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ISSUE SUMMARY: 
Health Reimbursement Arrangements (HRAs), also known as health reimbursement accounts, are employer-sponsored 
health plans funded by the employer that can provide significant cost-sharing relief for employees at a lower overall cost 
to the employer. HRAs that are not paired with a health plan but instead are used as a vehicle for employers to provide 
health insurance to their employees through tax-advantaged funding, known as standalone HRAs, are not permitted, 
according to federal regulations. Congress is currently considering legislation that would eliminate this federal 
prohibition. The House of Representatives passed H.R 5447, the Small Business Health Care Relief Act, on June 21, 2016, 
while the Senate companion bill, S. 3060, is currently awaiting action. 
 
BACKROUND: 
A Health Reimbursement Arrangement is defined by the IRS as an employer-sponsored health plan. It can only be 
funded through deposits from an employer – no employee funds are permitted. Many employers and their employees 
benefit from HRAs. HRAs have allowed employers to offer plans with higher deductibles, for example, and employer-
funded HRAs have provided significant cost-sharing relief for employees at a lower overall cost to the employer. 
 
Since health plans are required to have an unlimited maximum under the ACA, and since HRAs are by their nature 
funded with a specified dollar maximum, they would theoretically not be permissible under the ACA. However, given 
their important role in employer-sponsored plans, the IRS has ruled that HRAs remain a permissible health plan if paired 
with another group health plan that meets ACA requirements. 
 
Some individuals and organizations object to the requirement that an HRA be permissible only if paired with an 
employer-sponsored group health plan and would like to be able to have employers deposit funds into an HRA that 
might stand on its own, allowing employees to purchase individual health insurance coverage with it. Some have 
suggested that most small employers do not offer health insurance coverage, and that this would allow these small 
employers to contribute to the cost. 
 
In fact, many small employers do offer health plans to their employees, and many offer those group plans combined 
with HRAs or HSAs designed to offset cost-sharing in the basic health plan. There are a number of advantages to 
employer-sponsored health insurance. There is an obvious tax advantage since employer contributions to the health 
plans they offer is not only deductible to the employer but also non-taxable as income to the employee. 
 
More important, group health plans pool covered employees and their families to spread risk over a large number of 
individuals. Even if the employer is a small one, other small employers that purchase health insurance for employees 
from a particular insurer in their state are pooled to allow for a mixture of lower- and higher-risk individuals and a lower 
premium. 
 
One might argue that individuals who purchase coverage in the individual health insurance market are also pooled by 
state and insurer, and this is true, but individuals who purchase coverage in the individual market are a different kind of 
insurance risk than those who get their coverage through their employer. Employer-sponsored coverage has a specific 
entry point for eligible employees associated with their date of hire and an annual open-enrollment period for plan 
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changes. Employees can’t just wait until they need coverage to elect it; if they do not come on to the plan when they are 
eligible, they must wait until the next open-enrollment period to enroll. 
 
Most people who purchase coverage in the individual market do not have an employer contribution towards their health 
insurance premium so, in general, those who are insured are those who believe they need coverage. Although there is a 
standardized open-enrollment period now and limited special enrollment periods, those who know they may have 
upcoming medical expenses are still more likely to enroll than those who are healthy because of the cost. Even with the 
availability of premium subsidies for those who are eligible based on their income, the premiums after subsidies can be 
significant and someone in good health may elect not to be insured, especially given the fact that the tax penalty for not 
being covered is far lower than the cost of coverage itself. Additionally, the healthiest individuals statistically are those 
who are younger. Modified community rating increases costs for younger individuals, again causing some of them to 
choose not to be covered. Many of these individuals are below the tax filing threshold or just may not file income taxes; 
therefore, the chance of their being caught not having health insurance coverage is low. This leaves the pool of insured 
individuals likely to be older and sicker, and since at least 80% of every premium is required by law to be attributed to 
medical expenses, the cost of coverage will be higher. 
 
Even if HRAs were allowed to be funded with employer dollars to purchase individual health insurance coverage, it 
would not mimic employer-sponsored coverage in terms of avoiding adverse selection because employees would be 
purchasing coverage in the same pool with everyone who had no employer contribution. This means they could be 
facing higher costs for fewer choices in their plans. Employers would be unlikely to fund as much of the cost of coverage 
under this arrangement as they would under a group health plan; otherwise, there would be no purpose to their 
choosing this type of arrangement. 
 
More likely, an employer would deposit a flat amount into each employee’s account. Some employees would benefit 
more than others because the cost of their coverage in a modified community rating system would be less, creating a 
discriminatory environment. Because they would be spending dollars from a tax-preferred employer-sponsored plan, 
they would not be eligible for premium tax subsidies since that would likely be viewed as duplicating the tax benefit 
from the HRA, just as individuals with a valid offer of employer-sponsored coverage are ineligible for subsidies today. 
The reality is that these accounts might be created with only a handful of employees from any given employer actually 
able to take advantage of them. 
 
Another complicating factor is that the DOL has a longstanding definition of when a health plan is an employer-
sponsored plan. The DOL defines plans as being employer-sponsored if there is significant employer involvement in the 
plan, even without any employer contribution. It is difficult to argue that a plan that is designed to pay health insurance 
premiums for employees is NOT an employer-sponsored plan. All of the individual plans that employees purchased with 
their HRA dollars would then theoretically become part of an employer-sponsored plan because the employer has paid 
some or all of the cost. As a result, all of the requirements associated with other employer-sponsored plans could be 
applicable to that employer. The potential administrative burden of tracking all of these different plans for various 
compliance purposes -- for example to determine whether the employer contribution is affordable -- would certainly be 
unanticipated by those who think they might benefit from this arrangement, but could easily become reality without any 
new regulation making it so, just based on current DOL regulations. 
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Trying to find more flexibility in health plan offerings is laudable, and many lawmakers seem to be in favor of the more 
flexible use of HRAs. If this was permitted broadly, the number of uninsured individuals could increase as the cost would 
very likely be less affordable for some individuals than coverage under a group health plan arrangement. As a result, 
they might not elect to take advantage of the employer funding to the HRA and remain uninsured. 
 
If HRAs paired with individual health plans were allowed on a more limited basis for the smallest of employers (for 
example, those with five or fewer employees), it would have less impact because fewer people would be affected and 
fewer insured individuals would be pulled for the employer insured pool. 
 
For those small employers that otherwise would not have offered a plan at all, whether it is better for the employees to 
have individual market health insurance coverage funded in part by this type of an HRA might depend on whether their 
employees were largely lower- or higher-paid workers. If the employees were primarily in the lower-paid category, the 
value of a premium tax credit might be higher than the limited employer contribution to the HRA, yet the employer 
contribution might disqualify them from premium tax credit eligibility. 
 
If the employees were largely higher-paid workers, the employer contribution to the HRA would be more valuable to 
them, since they might not otherwise qualify for a premium tax credit and would have at least some help paying for the 
cost of coverage. 
 
From the standpoint of keeping the overall cost of healthcare affordable as a nation, maintaining the employer’s stake in 
the offering of coverage is critical. It is the best way to keep the largest number of people continuously insured over 
time. If expanding ways for employers to offer coverage is needed, it needs to be done very carefully so as not to disrupt 
what is already successful today. 
 
NAHU appreciates efforts to improve flexibility in health plan offerings but does not have an official position on the use 
of standalone HRAs or pending legislation to alter current federal regulations. We urge Congress to consider both the 
advantages and disadvantages of offering standalone HRAs as it considers related legislation. 
 


