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Introduction 

Good morning Mr. Chairman, my name is Dale Yamamoto. I am currently an independent consultant and 
recently retired from Hewitt Associates where I served as their chief healthcare actuary. I am pleased to 
be here today to talk about the employers’ role in providing health insurance to retirees. 

Focus 

The chartpack that I have provided to you includes several slides outlining the key aspects of retiree 
health care including the prevalence of the benefits, discussion of key design features including Medicare 
Advantage and prescription drugs as well as slides on prefunding, and national costs. I plan to focus on 
the prevalence and design slides and I am prepared to discuss the other slides as well. 

Prevalence 

Most of my presentation will focus on the programs offered by larger employers because as you can see 
on Slide 3, it is that group that primarily has offered the benefits.  

Slide 4 shows the declining prevalence of retiree benefits offered by employers. The top two lines are data 
from Hewitt’s SpecBook database of over 1,000 large employers while the bottom shows the results from 
the latest Kaiser Family Foundation survey. Both show a declining percentage of employers offering the 
benefit with most of the decline happening during the 1990s. 

The key reasons for the decline are shown on Slide 5:  In the early 1980s, tax legislation restricted the 
amount a company could prefund this benefit in a trust fund. Various industry groups, including ERIC, 
have asked for relief of these limitations since the enactment. And in 1990; the Financial Accounting 
Standards Board (FASB) adopted a new accounting rule (FAS 106) requiring advance accounting of the 
benefit—similar to pension plans. These rules were again tightened in 2006 and the Governmental 
Accounting Standards Board (GASB) adopted similar rules (GASB 43 and 45) for states and 
municipalities. 
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A key point to understand is that while the statistics show a decline in the percentage of employers 
offering retiree health coverage, Slide 6 shows that retirees covered by employer-sponsored plans have 
remained relatively steady. The reason is that, in most cases, employers “grandfather” existing and soon-
to-be retirees in the current plan and do not terminate their benefits. 

Design 

Skipping to Slide 9 shows you the types of changes that employers made between 2005 and 2006.  11% 
dropped coverage for future retirees. And 8% actually improved coverage in some fashion. 

In my experience, retiree health care plans are one of the few benefit offerings that are difficult for 
employers to change. Senior management agonize over any decision to reduce these benefits and I know 
there have been sleepless nights for those trying to decide to terminate coverage—even for future retirees.  
In short decisions to change benefits in any way because of changing circumstances are not made lightly. 

Thank you again for the opportunity to testify and I will be happy to address any questions. 
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Private Sector by Size
Percentage Offering

Source: Kaiser/HRET 2008 employer-sponsored health benefit survey.
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Private Sector 
Percentage Offering

Source: Kaiser/HRET 2008 survey and Hewitt Benefit SpecSelect
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History of Retiree Health Care

1980 1990 2000

Tax legislation
restricted funding

FAS 106
Adopted

FAS 132FAS 132
Adopted

GASB 43/45
Adopted
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Percentage of Medicare Retirees with 
Employer Coverage

Source: GAO analysis of Current Population Survey, March Supplements 1995-2000;

Hewitt analysis of CPS, March Supplements 2001-2007
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Benefit Plan Prevalence in 2008
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Private Sector Employers
Percentage Offering

Provide Retiree Benefits 
to Both Pre-65 and 65+ 

Retirees

85%

Provide Retiree 
Benefits to Pre-65 

Retirees

14%

SOURCE: Kaiser/Hewitt 2006 Survey on Retiree Health Benefits, December 2006.
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Employers Changes to Pre-65 Benefits 
between 2005 and 2006

74%Increased Retiree Contributions to Premiums

10%

11%

13%

16%

25%

32%

34%

Replaced Fixed Dollar Copayments for Rx 
Drugs with Coinsurance in 1 or more tiers

Increased Rx Drug Copayments or 
Coinsurance

Increased Retiree Cost-Sharing Requirements

Terminated all Subsidized Benefits for Future 
Retirees

Increased Out-of-Pocket Limits

Offered an Account-Based Retiree Health Plan 
(HSAs or HRAs)

Required Mail Order for Refills of 
Maintenance Rx Drugs

4%

4%

7%

8%

SOURCE: Kaiser/Hewitt 2006 Survey on Retiree Health Benefits, December 2006.

Adopted a Defined Contribution Approach

Added or Improved Coverage

Raised age and/or service requirement for 
eligibility

Placed a New Cap on Firm Contributions
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What the 8% Did
(the 8% Who Improved Benefits) 

 Added new medical benefits
 Lowered retiree contributions to premiumsp
 Added retiree health benefits for newly acquired group of 

employees
 Increased lifetime maximum
 Added domestic partner coverage
 Covers 100% after Medicare vs. 80%
 Improved preventive benefits Improved preventive benefits
 Premier physician network at lower cost
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Likelihood of Making Changes to 
Retiree Health Benefits for 2007

Increase Retiree Contributions to 
Premiums

Increase Retiree Cost Sharing 26%

64%

14%

16% 80%

Terminate Subsidized Health 
Benefits for Future Retirees

Increase Retiree Cost-Sharing 
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20%

26%
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40%

36%

16%

10%

19%

17%

Require Mail Order for Refills of 
Maintenance Rx Drugs

Offer an Account-Based Retiree 
Health Plan (HSAs or HRAs)

SOURCE: Kaiser/Hewitt 2006 Survey on Retiree Health Benefits, December 2006.

Place a New Cap on Firm 
Contributions

Add or Improve Coverage

Benefits for Future Retirees

Raise age and/or service 
requirement for eligibility
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5%
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7%

4%
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Private-Sector Employers Offering 
Medicare Advantage Plans

62% 38%

Not Offering 
Medicare 

Advantage 
Plans

Offering 
Medicare 

Advantage 
Plans

Medicare Advantage plans may include Medicare Health Maintenance Organization (MHO) plans, Medicare 
Preferred Provider Organization (PPO) plans or Medicare Private Fee-for-Service (PFFS) plans.  

SOURCE: Kaiser/Hewitt 2006 Survey on Retiree Health Benefits, December 2006.
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Likelihood of Offering Medicare 
Advantage Plans

Don’t Know
10%

Don’t Know

Somewhat 
likely
10%

Very 
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41% Very Unlikely
19%

Somewhat 
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35%

30%
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21%
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20102007
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23%

Medicare Advantage plans may include Medicare Health Maintenance Organization (MHO) plans, Medicare 
Preferred Provider Organization (PPO) plans or Medicare Private Fee-for-Service (PFFS) plans.  

SOURCE: Kaiser/Hewitt 2006 Survey on Retiree Health Benefits, December 2006.
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Drug Utilization Management Features 
for Age 65+ Retirees

70%Quantity Limits

40%

46%

66%Prior Authorization

Therapeutic Interchange

Step-Therapy Edits

35%

Under step-therapy, patients receive progressively higher-cost treatments only if lower-cost alternatives are found 
to be ineffective.  Under therapeutic interchange, drug substitutions can be made by the pharmacy or PBM.

.

SOURCE: Kaiser/Hewitt 2006 Survey on Retiree Health Benefits, December 2006.
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Distribution of Retirees by 2007 
Employer Part D Alternatives

Contract with a  
Medicare Rx Plan

2%
4%

7%

88% 

Offer Rx 
Coverage and 

Take 28% 
Subsidy

Not Provide Rx
Coverage

Become 
Medicare 
Rx Plan 

<1%

Supplement Medicare 
Rx Coverage

SOURCE: Kaiser/Hewitt 2006 Survey on Retiree Health Benefits, December 2006.
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Percentage of Employers Pre-
Funding, by Firm Size
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Note: Firms that report pre-funding have made contributions to the fund within the last three years. 

SOURCE: Kaiser/Hewitt 2006 Survey on Retiree Health Benefits, December 2006.
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Average Monthly Premiums
for New Retirees

Weighted average monthly 
premium, 2006:

Weighted average increase in retiree 
contributions to premiums, 2005-2006:

$

$227

$325

$160

Employer
Contribution
Retiree
Contribution

$552

$270

15.1%

9.6%

$227

$110

Note: Premiums for retiree-only coverage for full-time employees retiring on or after January 1, 2006 in plans with 
the largest number of enrolled retirees. Includes firms that do not require retiree contributions.  

SOURCE: Kaiser/Hewitt 2006 Survey on Retiree Health Benefits, December 2006.
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Age 65+
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Age 65+
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Distribution of Employers by Share of 
Premium Paid by Retirees
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Distribution of Employers by Share of 
Premium Paid by New Pre-65 Retirees:
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Note: Premiums for retiree-only coverage for full-time employees retiring on or after January 1, 2006, in plans with the 
largest number of enrolled retirees. 

SOURCE:  Kaiser/Hewitt 2006 Survey on Retiree Health Benefits, December 2006.
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Percentage of Employers With a 
Subsidy Cap (Pre-65s)

Of large private-sector 
employers, percentage with a

Of large private-sector employers with a cap 
on their largest plan, percentage that

No
54%

Yes
46%

employers, percentage with a 
cap on their largest plan:

Already Hit Cap                                  
60%

Will Hit Cap in 
Next Year            

on their largest plan, percentage that 
anticipate hitting the cap:

SOURCE: Kaiser/Hewitt 2006 Survey on Retiree Health Benefits, December 2006.
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