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March 23, 2015 marks the fifth anniversary of the 
signing of the Affordable Care Act (ACA). Despite 
the passage of time, a number of the law’s provisions 
relating to enterprises – most notably, the employer 
mandate – will go into effect beginning this year 
and continuing into 2016. Enterprises need to stay 
abreast of these changes as they have a potentially 
large impact on benefit design and compliance. 

The ACA can be confusing. In this paper, we will 
explain the relevant facts about what to expect and 
what it means for large, self-insured employers as 
they plan for 2015, 2016, and beyond. 

The following sections explain:

• The employer and individual mandates 

• Penalties that employers may face for non-compliance 

• Reporting requirements; and ACA-related fees

• Other provisions of the law, including the Cadillac Tax 
and Reference-Based Pricing (RBP)

In addition, we’ve compiled a glossary of key ACA 
terms as a quick and handy reference for what this 
jargon really means.
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What’s being handed down: The 
employer mandate

Employer mandate: Key dates

Simply stated, the employer mandate is a 

provision of the ACA requiring that businesses 

of a certain size — A.K.A. “applicable large 

employers (ALEs)”— provide health insurance 

for their employees or pay penalties. In addition, 

this health insurance coverage must be both 

affordable to the employees and sufficient to 

cover typical medical expenses. 

That principle is straightforward enough, but 

in order to make sure that it is applied equally 

across the economy and to guarantee that it 

has the net effect of increasing the number of 

Americans with health coverage, there are a 

number of specific rules governing exactly how 

the mandate is implemented. 

January 1, 2015

January 1, 2016

February 1, 2016

February 29, 2016

March 31, 2016

Employer mandate went into 
effect for employers with 100 
or more full-time employees 
and related reporting 
requirements period began

Employer mandate goes into 
effect for employers with between 

50 and 99 full-time employees

Deadline for employers to 
provide employees with 
information on health 
coverage offered

Electronic filing deadline for 
submitting all annual report 
forms to IRS

Paper filing deadline for 
submitting all annual report 

forms to IRS
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In practice: Paying for Employer Shared 
Responsibility

If Joe’s Hardware Store elects not to offer 

health coverage to its 400 full-time employees, 

the company will be subject to an Employer 

Shared Responsibility payment. In order to 

calculate the payment total, subtract 30 from 

Joe’s total full-time employees (400-30 = 370). 

Next, multiply the result (370) by the annual 

penalty amount per employee, $2,000. In this 

case, Joe’s Hardware Store owes a $740,000                        

(370 x $2,000) fee for the year. 

The penalty at stake: Employer Shared 
Responsibility payment 
One of the most significant Employer Shared Responsibility provisions for ALEs in 

2015 is the Employer Shared Responsibility payment – or ‘Play-or-Pay’ mandate.

Under the employer responsibility provisions, an ALE is subject to an Employer 

Shared Responsibility payment if affordable health coverage that provides 

minimum coverage is not offered to full-time employees (and dependents) or 

if at least one full-time employee receives a premium tax credit for purchasing 

individual coverage. Employees are eligible to receive a premium tax credit, a 

refundable tax credit granted to low-income individuals and families to assist in 

purchasing healthcare, only if they purchase a plan through a health insurance 

exchange and are not offered minimum affordable care from an employer. The 

size of the Employer Shared Responsibility payment differs by how an employer 

violates the employer mandate.

What happens if you don’t offer coverage

The annual penalty for employers who do not offer coverage to full-time employees 

and dependents and have at least one full-time employee receiving a premium tax 

credit can be calculated by subtracting 30 from the number of full-time employees 

and multiplying by $2,000. For an employer that offers coverage for some months 

but not others during a calendar year, the payment can be calculated by subtracting 

30 from the number of full-time employees and multiplying by 1/12 of $2,000 for 

each month coverage is not offered. As a means of transition relief, employers may 

calculate penalty payments subtracting 80 employees from their total for 2015 plans.

What happens if you offer insufficient coverage

The annual penalty for employers who do offer coverage, but that offer insufficient 

coverage is $3,000 for each employee that receives a tax credit. Insufficient 

coverage is any coverage that does not meet both minimum coverage and 

affordability standards and has at least one employee receiving a tax credit. The 

full penalty amount for offering insufficient coverage is capped at the size of the 

penalty the employer would face for failing to offer coverage.
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In practice: Understanding the insufficient 
coverage penalty

If Kate’s Car Dealership offers healthcare 

coverage to its 200 full-time employees, but that 

coverage does not meet minimum affordability 

standards for some employees, the business will 

be subject to an Employer Shared Responsibility 

payment. If 50 of the dealership’s employees 

receive a tax credit to purchase coverage on 

a health insurance exchange, Kate’s will owe 

a fee for each of the 50. To calculate the total, 

Kate’s will multiply the number of employees 

who receive a tax credit (50) by $3,000. In this 

case, Kate’s Car Dealership owes a $150,000             

(50 x $3,000) fee for the year. 

Finding transition relief for the Employer 
Shared Responsibility payment
Recognizing that it may take time for enterprises to adapt their HR systems to 

the new requirements, the final rules for 2015 provide a set of transition relief 

measures to assist employers in complying with the law and offering coverage to 

full-time employees.

The two primary employer responsibility transition relief rules relate to the size 

of employers to which the provisions apply and the proportion of employees who 

must be offered coverage. Only employers with 100 or more full-time employees 

will see the provisions enacted for 2015, while those with 50 or more have until 

2016 plan years to comply. Additionally, employers must offer health coverage to 

70% of full-time employees in 2015 before shifting to 95% in 2016. Beyond these, 

the final Employer Shared Responsibility rules for 2015 include other transition 

relief measures.

How to determine full-time employee status

The final rules provide two methods to determine whether an employee has 

sufficient hours to be considered full-time. One method is the monthly method 

under which an employer determines each employee’s status by counting hours of 

service each month (full-time is 30 hours per week or 130 hours per month). 

The other method is the look-back measurement method in which an employer 

may determine the status of an employee for a set future period, a stability 

period, based on hours of service in a prior period, a measurement period. 

The two-step method involves averaging an employee’s hours of service in a 

“standard measurement period” of three to 12 months then using that average 

as an indicator of full-time or part-time status for a stability period. The look-

back method is only to be used to determine liability for the Employer Shared 

Responsibility payment (not to determine ALE status). The IRS intends the look-

back method to be a tool for assessing the full-time status for variable schedule, 

short-term, or seasonal employees.
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In practice: Determining full-time employee status

If Scott’s Restaurant has 150 employees, and many of 

the servers and cooks work unpredictable schedules, 

the business may take advantage of the look-back 

method. Using this method to determine employees’ 

statuses for a 2016 plan year, the restaurant would 

calculate each employee’s average weekly hours of 

service during a “standard measurement period” of 

12 months, such as November 1, 2014 – October 

31, 2015. Employees with a weekly average over 

30 hours during this period are considered full-time 

employees for the entire “stability period” (2016 

plan year), and those under are considered part-

time. Scott’s Restaurant can use this to determine 

employees’ statuses even if their hours change 

throughout the “stability period.”

Affordability safe harbors

The rules provide safe harbors for employers to determine whether the 

coverage they offer is affordable to employees. By definition, an employee 

share of healthcare cost cannot exceed 9.5% of an employee’s household 

income. Since employers do not generally know their employees’ household 

income, employers can use one of the three affordability safe harbors 

to determine affordability. The three safe harbors are: the lowest-paid 

employee’s W-2 wages for a given month, their employees’ hourly rates, or the 

federal individual poverty level. 

On a non-calendar year plan?

Employers with non-calendar year plans (plans that do not begin January 

1, 2015) can begin compliance with employer responsibility at the start of 

their plans in 2015 rather than January 1, 2015. This means that to avoid a 

penalty, the employer must still offer coverage that meets affordability and 

coverage standards to 70% of full-time employees (and dependents) at the 

start of the employer’s 2015 plan year. 

Accounting for dependent coverage

For plans beginning in 2015, employers who take steps during the year 

towards offering dependent coverage will not be subject to an Employer 

Shared Responsibility payment solely on account of a failure to offer coverage 

to dependents. This transition relief applies to plans under which dependent 

coverage is not offered, insufficiently offered, or not offered to all dependents. 

The relief is not offered to plans that had offered dependent coverage in 

previous years but dropped offer of coverage in 2015. 
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Employer reporting requirements to know

Another core set of provisions going into effect 

for ALEs in 2015 is the employer reporting 

requirements, which cover the forms and filings a 

business needs to fill out to show the government 

that it is complying with the mandates outlined 

above. These reporting requirements fall under 

section 6056 (Employer Mandate) and section 

6055 (Individual Mandate) of the Internal 

Revenue Code. 

What the IRS needs: Forms 1094-C (transmittal) and 1095-C 

(employee statement)

In order to verify that employers are complying with the mandate – or to assess 

penalties if they choose not to offer coverage – the IRS requires ALEs to file 

Forms 1094-C and 1095-C for each full-time employee.

• Form 1094-C – The IRS uses this form to determine whether coverage 

offered conforms to affordability and minimum essential coverage 

guidelines or if an employer is subject to a penalty. 

• Form 1095-C – This form, to be filed with the IRS and provided to 

each full-time employee, is used to determine whether an employee is 

eligible to receive a tax credit to purchase an individual plan from one 

of the insurance exchanges. The form includes detailed information of 

coverage, including the dates of coverage. 

The Section 6056 and Section 6055 returns must be filed by February 28 

(February 29 in 2016) by paper or March 31 electronically of the following 

calendar year to which the return relates. 

Reporting transition relief 

As a means of acknowledging the complexity and difficulty in transitioning to the 

new reporting requirements, a transition relief measure was put in place.

Showing good faith

While first IRS reporting and employee notice requirements are in effect for the 

2015 tax season (filing in 2016), employers who show that they have made good faith 

efforts to comply with reporting requirements will not be penalized for incomplete 

or incorrect filing. This relief is not provided in the case of employers who cannot 

show a good faith effort to comply or that fail to file in a timely manner. However, 

relief may still be available to ALEs that fail to file in a timely manner but that fall 

within the IRS standards for reasonable cause. 
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Reference-Based Pricing (RBP)

Reference-based pricing is a way for an employer to set the maximum price 

it will pay for standard healthcare services. For instance, although imaging 

centers offer a uniform service, there can be significant differences in the 

price that these centers charge. One location may charge $400 for an ankle 

MRI and another $800, with no difference in quality. To protect against 

overpaying for common healthcare services, a company can use reference-

based pricing. In this case, with an understanding of the prices for MRIs in a 

local area, the employer establishes the maximum amount it will pay for an 

ankle MRI at $500. If an employee on its health plan wanted to use a more 

expensive imaging center, then the difference would come out of her pocket.

Some have raised concerns that reference-based pricing plans may be used 

as a way to circumvent the out-of-pocket maximums that were established 

by the ACA. In response, in 2014, the government issued FAQs that 

established guardrails to ensure that if employers are considering reference-

based pricing programs, these programs meet criteria to ensure that 

patients maintain access to good quality care below reference prices. This 

government approval of reference-based pricing programs and guidelines 

opens up a new avenue for enterprises as they design health benefits using 

price and quality data to both boost the quality of care and lower costs. 

The other ALE provisions that matter
While the employer mandate is the most visible and high-profile part of the ACA 

that is beginning to affect businesses, there are other changes to the health care 

system that ALEs need to keep in mind.

Cadillac Tax

The high-cost health plan excise tax – or Cadillac Tax – will be levied on coverage 

providers (which includes self-insuring ALEs) on premium plans in excess of the 

high-cost limits ($10,200 for individual plans or $27,500 for family coverage). 

At 40% on any dollar amount above these limits, the Cadillac tax is not trivial. 

While it will not go into effect until 2018, debate over it is not dormant. Federal 

regulators still have to determine which benefits will apply to the limits, the 

result of which will have a significant impact on benefit design.

To prepare for and minimize the impact of the Cadillac Tax, employers are 

adjusting or adopting new healthcare benefit strategies. These include, but are 

not limited to: 

• Transitioning to a full-replacement high-deductible health plan (HDHP) 

or consumer-directed health plan (CDHP) plan design

• Introducing more voluntary employee-paid benefits

• Taking a more population health and/or integrated delivery approach to 

how they are providing benefits
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Summary of Benefits and Coverage (SBC)

Employers must provide beneficiaries with a Summary of Benefits and 

Coverage (SBC) to assist employees in understanding their coverage 

options and plan choices. The SBC must contain certain descriptions of 

coverage, details on coverage reductions, limits, and continuation, and 

coverage examples. Employers must provide the SBC to employees upon 

first application for coverage as well as during any renewal or coverage 

change process. Any changes to the SBC provisions, due to adjustments to 

the proposed regulations, will be effective for open enrollments and plan 

years beginning on or after September 1, 2015. Until final rules are issued 

there are no penalties for employers who show good faith effort to meet 

SBC regulations.

Health insurance exchanges

The ACA mandated the creation of public health insurance exchanges 

where people can shop for private healthcare coverage, determine if they 

qualify for cost assistance subsidies, and see side-by-side comparisons 

of health plans. Some states, and the federal government run these 

exchanges. In March 2015, the Supreme Court heard arguments in King v. 

Burwell concerning the eligibility of people in states with a federally-run 

exchange to receive cost assistance subsidies. If the Court rules for the 

plaintiffs, it will have a significant impact on the viability of the exchanges.

Private exchanges, which are independent of the ACA, also exist. Private 

exchanges, like public, are online marketplaces that allow consumers to 

choose from a variety of major health plans. While private exchanges 

exist for individuals, they are primarily targeted at large employer-

sponsored plans. By partnering with a private exchange employers can 

offer employees a set of health plans, ensure ACA compliancy, and shift 

some wellness program and benefits administrative responsibilities to 

the exchange. While not implicated in the ACA, employers and healthcare 

industry experts will continue to monitor the adoption of private 

exchanges in the market.

Automatic enrollment

There is an automatic enrollment requirement included in the ACA legislation; 

however the federal government has yet to determine a timeline for this regulation. 

When the federal government issues further guidance, employers with more than 

200 full-time employees will be required to automatically enroll new full-time 

employees into a health plan and to automatically re-enroll current employees who 

elect coverage. Employers will have to give adequate notice of this enrollment so 

that employees may understand the details of benefits and coverage as well as their 

opportunity to opt out. 

Executive non-discrimination

The ACA legislation includes an executive non-discrimination provision; 

however the federal government has yet to determine a timeline for this 

regulation. When it goes into effect, this provision will penalize employers that 

contribute more to highly-compensated employees’ health plans. The non-

discrimination rules differ for fully-insured and self-insured employer-provided 

coverage. Enforcement of this provision has been delayed until the IRS issues 

detailed regulations. The fine for violating the non-discrimination provision will 

be $100 per day per affected employee.
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Defining the ACA: A glossary of key terms

Affordable Care Act (ACA):
A significant regulatory overhaul of the U.S. health care system signed into law on March 23, 2010. The ACA was enacted to increase 
the quality and affordability of healthcare as well as lower the uninsured rate. Primary provisions of the ACA include creation of public 
insurance exchanges, individual and employer mandates, and insurance subsidies. 

Applicable Large Employer (ALE):
An employer that meets the 50 full-time employee threshold to be subject to the Employer Shared Responsibility provisions.

Employer Mandate:
A provision of the ACA, the Employer Shared Responsibility provision, requires that large businesses provide affordable, minimum 
coverage health insurance for their employees or face shared responsibility payments.

Employer Shared Responsibility payment:
The penalty for being in violation of the employer mandate, known as the ‘Play-or-Pay’ mandate, which assesses fees for failing to 
offer affordable, minimum coverage health insurance to full-time employees. 

Health Insurance Exchanges:
Online health insurance marketplaces where people can shop for health insurance plans. Exchanges offer consumers the ability to 
research, compare, and purchase healthcare coverage. Public exchanges also offer plans in tiers of coverage and access to subsidized 
premiums for qualified consumers. Private exchanges offer a number of extended options for employer-funded health insurance.  

Individual Mandate:
A provision of the ACA, the Individual Shared Responsibility provision, requires that individuals have minimum essential health 
coverage, qualify for an exception, or face a shared responsibility payment.

Reference-Based Pricing (RBP):
A form of defined contribution to health benefits in which plan sponsors pay a fixed amount or limit towards the cost of a specific 
healthcare service. Enrollees must find and use a provider who accepts the reference price as payment for a procedure, or pay the 
difference between the provider’s cost and the reference price out-of-pocket. 
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