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Survey Overview

The Kaiser Family Foundation/Hewitt Associates 2002 Retiree Health Survey reports findings from a survey
of 435 large private-sector firms (1,000+ employees) that currently offer health benefits to retirees. These
firms employ 7.4 million workers and have 3.3 million retirees, and provide health benefits that impact the
lives of an estimated 18.5 million workers and family members and 5.4 million retirees and family members.
The overwhelming majority (92%) are multi-state employers that represent a broad range of manufacturing
(44 percent) and non-manufacturing (56 percent) industries. In terms of employee size, 42% of surveyed
companies have 1,000 to 4,999 employees, 19% have 5,000 to 9,999 employees, 17% have 10,000 to
19,999 employees, and 22% have 20,000 or more employees.

The survey was conducted online between July 2, 2002 and September 9, 2002. All premium and benefit
design information presented in this report are for surveyed employers’ retiree health plans with the largest
number of enrolled retirees. Such plans represent the majority of retirees with health coverage among the
surveyed employers. Information about premiums are for individuals who retire on or after January 1, 2002,
referred to as “new retirees.” The total premiums and retiree contributions to premiums are weighted by firm
size and by the number of retirees in the largest employer health plan.

These charts present a summary of findings from the Kaiser/Hewitt 2002 Retiree Health Survey. Copies of
the full report (#6061) are available on the Kaiser Family Foundation’s website at www.kff.org or by calling
the Foundation’s Publication Request Line at 1-800-656-4533.

Hewitt Associates is a global outsourcing and consulting firm delivering a complete range of human capital management
services to companies including: HR and Benefits Outsourcing, HR Strategy and Technology, Health Care, Organizational
Change, Retirement and Financial Management, and Talent and Reward Strategies.

The Henry J. Kaiser Family Foundation is an independent, national health philanthropy dedicated to providing information
and analysis on health issues to policymakers, the media, and the general public. The Foundation is not associated with
Kaiser Permanente or Kaiser Industries.



Exhibit 1

Retiree Health Benefits

Pre-65 Retirees:

— Employer plans provide access to group health insurance that
retirees often have difficulty obtaining on their own

— Retiree health insurance bridges gap in coverage until
Medicare eligibility

Age 65+ Retirees:

— Employer plans assist 1 in 3 seniors by helping pay for benefits
not covered by Medicare, such as prescription drugs

— Also assist retirees with Medicare’s cost-sharing requirements



Exhibit 2

Scope of Survey

435 large, private-sector firms,
with 1,000+ employees

Included only companies that
offer retiree health plans

Surveyed online between July 2
and Sept 9, 2002

Sample represents 36% of
Fortune 100 companies and 28%
of Fortune 500 companies

Benefits impact 18.5 million
employees and family members
and 5.4 million retirees and family
members

91 percent of surveyed
employers provide coverage to
both pre-65 and age 65+ retirees

Pre-65
Only
9%

91%

SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey,
December 2002.



Coverage and Benefits



Exhibit 3

Percentage of Large Employers Offering Retiree
Health Benefits, by Type of Employee/Retiree

100%
92% 91%

50% -
00/0 - T T T
Salaried Hourly Grandfathered Part-time Spouses of Other
Employees Employees Employees* Employees Retirees Dependents
Type of Employee/Retiree Relation to Employee/Retiree

*Grandfathered employees or retirees are those who retain retiree health benefits from a previously established plan that is no longer
offered to current employees or retirees.

Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits.

SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.



Exhibit 4

Number of Health Plans Offered to Retirees

Percentage of large private-sector employers providing
retirees a choice of health plans:

100%
31%
48%
[ 3 or more plans
50% - M 2 plans
Bl 1 plan (no choice)
0% -

Pre-65 Retirees 65+ Retirees

Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits. Choice of
health plans for full-time employees retiring on or after January 1, 2002. Due to rounding, numbers may not sum to 100%.
SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.
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Types of Health Plans Offered to Retirees

Percentage of large private-sector employers offering
different types of health plans to retirees:

80% - 78%
56% 57%
48%
44%
o
40% - 37% 39%
16%
11%
6%
0% B T T T T T T T 1
HMO PPO POS Indemnity  Other HMO or PPO POS Indemnity  Other
or Medicare or
Managed + Choice Managed
Indemnity Indemnity

Pre-65 Retirees

65+ Retirees

Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits. Types of health

plans for full-time employees retiring on or after January 1, 2002.
SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.



Exhibit 6
Typical Retiree Health Benefits

Continue coverage to surviving spouses of deceased retirees

Include a limit on out-of-pocket spending for covered services

— $1,500 for retirees/$3,000 for retirees and spouse

Nearly all employers that provide health benefits to age 65+
retirees cover prescription drugs (96%)

— Typically, as part of firm’s retiree health plan, rather than stand-alone plan
— 17% have separate Rx deductibles

— 15% have separate Rx out-of-pocket maximum

— 11% have separate limits on Rx benefit

93% make drugs available through retail and mail-order pharmacies

— 14% of those offering mail-order require enrollees to use it



Exhibit 7

Prescription Drug Cost-Sharing Approaches for Age
65+ Retirees

100% -
13% 6%

[0 Combination of
Coinsurance and
Copayment

M Coinsurance (%)
50% -

H Copayment ($)

0% - |

Retail Pharmacies Mail-Order

Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits.
SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.



Exhibit 8

Median Drug Copayments for Age 65+ Retirees, by
Drug Category and Pharmacy Type

$40 -
$35
$25 $25
$20 -
$15
$10
Generic Formulary/ Non- Generic Formulary/ Non-
Preferred Formulary/ Preferred Formulary/
Non- Non-
Preferred Preferred
Retail Mail-Order

Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits. Retail
prescriptions typically cover a 30-day supply of the medication, while mail-order typically cover 90-day supply. Generic drugs may be
produced and/or distributed by many firms. Formulary/preferred drugs are brand-name drugs with no generic substitutes. Non-
formulary/non-preferred drugs are brand-name drugs with no generic substitutes.

SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.



Total Costs



Exhibit 9

Total Costs

Retiree health plans are costly

Total cost (employer and retiree contributions)
was $12.5 billion for surveyed employers in 2001

— Estimated $14.5 billion in 2002 after employers’ estimated 16%
average increase from 2001 to 2002

Average total cost per firm: $28 million in 2001

— $95 million among “jumbo” companies with 20,000+ employees
— $4 million among firms with 1,000-4,999 employees



Exhibit 10

Average Estimated Increase in Total Retiree Health
Costs, by Firm Size,
2001 to 2002

20% -
17% 17%
16%
15% 15%
10% -
0% -
Total 1,000 -4,999 5,000 -9,999 10,000 - 19,999 20,000 or more
Employees Employees Employees Employees

Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits.
SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.



Exhibit 11

Employer Caps on Contributions to Retiree Health Benefits
for Age 65+ Retirees

100% A

> 50% -

_/

Of large private employers with a cap,
percentage that anticipate hitting the cap:

| Have already hit
the cap

Yes, anticipate hitting the
cap within the next year

Yes, anticipate hitting the
— cap within the next 3
years

No, do not anticipate
15% [ hitting the cap

0%

Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits.

SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.



Premiums



Exhibit 12

Premiums

* Premiums often vary

— By retirees’ age and years of service; by plan type (HMO vs. Indemnity)
and plan design; and by demographics of retirees, geography, and firm
size

 Employers typically pay more than half of the total
premium

— Employers require new retirees to pay about 40 percent of the total
premium, on average

— But about 20 percent of employers require retirees to pay the full
premium, and another 20 percent require no premium contribution at all



Exhibit 13

Average Monthly Premiums for New Retirees, 2002

B Employer Contribution to Premium O Retiree Contribution to Premium

Retiree-Only

Pre-65 Retirces [ $153 | $365

65+ Retirees $79 | $194

Retiree+Spouse

Pre-65 Retirees $401 $328 $729

65+ Retirees m $165 | $406

$0 $200 $400 $600 $800

Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits. Weighted
average premiums for full-time employees retiring on or after January 1, 2002, in plans with the largest number of enrolled retirees.
SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.



Exhibit 14

Average Monthly Premiums for New Retirees,
by Type of Health Plan, 2002

$400 1 $366
$355  ¢350
$280
$186 B Employer
$207 Contribution
§200 - $184 g187 $194
O Retiree
$104 Contribution
$144
$158 $180
$132 $129
$78 $90
308 $43
$0 T T T T T T T T 1
HMO PPO POS Indemnity or HMO or PPO POS Indemnity or
Managed Medicare + Managed
Indemnity Choice* Indemnity
Pre-65 Retirees Age 65+ Retirees

*Medicare+Choice for 65+ retirees only.

Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits. Premiums for
retiree-only coverage for full-time employees retiring on or after January 1, 2002, in plans with the largest number of enrolled retirees.
SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.
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Distribution of Employers by Change in Retiree
Premium Contributions, 2001 to 2002

Share of Employers

50% - Average Increase for New Average Increase for New
Pre-65 Retirees = 19% Age 65+ Retirees = 20%
29% o o
26% 26%
25% 1 pq0, 2270
°121% 20%
o o o
11% 9% 11% 11%
I 6% I 6%
None 1-10% 11-20% 21-30% 31-40% >40% None 1-10% 11-20% 21-30% 31-40% >40%
Change in Premiums for New Change in Premiums for New
Pre-65 Retirees Age 65+ Retirees

Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits. Premiums for
new retirees in plans with the largest number of enrolled retirees.
SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.



Exhibit 16

Average Increase in Retiree Premium Contributions,
by Firm Size, 2001 to 2002

B Pre-65 Retirees [ 65+ Retirees
30% 1
(V)
259, 26%
23%
20% 20% 20%
19% 0 0
17% 18% 18%
15% -
0% - T T T T —
Total 1,000 - 4,999 5,000 - 9,999 10,000 - 19,999 20,000 or more
Employees Employees Employees Employees

Note: “Total” represents weighted average increase. Based on responses from private-sector firms with 1,000 or more employees
that offer retiree health benefits. Average annual increases for new retirees in plans with the largest number of enrolled retirees.
SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.



Recent and Future
Changes
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Changes in Retiree Health Coverage Within the Past
Two Years

50% - Percentage of large private-sector employers that made the following changes:

44%

29% 29%

25%
20% 18%
(i o
17%  16% 14
° 13%
I I i
0% T T T T T T T T .
Increased Increased Increased Increased Increased out-  Added or Increased Provided Terminate Shift to
retiree physician dependent deductibles of-pocket improved hospital access-only  coverage for defined
contributions copays contributions limits benefits or copays retiree pays future retirees contribution
to premiums to premiums coverage 100%

Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits.
SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.



Exhibit 18

Expected Changes in Retiree Health Coverage
in the Next Three Years

Percentage of large private-sector employers very/somewhat likely to make the

following changes:

£ Somewhat Likely

100% - M Very Likely
82%
75%
71%
18% 66%
° 64%
58%
39% )
50% - 37%| | 2%
35%
32%
64%
o 0
25% 25% 20/
36%
21% e% 12% .
7% | 5%
0 6% 5% 404
0% - . . 4% () o,
Increase Increase Increase Increase Increase out- Increase Shift to Provide Terminate Add or Terminate
retiree deductibles  physician dependent of-pocket hospital defined access-only; coverage for improve coverage for
contributions copays contributions limits copays contribution retiree pays FUTURE coverageor CURRENT
to premiums to premiums 100% retirees benefits retirees

Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits.

SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.
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Changes in Retiree Prescription Drug Coverage
Made Within the Past Two Years

60% - Percentage of large private-sector employers that made the following changes:

49% 48%

30% -

0% -
Increased drug Imposed 3- Required prior Required Implemented Imposed 2- Required step- Replaced fixed Required mail
copayments or tiered drug authorization therapeutic closed or tiered drug therapy edits  dollar copays order for refills
coinsurance copays for certain interchange  partially-closed copays for drugs with of maintenance
drugs (formulary formularies coinsurance drugs
interventions by
the PBM)

Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits.
SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.



Exhibit 20

Expected Changes in Retiree Prescription Drug
Coverage in the Next Three Years

Percentage of large private-sector employers very/somewhat likely to make the
following changes:

O Somewhat Likely
M Very Likely

100% -
85%
75% -
33%
o
o/ _| 47%
>0% 0 42% 42% 41%
o,
21% 37% 36% 390,
1% 28% °
) 28% )
25% _ 30% o 29% 26%
31% o °
26%
0% -
Increase drug Require mail Impose 3- Required prior Implement Replace fixed Require Impose Rx Require step- Cap/Decrease
copayments order for tiereddrug authorization closedor dollar copays therapeutic deductibles therapyedits annual Rx
or refills of copays for certain partially-  for crugs with interchange benefit
coinsurance maintenance drugs closed coinsurance
drugs formularies

Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits.
SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.



Additional Employer
Perspectives
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Level of Concern Among CEOs
About Retiree Health Care Costs

Somewhat
Concerned
36%

Very
Concerned
52%

Somewhat
Unconcerned
6%

Very

Unconcerned
Don't Know 20/,

4%
Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits. Reflects
responses to the question, “To the best of your knowledge, how much would you say your firm’s CEO is concerned about retiree

health care costs?”
SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.



Exhibit 22
Percentage of Large Private Employers Who Say
They Think Their Firm Would Save Money if a
Medicare Drug Benefit Were Enacted

Don't Know
23%

No, would not Yes, would

save money save money
16% 61%

Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits.
SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.



Exhibit 23
Reactions of Large Private Employers if Congress Were to Enact a

Medicare Rx Benefit with a Significant Direct or Indirect Subsidy
for Employers Sponsoring Retiree Health Programs

Retain Drug
Coverage as a
Supplement to

Medicare and Pay
the Retirees' Added
Medicare Premium
3%

Retain Drug
Coverage as a
Supplement to

Retain Primary Drug
Coverage and

Medicare Coverage Accept the Subsidy
62% from Medicare
13%

Eliminate Drug
Coverage and Pay
Retirees' Added
Medicare Premium

5%

Eliminate Drug
Coverage for 65+
Retirees
18%
Note: Based on responses from private-sector firms with 1,000 or more employees that offer retiree health benefits. Due to

rounding, numbers may not sum to 100%.
SOURCE: Kaiser/Hewitt 2002 Retiree Health Survey, December 2002.



Exhibit 24

Conclusion/Perspectives

Current programs are substantial, important to retirees, very
costly to large employers, and vary widely

Significant demographic pressures at work

— Surveyed companies already have 2:1 worker/retiree ratio that will hit Social
Security in 2030

Current retirees with employer coverage are very likely to keep it

— Many will see plan design changes in the near future
— Deeper cuts in store for younger workers and future retirees

Large employers modifying retiree health plans to maintain
coverage, but not an easy task

— Need to balance retiree health costs with business needs and company costs
of other employee benefits



The Henry J. Kaiser Family Foundation
2400 Sand Hill Road
Menlo Park, CA 94025
(650) 854-9400 Fax: (650) 854-4800

Washington Office:
1450 G Street, NW, Suite 250
Washington, DC 20005
(202) 347-5270 Fax: (202) 347-5274

As of January 1, 2003:
Washington Office:
1330 G Street, NW
Washington, DC 20005
(202) 347-5270 Fax: (202) 347-5274

www kff.org

Hewitt Associates
100 Half Day Road
Lincolnshire, IL 60069

(847) 295-5000
www.Hewitt.com



