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PPACA Penalties

Dear Reader:
The following document was created from the MTAS website (mtas.tennessee.edu). This website is
maintained daily by MTAS staff and seeks to represent the most current information regarding issues
relative to Tennessee municipal government.
We hope this information will be useful to you; reference to it will assist you with many of the questions
that will arise in your tenure with municipal government. However, the Tennessee Code Annotated and
other relevant laws or regulations should always be consulted before any action is taken based upon
the contents of this document.
Please feel free to contact us if you have questions or comments regarding this information or any other
MTAS website material.
Sincerely,
The University of Tennessee
Municipal Technical Advisory Service
1610 University Avenue
Knoxville, TN 37921-6741
865-974-0411 phone
865-974-0423 fax
www.mtas.tennessee.edu
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PPACA Penalties
Reference Number: MTAS-1782
Cities with less than 50 employees meet the definition of a small business under the Patient Protection
and Affordable Care Act (PPACA) and must notify workers of their health care options under state
health exchanges. Employers with less than 50 FTE are exempt from the employer coverage
requirements and applicable penalties under the act.
Regardless of whether a large employer offers coverage, it will only be potentially liable for a penalty
beginning in January 2015 if at least one of its full-time employees obtains coverage through a health
care exchange and qualifies for either a premium credit or a cost share reduction. To qualify for
premium credits in an exchange, the employee must meet certain eligibility requirements, including that
the employee’s required contribution for self-only health coverage (through the employer) exceeds 9.5
percent of the employees’ household income, or if the plan offered by the employer pays for less than
60 percent of covered expenses.
While hours worked by volunteers do not count toward the 50 full-time employee threshold, hours
worked by part-time employees do count.
Employers are not required to offer coverage to ANY employee, but if the employer meets the definition
of a large employer and does not meet minimum requirements of the PPACA, the employer will be
penalized.
If a part-time employee obtains health insurance through an exchange, that will not trigger a penalty
against their employer unless it is a large employer, and coverage was considered unaffordable.
If an employer does not offer insurance, but a full-time employee obtains insurance through a health
care exchange, the penalty calculation against the employer is $2,000 per year multiplied by the
number of full-time employees, excluding the first 30.
If an employer offers insurance, but full-time employees enter the exchange, the penalty is the lesser of
(1) $3,000 annually for each employee entering the exchange, or (2) the penalty calculated for
employers not offering insurance at all ($2,000 per year x the number of full-time employees, excluding
the first 30).
Penalties are based on the number of full-time employees – not FTEs. FTEs are used only to determine
if the employer qualifies as a large employer for the purposes of the PPACA.
The following chart from the Congressional Research Service (see references [1]) shows how to
determine if an employer will pay a penalty starting in January 2015. On July 17, 2013, Congress
passed legislation delaying until January 2015 the employer requirements, employer penalties, and
related reporting requirements specified under the PPACA.
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Links:
[1] https://www.mtas.tennessee.edu/reference/ppaca-summary-and-references
DISCLAIMER: The letters and publications written by the MTAS consultants were written based upon the law at the time and/or a specific
sets of facts. The laws referenced in the letters and publications may have changed and/or the technical advice provided may not be
applicable to your city or circumstances. Always consult with your city attorney or an MTAS consultant before taking any action based on
information contained in this website.
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