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Two New HRAs Coming in 2020 

In a June 2019 Notice (“Final Regulations”), 
the IRS has reversed course on a couple of 
ACA-related items and now allows two new 
forms of Health Reimbursement Arrange-
ments (HRAs) for plan years beginning on or 
after January 1, 2020. The new rules make it 
easier for employers to provide health cover-
age to their employees through HRAs. In 
some cases, employers now have the option 
to offer some or all of their employees either a 
traditional group health plan or a defined-
contribution to an HRA to reimburse em-
ployees for the purchase of individual or Med-
icare health coverage. 

The first new form is called an Individual 
Coverage HRA (ICHRA), which allows an 
employer to reimburse an employee pre-tax 
for the purchase of individual health coverage 
or Medicare. The second new HRA is the dol-
lar-limited Excepted Benefit HRA (EBHRA), 
which allows an employer to reimburse em-
ployees on a pre-tax basis for most out-of-
pocket medical expenses. 

Individual Coverage HRA 

The ICHRA is a clear reversal of the previous 
IRS position dating back to 2013. In the Pre-
ACA days, employers (and in particular small-
er employers) would often feel they could not 

afford a traditional group health plan for its 
employees, and instead would provide a fixed 
dollar reimbursement to any employee pur-
chasing individual or family coverage on the 
open market. For example, an employer might 
reimburse an employee on a pre-tax basis for 
up to $400 per month if that employee pur-
chased health coverage for herself. In some 
cases, the employer would even offer reim-
bursement for Parts B, C, or D of Medicare 
coverage or Tricare coverage for veterans. 

In the infamous Notice 2013-54, the IRS set 
forth new rules requiring that any account-
based plan such as an HRA must be integrat-
ed with a qualifying group health plan. That is, 
in order to participate in an employer’s con-
tribution to an HRA (and yes, only employer 
contributions are allowed for all types of 
HRAs), the employee was now required to be 
enrolled in her or her spouse’s employer’s 
group health plan. According to the 2013 No-
tice, the type of Pre-ACA arrangement de-
scribed above was now a violation of the 
ACA’s market reform rules, and would result 
in a penalty of up to $36,500 per employee 
per year. Of course, that dissuaded a number 
of employers from offering the Pre-ACA type 
of reimbursement program. The rationale for 
this requirement was that the Pre-ACA design 
violated the ACA prohibition against annual 
dollar limits on essential health benefits as 
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