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PPACA Shared Responsibility for Employers 
 

By James W. King and Sarah Dorner 
 
Beginning in 2014, one of the most controversial requirements of The Patient Protection and Affordable Care Act 
(PPACA) will become effective – the so-called “employer mandate.”  Pursuant to the mandate, certain employers who do 
not provide acceptable health insurance to their employees will be subject to an excise tax.  There are two ways that an 
employer may be subject to this tax.  First, an employer may fail to provide “minimum essential coverage” to its 
employees.  “Minimum essential coverage” includes any eligible employer-sponsored plan, which includes employer 
coverage that is offered in a state’s small or large group market.  Most employers who provide health coverage will meet 
the “minimum essential coverage” requirement.  The second way an employer can become subject to the tax is when an 
employer provides “minimum essential coverage” but that coverage is not “affordable coverage” or does not provide 
“minimum value.”  According to the legislation, “affordable coverage” means that the employee contributes no more than 
9.5% of his or her household income to the health coverage.1  A plan provides “minimum value” if it pays for more than 
60% of covered health care expenses.   

These requirements apply to a “large employer” (one with 50 or more full-time employees or equivalents) that has full-time 
employees that qualify for and receive federal subsidies for their health insurance due to the employer’s failure to provide 
“minimum essential coverage”, the failure to provide “minimum value”, or the failure to provide “affordable coverage.” 
Employers that are not large employers are not subject to the tax imposed by PPACA, but they can receive tax credits to 
offset the employer’s premium expenses if they offer health insurance to their employees.   

There are three options for large employers regarding this tax, each of which are discussed below.  

1. Employer provides “minimum essential coverage” that meets PPACA requirements.   

 If a large employer provides health coverage that is “minimum essential coverage” that is “affordable coverage” 
and provides “minimum value”, then no employees will be eligible for federal subsidies.  Accordingly, the employer will not 
be subject to the excise tax.  However, it may be difficult for employers to ensure that the “affordable coverage” 
requirement is met, since it is based on the household income of employees and employers may be unsure of the 
household income of its employees.   

2. Employer does not provide “minimum essential coverage.”  

 PPACA does not require employers to offer health insurance to employees.  However, if a large employer does 
not provide any health coverage to its employees, and one or more full-time employee enrolls in another health plan for 
which federal subsidies are allowed or paid, the employer will be subject to an excise tax, which is calculated as follows: 

  

                                                           
1 The IRS has issued guidance indicating that it may provide a safe harbor for determining whether coverage is “affordable coverage.”  

Affordability would be based on an employee’s W-2 wages instead of household income, and the premiums paid for individual coverage would be used 
to calculate whether the employee would pay 9.5% of income for health coverage regardless of whether the employee had individual or family coverage.   
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Tax = $2,000 annually (paid in monthly increments) x [total number of full-time 
employees – first 30 full-time employees] 

Examples 

Ex. 1 No full-time employees 
eligible for subsidies 

No tax  

Ex. 2 Employer with 75 full-
time employees, 10 of 
whom are eligible for 
subsidies 

Tax = $2,000 x (75 full-time employees – 30) = 
$90,000 

  

Even if only one employee is eligible for a federal subsidy, the employer must pay a tax that is calculated based on all full-
time employees, not just those employees receiving a subsidy. 

3. Employer offers “minimum essential coverage” but fails to provide “minimum value” or “affordable coverage.”   

If a large employer offers employees the opportunity to enroll in “minimum essential coverage”, but such coverage 
fails to satisfy the “minimum value” requirement or the coverage is not affordable, then employees will be eligible to enroll 
in another health plan and may be eligible to receive federal subsidies to pay for that coverage.  In this case, if one or 
more full-time employees enroll in another health plan for which federal subsidies are allowed or paid, the employer will be 
required to pay a tax.  The employer also will have paid the employer’s share of the premiums under its employer 
sponsored coverage, which will add to the employer’s costs.  The annual tax for the employer in this instance is equal to 
the lesser of:  

$2,000 x (total number of full-time employees – first 30 full-time employees) 
or 
$3,000 x (number of full-time employees eligible for federal subsidies)  

Examples 

Ex. 1 Employer with 100 full-
time employees of 
which 25 are subsidy-
eligible. Employer 
coverage does not meet 
“minimum value”.  
Employer contributes 
$500 per month per 
employee towards 
employee health 

Tax the lesser the of:  

$2,000 x (100 full-time employees – 30) = $140,000 
or 
$3,000 x (25 employees eligible for subsidies) = 
$75,000 

Tax = $75,000 

Employer Annual Premium Contribution = 
$600,000 (100 employees x $500 per month x 12)  
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coverage premiums Total Tax and Premiums = $675,000 

Ex. 2 Employer with 150 full-
time employees of 
which 25 are eligible for 
the subsidy offers 
employee health 
coverage but does not 
meet “affordable 
coverage”. Employer 
contributes $500 per 
month per employee 
towards employee 
health coverage 
premiums 

Tax is lesser of:  

$2,000 x (150 – 30) = $240,000 
or 
$3,000 x 25 = $75,000 

Tax = $75,000 

Employer Annual Premium Contribution = 
$900,000 (150 employees x $500 per month x 12) 

Total Tax and Premiums = $975,000 

 
Should employers offer health coverage?  Businesses must now consider the possible taxes that will be imposed 
should they fail to offer health coverage or if they offer coverage that does not meet the requirements of PPACA.  The tax 
that an employer must pay if they fail to offer any coverage may be easily calculated.  However, an employer may not 
know whether an employee will qualify for federal subsidies, and therefore will not know if they will be subject to the tax in 
any given month.  Employers can ensure that their health plans provide “minimum value”, but unless further guidance is 
issued on the subject of affordability, employers will have difficulty in determining whether their coverage is “affordable 
coverage” since this is currently based on an employee’s household income. This presents a planning problem for 
employers as they could be faced with a tax that they had not anticipated having to pay.  Each employer should evaluate 
the costs of providing health care coverage and the potential penalties for failure to provide coverage or providing 
coverage that does not meet PPACA requirements in order to determine which option will be best for the employer and its 
employees. 
 
 

For more information:  
James W. King 
Balch & Bingham LLP 
t:  (205) 226-3467 
e:  jking@balch.com 
website bio: www.balch.com/jking  

Sarah Dorner 
Balch & Bingham LLP 
t:  (205) 226-3452 
e:  sdorner@balch.com 
website bio: www.balch.com/sdorner  

 

This is an informational resource for clients and friends of Balch & Bingham LLP. It does not contain legal advice, and is not a solicitation to perform 
legal services. No representation is made that the quality of legal services performed by Balch & Bingham LLP is greater than the quality of legal 
services performed by other lawyers. Design, logo, and content © 2012 Balch & Bingham LLP. 

http://www.balch.com/pcrutcher/
mailto:jking@balch.com
http://www.balch.com/jking
http://www.balch.com/pcrutcher/
mailto:sdorner@balch.com
http://www.balch.com/sdorner

