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The Basics
Health reimbursement arrangements (HRAs) are employer-funded group health plans. Employees are 
reimbursed tax-free for certain out-of-pocket medical expenses, up to a fixed dollar amount per year. An 
HRA may reimburse medical expenses incurred by employees, their spouses, and dependent children under 
age 27 during a taxable year. 

Employers fund and own the account; no employee contributions can be used to fund the account.

An employer has great flexibility in designing an HRA plan. Accounts can be designed to reimburse only 
certain categories of qualifying expenses. Rollover features can be added to allow for account balances to 
be carried over to subsequent years and spend-down provisions can be included for retired employees to 
access their remaining balances.

Different Types of HRAs

HRA PLAN EMPLOYER TYPE RESTRICTIONS
General Purpose 
HRA

All Employers Must be coupled with a qualified medical plan if covering 
medical expenses. Can also be offered as stand-alone if 
reimbursing dental/vision only.

Qualified Small 
Employer HRA

Limited to Nonapplicable Large 
Employers (Non-ALEs)

Can only be offered by non-ALEs that do not provide any 
group health benefits to its employees.

Retiree HRA All Employers Available only to retirees. Employers can create accounts 
that allow retirees to spend down the money previously 
contributed to an HRA when the retiree was active or 
separate contributions to a retiree HRA can be made.

HRAs Offered With Other Consumer Directed Accounts
General purpose HRAs and any health care flexible 
spending account (health FSA) must be paired, or 
integrated, with a major medical plan to avoid penalties 
under the Affordable Care Act (ACA). Employers will 
determine the coordination of benefits to establish 
whether the HRA or the health FSA will reimburse medical 
expenses first.

An employer must sponsor a qualified high deductible 
health plan (QHDHP) in order to allow employees to 
contribute to HSAs. An HRA designed to be health savings 
account (HSA) compatible, may be limited purpose or 
post-deductible. If post-deductible, it will reimburse medical 
expenses after the HSA minimum deductible is reached.

HRA

HRA

FSA

HSA

QUALIFIED 
MEDICAL PLAN

QHDHP
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HRA Questions & Answers

QUESTION ANSWER
Who owns the account? The employer.

Who funds the account? HRAs may only be funded by the employer or plan sponsor.

Are self-employed individuals allowed 
to participate?

No. 

Self-employed individuals, including partners in a partnership or more than 
2% shareholders of an S-corp are not eligible to participate.

Is there a maximum amount the 
employer can fund?

Not for general purpose HRAs. However, for 2019, contributions to a 
qualified small employer health reimbursement arrangement 
(QSEHRA) are limited to $5,150 (individual) and $10,450 (family).

What is the available balance? Employers determine contribution frequency. The HRA may reimburse 
expenses once substantiation, such as a valid receipt, has been submitted 
for health care expenses. Participants are reimbursed up to the available 
balance in the account.

Does the account accrue interest? Typically, no.

Is the account a COBRA-eligible 
benefit?

Yes. However, QSEHRA is not COBRA-eligible.

The HRA is a COBRA-eligible benefit and may be linked to, or bundled 
with, the medical plan. When bundled, if the employee elects medical 
coverage under COBRA, the premium will also include an HRA premium. 
Alternately, the HRA can be elected separately, though it should not be 
elected without the employer’s medical plan (due to potential ACA issues). 
The employee has to be given the option to elect the HRA regardless of 
whether they have a balance in the account.

Does the account allow rollover? Yes.

An employer may design their HRA or QSEHRA to allow unused balances 
to rollover to subsequent plan years.

What medical expenses are eligible 
for reimbursement?

Any unreimbursed, qualified medical expenses (defined in section 213(d) of 
the Internal Revenue Code (IRC)) incurred during the plan year. QSEHRAs 
and retiree HRAs can be used to reimburse individual insurance premiums 
and Medicare Part B and D premiums (although Medicare Secondary 
Payer Rule applies) provided proof of enrollment is provided.
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QUESTION ANSWER
What is the tax treatment of the 
account?

Reimbursements to the employee are tax-free as long as they are used to 
pay for medical expenses as specified in Section 213(d) of the IRC. These 
reimbursements are also tax deductible to the business. 

QSEHRA reimbursements are taxable to employees who are not enrolled in 
qualified medical coverage.

Are claims required to be incurred 
during the current plan year in order 
to be reimbursable?

Medical expenses must be incurred while HRA coverage is in effect in order 
to be reimbursed tax-free. However, claims incurred, but not reimbursed 
in one year (due to an insufficient HRA balance), can be reimbursed in a 
subsequent year. This is if the participant is covered under the HRA both 
when the claim is incurred and the following year. HRA plan sponsors may 
design their plan to limit the period during which participants can submit 
claims.

Are expense substantiation and 
claims adjudication required?

Yes.

How does the ACA impact the 
account?

To avoid penalties, employers offering general purpose HRAs must pair 
their HRA with a qualified medical plan. If the employer does not require 
participation in the employer’s medical plan in order to be eligible in the 
HRA, the employer will be violating the ACA market reform prohibiting 
annual and lifetime limits under group health plans.

HRA Questions & Answers Cont.
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The ACA’s Impact on HRAs
In November 2017, the Department of Labor (DOL), IRS, and U.S. Treasury issued regulations outlining 
changes the ACA made to HRA administration.

HRAs are considered group health plans under ERISA and are subject to ACA requirements (with the 
exception of those meeting the definition of an QSEHRA). Limited purpose HRAs are exempt from ACA 
compliance.

Common Issues & Solutions

ISSUE SOLUTION
General purpose HRAs will violate the ACA’s 
prohibition on lifetime and annual dollar limits, 
as well as preventive benefits requirements. 
Therefore, as a general rule, stand-alone, general 
purpose HRAs can no longer be offered.

A general purpose HRA must be integrated with a group health 
plan that complies with ACA. The HRA participant must be 
enrolled in the group medical plan. The HRA may also allow 
employees in major medical group coverage with another 
employer to enroll (ex. an employee enrolls in group health plan 
coverage under their spouse’s employer plan). 

Certain excepted benefit HRAs can be set up to reimburse 
retiree-only benefits, dental, vision expenses, hospital indemnity 
plans, and some types of limited medical plans that don’t 
provide essential health benefits.

General purpose HRAs are considered group 
health plans. They are also considered minimum 
essential coverage for employees that will 
prevent covered employees from obtaining 
premium subsidies on the exchange.

If retirees are eligible to participate in a general purpose HRA, 
then the retiree needs to be able to opt out of the HRA to allow 
them to receive a federal subsidy.

HRAs cannot reimburse individual health 
insurance premiums because of compliance 
issues surrounding the ACA’s market reforms.

Non-ALEs that don’t offer any other group health coverage 
to their employees are eligible to offer a QSEHRA. These 
accounts can reimburse the cost of qualified health coverage 
purchased on the individual market on a tax-free basis.

ALEs* and small employers that offer any group health 
coverage will not be able to offer HRAs that reimburse the cost 
of individual health insurance policies due to ACA’s reforms 
to the Public Health Services Act (PHSA). These employers 
remain able to offer general or stand-alone HRAs that 
reimburse excepted benefits (dental and vision).

*Applicable Large Employers (ALE): Generally 50 or more employees and/or equivalents on average in the preceding calendar year. 
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Small Employer Stand-Alone HRAs
President Obama signed the 21st Century Cures Act in December 2016. This law includes a provision that 
expands the ability of small businesses to assist their employees in paying health expenses. The Act allows 
small employers (non-ALEs) to establish QSEHRAs that reimburse eligible employees and their family 
members (up to an annual limit) for qualifying medical expenses and individual health insurance premiums.

QSEHRAs are not to be considered group health plans under ERISA and, with the exception of the Cadillac 
tax, will not be subject to the ACA market reforms, including ACA reporting for self-insured plans. They are 
also not subject to COBRA continuation requirements.

ELIGIBLE EMPLOYERS
Eligible employers are those who are not ALEs as defined by the ACA. They do not offer any group health plan to 
any employees. An employer must offer a qualified HRA that is funded only by employer contributions and made 
available to all eligible employees.

ELIGIBLE EMPLOYEES
Employees covered under a plan providing minimum essential coverage are permitted to participate in the QSEHRA. 
Employees who can be excluded from participation are those who have not completed 90 days of service, those 
who aren’t age 25 as of the beginning of the plan year, part-time or seasonal employees, employees of a collective 
bargaining unit (union or ‘CBA’ employees), and nonresident aliens who don’t earn U.S.-sourced income.

NOTIFICATION RULES
Employees must be given written notice at least 90 days prior to the start of the plan year of the amount of benefit 
available under the QSEHRA. The notice will also be required to contain both:

1. A statement to the employee that they must inform the federal or state health insurance exchange with the
amount being provided to them in HRA funds, as this amount will be used by the exchange when calculating
need based premium assistance.

2. A statement notifying the employee that if they are not covered by minimum essential coverage for any month
of the tax year, they could be subject to a penalty under the Individual Mandate provision of the ACA and any
QSEHRA reimbursements may be included in gross income.

Failure to provide this notice will result in a penalty to the employer of $50/employee, up to a $2,500 calendar year 
maximum.

FUNDING LIMITS
For 2019, the QSEHRA can reimburse up to $5,150 for an individual ($10,450 for family members). These limits 
are indexed for inflation and can increase on an annual basis. The annual amount will be prorated for employees 
who join the plan during the year.
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Retiree HRAs
A retiree-only, stand-alone HRA is permitted under health care reform. The ACA prohibition on annual and 
lifetime dollar limits, and cost sharing for preventive services, do not apply to plans with fewer than two 
participants who are active employees on the first day of the plan year.

EMPLOYER FLEXIBILITY WITH RETIREE HRA DESIGN

Design an HRA that allows retirees who participated in the employer’s HRA during active employment to “spend 
down” their HRA balances for qualified medical expenses incurred during retirement.* .

Provide coverage for retirees only. Under this approach, retirees could be credited with a fixed amount upon 
retirement, or, retiree account balances could be funded annually, in the same way an account would be for active 
employees.

Retiree HRAs can be used to reimburse qualifying IRC Section 213(d) expenses. Since these plans are 
not subject to ACA market reforms, the HRA can be used to pay premiums for individual medical plans 
purchased on the federal or state exchange, or for Medicare Part B or D premiums. Retirees must be given 
the option to opt out of the HRA as these accounts are considered minimum essential coverage and will 
disqualify the retiree from eligibility for premium subsidies on the Exchange. 

ADDITIONAL ACA REQUIREMENTS FOR RETIREE HRAS 

SECTION 6055 REPORTING
• Retiree HRA is a self-insured plan without integrated group health coverage.
• Employer will report using Forms 1094/1095-B.
• Reporting is not required if the HRA is offered only to individuals who are also covered by other coverage, such

as Medicare, TRICARE, or Medicaid.

PCORI FEES
• Since the HRA is a self-insured medical plan, the employer will need to pay PCORI fees for the retiree HRA.

CADILLAC TAX
• Retiree HRAs are responsible for paying Cadillac Tax.
• The Cadillac tax is effective 2022.

To ensure the retiree HRA is treated as stand-alone by the IRS, and remains exempted from excise taxes 
under the ACA, it is important for the employer to confirm the segregation of this plan from its other benefit 
offerings, particularly any active employee medical plans. Best practice is to establish separate plan 
documents, file separate Forms 5500 (if applicable), create separate administration procedures, maintain 
distinct carrier contracts, and separate payment processes.

*Please note: Retirees must generally be offered the opportunity to elect COBRA in lieu of retiree HRAs. This is in order to opt out of the benefit, in 
the event they would like to apply for subsidized coverage on the state or federal health exchange.

Employers have flexibility in how they design a retiree HRA.  For example, the employer may:



© PrimePay, LLC. All rights reserved.

8 | 9

Health Reimbursement Arrangements (HRAs)

primepay.com

HRAs & COBRA
HRAs are generally subject to COBRA continuation coverage requirements. Employers must make the full 
amount of the HRA available, minus any prior reimbursements made for the plan year. If the employer allows 
for rollovers, that amount must also be made available to the COBRA qualified beneficiary (QB). Unlike 
an FSA, an HRA can carry over to subsequent years. So, if the QB continues to pay timely premiums, the 
employer must continue to allow participation in the HRA and make contributions to the plan as they do for 
similarly situated, active employees. 

Each QB is entitled to his/her own COBRA election. For example, if a dependent child is enrolled in a family 
HRA and they turn 26, they should be offered the opportunity to continue coverage under the HRA as part of 
their COBRA notice.

Calculating COBRA Premiums

PAST-COST METHOD ACTUARIAL DETERMINATION METHOD
• Available to plans that have historical utilization

data available for analysis.
• Employers examine the percentage of total

HRA benefits that were paid out and use this to
calculate the COBRA premium.

• That amount is then adjusted by the percentage
increase (or decrease) in the implicit price
deflator of the gross national product for the 12
month period ending at the mid-point of he prior
determination period.

• Plans that do not have historical data available, or
do wish to use the Past-Cost Method (ex. rollovers
complicate the analysis), will use this method.

• An actuary will estimate the percentage of total
HRA benefits that are expected to be used by
the employee population, and use that number to
calculate the COBRA premium, applying a trend
factor and other actuarial methodologies.

EXAMPLE EXAMPLE
• Employer A has had an HRA for the past two

years and has calculated that 75% of total
benefits have been claimed and paid over that
time.

• The maximum single HRA is $1,000. At 75%
utilization, after accounting for the implicit price
deflator for the 2017 determination period, the
monthly COBRA premium would be $65.02.

• Employer B is introducing an HRA this year. They
estimate that their employees will use 60% of the
HRA money available

• The maximum single HRA is $1,000. They
estimate that employees will use 60% of the total
benefit. Based on this, and applying a hypothetical
rate factor, the employer determines the monthly
COBRA premium to be $58.14.

Employers are able to condition the participation of COBRA QBs in the HRA to enroll in the medical plan, 
just as they are able to set this condition for active employees. The employer can combine the COBRA 
premiums for the medical and HRA benefits as one way to ensure enrollment in both.

For ALEs and small employers whose HRAs are not eligible for the QSEHRA exemption, this is an important 
practice to consider in light of the ACA, whose market reforms impose excise taxes of $100/day per 
participant on businesses who do not link their HRA with a qualified medical plan. These employers should 
not allow COBRA QBs to use HRA funds to purchase individual coverage as this presents issues under ACA 
and other regulatory compliance areas.
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Looking to help your clients with HRA?
Join our program made for brokers, by brokers: PrimePay’s Broker 
Concierge. This partner program was founded to help benefits brokers 
succeed in a world of changing regulations.

Learn more:
PrimePay.com/Broker-Concierge
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