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Executive Summary
In stark contrast to just a year ago, employers are
now actively considering new opportunities when
it comes to retiree medical program strategy and
design. The findings of the sixth annual Towers
Watson/ISCEBS Retiree Medical Survey, conducted
jointly by Towers Watson and the International
Society of Certified Employee Benefit Specialists
(ISCEBS), illustrate a changing landscape for all
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employers that sponsor or financially support retiree
medical coverage. Employers are anticipating the
development of post-health care reform retiree
medical options and are willing to embrace bold,
new solutions to help active employees prepare for
retirement and enable pre-65 and Medicare retirees
to obtain cost-effective health care coverage.

Key Survey Findings
Reform changes are driving action
Of the key factors driving employers to reassess
their retiree medical strategy:
•• 87% cite new federally subsidized insurance
options under reform for pre-65 coverage.
•• 73% cite the excise tax.
•• 58% of employers are swayed by coverage
enhancements for retiree prescription drug
coverage, such as closure of the Part D coverage
gap (the “donut hole”) beginning in 2011.

Employers are stepping away from
group sponsorship for Medicareretirees
Five percent of employers have stopped offering
group plans to Medicare-eligible retirees, while
36% are considering an exit from sponsorship for
Medicare retirees within the next two years. Another
18% of employers offer or plan to introduce insured
Medigap plans in lieu of Medicare supplement plans
as a further step away from group plan sponsorship.
An increasingly common route to exit is the use of a
Medicare Coordinator — a third-party intermediary
providing enrollment support for retirees leaving group
coverage and electing individual insurance plans.

expect plan costs to exceed the cap within the
next two years. Many of these employers are likely
to critically rethink their role after 2013, when the
impact of health care reform on pre-65 retiree
medical coverage becomes clearer. In the meantime,
capped subsidies are driving up pre-65 retiree
contributions and leading to delayed retirement
for older active employees.

What’s next?
Almost 60% of employers are rethinking their role in
providing retiree medical or plan to do so in the next
two years. For employers looking to move away from
retiree health plan sponsorship, reform presents
new opportunities to facilitate the exit pathway in a
socially responsible way while ensuring both pre-65
and Medicare retirees have access to affordable
coverage.
This survey offers insights into the forces creating
new retiree medical options in a post-health care
reform world and the factors that are most important
as employers consider and implement changes to
their programs.

Most employers will continue pre- Medicare
subsidies and sponsorships over the next
several years, but will evaluate their future
role as health care reform takes effect
Approximately 80% of responding employers currently
provide a subsidy for pre-Medicare coverage, and the
majority plan to continue this subsidy. About 46% of
employers subsidizing coverage have capped their
subsidy. Of this group, 63% report that 2011 plan
costs exceed their subsidy cap, and another 15%
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About the Survey
Respondents represent 76% for-profit organizations,
20% not-for-profit organizations and 3%
governmental organizations (Figure 1). These
employers collectively employ 2.8 million full-time
employees, have 1.1 million retirees enrolled in their
retiree medical programs and operate in all major
industry sectors (Figure 2).

The sixth annual Towers Watson/ISCEBS Retiree
Medical Survey tracks employers’ actions and plans
regarding retiree medical programs. This report
identifies actions many companies have taken, as
well as current retiree medical program trends for
U.S. employers.
The survey was completed by 248 employers
between January 2011 and February 2011, and
reflects respondents’ 2010 and 2011 retiree
medical program decisions and strategies. In
some cases, the survey reflects respondent’s
plans for years after 2011.

Figure 1. Type of organization for respondents

Legacy retirees:
Retirees covered under grandfathered plans
Next retirees:
Older, active employees retiring in 2011
Future retirees:
Current active employees retiring in five years

Figure 2. Respondent industry groups
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Figure 3. Company-provided retiree medical coverage
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Next Retirees

Future Retirees

81
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The Increasing Cost of Retiree Medical
Coverage and the Game-Changing Role
of Health Care Reform
It comes as little surprise that the economic
downturn has affected employees’ retirement
decisions. Forty-four percent of survey respondents
believe that employees are delaying retirement as
a result of a weaker economy. Access to affordable
medical coverage also factors heavily in employees’
retirement plans. As such, organizations are finetuning their retiree medical plan design, pricing,
delivery and communication strategies to influence
employees’ retirement decisions and satisfy their
long-elusive goals of managing cost and trend risk
and, ultimately, exiting plan sponsorship.
The survey findings indicate that employers are
using a diverse array of approaches to educate
their employees about the cost of retiree medical
coverage, the link between health status and cost,
and the importance of retiree health and financial
planning (Figure 4).

Figure 4. Actions employers are taking to help employees gain
awareness of health care costs in retirement
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Figure 5. Employer approaches to pre-65 retiree medical plans under reform
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“Health
“
care reform is changing the uncomfortable status quo in a fundamental way, with new
options starting in 2011 that improve retiree
access to affordable coverage.”
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“While
“
more than onethird of respondents are

Employers Are Taking Action for Both
Pre-65 and Medicare Retirees

undecided or will wait to

Pre-65 Retirees

determine the direction
their plans might take
as they approach 2014,
nearly 42% will consider
terminating plan

Most survey respondents do not plan to wait until
the health insurance exchanges open in 2014 to
rethink their pre-65 retiree medical strategy. Almost
60% of employers have either already begun to
assess alternative benefit delivery approaches or

plan to do so in the next two years. Only 25% of
employers that have begun to consider their future
role with respect to their pre-Medicare retiree
medical plans expect to maintain the status quo.

Figure 6. Employers that offer coverage but
have eliminated (or plan to eliminate) employer
subsidy for pre-Medicare retirees

Figure 7. Employers are changing plan design
for pre-Medicare retirees

sponsorship and encourage pre-Medicare retirees
to elect more favorable

4%

coverage in the insurance
exchanges.”
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Took action in 2011
or earlier
Considering for 2012
or 2013
No action planned
Not applicable

47%

25%

Took action in
2011 or earlier
Considering for
2012 or 2013
No action planned
Not applicable

Medicare Retirees

Figure 8. Approach to sponsorship for Medicare retirees*

For Medicare retirees, 82% of survey respondents
indicated that their current medical coverage
conforms to the traditional model of employersponsored medical and prescription coverage. A
sizable number (28%) include Medicare Advantage
plans among their plan offerings. Almost 10%
of employers are considering adding Medicare
Advantage plans as part of their future strategy.
Similarly, about 18% of respondents offer — or plan
to introduce — federally standardized and insured
Medigap plans in lieu of traditional self-insured
Medicare supplement plans as another step away
from employer group plan sponsorship (Figure 8).
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Figure 9. Employers that offer coverage but have eliminated
(or plan to eliminate) employer subsidy for Medicare retirees

While only 5% of respondents have stopped
sponsoring plans for Medicare retirees, 36% are
considering this action for 2012 or 2013. Some
of these employers will continue to provide a level
of financial subsidy to retirees through a tax-free
premium reimbursement account.
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Figure 10. Employers are changing plan design for Medicare retirees
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Reform’s Largest Impact: Changes
to Prescription Drug Coverage for
Medicare Retirees

“Over
“
one-half of survey
respondents cite the
change in the tax nature
of the RDS as having
some influence or a significant influence on their
retiree medical benefit
planning.”

The loss of the Retiree Drug Subsidy (RDS)
program’s tax-favored status in 2013 had an
immediate effect on company balance sheets in
2010 for tax-paying employers. More important,
it significantly diminishes the long-term economic
viability of the RDS program compared to other
alternatives, such as employer-sponsored group Part
D plans offered under the Employer Group Waiver
Plan (EGWP) option. RDS program participation is
continuing to decline as more organizations realize
the advantages of Part D alternatives in delivering
higher value to participants at a lower cost to the
employer.
Closure of the Part D donut hole between 2011 and
2020 will eliminate the last remaining significant
gap in pharmacy coverage for Medicare participants
who elect Part D. By 2020, standard Part D coverage
will have a total benefit value comparable to that of
the typical employer-sponsored post-65 RDS-eligible
plan today.

The Part D enhancements have a contradictory
impact. On the one hand, richer Part D coverage
makes the EGWP option increasingly attractive
relative to the RDS program for employers
that continue to sponsor post-65 prescription
benefit plans. On the other hand, these same
enhancements reduce the rationale for employers
to sponsor post-65 prescription plans at all. This
leads to two possible alternatives: Offer an EGWP
for groups where the employer wants or needs
to continue plan sponsorship, or exit post-65
sponsorship entirely to allow retirees to receive the
full value of enhanced Part D by electing individual
coverage (Figure 11).
Some employers will adopt different approaches for
each segment of their retiree population. In addition,
a number of employers will continue to provide some
financial support — even after exiting sponsorship
— in the form of a tax-free premium reimbursement
account.
The complex formula to close the Part D donut
hole includes a 50% discount on brand-name drugs
starting in 2011. This effectively adds a significant

Figure 11. Most employers will move to one of two paths to deliver drug benefits

Traditional Medicare Retiree Drug Benefit
Using Retiree Drug Subsidy (RDS)

Continue Sponsorship

Replace RDS with Employer
Group Waiver Plan (EGWP)

If retiree opts out of employer plan,
can enroll in individual coverage
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Exit Sponsorship
Retirees secure prescription drug
coverage from individual market
prescription drug plans (PDPs).
Employers can assist with enrollment,
communications and choose to
provide a financial subsidy.

new payer — pharmaceutical companies — to the
cost equation for retirees’ prescription costs, but only
for Part D participants. This discount is not available
to employers that sponsor traditional RDS-eligible
plans.
Approximately one-third of survey respondents have
already moved to an EGWP approach or plan to do
so in the next two years (Figure 12). That proportion
is likely to increase — becoming potentially much
higher — as employers begin to recognize the
comparative value advantage of the EGWP over the
RDS.
A Looming Excise Tax Included With Reform
Many employers have made it clear that they will
not shoulder a nondeductible 40% excise tax, which
could take effect as early as 2018, on the excess
value of their retiree medical plans over federal cost
thresholds. Instead, employers would prefer to:

Figure 12. Employers that plan to offer Part D to Medicare retirees via EGWP
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24
Took action in 2011 or before
12

“Over
“
73% of survey respondents indicated that
the impact of the excise tax will significantly
affect how they design and deliver retiree
medical benefits in the coming years.”

•• Reduce the value of their benefit plans to keep
costs below excise tax thresholds
•• Avoid the tax entirely by exiting plan sponsorship
and directing retirees to seek coverage under
individual insurance policies
•• Shift the cost of the excise tax to retirees as
additional contributions
Even though the excise tax is expected to take effect
in 2018, employers must plan for how this tax will be
handled in today’s retiree medical accounting costs.
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Motivators of Change

“Only
“
21% of employers
report that the burden of
administration will have
a significant influence on
retiree medical strategies
after reform.”

Less than one-quarter of employers believe that the
added administrative burden of health care reform
will have a significant influence on their retiree
medical plan strategies (21% after reform versus
16% prior to reform).
On the other hand, health care costs and reform
are the leading factors driving employer change.
The survey findings also indicate that the sense
of urgency to review, address and redesign retiree
medical plans from the ground up is the result of a
confluence of several diverse forces. New options
for pre-Medicare retirees (expected in 2014, when
the health insurance exchanges open) will influence
retiree medical strategy for 87% of respondents.
Nearly 73% cite the excise tax as a motivator for
change (Figure 13). Fifty-eight percent cite the
enrichment of Part D coverage from 2011 to 2020
as an influence on their strategies. This finding
suggests that some employers may not yet fully
realize how to take advantage of the much higher
value of enhanced Part D benefits against the
diminished value of the RDS approach.
The variety of plans, cost-sharing formulas and
eligibility rules now in place have resulted in
administrative complexity. Not surprisingly, survey
findings indicate that a decreasing share of
employers are paying an uncapped percentage
of retirees’ plan costs (60% for legacy retirees
and a much lower, but still significant, 53% for
future retirees) (Figure 14). An increasing share of

employers are providing access only, with retirees
paying the full cost of coverage for the employersponsored plan. All of these results point to
employers’ penchant to find an effective alternative
to employer-sponsored retiree medical plans over
the long term.

Figure 14. Employer subsidy caps are more
common for next and future retirees than
legacy retirees
Pre-Medicare and Medicare Legacy Retirees
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Figure 13. Factors influencing employer retiree medical strategy
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47%

Many employers that subsidize retiree medical have
capped the amount they will pay toward the cost of
coverage for some or all retiree population cohorts:
Approximately 47% of survey respondents have
caps in place for future retirees. Among for-profit
respondents, approximately 57% have caps in place
for future retirees, compared to 18% of nonprofits.
Moreover, nearly two-thirds of respondents with cost
caps indicated that plan costs — for both pre- and
post-65 retirees — now exceed the caps (Figure 17
on page 14).
As a result of capped subsidies, premium rate
increases are driving up pre-65 retiree contributions,
leading to cost concerns for this cohort and delayed
retirement for older active employees. In addition to
the burden associated with administering multiple
retiree medical arrangements, our survey findings
about cost-sharing policies underscore at least two
other employer challenges:
•• Access-only group plans are an imperfect solution
for retirees who pay high aftertax premium costs
for coverage that may have lower value than
options available to them as individuals. At the
same time, employers are exposed to adverse
selection, claim volatility and trend risk. In the
future, the costs associated with this type of plan
will eventually trigger an excise tax the employer
does not intend to pay, adding further to plan
participants’ cost burden.
•• Plans with capped subsidies result in increasingly
unaffordable retiree contribution costs, especially
for retirees not yet eligible for Medicare. Fully 40%
of survey respondents indicated that married,
long-service employees under age 65 who choose
to retire this year will pay at least $500 per month
more for coverage as a retiree than they currently
pay as an active employee.

Figure 15. Type of employer caps for retiree medical
subsidy for pre-Medicare retirees
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70%
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20% Indexed cap
10% Other

Figure 16. Type of employer caps for retiree medical
subsidy for Medicare retirees
11%
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75% Fixed dollar cap
14% Indexed cap
11% Other
75%

Capped subsidies and access-only plans, often
adopted by employers as a means to slowly exit
their role in group plan sponsorship and subsidy,
were seldom intended to be a long-term solution.
The good news, however, is that enhancements to
pre-65 and Medicare coverage under reform will
help these employers quicken their pace to exiting
ineffective solutions as new, affordable individual
coverage options become available.
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Federal Subsidies for Pre-Medicare
Retiree Coverage
Reform will provide generous federal subsidies
to defray the premium cost of health insurance
coverage purchased through a state exchange for
many individuals under age 65. These subsidies are
available for incomes as high as 400% of the federal
poverty level ($43,560 for an individual and $58,840
for a husband and wife in 2011). Employers are
beginning to realize the tremendous economic value
to retirees — many of whom will have incomes in
retirement that qualify for federal premium subsidies
— of moving from employer-sponsored plans into
individual subsidy-eligible insurance plans offered
through the exchanges.
Federal subsidies and guaranteed access to
coverage regardless of health status essentially
fill the current insurance market gap for pre-65

Figure 17. Health care costs exceed employer
subsidies for both pre-Medicare and Medicare
retirees

retirees. For employers looking to step away from
pre-65 retiree medical plan sponsorship, reform — if
enacted as currently written — opens the exit door.
Health savings accounts (HSAs) are also becoming
a popular retiree medical funding vehicle. About onehalf of survey respondents indicated that they either
already offer an HSA-qualified high-deductible health
plan or are considering implementing one in the next
two years. Beyond the original purpose of promoting
consumerism in health care, HSAs represent a
unique, tax-effective way for active employees to save
for their retirement medical costs and for retirees
to pay for medical expenses tax-free. Employers
have also begun to understand the substantial tax
efficiency for pre-Medicare retirees that an HSAbased strategy can bring (Figure 18).

Figure 18. Employers adding high-deductible
health plans with HSAs for pre-Medicare retirees
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The Changing Marketplace
New Private-Sector Solutions for
Medicare Retirees
A variety of Medicare coordinators have emerged
over the past few years. Since these coordinators
help Medicare retirees purchase individual medical
and prescription drug coverage when an employer’s
group plan is discontinued, they are leading the
way to a new access route for health insurance
and providing employers with a facilitated exit
solution that allows them to still support their
Medicare retirees. Medicare coordinators provide
retirees with information, enrollment support and
ongoing customer service to help them evaluate
their coverage options under Medigap, Medicare
Advantage and Part D plans. Medicare coordinators
can also manage retiree health reimbursement
arrangements (HRAs), which are funded by the
employer and used to reimburse retirees for
qualifying expenses, such as premiums or out-ofpocket costs.

This elegant solution for Medicare retirees includes
many of the elements we expect to see for all
Americans under age 65 when health insurance
exchanges take effect in 2014. For example,
Medicare coordinators currently work with insurance
carriers in an already-reformed Medicare market to
help seniors purchase guaranteed issue coverage
that in many cases is federally subsidized.

“Five
“
percent of employers reported using
Medicare coordinators, and another 7%
reported considering them for 2012 or 2013.”
In the not-too-distant future, health insurance
exchanges will likely play a similar role for pre-65
retirees, providing a range of private insurer options
in a market that also offers guaranteed issue
coverage, standardized coverage and extensive
federal subsidies based on income.
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Solutions — A Fork in the Road for
Sponsors of Group Post-65 Plans
There are two clear alternatives for post-65 group
plan sponsors to consider in a post-reform world:
1) convert their current group RDS pharmacy plan to
a Part D EGWP or 2) exit group sponsorship entirely,
enabling retirees to elect higher-value individual Part
D coverage.
In assessing which road to take, or how to take both
roads (adopting one approach for some population
cohorts and another for others), employers will likely
look to solutions with the following characteristics:
•• Superior economic value. The value of the RDS
approach is diminished significantly for tax-paying
plan sponsors beginning in 2013, while the value
of Part D is enhanced starting in 2011. As a
result, employers that choose (or are required) to
continue sponsoring a group retiree medical plan
can generate savings if they convert their group
plan from the RDS to a Part D EGWP. Employers
that instead opt to discontinue group plan
sponsorship and direct retirees to the individual
insurance market may gain even more economic
value. The reason? Competitive pricing in the
commercial insurance market may allow these
employers to reduce their current level of retiree
medical financial support in coordination with the
higher value available in the individual market.
•• Enhanced choice. The commercial insurance
marketplace includes a variety of options for
Medicare participants that generally provide
higher value than an employer group plan. Access
to choice, managed through decision support
services such as those provided by Medicare
coordinators, can help produce a true win-win
scenario for employers and retirees.
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•• Participant value. The high cost of employer
group plan sponsorship does not necessarily
mean that retirees view these plans as high value.
In particular, retirees often complain that, after
Medicare has paid its primary benefit, post-65
medical plans that coordinate with Medicare using
a carve-out or maintenance-of-benefits approach
often do not pay any additional benefit. By contrast,
the most popular Medigap options fill 100% of the
gap in Medicare Parts A and B, thereby delivering
high value to participants who are willing to pay
increased premiums for richer coverage and more
predictable out-of-pocket expenses.
•• Capitalizing on current and future marketplace
opportunities. New marketplace opportunities
allow employers to help retirees access affordable
insurance coverage while reducing the employer’s
administrative burden and costs. Given the many
fast and furious marketplace developments, there
will likely be a dramatic shift in how employers
structure their retiree medical programs in the
coming years. What’s more, programs already
in place for post-65 retirees will be matched by
similar programs — and employer opportunities —
for pre-65 retirees in a post-reform world.

Conclusion
Along these lines, here are some actions employers may want to consider:
Medicare Retiree Coverage

Pre-Medicare Retiree Coverage

Adopt a group Part D EGWP: Employers that
continue to sponsor a retiree medical plan should
assess the relative merits of adopting a Part D EGWP
instead of staying with the RDS approach. Employers
are likely to find that the savings available under
an EGWP will far outweigh the modest disruption
resulting from a plan change.

Monitor insurance exchange developments: If reform is enacted as
written, insurance exchanges created in 2014 will offer employers
the ability to exit sponsorship of pre-65 retiree plans as retirees take
advantage of new guaranteed issue coverage, expansive choice and
generous federal subsidies. Although the exchanges will not take effect
until 2014, it’s critical for employers to keep abreast of judicial and
legislative developments to gauge if and when this potential exit door
will open fully.

Use a Medicare coordinator to facilitate post-65
retiree medical exit: Medicare coordinators are an
effective solution for employers looking to exit retiree
medical sponsorship and still ensure that retirees can
elect high-value coverage that suits their needs.

Continue to promote retiree savings and health care cost awareness:
Until reform solves the problem of access and affordability, employers
can help retirees plan for the future by educating them on the cost of
health care in retirement. Employers can also encourage employees
to take advantage of an HSA to save today for their retiree medical
costs tomorrow.

What Employers Can Do Now
Landmark health care reform legislation has
paved the way for dramatic changes in the
Medicare marketplace today and, most likely, in
the pre-Medicare marketplace, starting in 2014.
Stand-alone Medicare Advantage plans, Medicare
coordinator arrangements and closure of the Part
D prescription drug donut hole are just some
of the new Medicare retiree options that are in
effect today. Health care reform will also benefit
pre-Medicare retirees, who will gain access to
the individual health insurance market through
state exchanges and in many cases obtain federal
subsidies to help offset the cost of coverage.

Our previous survey findings reflected an
understandable employer hesitancy to make
strategic changes to their retiree medical programs
until a health care reform law was enacted and new
marketplace developments had gained a level of
maturity and stability. Now that reform is in effect,
employers are getting closer to the traditional
retiree medical sponsorship/subsidization exit door
as they begin to consider and adopt actions that
allow pre-65 and Medicare retirees to gain access
to affordable individual coverage.
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About the International Society
of Certified Employee Benefit
Specialists
The International Society of Certified Employee Benefit
Specialists is a nonprofit educational association providing
continuing education opportunities for those who hold or are
pursuing the Certified Employee Benefit Specialist (CEBS),
Compensation Management Specialist (CMS), Group Benefits
Associate (GBA) or Retirement Plans Associate (RPA)
designations offered through the CEBS® program. Visit the
Society website at www.iscebs.org.

About Towers Watson
Towers Watson is a leading global professional services
company that helps organizations improve performance through
effective people, risk and financial management. With 14,000
associates around the world, we offer solutions in the areas
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