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ICHRA: where it works, and where it doesn't
A plain-language guide for small employers planning to grow, with what to ask before you choose an
administrator.

The short version
1. An ICHRA gives each employee a fixed, tax-free monthly amount to buy their own individual health

plan, on or off the exchange. You set the budget and they pick the plan. Since September 2026, CMS
and the SBA also call it a "CHOICE Arrangement." Only the name changed.2

2. It fits small and growing companies well, especially ones with no group plan, staff in several states, or
a mix of full-time, part-time and seasonal people. More than two-thirds of the small businesses that
started one for 2026 had offered no health coverage before.3,9

3. It fits poorly where the local individual market is thin or expensive, where people need broad PPO
networks, and where owners want better coverage than their team.4,5,7,18,20

4. C-corporation owners who work in the business can join their own ICHRA. S-corp owners above 2%,
partners and sole proprietors cannot.6

5. Administration is a separate cost to budget for. One broker site lists typical fees of $20 to $45 per
employee per month plus a $40 to $100 base, which is $140 to $325 a month at five enrolled
employees. Ask what any quote includes.8

How it works, in eight lines

You set a monthly allowance for each class of employee. The permitted classes are set by regulation and
include full-time, part-time, seasonal, salaried, non-salaried, union, location, people in a waiting period,
temporary placements and certain nonresident aliens.7

Within a class, terms must match, though the allowance can rise with age (up to 3 to 1 from oldest to
youngest). Ask your administrator about the other permitted variations.9

Employees buy individual coverage, on or off the exchange, and are reimbursed tax-free up to the allowance.2

There is no federal cap on the allowance. Its smaller cousin, the QSEHRA, is capped at $6,450 single and
$13,100 family for 2026.10,11

There is no participation minimum, and employers of any size can offer one.5,11

You cannot offer the same class a choice between a group plan and the ICHRA.1

New hires do not wait for open enrollment. Gaining an ICHRA opens a 60-day special enrollment window.12

It is a real group health plan. Expect a plan document and plan summary, a notice to employees (generally 90
days before each plan year, and to new hires when they become eligible) and an annual PCORI fee. Federal
COBRA applies if you had 20 or more employees in the prior calendar year.1,12,13
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Where it works

Situation Why an ICHRA fits

You have never offered coverage, or a
group renewal is pricing you out

You choose the budget, and there is no participation minimum. Small
businesses are 80% of 2026 adoption, and more than 2,200 of them
previously offered nothing.3,5

Your team is, or will be, spread across
states

Allowances can be set by state or rating area. With no group plan in the mix,
one remote hire can be a class of one.9,14

A mix of full-time, part-time and
seasonal staff

Each group can be its own class with its own allowance.7,9

You want a cost you can predict Your cost is the allowance, not the carrier's renewal. In Colorado, 2027 small-
group premiums rise 14% on average, against 10% for individual plans.15

Higher earners The enhanced marketplace subsidies expired at the end of 2025, and some
people no longer qualify for help. Fewer employees give up a subsidy by
taking an affordable ICHRA.16

C-corp owner-employees who want tax-
free coverage now

They are W-2 employees and can join.6 Under DOL guidance, an HRA with
fewer than two current-employee participants on the first day of the plan year
is arguably exempt from the ACA market reforms, so it could reimburse
individual coverage without meeting the ICHRA rules. Confirm that with a
benefits attorney before relying on it.17

Where it doesn't, or needs care

Situation The problem

Thin or shrinking local markets 165 U.S. counties had only one marketplace insurer in 2026, up from 93 in
2025 (a 77% rise). Cigna leaves the individual market in 11 states for 2027,
Colorado included.18,19

People who need specific doctors or a
PPO

Individual plans lean to HMOs and EPOs with closed networks, and few offer
out-of-network coverage. Deductibles tend to run higher than in group
plans.4,5

Hires in high-cost states In 2026 the cheapest silver plan for a 40-year-old averaged $1,089 a month in
Wyoming and $535 in Colorado. The benchmark plan ranged from $401 in
New Hampshire to $1,299 in Vermont, 3.24 times as much.20

Lower-wage staff An ICHRA that counts as affordable ends their eligibility for marketplace
subsidies. That can leave them worse off than buying with subsidies.5

Older staff Individual premiums rise with age. Unless the allowance rises with age too,
older workers carry more of the cost.5

Owners who want richer coverage than
their team

There is no "owners" class. Owners get the same terms as everyone else in
their class.7
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Can the owners participate?

Business
type Owners in an ICHRA?

C corporation Yes. Owners who work in the business are W-2 employees.

S corporation No for shareholders above 2%, and also their spouse, children, grandchildren and parents. Yes at 2% or
less.

Partnership No. Partners are self-employed.

Sole proprietor No. The owner is self-employed.

LLC Follows how it is taxed: a C-corp election works like a C corp, an S-corp election like an S corp.

Source for this table: 6.

How it scales as you hire

Stage What to know

Owner-employees only (C corp) Owners can take part now.6 The DOL exemption above is counted on the first
day of the plan year and covers fewer than two current-employee participants,
so it does not apply with two or more owner-employees, and stops applying
once a hire is a participant at the start of a plan year. The IRS would also
likely treat several one-person plans as a single plan.17 Ask any administrator
whether it will set up a plan whose only members are owners.

First hires Staff in the owners' class get the owners' terms.7 New hires get the plan
notice when they become eligible, and a 60-day enrollment window.12 A
QSEHRA is the main alternative for employers with fewer than 50 full-time
equivalent employees, but it is capped and cannot vary by state.5,10,11,21

Hiring in other states Set an allowance per state and budget for the spread (see costs).9 California,
Massachusetts, New Jersey, Rhode Island and DC each enforce their own
coverage mandate; ask your administrator what that means for your filings
there.22 Ask your payroll provider what a hire in a new state requires.

20 or more employees Federal COBRA applies, based on the prior calendar year's headcount.13

50 or more full-time equivalents You become an "applicable large employer," based on the prior year's
average headcount.23 To avoid the employer penalty, the ICHRA must be
affordable. The employee's cost for the cheapest silver plan where they live
(or, under a safe harbor, where they work), after your allowance, can be no
more than 10.22% of household income for self-only coverage in 2027.24,25,30

You also file Forms 1094-C and 1095-C.25

Adding a group plan later You can, for different classes. That brings minimum class sizes (10 per class
under 100 employees) for full-time/part-time, salaried/hourly and sub-state
location classes.14 Ask administrators whether they can run an ICHRA beside
a group plan.
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If you had employees last year: COBRA and large-employer status are both set by the prior year's headcount, not
today's.13,23 A company that was larger last year can carry those obligations into a year when it is small.

What it costs

1. The allowance: your main cost
You decide the amount. One way to set it is to match the cheapest silver plan in each employee's area. Below is
the allowance cost per employee per year if you match that plan for a 40-year-old. Administration is a separate
cost, shown in the next table.20

State (2026 average) Cheapest silver, 40-year-old Allowance per employee per year

Colorado $535 / month 535 x 12 = $6,420

U.S. average $611 / month 611 x 12 = $7,332

Wyoming $1,089 / month 1,089 x 12 = $13,068

For context, KFF puts the 2025 average group premium at firms with 10 to 199 workers at $9,211 a year for
single coverage ($767.58 a month) and $26,054 for family coverage ($2,171.17 a month). Those figures include
the employee's share.26 Group and individual plans cover different things, and these are different years, so treat
this as background rather than a comparison.

2. Administration

Enrolled employees Typical administrator

1 $60 to $145 / mo

3 $100 to $235 / mo

5 $140 to $325 / mo

10 $240 to $550 / mo

25 $540 to $1,225 / mo

Typical range: $20 to $45 per employee per month plus a $40 to $100 base, as one broker site lists it. The low end is 20 x n + 40 and
the high end is 45 x n + 100, where n is the number of enrolled employees. The listing does not say whether broker commission is
included. Confirm current pricing before you sign.8

3. Your time
The work is real but small: plan documents, annual notices, the PCORI fee, and checking each year that
allowances still fit local premiums.1,13 Ask any administrator which of these it handles for you.

Choosing an administrator

Compare the full monthly price at your headcount, not a headline rate, ask whether broker commission is
included, and get the plan-year price in writing.
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Questions to ask any administrator
Price and terms

1. What is the full monthly price at our headcount,
and is there a monthly minimum?

2. Is broker commission included, and is the fee lower
without a broker?

3. Is the price fixed for the plan year, and how much
notice do you give before it changes?

4. Can you give references from employers our size?

Service and setup

5. Will you administer a plan whose only members
are owners?

6. Which carriers in our area work with your
enrollment process?

7. Do you serve every state we hire in?

8. What do you handle for us: the plan document and
summary, employee notices, the PCORI fee, and
any state or federal filings?

The market right now

The enhanced marketplace subsidies expired December 31, 2025, and had not been restored as of late July
2026.16

Insurer participation is thinning. Single-insurer counties rose 77% in 2026, and Cigna leaves 11 states'
individual markets for 2027.18,19

In Colorado, 2027 premiums rise 10% on average for individual plans and 14% for small-group plans.15

At the start of 2026, more than 20,000 businesses used an ICHRA as their main health benefit, up 53% from
2025, covering over 500,000 people.3

H.R. 6703 would write CHOICE Arrangements into law. It passed the House on December 17, 2025, and was
still pending in the Senate in early October 2026.27 Earlier CHOICE bills included a small-employer tax credit;
whether this one does is unconfirmed, and none of it is law.28 Indiana and Mississippi offer state ICHRA
credits.29

Five questions to answer before you choose

1. Where will your next five hires live? That sets your cost more than anything else.

2. What do you want to spend per person per month, and should it rise with age?

3. Do your people need particular doctors or a PPO? Check the local individual plans before you commit.

4. Are the owners comfortable with the same coverage as the team? Under an ICHRA, that is how it works.

5. How many people did you employ last year? That decides COBRA and large-employer status this year.

If any of this doesn't match what you're seeing, push back. I would rather work from your numbers than from averages.
Happy to walk through your hiring plans and turn this into a budget.

JT Metcalf, SHRM-CP
Founder & President, M7 Fractional  ·  (970) 388-0275  ·  JT@m7fractional.com  ·  m7fractional.com

General information as of October 6, 2026. This is not legal, tax or insurance advice. Rules, rates and vendor prices change; confirm plan design
with a licensed benefits advisor, a benefits attorney and your CPA. Sources were reviewed through published summaries and excerpts.



m7fractional.com · Page 6 of 6M7 Fractional · People, Elevated.

Sources (retrieved October 6, 2026)

1. PeopleKeep, ICHRA rules and notice requirements. peoplekeep.com/blog/ichra-rules-that-are-important-to-know ; peoplekeep.com/blog/the-ichra-notice-
what-are-the-requirements

2. CHOICE Arrangement rename, Sept. 3, 2026. onedigital.com/en-US/articles/choice-arrangements---a-name-change-not-a-rule-change ;
beckerspayer.com/payer/choice/cms-rebrands-ichra

3. HRA Council 2026 data. takecommandhealth.com/blog/2026-hra-data-whats-driving-ichra-growth ; beckerspayer.com/payer/choice/ichra-market-
doubles-to-500000-enrollees-report

4. Georgetown CHIR, Insurers eye ICHRAs. chir.georgetown.edu/insurers-eye-ichras-implications-for-the-small-group-and-individual-markets

5. Peterson-KFF Health System Tracker, Explaining ICHRAs. healthsystemtracker.org/brief/explaining-individual-coverage-health-reimbursement-
arrangements-ichras

6. Owner eligibility by business type. vitablehealth.com/blogs/ichra-business-owner-eligibility ; takecommandhealth.com/blog/s-corp-hra ;
peoplekeep.com/blog/hras-and-s-corporation-owners

7. ICHRA classes and nondiscrimination. tax.thomsonreuters.com/blog/final-irs-regulations-address-application-of-employer-shared-responsibility-and-
nondiscrimination-rules-to-ichras ; amben.com/media/vxdn1yyc/client_info_form_ichra.pdf

8. Typical ICHRA administrator fees. theichrabroker.com/ichra-companies

9. Classes, age ratio, rating areas. peoplekeep.com/blog/the-individual-coverage-hra-ichras-employee-classes-how-do-they-work ; legalclarity.org/ichra-
regulations-and-compliance-requirements

10. QSEHRA 2026 limits (Rev. Proc. 2025-32). nfp.com/insights/irs-announces-2026-benefit-limits

11. ICHRA vs. QSEHRA: cap, employer size, eligibility. peoplekeep.com/qsehra-vs-ichra ; hubinternational.com/products/employee-benefits/compliance-
bulletins/2026/05/ichra-vs-qsehra-key-differences-for-employers

12. ICHRA special enrollment and new-hire notice. peoplekeep.com/blog/how-does-the-ichra-special-enrollment-period-sep-work-6-faqs ;
takecommandhealth.com/blog/ichra-special-enrollment

13. ERISA, plan documents, PCORI, COBRA. peoplekeep.com/blog/how-erisa-affects-ichra ; peoplekeep.com/blog/individual-coverage-hra-ichra-plan-
documents-what-are-the-requirements ; takecommandhealth.com/ichra-and-cobra

14. Class minimums when a group plan is also offered. myshortlister.com/ichra-plans/vendor-list

15. Colorado Division of Insurance, final 2027 premiums. doi.colorado.gov/news-releases-consumer-advisories/division-of-insurance-announces-final-aca-
health-insurance ; content.govdelivery.com/accounts/CODORA/bulletins/42c0779

16. Enhanced premium tax credits. astho.org/communications/blog/2026/aca-enhanced-premium-tax-credits-legislative-developments-2025-2026 ;
healthinsurancenetwork.org/guide/will-aca-subsidies-come-back

17. U.S. DOL Technical Release 2013-03 and commentary (HRAs with fewer than two current-employee participants). dol.gov/agencies/ebsa/employers-
and-advisers/guidance/technical-releases/13-03 ; faegredrinker.com/en/insights/publications/2014/10/hras-under-the-affordable-care-act

18. KFF, insurer participation in 2026. kff.org/affordable-care-act/how-has-insurer-participation-in-the-aca-marketplaces-changed-in-2026

19. Cigna individual-market exit. coloradopolitics.com/2026/06/09/cigna-to-pull-out-of-individual-health-market-affecting-thousands-in-colorado

20. 2026 silver premiums by state (KFF data). beckerspayer.com/payer/aca/states-ranked-by-average-lowest-cost-aca-silver-premiums-in-2026 ;
beckerspayer.com/payer/aca/states-ranked-by-average-aca-benchmark-premiums-in-2026

21. QSEHRA cannot vary by location. firsthr.app/blog/benefits/ichra-vs-qsehra

22. State individual mandates with penalties, 2026. finance.yahoo.com/news/5-states-still-penalize-dont-090427876.html

23. IRS, determining applicable large employer status. irs.gov/affordable-care-act/employers/determining-if-an-employer-is-an-applicable-large-employer

24. 2027 affordability percentage, 10.22%, self-only (Rev. Proc. 2026-26). taxnews.ey.com/news/2026-1601-aca-affordability-percentage-rises-again-for-
2027-employer-health-plans

25. Form 1095-C ICHRA codes (home vs. work-site affordability). taxbandits.com/aca-forms/form-1095-c-line-14-16-codesheet

26. KFF, 2025 Employer Health Benefits Survey. kff.org/health-costs/2025-employer-health-benefits-survey

27. H.R. 6703 status. peoplekeep.com/blog/what-is-the-choice-arrangement ; remodelhealth.com/blog/ichra-is-now-the-choice-arrangement
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content/uploads/2025/10/CHOICE-one-pager-04-1.pdf
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thatch.com/blog/ichra-affordability-guide


