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8 IN 10 LARGE EMPLOYERS EXPECT TO ASK RETIREES
TO PAY MORE FOR HEALTH COVERAGE

Most Are Likely To Keep Coverage For CURRENT Retirees, But One In Five Say They Are Likely To
Eliminate Subsidized Health Benefits For FUTURE Retirees

Employers Estimate Total Retiree Health Costs Increased 16% Between 2001-2002

WASHINGTON, DC—While most large employers plan to continue offering their retiree health care coverage in the
next three years, many retirees can expect their costs to increase, and about one in five large employers say they are
very or somewhat likely to terminate retiree coverage for future retirees. This is according to a survey of some of the
largest U.S. companies released today by the Kaiser Family Foundation and Hewitt Associates.

For workers who retire before they are eligible for Medicare (“pre-65 retirees’), employer-sponsored plans offer
access to health insurance coverage that retirees may otherwise have difficulty obtaining. For those ages 65 and older
(age 65+ retirees), employer-sponsored health insurance supplements Medicare by helping to pay for benefits, such as
prescription drugs, that are not covered under Medicare.

Highlights of the employer survey of retiree benefits include:

e 95% of large employers plan to continue offering health insurance to current retirees (those who are already
retired under age 65 or age 65+) in the next three years

o 229% say they are likely to eliminate retiree coverage for future retirees (often new or recent hires) within the next
three years

e 82% expect to increase retiree premiums and 85% plan to raise prescription drug copayments or coinsurance over
the next three years

e 13% say they terminated benefits for future retirees over the past two years

e The average retiree contribution rose 19% for pre-65 retirees and 20% for age 65+ retirees between 2001 and
2002

e Nearly eight in 10 employers (78%) say they are likely to continue offering prescription drug coverage even if
Congress enacts a comprehensive Medicare drug benefit.

"This study is the latest bad news for American workers on the health care front," said Drew Altman, Ph.D.,
president and CEO of the Kaiser Family Foundation. "Current retirees are being asked to pay more for their
health coverage and current workers are less likely to get health benefits from their employer when they retire.”

The study is based on a survey of 435 large private-sector firms (1,000+ employees) that currently offer retiree health
benefits, including 36% of all Fortune 100 companies and 28% of all Fortune 500 companies.
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Coverage, Benefits, and Options

Most of the surveyed private-sector firms that offer retiree coverage (91%) cover both pre-65 retirees and those age
65 and over. In addition to retirees, large employers generally provide health benefits for the spouses of retirees
(91%), other dependents (69%) and, less frequently, part-time workers (35%). Eligibility generally depends on
meeting a minimum combination of age and length of service, with the most common requirements being age 55 with
6-10 years of service.

Most surveyed employers offer a choice of health plans, but pre-65 retirees typically have greater choice of plans
(often the same plan choices as current employees); age 65+ retirees’ plans generally coordinate with Medicare.

The majority of employer plans have an annual limit on retirees’ out-of-pocket costs for covered services with the
most common limits at $1,500 for single retiree coverage and $3,000 for retirees and spouses. The vast majority of
employers that offer retiree health benefits (96%) cover prescription drugs; among those, only 11% impose a separate
limit on drug coverage.

Retiree Health Care Costs

Among surveyed employers, the total employer and retiree cost of providing health benefits for both pre-65 and age
65+ retirees and their dependents is estimated to increase by 16 percent, from $12.5 billion in 2001 to $14.5 billion in
2002.

Nearly half of all surveyed firms report having “caps” (a pre-determined limit) on their future financial retiree health
obligations. Among firms that have such a cap, 49% of those offering pre-65 retiree health coverage and 57% of those
offering 65+ retiree health benefits say they have already hit the financial cap. When costs rise above the annual cap,
retirees pay more of the total cost.

"Under tough economic conditions, surveyed large employers are doing what they can to continue to provide
meaningful retiree health coverage, but they have to balance that objective with the priorities and bottom line of their
organization and the costs of providing other employee benefits," said lead study author Frank McArdle, Ph.D., of
Hewitt Associates.

Premiums

On average, employers finance more than half of the total premium for those retiring during 2002 — referred to as

“new retirees” — leaving them to pay approximately 40% of the total premium.

e The average total premium (employer and retiree contributions combined) is $365 per month for new pre-65
retirees and $194 per month for new age 65+ retirees in 2002

e The amount paid by retirees — known as the retiree contribution — is $153 per month for new pre-65 retirees and
$79 per month for new age 65+ retirees in 2002

e The average retiree contribution rose 19% for pre-65 retirees and 20% for age 65+ retirees between 2001 and
2002

Recent Changes and Future Plans

In an effort to control rising costs, employers offering retiree health benefits have made substantial changes in the
past two years. Forty-four percent of firms have increased retiree contributions to premiums and 36% have increased
cost-sharing requirements. While 13% of employers report having terminated health benefits for future retirees, 17%
report having added benefits or improved their retiree coverage in the past two years.

The survey suggests that cost increases are on the horizon for retirees. More than eight in 10 surveyed employers say
they are very or somewhat likely to increase premiums for retirees, and two-thirds (66%) say they are very or
somewhat likely to increase premiums for dependents in the next three years. One-quarter of surveyed employers say
they are very or somewhat likely to shift to a defined contribution approach or offer catastrophic benefits, coupled
with medical savings accounts for their retirees.

While only 5% of employers say they are very or somewhat likely to terminate all subsidized benefits for current
retirees, 22% say they are very or somewhat likely to terminate all subsidized health benefits for future retirees.
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Controlling prescription drug costs continues to be a concern for employers: Nearly two thirds (63%) have imposed
tiered copayments for drugs and close to half (49%) have increased drug copayments or coininsurance in the past two
years. In the next three years, most employers (85%) say they are very or somewhat likely to increase drug
copayments or coinsurance for retirees. Less than 4% report that they are very or somewhat likely to eliminate drug
coverage in the next three years.

“Working men and women cannot count on retiring with the same employer health benefits offered to many in their
parents’ generation,” said Tricia Neuman, Sc.D., vice president and director of the Kaiser Family Foundation’s
Medicare Policy Project. “And finding comparable insurance on their own won’t be easy,” Neuman added.

Potential Impact of a Medicare Prescription Drug Benefit

When asked how they would respond to a new Medicare drug benefit, 78% of employers say they would be most
likely to retain drug benefits for seniors; 18% say they would likely eliminate drug coverage for retirees 65+, and 5%
say they would eliminate such coverage but pay the retirees’ added Medicare premium for drug coverage. Among the
78% that say their firm would be most likely to retain drug benefits for retirees, most (62%) say they would retain
drug coverage as a supplement to Medicare; 13% would retain primary drug coverage and accept the subsidy from
Medicare, and; 3% would retain drug coverage as a supplement to Medicare and would pay the retirees’ added
Medicare premium.

When asked about the implications of a Medicare prescription drug benefit on costs, the majority of surveyed
employers (61%) believe their firm would save money if such a benefit were enacted, while 16% do not anticipate
savings, and 23% say they do not know.

Methodology
The data in this report reflect the responses of 435 large private-sector firms (1,000+ workers) that currently offer
health benefits to retirees. These firms employ 7.4 million employees and have 3.3 million retirees, and provide
health benefits that impact the lives of an estimated 18.5 million employees 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 between 5,000 — 9,999 employees, 17% have
between 10,000 and 19,999 employees and 22% have 20,000+ employees. The survey was conducted online between
July 2, 2002 and September 9, 2002. All premium and benefit design information reflects responses from surveyed
employers about retiree health plans with the largest number of enrolled retirees. Such plans represent the majority of
retirees with health coverage among the surveyed employers. Premium information is 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.

A webcast of the press briefing announcing these results will be available at 2 p.m. December 5, 2002, at
http://www.kaisernetwork.org/healthcast/kff/05dec02. Individual copies of the survey report and the summary of
findings are available on the web at www.kff.org or by calling the Foundation's publications request line at 800-656-
4533 and requesting publication #6061.

The Henry J. Kaiser Family Foundation is a non-profit, independent national health care 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.

Hewitt Associates (www.hewitt.com) 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 firm provides services from 85 offices in 37 countries.
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