
© 2014 Keenan & Associates | License No. 0451271 1 Innovative Solutions. Enduring Principles. 

 

 

 
 
 
 

 

Revised 5/11/16. Revised information is in bold. 

Internal Revenue Code (IRC) section 4980H applies to Applicable Large Employers (ALEs). An employer is an 
ALE if it employed an average of at least 50 full-time employees on business days during the preceding calendar 
year. In general, the number of full-time employees is determined by taking the sum total of full-time 
employees, full-time equivalents and seasonal workers for each calendar month in the preceding calendar year 
and dividing by 12. This Briefing explains how to determine if an employer is an ALE subject to IRC section 
4980H. 

FULL-TIME EMPLOYEE DEFINED 

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

1. Each hour that an employee is paid, or entitled to payment, for the performance of duties, and  

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

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 and 
nominal fees. Also, hours worked as part of a Federal Work-Study Program, or a substantially similar State 
program, are excluded. 

For determining ALE status only, employers may disregard an employee for any month in which the 
employee has coverage under a plan described in IRC section 4980H(c)(2)(F). Generally, this will be 
TRICARE or Veteran’s Administration coverage. 

CALCULATING FULL-TIME EQUIVALENT EMPLOYEES 

All employees who are not full-time employees, including seasonal workers averaging less than 30 hours per 
week, are included in calculating the number of full-time equivalent employees. To determine the number of 
full-time equivalent employees: 

1. Identify the employees that averaged less than 30 hours of service per week. 

2. Add the total number of hours of service by non-full-time employees (but no more than 120 hours for 
any employee) for the calendar month. 
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3. Divide the total hours of service by 120. The result is the number of full-time equivalent employees for 
the month. 

Example:  

During each calendar month of the preceding year, an employer has 20 employees who average 35 hours of 
service per week, 40 employees who each average 90 hours of service per month and no seasonal workers. 

Each of the 20 employees averaging 35 hours per week count as one full-time employee for each month of the 
calendar year. The employer must also calculate the number of full-time equivalents by adding the number of 
hours of service (90) performed by each of the other 40 employees during a calendar month, multiplying by the 
number of employees who earned those hours of service (40) and dividing by 120 hours: (90 x 40) ÷ 120 = 30 
full-time equivalents.  

The employer is an ALE because it has 30 full-time employee equivalents plus 20 full-time employees for a total 
of 50. 

SEASONAL WORKER EXCEPTION 

If an employer’s workforce exceeds 50 full-time employees and full-time equivalent employees for 120 days (or 
four calendar months) or less, whether or not consecutive, during the calendar year and the employees in excess 
of 50 who were employed during that period were seasonal workers, then the employer is not an ALE. A 
seasonal worker is one who performs labor or provides services at certain seasons or periods of the year and, 
which, due to its nature, may not be continuous or carried on throughout the year. Until further guidance is 
issued, employers may apply a reasonable, good faith interpretation of this definition of seasonal worker. For 
example, a seasonal worker may include a life guard employed only for the summer season.   

Note: The definition of seasonal worker is applicable only for purposes of determining ALE status and is 
distinct from the definition of seasonal employee under the Look-Back Measurement Method. 

Example: 

During the previous calendar year, an employer has 40 full-time employees for the entire year (none of whom 
are seasonal workers) and 80 seasonal full-time workers who work from September through December. There 
are no full-time equivalent employees. Since the employer’s workforce exceeds 50 full-time employees (counting 
seasonal workers) for no more than four calendar months during the year, the employer is not an ALE because 
it can ignore those 80 seasonal workers who caused it to exceed 50 full-time employees. 

APPLICATION OF AGGREGATION RULES 

For the purposes of counting the number of full-time employees, full-time equivalent employees and seasonal 
workers, all entities and employees within an organization treated as a controlled or affiliated service group 
under IRC Sections 414(b), (c), (m) and (o) will be treated as a single employer for purposes of determining 
ALE status. Until further guidance is issued, government entities may apply a reasonable, good faith 
interpretation of sections 414(b), (c), (m) and (o) in determining their status as an ALE. 
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TRANSITION RELIEF FOR 2015 

Rather than using all 12-months of 2014 to determine its ALE status for 2015, an employer may use any 
consecutive six-month period in 2014. However, this relief is not available to employers using the seasonal 
worker exception. Employers using the seasonal worker exception must base their determination of ALE status 
on the entire 2014 calendar year. 

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. 


