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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, the final regulations for 
IRC section 4980H provide two methods for tracking employees and determining their full-time status – the 
Monthly Measurement Method and the Look-Back Measurement Method. This Briefing, the second in a six-part 
series, describes the rules governing ongoing employees under the Look-Back Measurement Method. The 
Monthly Measurement Method was discussed in part one of this Briefing series. 

LOOK-BACK MEASUREMENT METHOD – IN GENERAL 

The Look-Back Measurement Method provides ALEs a way to prospectively manage any penalty liability 
exposure under IRC section 4980H. Under the Look-Back Measurement Method, an ALE identifies its ongoing 
full-time employees by looking back over a Standard Measurement Period (SMP) and counting the hours of 
service to determine whether an employee averaged at least 30 hours of service per week. Based on the 
determination at the end of the SMP, the employee’s status is defined for a separate Stability Period (SP) that 
follows the SMP. 

ONGOING AND NEW EMPLOYEES DISTINGUISHED 

For purposes of the Look-Back Measurement Method, the regulations distinguish between ongoing and new 
employees. An ongoing employee is one who has been employed for at least one complete SMP. A new 
employee is one who has been employed for less than one complete SMP. Since ongoing employees are treated 
differently than new employees under the Look-Back Measurement Method, it is important that ALEs 
categorize their employees correctly.  The rules governing new employees are discussed in parts three and four 
of this Briefing series.  

STANDARD MEASUREMENT AND STABILITY PERIODS 

An SMP is a period of time chosen by the ALE that is between 3 and 12 consecutive months. During the SMP, 
an ongoing employee who averages at least 30 hours of service per week (130 hours per month) is considered a 
full-time employee for the associated SP. Therefore, the ALE should offer coverage to the employee for the 
duration of the SP in order to avoid a potential penalty. If the ongoing employee does not average at least 30 
hours of service per week (130 hours per month) during the SMP, then the employee is not full-time for the 
associated SP and does not need to be offered coverage.  

The lengths of the SP may vary depending on whether the employee is full-time at the end of the SMP. For 
employees classified as full-time at the end of the SMP, the SP must be at least 6 consecutive calendar months 
but can be no shorter than the SMP. For employees who are not classified as full-time at the end of the SMP, the 
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SP cannot be longer than the SMP. To simplify administration, we suggest using a uniform length for the SMP 
and SP; for example, using a 12-month SMP and a 12-month SP for all ongoing employees. 

ADMINISTRATIVE PERIOD 

ALEs may use an optional Administrative Period (AP) of up to 90 days between the SMP and SP. This AP is 
intended to be used to perform any administrative tasks related to the Look-Back Measurement Method, such 
as evaluating the full-time status of employees and offering them coverage. 

DIFFERING PERIOD LENGTHS ALLOWED FOR CERTAIN CATEGORIES OF EMPLOYEES 

Subject to the rules discussed above, ALEs may use SMPs and SPs that are of differing lengths, or start and end 
dates, for the following categories of employees only: 

• Salaried and hourly 
• Collectively bargained and non-collectively bargained 
• Groups covered by separate collective bargaining agreements 
• Employees whose primary places of employment are in different states 

CHANGE IN EMPLOYMENT STATUS 

In general, if an ongoing employee experiences a change in employment status before the end of the SP, the 
change does not affect the classification of the employee as full-time or not full-time for the remainder of the 
SP. For example, consider an ongoing employee who averaged at least 30 hours of service per week during the 
prior SMP and is classified as full-time for the associated SP. If the employee changes positions during the SP 
and the new position requires less than 30 hours of service per week, the employee still remains a full-time 
employee for the remainder of that SP. Therefore, the ALE should offer coverage to the employee for the 
remainder of the SP in order to avoid a potential penalty. 

Special rules apply when a change in employment status results in the employee transitioning from a position 
using the Monthly Measurement Method into a position using the Look-Back Measurement Method, or vice 
versa. These rules are discussed in part six of this Briefing series. 

TRANSITION RELIEF FOR 2015 

For SPs beginning in 2015 only, ALEs may adopt a shorter transition SMP that is between 6 and 12 consecutive 
months, begins no later than July 1, 2014 and ends no earlier than 90 days before the first day of the 2015 plan 
year. This transition relief allows ALEs to have a shorter SMP but still use a 12-month SP in 2015. Without the 
relief, an ALE with a calendar year plan wanting to use a 12-month SP in 2015 would have the associated SMP 
starting between November 2013 to January 2014 (depending on whether the ALE uses an AP and its length). 

Example: 

Employer X maintains a calendar year plan and calculates hours of service using the Look-Back Measurement 
Method. It chooses to use a 12-month SP that aligns with its plan year beginning on January 1, 2015 and uses a 
2-month AP, which runs from November 1, 2014 to December 31, 2014. Under the transition relief for 2015, 
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Employer X chooses to use a shortened 6-month SMP for its SP starting in 2015. This SMP starts on May 1, 
2014 and runs through October 31, 2014.  

Employer X continues using a 12-month SP that aligns with its next plan year starting on January 1, 2016 along 
with a 2-month AP that runs from November 1, 2015 to December 31, 2015. Since the SP starts in 2016, 
Employer X cannot use the transition relief allowing for a shorter SMP. Therefore, the 12-month SMP starts on 
November 1, 2014 and runs through October 31, 2015.  

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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