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Executive Summary 
 

The Individual Coverage Health Reimbursement Arrangement (ICHRA) has the potential to 
significantly change the landscape of employer sponsored health benefits. Internal Revenue Service 
(IRS) regulations level the playing field between the tax treatment of group health insurance and an 
ICHRA offer to reimburse employees for the cost of individual health insurance plans. Some industry 
experts are comparing the move from an employer sponsored group health insurance model to the 
purchase of individual health insurance policies to the shift in retirement benefits from defined 
benefit plans to define contribution arrangements like a 401(k). Although it is too early to predict 
how many employers will move in this direction, it is certain that many employers will seriously 
explore the option, and some will conclude that the ICHRA is the best option for them. 

Of course, as with any set of IRS regulations, there is a long list of rules that must be followed. One 
of the most important rules is that employees cannot be offered the choice between an ICHRA and 
traditional employer sponsored group health insurance. Employers must choose to offer one or the 
other to a particular class of employees. 

The prevailing wisdom is that ICHRAs will be most attractive to small employers wishing to get out 
of the business of managing a group health plan for their employees. However, there are some 
compelling reasons why many large employers will also consider the ICHRA as an option, at least for 
a subset of their employees. 

This strategy review is designed to help administrative firms that currently provides services to the 
employers to think about the various business issues involved in entering, and succeeding in, the 
ICHRA marketplace. The ICHRA marketplace is in its infancy, and this guide will be updated as the 
market evolves and more data becomes available. Updated versions of the guide can be found at 
www.ichraalliance.com. 

For a more detailed analysis of the rules and regulations that apply to ICHRAs, see the ICHRA 
Alliance ICHRA Compliance Guide, also available at www.ichraalliance.com. 
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The Big Questions  
 
When planning to participate in the ICHRA market, administrators must consider several important 
questions. Many of these issues will be addressed in more detail throughout this guide.  

How prepared is your distribution channel (brokers or direct) to offer ICHRA solutions to 
employers?  

• What education will they need? 
• What ICHRA-specific sales support will you need to provide? 

How tightly will you need to integrate participant access to individual health insurance 
into your offering? 

• Will the broker have its own strategy for selling the individual health insurance plans to 
participants, or will you be expected to offer a “complete package” consisting of both 
administration services and access to individual health policies? 

• What are the existing individual marketplace and private exchange companies doing, and 
are they broker/TPA friendly, or are they pure competitors? 

• Will you be able to facilitate participant premium payments directly to carriers?  

Where will the revenue come from, and who will get to keep it? 

• ICHRA Administration Fees 
o Principal source of TPA revenue, but will you need to share fees with brokers as 

commission? 
• Carrier Commission on Individual Policy Sales 

o The broker or individual health plan marketplace owner will most likely be the 
“agent of record” and collect commission on the sale of the individual policies.  

• Employer Consulting Fee 
o Brokers are in the best position to collect consulting fees from employers 

• Commissions and Fees on Sales of other Products and Services offered to ICHRA 
Participants 

o This one is really up for grabs and will vary among different models. 
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Will many employers set up ICHRAs that also reimburse 213(d) expenses – or will most 
of them be set up just to reimburse the individual plan premium? 

• Employers and brokers will need the services of an administrator for an ICHRA that 
reimburses both individual health premiums and other 213(d) expenses. However, 
administration of ICHRA for individual plan premiums alone is fairly simple. Could 
employers, brokers, or individual private exchange providers offer this type of ICHRA on 
their own? 

What services might you need to offer besides the ICHRA administration function? 

• Employee enrollment services 
• Employer-specific individual plan pricing 
• Applicable Large Employer (ALE) affordability analysis  
• Provider network disruption analysis 
• Education for participating employers and employees 
• Compliance consulting (e.g., offerings by class, minimum participation rules, 

nondiscrimination) 
• Employer reporting data 
• Plan documents 
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Market Potential 
 

In the preamble to the ICHRA final regulations, the federal government estimates that over 10 years 
approximately 800,000 employers will offer an ICHRA covering 11.4 million participants, with most 
adoption occurring by 2024. The analysis also predicts that enrollment in group health plans will 
decrease by 6.9 million participants over the same period.  

 

Change in Coverage 
(Millions) 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 

ICHRA 1.1 2.7 5.3 8.1 10.9 11 11.2 11.4 11.4 11.4 

Traditional Group Health Ins. -0.6 -1.7 -3.3 -5 -6.7 -6.8 -6.8 -6.8 -6.9 -6.9 

Individual Without ICHRA -0.4 -0.9 -1.8 -2.7 -3.6 -3.6 -3.7 -3.8 -3.8 -3.8 

Uninsured -0.1 -0.2 -0.3 -0.5 -0.6 -0.7 -0.7 -0.7 -0.7 -0.8 

 

With an average number of participants per employer of less than 15, these estimates obviously 
assume that most ICHRA adopters will be very small employers. How many employers will actually 
adopt an ICHRA strategy is hotly debated, but it is very likely that the average number of ICHRA 
participants per employer will be higher. Preliminary data from WEX Health, a leading provider of 
administration technology used by many administrators who already offer ICHRA services, shows 
ICHRA adoption by large employers occurring at a higher than expected rate. 

It is unlikely that ICHRA enrollment will reach the predicted 1.1 million in 2020. IRS final rules 
allowing employers to offer an ICHRA for the first time beginning January 1st, 2020, were not 
released until the middle of 2019. Consequently, very few employers were prepared to offer an 
ICHRA by the most common employer enrollment date. Subsequently, the Covid-19 health and 
economic crisis put many employers who might have been considering ICHRAs as a strategy into a 
wait-and-see mode. 

How many employers will actually adopt an ICHRA remains unclear, but it is apparent that many 
employers will seriously consider it.  



8 
 

Employer Considerations and Strategies 
 

Ultimately, the size of the ICHRA market will be determined by the number of employers who 
choose to adopt it as an employee benefits strategy. As mentioned above, many have predicted that 
the ICHRA will generate the most interest among small employers. However, some aspects of the 
IRS rules may make ICHRAs an attractive option to some large employers. 

Small Employers 

The number of small employers who offer group health insurance has been declining for years. 
Increasing rates combined with administration complexity and compliance obligations have made 
offering group health insurance benefits less and less viable. 

ICHRAs create an opportunity for small employers to provide a tax-advantaged health benefit 
without incurring some of the more difficult administrative aspects of offering group health benefits. 

Defined Contribution Model 

An ICHRA allows a small employer to set a fixed amount to spend and lets employees decide what 
plan to buy. However, this model also means that employees will bear the brunt of premium 
increases. 

More Employee Choice 

Small employers are typically limited by carriers to offering just one or two benefit options to 
employees. An ICHRA allows employees to use tax-free employer money to purchase whatever 
individual health insurance (or Medicare) is available in their market, providing employees with 
much more choice.  

Individual Market Situation 

Small employers typically have most of their employees in a limited geographic area, so the state of 
the individual health insurance market will have a significant impact on ICHRA adoption. In some 
areas of the country, individual health insurance options and costs are very competitive with the 
small group market. In other areas, the individual health insurance market has limited options 
(including narrower networks), high premiums, or both.  
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Large Employers 

Designing Benefits by Class of Employee 

The IRS rules allowing an employer to offer an ICHRA to a class of employees provide flexibility that 
may be attractive to large employers. A large employer may find that offering an ICHRA to a specific 
class of employees could be beneficial for several reasons. The ICHRA classification rules allow an 
employer to “carve up” their employee population based on these classes: 

• Full-time employees 
• Part-time employees 
• Seasonal employees 
• Salaried workers 
• Non-salaried workers 
• Employees working in the same geographic location 
• Employees covered by a collective bargaining agreement 
• Employees who have not satisfied a waiting period 
• Other less common classes including Non-resident aliens with no U.S.-based income and 

some temporary employees of staffing firms  

Classes can differ for different EINs within a controlled group or affiliated service group, and an 
employer can combine classes (e.g. all non-salaried workers in a particular state). For more detailed 
information on ICHRA employee classification rules, see our ICHRA Compliance Guide at 
www.ICHRAALLIANCE.com. 

Compliance with the §4980H Employer Shared Responsibility Rule 

Also important to larger employers is that the IRS rules allow for certain ICHRAs to meet §4980H 
employer shared responsibility requirements (the “employer mandate”). The determination of 
affordability for the ICHRA may be complicated by the fact that individual health coverage rates 
vary by age and location. It is expected that employers will look to their brokers and administrators 
to assist with this process. 

Examples of situations where an ICHRA may be attractive to larger employers 

In addition to the potential advantages for small employers of a defined contribution model and more 
employee choice discussed above, there are additional reasons the ICHRA may be attractive to large 
employers. 
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Employers Having Trouble Meeting Participation Requirements 
Group health plans typically have minimum participation requirements. As health insurance rates 
have gone up and employers have increased employee contribution requirements, many employers 
have struggled to meet those requirements. This has been a major problem for employers with a 
significant number of low wage workers, 

Employers with High Turnover or Many Variable Hour Employees 
Employers with a very fluid workforce have a more difficult time administering benefits under a 
traditional group health plan. An ICHRA offer could ease some of that administrative burden for this 
type of employer.  

Employers Who Want to Offer Something to Part-Time Employees 
Very few employers offer access to group health plans to part-time workers. An ICHRA could be 
attractive to some employers wishing to offer at least some limited benefits to part-time employees. 

Applicable Large Employers Offering Only Minimum Essential Coverage (MEC) 
To eliminate the risk of the §4980H(a) penalty, some employers have implemented a strategy of 
offering only a “skinny plan” MEC to a subset of their employees. An ICHRA offer, with a low 
employer contribution, could be an alternative strategy for these employers. An ICHRA can likely be 
offered cheaper than other MEC offerings and can provide more flexibility with respect to employee 
reimbursement (e.g. by not being limited solely to preventive coverage). 

Employers with High Health Plan Rates Resulting from Claims Experience 
Employers who have higher than average claims costs could benefit from moving employees to 
individual health plans, which are all community rated. 

Employers with a Workforce that Is Diverse or Geographically Spread Out 
Employers that have a workforce that is diverse or is spread out across the country may struggle to 
put group health plan coverage in place to meet various cost and coverage needs. An ICHRA could 
provide a similar level of employer contribution while allowing employees to choose coverage that 
better matches their specific needs. 

Employers with a Significant Number of Medicare-eligible Employees in Certain Class 
Although the ICHRA cannot be offered to just Medicare-eligible employees, if an employer has a 
significant number of employees who are Medicare eligible, the ICHRA may be a more attractive 
option for an allowed class of employee. 
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 Distribution Issues 
 

Direct to Employer Sales 

An employer benefits strategy designed around an ICHRA provides an opportunity for the TPA to 
provide most, if not all, of the services and support an employer needs to deliver these benefits to 
their employees. This may provide an opportunity for administrators to work directly with employers 
more often instead of using a broker distribution model. 

Obviously, this is a significant decision for most administrators, since many rely on the brokers as 
their principal distribution channel, but ICHRAs could help administrators who have an employer 
direct sales model increase business generated by their internal sales efforts. 

Brokers 

Most TPAs will need to rely on their broker distribution channel to get ICHRAs implemented for 
employers. The broker community is currently very mixed in its approach toward, and interest in, 
ICHRAs. Many brokers currently see ICHRA adoption as a threat to their traditional employer 
sponsored group health insurance model. They do not see a clear path to a revenue structure from an 
employer who chooses to offer an ICHRA that is similar to what is generated by their current group-
based arrangements. 

Broker Compensation  

Broker compensation will be critical in determining the level of broker participation in the ICHRA 
marketplace. However, broker compensation potential will vary significantly depending on different 
employer types. 

Large Groups  
• Large fee-based employer clients – Consulting fee for assistance in design, administration, 

and employee education. 
o It may be easier for a broker to maintain a similar fee-based arrangement for large 

clients, especially those who adopt an ICHRA carve-out strategy. 
• Brokers often make significant revenue from these clients on other products and services, 

such as voluntary and ancillary coverages. An ICHRA strategy that involves direct access to, 
or contact with, participants could actually help increase sales of these types of products.  
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Small Fully-insured Employers 
• This market will be challenging for brokers. In many markets, the commissions paid on 

individual health insurance is less than what carriers pay on group plans. However, in some 
cases, reduction in small group health plan commissions over the years has closed this gap. 

• Another challenge is that if the broker does not have a direct relationship with the individual 
carriers, the commissions on individual products may need to be shared with the 
administrator operating the ICHRA, or with the individual marketplace the broker uses to 
access these products. With an already low individual plan commission, this quickly becomes 
a “too many cooks in the kitchen” problem.  

• Broker challenges in the small group market may lead to administrators and ICHRA 
providers working directly with small employers more often. This is already taking place at 
companies like PeopleKeep (formerly Zane Benefits). 

Broker Focus on ICHRAs 

What type of broker firm is likely to be most active in the ICHRA market?  

Very Large Brokerage Firms 
The large national firms will all say that they can help employers adopt an ICHRA strategy. 
However, their actual commitment to ICHRAs will vary significantly from firm to firm. These firms 
are likely to focus on ICHRA adoption by larger employers.  

Consider that Willis Towers Watson has already introduced an ICHRA service for employers and has 
the advantage of already having their own individual plan marketplace, whereas a search for the 
word ICHRA on Lockton’s website turns up nothing other than a compliance alert.  

Mid-size Regional and Independent Brokerage Firms 
These firms may be best positioned, both offensively and defensively, to take advantage of employer 
adoption of an ICHRA strategy. Many of these firms can offer broad employee benefits services and 
support to employers. They also often make significant revenue from the offer of other products and 
services to employees of their employer clients (voluntary benefits, executive benefits, etc.). Finally, 
they work in both the small and large employer markets. 

Small Brokerage Firms 
Smaller brokers tend to work with smaller companies, who are generally believed to be more likely 
to adopt ICHRAs on a large scale. However, these firms will also struggle the most to generate the 
revenue necessary to provide employer support for an ICHRA strategy. 
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Other Related Products and Services 
 

Administrators entering the ICHRA market also need to consider their participation in other 
services that may be important to succeeding in the ICHRA marketplace. 

Sales of other products and services to ICHRA participants 

This may be the “sleeper revenue stream” that could fuel administrator profitability in the ICHRA 
marketplace. Participants are likely to be more engaged in a private exchange or marketplace tied to 
an ICHRA because health insurance is so important. Engagement in the ICHRA offering, where 
employees will go to take care of their health insurance needs, could increase the chance that they 
will purchase or participate in other services and benefits offered in conjunction with their health 
insurance choice.  

Employee Enrollment Support 

An ICHRA offer to employees may involve an increased need for employee support to help them 
understand their options and make better benefit decisions. Benefits technology can play a role here 
for some employers, but the simple fact that employees will have a choice among a wide range of 
individual health insurance plans is likely to generate a need for more individualized employee 
assistance. Some brokers, especially larger ones, are likely to play a role in helping employers with 
the employee communication process. However, smaller brokers, and those that work primarily with 
small employers, may not have this capability. These brokers and employers may look to the ICHRA 
administrator for help. TPAs marketing through small brokerage firms may need to partner with 
enrollment support firms if they do not have that internal capability.  

Individual Plan Design and Pricing Analysis  

Being able to understand what plans are available and their related costs will be critical for an 
employer who is considering offering an ICHRA to employees. Having the ability to base this 
analysis on employee location will be very important for larger employers with multiple locations. 

Affordability Analysis 

In addition to affordability for themselves (4980H(b)), many employers will also be very interested in 
what it will cost their employees. The employer may still want the ICHRA to be seen as a “benefit.” 
Similar or lower costs will make the transition easier to sell to current employees. 
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Administrators working with larger employers will need to be able to help an ALE discern the best 
ICHRA contribution strategy to meet the employer’s goals related to §4980H employer obligations. 
The employer will also want to understand the impact that different ICHRA employer contributions 
will have on employee eligibility for subsidies when purchasing individual coverage on the public 
exchange. 

• Some employers will need to know how to set contributions in the most cost-effective manner 
to help the employer offer affordable coverage to avoid §4980H(b) penalties. 

• Other employers may want to make an ICHRA available to employees in a manner that 
keeps the offer “unaffordable” to preserve the employee’s ability to collect subsidies when 
purchasing individual coverage. This may be particularly important to small non-ALE 
employers, and to employers offering an ICHRA to part-time employees. 

Provider disruption analysis 

Some employers will also want to compare provider access and networks available on the individual 
market with what is offered by the employer on the group market. 
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Individual Market Private Exchanges and Individual Health 

Coverage Providers 
 

Many companies already offer access to the individual market, both direct to consumer and through 
employer-supported arrangements. To offer a complete ICHRA solution to an employer, TPAs and 
brokers will need to develop their own individual marketplace solutions or to partner with a firm 
that already offers this service. 

Many of these firms are attempting to become the end-to-end solution provider, competing with both 
brokers and other administrators. Other individual market companies, however, will work with both 
brokers and TPAs.  

Here is a short list of some of the companies already in the business of offering access to individual 
health insurance policies: 

• Health Sherpa – http://www.healthsherpa.com 
o Has nationwide individual product availability 
o Will work with brokers 

• GoHealth – https://www.gohealth.com/ 
o Has nationwide individual product availability 
o Will work with brokers 

• Health Compare – https://www.healthcompare.com/ 
o Has nationwide individual product availability 
o Keeps most of individual plan commission  

• Gravie – https://www.gravie.com/ 
o Sells direct to consumers and employers as an individual health plan marketplace 

but claims to work with a “select group” of brokers 
• Bright Health – https://brighthealthplan.com/ 

o Is part primary care provider network, part individual insurance plan. 
§ Health care is accessed through their network of primary care locations in 22 

Markets in 12 states (as of 6/2/2020). 
§ The “plan” covers other services at referred providers. 

• Oscar – https://www.hioscar.com/ 
o Is a direct seller of individual plans in 15 states – will work with brokers and pay a 

commission 
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Summary 
 

One final consideration for administrative firms is the political landscape surrounding ICHRAS. 
ICHRAs were created by executive branch regulatory action, not by statute. This means that the 
rules could be changed, or even reversed, by future regulatory changes.  

How a different administration would respond to ICHRAs will depend, to a large extent, on how 
employer adoption impacts the individual health insurance market. In the preamble to the ICHRA 
final regulations, the IRS predicts that, due to some anti-selection, ICHRAs will increase average 
individual health insurance rates by 1%. Other commenters predict that ICHRA will actually help 
stabilize the individual insurance market by increasing enrollment. 

Note also that support for preferred tax treatment of individual health insurance offered by 
employers is not a purely partisan issue. Qualified Small Employer Health Reimbursement 
Arrangements (QSEHRAs) were passed into law during the tenure of the Obama Administration.  

No one can predict with any certainty how many employers will adopt an ICHRA. Early indicators 
show that many employers are interested in the concept, but it will take more time before we know 
how many of those will move from interest to action. However, administrators need to plan to be 
ready to operate in the ICHRA marketplace. If ICHRA adoption exceeds expectations, firms that 
have not prepared will have a hard time catching up and competing. 

 

 

 


