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These days, employers have many options when it comes to offering quality healthcare plans to
their employees. In recent years, one option that has been gathering steam is that of the
healthcare reimbursement arrangement (HRA).

While an HRA is not an actual health insurance plan, it is an account-based plan that allows
employers to reimburse employees for certain healthcare expenses. Typically, employers will
offer an HRA in lieu of a traditional” group health plan.

HRAs can be an excellent solution for some employers, but it's important to understand the ins
and outs of these plans before making a decision.

How Does a Health Reimbursement Arrangement Work?

There are many different types of HRAs, and they all have specific terms and conditions. In
general, however, all HRAs work in more-or-less the same basic manner.

It begins with an employee receiving healthcare services, whether it be a preventative exam or
treatment for an iliness. When the employee receives the bill, they may pay it and then submit it
for reimbursement from an HRA. Once the claim is processed and approved, the employee is
reimbursed for all eligible healthcare costs.

Typically, HRAs are set up so that employers decide how much money they wish to allocate to
each employee. However, laws and regulations require that all employees within the same class
must receive the same amount of HRA funding.

Benefits of Health Reimbursement Arrangements

There are many potential advantages to offering an HRA as an employer. For starters, this type
of arrangement gives employers the ability to decide exactly how much they want to fund for
each employee’s healthcare costs. At the same time, employers can appreciate knowing these
arrangements can be funded with pretax dollars.

Likewise, when compared to a traditional group health insurance plan, an HRA tends to be a
more cost-effective option for employers. This allows employers to optimize their budgets while
giving employees more autonomy when it comes to their own healthcare decisions.

Health Reimbursement Arrangement Options

There are many different types of health reimbursement arrangement plans, with some of the
most common outlined below.

¢ Qualified Small Employer Health Reimbursement Arrangement (QSEHRA)

With this type of HRA, employers with fewer than 50 employees can set up a reimbursement
plan without needing to offer a group healthcare plan. Instead, employers provide non-taxed
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funds directly to the QSEHRA to cover things like private health insurance premiums, over-the-
counter items and deductibles.

¢ Individual Coverage Health Reimbursement Arrangement (ICHRA)

For larger employers with more than 50 employees, an ICHRA may make more sense. This
type of HRA also allows employers to contribute to employee healthcare costs without directly
offering a group health insurance plan. With an ICHRA, the amount an employer can contribute
tax-free is completely determined by the employer and not subject to IRS limitations.

o Excepted Benefit Health Reimbursement Arrangement (EBHRA)

Finally, an EBHRA may be a suitable option for employers of any size that are looking to
supplement their existing group healthcare coverage. With this type of plan, there is a set
contribution limit for each employee, although unused funds do roll over from one year to the
next. Likewise, employers are not required to participate in the employer’s group healthcare
plan in order to use EBHRA benefits.

How to Choose a Health Reimbursement Arrangement

These are just a few examples of some of the most common HRA plans that are used by
employers of various sizes today. Ultimately, business owners considering an HRA for their own
needs should consult with a financial advisor or other experienced consultant to determine
which type of arrangement is best for their respective companies and employees.

Meanwhile, employees and employers alike should understand the potential limitations of an
HRA. For example, HRAs are not portable, so funds are forfeited when an employee leaves the
company. Employees should also be aware that an HRA is not a substitute for an actual health
insurance plan, although it can help to cover some costs after-the-fact.

Overall, an HRA can be a sensible option for many employers looking to take advantage of tax
benefits while helping employees pay for their medical care. With a little research and consulting
with the right professionals, business owners can confidently determine which type of HRA is
right for them.
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