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Quick Facts:   

 Under the employer shared responsibility 
provisions of the Affordable Care Act 
(ACA), applicable large employers (ALEs) 
may face a penalty for failure to offer 
qualified coverage to full-time employees.  

 Final regulations provide two optional 
methods for determining full-time status.  

 

 While the ACA does not require that an 
employer’s chosen method be 
documented, a written policy and 
employee communications are 
recommended. 

 Federal law may also require this 
information to be included in an 
employer’s plan documentation.  

 
Beginning in 2015, the Affordable Care Act (ACA) may result in a penalty on applicable large employers 
(ALEs) that do not offer health coverage to substantially all full-time employees and dependents. An ALE 
may also be subject to a penalty if it offers health coverage to full-time employees and dependents, but 
the coverage is unaffordable or does not provide minimum value. An ALE is liable for a penalty if one or 
more of its full-time employees receives a premium tax credit or cost-sharing reduction (subsidy) for 
health coverage obtained at the public Marketplace (“Exchange”).  
 
The ACA’s employer penalty rules are often referred to as “employer shared responsibility” or “play or 
pay.” The play or pay rules take effect for many ALEs on January 1, 2015.    
 
In February 2014, final regulations on the employer shared responsibility rules were published. The 
regulations provide two methods for identifying full-time employees for purposes of offering health plan 
coverage and avoiding a play or pay penalty. Generally, full-time status means the employee, on 
average, has at least 30 hours of service per week (or 130 hours of service per month). Under the 
monthly measurement method, the employee’s status is determined on a month-to-month basis. Under 
the look-back measurement method, the employer counts the employee’s hours of service during one 
period (called the measurement period) to determine his or her full-time status for the following period 
(called the stability period). For details about these measurement methods, please see: ACA Play or Pay: 
Measurement Methods for Identifying Full-Time Employees – January 30, 2015. 
 

Documenting Employer Policy for Identifying  
Full-Time Employees Under the ACA  

https://www.federalregister.gov/articles/2014/02/12/2014-03082/shared-responsibility-for-employers-regarding-health-coverage
http://cdn.sparkart.net/edgewoodins/content/pdfs/Alert_ACAPlayorPayMeasurementMethodsIDFTEmployees_01302015_FinalFinalmms.pdf
http://cdn.sparkart.net/edgewoodins/content/pdfs/Alert_ACAPlayorPayMeasurementMethodsIDFTEmployees_01302015_FinalFinalmms.pdf
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This article offers guidelines and recommendations for documenting the measurement method a ALE 
decides to use to comply with the play or pay measurement methods.  
 
Documenting the employer’s measurement method 
 
The final regulations do not require ALEs to document the measurement method they use for identifying 
full-time employee status and determining when employees are eligible for coverage. Also, the Internal 
Revenue Code health coverage reporting rules (applicable for 2015 coverage and later) do not require 
ALEs to report the method used for determining full-time employee status.  
 
However, maintaining a description of the employer’s selected measurement method and a record of 
the method’s outcomes for individual employees may help an ALE demonstrate its compliance with the 
shared responsibility rules and avoid a play or pay penalty.  
 
For instance, if the IRS notifies an ALE of its potential liability for a penalty because an employee 
received a health insurance subsidy, the employer will want to have documentation showing that either 
the employee was offered health coverage that meets the ACA’s standards, or the ALE was not required 
to offer coverage because the employee did not have full-time status. 
 
ERISA implications 
 
Most employer-sponsored health plans are subject to the Employee Retirement Income Security Act 
(ERISA), a federal law that sets minimum standards for employee benefit plans. Among many other 
requirements, employee benefit plans covered under ERISA must:  
 
 Be “established and maintained pursuant to a written instrument” that enables employees to 

determine their rights and obligations under the plan. In other words, ERISA plans are required to 
have a plan document which sets forth the terms and conditions of the plan. ERISA plan 
administrators (employers) are required to operate the plan in accordance with the plan document. 
Many plan documents consist of insurer or third party administrators’ policies or contracts in 
addition to employer-drafted “wrap” document that includes other ERISA-required information, 
such as the plan’s amendment and termination provisions.   
 

 Provide participants with a summary plan description (SPD) that describes important plan 
information, including the plan’s eligibility rules. Many SPDs consist of an insurer or third party 
administrator-provided document (such as an evidence of coverage) that describes the plan’s 
benefits and a  “wrap” SPD that includes other ERISA-required information, such as the plan’s 
eligibility rules, COBRA information and the ERISA statement of rights and other required notices. 
Some employers have a single document that represents both the plan document and the SPD.  
 

SPDs must be kept up to date for material changes. Alternatively, an employer may provide plan 
participants with a separate summary of material modifications (SMM) if there is a material change in 
the terms of the plan or any change in the information that is required to be included in the SPD.  
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To comply with ERISA, the health plan’s plan document and SPD must describe the plan’s eligibility 
requirements. This description should include the measurement method the employer uses to 
determine employees’ full-time status. The SPD’s description of the measurement method should 
explain how an individual can determine if he or she is eligible under the plan in a way that is 
understandable to the average participant (a general SPD requirement) and not overly complex.  
Also, if a plan changes its eligibility rules (for example, by adopting the look-back measurement 
method), the employer should distribute either an SMM or an updated SPD to explain the revised rules 
to participants. 

 
Action steps for employers 
 
Once an ALE decides which measurement method it will use for determining employees’ full-time 
status, it should consider taking the following steps: 
 
 Document the selected method and how it will be implemented. For example, if an employer selects 

the look-back measurement method, employers should document the length of the measurement, 
stability and administrative periods for groups of employees. This documentation may be included 
in a separate policy.  
 

 Establish a method for keeping records on outcomes for individual employees (that is, whether an 
employee qualifies as a full-time employee who is eligible for coverage under the selected 
measurement method). For employers that use the look-back measurement method, this may be 
part of an employee tracking tool used by the employer.  
 

 Update the plan document and SPD to include information about the measurement method. The 
employer should either distribute an SMM or an updated SPD to explain the revised eligibility rules 
to participants. Enrollment materials, which commonly describing benefits eligibility to employees, 
may be used for this purpose. In such case, a statement should be included to advise that the 
material is an SMM.  

 

Kristina Beale, Senior Compliance Consultant, EPIC Employee Benefits. 
 

For further information on this or any other topics, please contact your EPIC benefits consulting team. 
 
 
 
 
 
 
 
 

This Compliance Alert is offered for general informational purposes only. It does not provide, and is not intended to provide, tax or legal advice. 


