
Allow Small Employers to Use Health Reimbursement Arrangements 

Without Being Subject to Outrageous Fines 

The Affordable Care Act (ACA) mandates that employers with an average of 50 employees or more 

provide health insurance to their employees. Small businesses with less than 50 employees are not 

required to provide health care coverage to employees.   

 Many small business owners want to do right by their employees and assist them with health

care costs by offering Health Reimbursement Arrangements (HRAs) to help employees

defray costs associated with health insurance or medical expenses. Although these small

business owners are doing the right thing, the Internal Revenue Service (IRS) says this

arrangement is wrong.

 The ACA requires group health plans to meet certain market rules. These reforms include the

prohibition on annual limits for essential health benefits and the requirement to provide

certain preventive care without cost-sharing. Because HRAs are accounts, they do not meet

these market rules.

 However, under IRS Notice 2013-54, HRAs are considered to be group health plans, and
therefore, are subject to ACA market reforms.

 Employers who provide workers with an HRA fail to meet these market reforms and can be
fined $100 per day, per employee, beginning on July 1, 2015, under Section 4980D of the
Internal Revenue Code. Over the course of a year, the fine can add up to $36,500 per
employee, up to $500,000 in total.

In contrast, the penalty for businesses to comply with the employer mandate is only $2,000 per year. 

That means that the HRA fine is 18 times more than the $2,000 employer mandate penalty for not 

providing any coverage.  

Small Business Healthcare Relief Act 

In order to fix this outrageous regulatory interpretation, CAHC supports the Small Business 

Healthcare Relief (H.R. 5447/S. 3060). This bipartisan, common-sense legislation would: 

 Allow small businesses with less than 50 employees to continue to use pre-tax dollars to

provide employees with a defined contribution for health care expenses without being fined;

and

 Allow employees to use HRA funds to purchase health coverage in the individual market (on

or off an exchange), or for qualified medical expenses like eyeglasses and annual physicals if

the employee has qualified coverage.




