Health Reimbursement Arrangements at a Glance

In the current health care marketplace, striking a balance between what your employees want and what you as an employer can provide is difficult at best.  Employers of all sizes and industries are looking to Health Reimbursement Arrangements as an opportunity to serve the needs of their employees, and fight back against the backlash of rising health care costs.

What is a Health Reimbursement Arrangement?

· Created under Treasury and IRS Notice 2002-45 and Revenue Ruling 2002-41.
· A plan that lets employers reimburse employees for healthcare expenses on a tax-free basis.

· A plan funded with employer dollars.

· A plan that allows rollover of unused reimbursement amounts.

How Can It Save Money?
· Employer can purchase a less expensive health insurance plan (e.g., higher deductible, higher out-of-pocket costs).

· Employer can make up the difference to employees by reimbursing for additional out-of-pocket expenses.

· Employer can typically enjoy significant savings because HRA reimbursements are likely to be lower than premiums (savings not guaranteed; will depend on actual claims).

How Does It Work?
Initial setup:

· Employer identifies eligible expenses.

· Employer provides ProcessWorks with employee eligibility information. 

· ProcessWorks develops the required legal documents.

· Employer designates funds to cover reimbursements.

Administrative Processing:

· Employees submit claims to ProcessWorks.

· ProcessWorks verifies eligibility and generates reimbursements payable to employees.

· ProcessWorks maintains records and produces employer reports. 

What Expenses Are Eligible?

Eligible expenses are up to the employer.  Suggestions include:
· If a health plan has $1,000 deductible, use the HRA plan to reimburse employees for half.

· Reimburse employees for any eligible medical, dental or vision expenses.

· Reimburse employees for specific types of expenses (i.e., any Rx expense).
What About Taxes?

· Under current rules, an HRA plan is deductible as a normal business expense.

· Since reimbursements are not considered income, they are tax-free to employees.

How Much Can Employers Save?

Your company’s savings depend on the premium reduction for moving to a high deductible health plan, and the number of employees who incur eligible HRA expenses.  Here is an example of how one company saved money with an HRA plan.

Sample Group:  150 employees, plus 201 covered dependents.

You reduce health insurance premiums by changing the deductible from $250 to $1,000.  The HRA reimburses employees for the additional $750 out-of-pocket cost.

	Insurance Premium Savings
Total annual premium for the group:

Old plan with the $250 deductible


New plan with a $1,000 deductible



Premium savings with the new plan


	$824,940.60

$549,590.85

     $275,349.75

	Health Reimbursement Arrangement Expenses

Scenario 1:

If all 351 lives satisfy $1,000 deductible

(351 lives x $750 reimbursement)
       



NET SAVINGS
(subtract reimbursement from premium savings)
   
Scenario 2:

If 225 lives satisfy $1,000 deductible

while others satisfy $250 or less

(225 lives x $750 reimbursement)

NET SAVINGS
(subtract reimbursement from premium savings)

	  - $263,250.00
$12,099.75
  - $168,750.00

     $106,599.75


While the HRA offers you the potential to save money, savings are not guaranteed.  Your results will depend on the expenses your employees actually incur.

