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The Affordable Care Act (ACA) added section 4980H to the Internal Revenue Code (IRC). Under IRC section 
4980H(a), an Applicable Large Employer (ALE) may be subject to a penalty if it fails to offer 95 percent of its 
ACA defined full-time employees, and their dependents, minimum essential coverage (MEC). Even if an ALE 
offers MEC to the requisite percentage, it may still be subject to a penalty under IRC section 4980H(b) if it does 
not offer MEC to all full-time employees or the MEC that is offered is unaffordable or does not provide 
minimum value (MV). These penalties are effective as of January 1, 2015 but the Department of the Treasury 
provided transition relief for 2015.  

This Briefing provides examples of how this transition relief may delay the effective date of the penalties until the 
first day of the 2015 plan year for non-calendar year plans.  

REVIEW OF TRANSITION RELIEF FOR 2015 

Relief Based on Size of ALE – ALEs with 50 to 99 full-time employees, including full-time equivalent 
employees, who meet certain requirements will not be subject to any penalties under IRC section 4980H(a) or 
(b) for 2015. ALEs with 100 or more full-time employees, including full-time equivalent 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 by January 1, 2015. 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  

Relief for Non-Calendar Year Plans – The effective date for the penalties under IRC section 4980H(a) and 
(b) is January 1, 2015 regardless of whether an ALE offers a calendar year or non-calendar year plan. Additional 
transition relief is available to ALEs with non-calendar year plans who can delay the effective date of the 
penalties until the first day of the 2015 plan year if they meet certain requirements. More information about the 
requirements for non-calendar year plan relief is available in our July 2014 Briefing. 

http://www.keenan.com/news/brief/2014/BRF_20140721_TransitionRelief2015NonCalendarYearPlans_KA.pdf  

EXAMPLE 1 – RELIEF FROM IRC SECTION 4980H(A) PENALTY 

Employer X has 300 full-time employees with a July 1 – June 30 non-calendar year plan. In December 2014, 
Employer X analyzed its workforce and concluded that it offered MEC to 72 percent of its full-time employees. 
However, in April 2015 Employer X discovered that it made a mistake in its calculation. As of January 1, 2015, 
Employer X offered MEC only to 67 percent of its full-time employees. Employer X is now worried that it may 
be subject to the large IRC section 4980H(a) penalty as of January 1, 2015 because it did not offer MEC to at 
least 70 percent of its full-time employees.  

What should Employer X do?  
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Employer X must first determine if it meets the requirements for non-calendar year plan transition relief. Let’s 
assume Employer X had a non-calendar year plan as of December 27, 2012, which was not modified to start at 
a later date, and, during its most recent open enrollment before February 9, 2014, it offered coverage to more 
than ½ of its full-time employees.  

Based on the requirements outlined in the July 2014 Briefing (see link above), Employer X qualifies for the 
“Significant Percentage of Full-Time Employees” non-calendar year plan transition relief. In order to take 
advantage of the relief, Employer X needs to offer MEC to at least 70 percent of its full-time employees by July 
1, 2015, which is the first day of the 2015 plan year. If Employer X does so, it will not be subject to the IRC 
section 4980H(a) penalty for January – June 2015. Employer X will also not be subject to the IRC section 
4980H(a) penalty for July 2015 – June 2016 if it continues to offer MEC to at least 70 percent of its full-time 
employees. 

Note: In this example, Employer X offered MEC to at least 70 percent of its full-time employees as of the first 
day of the 2015 plan year (July 1, 2015). However, if Employer X offered MEC to at least 70 percent but less 
than 100 percent of its full-time employees by July 1, 2015, it may still be subject to an IRC section 4980H(b) 
penalty for those full-time employees who were not offered MEC or who were offered unaffordable MEC.  

EXAMPLE 2 – RELIEF FROM IRC SECTION 4980H(B) PENALTY 

Let’s assume Employer X correctly determined in December 2014 that it offered MEC to 72 percent of its full-
time employees as of January 1, 2015 but it is unaffordable to 47 of those employees. Employer X knows that it 
will not be subject to penalty under IRC section 4980H(a) but is worried that it may be subject to a IRC section 
4980H(b) penalty for each of those 47 employees who purchase subsidized Exchange coverage starting January 
1, 2015. 

What should Employer X do?  

Again, Employer X must first determine if it meets the requirements for non-calendar year plan transition relief 
and, as discussed above, Employer X does qualify for the “Significant Percentage of Full-Time Employees” 
relief. In order to take advantage of the relief in this example, Employer X needs to offer affordable, MV 
coverage to those 47 full-time employees by July 1st – the first day of the 2015 plan year. If Employer X does 
so, it will not be subject to an IRC section 4980H(b) penalty for January – June 2015 even if any or all of those 
47 employees purchase subsidized coverage through the Exchange. 

Note: In this example, Employer X focused on the 47 employees who were offered unaffordable MEC but 
there are two important things to keep in mind. First, if Employer X offered affordable MEC only to some but 
not all of those 47 employees as of the first day of the 2015 plan year, it may still be subject to an IRC section 
4980H(b) penalty as of January 1, 2015 for any employees who were not offered affordable MEC if they get 
subsidized Exchange coverage. Second, the number of employees who may subject Employer X to a section 
4980H(b) penalty includes any full-time employees who were not offered MEC. If Employer X offered MEC to 
at least 70 percent but not 100 percent of its full-time employees, it may be subject to a IRC section 4980H(b) 
penalty for each of those employees who purchase subsidized Exchange coverage.  
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FINAL CONSIDERATIONS 

As discussed above, it is important that ALEs with non-calendar year plans understand how this relief may 
apply to them. Even for those ALEs who are not worried about the larger IRC section 4980H(a) penalty, they 
may find that the transition relief saves them from the IRC section 4980H(b) penalty for the months leading up 
to the 2015 non-calendar plan year. And, depending on the nature of the particular ALE’s workforce and the 
affordability of benefits offered, the transition relief could save the ALE a significant amount of money in 
penalties but only for those who know how to use the relief. 

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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