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MEMORANDUM 

 

February 12, 2014 

 

 

To: Tribal Health Clients 

 

From: Hobbs, Straus, Dean & Walker LLP 

 

Re:  IRS Issues Final Rule on Employer Mandate Coverage and Provides 

Additional Transition Relief 

 

On February 10, 2014, the Internal Revenue Service (IRS) issued a 227-page 

Final Rule implementing the Affordable Care Act’s (ACA) Employer Mandate, which 

requires that large employers offer a certain level of health coverage to full-time 

employees and their dependents to avoid significant penalties.  79 Fed. Reg. 8544 (Feb. 

12, 2014) (attached).  As previously reported, the Employer Mandate was initially 

supposed to take effect on January 1, 2014.  The IRS published a proposed rule on the 

Employer Mandate on January 2, 2013, but in July it issued a notice that it would delay 

implementation of the Employer Mandate until 2015.  Known as “transition relief,” this 

delay was intended to give employers time to prepare to meet the coverage and reporting 

requirements of the ACA.  The IRS also issued a proposed rule on employer reporting 

requirements in September 2013, and we expect a final rule on these requirements in the 

coming months.  

 

The IRS’s Final Rule on Employer Mandate coverage requirements is effective as 

of February 12, 2014, and it will apply to periods after December 31, 2014.  The Final 

Rule adopts the January 2013 proposed rule with a number of amendments.  The Final 

Rule delays the Employer Mandate requirements until January 1, 2016 for medium-sized 

employers, which have 50-99 employees.  The Final Rule also provides additional relief 

to large employers, with 100 or more employees, who will not be assessed penalties if 

they offer coverage to at least 70 percent of full-time employees and their dependents in 

2015 (rather than 95 percent as proposed).  

 

The Employer Mandate 

 

The ACA requires that all “applicable large employers” offer full-time employees 

and their dependents health care coverage that is both affordable and provides a certain 

minimum value.  Applicable large employers are those that employ 50 or more full-time 

employees.  26 U.S.C. § 4980H(c)(2).  Full-time employees are defined as employees 

that work 30 or more hours per week.  26 U.S.C. § 4980H(c)(4).  The ACA also imposes 
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a 90-day rule, requiring that employees and dependents must be offered coverage within 

90 days of the start of employment.  42 U.S.C. § 300GG-7.  If a full-time employee 

enrolls in a qualified health plan and receives a premium tax credit or cost-sharing 

reduction, an applicable large employer will be assessed a payment if the employer either 

failed to offer coverage or offered coverage that was not affordable or did not provide 

minimum value. 26 U.S.C. §§ 4980H(a)-(b).  

 

The Rule Announces Additional Transition Relief 
 

Medium-sized Employers  

 

The IRS’s Final Rule announced additional “transition relief.”  The Final Rule 

delays the Employer Mandate for medium-sized employers (50-99 full-time employees) 

until January 1, 2016.  No penalties will be assessed for the 2015 plan year so long as the 

employer certifies that (1) it had fewer than 100 employees on business days in 2014; (2) 

it did not reduce its workforce or hours of service from February 9, 2014 to December 31, 

2014 in order to qualify for the transition relief; and (3) it has not eliminated or materially 

reduced any coverage it offered as of February 9, 2014.    

 

Large Employers  

 

Additionally, the Final Rule provides that large employers (100 or more full-time 

employees) will not be assessed penalties so long as they offer coverage to at least 70 

percent of their full-time employees.  This is a change from the proposed rule, which 

would have required large employers to offer coverage to at least 95 percent of their 

employees in 2015.  The Final Rule also reduces penalties for the 2015 plan year.  Under 

the ACA, employers that fail to offer coverage to employees will normally be assessed a 

monthly penalty under section 4980H(a) based on the number of full-time employees 

they have, reduced by 30, and multiplied by 1/12 of $2000.  As part of the IRS’s 

transition relief, it announced that for 2015 the number of full-time employees will be 

reduced by 80 (rather than 30) for the purposes of calculating the penalty.  This penalty 

reduction also eases penalties assessed under section 4980H(b) when an employer 

provides coverage that is not affordable or does not provide a certain minimum value.  

The final rule states that 4980H(b) penalties are not to exceed the amount an employer 

would be assessed under 4980H(a).  

 

The final rule also provides several other forms of transition relief for the 2015 

plan year in addition to making other significant changes.   

 

We are in the process of reviewing the final rule and will provide a more detailed 

assessment of its provisions shortly.  For further information, please contact Elliott 

Milhollin at (202)822-8282 or emilhollin@hobbsstraus.com or Geoff Strommer at 

(503)242-1745 or gstrommer@hobbsstraus.com.  
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