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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 to its ACA defined 
full-time employees, and their dependents, minimum essential coverage (MEC) that is affordable and provides 
minimum value (MV). The effective date of the penalties, originally scheduled for January 1, 2014, was 
postponed to January 1, 2015. On February 10, 2014, the Department of the Treasury released final regulations 
for IRC section 4980H, which includes transitional relief for 2015. This Briefing outlines the relief available to 
ALEs with non-calendar year plans. 

The final regulations provide significant relief for ALEs with 50 to 99 full-time employees. ALEs eligible for 
this relief will not be subject to any penalties under IRC section 4980H(a) or (b) for 2015. Additionally, ALEs 
with 100 or more full-time employees will not be subject to a penalty under section 4980H(a) for 2015 if the 
ALE offers MEC to at least 70 percent of its ACA defined full-time employees. 

More information about this relief is available in our February 2014 Briefing. 

http://www.keenan.com/news/brief/2014/BRF_20140213_HCR-TransitionRelief_KA.pdf  

The effective date for the 70 percent threshold is January 1, 2015 regardless of whether the ALE offers a 
calendar year or non-calendar year plan. However, ALEs with non-calendar year plans may delay the effective 
date until the first day of the 2015 plan year if they meet the requirements for one of the three pieces of non-
calendar year transition relief. In order to take advantage of the non-calendar year plan transition relief, an ALE 
must meet the following requirements: 

• Have a non-calendar year plan as of December 27, 2012,  

• The plan year must not have been modified after December 27, 2012 to begin at a later calendar date, 
and   

• The relief applies only to employees who would not have been eligible for coverage under any calendar 
year plan maintained by the ALE as of February 9, 2014.  

If the ALE meets these requirements and the requirements for one of the three pieces of relief below, it will not 
be subject to a penalty under IRC section 4980H until the first day of the 2015 plan year.  
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PRE-2015 ELIGIBILITY 

This relief is for employees who were already eligible for coverage but perhaps the coverage is unaffordable or 
does not provide MV. The relief applies to employees (whenever hired) who: 

• Would be eligible for coverage as of the first day of the 2015 plan year under the eligibility terms in 
effect on February 9, 2014, and  

• Are offered affordable, MV coverage no later than the first day of the 2015 plan year. 

If the employee is offered affordable, MV coverage as of the first day of the plan year, the ALE will not be 
subject to a penalty with respect to that employee from January 1 to the first day of the 2015 plan year. It is 
important to note that this relief applies to the section 4980H(b) penalty and not the (a) penalty.  

SIGNIFICANT PERCENTAGE OF ALL EMPLOYEES OR FULL-TIME EMPLOYEES 

Either of these last two pieces of relief is available if the ALE meets certain requirements related to the 
percentage of employees already eligible for or participating in the plan. They are similar but the first addresses 
the percentage of all employees offered coverage and the last addresses the percentage of full-time employees 
offered coverage. 

• Significant Percentage of All Employees: 

– Covered at least 1/4 of all employees on any date in the prior 12 months ending on February 9, 
2014, or 

– Offered coverage to 1/3 or more of all employees during the most recent open enrollment before 
February 9, 2014.  

• Significant Percentage of Full-Time Employees: 

– Covered at least 1/3 of its full-time employees on any date in the prior 12 months ending on 
February 9, 2014, or 

– Offered coverage to 1/2 or more of its full-time employees during the most recent open enrollment 
before February 9, 2014. 

ALEs who can meet one of these four requirements will be eligible for the transition relief. However, in order 
to get the benefit of the relief, the ALE must offer MEC that is affordable and provides MV to at least 70 
percent of its full-time employees (and their dependents) by the first day of the 2015 plan year. If the ALE does 
not meet this condition, the penalties will apply from January 1, 2015.  

This is the key thing to remember – in order to take advantage of the transition relief, the ALE must 
not only meet the percentage requirement but also needs to offer affordable, MV coverage by the first 
day of the 2015 plan year. 
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EXAMPLE 

Employer A has 300 full-time employees with a July 1 – June 30 non-calendar year plan as of December 27, 
2012, which has not been modified to start at a later date. During the most recent open enrollment before 
February 9, 2014, Employer A offered coverage to 65 percent of its full-time employees. As of July 1, 2015, 
Employer A offers affordable, MV coverage to at least 70 percent of its full-time employees (and their 
dependents).  

Result: Employer A qualifies for the non-calendar year transition relief because it offered coverage to more 
than 1/2 of its full-time employees during the last open enrollment. It also offered affordable, MV coverage to 
at least 70 percent of its full-time employees (and their dependents) as of the first day of the 2015 plan year, so 
it will not be subject to a section 4980H(a) penalty for the period between January 1, 2015 and June 30, 2015.  It 
will also not be subject to a section 4980H(b) penalty with respect to those full-time employees because the 
coverage offered was affordable and provides MV.  

Note: If Employer A offered MV coverage to at least 70 percent of its full-time employees (and their 
dependents) as of the first day of the 2015 plan but the coverage was unaffordable for some of those full-time 
employees, the transition relief would not apply to those full-time employees for whom the coverage is 
unaffordable. Accordingly, Employer A may be subject to a section 4980H(b) penalty retroactively back to 
January 1, 2015 for any of those full-time employees who purchased subsidized coverage from the public 
Exchange.  

Employer A may also be subject to a section 4980H(b) penalty if MEC was not offered to 100 percent of its 
full-time employees and any of those full-time employees not offered coverage purchase subsidized coverage 
through the public Exchange.  

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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