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Individual Coverage HRA:  

A New Option for Employers 

Effective January 1, 2020, employers may offer to employees a new type of health reimbursement 
arrangement (HRA): the Individual Coverage HRA (ICHRA). Details of the ICHRA were first released in June 
2019 in response to an earlier executive order in which President Trump directed the Departments of Labor, 
Health and Human Services, and the Treasury to explore ways to expand access to HRAs. The ICHRA is 
intended to provide a meaningful alternative to traditional group health coverage.  

Design Requirements 
Under this arrangement, employees can be reimbursed for the premium cost of individual health insurance, 
which allows employees to shop for and procure individual policies while receiving employer-funded tax-free 
dollars to pay for some or all of the cost. This is a significant departure from traditional HRAs that, under the 
ACA’s market reforms, must be integrated with group health coverage and are prohibited from reimbursing 
individual insurance premiums. However, in order to qualify as an ICHRA, several design requirements must be 
satisfied.  

Individual Health Insurance 
Employees and dependents must be enrolled in individual health insurance, or Medicare, for each 
month of participation. Individual coverage can be purchased on or off the Exchange, but employees 
who participate in the ICHRA are ineligible to receive premium tax credits for Exchange-based 
coverage. Employers must also implement procedures to substantiate that participants are enrolled in 
individual coverage upon initial enrollment and prior to each reimbursement. 

No Traditional Group Health Plan Coverage 
Employers cannot offer traditional group health plan coverage to any class of employees to whom it 
offers the ICHRA. An employer can choose to offer the ICHRA to certain classes of employees while also 
offering traditional group health coverage (or no coverage) to other classes, but no employee can 
receive an offer of both. 

Employee Classifications 
The final rules provide eleven permissible employee classifications upon which employers may make 
distinctions in the offering of the ICHRA. The permitted classes include full-time, part-time, and 
seasonal employees; salaried and non-salaried employees; site of employment; and collectively 
bargained employees. If an employer also offers a traditional group health plan, minimum class size 
requirements apply.  
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Uniform Offering 
The ICHRA must be offered on the same terms and conditions to all employees within a single class, 
though the amounts offered under the arrangement may vary based on employee age and number of 
dependents. 

Eligible Expenses 
In addition to individual coverage premiums, the ICHRA may also reimburse all Code Section 213(d) 
qualified medical expenses. The ICHRA may reimburse Medicare and Medicare supplemental 
premiums without running afoul of the Medicare Secondary Payer rules. 

Written Notice 
An annual written notice must be issued to all ICHRA-eligible employees at least 90 days prior to the 
start of each plan year. The notice must include information on the terms of the ICHRA, the right to opt 
out of coverage, and how the ICHRA will interact with the premium tax credit. A model notice is made 
available by the Department of Labor. 

Interaction with the Employer Shared Responsibility Provisions 
The ICHRA qualifies as minimum essential coverage (MEC). Thus, Applicable Large Employers (ALEs) can satisfy 
the employer shared responsibility provisions by offering an affordable, minimum value ICHRA to its full-time 
employees. 

To determine affordability, employers may apply any of the three affordability safe harbor methods. In 
applying an affordability safe harbor, the employer’s monthly contribution to the ICHRA must be such that the 
employee is not required to pay more than 9.78% of his/her income for self-only coverage under the lowest-
cost silver plan in the rating area. An ICHRA that satisfies one of the affordability safe harbors is also deemed 
to provide minimum value. 

Because the ICHRA constitutes MEC, an ALE that offers the arrangement to any of its full-time employees will 
be required to report the offer of coverage under Code Section 6056 on Forms 1094-C and 1095-C. In addition, 
non-ALEs that sponsor an ICHRA will be required to complete annual reporting on Forms 1094-B and 1095-B 
under Code Section 6055. 

Considerations for Employers 
The ICHRA provides an appealing new coverage option for employers, but the arrangement may be 
particularly advantageous for some. Small employers that find the Qualified Small Employer HRA to be too 
restrictive, employers with coverage availability or cost issues, and employers with large employee classes that 
would not normally receive an offer of traditional group health plan coverage may benefit the most from an 
ICHRA.  

Despite all the advantages, though, employers should keep in mind that the ICHRA is considered a group 
health plan, which subjects it to various federal regulations such as ERISA, ACA, COBRA, and HIPAA. As a result, 
employers must be prepared to not only satisfy the specific design elements of the ICHRA, but also the myriad 
benefits laws that will apply.  

Click Here for the Final Rule 
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https://www.federalregister.gov/documents/2019/06/20/2019-12571/health-reimbursement-arrangements-and-other-account-based-group-health-plans



