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Choosing a Pay-or-Play Strategy



Integrity Data’s leadership in
human capital management since 1996

More than 8,000 organizations worldwide use our technology to 
improve businesses processes
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Engaged by Microsoft to author payroll and human resources 
upgrades to the ERP system known as Microsoft Dynamics® GP

We have been immersed in ACA compliance software since 2012
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Affordable Care Act Reporting 201

Choosing a Pay-or-Play Strategy



ELIGIBILITY 
DETERMINATION
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FOR 

REQUIRED 
IRS REPORTING

The three 
pillars of 

preparation for 
employer ACA 

compliance



You have choices for Tax Year 2016 

You need collaboration ASAP 
Discuss and seek counsel for ACA compliance requirements now – not at year-end

• Put processes in place to address questions as they arise
• Identify which measures require blessings from senior management
• Get those blessings and guidance – pronto!
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‘PAY’ 

Offer no health plan 

= 

Accept full risk of the 
bigger penalty

‘PLAY’ with table stakes

Offer non-compliant coverage (MEC only) 
or non-affordable coverage 

=

Accept full risk of the lesser penalty and 
minimized risk of the bigger penalty

‘PLAY’ fully 

Offer compliant coverage 
that is affordable 

=

Accept managed risk of 
both penalties



Things to consider when determining 
PAY or PLAY strategy

• What are the coverage penalties?

• Are you particularly vulnerable to the ACA coverage penalties?

• Offering quality insurance

• Offering affordable insurance; what are the safe harbors?
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ACA coverage penalties for Tax Year 2016

The 
sledgehammer

Penalty for no offer of coverage

$180 a month, 
times all 

eligible employees
minus 30

The 
tack hammer 

Penalty for non-compliant coverage

$270 a month, times 
the number of 

eligible employees 
who got a subsidy 

on an exchange
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For Tax Year 2016, the employer penalty 
for every month that an eligible 

employee was not offered coverage: 

$2,160, divided by 12, times 

the total number of FTEs minus 30 

(the number of exemptions) 

The multiplier, before taxes: 
$180 a month

The sledgehammer
ACA penalty for offering no coverage
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Also called 
“the A penalty” 

because it’s detailed 
in Section 4980H(a) 

of the 
Internal Revenue Code
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The tack hammer
ACA penalty for offering noncompliant coverage

For Tax Year 2016, the employer penalty for 
every month that an eligible employee did not 
get coverage deemed affordable OR which did 
not meet the minimum value standard: 

$3,240, divided by 12, times the number of

full-time employees who got a subsidy 

on an exchange that month

Not to exceed the sledgehammer calculation

The multiplier, before taxes: 
$270 a month
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Also called 
“the B penalty” 

because it’s detailed 
in Section 4980H(b) 

of the 
Internal Revenue Code
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Which employers are most ACA-vulnerable?

Hourly workers

Lower-wage workers

Part-time workers with

varying schedules

Seasonal hires

Frequent turnover
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By industry

Hospitality
Restaurants
Hotels
Motels
Casinos
Resorts

Employment agencies
Staffing companies
Temp-help services

Nursing care
Rehabilitation facilities
Senior living centers

Retail
Colleges, universities, 

schools
Religious organizations
Municipalities
Security services
Food processing
Trucking
Construction
Agribusiness
Nonprofits
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Alabama
Florida 
Georgia 
Idaho
Kansas
Maine
Mississippi
Missouri
North Carolina
Nebraska

By workforce By state

Oklahoma
South Dakota
South Carolina
Tennessee 
Texas
Utah
Virginia
Wisconsin 
Wyoming



Offer quality insurance 

Consult with a knowledgeable insurance broker to sort 
through options for a qualified plan that meets the Minimum 
Value standard
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Offering insurance that provides Minimum Value and is 
affordable reduces the risk of coverage penalties



Offer affordable insurance

‘Affordability’ requirements can be monitored by use of one of three safe harbors:
– W-2 Wages safe harbor
– Rate-of-Pay safe harbor
– Federal Poverty Line (FPL) safe harbor

• Just one safe harbor per plan. Employers with multiple plans can apply different safe 
harbors to different plans – they need not be identical

• Safe harbor can only be changed when plan is renewed

• Safe harbors are optional but establishing one will go a long way in avoiding potential 
penalties

‘Affordable’ is based on the least-cost plan offered and may not be the actual plan 
selected by the employee
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W-2 safe harbor

• Based on W2 Box 1 wages.  

• No correlation between actual employer cost of providing coverage and 
what the employee can be expected to contribute for their coverage

• Used where compensation is based commissions, tips, piecework or 
steady workforce

• Major drawback is that if employee compensation goes down then the 
employer would be forced to absorb more of the cost
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Aug Sep Oct Nov

Box 1 Wages $5,790 $6,125 $10,420 $5,250

Employee
Maximum Cost

$559.31 $591.68 $1,006.57 $507.15



Rate-of-Pay safe harbor

• Most commonly used

• Based on the lowest hourly rate of the individual employee on the plan 
start date, or if in subsequent months that hourly rate goes down, for 
that month, the lower rate is used

• Calculation = lowest hourly rate x 130 x 9.66%
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Federal Poverty Line FPL safe harbor

• Most affordable safe harbor

• Based on mainland federal poverty line multiplied by 9.66% then divided 
by 12 to get monthly costs
• CY2016:  $11,770 X .0966 / 12 =  $94.75

• For non-calendar year plans, calculation established on plan start date 
remains constant through the entire plan year

• Reported on IRS Form 1095-C, line 14, as a 1A – qualifying offer  
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Steps toward ACA compliance –
when you have a ‘Play’ strategy

1. Identify measurement method – monthly or look-back

2. Identify safe harbor to use for affordability testing

3. Ensure you are tracking hours of service correctly

4. Ensure you have offered – on a timely basis – eligible employees the 
opportunity to enroll in coverage
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If your company’s management has chosen to work within the 
guidelines for offering coverage to those employees eligible for 
coverage, then:
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A destination

Not the 
journey 
itself

© Integrity Data 2016. All rights reserved.



Q&A
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Learn more! 

Educational 
resources 

www.acafluent.com
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Videos in Integrity Data’s ACA Reporting 101 series
• Does your business have to comply with the ACA? Are you an ALE 

(Using Santa Claus as an example)
• How do I comply with the ACA? And when?
• What is a 1095-C?
• Why comply? What are the penalties for employers?
• Is the IRS ready?

Downloadable e-book on “Affordable Care Act: Employer Essentials for 
IRS Reporting”

Downloadable ACA checklist for 2016

Blogs
• Manage ACA compliance for Tax Year 2016: Know the IRS penalty risks
• 1095-C reporting: How to use affordability safe harbors
• Employer need-to-knows for finding ACA compliance strategy

http://www.integrity-data.com/aca-ebook/
http://www.integrity-data.com/aca-balance/
http://www.integrity-data.com/manage-aca-compliance-for-tax-year-2016-know-the-irs-penalty-risks/
http://www.integrity-data.com/1095-c-reporting-how-to-use-affordability-safe-harbors/
http://www.integrity-data.com/employer-need-to-knows-for-finding-aca-compliance-strategy/


Thank you for your time.

To get on the fast and 
sure track to ACA compliance, 

please contact us:

sales@integrity-data.com
888.786.6162

Integrity Data’s publications and presentations are designed to make employers aware of 

IRS reporting requirements under the Affordable Care Act, best practices for compliance 

with those requirements, and the consequences of noncompliance. 

This material is intended to provide accurate information as of the date posted. It is 

provided with the understanding that neither Integrity Data, nor the authors and 

presenters, are rendering legal or accounting advice. 

With respect to your organization’s decision making for Affordable Care Act compliance, 

review the information presented with legal counsel specializing in employment law.




