Case Study—Health Insurance
The Affordable Care Act’s employer mandate is now in effect, leaving many small business clients to worry about the sometimes complex requirements that apply in determining whether an employer is subject to the shared responsibility provisions.  While the basic 50 full-time employee rule seems straightforward on its face, there are multiple complications that can arise depending upon the individual small business’ circumstances.

Your clients, Murphy and Thompson, own a prominent yacht management company that provides full-service maintenance, captaining and crew services to its clients.  Relatedly, they have opened a sales office for clients looking to purchase boats or difficult-to-locate marine parts.  They currently have five full-time employees in their sales offices.  During most of the year, they employ approximately 35 captains, marine engineers, crewmembers and administrative staff in their yacht management business.  However, they live in a warm weather city in which there is an influx of out-of-town residents January, February and March.  During this time of the year, they employ anywhere from 25 to 50 additional workers in order to meet demand.  Murphy and Thompson have, in the past, offered health coverage to their captains and engineers, but have not considered whether they will be subject to the employer mandate and now be required to offer coverage.  How do you advise?

Expert Analysis Using Tax Facts Online
While many small business clients may be familiar with the most basic requirements that can subject them to the employer shared responsibility provisions in 2015, the rules can become much more complicated depending on the individual business’ operations.  Because Murphy and Thompson’s business operations fluctuate throughout the year, they should be advised as to the more nuanced details of the shared responsibility provisions.  Tax Facts Online can help these clients navigate the rules in order to avoid unnecessary penalties.

As Tax Facts Online Question 420 discusses, under the Affordable Care Act, only those employers with fifty or more full-time employees are subject to the so-called “employer mandate,” which requires the employer to provide employees with health insurance that meets certain minimum coverage requirements or pay a penalty.  Question 8763 discusses the details of this penalty, which can reach $2,000 or $3,000 per employee if an employee receives a federal premium subsidy or if the employer offers insufficient coverage.
As discussed above, however, these penalties only apply if the employer has more than 50 full-time employees.  In general, a full-time employee means a common law employee who works (on average) 30 or more hours per week for a one-month measuring period. However, if an employee works 130 hours for the employee during the month, those hours are treated as the monthly equivalent of 30 hours per week and the employee is considered to be a full-time employee.  Employers are permitted to exclude seasonal employees who work fewer than 120 days per year from the calculation. As previously noted, independent contractors are excluded from the calculation as well. 
An hour of service for these purposes includes both hours for which the employee is paid (or entitled to be paid) for services rendered and hours for which the employee is paid (or entitled to be paid) for time when the employee is not at work (whether because of vacation, illness, jury duty, etc.). 

Murphy and Thompson will determine whether their business is liable for the shared responsibility penalties in 2015 by counting how many full-time employees and full-time equivalents that they employed during the prior year.  They first must count employees who work an average of 30 or more hours per week as full-time employees.  Next, if they have had employees that worked less than 30 hours per week, they must calculate the number of “full-time equivalent” employees.  An employer determines its number of full-time equivalent employees by calculating the number of hours worked by part-time employees for the month (up to 120 hours per employee) and dividing by 120.  The totals for each month in 2014 are then added together and divided by 12.  If the result is less than 50, the employer is not subject to the shared responsibility provision in 2015.  

Because Murphy and Thompson own and operate more than one business entity, the numbers of full-time employees from each entity are combined in order to determine whether they will cross the 50-employee threshold.  This rule only applies if the entities are part of a controlled group, which means that one employer must generally own 80 percent or more of two or more businesses that are separate legal entities.

Workers employed only on a seasonal basis are generally not counted in determining the number of full-time employees (IRS guidance generally provides that a good-faith analysis based on the facts and circumstances should be used in determining whether an employee is a seasonal worker).  If an employer has 50 or more full-time employees for fewer than 120 days during the year, and those employees who were employed for fewer than 120 days were seasonal workers, the employer is not subject to the shared responsibility provisions.
Thumbs up/Thumbs down

What are your thoughts on:

1. The newly enacted ABLE account rules?
a. Bloink: The previously existing rules that placed a disabled taxpayer’s Social Security and Medicaid benefits at risk for accumulating any assets above a minimal (around $2,000) amount were unnecessarily harsh.  Taxpayers who have been permanently disabled, or who were born with life-long disabilities, should not be penalized—I think these tax-preferred accounts can go a long way toward helping these taxpayers achieve a better standard of living.  THUMBS UP
b. Byrnes: I agree with Professor Bloink and also like the fact that the accounts were modeled after the familiar Section 529 account.  We have so many types of tax-preferred account options that are earmarked for specific goals (college savings, health savings) that it only makes sense to allow for a tax-favored account to provide for even 
c. the non-health related disability expenses of disabled taxpayers (though health costs can also be funded through the ABLE accounts). THUMBS UP
2. The current impact of the mortgage interest tax break in today’s low interest rate environment?
a. Bloink: For a middle class taxpayer, the mortgage interest taxpayer has become much less valuable because of our current low interest rate economy.  Taxpayers today often don’t have to borrow quite as much to finance their home purchases because home prices in many cities have remained lower than average.  This, combined with the low interest rates that are available, limits the value of the deduction. THUMBS DOWN
b. Byrnes: The mortgage interest tax break is one that benefits the wealthy taxpayer who purchases an expensive home using a mortgage in order to add to his or her itemized deductions.  Most middle class families will have very few itemized deductions and will use the standard deduction anyway, rendering the mortgage interest deduction worthless. THUMBS DOWN
3. The recently passed House bill that would allow employees to work 39 hours per week before being considered full-time employees for purposes of the ACA employer mandate?
a. Bloink: The rationale is that calling a 30-hour per week worker a full-time employee encourages employers to prohibit hourly employees from working a traditional “full” 40 hour workweek, thereby limiting workers’ earning capacity.  But whether those additional 9 weekly hours would offset the cost of a worker’s remaining responsible for purchasing individual coverage is debatable, considering that many hourly workers who don’t currently receive health coverage are lower income taxpayers.  THUMBS DOWN
b. Byrnes: For many smaller employers, it could be less expensive and time consuming to simply provide coverage than to hire additional workers so that no one individual exceeds a 30 hour week.  I worry that the most prominent result of increasing the hourly threshold could be to make it easier for employers to avoid providing coverage to those hourly workers who haven’t been offered coverage in the past—reducing a traditional 40-hour week to 39 hours would not harm productivity for most employers. THUMBS DOWN
