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HEARING ON 

“RETIREMENT SECURITY FOR THE AMERICAN WORKER: 

OPPORTUNITIES AND CHALLENGES” 

____________________

Thursday, November 1, 2001 

Subcommittee on Employer-Employee Relations 

Committee on Education and the Workforce 

 U.S. House of Representatives 

Washington, D.C. 

 The Subcommittee met, pursuant to notice, at 2:30 p.m., in Room 2175, Rayburn House 
Office Building, Hon. Sam Johnson, Chairman of the Subcommittee, presiding. 

 Present:  Representatives Johnson, Fletcher, McKeon, Kildee, Rivers, and Tierney. 

 Staff present: David Connolly, Jr., Professional Staff Member; Kristin Fitzgerald, 
Professional Staff Member; Dave Thomas, Legislative Assistant; Jo-Marie St. Martin, General 
Counsel; Heather Valentine, Press Secretary; Patrick Lyden, Professional Staff Member; 
Deborah L. Samantar, Committee Clerk/Internship Coordinator; Michele Varnhagen, Minority 
Labor Counsel/Coordinator; Camille Donald, Minority Legislative Associate/Labor; and, Brian 
Compagnone, Minority Staff Assistant/Labor. 

Chairman Johnson. A quorum being present, the Subcommittee on Employer-Employee 
Relations will come to order.   
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OPENING STATEMENT OF CHAIRMAN SAM JOHNSON, SUBCOMMITTEE ON 
EMPLOYER-EMPLOYEE RELATIONS, COMMITTEE ON EDUCATION AND THE 
WORKFORCE

We're meeting today to hear testimony on retiree benefits, and how they are getting less 
and less and less. We are also meeting to hear testimony on retiree health proposals as part of the 
whole retiree problem, and how we can make sure that today people focus not just on retirement, 
but on their health benefits, as well. Health coverage is a central problem. Retiree health care 
affects nearly everyone both parents and children alike.

We want to educate our Subcommittee on the critical problems facing not only our 
employer-sponsored retiree health care systems, but also the entire health care delivery system. 
The baby boom generation is fast approaching retirement age, and we will have additional 
hearings in the coming months. We will examine such topics as the problems facing employers 
who are trying to provide health care coverage, current coverage by the Medicare system, and 
the future demands of the labor market. 

 We're also going to examine innovative approaches, and I look forward to listening to our 
witnesses’ testimony today. 

WRITTEN STATEMENT OF CHAIRMAN SAM JOHNSON, SUBCOMMITTEE ON 
EMPLOYER-EMPLOYEE RELATIONS, COMMITTEE ON EDUCATION AND THE 
WORKFORCE – SEE APPENDIX A 

Chairman Johnson.  Because of the compressed time we have probably 20 or 25 minutes at the 
most until a vote is called on the floor of the House.  I intend to allow Mr. Kildee to make 
comments if he wishes, and we'll let you all testify, time permitting, ask questions, and then 
close the hearing and send you written questions, which you can respond to in writing, if that's 
suitable. 

Mr. Kildee, you're recognized at this time. 

Mr. Kildee. Thank you, Mr. Chairman. 

I join you in your remark that we're here to listen to the witnesses so I'll yield back the 
balance of my time, Mr. Chairman. 

Chairman Johnson. Thank you.

Our first witness is William Scanlon, Director, Health Care Services, General Accounting 
Office.

Mr. Scanlon, I welcome you here, and you may begin your testimony at this time.   
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STATEMENT OF WILLIAM J. SCANLON, DIRECTOR, HEALTH CARE SERVICES, 
GENERAL ACCOUNTING OFFICE, WASHINGTON, D.C. 

I'm very pleased to be here today as you discuss the future financial security of retired 
Americans, particularly with respect to their access to health insurance coverage.  Meeting the 
health care needs of an aging population is, indeed, a key element of the ongoing discussion on 
retirement security. 

 While there are reports that today's elderly and future elderly are going to be healthier 
than prior generations, the fact remains that the prevalence of disabilities and dependency will 
still increase with age, and that reality, combined with the sheer numbers of baby boomers who 
are currently starting to retire, means that the number of people needing extensive health and 
long-term care services will increase dramatically. 

 Unfortunately, work we have done at GAO indicates that many retirees may face 
significant costs and have a difficult time finding adequate coverage for their health care needs.  
Employer-sponsored health benefits have been an important contributor to health security for 
many retirees. In 1999, more than half of the 4 million retirees age 55 to 64 had some employer-
sponsored health insurance.  However, over the past decade the number of employers offering 
retiree health benefits have declined considerably. 

 As you may hear from Ms. Neuman and Mr. Kerby, surveys done by their organizations 
indicate that the number of large employers who are offering retiree health benefits has been 
significantly reduced over the last decade.  Moreover, employers that continue to offer retiree 
benefits have often reduced their benefits. They have tightened eligibility requirements, 
increased cost sharing or retiree share of premiums.  In fact, about 40 percent of large employers 
that offer benefits require retirees themselves, under 65, to pay the entire premium. 

 We may not have seen the end of the decline in employer coverage.  The recent 
acceleration of health insurance premium increases, the weakening economy, and the large 
numbers of baby boom generation retirees, compared to the numbers of current workers, could 
lead to further erosion. Losing access to employer-sponsored coverage can be particularly 
problematic, as alternatives are often limited and costly, particularly for those in poor health. 

 Federal laws like COBRA's temporary coverage of continuation provisions and the 
Health Insurance Portability and Accountability Act's portability provisions guarantee some 
younger retirees access to coverage.  HIPAA guarantees eligible retirees losing group coverage 
access to at least two individual plans, or an alternative such as a high-risk pool, regardless of 
their health.  However, the premiums these retirees can face in the individual market are often far 
higher than the group rates available through an employer. Individual market rates are most often 
based on age and health. 

 We have found instances where a 60-year-old man was charged a premium nearly four 
times that charged a 30-year-old man.  In most states, those in poor health would be charged 
even higher amounts.  Even worse, unless guaranteed coverage by HIPAA, individuals with 
serious health conditions such as heart disease are generally unable to buy an individual health 
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insurance policy.  Even those with non-life-threatening conditions, such as chronic back pain, 
may not have any luck obtaining coverage. 

 Retirees over 65 do have Medicare coverage, but this coverage still leaves them at risk 
for considerable out-of-pocket expenses, to either pay required cost sharing on Medicare-covered 
services or because some services such as prescription drugs are not covered.  Most retirees over 
65 consequently buy supplemental insurance to deal with these expenses.  Nearly one-third of 
Medicare-eligible retirees are fortunate to have access to employer-sponsored supplemental 
coverage at group rates, but many others end up purchasing an individual medigap policy.  
Medigap coverage is not cheap. Policies cost on average $1,300 per year, and policies that 
include limited prescription drug coverage average more than $1,600 per year. 

 Also often overlooked is the costly risk for which the vast majority of retirees have no 
insurance at all, and that is long-term care.  The cost of nursing home or other continuous care 
can be substantial. Today, nursing homes on average cost $55,000 per year.  Since Medicare and 
private insurance most often do not cover much of these costs, individuals without long-term 
care insurance can face catastrophic costs or be forced to rely on Medicaid. Private long-term 
care insurance, a product that can provide some protection, still has a very small market.  Few 
individuals purchase this insurance, and few employers offer it as a benefit.  Even those 
employers that do usually do not pay any of the premiums.  Questions of affordability, 
consumers' perceived need for, and the value of the policies make it difficult to predict what 
future role this type of insurance will play. 

 Let me close by underscoring that many retirees can encounter gaps in the availability of 
their health care coverage at the very time when their likelihood of illness and the risk of 
catastrophic health care costs are increasing. Those who do purchase insurance to fill some of 
these gaps can find it both costly and not comprehensive.  A retired couple may spend nearly 
$6,000 a year to pay Medicare premiums and purchase an average medigap and long-term care 
insurance policy.  They would pay even more if they were older, or in poor health, or buy more 
expensive or more generous coverage. Even then, they would still face significant out-of-pocket 
costs for prescription drugs and not have full protection for some catastrophic costs. 

 Gaps like these in coverage will become an even more significant concern if employer-
sponsored health benefits continue to decline, and as the sheer numbers of the baby boom 
generation approach retirement age. 

 Thank you very much, Mr. Chairman.  I'd be happy to answer any questions you have, or 
submit the answers in writing. 

WRITTEN STATEMENT OF WILLIAM J. SCANLON, DIRECTOR, HEALTH CARE 
SERVICES, GENERAL ACCOUNTING OFFICE, WASHINGTON, D.C. – SEE APPENDIX 
B
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Chairman Johnson. Thank you for your testimony.  It's getting harder and harder to get 
insurance, especially for long-term care, isn't it? 

Mr. Scanlon. Yes sir. 

Chairman Johnson. Our second witness is Patricia Neuman, Vice President, Henry J. Kaiser 
Family Foundation and the Director of the Foundation's Medicare Policy Project.  

Thank you for being with us.  You may begin your testimony now. 

STATEMENT OF PATRICIA NEUMAN, VICE PRESIDENT, HENRY J. KAISER 
FAMILY FOUNDATION AND DIRECTOR, MEDICARE POLICY PROJECT, 
WASHINGTON, D.C.

Thank you, Mr. Chairman. Employer-sponsored plans play a critical role in providing 
basic coverage for Americans who retire in their 50s and early 60s and in covering supplemental 
benefits for retirees on Medicare who are ages 65 and older.  Employer plans provide needed 
coverage when retirees are most likely to face serious problems, and use medical services and 
prescriptions that can be prohibitively expensive without the financial protection offered by 
health insurance. 

 Since the early 1990s, the share of employers offering retiree health benefits has steadily 
declined. Initial declines were largely attributable to new accounting rules that required 
employers to account for their future liability.  Declines in the past few years have been 
explained by rising costs.  The recent downturn in the economy, coupled with double-digit 
increases in health care spending, threatens to hasten the erosion of needed retiree health 
benefits.

 Early retirees who lose employer-sponsored benefits have difficulty finding comparable 
coverage on their own. They are often unable to find another job that offers health insurance, and 
until they turn 65, are unable to go on Medicare.  With few alternatives, early retirees turn to the 
individual market, which has proven to be a less than reliable source of affordable coverage, 
particularly for those with medical problems or modest incomes. 

 Retirees age 65 and older confront a different set of challenges. Unlike early retirees, 
seniors are fortunate to have Medicare for basic health insurance, but often want and need 
additional coverage to pay for benefits such as prescription drugs that are not covered by 
Medicare.  This is proving to be increasingly difficult with Medicare HMOs withdrawing from 
the Medicare Plus Choice program, and with Medigap premiums escalating.  Even when retirees 
do find supplemental coverage, the benefits tend to come at a higher price, or are less generous 
than those typically offered by employer plans. 

 Without adequate insurance, retirees face substantial health risks.  Americans without 
health insurance are far more likely to postpone or forgo needed health care, they are less likely 
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to get preventive services, and they are less likely to fill their prescription.  And according to a 
new study just published in the New England Journal of Medicine, older adults without health 
insurance are more likely than those with health insurance to experience a major decline in 
health status. 

 Several policy options under discussion could address problems arising from the eroding 
retiree health benefits.  Some would offer short-term targeted relief to retirees who lose employer 
benefits, while others would seek to help the broader group of retirees, or older adults who lack 
health insurance.  A COBRA expansion is an example of a targeted approach to help early 
retirees.  Current rules could be modified to make the termination of a retiree plan a qualifying 
event under COBRA.  This would enable early retirees to purchase coverage under their former 
employer's plan.  Extending the COBRA coverage period beyond the usual 18-month period 
would reduce the risk of subsequent gaps in coverage.  Offering premium subsidies would help 
to make COBRA premiums a bit more affordable. 

 A proposal to help a broader group of older adults who lack health insurance would be to 
offer tax credits to help cover the cost of insurance.  Under this type of approach, early retirees 
could look to purchase health insurance in the individual market and then apply for premium 
subsidies by filing their tax return.  A concern, however, is that premiums in the individual 
market, as you just heard, tend to be quite expensive, particularly for those in their 50s or their 
60s, and proposed tax credit amounts are often not enough to make such coverage affordable. 

 Even if tax credits were substantially increased, to cover a larger share of the premium, 
early retirees with chronic health conditions might find in impossible to find a policy at any 
price, given underwriting practices in this market. 

 Another option that has been proposed to help those who lose retiree health benefits, and 
others who lack coverage, would be to allow retirees to buy into Medicare before they turn 65, 
again with subsidies to make premiums relatively affordable.  A strength of this approach is that 
it would guarantee retirees access to coverage, without regard to their medical history, unlike 
proposals that tend to rely on the individual market. 

 Policy options for seniors who lose retiree health benefits tend to be linked to discussions 
about Medicare and prescription drugs.  The erosion of employer-sponsored benefits has become 
a key consideration in the ongoing debate about strategies to provide a drug benefit for seniors.
It is also worth noting that a new Medicare drug benefit would have the indirect, yet significant 
effect of providing financial relief to employers that offer retiree medical benefits, potentially 
strengthening their capacity to continue to offer these benefits in the future. 

 Still another approach would offer employers financial incentives to retain retiree 
benefits, or impose penalties of employers that reduce benefits post retirement. A challenge 
raised by this option is, striking a balance between encouraging employers to maintain retiree 
medical coverage, while guarding against changes that could accelerate the erosion of these 
highly valued benefits, given the current economic climate. 
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 Today, employer plans provide critically needed medical benefits for retirees, but the 
future of this coverage is anything but certain.  If current trends continue, the current generation 
of workers will be far less likely than their parents' generation to receive retiree health benefits. 
The decline in retiree benefits underscores the need to provide affordable health insurance for 
early retirees who are uninsured, but too young for Medicare. 

 The erosion of retiree benefits for seniors confirms the urgency of making prescription 
drugs available to older retirees who lose access to such benefits.  Employers, retirees, and 
workers have much at stake in the outcome of these discussions.  I thank you. 

WRITTEN STATEMENT OF PATRICIA NEUMAN, VICE [PRESIDENT, HENRY J. 
KAISER FAMILY FOUNDATION AND DIRECTOR, MEDICARE POLICY PROJECT, 
WASHINGTON, D.C. – SEE  
APPENDIX C 

Chairman Johnson. Thank you, ma'am.  I appreciate your testimony, and thank you for being 
here.

 Our third and final witness for today is Chip Kerby.  Mr. Kerby is an Attorney and 
Principal in the Washington Resource Group of William M. Mercer, Incorporated.  

You may begin your testimony, sir. 

STATEMENT OF CHARLES K. “CHIP” KERBY, III, ESQ., WASHINGTON 
RESOURCE GROUP, WILLIAM M. MERCER, INCORPORATED, WASHINGTON, 
D.C.

Thank you, Mr. Chairman.  I'm going to abbreviate my remarks to keep us on schedule.  
I'd like to talk briefly about two different items.  One is some of the recent retiree health plan 
trends.  And the second is some of the challenges that are currently facing retiree health plan 
sponsors.

Each year, our company conducts a national survey of employer-sponsored health plans. 
This survey identifies health care costs, trends, and plan design information for both active and 
retired employees.  And I'd like to share with you some of the key findings from the 1,924 large 
employers that responded to the retiree health portion of our 2000 survey.  If you have a second 
to examine figures 1 and 2 in our written testimony, I think a couple of points can be drawn from 
this.  While almost all employers offer health coverage to their active employees, far fewer 
employers offer coverage to their retired employees.  And the prevalence of this benefit varies 
considerably, based on the size of the employer. 

 As you can see from figure 1, if we're talking about employers with 20,000 or more 
employees, then over 60 percent of those employers are likely to offer a retiree health benefit.  
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Conversely, for employers in the 500 to 1,000-employee range, the number is much lower.  It 
drops to 26 percent for pre-Medicare coverage, and as low as 18 percent for Medicare-eligible 
coverage.

 Now, the bad news is shown in figure 2, and these are the trends that Bill and Patricia 
have been describing. Our survey data is comparable for the last nine years, so this chart shows 
you what's been happening since 1993.  And these are the averages of all large employers, 
meaning employers that employ at least 500 employees.  This shows that for pre-Medicare 
retiree coverage, we've seen a decline from 46 percent to 31 percent since 1993.  Similar drop for 
coverage offered for the Medicare-eligible retirees, from 40 percent down to 24 percent. 

 Let me talk briefly about some of the cost trends. Last year, the year 2000, the average 
cost increase for an employer plan covering pre-Medicare retirees increased by 10.6 percent, and 
the trend increase for coverage for Medicare-eligible retirees was 17 percent.  These numbers are 
much higher than the cost increases for active employees, which last year was around 8 percent. 

 One of the principal reasons why these cost increases are so high is because of the 
double-digit inflation we've been seeing in prescription drug costs.  Most of the cost for the 
employer coverage for Medicare-eligible retirees involves prescription drugs, and that tends to 
be the most significant driver in these cost increases. 

 Now let me identify some of the factors that are affecting employers, and their decision 
about whether to continue, or to cease offering retiree health benefits.  The cost trends, 
obviously, are significant.  Our actuaries think that the cost increases this year are going to be in 
the range for retirees between 12 and 18 percent.  Labor market conditions, as you all know, vary 
considerably. 

 A year ago we had the lowest unemployment rates we've seen in 30 years.  That's moved 
from 3.9 percent to 4.9 percent in only 12 months.  When labor markets are tight, it's more 
difficult for employers to make changes in their benefits, and it's more difficult for them to shift 
cost increases to their retirees.  Conversely, when labor is in greater supply, it's easier for 
employers to make those changes.  One of the big constraints that prevent employers from 
shutting down this benefit is the lack of alternative sources of coverage.  As Bill has pointed out, 
if you retire prior to being eligible for Medicare, your options are few and far between. 

 Another factor that's disruptive for employers is the decreasing availability of Medicare 
Plus Choice plans. These are the Medicare HMOs.  We've seen the number of these plans drop 
from 346 in 1998 to 180 in October of this year. Most employers would welcome Medicare 
changes, especially any proposal under which the Federal Government would pick up all or a 
portion of the cost of prescription drugs. 

 Perhaps the most significant recent issue is a case that was decided last year by the third 
circuit court of appeals.  This was the case of Erie County Retirees Association v. the County of 
Erie, in which the third circuit held that Medicare-based distinctions in retiree health plans 
presumptively violate the Age Discrimination in Employment Act.  This case has caused great 
consternation among retiree health plan sponsors.  They had never viewed their retiree health 
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plans as a source of potential ADEA liability.  And although employers are heartened by the 
EEOC's recent decision to review ADEA policies for retiree health plans, the threat of litigation 
remains. 

 There are really a couple of policy issues that policymakers are going to have to address.  
One is, can we provide some alternative sources of coverage.  The second is, how do we 
develop, or encourage, or provide incentives to encourage accumulations of funds to help pay for 
this coverage once people retire. 

 And with that, I think I'll cease my remarks, and respond to any written questions you 
might have. 

WRITTEN STATEMENT OF CHARLES K. “CHIP” KERBY, III, ESQ., WASHINGTON 
RESOURCE GROUP, WILLIAM M. MERCER, INCORPORATED, WASHINGTON, D.C. – 
SEE APPENDIX D 

Chairman Johnson. Thank you, sir.  I appreciate that.  Do you have charts for those who are in 
smaller employer-based groups?  These are 500 plus. 

Mr. Kerby. Yes.  The prevalence among small employers, 500 or fewer employees, is that only 
8 percent of those employers currently offer any kind of retiree health coverage. 

Chairman Johnson. Okay.  That was the number I had, so it agrees with yours. 

You know, somehow we've got to get our population, especially the younger population, 
to understand that they've got to start thinking about health care earlier.  A lot of them don't even 
want it.  Exxon, in our area in Dallas, for example, offers a health care plan, and 22 percent of 
the people that work for them don't take it. They’d rather have the money in their paycheck, you 
know.  They're bulletproof.  And you and I both know that there's a time when you're not.  So it 
gets harder and harder, I think. 

 I'm going to pass on any questions.  Mr. Kildee, do you have any? 

Mr. Kildee. No, I'd just like to thank all the witnesses today.  It's a very important area of our 
national life, so I thank all of you for your testimony.  It will be helpful as we deliberate here.

I'd like to particularly thank Mr. Scanlon, and extend our thanks to your colleagues at the 
GAO for sharing their offices with us during the recent crisis. I found out that Congress lives a 
lot better than GAO. 

Chairman Johnson. I'll recognize Mr. Fletcher for questions. 

Mr. Fletcher. Thank you, Mr. Chairman.  And I want to thank each of you for coming and for 
your testimony. It's a great concern. With the events of 9/11 and the down turning of the 
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economy, a lot of layoffs are occurring. We're going to see compounded problems that we 
haven't yet realized.  

Ms. Neuman, I read a New England Journal of Medicine article last month. There was a 
previous article in January of '97, I believe it was, that discussed the mortality rate of the 
uninsured as about three times that of a demographically matched insured.  So it is a very serious 
problem particularly as the health care needs increase exponentially as we get older. 

 Let me ask you about three things.  I have some concern about the Medicare buy-in.  One 
is adverse selection.  Two is what does that do without reform of Medicare that does not provide 
prescription drugs.  Three is solvency.  So if you could briefly answer, I've got a few other 
questions I'd like to ask in my allotted time. 

Ms. Neuman. There is an issue with selection, depending upon what the premium would look 
like.  There is a report that is coming out, that the Kaiser Family Foundation has funded the 
Urban Institute to do, which does discuss the potential selection problems. With the high 
premium, it's their view that people who are sicker will find it more necessary to get coverage. If 
they can't get coverage in the individual market, they may well look to Medicare as an important 
resource, but that might bring sicker people into the program. 

 With subsidies, however, people of all health needs and costs would be more likely to 
come into the program, and that would offset the concern of selection that you mention. 

Mr. Fletcher. Would the subsidies cost more than the costs from adverse selection?  Have you 
looked at that?  Because with subsidies, you offset private money from healthy people that might 
be buying private plans.

Ms. Neuman. No, I understand the calculation.  I think that's an interesting question that they 
might want to take a look at.  I do think that subsidies would help to bring in a more mixed risk 
pool.

 On the issue of prescription drugs, certainly early retirees would want prescription drugs, 
just like seniors on Medicare, and so many of these issues are interrelated. It would be important, 
in thinking about Medicare reform, to think more broadly about ways to provide affordable 
prescription drug coverage to retirees over 65, and those who are approaching the age of 
Medicare.

 And finally, on the issue of solvency, that really depends on the level of subsidy. 

Mr. Fletcher. So, clearly, the premiums for this buy-in would be much higher that what's 
required now under part B of Medicare? 

Ms. Neuman. Well, premiums that have been proposed in the past for a self-funding program, 
meaning ones that wouldn't add to the federal budget, would be substantially higher than the part 
B premium. President Clinton proposed premiums that were, I think, on the order of $300 a 
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month, without adding cost to the federal program. 

Mr. Fletcher. Let me just interrupt.  I can't imagine that $300 a month on a selected high-risk 
pool, which you would end up, effectively, creating, would cover the cost. I mean of course a lot 
of it is projected on the adverse selection in that situation.  That would be difficult. 

 There was a proposal we had that we passed out of the House on association health 
plans.  I may ask the three of you to comment on it, and that will be my last question.  

Small businesses rarely offer retiree plans, as you mentioned.  A small percentage, I 
think, offer retiree health care plans. And yet, with association health plans they could come 
together like large companies, self-insure nationally, reduce the regulations, and increase the 
efficiency of delivering health care.  Do you feel that would help us in our effort to make health 
care more available for retirees from small businesses? 

Mr. Scanlon. We've done work on a related issue, which is the small business purchasing 
cooperatives that have been set up to try and do something on a more modest scale, that's similar 
to the association plans.  And one of the things that we've discovered is the same issue that 
you've raised with respect to a Medicare buy-in, which is that adverse selection, or at least the 
prospect of adverse selection, causes difficulties for these cooperatives.  

Businesses that have healthy employees are sometimes fearful of entering into them, and 
insurers are fearful of dealing with them. So we haven't found that they've been effective in terms 
of reducing the price of insurance, but they certainly have been effective in terms of offering a 
wider range of choices.  And the association plans may be able to do that. 

Mr. Fletcher. Thank you.  Mr. Kerby, my time's up but could you comment on that? 

Mr. Kerby. I think the point that Bill made is quite accurate.  I think employers constantly 
assess if their risks are better if they self-insure their own risks, or are their risks and costs better 
if they move their populations into alternatives?  So I think, as Bill just pointed out, the good 
news is association health plans at least offer some alternatives that do not exist in the present 
world.  Whether employers will be encouraged to use them is a separate question. 

Chairman Johnson. Thank you for your comments.

Mr. Tierney, I think you've got a bill like this. Would you care to question? 

Mr. Tierney. Thank you, Mr. Chairman, for having these hearings on what is obviously an 
important issue.  I do have a bill that deals with retiree self-insurance, as you know. 

It seems to me that we can break this problem into several categories, one of which is 
people who negotiated either under a contract where they were represented or just as individuals, 
for a certain amount of pay and compensation with the belief that they were going to have 
retirement benefits when they retired. Now we have, in many instances, not small businesses but 
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sizeable, profitable corporations whether it's AT&T, IBM, or General Motors slamming them 
after they retire, and essentially taking away those benefits.

 So that's one set of issues.  How do we hold those businesses to their promise?  Because 
that certainly was the deal that seniors believed they made, and we have to address that. The bill 
that I have does address that.  These businesses are profitable, and to the extent that they might 
not be as profitable and need a loan, let's guarantee the loan and get it back in gear. 

 I'd like to hear your comments on that, starting with Ms. Neuman.  How are we going to 
hold those people responsible for what they entice people into? 

Ms. Neuman. I think you're absolutely right to think about the situation in terms of different 
groups of employers, because they do have different situations.  And I think where there is a 
legal and contractual obligation, that's an issue that should be arguable in the courts. 

Mr. Tierney. Well, it hasn't. Unfortunately, we only have a short time, so I don't mean to be 
rude, but obviously the courts have dropped the ball on this one. They've made some horrendous 
decisions, and they haven't upheld the contracts, and the people's enforceable rights. So we're 
stuck with a situation where the only remedy is going to be through legislation.

 Another group of people, obviously, are those that may not fall into that situation.  
Smaller businesses, or businesses like steel which now have a tremendous retiree problem, or 
some other failed corporations like Polaroid, where they just didn't have the funds set aside.  
Doesn't that point us into a couple of directions? 

 One direction is to find some way to control costs if you're going to supplement the 
premiums, or do something of that nature. Even then you're still going to have to be worried 
about those premiums skyrocketing whether it be the insurance premiums, or whether it be the 
provider's costs, like prescription drugs. 

 I think, Mr. Kerby, you mentioned some cumulative pile of funds from which to provide 
insurance.  I think we're talking about universal health care.  We're talking about whether you 
call it a tax or you call it a premium, but you're talking about who's going to pay the bill for a 
substantial form of health care, for which we can get prescription drugs, and other benefits that 
people need.

How are we going to save costs?  Hopefully by having private delivery of medicine, and 
all the benefits that you need, yet somehow reducing the administrative costs and the overhead. 
And I think we're talking about very private but very universal types of health care, and coming 
together to understand that we can't let these prescription drug companies run rampant while they 
pass on ridiculous costs, and make outrageous profits when they've been supplemented by the 
government for research monies, and given patents on these products. 

 So there certainly is a monopoly.  It's not as competitive as they would have us believe.  
Doesn't it mean that we have to get a little more active in those areas?  I'll just leave that with the 
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three of you to answer one at a time in any particular order. 

Mr. Scanlon. I would agree completely, but the underlying problem that we face here is the 
unpredictability and lack of control over costs.  It's not just a problem for private insurance; it's a 
problem for the Medicare program and the Medicaid program.  The solutions have been elusive.
We have certainly tried a variety of different mechanisms, and I think we still need to be diligent 
in terms of trying some of those with increased vigor, as well as new mechanisms.  But this has 
been a problem that for the last 25 years, we have not been able to get our hands around. 

Mr. Tierney. Medicare Plus Choice is an example of that.  In my district, they just went up $107 
in their premiums.  They're claiming they didn't get enough money from the government, but 
GAO tells us they got more per person than fee for service would get.  And the fact of the matter 
is that they can't commit a promise when the promise is to give you more for less.  It doesn't 
work.

Ms. Neuman. No, I would agree with Mr. Scanlon. And when you look at the issue of 
prescription drugs, with costs going up by 15 to16 percent in various places, there obviously 
needs to be a broad strategy to think of ways to make prescription drugs, as well as other health 
care services, but this is the one that, in particular, seems to be driving costs of late. 

 There needs to be a broad strategy, and there are different philosophical views about 
what's the best way to achieve that, but obviously employers and other payers, both public and 
private, are dealing with the same kinds of concerns.  And if the goal is to deliver affordable 
prescriptions for seniors or younger populations, some solution needs to be found. 

Mr. Tierney. Can any of you find a reason why we should let profitable corporations who 
promise retirees health plans off the hook?  Thank you. 

Chairman Johnson. You may answer that in writing if you wish.  At this point, I would request 
that the witnesses would respond to questions from both the majority and the minority, submitted 
in the official hearing record. And with that, I ask unanimous consent that the hearing record 
remain open for 14 days to allow Members' statements, questions and other extraneous material 
referenced during the hearing be submitted in the official hearing record. Hearing no objection, 
so ordered.

I want to thank the witnesses for their valuable time and testimony, and Members for 
their participation. If there's no further business, the Committee stands adjourned.  Thank you 
very much. 

 Whereupon, at 3:05 p.m., the Subcommittee was adjourned.  
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