Part lll: ICHRA: A Game-Changing
Alternative to Traditional Group Health
Insurance

In today's challenging economic environment, businesses constantly seek innovative ways
to provide valuable health benefits while managing costs. The Individual Coverage Health
Reimbursement Arrangement (ICHRA) represents a revolutionary approach that's
transforming how employers offer health benefits. This flexible, tax-advantaged solution
allows businesses to provide personalized health coverage while potentially reducing
costs by 10-30%. Let's explore how ICHRAs work and why they might be a perfect solution
for your organization.

Whatls an ICHRA?

An Individual Coverage Health Reimbursement Arrangement (ICHRA, pronounced "ick-
rah") is a company-funded health benefit that allows employers to reimburse employees
for qualified medical expenses, including individual health insurance premiums. This
structure was permitted by the Departments of Health and Human Services, Treasury, and
Laborin 2020 (Newfront, 2020). ICHRAs provide employers with a stable method to comply
with the Affordable Care Act (ACA) rules, while offering flexibility for different types of
employee groups.

Unlike traditional group health plans, where employers select a one-size-fits-all solution,
ICHRASs allow employees to choose their own individual health insurance plans that best
meet their specific needs (Swift Kennedy, 2023).

How ICHRAs Work
The ICHRA model operates based on the following principle:

1. Employers set a monthly allowance - They determine a fixed, tax-free
reimbursement amount for employees.

2. Employees purchase their own health insurance - Workers shop for individual
health plans through the ACA Marketplace, private insurers, or Medicare (if eligible).

3. Employees pay premiums and submit expenses - After paying upfront,
employees submit receipts for reimbursement.

4. Employers reimburse up to the budgeted allowance - Reimbursements are tax-
free for both employers and employees.

Eligible expenses include monthly premiums, copayments, deductibles, prescriptions,
medical equipment, and dental procedures (Thatch, 2023).



Who Can Benefit from ICHRAs?

ICHRASs are remarkably inclusive and available to:

¢ Businesses of any size - There are no minimum or maximum employee
requirements.

¢ Alltypes of organizations - Including nonprofits and churches.

« Employers with diverse workforces - Companies can define eligibility based on
job classifications (full-time vs. part-time, salaried vs. hourly, etc.).

This flexibility makes ICHRAs particularly appealing to small businesses, startups, and
growing companies looking to provide health benefits without the heavy financial burden of
traditional group insurance (eHealth Insurance, 2023).

Compelling Benefits for Employers

Significant Cost Savings

Perhaps the most attractive aspect of ICHRAs for employers is their potential for
substantial cost reduction. Research indicates that businesses can save between 10-30%
by transitioning to an ICHRA solution (LIG Solutions, 2024). Some striking examples
include:

e Aproperty management company with 170 employees across four states saved
54% of their monthly premium costs after switching to ICHRA.

e One small college saved $1.4 million in healthcare costs by implementing an ICHRA
program.

Enhanced Budget Predictability

Traditional group health plans are notoriously unpredictable, with premiums increasing by
7-20% year-over-year on average (Zorro, 2023). Even a single employee's significant
medical event can drive premiums for an entire company.

With ICHRAs, employers transition from offering defined benefits to providing defined
contributions. This allows businesses to set clear and predictable benefit allowances,
create cost stability, and enable more effective long-term budgeting (Thatch, 2023).

Strategic Resource Alignment

By avoiding the complexity of managing traditional health plans, employers can better
focus their resources and attention on their primary business strategy. ICHRAs remove the
distraction of claims overruns and plan volatility throughout the year, while still providing a
competitive benefit solution that meets ACA requirements (Remodel Health, 2023).



Valuable Tax Advantages

Employers enjoy significant tax benefits from ICHRAs. The contributions of both employers
and employees to qualifying expenses are tax-free. Additionally, employers can deduct
reimbursements as business expenses, resulting in meaningful tax savings (PeopleKeep,
2023).

Advantages for Employees

Personalized Coverage Options

Unlike one-size-fits-all group plans, ICHRAs give employees the freedom to choose health
coverage that aligns with their needs and preferences. In many regions, the ACA
Marketplace offers substantially more options than typical employment plans. For
example, in Illinois alone, there are 20-120 plan options differentiated by county
(ICHRA.com, 2023).

Potential for Cost Savings

The ACA Marketplace has seen more stable premiums than employer-sponsored health
plans. Over the past several years, marketplace plans have maintained relatively steady
costs, whereas employer health plans have increased by approximately 8% annually. This
stability translates to potential savings for employees, with one report noting that
employees at a college implementing ICHRA reduced their premiums by an average of
$1,200 (Venteur, 2023).

Greater Control and Transparency

ICHRAs empower employees to play an active role in their health care decisions. This
increased autonomy often leads to more informed healthcare consumers who better
understand their coverage options and associated costs (Health Insurance.org, 2023).

Challenges and Drawbacks of Implementing ICHRA for
Employers

While Individual Coverage Health Reimbursement Arrangements (ICHRAs) offer employers
cost predictability and flexibility, they also introduce significant challenges that
organizations must navigate carefully. Here's a detailed analysis of the key disadvantages
employers face when adopting ICHRA models.



Administrative Complexity and Compliance Risks

1. Regulatory Burden and Affordability Calculations

ICHRAS require employers to comply with stringent affordability rules of the Affordable
Care Act (ACA), particularly for large employers (ALEs) with 50 or more full-time
employees. Employers must ensure that their reimbursement amounts make the lowest-
cost Silver Marketplace plan affordable for each employee, defined as £9.78% of
household income in 2025 (UNICO Group, 2023). For example, a younger employee
earning $4,000/month might need a $600/month reimbursement for a silver plan, whereas
an older employee earning $8,000/month could require $1,200/month, creating complex
tiered contribution structures. Failure to meet these thresholds risks penalties of $4,460
per employee annually (Newfront, 2023).

2. ERISA and Reporting Obligations

ICHRASs qualify as group health plans under the Employee Retirement Income Security Act
(ERISA), subjecting employers to fiduciary responsibilities, annual Form 5500 filings, and
detailed disclosure requirements. Smaller businesses lacking dedicated HR teams often
struggle with these mandates, necessitating third-party administrators and increasing
operational costs by 15-25% (Zorro, 2023).

Employee Dissatisfaction and Retention Risks

3. Loss of Premium Tax Credits

Employees eligible for ACA premium tax credits lose access to these subsidies if their
employer's ICHRA offer is deemed "affordable," even if they decline the benefit. For low-
income workers, this can result in higher out-of-pocket costs compared with marketplace
plans with subsidies, fostering dissatisfaction (eHealth Insurance, 2023).

4. Narrow Networks and Coverage Gaps

Individual plans available in the marketplace often feature limited provider networks (e.g.,
HMOs or EPOs), which may exclude specialists or hospitals preferred by employees
(Generous Benefits, 2023). A 2025 analysis found that 40% of individual plans in Illinois
excluded at least one major health system, thus complicating care continuity.
Additionally, ICHRA funds cannot be used for spousal group plans or health-sharing
ministries, forcing families to purchase separate policies.



Operational and Financial Uncertainties

5. Unpredictable Premium Volatility

Unlike traditional group plans with negotiated rates, individual marketplace premiums vary
according to age, location, and health status. A 30-year-old employee in Texas might pay
$300/month for coverage, while a 55-year-old in New York could face $1,500/month,
creating inequities and budgeting challenges. Employers cannot control these
fluctuations, thus undermining long-term financial planning (MedCity News, 2025).

6. Loss of Bargaining Power

Large employers transitioning from self-funded group plans forfeit their ability to negotiate
bulk rates with insurers and the health system. This shift transfers cost control
responsibilities to employees who lack collective bargaining power. For example, a
Fortune 500 company might secure a 15% discount on group premiums, whereas
individual employees pay standard Marketplace rates (Business Group Health, 2023).

Implementation Barriers

7. Employee Education and Adoption Hurdles

ICHRAS require employees to actively shop for plans, compare coverage options, and
submit reimbursement claims, a process many find daunting. A 2025 survey revealed that
68% of employees preferred traditional group plans due to familiarity, while only 22% felt
confident navigating the marketplace independently. Employers must invest in training
programs or partner with platforms such as Zorro to simplify enrollment, which adds to
implementation costs (Zorro, 2023).

8. Limited Appeal for Large Employers

Despite growth among small businesses, only 2% of large employers would "strongly
consider" ICHRAs if required to freeze health spending, citing concerns about disruption
and loss of tailored benefits. The geographic concentration of the workforce further
complicates adoption, as rural employees may face fewer marketplace options (Benefits
Pro, 2025).



Strategic Considerations for Employers

While ICHRAs offer cost-control benefits, employers must weigh these disadvantages
against their organizational priorities. Key mitigation strategies include:

e Partnering with third-party administrators to automate compliance and
reimbursement tracking.

¢ Conducting affordability analyses using tools such as HealthCare.gov HRA
Calculator to avoid penalties.

o« Offering supplemental benefits (e.g., telehealth services) to offset narrow networks.

For many organizations, hybrid models—combining ICHRAs for part-time workers with
traditional plans for full-time staff—may balance flexibility and risk. However, the
complexity of dual systems requires careful design to avoid ERISA violations.

How ICHRASs Are Transforming the ACA Marketplace

One of the most interesting developments in ICHRAs is their positive impact on the
broader health insurance landscape.

Improved Risk Pools

Traditionally, the ACA Marketplace has attracted older demographics with greater
healthcare needs, which has contributed to higher premiums. ICHRAs are changing this
dynamic by bringing younger, generally healthier workers into the Marketplace (W3LL,
2023).

As more employers adopt ICHRAS, the influx of younger and healthier individuals helps
balance the risk pool across all ACA plans. A more diverse risk pool with a larger proportion
of healthy members improves the overall risk profile for insurers, potentially leading to
more stable and possibly lower premiums for everyone.

Premium Stabilization

The entry of employer-sponsored members through ICHRASs helps distribute insurance
risks more evenly. With an estimated 70-80% of covered lives in employer plans today
being essentially healthy and spending little to nothing on healthcare, the migration of
these individuals to the Marketplace represents a significant opportunity to improve loss
ratios for insurers and potentially lower costs for all participants (Stuart, 2023).



Cost Savings of ICHRA Compared to Traditional Group
Health Plans

The shift from traditional group health plans to Individual Coverage Health Reimbursement
Arrangements (ICHRASs) represents a paradigm shift in employer-sponsored healthcare. By
transitioning from a defined benefit to a defined-contribution model, ICHRAs offer
employers predictable budgeting, tax efficiencies, and potential savings of 10-30%
compared to conventional group plans. Here's how these savings break down:

Structural Differences Driving Cost Savings

Fixed Contributions vs. Variable Premiums

Traditional group health plans tie employers to annual premium fluctuations, influenced by
claims history, regional healthcare costs, and insurer negotiations. Premiums typically rise
7-20% year-over-year, with even higher spikes if a single employee experiences a major
medical event. In contrast, ICHRAs allow employers to set fixed, tax-free
reimbursement amounts (e.g., $500/month for full-time employees) that remain stable,
regardless of market volatility. This shift eliminates unpredictable financial exposure and
enables precise long-term budgeting (Venteur, 2023).

For example, a property management company with 170 employees reduced monthly
premium costs by 54% after adopting ICHRAs, whereas a small college saved $1.4 million
annually. These savings stem from decoupling employer contributions from insurer-
dictated premiums and transferring plan selections to employees (ICHRA.com, 2023).

Quantifiable Savings for Employers

Direct Cost Reductions

Studies consistently show that ICHRAs reduce employer healthcare expenditures by 10-
30%. Key factors include:

1. Elimination of Administrative Overhead: Traditional plans require negotiating with
insurers, managing enrollment periods, and handling compliance reporting. ICHRAs
outsource these tasks to employees and third-party administrators, reducing
administrative costs by up to 40% (Remodel Health, 2023).

2. Risk Pool Diversification: By encouraging employees to enroll in ACA Marketplace
plans, ICHRAs introduce healthier individuals into the risk pool. Insurers' loss ratios
improve as the proportion of low-claim members increases, stabilizing premiums
over time (CHIR Blog, 2023).

3. Tax Advantages: Reimbursements are tax-deductible for employers and tax-free for
employees, unlike taxable income associated with stipends or raises. This dual
benefit can lower payroll taxes by 15-25% (Take Command Health, 2023).



Employee-Centric Financial Benefits

Personalized Cost Controls

Employees under traditional group plans often face limited options and hidden costs such
as broad-network premiums that inflate deductibles. ICHRAs empower workers to select
plans aligned with their needs, such as:

¢ Narrow-Network Plans: Lower premiums for employees prioritizing specific
providers.
+ Tailored Coverage: Enhanced benefits for chronic conditions or family planning,
often at rates 20% lower than employer-selected group plans.
In Illinois, employees choose from 20-120 marketplace plans depending on their county,
compared to the typical 3-5 options in employer-sponsored plans. This flexibility,

combined with ACA premium tax credits, reduces out-of-pocket costs for employees by an
average of $1,200 annually (Decent, 2023).

Strategic Reimbursement Models
Employers optimize ICHRA savings using three primary strategies:
1. Flat Dollar Contributions

Setting fixed monthly allowances (e.g., $600 for all salaried employees) ensures budget
predictability but may not account for regional cost variations.

2. Percentage-Based Reimbursements

Covering a percentage of premiums (e.g., 70% of a silver-tier plan's cost) aligns with
traditional cost-sharing but requires monitoring affordability thresholds.

3. Age- and Family-Size Tiering
Using 3:1 contribution ratios (e.g., older workers receive higher reimbursements)

complies with ACA affordability rules while addressing demographic disparities
(PeopleKeep, 2023).



Compliance and Affordability Safeguards

ACA Mandates and Penalty Avoidance

Applicable Large Employers (ALEs) must ensure that ICHRA contributions make the
lowest-cost Silver Marketplace plan affordable, defined as £9.78% of household income
in 2025. Tools such as HealthCare.gov HRA Affordability Calculator help employers
verify compliance, while third-party platforms automate reimbursement tracking. Non-
compliance risks penalties of $4,460 per employee annually, making strategic design
critical (Horton Group, 2023).

Market-Wide Implications

Premium Stabilization

The influx of healthier ICHRA participants into the ACA Marketplace counters adverse
selection, where high-risk individuals dominate the pool. Insurers respond by offering more
competitive premiums that benefit all marketplace enrollees. For example, regions with
high ICHRA adoption have seen 5-12% slower premium growth compared to areas reliant
on traditional group plans (QED Investors, 2023).

Implementing an ICHRA: A Step-by-Step Guide

If you're considering implementing an ICHRA for your organization, here's a straightforward
approach:

1. Verify Eligibility

While most employers can offer ICHRASs, certain businesses have specific requirements.
For example, applicable large employers (ALEs) with over 50 full-time employees need to
offer affordable coverage to 95% of their employees and dependents (HealthCare.gov,
2023).

2. Design Your ICHRA Plan
An effective plan design involves several key considerations:

¢ Determine contribution amounts based on your budget and desired level of
employee support.

« Establish eligibility criteria for participation, considering factors such as
employment status and length of service.

¢ Create comprehensive plan documents that outline terms, conditions, and
reimbursement procedures.



3. Offer and Acceptance

Once your plan is designed, clearly communicate the details to eligible employees,
explaining the benefits and enrollment process. Employees must accept the ICHRA offer
to participate (Thatch, 2023).

4. Manage Your ICHRA

Efficient managementincludes:

¢ Inviting eligible employees to participate in the program.
« Establishing procedures for terminating employee participation when necessary.
¢ Ensuring compliance with federal ICHRA reporting requirements.

Understanding ICHRA Reporting Requirements

Like other benefit plans, ICHRAs come with compliance and reporting obligations that
employers should understand:

1. Affordable Care Act (ACA) Reporting

Employers must complete appropriate forms based on their size:

¢ Non-Applicable Large Employers (non-ALEs) use Forms 1094-B/1095-B.
e Applicable Large Employers (ALEs) use forms 1094-C/1095-C (Thatch, 2023).

2. Additional Reporting Requirements

Other obligations include:

e PCORI (Patient-Centered Outcomes Research Institute) Reporting
¢ ERISA (Employee Retirement Income Security Act) Reporting
e Medicare Part D Reporting and Disclosures (Venteur, 2023)

Resources for ICHRA Implementation

Several tools and resources are available to help ensure ICHRA affordability and
compliance:

¢ HealthCare.gov HRA Affordability Calculator - Helps determine whether an
ICHRA offer will be considered affordable.

¢ CMS Lowest-Cost Silver Plan Lookup - Assists employers in finding monthly costs
for self-only silver plans in each area.

¢ Third-Party Support - Many benefit administrators and advisors offer free ICHRA
affordability calculators and implementation assistance (Servant Solutions, 2023).



Conclusion

ICHRAS represent a transformative approach to employer-sponsored health benefits that
offer compelling advantages to both employers and employees. By providing greater
flexibility, potential cost savings, and improved budget predictability, ICHRAs are quickly
becoming attractive alternatives to traditional group health insurance.

As the healthcare landscape continues to evolve, ICHRAs offer a promising solution that
aligns with modern workforce needs, while potentially contributing to a more stable and
affordable health insurance marketplace for all Americans.

If you're considering implementing an ICHRA for your organization, consulting with a
qualified benefits advisor can help you design a plan that maximizes the advantages for
both your business and your employees.
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