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ployee fund” in a Consumer Driven
Health Plan arrangement.  These
employee funds are called Health
Reimbursement Arrangements or
HRAs.  The HRA offers much more
flexibility from an employer stand-
point, but will generally not be as
attractive from an employee stand-
point.

Official guidance on HRAs was re-
leased in the IRS Revenue Ruling
2002-41.  The Revenue Ruling es-
tablished certain HRA core require-
ments.

Health Reimbursement Arrange-
ments can be thought of, very
broadly, as employer-funded Flex-
ible Savings Accounts.  While HRAs
are referred to as “accounts,” they
are an employer bookkeeping func-
tion.  An employer would simply
pay eligible claims until HRA funds
are exhausted.  In addition, the plan
design may allow organizations to
roll over account balances into the
next plan year.  The rollover provi-
sions can increase an employer’s li-
ability under the plan.  The ruling
allows for fund rollover, however,
it is a plan’s discretion to allow for
them.  Since the
Ruling does not
require an em-
ployer to set aside
funds for HRAs, a
substantial un-
funded claim li-
ability could ac-
crue over time.  It
is also not an all or
nothing proposi-
tion, employers can set caps on
yearly rollovers.

The IRS guidance does not set any
plan requirements for the High De-
ductible plan offered in conjunc-
tion with an HRA.  This means an
employer can set the deductible,
prescription coverage, wellness
benefits, and emergency copays.
However, if your employees don’t
feel it will cost them anything to

use the plan, the core concept of a
CDHP—to create a more efficient
consumer—will not be realized.  It
is important your plan design en-
courages participants to use ben-
efits wisely.

The Revenue Ruling also does not
set any maximums/minimum con-
tributions or additional require-
ments for an HRA.  Although there
are no direct limits, these accounts
should be viewed as self-funded
medical plans and must meet the
non-discrimination requirements of
Section 105(h).  An employer fixes
the maximum amount of the HRA
at the beginning of the plan year.
Unlike an FSA, reimbursements
need to be made only if  the ac-
count has been funded.  While the
Revenue Ruling does not require
funds to be set aside, the employer
must determine how often contri-
butions should be made.  For ex-
ample, if you have a $2,000 deduct-
ible and the employer funds the
HRA at $1,000 annually, the $1,000
needs to accrue at a specific rate.
The plan may allow full accrual from
the first day, or it may allow a
monthly accrual of $83.33.  If ac-

crual is im-
mediate and
a plan par-
ticipant has a
high dollar
claim, the
full $1,000 of
the HRA is
available im-
mediately.  If
the plan sets

forth a monthly accrual strategy
and the large claim hits in June,
half of the account is funded and
your claim would be eligible for
$500 in reimbursement.  The re-
mainder would be reimbursed as
the account is funded.

This accrual provision eliminates
the “employer risk” involved with
allowing an employee full access to
the account from the first day.  It

eliminates the risk of deficits left
by employees who use all the funds
available in the beginning of the
year and leave the company before
the plan year ends.  However, it will
be an issue to employees. Under a
CDHP, employees are already absorb-
ing much more plan cost, and an
employee fund not available as of
the first day may cause additional
financial hardship.

Implementing an HRA

HRAs must be funded solely by em-
ployer contributions and not in any
way, directly or indirectly, through
employee salary reduction.  The Rev-
enue Ruling demonstrates this point
by showing the employee premium
contributions are less than the CO-
BRA premium for the high deduct-
ible medical plan.  For fully insured
plans, this is easy to demonstrate,
simply make sure any employee con-
tribution for plan participation is
less than the fully insured premium.
For self-funded plans, the employee
contribution should be less than the
anticipated cost of the high deduct-
ible plan.  COBRA premiums can be
used as guides for self-funded plans.

A few important income tax con-
siderations arise under HRAs.  The
first issue is the definition of de-
pendent.  According to the IRS same
sex or opposite sex domestic part-
ners do not qualify as dependents.
Although the Revenue Ruling does
not address dependents directly,
HRAs will probably be handled in
the same way as FSAs and benefits
for domestic partners will not be per-
mitted.

The second question involves tax
deductability.  Employers can de-
duct contributions to an HRA when
they pay a benefit.
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