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Affordable Care Act changes employer ability to reimburse employee health insurance and expenses 
 
Rather than providing group health plan coverage, many small employers previously incentivized their 
employees to purchase individual health insurance with the employers reimbursing the employees for all or a 
portion of the premiums. Alternatively, some small employers had their employees sign up for individual health 
insurance with the employer paying the insurance premiums directly. The Affordable Care Act no longer allows 
these arrangements and penalties of up to $100 per day per employee may apply. 
 
What is no longer allowed? 
 

• Premium reimbursement or payment arrangements (whether made on a pre-tax or post-tax basis) 
• Health reimbursement accounts (HRAs) (which previously provided reimbursement to employees for 

premiums or medical costs up to a certain amount) are no longer allowed. There is an exception for 
HRAs provided in conjunction with a group health plan offered by employers. Please note that medical 
expense reimbursements are viewed as HRA-type plans. 

 
What is allowed? 
 

• Increases to salary that will be taxed to the employee (and the employer can say “I hope you use this 
to buy health insurance”) 

• Premium-only plans for group health plan coverage where employees pay a portion of premiums pre-
tax 

• As noted above, HRAs are allowed if provided in conjunction with a group health plan (and the HRA is 
available only to employees enrolled in group coverage) 

• Special rules allow pre-tax HRA benefits to still be available for retiree-only plans 
•  “Excepted benefit” health Flexible Savings Accounts (FSAs) – Special rules apply to FSAs under the 

new law. The employer must provide other group health coverage AND employer contributions to the 
health FSA must be at or below $500 or not more than a 100% match of employee contributions. 

• Special rules apply to Medicare premium reimbursement arrangements, which may be allowed in 
certain instances where the employer also offers a group health plan 

• Plans that apply to one-employee businesses – It is okay for the medical reimbursement plan of one-
employee plans to cover the spouse and dependents of the employee. Because of nondiscrimination 
rules, these one-employee plans are only practical where there are no other regular employees in the 
family business.  
 

Recommendations 
 

• Replace premium reimbursement arrangements with taxable wages and allow employees to purchase 
their own medical premiums 

• Employers may also sponsor a group health plan 
 
 



Latest News 
 
On June 25, 2015, legislation was introduced in the House (HR 2911) and Senate (S 1697), which, if enacted, 
will allow small employers to continue to offer premium reimbursements and HRAs to employees. We are 
monitoring these developments and will provide an update as needed. 

This communication is general in nature and does not constitute tax advice. Please contact your 
advisor at Hellam Varon or your health insurance provider for more information.   

 


