method for crediting hours is not 
reasonable if it only takes into account a portion of an employee’s hours and results in the hours being 
understated. 
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AGGREGATION OF HOURS OF SERVICE 

For purposes of determining whether an employer is an ALE subject to IRC section 4980H, all entities and 
employees within an organization that are treated as a controlled or affiliated service group under IRC sections 
414(b), (c), (m) and (o) will be treated as a single employer. Each entity that makes up that single employer is 
considered an ALE member. When counting hours of service in order to determine an employee’s full-time 
status, the hours of service must be counted across all ALE members. For example, an employee averaging 25 
hours per week for one ALE member and 15 hours per week for a separate but related ALE member during the 
calendar month would be an ACA defined full-time employee for that month.  

Please contact your Keenan Account Manager for questions regarding this Briefing or if you require any 
additional information regarding the Affordable Care Act. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Keenan & Associates is not a law firm and no opinion, suggestion, or recommendation of the firm or its employees shall constitute 
legal advice. Clients are advised to consult with their own attorney for a determination of their legal rights, responsibilities and liabilities, 
including the interpretation of any statute or regulation, or its application to the clients’ business activities. 
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