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CAFETERIA BENEFIT PLANS: MORE VALUE
FOR FEDERAL EMPLOYEES

TUESDAY, MAY 21, 2002

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON CIVIL SERVICE, CENSUS AND AGENCY
ORGANIZATION,
COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 1 p.m., in room
2247, Rayburn House Office Building, Hon. Dave Weldon (chair-
man of the committee) presiding.

Present: Representatives Weldon, Davis, Morella, and Norton.

Staff present: Garry Ewing, staff director; Melissa Krzeswicki,
professional staff member; Scott Sadler, clerk; Tania Shand, minor-
i‘iy Il){rofessional staff member; and Earley Green, minority assistant
clerk.

Mr. WELDON. The hearing will now come to order.

Good afternoon. I want to welcome our witnesses and everyone
in our audience to this important hearing.

The purpose of this hearing is to examine cafeteria plans. Cafe-
teria plans are an alternative to one-size-fits-all benefit packages
that allow individual employees to tailor their benefits to meet
their own needs. The Federal work force is 1.9 million people
strong, not counting postal workers. Not surprisingly, a work force
this large is extremely diverse. There are both full time and part
time employees in the Federal work force.

Federal employees also range across a spectrum of jobs. The Gov-
ernment employs top scientists and highly skilled information tech-
nology workers, professionals and blue collar workers.

There is diversity in age and circumstances of life. Some Federal
employees are straight out of college and working in their first full
time job, some are very near retirement. Some are single, while
others are single parents or married couples with children. These
groups of employees do not have the same needs and interests.

The needs of employees also change through their careers. Young
singles do not have the same needs as a middle aged couple with
children. Employees with young children may have a strong inter-
est in a child care benefit. An older employee may be more inter-
ested in a benefit that would help him or her care for elderly par-
ents.

In short, we do not have a one-size-fits-all world. Increasingly,
private employers as well as State and local governments have rec-
ognized this simple fact. And they have responded by offering flexi-
ble benefits to recruit, and importantly, retain, well qualified em-
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ployees. Consequently, the Federal Government finds itself compet-
ing for talented workers with employers who offer cafeteria plans
and other flexible benefit programs. Employees find such programs
attractive because they empower the individual to maximize the
value of the benefits an employer offers. Many employers have
found cafeteria plans to be valuable recruiting tools.

To ensure that the Federal Government will be able to compete
effectively for talent in today’s market, it is the obligation of the
subcommittee to carefully examine the potential offered by cafe-
teria plans and other flexible benefit arrangements. I look forward
to benefiting from the views and insights of our distinguished wit-
nesses as we examine this important issue.

[The prepared statement of Hon. Dave Weldon follows:]
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OPENING STATEMENT
The Honorable Dave Weldon
Chairman
Subcommittee on Civil Service, Census, and Agency Organization

"Cafeteria Benefit Plans: More Value for
Federal Employees "

May 21, 2002

Good Afternoon. | want to welcome our withesses and
everyone in our audience to this important hearing.

The purpose of this hearing is to examine cafeteria plans.
Cafeteria plans are an alternative to one-size-fits-all benefit
packages that allow individual employees to tailor benefits to
their own needs.

The federal workforce is 1.9 million people strong, not counting
postal workers. Not surprisingly, a workforce this large is also
extremely diverse.

There are both full time and part-time employees in the federal
workforce. Federal employees also range across a spectrum of
jobs. The government employs top scientists, highly skilled
information technology workers, professionals, and blue-collar
workers.

There is diversity in age and lifestyle. Some federal employees
are straight out of coliege and working in their first full-time job.
Some are very near retirement. Some are single, while others
are single parents or married couples with children. These
groups of employees do not have the same needs and
interests.

httpy//reform house.gov/civil/daveweldonopening52102 him 2/26/2003
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The needs of employees also change through their careers.
Young singles do not have the same needs as a middle-aged
couple with children. Employees with young children may have
a strong interest in a child care benefit. An older employee may
be more interested in a benefit that would help him or her care
for elderly parents.

In short, we do not live in a "one-size-fits-all" world.

Increasingly, private employers, as well as state and local
governments, have recognized this simple fact. And they have
responded by offering flexible benefits to recruit and retain
well-qualified  employees. Consequently, the federal
government finds itself competing for talented workers with
employers who offer cafeteria plans and other flexible benefit
programs.

Employees find such programs attractive because they
empower the individual to maximize the value of the benefits
an employer offers. Many employers have found cafeteria
plans to be valuable recruiting tools. To ensure that the federal
government will be able to compete effectively for talent in
today’s market, it is the obligation of this subcommiitee to
carefully examine the potential offered by cafeteria plans and
other flexible benefit arrangement.

I look forward to benefiting from the views and insights of our

distinguished witnesses as we examine this important issue.

[Recognize Mr. Davis for Opening Statement]

http://reform house.gov/civil/daveweldonopening52102. htm 2/26/2003
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Mr. WELDON. I now recognize the distinguished ranking member
for his opening statement, Mr. Davis.

Mr. Davis OF ILLINOIS. Thank you very much, Mr. Chairman.

First of all, let me thank you for holding this hearing. I also
want to thank all of the witnesses for coming to participate.

Mr. Chairman, Federal employees can currently participate in a
number of benefit options offered by the Federal Government. They
include health insurance, group life insurance, long-term care in-
surance and retirement programs. Additionally, Federal employees
can earn annual and sick leave on a prorated basis.

However, this does not preclude the Federal Government from
improving its benefit options and structure for Federal employees,
particularly at a time when we’re trying to recruit and retain the
best and the brightest for Federal service. To this end, the Clinton
administration implemented one of three primary types of flexible
benefit plan options for employees.

In 2000, the first type of flexible benefit plan, a premium conver-
sion plan, was put into place to allow Federal employees to pay
their Federal employee health benefit premiums on a pre-tax basis.
Permitted under Section 125 of the Internal Revenue Code, pre-
mium conversion plans would allow employees to convert post-tax
contributions to pre-tax contributions through salary reductions for
payment of employee premiums.

The second type of flexible benefit plan is called a flexible spend-
ing account, FSAs. FSAs allow employees to purchase qualified
benefits such as medical or dental expenses on a before tax basis.
The 1998 Department of Labor survey of full-time employees in
State and local government found that 47 percent, 6.7 million peo-
ple, had access to an FSA. Federal employees should also have ac-
cess to health care and dependent care FSAs.

The third and more controversial flexible spending plan is a cafe-
teria type benefit plan. Cafeteria plans offer employees a menu of
benefit options. Employees would be allowed to design their own
benefit package by selecting different types and/or levels of benefits
that are funded with non-taxable employer dollars. Under this
plan, each employee is allotted a predetermined number of dollars,
credits or points with which he or she may purchase benefits from
options made available by the employer.

A major and very valid concern here is that the Federal Govern-
ment will attempt to control the cost of benefits by limiting in-
creases in the number of dollars employees are given to purchase
benefits. For example, employers generally use the increase in the
consumer price index as the benchmark for annual increases in the
amount of dollars they provide employees to purchase benefits.

With inflation averaging 2 to 3 percent in recent years, and an-
nual health insurance premium increases averaging between 10
and 13 percent, the cost of these benefits would be shifted to the
employee. This and other concerns that have been raised about caf-
eteria plans must be addressed. I hope we address them in this
hearing.

Perhaps a cafeteria plan could be designed to address these con-
cerns. But shifting the cost of benefits from the Federal Govern-
ment to its already underpaid Federal employees is not an option.
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I look forward to today’s testimony, and again, I thank you for
holding this hearing.

Mr. WELDON. I thank the gentleman.

Did the gentlelady from Maryland seek to make a statement?

Mrs. MORELLA. Thank you, Mr. Chairman. I just want to add a
sentence to it. I think this hearing couldn’t come at a more appro-
priate time and I thank you for having it. With the FEHBP pre-
miums rising by almost 30 percent in the last 3 years, and 15 per-
cent of the 1.8 million Federal employees not participating in the
program, we need to look at making changes. And while I have se-
rious reservations about the merits of cafeteria benefits plans, I
want to thank the panelists for their testimony, for sharing their
personal experience. We will keep an open mind.

Incidentally, if I might just add that I feel required to go to the
White House because the Maryland Terrapins are going to be hon-
ored. So I will be back before the end of the hearing, probably.

Thank you, Mr. Chairman.

Mr. WELDON. I thank the gentlelady, and we do have a second
panel. So if the President doesn’t keep you too long, you should be
able to be back here later.

We will now hear from our first panel of witnesses. Before us
today we have Mr. David Wilson, president of FlexBen Corp., in
Troy, MI. Mr. Wilson is an expert in designing and implementing
flexible benefit programs.

We also have Ms. Marjorie Young, Commissioner of the Georgia
Merit System. Ms. Young administers the State of Georgia’s cafe-
teria plan.

Our third witness is Mr. Derrick Thomas, who is the national
vice president of the second district of the American Federation of
Government Employees.

And finally, we will hear from Ms. Leslie Schneider, who is a
Senior Benefits Consultant for the Hay Group in Atlanta, Georgia.
Ms. Schneider also has extensive experience as a consultant with
both private and public employers in designing and implementing
flexible benefit programs.

I want to thank all of you for joining us here today to share your
thoughts on these important issues. Without objection, your written
statements will be made part of the record.

After administering the oath, I will recognize each of you for 5
minutes. I would ask that you try to summarize your statement
within that time period. There are lights in front of you that will
indicate how much time you have left. The green light indicates
that you have 4 minutes, you are still in your 4 minute statement.
Then the yellow light turns on when you have a minute remaining,
and the red light will turn on when your time has expired.

We on the committee also try to comply with the 5-minute rule
that we are asking you to.

Now I would ask to administer the oath. The committee requires
that all witnesses take the oath. So could you please rise.

[Witnesses sworn. ]

Mr. WELDON. Will the court reporter please note thee witnesses
have answered in the affirmative.

Again, thank you for being here. Mr. Wilson, we’ll begin with
you. You're recognized for 5 minutes.
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STATEMENTS OF DAVID E. WILSON, CFCI, SENIOR CONSULT-
ANT AND PRESIDENT, FLEXBEN CORP.; MARJORIE H.
YOUNG, COMMISSIONER, GEORGIA MERIT SYSTEM; DER-
RICK THOMAS, NATIONAL VICE PRESIDENT, SECOND DIS-
TRICT, AMERICAN FEDERATION OF GOVERNMENT EMPLOY-
EES, AFL-CIO; AND LESLIE SCHNEIDER, SENIOR CONSULT-
ANT, THE HAY GROUP

Mr. WILsON. Thank you. Let me begin by thanking you, Mr.
Chairman, and the members before us today for the opportunity to
discuss with you one of the most important and wise legislative ac-
tions passed by this House over the last four decade period.

Section 125 of the Internal Revenue Code, known as cafeteria or
flexible benefit plans, and its expansion, is vital to the financial
health of all Americans. As the wisdom within our constitution lib-
erates and defines our opportunities as Americans, the wisdom and
advent of Section 125 within the tax code liberates the genius of
the marketplace.

It has and continues to redefine the employer-employee financial
and reward relationship. It provides employees the opportunity to
liberate their financial resources within the employer-employee re-
ward system, enabling employees to tailor their benefits program
to their individual and family financial and security needs.

Said simply, employees and their dependents love choice. The op-
portunity of intelligent employee benefit choice results in under-
standing, greater real value and greater employee appreciation.
Understanding the broad adoption of employee benefit plan choice
and Section 125 by the private sector, State, county and municipal
employers over the last 20 year period, we are very pleased to see
the Federal Government’s embracement of Section 125 beginning
with President Clinton’s adoption of non-taxable employee pre-
miums and now the implementation of health care and dependent
care reimbursement accounts under the Bush administration.

We have encouraged the continued and prompt adoption of em-
ployee benefit choice by the Federal Government through the es-
tablishment of a broad based flexible benefit plan structure. This
is both a competitive need and a requirement for the delivery of
maximum award financial value to American workers who dedicate
themselves to national service. It is the right and wise thing to do.
Americans love choice. America’s private sector and Government
workers alike appreciate the opportunity to secure their financial
well being and financial security.

What is a flexible benefit plan? I'd like to go through a couple
of things that I presented in my testimony. One is that it is estab-
lished under Section 125 of the Internal Revenue Code. This sec-
tion of the Code establishes that employees shall not be taxed dif-
ferently than employers in the purchase of employee benefits sim-
ply because employees have choice. A flexible benefit plan is a ben-
efit delivery system, it is not the benefit. It is the milk truck, not
the milk.

I'd like to address the concept of credit formula plans later, if we

may.

Effectively managed, the flexible benefit plan liberates and fo-
cuses financial resources on the important financial security needs
of the individual employee and his or her family, creating employee
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appreciated financial value. By definition, it requires annual and
ongoing education by the employer, providing the employee the op-
portunity to learn, create understanding and create increased
value. It is dependent on the utilization of technology and advance-
ments in technology that continue to create new value and knowl-
edge management opportunities.

It liberates the genius of the marketplace to never-ending new
opportunities to increase the value of the employer-employee rela-
tionship and its financial reward to employees. It establishes the
core foundation within the marketplace for the continued evolution
of employee-centric consumerism and the evolution of the em-
ployer-employee financial security/reward system.

I presented in my testimony a summation, if you will, of what
the marketplace perceives to be a standard flexible benefit plan in
the traditional sense, 1985 to 1993 kind of genre. I won’t go into
that, I'll leave that to questions that you may have.

I do present following that in the testimony a depiction of what
a flexible benefit plan might look like today. Let me just draw on
the time that I have remaining some comparisons between the old
and the new. In the early years, we defined a flexible benefit plan
as a benefit plan that had basically statutory benefits under Sec-
tion 125 as the offerings and many offerings in the medical plan
design area, for example, fewer options deeper into the menu.

Today if you look at best practice, you're going to see fewer medi-
cal plan options, try to drive attention to the employee making a
good financial decision relative to health care, but using more of
the dollars to get a stronger underpinning of the total financial se-
curity of the employee. This is the value. The employee gets to see
the whole security value of the benefit program over time, and thus
begins to make wise decisions that create more value for them.

I think my time is just about to expire.

[The prepared statement of Mr. Wilson follows:]
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David E. Wilson, CFCI
Senior Consultant and President
FlexBen Corporation, Troy, Michigan
Testimony before the Subcommittee on Civil Service, Census, and Agency Organization
Committee on Government Reform

May 21, 2002

A statement introduced by: Mr, David E. Wilson, Senior Consultant, President of FlexBen Corporation,
Troy, Michigan. FlexBen Corporation, founded in 1983 by Mr. Wilson, is an innovative employee
benefit consulting firm recognized nationally for its expertise in the strategic design, management and
administration of flexible benefit arrangements, providing employees value based and focused benefit
choice. FlexBen Corporation serves over 1,200 clients, ranging from employers with as few as 10
employees to Fortune 100 employers. Mr. Wilson is a Board Member of the Employers Council on
Flexible Compensation (ECFC).

Introduction

I wish to begin this statement by thanking the chairman of this committee and this subcommittee and
each of the committee members, personally, before us today, for the opportunity to discuss with you one
of the most important and wise legislative actions passed by this House over the last four decade period.
Section 125 of the Internal Revenue Code (cafeteria or flexible benefit programs) and its expansion is
vital to the financial health of all Americans. As the wisdom within cur Constitution liberates and
defines our opportunities as Americans — the wisdom and advent of §125 within the tax code liberates
the genius of the market place. It has, and continues to redefine the employer-employee financial and
reward relationship. It provides employees the opportunity to liberate their financial resource within the
employer-employee reward system, enabling employees to tailor their benefits program to their
individual and family financial and security needs. Said simply — employees and their dependents love
choice.

The opportunity of intelligent employee benefit choice results in understanding, greater real value, and
employee appreciation.

With the broad adoption of employee benefit plan choice and §125 by private sector, state, county, and
municipal employers over the last 20 year period, we are very pleased to see the Federal Government's
embracement of §125 beginning with President Clinton’s adoption of non-taxable employee premiums
and now the implementation of Health Care and Dependent Care Reimbursement Accounts under the
Bush administration. We highly encourage the continued and prompt adoption of employee benefit
choice by the Federal Government through the establishment of a broad-based flexible benefit plan
stracture. This is both a competitive need and a requirement for the delivery of maximum
reward/financial value to American workers who dedicate themselves to national service. It is the right
and wise thing to do; American’s love choice. America’s private sector and government workers alike

http://reform. house.gov/civil/davidwilson52102.htm 2/26/2003
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appreciate the opportunity to secure their financial well-being and financial security.

What does a flexible benefit plan do — What is it really?

*» The section of the IRC establishing flexible benefit arrangements is §125.

» §125 establishes that employees shall not be taxed differently than employers
in the purchase of employee benefits simply because employees have choice.

* A flexible benefit plan is a benefit delivery system ~ it is not the benefit. It is
the milk truck, not the milk.

« Effectively managed, a flexible benefit plan liberates and focuses financial
resources on the important financial security needs of the individual employee
and his or her family; creating employee appreciated financial value.
« By definition, it requires annual and ongoing education by the employer,
providing the employee the opportunity to learn, create understanding and
create increased value.
« It is dependent on the utilization of technology and advancements in
technology that continue to create new value and knowledge management
opportunities.
« It liberates the genius of the market place to never ending new opportunities
to increase the value of the employer-employee relationship and its financial
reward to employees.
« It establishes the core foundation within the market place for the continued
evolution of employee-centric consumerism and the evolution of the employer-
employee financial security/reward system.
What does a traditi exible benefit plan look like?
Benefit Menu

§125

Medical ~ four or more benefit options

Dental ~ two to three benefit options

Vision ~ two benefit options

Life insurance —

Employee coverage — five to six levels of coverage

Employee Supplemental AD&D ~ five to six levels of
coverage

hitp://reform house.gov/civil/davidwilson52102. htm 2/26/2003
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* Long-term disability — Two to three levels of coverage
Short-term disability — standard coverage, or possibly two options
Health Care Reimbursement Account ~ employee contribution
only
Dependent Care Reimbursement Account - employee contribution
only
Vacation - buy or sell up to five days
401(k)
After-tax
Dependent life insurance — four to five levels of coverage
* Long-term disability — One or more options may be purchased on
an after-tax basis
Management Structure

» Annual envollment, paper, new employees into standard plan

« Credit and pricetags

Benefit Menu

§125

Medical ~ One to three benefit options
Dental — One to two benefit options

Vision — One option, or Health Care Reimbursement Account
funded benefit

Life insurance — Same

Long-term disability — Same

http://reform.house.gov/civil/davidwilson52102.him 2/26/2003
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Short-term disability — Same

Health Care Reimbursement Account —~ Employee and Employer
funded

Dependent Care Reimbursement Account - Employee and
Employer funded

Vacation ~ Buy or sell up to five days.; Integrated Paid Time Off
(PTO) — integration

of all absence programs managed as a
single plan, including STD, 1.TD,
vacation, holiday (floating), sick time,
bereavement, etc.; Implementation of
sabbatical and/or educational/retraining
benefit.

401(k)

After-tax

Dependent life insurance — Same

Long-term disability — Same

Other Tax and Non-Tax Qualified Benefits Examples

Section 529 educational savings plans

Transportation and parking §132

Group Legal

Group Home and Auto

Group Universal or Universal Variable Life Insurance ( in
conjunction with group term life plan and retirement funding
plans)

Long-term Care

Pet Insurance — Insured or discounted plans

Voluntary supplemental coverages —~ Cancer, hospitalization,
disease-specific,

Medi-Gap

Management Structure

http://reform.house.gov/civil/davidwilson52102 htm 2/26/2003
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« Annuat enrollment, and educational campaigns, paper, [VR and
Web-based

» Ongoing enrollment and reporting for new hires, IVR and Web-
based

= Credit and pricetags moving to simple salary reduction

» Integrated absentee management, STD, LTD, FMLA, PTO,
Worker’s Compensation, and Medical Plan management system
integration

» The expansion of the reimbursement transaction for defined
benefits delivery — founded on employer and employee
understanding of existing reimbursement benefit offerings

* The continued expansion of Web applications, driving employee
self-service and knowledge management initiatives

Page Sof 5

On behalf of myself, FlexBen Corporation, as a Board Member of the Employers Council on Flexible
Compensation and a member of the employee benefit consulting and management community, we thank
you again for this opportunity and stand ready to further testify and respond to your questions.

http://reform.house.gov/civil/davidwilson52102 htm

2/26/2003
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Mr. WELDON. Thank you, Mr. Wilson.

Ms. Young, you're recognized for 5 minutes.

Ms. YOUNG. Chairman Weldon and committee members, I appre-
ciate the opportunity to address the subcommittee concerning the
State of Georgia’s benefit plans.

As Commissioner of the Georgia Merit System, I administer a
cafeteria plan. This agency has been administering this plan since
1986. I also serve on the board of the Employer’s Council on Flexi-
ble Compensation as many of my predecessors have in support of
cafeteria plans.

Our benefits have been a fundamental part of our total reward
or compensation initiative, enabling the State of Georgia to address
major issues, such as turnover in our work force, employee requests
for increased benefit choices, and taxpayer demand for more cost-
effective government. As employee benefit costs have risen, the pre-
tax element of the Internal Revenue Code Section 125 plan, cou-
pled with the economies of scale realized through the large group
plans, have mitigated cost increases for our participants, allowing
for greater benefit selection at an affordable level that is attractive
to current and potential employees.

While the Georgia Merit System offers the flexible benefit and
deferred compensation plan, the Georgia Department of Commu-
nity Health offers the State Health Benefit Plan. The two depart-
ments coordinate open enrollment period between April and mid-
May for the plan year beginning July 1st. The Georgia Department
of Community Health and the Georgia Merit System offer an array
of benefits through the cafeteria plan design. I have enclosed ex-
hibit A and the attachments displaying the details of our current
options.

In addition to the health plan options offered by the Department
of Community Health, the Georgia Merit System offers term life in-
surance up to a maximum of five times pay and offers spousal and
dependent life care insurance; short term disability with two op-
tions of 7 day and 30 day waiting periods; long term disability; den-
tal insurance; legal insurance; vision insurance; and long term care
insurance, as well as health care spending accounts and child care
spending accounts.

We attribute a substantial portion of our success to a coordinated
benefit package that addresses the individual financial needs and
desires of employees. For example, the State of Georgia has a lib-
eral leave policy for both annual and sick leave. Employees accrue
1.25 days of sick leave and between 1.25 and 1.75 days of annual
leave, depending on years of service. Our short term disability cov-
erage provides for a 7-day waiting period for those employees who
have not accrued adequate leave to cover their disability period.
Then we offer more affordable coverage with a 30 day waiting pe-
riod for those who have more accrued leave.

Another example of benefit coordination relates to our long term
disability plan. An employee is eligible through the Georgia Em-
ployee’s Retirement System to receive a disability retirement after
13 years and 4 months of service. The disability retirement is co-
ordinated with our long term disability plan to ensure affordable
premiums for employees.
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The benefits plans are designed to ensure that there is no over-
lap of coverage. Let me say that we compare our services to not
only Fortune 500 companies but to other companies in Georgia,
and find that our employees are very pleased in comparison with
our plans.

I want to emphasize the importance of excellent communication
during the implementation of the cafeteria plan. It’s really impor-
tant that employees understand the benefits and employers under-
stand the risks. For example, an employer needs to evaluate the
impact of pre-payment of benefits through the health insurance
spending accounts.

I want to emphasize some things that I think would make cafe-
teria plans more helpful. It would be helpful to employers if a more
accommodating structure could be legislatively enacted to make
spending accounts a legitimate reimbursement account, to have
them operate like the child care spending account. A second legisla-
tive improvement would be to do away with the forfeiture, the use
it or lose it, features of the health care spending account, allowing
unused coverage to roll forward.

A third legislative improvement would permit retirees to partici-
pate on a pre-tax basis in spending accounts and other benefits op-
tions. And finally, legislation is needed to permit long-term care
premiums to be paid on a pre-tax basis. The cost of long-term care
insurance is substantial and this would help considerably in miti-
gating those costs. We think it would make a great improvement
in our total compensation and total rewards for recruiting and re-
taining employees.

[The prepared statement of Ms. Young follows:]
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Marjorie H. Young, Commissioner
Georgia Merit System

Testimony Before the Subcommittee on Civil Service, Census, and Agency Organization of
the Committee on Government Reform

Cafeteria Benefit Plans

May 21, 2002

1 appreciate the opportunity to address the sub-committee concerning the State of Georgia’s
Benefit Plans. As Commissioner of the Georgia Merit System, I administer a cafeteria plan
and this agency has been administering the plan on a continual basis since 1986. I serve on
the Board of the Employer’s Council on Flexible Compensation as many of my predecessors
have in support of cafeteria plans. Our benefits have been a fundamental part of our total
rewards initiative enabling the State to address major issues such as the transient workforce,
employee requests for increased benefit choices, and taxpayer demand for more cost
effective government. As employee benefit costs have risen, the pretax element of IRC
Section 125 plans, coupled with the economies of scale realized through large group plans,
have mitigated cost increases for our participants allowing for greater benefit selection at an
affordable level that is attractive to current and potential employees.

While the Georgia Merit System offers the flexible benefit and deferred compensation plans,
the Georgia Department of Community Health offers the State Health Benefit Plan. The two
departments coordinate the open enrollment period from mid April to mid May for the plan
year beginning July 1. The Georgia Department of Community Health and the Georgia
Merit System offer an array of benefits through the cafeteria plan design. I have enclosed
Exhibit "A” in the Attachments displaying in detail our current benefit options.

In addition to the health plan options {Indemnity, PPO, HMO’s, and Consumer Choice)
offered by the Department of Community Health, the Georgia Merit System offers:

o Term Life Insurance up to a maximum of five times pay and offer spousal and
dependent life insurance.

o Short Term Disability with two options of seven day waiting period and 30 day
waiting period.

o Long Term Disability.

o Dental insurance at indemnity, PPO Level and prepaid environment (i.e. HMO).

o Legal Insurance.

o Vision Insurance.

o Long Term Care with various product designs,

http://reform. house.gov/civil/young52102. htm 2/26/2003
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o Health Care Spending Account with maximum amount contributed at $5,040.
o Child Care Spending Account with maximum contributions at the statutory limit
of $5,000.

We attribute a substantial portion of our success to a coordinated benefit package that
addresses the individual financial needs and desires of the employee. For example, the State
of Georgia has a liberal leave policy for both annual and sick leave. Employees accrue
monthly 1.25 days of sick leave and between 1.25 and 1.75 days of annual leave depending
on years of service. Our short term disability coverage provides for a 7 day waiting period
for those employees who have not accrued adequate leave to cover their disability period,
Then, we also offer more affordable coverage with a 30 day waiting period for those
employees who have more accrued leave.

Another example of benefit coordination relates to our long term disability plan. An
employee is eligible through the Georgia Employee’s Retirement System to receive a
disability retirement after 13 years and 4 months of service. The disability retirement is
coordinated with our long term disability plan to insure affordable premiums for employees.

The benefits plans are designed to insure that there is no overlap of coverage which results
in more affordable premiums. For example, the dental plan is coordinated with the State
Health Benefit Plan to insure that procedures are not covered under both plans.

The State’s benefit plans have been well received by the 120,000 plus participants in the
cafeteria plan (602,655 covered lives in the Health plan) and those health participants that
are not in the cafeteria plan. Our evaluations have indicated an 85% plus approval rating of
the benefits offered and the related pretax savings generated by those plans. Additionally,
we continually benchmark our plan against comparable employers in both the private and
public sector to insure our competitiveness. Studies prepared in 2000 and 2001 comparing
our benefit design with certain Fortune 500 companies, and companies in the Georgia
competitive labor market, found that our benefit design was competitive but other private
sector plans had a greater employer contribution for their benefits. We have found generally
in the recruitment process that potential employees consider cafeteria plans a necessity when
determining whether they would consider pursuing employment with that entity.

I would like to emphasize the importance of excellent communication during the
implementation of a cafeteria plan. Employees who have never been exposed to these type
plans must have a knowledge base to make informed decisions. Although I strongly
recommend health care spending accounts, I would suggest that you research any risk
exposure prior to implementation. For example, the employer needs to evaluate the impact
of pre-payment (i.e., employee has not contributed) of benefits through health insurance
spending accounts. Large employers can have very costly surprises with employees utilizing
their benefits well in advance of their contribution and/or leaving employment. An employer
might consider an actuarial evaluation of this risk given the turnover demographics of their
employee population in order to anticipate this liability.

http://reform.house. gov/civilyoungS2102. htm 2/26/2003
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It would be helpful to employers if a more accommodating structure could be legislatively
enacted to make spending accounts a legitimate reimbursement account, i.e., to have them
operate like the child care spending account.

A second legislative improvement would be to do away with the forfeiture ("use it or lose
it"} features of the health care spending account allowing unused coverage to roll forward to
the next plan year.

A third legislative improvement would permit retirees to participate on a pre-tax basis in
spending accounts and other benefit options.

Finally, legislation is needed to permit long term care premiums to be paid on a pre-tax
basis. The cost of long term care insurance is substantial and this would help considerably in
mitigating those costs.

In summary, I believe the primary benefits of our cafeteria plan to be:

« The pretax status of cafeteria plans makes the benefits more affordable.

« We have a large participant base which allows for economies of scale in terms of
administrative costs and results in the inherent spreading of risk over a large
population. The products are a good value for participants.

« We get input from participants to assess participant needs. We obtain information from
vendors on an ongoing basis to evaluate the products available in the market place.
This helps to maximize the potential benefits to our population. We constantly analyze
the demographics of our population to determine the best mix of products.

« The cafeteria plan allows participants to concentrate on the areas where they have the
greatest needs to secure their financial future.

Chairman Weldon, it is our belief that cafeteria plans are an excellent way to expand cost
effective benefit choices to our employees. In fact, we focus communication efforts on
benefits, salary, and non-monetary rewards to present a total compensation package to
attract and retain a competent workforce. I have appreciated the opportunity to appear before
the sub-committee and wish you success in your endeavor. I would be happy to answer any
questions you or the sub-committee may have. Thank you.

http://reform house.gov/civil/young52102. htm 212672003
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Attachment "A"
State of Georgia

Cafeteria Plan

Benefit Options Summary of Benefits

Employee Life Insurance Coverage Levels; 1X, 2X, 3X, 4X, or 5X Employee’s Pay
Maximum coverage: $300,000

Premium based on Employee’s age and salary

Spouse Life Insurance Coverage Levels: $6,000, $12,000, $30,000, $6¢,000, or $100,000
Premium based on Employee’s age.

Coverage not to exceed Employee’s life coverage amount,

Child Life Insurance Coverage Levels: $3,000, $6,000, $10,000, $15,000, or $20,000

http://reform.house.gov/civil/young52102 . htm 2/26/2003
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Flat rate structure

Coverage not to exceed Employee’s life coverage amount.

AD&D Coverage Levels: 1X, 2X, 3X, 4X, or 5X Employee’s Pay
Maximum coverage: $500,000

Premium based on Employee’s age and salary

Short Term Disability Coverage Levels: 7 Day or 30 Day Elimination Periods

Replaces up to 60% of Employee’s salary, up to $800 per week.

Long Term Disability Replaces up to 60% of Employee’s salary up to $4,000 per month.

Offers work and rehabilitation incentives.

Legal Inswrance Telephone Legal Services

In-Office Legal Services (Both In-Network and Qut-of-Network}
Identity Theft Services

Online Legal Services (Law Guide)

Available in Single or Family

Dental Insurance Regular Dental Option
Preferred Provider Option (PPO)
Prepaid Option

Options cover from 50% to 100% of Preventive, Basic, Major and
Orthodontia services

Options available in Single or Family Coverage

Long Term Care Coverage Levels: $75, $100, $125 per day.
Optional buy-ups include: Reduced Paid Up and Inflation Protection

Covers: Nursing Facility, Assisted Living, Adult Day Care and Home
Care (P ional and Non-P; jonal Caregivers}

Available to Employee (payroll deduction}

Available to Spouse, Parents or Parents-In-Law through direct billing

Vision Plan Covered Exams and Materials {Eyeglasses and Contacts)

In-Network and Out-of-Network Services

http://reform.house.gov/civil/young52102.htm 2/26/2003
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Available in Single or Family Coverage

Health Care Spending Accounts Maximum Coverage: $5,040
Minimum Coverage: $120

Coverage for bealth care related expenses not paid or covered by any
health, dental, or vision insurance plan.

Dependent Care Spending Accounts Maximum Coverage: $4,992
Minimum Coverage: $120
Dependent children under age 13

Dependents of any age that are unable to care for themselves

Attachment "A" (Continued)

Health Insurance Indemnity Option

PPO Option

Consumer Choice PPO Option

HMO Options

Consumer Choice HMO Options

Options available in Single or Family Programs:
¢ Behavioral Health Services Program

# Prescription Drug Program
o NurseCall24 Program

hitp://reform.house.gov/eivil/young52102.htm 2/26/2003
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Attachment "B"

State Health Benefit Plan

{administered by Georgia Department of Community Health)

An active employee may select from 11 different medical coverage options during an open
enroliment period. The employee must live or work in the approved HMO service area to be
cligible for an HMO option. The following options are offered under the State Health
Benefit Plan:

PPO

PPO Choice

Indemnity Option

BlueChoice Healthcare Plan HMO

BlueChoice Healthcare Plan HMO Consumer Choice
CIGNA HealthCare of Georgia HMO

CIGNA HealthCare of Georgia HMO Consumer Choice
Kaiser Permanente HMO

Kaiser Permanente HMO Consumer Choice
UnitedHealthcare of Georgia HMO

United Healthcare of Georgia HMO Consumer Choice

« e e 2 o & % w e s @

If you are a retired employee, you may be able to select from up to 12 different medical
coverage options during the retiree option change period. You may be able to choose from
these options:

+ PPO

http://reform.house.gov/civil/young52102.htm 2/26/2003
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« PPO Choice

« Indemmity Option

« BlueChoice Healthcare Plan HMO

« BlueChoice Healthcare Plan HMO Consumer Choice

+ CIGNA HealthCare of Georgia HMO

+ CIGNA HealthCare of Georgia HMO Consumer Choice
+ Kaiser Permanente HMO

s Kaiser Permanente HMO Consumer Choice

« Kaiser Permanente Medicare+Choice (M+C) HMO

« UnitedHealthcare of Georgia HMO

Attachment "B" (Continued)

» UnitedHealthcare of Georgia HMO Consumer Choice
« "No coverage"

Preferred Provider Organization — PPO

A Preferred Provider Organization — PPO — is made up of a network of doctors and hospitals
that have agreed to provide quality medical care and services at discounted rates. The PPO
allows members and covered dependents to select health care services from inside or outside
of the participating provider network.

The network is composed of primary care and specialist physicians, ancillary providers, and
hospitals. Members must confirm a provider’s netwark status prior to receiving services.

Members are not required to designate a Primary Care Physician (PCP) to arrange for
medical care.

Participating network providers perform all precertifications through the Medical
Certification Program (MCP) that are required, such as certifying hospital admissions.

http://reform.house.gov/civil/young52102.htm 2/26/2003



25

Marjorie H Page 10 of 29

The main benefit features of the PPO are:

o Office visits are covered after a co-payment of $20 and are not subject to the general
deductible.

+ Routine preventive lab work and other clinical tests in connection with a preventive
care office visit are covered at 100% of the network rate (with no deductible) up to an
annual maximum of $500 per person.

» The in-network/Georgia general deductible is $300 for individual coverage with a
$900 maximum for family coverage.

« The in-network/out-of-state and out-of-network deductible is $400 for individual
coverage with a $1200 maximum for family coverage.

« The lifetime maximum benefit is $2 million,

Attachment "B" (Continued)

.

In-network/Georgia covered services are paid at 90% of the network rate after the
general deductible (except as stated above for office visits and preventive services).
Inpatient hospital services are covered at 90% of the network rate after the general
deductible is satisfied.

Note: The Georgia PPO service area includes the entire State of Georgia and the
border communities of the Chattanooga, Tennessee area, including Bradley County;
and Phenix City, Alabama.

In-network/out-of-state coverage is 80% of the network rate if you receive care from
an in-network provider located outside of Georgia.

Annual out-of-pocket spending maximums for in-network/Georgia services are $1,000
(individual) to $2,000 (family) and for in-network/out-of-state services maximums are
from $2,0600 (individual) to $4,000 (family).

Anyone eligible for State Health Benefit Plan coverage may select a PPO Option and
take advantage of the national network of providers. You can benefit from the national
network if...

.

you or a dependent lives outside of Georgia

you have a dependent going to school in another State
you are traveling in another State

you want to use an out-of-state provider

*« » o o

http://reform.house.gov/civil/young52102 hitm 2/26/2003
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If you receive care from a Beech Street provider outside the "Georgia service
area”, you will receive the "in-network/out-of-state" (80%) level of benefit
coverage, subject to separate deductibles and out-of-pocket spending limits.

Indemunity Option

The Indemmnity option is an indenmnity or traditional fee-for-service plan that allows provider
choice and generally pays the same percentage of the plan’s allowed amount to any covered
provider after meeting an annual deductible. The plan also utilizes contracted health care
providers who have agreed to discounted rates without balance billing for charges over the
allowed amount. As long as an employee uses a participating provider, he may not be
balanced billed. However, not all Georgia providers participate in these

Attachment "B" (Continued)

special arrangements and there are no participating providers outside of Georgia. Services
from non-participating providers are subject to balance billing.

Out-of-state hospital charges for the Indemnity Option will be paid based on an allowable
amount. After meeting your $100 per admission deductible, the Indemnity Option will pay
90% of eligible hospital charges. You will be responsible for the 10% co-insurance payment,
plus any non-covered charges and any provider charges above the allowable amount.
Indemmity Option members are subject to balance billing from out-of-state providers.

Indemnity Option and PPO Option Compared

The Indemnity Option out-of-pocket spending limits are $2,000 per person and $4,000 per
family. This is $1,000 more per person and $2,000 more per family than in-network PPO
limits. The PPO in-network/Georgia out-of-pocket limits are $1,000 per person or $2,000
per family. {Out-of-network and in-network/out-of-state maximums are $2,000 per person or

http://reform.house.gov/civil/young52102.htm 2/26/2003
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$4,000 per family.)

Reimbursements under the Indemnity option are based on allowed amounts and are subject
te balance billing if you are using a non-participating provider. If you see a participating
PPO provider you are protected from balance billing. (If you go out-of network in the PPO,
you are subject to balance billing.} Deductibles for medical care and hospitalization must be
met in both options before benefits are paid unless noted otherwise.

Indemnity option benefits are similar to PPO in-network benefits but with less coverage for
preventive care. Also, Indemnity option premiums are higher.

Preventive care coverage is not available under PPO out-of-network benefits.

Covered wellness benefits associated with preventive care office visits have been enhanced
and Indemnity option covered wellness benefits are now the same as covered wellness
benefits under the PPO option, but with a lower annual maximum,

Attachment "B" (Continued)

Associated lab work and diagnostic tests for preventive care visits under the Indemnity
option will be paid at 100% of the Indemnity option rate with no deductible, up to 2
maximum of $200 per plan year per person. The wellness benefit is $200 per person per plan
year for the list of covered lab work and diagnostic tests, including such services as PSAs,
EKGs, and pap smears. Under the PPO options, in-network coverage for the above is $500
per plan year per person.

Indemmnity option coverage for screening mammograms is $125 per plan year. Indenmity
option deductibles and co-insurance amounts are waived for screening mammograms. In the
PPO options, in-network coverage for screening mammograms is included in the $500
annual wellness benefit.

The deductibles and maximums are outlined in the chart below:

http://reform.house.gov/civil/youngS2102.htm 2/26/2003
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PO INDEMNITY
OPTIONS OPTION
Deductibles™ 1o~ In-Network/Out-of-State and Out-of-
Network/Georgia | Network
Per Person $300.00 $400,00 $300.00
Per Family (maximum) $900.00 $1,200.00 $900.00
Haospital Deductible
Per Confinement Not Subject to ‘Not Subject to Separate Deductible $100.00
Separate
Deductible
Emergency Room Co-
payments*
Per Visit $60.00 $60.00 $60.00
Out-of-Focket Spending
Lismits — Medical®
Per Person {annual} $1,000.00 $2,000.00 $2,000.00
Per Family (annual max.) $2,000.00 $4,000,00 $4,000.00

Qut-of-pocket spending
Limits ~ Generic and
Preferred Brand Name
Drugs

Per Person (monthly) $100.00 $100.00

Per Family (menthly max.) $200.00 $200.00

Out-of-pocket spending
Limits — Behavioral Health
Services (BHS)

Per Patient with BHS $2,500.60 In- $2,500.00
Authovization Network

$2,500.00

*Covered services from a participating in-network/Georgia provider will apply only to the
in-network/Georgia deductible and out-of-pocket spending amounts. When a member elects
to use both in-network and out-ofmetwork

hitp//reform house.gov/oivilyoung52102 him 2/26/2003
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Attachment "B" (Continued)

providers, payments made toward deductibles and out-of-pocket spending amounts will be
applied separately to the respective amounts.

**The emergency room co-payment is waived if you are admitted to the hospital or it is
reduced to $40 if you are referred by NurseCall24 before receiving emergency services.

Health Maintenance Organizations-HMOs

An HMO is a network of health care providers that offers services at discounted rates and
provides its participants with medical service on a prepaid basis. If an employee chooses an
HMO, he will receive medical care from doctors and hospitals that participate in the HMO.
A primary care physician (PCP) coordinates the care and you must seek non-emergency care
within the network to receive benefits. If the employee receives care outside the HMO’s
network, he is responsible for 100% of the medical expenses. Except in the case of a life-
threatening emergency, charges for most treatment by non-HMO doctors and hospitals are
not covered.

Consumer Choice is the result of a Georgia law called The Consumer Choice Option Law.
The law states that if an HMO or PPO option member joins the Consumer Choice Option of
the HMO or PPO, the member can request that an out-of-network provider deliver the
member’s care at in-network levels of benefit coverage.

Flexible Benefits Program

http://reform.house.gov/civil/young52102.htm 2/26/2003
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Employee Life Insurance

Employee(s) throngh age 64 may choose life insurance coverage equal to one times pay
($250,000 cap), two, three, four, or five (5) times his/her Benefit Salary up to $500,000. If
you are age 65 or older, you are eligible for a percentage of the amount that would apply if
you were age 64 as indicated in the table below:

Attachment "B" (Continued)

Percentage of the amount which
would apply if you were age 64

Your Age

65 but less than 70 63%

70 but Jess than 75 43%

75 but less than 80 29%

80 but less than 85 19%

85 but less than 90 13%

90 but less than 95 09%

95 but less than 100 03%

Spouse Life and Child Life Insurance

The employee may choose coverage amounts of $6,000, $12,000, $30,000, $60,000 and
$100,000 for spouse and $3,000, $6,000, $10,000, $15,000 and $20,000 for each eligible
child. If the employee is 65 or older, the Spouse Life coverage will be reduced by the same
percentage and at the same time that the employee’s life insurance reduces. (See the age
reduction chart). Or the employee may choose not to have any spouse life and/or child life
coverage. However, it’s important to note that the coverage selection in either option cannot
exceed 100% of the Employee Life coverage.

Physically and/or mentally handicapped children may be eligible for continued coverage
beyond age 19 upon approval by the carrier. If coverage for a handicapped child is to be
continued, the employee must file a request with the carrier within sixty days following the

child’s 19 birthday.

http://reform.house.gov/civil/young52102.htm 2/26/2003
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Employees through age 74 may choose accidental death and dismemberment insurance
equal to one (1}, two (2), three (3), four (4), or five (5) times their Benefit Salary, up to
$500,000, Coverage is available for employees 75 or older at a reduced percentage of the
amount which would apply at age 74. The reduction factor for ages 75-79 is 50%; for ages
80 or older is 75%.

If an employee chooses short-term disability coverage, this plan will work with other
benefits the employee is eligible to receive including social

Attachment "B" (Continued)

security, workers’ compensation, other government benefit programs {(e.g., retirement due to
disability), other group disability plans, or special injury benefits, to replace 60% of the
employee’s salary, up to $800 per week.

The employee may choose one of two levels of short-term disability — the 30 day wait or the
7 day wait. The short-term disability plan works the same for both levels, except when
approved benefits can begin.

If the employee becomes disabled and cannot work, the employee is eligible to receive these
benefits after having been disabled for seven (7) or thirty (30} calendar days of continuous
disability. The 7 day wait, which is considered a "buy-up", allows approved benefits to
begin after 7 days of continuous disability, unless the employee has a pre-existing condition
prior to the effective date of the buy up. The employee may choose whether to use sick leave
or receive these benefits. If he chooses to receive these benefits, the use of sick leave would
stop at that time.

http://reform.house.gov/civil/young52102.htm 2/26/2003
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The short-term disability plan works with other benefit plans to replace 60% of the Benefit
Salary in effect at the time of the employee’s disability. Shori-term disability benefits can
continue until the employee recovers, returns to work full-time, or receive benefits for a
maximum of 150 calendar days or a maximum of 173 calendar days, depending on the
coverage level that was chosen, whichever is first. Then 150 or 173 calendar day maximum
is reduced by any days of paid sick leave, donated leave or special injury leave that is used
which would exceed the 7 calendar day or 30 calendar day elimination period.

Long-Term Disability Insurance

Long-term disability insurance can provide income protection for the employee and his
family if the employee becomes disabled for a period longer than six (6) months. The plan
works with other benefits the employee is eligible to receive to replace 60% of the Benefit
Salary.

These benefits will begin after the employee is disabled from performing his occupation for
180 calendar days. These benefits will cease when the employee is no longer disabled or
reaches age 65. However, if the employee becomes disabled after age 60, benefits may
continue for a limited time past

Attachment "B" (Continued)

age 65. Additionally, benefits for mental and nervous disorders are limited to a two (2) year
period.

Legal Insurance

The Ultimate Legal Plan is a benefit offered by the Flexible Benefit Plan with after-tax
dollars, The Ultimate Legal Plan provides employees access to attorneys who will assist
when personal legal representation or advice is needed.

The employee simply calls a network attorney when a legal matter arises. To schedule an

hitp:/freform.house gov/civiVyoung52102. htm 2/26/2003
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appointment with a network atterney, the employee provides the attorney with his social
security number, the name of his employer, and a brief description of what the employee
would like to speak with the attorney about. The network attorney will then submit the
information and seek payment from the carrier for his/her hourly fees for covered legal
matters. The employee is responsible for all out-of-pocket expenses such as postage, fax or
long distance charges, filing fees, title work, etc. and possibly any additional hours that
aren’t covered by the plan. The network attorney will provide the employee with an itemized
list of the out-of-pocket expenses for which the employee is responsible.

If the attorney is not in the network, the plan will reimburse the employee for the attorney’s
fees at the rate of $60 per hour up to the scheduled benefit maximum for the type of legal
service being provided. The employee will be responsible for the rest of the bill. The
employee may also request that the attorney be sent an application to become a network
attorney in the event he/she is mnterested.

The plan will make reimbursement for covered services depending on the attorney the
employee chooses. The chart and examples below show how benefits are paid for when
using a network attorney versus a non-network attorney for the legal assistance in a
consumer protection situation. This example assumes that the covered person is provided
legal services for the enforcement of a lease.

Attachment "B (Continued)

Final disposition terminates after || Network Attorney Non-Network Attomey
filing civil suit and ending in a
settlerent without court
appearance.
Charge (if any) Maximum Paid
NONE $120

httpr//reform house.gov/civil/young52102 hitm 2/26/2003
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Example A: If @ network attorney spends 2 hours on the service, the plan will pay the
attorney for two hours of his/her time. The network attorney cannot charge additional legal
fees.

Example B: If a non-network attorney spends 2 hours on the service and charges $100 per
hour; the plan will pay $120. The covered person will be responsible for the balance of $80
(charges of $200 less the plan payment of $120).

Dental Insurance

If the individual is a current employee who did not enroll in the Regular option or the PPO
option when he was first eligible, the employee will be subject to the Late Entrant
Limitation if he enrolls in one of these options during open enrollment period.

The Prepaid option does not have late entrant limitations. If the employee lives in the
metropolitan Atlanta and in the Savannah areas, or if the Prepaid option is available in his
area, the employee may choose this option without late entrant limitations.

Under the late entrant limitation, which applies only to the Regular and PPO options,
benefits will be paid as follows:

« Benefits for the first twelve (12) months will be limited to Preventive (Type I) covered
dental expenses only.

« Benefits for the second twelve (12) months will be limited to Preventive and Basic
(Type I and Type II) covered dental expenses only.

Attachment "B" (Continued)

» At the end of two (2) years, the employee and his eligible dependents, assuming he has
family coverage, will be eligible for Major (Type III) covered dental expenses.

« Atthe end of two (2) years, eligible dependents under age 19, assuming the employee
has family coverage, will be eligible for Orthodontia (Type IV} benefits.

hitp://reform.house.gov/civil/young52102 htm 2/26/2003
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If the employee enrolls in the PPO and uses a PPO dentist, the dentist will charge only the
difference between the benefits paid by the carrier and the scheduled fee amount. Also,
Preventive (Type ) expenses are payable at 100% (UCR) and Basic (Type 1I) expenses are
payable at 90% coinsurance. The following example illustrates how the PPO works:

Dental Insurance || PPO Option
Option
PPO Dentist Non-PPO Dentist

Dentist's normat charge $500 $500 $500
Discounted PPO fee Does Not apply $350 Does Not Apply
Covered Expense $500 $350 $350
Plan pays (Basic Expense: [ 80% 90% 90%
Type II)

$400 $315 $315
Maximum amount dentist | $500 $350 $500
can bill you
Your out-of-pocket expense $100 $35 $185

If the employee enrolls in the Prepaid option, he must pre-select and use a participating
dentist to receive benefits. There are no deductibles, waiting periods, late entrant limitations,
pre-existing conditions or maximum benefit limitations. For many covered services, there is
no charge or co-payment. For services that have a co-payment, the employee’s payment is
due at the time of service. Any services that are not specifically listed on the schedule of
benefits are covered at a 25% reduction from the dentist’s usual charge.

Preventive treatments include: exams, prophylaxis (cleaning), space maintainers, and X-
rays.
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Attachment "B” (Continued)

Basic freatments include: sealants for children under age 16 (limited to once for each
permanent molar), fillings, root canals, extractions, scaling and root planning, and repairs to
crowns, dentures, and bridges.

The Regular option and the PPO option plans will pay up to $1,000 per covered person each
plan year. There is a separate orthodontia lifetime maximum of $1,500 per dependent child
under age 19.

It should be noted that this option is also available to retirees.

Long-Term Care

Long-term care insurance is coverage designed to assist with the cost of long-term care.
Long-term care is the type of care received when someone needs assistance with daily
living, either at home or in a facility, due to a condition related to the natural course of
aging, or a chronic illness, severe long lasting physical impairment or disease, an accident,
or because of a cognitive impairment, such as Alzheimer’s disease.

All employees who are eligible to participate in the State of Georgia Flexible Benefits
Program are eligible to participate in the long-term care option through payroll deduction.
Additionally, the plan is offered on a direct-billed basis to spouses {you must be legally
married), parents, and parents-in-law of eligible employees.

The enrollment of the spouse and/or parents or parents-in-law is independent of the
enrollment of the employee. As long as the employee is eligible to participate, the
opportunity to enroll is also available to the spouse, parents, and parents-in-law.

The carriet’s plan pays benefits based on the benefit level amount chosen as well as where
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care is received. The percent of your monthly benefit based on where you receive care is as
follows:

o Care provided in a long-term care facility or nursing home—monthly benefit based on
100% of your long-term care benefit level amount.

« Generally an institution or distinctly separate part of a hospital that provides skilled,
intermediate and/or custodial care under state licensing and certification laws

Attachment "B" (Continued)

» Care in an assisted living facility—monthly benefit based on 60% of your long-term
care benefit level amount.

is licensed by the appropriate agency to provide ongoing care of services to a
minimum of 10 inpatients in one location.

Professional Home Care Services—monthly benefit based on 60% of the employee’s
long-term care benefit level amount.

.

includes visits to the employee’s home during which skilled nursing care, physical,
respiratory, occupational, dietary or speech therapy or homemaker services are
provided.

Total Home Care Services-—monthly benefit based on 60% of your long-term care
benefit level amount.

includes professional home care services as well as care received from any care
providers of your choosing—including relatives and friends who provide care in your
home.

There are three benefit levels from which you may choose:
« $75 per day with a lifetime maximum benefit of $136,875; or

» $100 per day with a lifetime maximum benefit of $182,500; or
+ $125 per day with a lifetime maximum benefit of $228,125.

For the benefit level selected, you may receive care in a(n):

« long-term care facility at a monthly benefit of 100% of the benefit level;

http://reform.house.gov/civil/young52102.htm 2/26/2003
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« assisted living facility at a monthly benefit of 60% of the benefit level; or
« home care services at a monthly benefit of 60% of the benefit level.

Premivums are based on the age of the insured at the time of enrollment and the amount of
coverage (i.e., the benefit level) and additional features selected (i.e., inflation protection
and/or reduced paid-up).

All active employees eligible to participate in the long-term care option may pay for this
coverage through payroll deduction on a monthly basis. Spouses, parents, and/or parents-in
law will be billed directly from the carrier. They will have the choice of paying quarterly,
semi-annually, or annually. When an eligible family member enrolls in the plan, they must
notify the carrier of their preferred payment method.

Attachment "B" (Continued)

The employee must lose the ability to perform at least three activities of daily living (ADLSs)
or suffer cognitive impairment after your effective date of coverage as defined in our
contract. The employee will be considered to have lost the ability to perform an activity if he
requires stand-by assistance in order to perform it safely and completely. Benefits are
payable directly to the insured once the insured has been assessed as having a functional or
cognitive impairment (as defined by the plan) and has satisfied the waiting period.

The activities of daily living are: bathing, dressing, transferring, toileting, continence, and
cating,

The carrier’s definition of a functional impairment is the inability to perform, without
human assistance, three or more of the activities of daily living (ADLs) as follows:

« Bathing

» Dressing

« Transferring
» Toileting

http://reform.house.gov/civil/young52102.htm 2/26/2003
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« Continence
. Eatmg

A cognitive impairment is an organic brain disorder diagnosed by a physician, where the
individual is unable to function without causing danger to himself/herself or others.
Alzheimer’s disease and senile dementia are examples of cognitive impairments.

The elimination period is ninety (90) consecutive days beginning on the date a physician has
determined that the employee has lost three (3) of six (6) activities of daily living after the
coverage effective date. You must satisfy this waiting period before benefits will be paid
under this plan.

Vision Insurance

The Vision care program is a full service, freedom of choice program that offers both in-
network and out-of-network benefits. In-network providers

Attachment "B" (Continued)

{or eye care professionals) are available statewide. If provides covered

benefits for routine eye exams, glasses, and contacts after the employee makes the co-
payment at an in-network provider. It allows members to access refractive eye surgery at
The Laser Center (TLC). The benefit is: cost for covered members will not exceed §1,800
per eye.

Network providers have an agreement with the carrier to provide many "covered in full"
benefits, quality service and customer satisfaction. Through a network provider, some
services are covered in full after the employee’s co-payment. Additional services, such as
coatings and progressives will be the responsibility of the employee but at a cost less than
normal.
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Serviee In-Network Benefits QOut-of-Network Benefits
Routine Eye Exam Covered after §10 copay Reimburses up to $40

Bvery 12 months

Lenses Standard

Every 12 months, if prescribedd

Covered after $20 materials
copay

Single vision, or

Reimburses up to 338

Lined Bifocal, or

Retmburses up to §45

Lined Trifocal, or

Reinburses up to $60

Lenticular

Reimburses up to $80

Frames

Every 24 months after ¢ 810 materials
eopay™

Retait locations {Wal-Mart)

*  Up to $98 retail
allowance toward
any frame package

Frames below 398
provided at no
additional cost

Private Doctors Office

* 345 wholesale
allowance towards
any frame. You pay
the difference.

®  Group of select
frames at no
additional cost

Retmburses up to $435 of retail

Contact Lenses

Every 12 months in place of eveglasses

Medically Necessary

Covered afier 520 materials
sopay

Reimburses up to 3200

Attachment "B" (Continued)
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Not Medically Necessary Covered after 520 material || Up to $100 max that includes
copay for covered lenses i fit, follow-up & materials
selected from  Spectera list.
Effective  07-01-02  certain
stondard  disposable contact
Jenses  will be added to
Spectara’s covered list
(Previously disposables were
availsble only thoough the
allowance). Now, up to four
boxes of covered disposable
contact leoses are included
when asing &  network
provider. All other coniacts
available through a SIGO
allowance that includes fitting,
follow-up & materials. Please
note to receive the full $100
eredit, you must receive your
exam, fitting evaluation and all
contaet materials at the same
provider at the same time. (At
Wal-Mart 365 of the$5100
allowance is  allccated 1o
materfals  and  $35 w0
professional fees)

Refractive Eye Surgery Cost of prodecure not to [i No bencfits
exceed:

The Laser Center (TLC} one location at: |
Buckhead Laop Atlanta, GA 30326 $1,800 per eye ~ Lasik

$1,500 per eye — PRK.

The Vision care plan includes the following exclusions:

Replacement of lost lenses and/or frames. Lost or stolen lenses or frames furnished under
this program are not covered and are the responsibility of the enrollee.

Medical or surgical treatment of eye conditions. Under no circumstances will the carrier be
responsible for payment for any medical or surgical services. If examination discloses that
such treatment is required, notification of this exclusion will be communicated to the
enrollee. Under no circumstances will the carrier be responsible for payment for any medical
or surgical services.

Attachment "B" (Continued)
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Services or materials for which the enrollee may be compensated under any worker’s
compensation law or other similar employer’s liability law, or services which the eligible
enrollee, without cost, obtains from any federal, state, county, city, or other governmental
organization.

The carrier covers standard single vision and standard lined multi-focal lenses for glasses.
Cosmetic lens options such as scratch coating, UV coating, progressive lenses, etc., are not
covered but are provided to the carrier’s members at savings.

Any amounts about the plan’s schedule or allowances or benefits received before the
appropriate benefits period (12 or 24 months from the last date of service).
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Attachment "C"
State of Georgia

Percentage Summary of Chosen Benefits

Plan Year 2001
Description of Option Percentage of Eligible Population
Employee Life 79%
Employee AD&D 72%
Dependent Life 45%
Employee Short Term Disability 38%
Employee Long Term Disability 4%
Dental 63%
Spending Accounts 11%
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Marjorie H
Legal 9%
Long Term Care 3%
Vision 40%
Health PPO 51%
Health Indemnity 5%
Health HMO’s 26%

http://reform.house.gov/civil/young52102.htm

2/26/2003



45

Mr. WELDON. Thank you very much.

Mr. Thomas, you are recognized now for 5 minutes.

Mr. THOMAS. Thank you, Mr. Chairman, and members of the
committee. On behalf of the more than 6,000 Federal and District
of Columbia employees AFGE represents, I thank you for the op-
portunity to testify before you today.

AFGE is strongly opposed to the establishment of cafeteria plans
in FEHBP. We believe that the Federal Government, as an em-
ployer, has a duty to provide health insurance benefits to all its
employees and a cafeteria plan approach would take us even far-
ther away from the goal than we are today. FEHBP has several se-
rious flaws that makes it more expensive than it should be. Its fi-
nancing structure, along with its high cost, have made health in-
surance unaffordable for a large and growing number of Federal
employees and their families. Introduction of cafeteria plans would
only make this problem worse.

Cafeteria plans are deceptive. Under the slogan of freedom of
choice, the plans force employees into either/or decisions between
benefits that should be provided universally. Health insurance is
not a choice that some people need and others do not. It is not a
benefit that appeals to some but not others. Health insurance is a
crucial component of economic security. As such, it should remain
the employer’s financial responsibility to provide, as part of a com-
prehensive compensation package.

Cafeteria plans have much the same impact on a group’s insur-
ance risk as vouchers or medical savings accounts. They provide a
financial incentive for young, healthy workers to drop in and out
of coverage. This in turn leads to an average risk that is higher
than it would be under universal coverage of the group, and thus
higher than necessary costs for the program as a whole.

Health insurance is most efficiently provided to large, diverse
groups who pool their risk in order to pay less on average than any
one would have to pay for him or herself. Cafeteria plans, along
with MSAs or vouchers, defy this basic principle of group insur-
ance. Cafeteria plans for Federal employees would transform the
basic structure of the health insurance program from a defined
benefit to a defined contribution. Defined contribution programs
are best understood as vouchers. With a voucher structure for
FEHBP, the Government could set its contribution each year with-
out regard to changing health insurance premiums or other cost
and without regard to the percentage of the premium the voucher
would cover.

In any year that the voucher is increased by a smaller percent-
age than the increase in premium, the overall share of the Govern-
ment’s contribution would fall. When vouchers and cafeteria plans
have been contemplated for FEHBP in recent years, legislative pro-
posals have suggested annual adjustment equal to the CPI, which
is used in the Government’s budget to adjust baseline agency budg-
ets. If such a plan had been in effect over the past 4 years,
FEHBP’s most popular plan, the Blue Cross/Blue Shield standard
option, the cafeteria plan voucher would have only been increased
by 9.5 percent, while premiums went up by 49 percent.

Although cafeteria plans may at first seem like a vehicle for fa-
cilitating health coverage for the more than 200,000 uninsured



46

Federal employees, by allowing them to tradeoff cash value of bene-
fits now provided by the Government in favor of other benefits not
fully subsidized, serious potential problems do exist. First, employ-
ees may not have the skills or expertise to design a benefit package
that is best for them from among the options presented. If forced
to choose, how does a young family rank its simultaneous need for
child care, health care and time away from work and disability in-
surance? Which is expendable? Which can be foregone?

The employer’s only motivation for establishing cafeteria plans is
to save money on employee benefits. Because cafeteria plans carry
their own additional administrative costs, just to keep employee
benefit costs constant requires benefit cuts. Since the reason most
commonly cited by the uninsured who are eligible for FEHBP par-
ticipation is lack of affordability, lowering the Government’s share
and raising the employee’s share is hardly the way to achieve uni-
versal coverage.

The combination of cafeteria plans and FSA holds numerous po-
tential problems for employees. FSAs involve having workers vol-
untarily reduce their gross pay by specific amounts in an amount
equal to the difference between what the employer pays for benefits
and the costs of the benefit. The worker chooses the amount of the
salary reduction at the start of the plan year.

Another financial disadvantage to workers of combined FSAs and
cafeteria plans also comes from the fact that employee contribu-
tions to FSAs are salary reductions. Thus, benefits based upon sal-
ary are automatically lowered. Life insurance and disability insur-
ance would be similarly affected, unless the Government specifi-
cally decides to rewrite the terms of its policies for Federal employ-
ees. Social Security benefits will be lower for workers who lower
their salaries in a combined FSA cafeteria plan. The Government
could, of course, compensate Federal employees for these dif-
ferences, but that would deprive it of the primary motivation to es-
tablish these plans, saving money.

That concludes my statement. Thank you.

[The prepared statement of Mr. Thomas follows:]
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MAY 21, 2002

Mr. Chairman and Members of the Committee: My name is Derrick Thomas, and lam a
National Vice President of the Second District of the American Federation of Government
Employees, AFL-CIO (AFGE), which includes New York, New Jersey and the entire New
England region. On behalf of the more than 600,000 federal and District of Columbia
employees AFGE represents, | thank you for the opportunity to testify before you today on the
question of whether the establishment of cafeteria plans would be good or bad for federal
empioyees and their families.

AFGE is strongly opposed to the establishment of cafeteria plans. We believe that the federal
government as an employer has a duty to provide heaith insurance benefits to all its
employees, and a cafeteria plan approach would take us even farther away from that goal than
we are today. The Federal Employees Health Benefits Program (FEHBP) has several serious
flaws that make it more expensive than it shouid be. FEHBP's financing structure along with its
high cost have made health insurance unaffordable for a large and growing number of federal
employees and their families. Introduction of cafeteria plans would only exacerbate this
problem.

In most cafeteria plans, the employer deposits a fixed doliar amount into a tax-free account
that the employee then uses to help pay for health insurance or other benefits that the Internal
Revenue Service (IRS) qualifies for tax-exempt status. The amount deposited into the account
may be adjusted annually by the employer, or it may not. It may be adjusted by the rate of
inflation, by an amount less than that, or not at all. The Heritage Foundation report that
recommended cafeteria plans for the federal government admits that federal employees would
be forced to provide their own "after tax funds to fashion a benefits package that suited his
particular circumstance” if cafeteria plans were implemented.

The types of benefits that may be included under the cafeteria plan umbrella include the cash
value of accrued annual leave and sick leave. That is, cafeteria pians not only facilitate, but
actually give employees an incentive to trade off sick leave or vacation for health insurance, or
vice versa. Most important, they put responsibility for paying for benefits onto the employee

http://reform house gov/civil/derrickthomas52102. btm 2/26/2003
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instead of where they belong — on the employer.

Cafeteria plans work as follows: An employee decides to enroll in a particular health insurance
plan. The employee’s cost to enroll is the difference between the premium, deductibles, and
copayments charged by the plan, and the amount of money deposited into the cafeteria
account by the employer. The employee then allows the employer to reduce histher wages or
salary each month by an amount specified by the employee {calculated to cover the remainder
of the premium and any anticipated out-of-pocket costs), and these funds are deposited into
the cafeteria account. Each month, funds are transferred from the cafeteria account to the
health plan to cover health-related charges. If there are any unused balances in the account at
the end of the year, they revert to the employer.

Cafeteria plans are deceptive. Under the slogan of "freedom of choice” the plans force
employees into either-or decisions between benefits that should be provided universally.
Health insurance is not a choice that some people need and others do not. It is not a benefit
that appeals to some but not others. Health insurance is a crucial component of economic
security. As such, it should remain the employer’s financial responsibility to provide as partof a
comprehensive compensation package.

Cafeteria plans have much the same impact on a group’s insurance risk as vouchers or
Medical Savings Accounts. They provide a financial incentive for young, healthy workers to
drop in and out of coverage. This in turn leads to an average risk that is higher than it would be
under universal coverage of the group, and thus higher than necessary costs for the program
as a whole.

Health insurance is most efficiently provided to large, diverse groups who pool their risk in
order to pay less on average than any one would have to pay for him or herself. Cafeteria
plans, along with Medical Savings Accounts and voucher programs, defy this basic principle of
group insurance. They are therefore a surefire recipe for making a bad system worse.

In its 1989 study of cafeteria and other "flexible” benefit plans, the Congressional Research
Service (CRS) warned that such plans can set the stage for risk segmentation, "as employees
juggte their benefit choices each year to maximize their own disposable incomes.” In order to
minimize the likelihood of risk segmentation, the CRS recommended that the health insurance
plans offered in the context of a cafeteria plan have the following three characteristics:

1. Premiums for plans, and the differentials in premiums among the plans, should
reflect actuarial differences in the value of benefits offered.

2. The benefit choices should be designed, "packaged” and marketed in a way that
avoids having particular risk groups congregate in particular plans,

3. Waiting periods should be instituted as requirements before certain benefits
become available.

Unfortunately, FEHBP already has a severe problem with risk segmentation, and none of the
three conditions CRS has specified for a successful cafeteria plan prevails in FEHBP. Short of
canceling every contract with every FEHBP plan, disenrolling each and every one ofthe 9
million current enrollees, and starting from scratch to redesign and re-enroll those same nine
million, cafeteria plans will make FEHBP’s risk segmentation problems worse, not better.
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It is well known that in FEHBP, premiums reflect the risk characteristics of the participants
enrolled, rather than the actuarial value of benefits provided in many if not most of its
component plans. in each annual open season, FEHBP's plans advertise to a particular
market niche, one emphasizing obstetrics and pediatrics, another emphasizing heart surgeons.
They choose which radio stations and on which bus routes to advertise, tailoring their message
to the segment of the FEHBP market their benefit package has been designed to attract. Since
there is no standard benefits package, firms are free to pursue their individual marketing
sirategies through benefit design. While this is a profitable strategy for the plans, the risk
segmentation it creates works to the detriment of enrollees and the FEHBP program as a
whole.

Finally, FEHBP to its credit, does not allow waiting periods for coverage. While this does allow
participants to "game" the system, it also ensures that no one covered under a FEHBP plan is
denied service for a treatment or service regularly included in the plan.

Cafeteria plans for federal employees would transform the basic structure of the health
insurance program from a defined benefit to a defined contribution. Although FEHBP's
financing structure combines elements of both a defined benefit and a defined contribution, the
defined contribution aspect of FEHBP is not its "defining" feature. Defined contribution
programs are best understood as vouchers. With a voucher structure for FEHBP, the
government would set its contribution each year. It would be free to set this contribution
without regard to changes in health insurance premiums or other costs, and without regard to
the percentage of any given FEHBP plan’s premium the voucher would cover. Indeed, in any
year that the voucher is increased by a smaller percentage than the percentage increase in
premiums, the overall share of the government’s contribution will fall.

Although a voucher plan may have some appeal when it is first introduced, it will rapidly show
its true colors in ensuing years. Upon introduction, the voucher may in fact be set to cover
most of the cost of a modest plan, and be described to embody an incentive for participants to
“shop carefully.” it will also be described as fiscally prudent for the government, because with a
voucher the government will be in complete control of how much it spends, i.e. whether, and
by how much, it adjusts the voucher.

Under cafeteria/voucher plans, the government can act as though it is no longer at the mercy
of the insurance and drug companies. It would no longer be forced to pay an average of 72
percent of whatever premium is charged. Instead, the government would become master of its
own destiny, choosing when, whether, and by how much it will raise or lower the voucher
amount.

Federal employees, however, will be stuck with having to pay the difference. When vouchers
and cafeteria plans have been contemplated for FEHBP in recent years, legislative proposals
have suggested annual adjustments equal to the Consumer Price Index (CPI), which is used in
the government’s budget to adjust baseline agency budgets. If such a plan had been in effect
over the past four years, FEHBP's most popular plan, the Blue Cross/Blue Shield Standard
Option, the cafeteria plan voucher would have only been increased by 9.5 percent, while
premiums went up by 49 percent!
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Cafeteria Plans could conceivably cover a large range of non-cash compensation currently
provided to federal employees. In addition to health insurance, life insurance, dependent care
expenses, annual and sick leave could be included. Legislative efforts are underway to aliow
private long-term care insurance to be included in tax-free accounts.

Cafeteria plans are inequitable in the sense that they provide a greater financial benefit to
higher income employees than those with low incomes. Part of the reason for this is that the
tax advantages to employees are more valuable to those with higher incomes. Since federal
income taxes are progressive, the tax savings to higher income employees exceed the tax
savings to low income employees. This disparate impact would be compounded for federal
employees living in states with progressive income taxes.

Another source of inequity in cafeteria plans derives from the fact that some benefits that may
be inciuded in the plan have a financial value that is a function of income, and some have an
equal doliar amount regardiess of the salary of the worker for whom they are provided. Either
way, the inequity in the benefit is compounded by the tax system. For example, the health
insurance premium subsidy might be set, initially or continually, as a percentage of premiums.
The only variation in the value of this benefit would occur because of the tax system.

Benefits such as disability insurance, long term care insurance, annual leave, or sick leave, are
a function of salary. Cafeteria plans multiply the variation in value of these income-dependent
benefits, increasing the differential in favor of high income employees even further because,
again because of the variability in the value of the tax exemption.

Estimates vary on the number of federal employees who are eligible to participate in FEHBP
but who remain uninsured because they cannot afford the premiums. The Office of Personnel
Management (OPM), which is understandably loathe to release information that is so damning
to the program they administer, does hire a contractor every decade or so to survey federal
employees about their decisions regarding FEHBP. The most recent survey does not attempt
to gauge the number of uninsured federal employees, but it is possible o extrapolate from the
most current survey data to estimate that the number ranges between 200,000 and 250,000.

Although cafeteria plans may at first seem like a vehicle for facilitating heaith coverage for this
group by “allowing” them to trade off the cash value of benefits now provided by the
government with no out-of-pocket expense to them in favor of other benefits that do require
cost-sharing and out-of-pocket expense for the employee, serious potential problems do exist.
First, employees may not have the skills or expertise o design a benefit package that is most
advantageous for them from among the options presented. If forced to choose, how does a
young family rank its simultaneous need for child care, health care, paid time away from work
and disability insurance? Which is expendable? Which can be foregone?

The employer's only motivation for establishing cafeteria plans is to save money on employee
benefits. Because cafeteria plans carry their own additional administrative costs, just to keep
employee benefit costs canstant requires benefit cuts. Since the reason most commonily cited
by uninsured federal employees who are eligible for FEHBP participation is lack of affordability,
lowering the government’s subsidy and raising the employee’s financial responsibility is hardly
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a way to achieve universal coverage.

In addition to the segment of the federal workforce who remain uninsured is a substantial
number who do not participate in FEHBP because they receive heaith insurance coverage
from another source (e.g. as a part of military retirement, or from a spouse). This group would
expect from a cafeteria plan the opportunity to utilize the government’s health insurance
voucher contribution for some other benefit. Since the government currently pays nothing at all
for this group, this new expense would have to be considered in this context. Again, ifin
establishing cafeteria plans the government intends to hold its benefits costs constant,
extending new benefits to this group would entail further reductions for those who currently
participate in FEHBP.

The Relationship Between Cafeteria Plans and Flexible Spending Accounts

Cafeteria plans and Flexible Spending Accounts have some features in common which also
must be considered financial disadvantages for employees. Structurally, a cafeteria plan
involves establishment of individual accounts — like Flexible Spending Accounts -- for
employees that allow them to select among cash and one or more quaiified tax-exempt
benefits. (The employer deposits into the account a subsidy sufficient to allow the employee to
purchase some combination of benefits, and the employee is simultaneously permitted to
deposit pre-tax salary into the account to supplement the employer's subsidy for these
qualified benefits). While Flexible Spending Accounts can exist outside the context of a
cafeteria plan, a cafeteria plan requires the establishment of Flexible Spending Accounts.

The combination of cafeteria plans and Flexible Spending Accounts holds numerous potential
disadvantages for employees. Flexible Spending Accounts involve having employees
voluntarily reduce their gross pay by a specific amount — an amount sufficient to pay the
difference between what the employer pays for benefits and the cost of the benefit. The
employee must choose the amount of salary reduction for each type of benefit at the start of
the plan year. For the most part, the IRS does not allow changes in the amount of this
reduction during the plan year except in cases where there is a change in family status (a
marriage, birth, or death).

If an employee miscalculates and reduces his or her income by toc much, the money
remaining in a Flexible Spending Account/Cafeteria account goes to the employer. This is
known as the "use it or lose it" rule. The employer can use this money in any way except
returning it to the individual account holder. It can be kept by the employer or distributed
among all plan participants in @ manner chosen by the employer.

The financial disadvantages to employees of combined Flexible Spending Accounts and
Cafeteria plans also come from the fact that employee contributions 1o Flexible Spending
Accounts are salary reductions. Thus, benefits which are based upon salary are automatically
lowered. Pensions, which are a function of salary, will be lower for employees who lower their
salaries through Flexible Spending Accounts used to supplement Cafeteria plan contributions
by the employer. Life insurance and disability insurance will be similarly affected, unless the
government specifically decides to rewrite the terms of its policies for federal employees.
Social Security benefits — and taxes -- will be lower for employees who lower their salaries in a
combined Flexible Spending Account/Cafeteria plan. The government could, of course,
compensate federal employees for the pension, insurance, and Social Security losses they
would suffer as a result of participating in Cafeteria plans and Flexible Spending Accounts, but
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that would deprive the government of its primary motivation to establish these plans — saving
money.

Conclusion

AFGE opposes the establishment of Cafeteria Plans because they are disadvantageous for
federal employees. They would transform what is now essentially a package of defined
benefits into a defined contribution which places enormous financial risk onto employees.
Cafeteria plans would not resolve the shameful failure of FEHBP that leaves more than
200,000 federal employees uninsured. Cafeteria plans are inequitable, effectively giving larger
subsidies to higher income federal employees and smaller subsidies to lower income
employees. Cafeteria plans, when combined with Flexible Spending Accounts, encourage
employees to voluntarily lower their salaries in order to make their own financial contributions
for various benefits more affordabie, only to receive iower pensions, Social Security benefits,
and insurance coverage as a result.

Finally, if designed either to save money for the government or in a way that hold the
government's costs constant, cafeteria plans will entail a reduction in the economic value of
the compensation package provided to federal employees. The administrative costs of
Cafeteria and Flexible Spending Accounts, combined with the fact that expenses will be
incurred for those who receive health insurance from a source other than FEHBP, would
translate into a reduction from the amount the government currently provides for qualified
benefits. For these reasons, AFGE strongly opposes the establishment of Cafeteria Plans.
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Mr. WELDON. Thank you very much, Mr. Thomas.

Before recognizing Ms. Schneider, the Chair will announce that
it is his intent to hear the testimony of Ms. Schneider, and then
recess for the votes on the floor. There is a series of three or four
votes, then we will reconvene for questioning of the panel after the
votes are completed. Ms. Schneider, you are recognized for 5 min-
utes.

Ms. SCHNEIDER. Thank you for the opportunity to testify on cafe-
teria benefit plans.

Flexible benefit plans allow organizations to offer their work
force a choice between non-taxable benefits, such as health benefits
or disability coverage, and taxable benefits, such as additional cash
in their pay. Typical reasons for implementing a flexible benefit
plan include meeting the needs of a diverse work force, giving em-
ployees more decision power and a higher return on their benefit
dollars, providing both employees and employers with tax advan-
tages, raising employees’ awareness of the cost and value of bene-
fits, assisting employers in attracting and retaining quality employ-
ees, and allowing the employer to better predict their benefit costs.

There are three primary types of flex plans. The first is a pre-
mium conversion plan, which the Federal Government has already
implemented. The second type of plan is flexible spending accounts,
which let employees set aside money on a pre-tax basis in either
health care or dependent day care account, to reimburse them-
selves for eligible expenses.

The third type of plan is a full flexible benefit plan. The most uti-
lized types of full flex plans are structured in one of two ways. The
first is a credit plan in which the employer provides a set of core
benefits for all employees and then a set of optional benefits from
which the employee may select to purchase either flex credit or sal-
ary reduction. Unused credits can be taken as cash.

The second type of plan is a trade plan that includes a standard
set of benefits and allows the employee to either trade up or down.
Trading down for less expensive benefits results in additional dol-
lars that the employee can use to purchase more generous benefits,
or take as cash.

Overall, 84 percent of employers surveyed in the Hay 2001 Bene-
fits report offer premium conversation plans, 78 percent offer
health care FSAs and 83 percent offer dependent day care FSAs.
Twenty-two percent offer full flex plans, with 61 percent of these
offering credit plans.

The typical design and implementation process includes first, de-
fining the plan objectives. These typically include financial, em-
ployer relations, administration and employee communications ob-
jectives. Second, identifying challenges to implementing a new pro-
gram, for example, systems constraints. Third, gathering informa-
tion on existing plans, competitive employer plans and employee
and management opinions regarding the benefit.

Fourth, based on the information gathered in the program objec-
tives, developing a set of guiding principles for the plan design,
which might include things like the existing HMO and PPO medi-
cal plans will be offered, there will be a choice of dental plans;
flexible spending accounts will be included. The next step is to de-
sign the plan based on the guiding principles. The design includes
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the types of coverage, level of choice that will be offered, employee
contribution strategy and use of credits, and if credits are used, the
credit structure and formula, whether employees will have com-
plete freedom to choose the options they want or will be required
to select benefits in certain categories, consequences of not enroll-
ing and whether the plan design changes will be phased in over
time.

Once the plan is designed, final steps include selecting vendors
or developing internal capabilities for enrollment, administration
and new plan options, modifying payroll and human resource sys-
tems for the new plan, developing administrative procedures and
guidelines, developing and distributing employee communications,
and administering the enrollment.

With the proper investment of time, resources and money, a well
designed flex plan can be effectively used to meet the needs of a
diverse work force, attract and retain highly qualified employees,
and maximize the value of benefits to employees. The three critical
components of flex plans are plan design, administration and com-
munication. For a plan to be successful, it is essential that all of
these components are carefully implemented.

Over the last 20 years, employers have faced many challenges
with the design and implementation of flex plans. With the ad-
vancement of technology, the administration and communication
have become more cost efficient and effective than ever before.
Today there are many established best practices for employers to
draw from as they consider these plans.

The unique organizational structure, complexity and sheer size of
the Federal work force will create challenges that will have to be
addressed as you proceed with your consideration of flexible bene-
fits.

Thank you.

[The prepared statement of Ms. Schneider follows:]
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Cafeteria Benefit Plans: More Value for Federal Employees?

Statement of
Leslie Schneider, Senior Consultant, The Hay Group
for the
Subcommittee on Civil Service, Census, and Agency Organization
of the Committee on Government Reform

Congress of the United States

May 21, 2002

Unpublished Work, Copyright Hay Acquisition Organization I, Inec. (2002)
Introduction
Thank you for the opportunity to address the Subcommittee on Civil Service, Census, and Agency
Organization of the Committee on Government Reform on "Cafeteria Benefit Plans: More Value for
Federal Employees?" I am a Senior Consultant with the Hay Group, a global human resources
consulting firm and the lead consultant for the FDIC flexible benefit plan. My background includes 18
years of consulting on all aspects of flexible benefit plans with both public and private sector employers
such as Miami-Dade County and Georgia-Pacific Corporation.

I will focus on considerations in the design of a flexible benefit plan with particular emphasis on how
private sector experience might be adapted to best meet the needs of Federal employees.

The primary points I will cover are:

+ An overview of flexible benefit plans, including typical reasons for implementing a flex plan.
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« Types of flexible benefit plans, highlighting the employer challenges and corresponding private
sector utilization of each.

« Other common features of Section 125 plans.

« The typical design and implementation process.

The survey information in my testimony on private sector health plans is drawn from the 2001 Hay
Benefits Report. The Hay Benefits Report is based on an annual survey of the benefits design of over
1,000 medium to large private sector employers in the United States. The survey results are often used
by the Congressional Research Service and our other clients to determine the prevalence, cost and
relative value of benefits plans.

An Overview of Flexible Benefit Plans

Flexible benefit plans, commonly called "flex" plans, were enabled by the Revenue Act of 1978, which
added Section 125 to the Internal Revenue Code (IRC). Section 125 addressed the issue of constructive
receipt in benefit plans and established that employees conld not be taxed solely because they have a
choice between cash and benefits. Flexible benefit plans allow organizations to offer their workforce a
choice between non-taxable benefits, such as health benefits or disability coverage, and taxable benefits,
such as additional cash in their pay.

Typical reasons for implementing a flexible benefit plan include:

1. Meeting the needs of a diverse workforce — Before flex, employers offered a one-size-fits-all

package of benefits to all employees regardless of their needs. As workforce diversity continues to

increase, fixed benefit programs cannot respond to the differing needs of a diverse employee
population. By offering more choice, flexible benefit plans allow employers to meet the range of
needs of an increasingly diverse workforce including the changing needs that individuals
experience as they progress through their working lifetime.

2. Giving employees more decision power and a higher retorn on their benefit dollars — With
flexible benefit plans, employees are able to select options that most closely match their individual
needs rather than be forced into coverages they do not want or need. Decision making power helps
employees become better benefits consumers and enables them to get a higher return on their
benefits investment by customizing a benefits package that fits their changing needs.

3. Providing both employees and employers with tax advantages — Flexible benefit plans provide
tax advantages to both the employee and employer. Pre-tax health care and dependent day care
flexible spending accounts, and payment of employee premiums with pre-tax dollars reduce
employees’ taxable incomes. This also reduces Social Security, Federal and State income taxes for
employees and Social Security and unemployment compensation taxes for employers.

4. Raising employees’ awareness of the cost and value of benefits — When communicating
flexible benefit plans, many employers specifically state the actual cost of each benefit coverage
as well as the total cost of the benefit package in comparison to the employee’s total
compensation. Disclosing cost and value information increases the employee’s awareness of the
benefits offered as well as the significant percentage of total compensation that benefits represent.

5. Assisting employers in attracting and retaining quality employees — In the 2001 Hay Benefits
Report, 87% of employers surveyed offered some form of flex. Once an employee has
experienced the choice, flexibility and tax savings of a flex plan, their expectations to continue
participating in a flex plan are raised when they go job hunting. Not offering such a plan can be a
negative to employees considering employment with a given organization.

6. Allowing the employer to better predict their benefit costs — Financial goals are a key
component of the design of a flex plan. Depending on the objectives of the employer, plans are
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designed to reduce cost, be cost-neutral or to increase costs for competitive reasons. Regardless of
the financial goals, flexible benefit plans provide a mechanism through which employers can
better predict their costs by allocating employer benefit dollars according to specific formulas
built into the design of the program.

Types of Flexible Benefit Plans
There are three primary types of flexible benefit plans:

1. Premium Conversion Plans - the most basic Section 125 plans - allow employees to convert
post-tax contributions to pre-tax contributions through salary reductions for payment of employee
premiums.

2. Flexible Spending Accounts — the next level of flexible benefit plans - allow employees to set
aside income on a pre-tax basis through salary reduction to pay for certain heaith care and
dependent day care expenses.

3. Full Flexible Benefit Plans — the top end of flex plans - offer employees the widest range of
choice and flexibility with a menu of benefits from which to choose.

The following provides more detail on each type of plan:

Premium Conversion Plans allow employees to convert post-tax contributions fo pre-tax contributions
through salary reductions for payment of qualified employee premiums. Premium conversion plans are
advantageous to both employees and employers. Employees are able to reduce the amount of income
subject to income and Social Security taxes. Employers also avoid Social Security and unemployment
compensation payroll taxes on the premium contribution amounts.

Employer Challenges: This type of flex plan requires some increased administration due to enrollment
requirements, compliance, payroll and tax changes. Although the employer must use resources to
communicate how the plan and tax savings work to employees, this basic type of flex plan is the easiest
to communicate to employees.

Private Sector Utilization: In the 2001 Hay Benefits Report, 84% of employers surveyed offered
premium conversion.

Flexible Spending Accounts, commonly cailed "FSAs" or "spending accounts,” let employees set aside
money on a pre-tax basis in either a health care or dependent day care account to reimburse themselves
for eligible expenses. The two types of accounts must be kept separate. Money cannot be transferred
between spending accounts - from the health care account to the dependent day care account, or vice
versa.

For health care FSAs, typical eligible expenses include out-of-pocket medical, dental, or vision care
expenses that are allowable tax deductible expenses under IRC Section 213. Examples of allowable
expenses include medical and dental plan deductibles and copayments, glasses and contact lenses,
weight loss programs and medically necessary care not covered by medical, dental, or vision plans.

For dependent day care FSAs, typical expenses include the cost of dependent day care needed for a child
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under age 13 or a dependent who is physically or mentally incapable of caring for himself. The child or
dependent must be living with the employee, so that the employee and spouse can work full-time or an
employee can work full-time when the spouse is a full-time student or disabled. There are detailed
caregiver eligibility requirements that must be met in order for the expense to be reimbursed.

There are six similarities between health care and dependent day care accounts:

1. Participation is totally voluntary. An employee decides whether or not to use the spending
accounts before the start of each plan year - based on estimated expenses for the coming year.
2. The employee decides how much to set aside in each spending account. Again, this decision must
be made before the start of the plan year and must be within the set minimum and maximum
contributions. The money that is set aside will be available to reimburse the employee for eligible
expenses incurred during that plan year.
The tax advantages of using the spending accounts are the sarne as those for pre-tax contributions.
The employees don’t pay Federal income or Social Security taxes on the pre-tax contributions
withheld from their paychecks, and they are reimbursed for eligible expenses with tax-free dollars.
Typically FSA contributions are deducted from the employee’s pay check throughout the year.
Employees are reimbursed upon proof of a paid expense. When employees have eligible expenses
during the plan year, they pay the bill, then file a claim and proof of the expense with the spending
account claim administrator who in turn reimburses the employees for the expense, provided the

expense meets all eligibility requirements.

[t
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previous vear. Any money left in accounts at the end of the plan year’s claim filing period is
forfeited by the employee, according to IRS rules. This is known as the "use-it-or-lose-it
provision."
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One of the areas of difference between health care and dependent day care FSAs is the issue of
statutory limits. For health care FSAs there are no statutory dollar limits on the amount an employee
can contribute. However, amounts not claimed for medical expenses incurred during the plan year are
forfeited.

For dependent day care FSAs there is a statutory limit on the amount an employee can contribute. The
maximum is the Jowest of the following:

1. The employee’s eamed income for the plan year,

2. The spouse’s earned income for the plan year (if disabled or a full-time student, income is deemed
to be $2,400 if the family has one dependent qualifying for dependent care and $4,800 if the
family has 2 or more qualifying dependents), or

3. $5,000 {or $2,500 for married employees who file separate fax returns).

A second difference between health care and dependent day care accounts is the uniform reimbursement
requirement. The uniform reimbursement requirement applies to health care accounts. This means
that even though an employee agrees to contribute a certain amount to a health care FSA through salary
reduction each pay period, the full year’s elected reimbursement amount must be available at any time
during the year, Thus, the employee can submit claims at a faster rate than contributions are being
collected. If an employee who terminates service during the plan year has incurred more in health care
expenses that are eligible for reimbursement from the FSA than they have contributed as of the
termination date, the employer must absorb the loss (although any such losses would probably be more
than offset by end-of-year forfeitures by FSA participants who did not use the full amounts they
contributed.)
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The uniform reimbursement requirement does not apply to dependent day care accounts. This
means that, unlike health care FSAs, employees cannot claim reimbursement from dependent day care
FSAs at a faster rate than they are making contributions.

Employer Challenges: This type of flex plan requires more administration and communication than the
basic premium conversion plan. However, in the area of FSA administration, sophisticated systems have
been developed to ease the payroll deduction and tax process on the front end, as well as the
reimbursement process on the back end.

Likewise in the area of communications, the IRS provides supporting publications such as lists of
eligible expenses for hoth types of accounts. In addition, over time employers have developed a range of
best practice communication tools to help employers communicate FSAs to employees.

Private Sector Utilization: The 2001 Hay Benefits Report found that 78% of employers surveyed offer
Health Care Flexible Spending Accounts and 83% offer Dependent Day Care Flexible Spending
Accounts.

However, not all employees participate in FSAs when they are offered. For example, 26% of employers
offering health care FSAs have an employee participation rate between 11 and 20 percent. Sixty-five
percent of employers offering dependent day care FSAs have an employee participation rate in these
accounts of 5% or less.

Low participation in dependent day care FSAs is typically due to one or more of the following factors:

o The requirement to furnish the care provider’s Tax ID or Social Security number,
e The age limit (under age 13) on children for whom qualifying expenses can be claimed,

e Avoidance of the "use-it-or-lose-it" provision,

o Advantages of the dependent care tax credit over the dependent day care FSA for lower income
participants,

Potential cash flow problems when the FSA is first opened when a participant would be making
both the contributions to the FSA and paying child care expenses, and

« Not understanding the plan.

Typically, avoidance of the "use-it-or-lose-it" provision and failure to understand the plan contribute to
low health care FSA participation.

Full Flexible Benefit Plans are commonly called "cafeteria” plans because they offer employees a
menu of benefits from which to choose. Full flex plans are typically structured in one of three ways:

1. A credit plan in which the employer provides a set of core benefits for all employees and thena
set of optional benefits from which the employee may select to purchase using "flex credits” or
salary reduction. Unused credits can be taken as cash. The number of flex credits allocated to
employees can be determined in a variety of ways. The employer can give a flat amount that is the
same for every employee. If this approach is taken, the flat amount can be indexed to increase
each year with the cost of living or other indices. Alternatively, the employer can allocate enough
credits to each employee to cover a certain level of coverage. For example, the employer might
allocate enough credits to cover 75% of the elected family coverage level (single or family) for a
given medical and dental plan, 100% of life insurance equal to one times pay, and 100% of a basic
disability coverage. Employees who choose higher levels of medical, dental, life or disability
coverage will need to use additional salary reduction dollars to pay for their coverage. Employees
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who choose lower levels of coverage can take their leflover credits in the form of taxable cash.

2. A trade plan that includes a standard set of benefits and allows the employee to either trade up or
down. Trading down to less generous and less expensive benefits results in additional dolars that
the employee can use to trade up to more generous benefits or take as cash,

3. A modular plan which offers two or more prepackaged plans from which the employee can
select. No trades are permitted.

Full flex plans normally include benefits from one or more of three categories including health care, life
insurance, and disability.

o Choices in health care plans involve determining optional deductible and coinsurance amounts,
inclusion of services such as dental, vision or hearing, and managed care options such as Health
Maintenance Organizations (HMOs), Point of Service (POS) plans or Preferred Provider
Organizations (PPOs).

With life insurance coverage, the employer must determine the minimal level of basic group
coverage for employees, and what optional coverages will be available for employees and their
dependents,

Design issues for disability coverage include income replacement levels (including any minimum
or maximum amounts), duration of coverage, and exclusion or waiting periods before benefits
begin.

In addition, some flex plans include paid time off. In these plans, employees may sell back time off days
or purchase additional time off days to supplement their core accrual schedule.

Benefits included in flex plans can be either taxable benefits or tax-exempt benefits. The following tax-
exempt benefits are typically included:

Health coverage (medical, dental, vision, prescription drug),
Health and dependent day care FSAs,

Employee life insurance up to $50,000,

Accidental death and dismemberment benefits,

Pre-tax disability,

Paid time off, and

Adoption expenses.

® s o 0 0 o @

Taxable benefits that are typically included are:

« Cash,

+ Employee life insurance greater than $50,000,
» Dependent life insurance, and

o After-tax disability.

Some employers will also include things like long term care, group and homeowners insurance as
taxable benefit options.

When a flex plan includes taxable and non-taxable benefits, employees can elect cash or use after-tax
contributions to purchase the taxable benefits. Thus, the flex plan can be designed, administered, and
communicated as a comprehensive plan including both taxable and non-taxable benefits.

Empleyer Challenges: Due to their complex nature, full flexible benefit plans, compared to premium
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conversion plans and FSAs, present more administration and communication challenges to employers.
The addition of credits further raises the complexity. Some employers choose to offer trade plans
because they can meet most of their plan objectives without the additional complexity of the credits.

Private Sector Utilization: In the 2001 Hay Benefits Report, 22% of employers surveyed offered full
flexible benefit plans, and 61% of those employers offered a credit plan. It should also be noted that the
prevalence of full flexible benefit plans increases with the size of the organization. Of those employers
with 10,000 or more employees, 28% offered a full flexible benefit plan,

Other Features of Section 125 Plans

Regardless of the level of flex that an employer offers, there are specific plan design features that are
dictated or influenced by Section 125 and other sections of the IRS code.

Benefits Choices Remain in Place for a Year

Under Section 125 rules, employees select their benefits when they are first eligible and
may only make benefit changes once a year during the annual open enrollment period for
the coming plan year. Choices remain in effect for an entire plan year, unless the person has
a qualifying status change, as described next.

1. Qudalifying Status Changes

Under Section 123, employees may only make benefit changes during the year if they have
a qualifying change in status and the new election is consistent with the status change. This
allows a safety net of sorts so that employees can change their benefits accordingly in the
event of a change in their status after their benefit elections are in place for the year. Status
changes include things like getting married or divorced, adding a newly eligible family
member, losing an eligible family member, or having a change in spouse’s coverage or job
situation, These and other qualifying status changes can be found in Treasury Regulation
Section 1.125-4.

Generally, benefit changes must be made within a time period specified by the employer -
usually 30 or 60 days from the date of the qualifying status change, and coverage changes
are prospective.

3. Nondiscrimination Testing
To preclude abuses such as special privileges to "key" employees, Congress passed non-
discrimination testing requirements. Discrimination testing ensures all employees have equal
access to the flexible benefits program.

4. QOther Compliance
Flexible benefit plans must comply with statutory requirements for plan docurnents.
Component plans that are subject to the Employee Retirement Income Security Act of 1974

(ERISA), for example medical plans, must comply with ERISA requirements for summary
plan descriptions and annual reporting on Form 5500.
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Design and Implementation Process

The typical design and implementation process that employers follow includes:

L

Defining the plan objectives — these typically include financial, employee relations, administration
and employee communications objectives. An example of plan objectives could be that the
program will be cost neutral, easy to use, responsive to workforce needs including family status
and life stages and will be openly communicated.

Identifying challenges to implementing a new program, for example systems constraints.
Gathering information on existing plans, competitive employer plans and employee and
management opinions regarding the benefits. The employee opinion research typically includes
which benefits the employee population values and how they might trade benefits.

. Based on the information gathered and the program objectives, developing a set of guiding

principles for the plan design which might include things like the existing HMO and PPO medical
plans will be offered, there will be a choice of dental plans, flexible spending accounts will be
included, etc. Also, the guiding principles should include whether or not the plan will be uniform
across all parts of the organization or if there will be variations allowed. If variations are allowed,
guidelines regarding the types of variations, for ¢xample, in number of options offered or in credit
level, will need to be developed. Nondiscrimination rules will need to be considered when
determining the level of variation that will be allowed.

. Designing the plan based on the guiding principles - the design includes:

- .

»

The types of coverages {(medical, dental, disability, FSAs) that will be included in the plan.

The level of choice that will be offered - how many medical, dental and life insurance and
disability options employees will be able to choose. Employee satisfaction, administrative
requirements and adverse selection considerations all play a part in this decision. (Adverse
selection is the tendency of people with the greatest need for coverage to choose the plan with the
highest coverage level),

The employee contribution strategy and the use of credits. The flex plan’s use of credits represents
the most fundamental difference in the way an organization delivers benefits because:

o providing credits to spend gives employees discretion over dollars the employer previously
allocated for them.

o "buying" benefits tends to encourage employees to take a more active role in selecting and
using their benefits,

o using credits with the option to buy or convert to cash gives employees more control and
strengthens the link to total compensation.

If credits are used, the credit structure and formula will be included in the
design.

‘Whether employees will have complete freedom to choose just the options they want, or will be
required to select benefits in certain categories - for example, a life insurance option, a medical
plan unless they have coverage elsewhere, etc.

The consequences of not enrolling - a core set of benefits or no coverage at all.

. Selecting vendors or developing internal capabilities for enrollment administration and new plan
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options {such as flexible spending accounts).

Modifying payroll and human resource systems as necessary for the new plan.
Developing administrative procedures and guidelines.

Developing and distributing employee communications materials.
Administering the open enrollment.

Rl

It is important to note that often plan design changes are phased in over time. An employer might
introduce premium conversion and Flexible Spending Accounts in the first year and follow with credits
in the second or third year. This spreads out the costs associated with increased administration and
communication, and eases the employee education process.

Concluding Remarks

With the proper investment of time, resources and money, a well-designed flex plan can be effectively
used to meet the needs of a diverse workforce, attract and retain highly qualified employees and
maximize the value of benefits to employees. The three critical components to a successful flex plan are
plan design, administration and communication. For a plan to be successtul, it is essential that all of
these components are carefully implemented.

My testimony has summarized the prevalent private sector approach to flexible benefits. Over the last
twenty years, employers have faced and overcome many challenges with the design and implementation
of flex plans. With the advancement of technology, flexible benefits administration and communication
have become far more cost efficient and effective than ever before. Today there are many established
best practices for employers to draw from as they consider flexible benefit plans.

There are significant differences between the private and public sector. The unique organizational
structure, complexity and sheer size of the federal workforce will create challenges that will have to be
addressed in the plan design and implementation process if you proceed with your consideration of
flexible benefits.
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Mr. WELDON. I thank the gentlelady. The committee now stands
in recess for 4 votes, for 30 minutes.

[Recess.]

Mr. WELDON. The hearing will now resume. I want to thank all
the witnesses for waiting. Sorry for the extended delay. We had a
series of five recorded votes on the Floor of the House.

The Chair now recognizes himself for 5 minutes of questioning.
Let me begin with perhaps several of you, Mr. Wilson, Ms. Schnei-
der in particular can respond to this. Ms. Young testified that the
State of Georgia has found cafeteria plans a necessity when trying
to attract employees. I found that extremely interesting. In your
experiences, Mr. Wilson and Ms. Schneider, have cafeteria plans
actually made employers more attractive in the labor marketplace,
would you say?

Ms. ScHNEIDER. I think for most employees, if they’ve experi-
enced a flexible benefit plan somewhere else that they have
worked, when they’re looking for employment, it is something that
they look for because of the choice and because of the tax advan-
tages that are involved. I don’t have specific statistics that talk
about or address the attraction and retention issue, but certainly
know that in talking to employees and focus groups, that kind of
thing, employees enjoy the plan and there are certain aspects that
they miss greatly if they don’t have the opportunity to participate
in them in the future.

Mr. WILSON. Our experience clearly indicates that employees
value choice to the point that they value it economically. There’s
no question that for our clients that they report back to us signifi-
cant value appreciation, both in terms of surveys that we help
them conduct, but realities in the hallway, that geez, this is great,
why didn’t we do this before?

Clearly from the perspective of an employee who has had a prior
experience, and that employer does not have a flexible benefit plan,
it is highly unlikely they will go to work for that employer that has
a standard, traditional plan.

Mr. WELDON. So it’s an impediment for employers that do not
offer it to attract employees who have been previously working at
a place where they had a flexible benefit?

Mr. WILSON. I think that’s true.

Mr. WELDON. Was that one of the drivers, Ms. Young, that drove
the State of Georgia to adopt cafeteria plans, just the ability to at-
tract employees?

Ms. YOUNG. Yes, it was the ability to attract employees and our
employees’ awareness of things that were happening in the private
sector. One of the things that we've been struggling with, and I
know that’s true not only with the State, but probably in private
sector, at the local level and at the Federal level, we're struggling
with retaining our work force and attracting the work force, espe-
cially our young people.

As we surveyed, we had some consultants come in and review
our benefits program. They compared us to Fortune 500 companies,
as well as employers across the State of Georgia. They strongly
compliment our plan and have made recommendations even for fu-
ture improvements. But it was through consultants’ evaluation of
the original plans that the original cafeteria plan was set up. Be-
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cause employees were asking, frankly, they asked for a whole lot
more than what we’re doing, they're still asking, because we survey
them.

So it’s based on what the employees asked for that we’re doing.

Mr. WELDON. So the driving force is to meet the needs and re-
quirements of the employees in the competitive marketplace?

Ms. YOUNG. Yes.

Mr. WELDON. It was not a desire to save money on the part of
the State legislature?

Ms. YouNG. No.

Mr. WELDON. Mr. Thomas in his testimony raised an important
point about health care benefits gobbling up other benefits with
health care inflation being what it is. How do these flexible benefit
plans deal with that typically? I guess in some of them the health
benefit is outside the flexible benefit?

Ms. YOUNG. Yes.

Mr. WELDON. Is that how you handle it in Georgia?

Ms. YOUNG. Yes, as a matter of fact, we have two separate agen-
cies managing the program. There’s a Department of Community
Health that administers the health benefits, and my agency admin-
isters the flexible benefits. The health benefits have no negative
impact at all on the benefits to the employees, because employees
basically choose their benefits, choose what they want and pay for
what they want. It has no impact on the health plan.

Mr. WELDON. Are there examples in the private sector where
there have been plans where the health benefit and the other bene-
fits are all together and have been problems with health care infla-
tion?

Ms. SCHNEIDER. Typically, when the health care benefits are in-
cluded in the plan, the credit formula is designed to cover a certain
percentage of those health care benefits. So it actually can be de-
signed so that the employee contribution percentage, as you relate
back to the health care, is no different than if it were an outside
flexible benefit plan, except that it’s pre-tax and they have the abil-
ity to trade.

So you might say in your credit formula that, as an employer,
we're going to make sure that there are enough credits to cover 80
percent of the health care costs, would be an example in perhaps
80 percent.

Mr. WELDON. So by locking in that percentage, you have the pro-
tection on health care inflation issues?

Ms. SCHNEIDER. Yes. It’s a design issue.

Mr. WILSON. Mr. Chairman, this is a point of education, I think.
In my opening remarks, I tried to convey that a flexible benefit
plan is a delivery system compared to a car. You can get into a car
and use it for transportation, to go to work and pick up your family
and use it productively. Or you can get in the car and smash it into
a wall.

The concept of a flexible benefit plan intelligently managed is to
provide productive choice to the employee population that they are
going to value within the total reward system. Making decisions
not to duplicate benefits unnecessarily, but to purchase the benefits
that are of greatest value to them.
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I think the point I would want to make here is that in the man-
agement of health care costs, there is no question that by creating
more value within the flexible benefit plan, employees have made
decisions not to necessarily buy the most expensive health care
plans. They've decided to buy a plan that maybe is a little less ex-
pensive because they want more dental coverage. They find that
the health care reimbursement count would be more important to
fund because their child has orthodontia expenses in that year, and
the dental plan doesn’t cover that full cost.

So the point that I would want to try to relate to you here is that
almost all of these are design issues. Not the car, whether the car
is red or blue or what the interior is, can simply be addressed by
design issues, the question about health care costs, actuarially
going up because some employees don’t take the health benefit
plan. You design around those issues. That does not occur in the
marketplace. We know what that is. We know how to actuarially
expect what will happen given the design of the plan.

Ms. YOUNG. And Mr. Chairman, may I add that we began the
cafeteria plan in 1986. It’s only been in the last 3 years that the
plan has been separate from the health plan. The same agency, the
Georgia Merit System, administered both of them together until 3
years ago, when the State health plan was pulled out in order to
create another department with a focus on community health.

Mr. WELDON. OK, so it was not separated because of the issues
that Mr. Thomas brought up?

Ms. YOUNG. No. That had nothing to do with it.

Mr. WELDON. It was an unrelated issue?

Ms. YOUNG. Yes.

Mr. WELDON. OK. Ms. Schneider, as a Floridian, I was particu-
larly interested in your experience in helping set up the Miami-
Dade County program. Could you describe to me whether that cov-
ers only non-union employees or both, and a little bit about your
experience there?

Ms. SCHNEIDER. Miami-Dade County of course has to deal with
several unions. The unions, some union employees have a choice of
whether or not to go into the flexible benefit plans and utilize the
union health benefits or the county benefits. The plan itself is set
up so that there is a flat credit amount that’s given. Employees get
additional credit, so they select lower level medical plans, and then
they choose, with their credits, to purchase medical, dental actually
is provided as a benefit plan that they don’t need credits to pur-
chase.

But vision, life insurance, above one times pay, and then outside
the plan, and flexible spending accounts they have, and then out-
side the plan they have a group legal plan that’s part of the total
package.

Mr. WELDON. So it covers all employees, union and non-union?

Ms. SCHNEIDER. I'm not sure if all union employees are a part
of it. I know that there are some union employees who have a
choice of whether or not they want to be part of the plan.

Mr. WELDON. Was there opposition from the unions when the
plan was initially set up?

Ms. SCHNEIDER. It has been part of the labor negotiations on a
continuing basis. And the parties worked together to come up with
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a plan that’s suitable for all parties. It’s been in existence for quite
a while, though.

Mr. WELDON. OK. Mr. Thomas, you argue that when employees
reduce their taxable salary by using flexible spending accounts
they will also reduce the amount of their pensions, life insurance
and disability insurance, which are all based on the employee’s sal-
ary.

Since this was contrary, and this may have been in your written
statement that I originally reviewed and not in your verbal state-
ment, since this was contrary to my understanding, I asked OPM,
which advised me that it was not the case, according to OPM, like
premium conversion, FSAs will not reduce the gross salary on
which these benefits are based. I have a letter from OPM stating
that. And I ask unanimous consent, without objection, to introduce
that into the record.

I was wondering if you wanted to clarify your position on that
issue.

Mr. THoMmAS. Social Security benefits would go down. As you
know, a number of Federal employees are now covered by the So-
cial Security benefit program. Those benefits would be affected by
the reduction in their income, as opposed to those Federal employ-
ees who are covered under the Civil Service Retirement Plan,
which I believe is what OPM is referring to.

Mr. WELDON. But the statement that you had made in your writ-
ten statement that contributions into pensions would go down, that
is not my understanding of it, correct? That is not true?

Mr. THOMAS. Yes.

Mr. WELDON. OK. I don’t have any other questions. And the
ranking member has not returned yet from the voting, so I want
to thank all the witnesses here in this first panel. I again want to
apologize for keeping you all waiting. Your testimony has been
very, very informative.

The Chair notes that some Members may have additional ques-
tions they may wish to submit in writing. So without objection, the
hearing record will remain open for 2 weeks for Members to submit
written questions to these witnesses and place their responses in
the record.

The first panel is now excused. Again, thank you very much. The
committee appreciates your time.

On our second panel, we have the Honorable Dennis Jacobs.
Judge Jacobs sits on the U.S. Court of Appeals, Second Circuit, in
New York City.

Judge Jacobs, as before, you are required to take the oath.

[Witness sworn. ]

Mr. WELDON. Thank you. You may have a seat. Will the court
reporter please note the witness has answered in the affirmative.

Judge Jacobs, youre the only witness in this panel and I seem
to be the only one here, so I will be somewhat flexible on the 5-
minute rule as it’s right now only my time and your time that
we're dealing with. But if you could, please summarize your writ-
ten statement to the best of your ability. You are recognized now
for an opening statement.
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STATEMENT OF DENNIS JACOBS, CIRCUIT JUDGE, U.S. COURT
OF APPEALS FOR THE SECOND CIRCUIT

Judge JACOBS. Thank you very much, Mr. Chairman.

I'm Dennis Jacobs, Circuit Judge of the Court of Appeals for the
Second Circuit. I sit in New York. I appear today on behalf of the
Judicial Conference of the United States, which is the policymaking
body of the Federal Judiciary. I have this distinction because I
chair the Conference Committee on Judicial Resources, which has
jurisdiction over personnel matters.

It’s a privilege to speak to the interests of 32,000 people, and I
am acutely aware from what I've learned at the earlier panel that
the matters that this subcommittee are considering will affect an
enormous number of people in ways that are far-reaching, and that
could reach forward into a generation and affect people’s lives in
very real and important ways.

I have been anxious and pleased to receive your invitation to tes-
tify, because we have implemented a cafeteria benefits plan. We've
had excellent experience with it. And I thought that I would tell
you briefly why we did it and what our experience has been with
what it is we have done.

We implemented the plan in response to a need. In the 1990,
in the early to middle 1990’s, there was something of a crisis be-
cause health care premiums were going up and benefits were going
down. There was a tremendous anxiety existing among employees
in the Federal Judiciary.

And in response to that, the director of the Administrative Office,
L. Ralph Mecham, initiated recommendations that were adopted by
the Judicial Conference to seek out the advice of one of the Na-
tion’s foremost advisors on benefits, the Towers Perrin Group. They
issued a report in March 1998. I remember the report very well be-
cause I was, at the time, one of the newest members of the Com-
mittee on Judicial Resources. It was enough to stir genuine anxi-
ety.

The Federal Judiciary, like I believe other branches of Govern-
ment, was at a point where we could expect large numbers of baby
boomers to be retiring, and we would have to replace them. And
we wanted to replace them with people of comparable talent, skill
and dedication. We knew that we had identifiable competitors for
those services, not just in the private sector but also within State
government and State courts.

The Towers Perrin report indicated that we were quite deficient
and perhaps even flatly uncompetitive with the agencies and insti-
tutions that would be hiring the people that we needed.

We have spent the intervening years filling the gaps that the
Towers Perrin study has identified. It occurred to me coming down
here that it might be useful to file for the reference of the commit-
tee the executive summary of that, which I have read and which
has been a very useful document, to outline the nature of those
deficits and the recommendations.

Mr. WELDON. Without objection, we will take a copy of that and
submit it into the record.

[The information referred to follows:]
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Final Report
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. Executive Summary

Background

The Administrative Office of the United States Courts {the AQ) is charged with the
administrative business of the United Statss Courts (except the Supreme Court)
under the direction of the Judicial Confersnce of the United States, The Federal
Employees Health Benefit Prograrn (FEHBP) provides health coverage for
approximately 30,000 judicial officers and judiclary employses who sre located
throughout the United States and its tetriteries. In 1897, total benefits ware
provided at a cost 1o the Judiciary of appraximately $33b million. The Office of
Personnel Managemaent (OPM) regulates the FEHBP on a government-wide basis,
but within the Judiclary, the AD handies such matters as distribution of health
bensfits information and enrollment of members,

The Blue Cross Blus Shield Service Benafit Plan is one of the seven nationwide
managed fee-for-service plans offered under the FEHBP. As described to us by the
AD, Biue Cross and Biue Shield Service Benefit Pian enrollees wers adversely
affected by s little-noticad changs to the plan which took effect on January 1,
1998, Under this change, enrollees were reimbursed based on local Medicare
participating fee schedule amounits {rather than the former “usual, customary and
reasonable” amounts) for charges by non-participating providers (health care
providers whe had not signed on 1o the Bius Cross and Blue Shield Service Benefit
Plan’s network)., As a resylt of the change, the AQ deterrnined thst some enrollees
who expected the Blue Cross and Blue Shield Sarvice Benefit Plan to pay up to 80%
of their medical costs, found that their health insurer was paying only 10% of thass
costs.

As a result, many judicial officars and judiciary employess expressed o the Director
of the Administrative Office concern about OPM’'s administration of the FEHBP,
which is controlied by OPM with little agency involvement. In particular, these
Judicial officers and judiciary employees have stated that they receive insufficient
information about health benefits and the options availeble to them during the
annual *cpen seagon” {which lasts for a period of four weeks every year). In
addition, there has been a general desire to evaluate tha entire federal benefits
package available to judicis! officers and judiciary employess and compere it to
packages offersd in other private and public sector organizations.
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Purpose of the Study

On August 1, 19886, the Judicial Confersnce’s Judicial Resources Committee
approved a proposal by the Director of the Administrative 0fice that funds be
identified in the fiscal year 1997 financial plan to retain 8 benefits consultant to:

| Detarmine If judicial officers and judlclery emplovees heve adequate access ta
quaiity health care banefits;

W Datermine if the judicial officers and judiciary smployess have sufficiant
information to make informed hesith care purchasing decisions;

® Determine the adequacy of the employee benefits package offered to judicial
officers and judiciary smployees, and in particular, identify gaps in coverage
compared with “similarly situated groups”™;

® Provide OPM with information outlining the nesds of the judicial officers and
judiciary empioyess.

Towers Perrin’s Role

The AO hired Towers Perrin on August 2z, 1887, to assist them with their Benefits
improvamant initiative project. Towars Perrin etaff mambers worked closaly with
AQ staff during the course of this project. Ws requested various data items
throughout the project, and AO staff provided the necessary information.

Various consultants end staff from Towers Perrin wers utilized throughout this
project. Consultants fromn our Health and Welfars, Retirement, Survey, and
Communication practices were invelved.

We met often with the AO staff, and the resulting end product of our work {the
Report Card, tha survey instrument, the recommaendations for changa, etc.) refiect
and incarporate the AC’s input. The recommandations reflact the AD's deslre to
improve the benefits, and the delivery of these benafits, 1o the Judictary workforce.
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Key Findings
7. Neod @ Benefits Philosophy

Most organizations develop a benafits philosophy and design programs based on
that philosophy. [t is our understanding that the Judiciery doss not currently have a
benefits philosophy becauss Judiciary management is nat responsible for the design
of the benefits program, If the Judicizry implements a supplemantal benafits
program, development of a benefits philosophy is recommeanded.

2. Benafit Gaps in Federal Progrer:

Based on the benefits asgessmaent which comparst the Tsdarsl benefits package to
othar “similarly situated groups” as defined by the AD, tha benefit gaps are:

Faderal Benefits Package

® Dental ®m Flexible Spending Accounts
% Vision B Pre-Tax Emploves Contributions
® Long-term Disability B Long-term Cara

| W Prescription Drugs

®  Mental Health !

& |ife Insurance i

BENVAL' is the name of 2 software package usad by Towers Perrin which develops
a nurnerical assessment of the “value” of 8 benefil program:, comparsd with
salected comparator organizations. The AD selscted 20 large and natienally-known
organizations that represent a cress-section of mainstream U.8. industries {including
§ universities, 3 quasi-fedsral organizations, and 12 other large naticnal employsrs)
from Towaers Perrin's datebase of erganizations.

Baged on the BENVAL® snalysis, the federsl program plens rating below average
includa medical {reflecting the Blue Cross Blue Shield Stanziard Cption), dental, life
insurance and disability Insurance,

The madicel plan rated below average primarily due to:

~ Poorer than average mantat health and substance abuse benefits

~ Poorar than avarage prescription drug benefits

~ Higher than average annual medies] deductible

The dental beneflta ratad considerably balow average becauss of the very limited
coverage available in the Blue Cross Blue Shield standard aption.

3
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The life insurance benefits rated consierably below averags bscause of the high
employes contribution that is resuired for basis and optionsl coverags.

Tachnically, there are no short-tern
plans in the federal benefit package. Tha - plan is relatively
generous, and could be adequate for most short-term disabilities. The Federal
Employaes Retirement System {FERS) retirement program contsine e provision for a
benafit similar 1 an LTD plan; however, the basic benefit iz balow average. The
Article Wl judgaes retirameant plan provides for 100% continustion of pay upon
disability, with immediate eligibilivy if the judge has 10 or rore yaars of Articla it
servica, If the judge has fewar than 10 years of Article lil sarvice, the judge
receives ons-half the salary of the judisial office, The RS srovides for 100%
continuation of pay upon disability, aftar B vears of service,

The lack of avallabiiity of pre-tax optizas is 2 significant gen in the federsl program,
compared with other organizations in our anelysis. The opton to pay employes
contributions for medica! and life ingurance with pre-1éx maoney, as well as the
availability of flexible spending accounts (health care end dependent carel is aimost
univarsal in the large employer private sacter, and is alzo vary common with state
benefit packages.

The BENVAL® analysis showed that ths federsl banefit program (reflecting FERS as
the retirement plan) rated considerably higher than the comgarator organizations
regarding retirement benefits (inciuding ratirernent income, retires medical and
ratiree lite insurance}). The federal retirement programs hava an 18% greater valus
than the average of the comparators. Tha ratirement programs rate higher then
averags largely due 1o two plan featurss: generous eatly ratirement provisions
{under FERS) and the attomatic cost-of-iving-adjustment (COLA). However, none
of the comparator srganizations required employee contributons for defined benefit
retirement plans and all the comparator arganizations allow amployee contributions
of over 10% of pay to their defined contribution plans,

The foilowing is a sample BENVAL® graph comparing the vaiue of the Judiciary’s
madical and dental programs with the comparater organizations (average = 100,
Volume 5 of our repert contains further anelysis on the benefit programs.

Activo Health Dare
{inciudes employse contributions)

Judisiary
i

180
100

801

4
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lovae benefits survey, iudicial officers’
sups analysis Is presenied below:

Consolidated findings based on the
interviews, and the similarly-situgisd

Medical

Madical benefits provided through the ztates vary congidarably, but are generally
sompetitive with the benafits provided by the FEHBP. Thas statss do, however,
offer the following features not includsd in the FEMBP: prascriotion drug cards and
wenters of excellence programs (i.s, transpiants are performed at facilities
designated as “centers of excellence” sy tha plan). Also, states generally charge
gmplovess a fower employee contribuiion faor employes-only coverage than the
FEHBP {an average of approximatsly 10% of the cast of smployse-only coverage is
charged to employees in the states, comparad with about 25% under FEHEP),

Federal Deposit insurance Corporation (FDIZ) employess pay considerably less than
Judicigry employees for the same FEHEP coverages bacause the FDIC has chosen
1o subsidize a portion of the cost using nor-appropriated funds. The Federal
feserve Board (Federal Raserve) and Offlce of the Comptralier of Currency
{OCC} employsas have the sarne health ple: options and pay the same smployes
contribution rates as Judiciary emplovass.

Dsantai and Vision

The overwheiming majority of employres gave & low rating to their dente/ benafits.
Approximately 2 out of 3 survey respondents were dissatisfiad with the current
dental coverage avallable, and felt thay the dentsl covaerags offered through FEHBP
was poor or below aversge,

Standardized dental and vision prograrrs are commonly offsred by ths states.
FEHBP doses not offer such optional beneflts (limited dental coverage is provided
under some rnadical options of FEHBP).

The FDIC, the Federal Regerve, ard the OCE sach offer stand-alone dental benafits
and LTD benefits to employess. The FDIC and the OCC slsc offer & stand-slone
vision bsnefit 1o employees.

Life insurance

Fotty-four (44} states provide at least & basic life insurance benefit at no cost to the
employee. Undsr the Federal Empleyess Group Lifs Insurance (FEGLI) program, the
cost of the basic insurance is sharsd by the smployee and the government (as the
employar). Ths employes share is two-thirds of the cost of basic insurance and is
withheld from salary, The FDIC, the Faderal Reserve and the OCC sponsor life
insurance programs for their employess, in additicn to the FEGL! plan. If the
smployee elects only the agency plan, tha FDIC contributes the entire cost of the
basic plan; the Federal Reserve and the OCC pay one-third of the cost.

5
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Dissbility

As with the federal benstit program, dizebility insurance iz not commonly available
threugh the states, slthough some staies do offer disability coverage. Nineteen
states reportad that STD insurance is provided snd twenty-two states indicated that
LTD insurance is provided. Some siates also indicated ths? disabillty insurance is
available as an optional beneflt a1 the smployee’s expenss, Of the three agencies
included in this study, the FDIC offers 2 stand-alone STD hensfit,

Long-Term Care

A portion of the empioyee benetits survey dealt with possitio new grograms that
would be of interest. The responses stwed that 70% of judicial officers and 6§5%
of judiclary employess rated long-term care insurance as baing very important.

Eleven states offer long-term care {LTC: insurance 1o empioyess, One state does
pay LTC premium for some of its amplovees; the other 1en atates offer LTC on an
employsa-pay-all basis,

Pro-Tax Payment and Flexible Spending Rccounts

The avallability of pre-tax payment of employas contributions and flexible_spending
accounts is prevalent among the states but is not an option for employess of the
Judiciary. Forty-seven {47} stetes offerad employess the tax-advantaged option of
rnaking health contributions on a pre-tax basis; Thirty-one (31) states allowed
employaas to direct part of their peychesk into a flexible spending account. The
FDIC, Fedaral Reserve, and OCC alsc heve pre-tax options and flexible spending
accounts,

Retlirgment

State retirement plans have similar features 1o FERS: defined benefit plans requiring
an smploysa contribution and provision for an automatic COLA; howevaer, the state
benefits are somawhat greater than FERS {generally 1.5%-2,0% of pay for sach
year of service}, and generally cost mors in employee coniributions {5-6% of pay).

The FDIC and Fedaral Rasarve have supniemented the federal retirement program
with additional programs:

- The FDIC offers a secund defined contribution savings plan inte which
employees can contribute (on a nre-tax basis) up to 10% of pay, and receive
up to & 6% amployer matching contribution. FDIC amployaass also
participate in FERS, and are eligicle to participate in the Thrift Savings Plan
{TSP}.
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- The Federal Reserve sponsors e stand-alona ratirs mant program differant
from FERS.

izutions, which include the
special statutory

Title 12 of the United States Code govurns financial in
FDIC, the Federal Ressrve and the OTT. Title 12 prov
authority for thess organizations o esv:blish and adjust =chedulss of compansartion
and benefits, Given the flexibility of thx special provisior: of Title 12, these
financial institutions have made snhascsments 1o the fe<sral benefit package as
shown below:

Judiclary FDIC Fed. Regorve

Medical & v :
Dental P U4
Vision L4
Life ingurance v
AD&D v
4
4
"4
4
4

N

448

WLT’.‘“Q J’ =
ST

LTC

Reimburssment Accounts
Porgonel Accident Ins.
Business Traval Accident
Retirement

NNNNYS NN

NNNYN

. limited coverage through some Heaith plang
¥+  some LTD coverage is offered through the FE&S retirement plan

Retirsment Plens Avalleble to Judiclal Dfflcers

RS

W Lack of vasting schedula in Article Iif judges pian ‘

u Ne early retiremnent provisions in Article Ill judpes plan or the Judges |
Retirament Systam (JRS)

W Judicial officers are require: to pay for sutviver pension benefits
while they are active emplcvess

The continuation of 100% of pay into retirament is a very generous program
compared with almost any organization.

However, there are threa missing features that are comman provisions of most
pension plans: (1} The Article Il! judges plan has no concapt of vesting, and
participants must be at Isast age 65 and satisfy the rule of 80 (age plus service is at
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least 80 years, 8.5., age 70 and 10 years of service) 10 receive a benefit. In the
private sector, a vesting schedule of not mare than 7 years is a requirement for a
qualified retirement plan. The JES plan does sllow for & dsferved benefit tc ags 88
after the completion of 8 years of service; (2} Neither the Article Il judges plen nor
the JRS provides for sarly retirament; almost all privats seqtor ratirement plans
allow for early retirement with a reduced benafit; and (3} Eoth the Article il judges
plan and the JRS require a pre-retirerment contributien fer posi-retirement survivor
coverage. This is not a common feature of retiremant plans.

3. Lack of Meaningful Chaics

Employses expressed considerabls doubt as 1o whether the FEHBP provides
meaningful choice bacause there are toc many options within the FEHBP. The key
1o any succassful bensfits program is having meaningfui choice. But as the number
of choices grows, the ability to carefully examine and wsleh the siternatives
becomes an incressingly compiax and difficult task.

Data from the employes benefits survey suggest that ths number of choices
avallable 1o a federsl employee has bacome steggering. Ons in five respondents
fae! he/she has too many options; a few exprassed the nead for more fee-for-
sarvice options and lass HMOs; and, others exprassed cencern about the fact that
each year the options change and there is no stability, Meny respondents do not
have a clear idea of how to seek the detailed information of most immediata
relevance to them or, it arrives too late and they must make a decision without the
necessery information. One in thres raspondents wrots in additional commsnts to
emphasize the need for better information to halp with their health care decisions.
While data from this survey support the concept of cheise and flexibility, it alse
shows the need for "tools” to help fedaral employees maks good choices.

4. Poor Employse Communication

Employees balieve the written communication meterial thay receive explaining their
benefits Is difficult to understand and is not timely. Since employees recsive
benefits information from numerous sources, they want the AD to be the primaty
provider of clear, concise benefits communication. When it comes to getting
information about banefits, fewer than half (43% overall] feel they know who 1o
contact or where to go within the AC.

Written comments to the survey emphasized the need for better information “in
plain English®. in addition, respondents expressed a desirs for an on-site advocate
whe is knowledgeable about current bonefits, Communications must be improvad
1o convey 1he true value of the existing banefit program. it appears that a major
deficiency in tha program ligs in the lack of clear, sasily understandable information.
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Executive Summary

The AQ needs to improve the delivery of its communicatiun materisls to the entire
agency population. A key methcd of delivery is 10 train Hanefits Coordinators
sdequately so that they will be able to perform their reqiired dutles 1o suppert the
dslivary and comprehension of bansfits information,

§. Changing Workforce Demuographics

The Judiciary is a different workforce today than it was five or fifteen years ago.
‘The needs and preferences of the group could potentially be changing as well. Our
demographic analysis shows that 15.7% of the Article ti/Senigr Judges, 11.5% of
Magistrates & Bankruptcy Judges and 16.1% of judiciary smployaes will retire
within the next 1.5 years.

The Adrinistrative Office (AO) should make efforts to periodically assess the overail
satisfaction of this changing population regarding the amploves benefite provided,
as well as other employment issuss, This will allow the AQ to rermain closer 1o
employee preferences, ldeally, the AC would have the Saxibility 1o creete &
benefits program to mee! their employess’ nesds.

" Total Fadaral Civillan Employment {in thousands)

Yoar 1882 19¢4 1986 1988 1880 1994 1986 1998
Ees 2,824, | 2934, 302z 3112 |3,178. | 2.871. | 2920, | 2847,
8 3 2 8 3 8 3

% Lhange —_— 3.8 3.0 30 g5 i 50 2.7 -2.5

Judicial Braneh Employment {in thousands)

Yeoar 1882 1884 1888 1888 1880 1894 1885 1988
Ees 1.0 17.2 18.0 21.8 23.4 28,0 29,0 29.6
% Changs —_ 7.8 i0.8 i13.2 8.8 18.6 3.8 2.1

Sowres: The Facr Book, 1997 Edition; Fadseai Civilian Workforce Sweristics, published by OFM

Although the percant change in the total federal eivilien vvorkforce has dsclined in
recent years, the percent change in the judicial branch warkforce has ineressed aver
the same tims period. The Judiciary has doublisd in size (numbar of employess)
since 1982 whereas the entire faderal government has remained relatively stable.
The issues of praviding benefits for an employes group with this growth rate can ba
different from the issues of providing benefits in a stable workforce.

8
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Executive Summary

A consistent message throughout the judicial officer interviews was that the
demuographics of the Article (i judgaships are changing significantly, and that new
appointess are sntering the Judiciary at younger sges than in the past, It was
suggested that the Judiciary shouid create flaxible benefits 1o help meet the needs
of the judicial officers. Again, the leck of a vesting schedule in the pension plan
was mentioned.

Qur demographic analysis supports the fact that judicial officers appear to be
entaring the Judiciary at younger ages than in the past. This hss significant
implications regarding retirement benefits, and the suitability of no vesting. Based
on employse opinion and apparent AO desire, increased bensfit flexibility is needed
to provide meaningful benefits 10 a diverse and changing workforce.

10
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Executive Summary

Recommendations

The graphic below illustrates the current versus the desired state of benefits at the
Judicigry which condenses our findings and recommendations based on the
information drawn from the employee benefits survey and benefit assessments.

Develop benefits philosophy that
addresses the goals of the AO

i
® No benefits philosophy | ]

Offer supplemental benefits to fill
gaps in coverage

B Gaps in current benefits coverage ]

% No control in design and ®  Engage in discussions with OPM
sdministration of benefits to influencs the core benefits
program provided and to snsura that the

needs of judicial officers and
- judiciary employses ars met
Vs,
8 Benefits do not meet the needs of W Attain flexibility to make changes

and enhancements to the benefits
packags offered to judlcial officers
and judiclary empioyees

the Judiciary's diverse population

| Jjudicial officers’ retirement plans
do not reflect that the average
age of hire for judicial officers has
ducreased in recent years

B Lack of clear, sasily undarstood,
benefits information

| Little training of benefit
coprdinators leading to
ingensistent delivery of benefits
information

Raview relevancs of previgions in
judicial officers’ retiremant plans
and address thae changing
dermegraphics

Develop improved benefit
communication that is deliversd to
employaas on a timsly basis

Develop comprehsnsiva training
and development plan to assure
more consistent and accurate

dalivery of benefits information

Strategies to achisve the desired state includse the following considerations:

& Consider the pursuit of amendments to Title 28 of the United States Code that
would provide the Judiclary with the benafit flexibility similar to that provided te
financial institutions under Title 12. Short of this, consider the pursuit of
legislative change to create the ability for the Judiciary to offer pre-tax benefit
options and flexible health care and dependerit care spending accounts.
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Executive Summary

W ldentify non-appropriated funds within the Judiciary that could be used to
subsidize ths cost of any supplemental benefits offered to judicial officers and
judiciary employses.

A wall-designed strategy —- regardiess of how flawlessly it is implamentad — is

affected by other issuss and challenges that may exist within an organization.

Some issues and challengss, which if neglected may becorne barriers to

impiementation, are shown in the chart that follows:

Limited financial and staffing resources

B Capability of present payroli/personnel system 1o implemant and/or maintain a
supplemental benefits program

= Timing of spproval 1o offer supplemental bensfits from Judiclal Resources
Committes and Judicial Conference, authority of Congress (if necessary)

B Pracurement timing

We recommend that the Administrative Office concentrate on the key aress of
improvement shown below. Towers Perrin developed these recommendations in
conjunction with AD staff. Any suggested changes may require approval from
Congress.

1. Offer supplemantal benefits

Given the judicial officers and judiciary employees perceived shortfalls of the current
federsl plans, and the Judiclary’s dssire to improve benefits, the AO should pursue
offering benefit programs to supplement the faderal benefits. These supplemental
benetits would be implemented and administerad by the AC.

The suggested schadula for supplemental benefit implemantation is:

By January 1, 1999:Leng Term Care
By January 1, 2000: Dental, Vislon and Long Term Disability

In the benefits survey, judicial officers and judiciary employses specifled these
programs as being the most important programs currently not avallable. Although
the above benafit programs are not particularly complex bensfits, offering them
would likely require the AO to develop & bensfit administration infrastructure that is
not currently in place,

12
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Executive Summary

These pragrams can be offerad on an employee-pay-all basis. Howaver, if the
Judiciary were able to subsidize & portion of the benefit cost, the employaes’
percaived value of these benefits would likely be enhantes.

The Judiciary should confirm their ability 1o offer thess supplemental programs.
Also, an administrative agsgssment shouid be performad to determine the AO's
actuel staffing, systems and owhisr adminigtrative needs,

As a long-term approach, the Judicisry should also consider changes 10 the Article
{1 judges’ retirement plan and the JRS that would add some features commen in
other retiresment programs, and which would be compatible with the judicial
officers’ amerging demographics (i.e., sarlier ages at appointment):

- Consider gliminating the ags 85/rule of 80 requirernems from the Article Hl
judgss plan, and introducs s vesting schedule.

- Consider introducing an early ratitrement feature to the Article HHl judges plan
and the JRS. :

- Congider revising the finarcing arrangsment for the JSAS portion of the
Article Il judges retiremens plan and the JRS such that contributions sre not
raquired while in active sarvice.

2. Mesot with OPM and offer suggostions for change

Wa waere asked to provide the AD with suggestions the AQ could offer ts OPM in
order to improve the FEHBP, in light of the findings of this project. Qur suggestions
are shown below,

- Discuss methods of collecting Judiciary-spesific data that is currently not
available.

~ Review upcoming benefits that may soon be available to federal smployees
in order to avoid redundancy under the supplemental bensfits plan.

- Reduce the numbaer of plans offerad under FEHBR,
~  Introduce more benefit provision standardization between plans.
~  Offer a separate “out-of-area” plan to employees in underserved areus.

~ Increase the sttention paid 1o plan performancs, for new and continuing
) health plans. Terminate under-parforming plans.

~ Introduce plan cost as a criteria reviewed when considering the continuad
offering of health plans.

13
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— Change the health plan pricing methodology to allow for three- or four-tier
rates.

~ Change the health plan prising methodelogy to refiect health plan efficiency
in the pricing of the plans to participants, Eliminsats the inefficient health
plans.

- improve the mental hexith and susstance abuss benefits coverags under
FEHBP managed fae-for-service plans.

- Improve the prescription drug bensfits coverage under FEHBP managed fee-
for-service plans.

- Separate the retires experiance fiom the active employee experience in the
davelopment of health plen rates.

3. improve smployse communicstions end training for Benaflt Coordinators
Benefits cornmunication mateyiels

Benefits communication materials must bs presentad in a timely, straightforward,
eagy-to-understand and easily accessible format. The langusge should be simple
and complemented with graphics, charte and quotes to emphasize key peints within
the text, Materials should be prepared and designed with the intent to distributs
them in a variaty of media and formats.

Benefits information must be delivered consistently to all employee groups
regardiess of the delivery methad. Delivery methods also nesd to consider two-way
eommunication to allow emple: ees 10 easily provide input, ask questions and
receive answers to their inquiries.

Bensfits materials need to sducats employees sbout the importance of benefits,
encourage the employee’s res; ansibility in making informed benefit cheices and
emphasize the rola benafits play in the tetal compensation of the employes.

Benefits Coordinators training snd develogment

Training must be presented in an interactive, timely and straightforward mannaer.
Training materials should be easy-to-understand, easily accessible and should
adhers to the commonly understood rules of effective communication (as described
in the Communication Materigls Audit section of Volume 3 of our report). The
ianguage should be simple and complemented with graphics, charts and quotes to
emphasize key points within the text,

Materlals should be prepsred and designed with the intent to distribute them in a
varigty of media and multiple formats. Rssources should be readily available and

15
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Executive Summary

easy for Benefits Coordinators to access. Networking an:! infermation-sharing
among Benefits Coordinators should be facilitated and encouraged,

Benefits information must be delivered consistently to all 2snefits Coordlnators,
regardiess of the delivery method, Benefits Coordinators, in turn, must assure
information is dellvered accurately and consistently to various employee
populations. Delivery methods also necd to consider twe-way communication to
emphasize the role of Benefits Coordinstors, allow Benefits Coordinators to easily
share Information with each other and receive answers from the AO staff to their
benefits inquirias.

Benefits materials need to educats Beneflts Coordinaters sbout the Importance of
bensfits, emphasizing their responsibility helping judiciary employees make informed
benefits choices. Bensfits Coordinators also need a thorough understanding of the
role benefits play In judiciary employses' total compensation.

More datalls about the approach used to reach these recormmendations can be
found in Volume 3 of this report. This information is supported and should be
viewed in conjunction with that valume.

18
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Judge JAcoBs. Thank you very much.

Partially in response to the Towers Perrin program, in March
1998 the director of the administrative office was given authority
to establish a program of supplemental benefits. We have done
that. I think with your indulgence, I'll just review the five pro-
grams that we have established very briefly.

One is a health care reimbursement account. The employee de-
cides before the end of the calendar year how much money to set
aside on a pre-tax basis to pay certain medical expenses. These
sums are used for co-payments, deductibles, vision, dental care, ev-
erything that’s not covered, virtually everything that is not covered,
by the Federal employee health benefits. About 7,500 employees
enrolled in that in the year 2002. It’s a very high number, and it
reflects the high level of interest that Towers Perrin had detected
when they conducted their study.

We also instituted a dependent care reimbursement account. It
works, there are bells and whistles that differ, but basically it is
also a program by which employees deposit money and uses that
money to pay for benefits that are not otherwise available, such as
child care, care for sick dependents, elderly people, and so forth.

About 9,000 employees of the Federal Judiciary are participating
in these reimbursement accounts. That’s about 27 percent of those
who are eligible. This is a very high percentage. We are advised by
experts in the area that the usual for the area would be 10 or 15
percent out in the national work force. It reflects a very high inter-
est in it and also reflects, I think, an intense educational effort to
publish the details and the information about these programs to
warn people of some pitfalls that lie in them, that is, for example,
a use-it-or-lose-it feature that was referred to by one of the speak-
ers on the earlier panel, and to make people sufficiently com-
fortable with it.

Our experience is that complicated as it is, it’s extremely valu-
able. And every year, appreciable additional percentages of people
participate. The data of that is in my report, and I'm not going to
tarry over the actual numbers. But the success of that program has
been in part a result of a very determined educational effort.

The program is a great benefit to everyone concerned. One of the
subjects that people most cite as a benefit, an advantage that they
have from the health care account, is being able to pay for ortho-
dontia. For young children, it is an astonishingly expensive item.
It is not at all uncommon for people to pay for it on an installment
basis, because it is such a huge expenditure. These funds are avail-
able. The health care reimbursement account has now reached a
$10,000 limit, a very large and very substantial benefit.

To go on to the next program, which is the premium payment
program, it essentially reduces by about 38 percent the cost of the
Federal employee health benefit, because it allows a deduction
from the pay check every month which is placed directly in an ac-
count that pays the premium. I should add that does not affect an-
nuities or other arrangements. It does, as you have pointed out,
Mr. Chair, it does affect Social Security payments, but in a com-
pletely insignificant way.

Next to last, the Federal Judiciary long term care program al-
lows people to pay premiums to buy 5 years of coverage for long
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term care, not only for themselves, the employee can buy such cov-
erage regardless of pre-existing conditions, without a medical ex-
amination, but also allows purchase of a long-term care program
for relatives, parents, grandparents and others. The nature of the
custodial arrangements that are insured are legion. It can be a
nursing home, it can also be home care, it can be community care
and so on.

Finally, we instituted a commuter benefit program, which allows
employees to set aside pre-tax dollars to pay for mass transit and
parking expenses.

Programs like these are common, as the subcommittee has
learned from the prior panel, common in State government and the
private sector. We implemented these measures within the existing
statutory framework, but to do more, we require legislation. And
we would propose to add these benefits on a cost sharing basis. We
would like to establish a full cafeteria-style program, funded in
part by a modest contribution from the Judiciary as employer. We
are thinking in terms of $500, at least as an example, but we
would have to do a good deal of actuarial work in order to come
up with the exact amount that would be useful.

The programs that we envision could be offered would be dental
insurance, foremost, because a very large proportion of the ex-
penses accrued under the health care reimbursement account is for
dental care. This clearly is a felt need. Vision insurance, leave con-
version, expanded commuter subsidies, also very important, short-
term and long-term care disability.

Mr. WELDON. I've let you go on for 10 minutes now. Could you
try to wrap it up?

Judge JACOBS. The astonishing thing I have learned on my years
on the committee has been that it’s really very difficult to figure
out what other people need in the way of benefits. This cafeteria
system is a way of assuring that people can make their own choices
based on their own needs, based on their own family cir-
cumstances. And if I were to go on, I would basically be repeating
much of what you said, Mr. Chairman, when this meeting started.
That’s a good note, I think, to end on.

[The prepared statement of Judge Jacobs follows:]
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Statement of Circuit Judge Dennis Jacobs
to the U.S. House Government Reform Committee
Subcommittee on Civil Service, Census & Agency

Organization

Mr. Chairman and Members of the Subcommittee, I am Dennis Jacobs, Circuit Judge of the
United States Court of Appeals for the Second Circuit. I appear today on behalf of the
Judicial Conference of the United States, which is the policy-making body for the federal
judiciary, I chair the Conference Committee on Judicial Resources which has jurisdiction
over personnel matters. I have the distinction and responsibility today of representing their
views and concerns, The judiciary greatly appreciates the Subcommittee=s interest in the
judiciary=s innovative benefit programs.

1 am no expert on employment benefits, so I will not undertake to describe the technical
aspects of cafeteria plans under 26 U.S.C. ' 125. With your indulgence, I am here to testify
about why the judiciary implemented an expanded flexible benefit ' 125 plan; the success we
have enjoyed with the present plan; and how beneficial it would be to expand the choices
available under the plan and to institute an employer contribution.

The innovative benefit plan now available in the Third Branch is the product of a systematic
benefits initiative undertaken in response to anxieties expressed by employees and judges in
the 1990s about the Federal Health Insurance Program, which was narrowing coverage and
raising premiums. The Judicial Conference approved a request from the Director of the
Administrative Office, Leonidas Ralph Mecham, to conduct a comprehensive study that
would survey benefits available to judicial employees and compare those benefits to the
benefits available in the private sector, state government, and some federal agencies.

To do this study, the Administrative Office retained the services of Towers Perrin, an
international benefits consulting firm, which completed its work in March 1998. The study
identified several critical gaps in federal benefits: no long-term care insurance; no dental or
vision benefits; and no pre-tax benefits such as flexible spending accounts for health care
and dependent care.

The deficiencies identified in the Towers Perrin study were alarming. The judiciary was
facing the prospect of replacing a significant portion of its whole workforce as its baby
boomer employees retired over the coming years; the new generation of employees would
be recruited in a highly competitive environment for skilled workers, in an era when people
change jobs frequently. As the judiciary recognized, we could not compete in that
environment with substandard benefits.

In March 1998, the Judicial Conference voted to seek legislation conferring upon the

http://reform.house.gov/civil/dennisjacobs52102.htm 2/26/2003
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Director of the Administrative Office authority to establish a program of supplemental
benefits. Later the Judicial Resources Committee endorsed a plan for an employee-pay-all
long-term care insurance program, as well as certain other employee-pay-all benefits
identified by Towers Perrin,

* &

Today--as a result of that effort and under the current statutory authority--the judiciary offers
its current and prospective employees a package of employee-funded supplemental benefits:
(i) a health care reimbursement account; (ii} a reimbursement account for dependent care;
(iii) a plan for pre-tax payment of health insurance premiums; (iv) a long-term care program;
and (v) a commtuter reimbursement.

T will very briefly review each of these benefits.

(i) The Health Care Reimbursement Account permits the employee to set aside money ona
pre-tax basis to pay non-covered medical expenses for themselves and dependents {(co-
payments, deductibles, vision and dental care). Employees have access to the dollars they set
aside at the beginning of the year and fund the account through payroll deductions
throughout the year. The average set-aside per participant is $1,650. About 7,500 employees
were enrolled in 2002. Interestingly, about half of all the money set aside in this plan has
been used for dental expenses.

(i1) The Dependent Care Reimbursement Account permits the employee to set aside pre-tax
dollars at the start of each year to pay for dependent care expenses, as outlined in IRS Code '
129. Allowable expenses include child care, as well as elder care and care of disabled
dependents. Unlike the health care reimbursement account, employees must first fund their
dependent care reimbursement account before expenses can be reimbursed. Families with
such expenses bear a considerable financial burden; dependent care expense can easily
exceed a family=s monthly mortgage. The IRS limit of $5,000 barely covers half a year of
such expenses. Still, employees electing maximum participation saved about $1,500 a year,
providing some relief from these costs.

These two reimbursement accounts are administered by a third-party administrator at a
contract cost of $3.10 per employee per month. This modest cost includes enrollment
processing, payroll tape transfers and interfaces, an interactive voice response system,
dedicated benefit counselors, claims handling, and the preparation and distribution of
program communications. The third-party administrator offers us state-of-the-art systems
and expertise that the judiciary counld not create in-house without years of development and
training, and considerable infrastructure expense.

Almost 9,000 employees participated in the reimbursement account feature of the flexible
spending programB-more than a quarter of employees eligible. Our administrator advises
that participation in the judiciary is well above the industry average of 10% to 15%.
Attachment 1 of my statement outlines participation of the last three years, reflecting a

http://reform.house.gov/civil/dennisjacobs52102.htm 2/26/2003
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steady increase in the number of participants and in the dollar amounts set aside by them.

These reimbursement accounts entail some risk sharing. Employees set aside the money at
the beginning of the year on a use-it-or-lose-it basis. The judiciary (as employer) is at some
risk because employees can make claims for incurred health care expenses against the full
dollar amount designated at the beginning of the year, before the account is fully funded by
payroll deductions. Still, claims have never exceeded the moneys collected, and employee
forfeitures have been few: seven out of eight participants forfeit nothing; and forfeitures are
approximately one percent of total elections. Forfeitures are still deemed employee money
and are held in a separate account to offset the program=s administrative costs and to
finance other benefit programs in the future.

We believe this program has been successful because we have tailored it to what employees
asked for in surveys conducted by our consultant in the 1998 study. The AO carefully
educated employees over a long period of time so that they can appreciate the financial
advantage of the program, budget their medical costs, and avoid forfeitures. Frequent
reminders warn against the risk of forfeiture. The third party administrator provides on-line
enrollment and interactive worksheets to help employees figure out how much money to set
aside. Special training programs are conducted for benefit coordinators in the courts. And a
benefit mailbox was established so that employees can email their questions and get answers
the same working day.

This successful program is a great benefit to everyone concerned regardless of their
individual and specific needs. For example, it is easier to hire the people we want if they can
finance child care; the high cost of orthodontia for families with children is at least
somewhat alleviated by this program; and other families have been able to purchase hearing
aids and other medical goods and services not covered by their health plans. Among a host
of other advantages, this program encourages our employees to plan for their health care
needs and to be more careful consumers of health services. We have had not one complaint.

(iii) The premium payment plan allows employees to pay their health care premiums with
pre-tax dollars. Employees are automatically enrolled (subject to an opt out election) if they
participate in the Federal Employee Health Benefit program. Participating employees
thereby save approximately 38 percent of the cost of health care premiums, an average
annual savings of $526. This is money that is now available to pay medical expenses that are
not otherwise covered (such as vision and dental care) or that helps employees absorb steady
increases in premiums without being compelled to elect a different health plan that might
not be as suitable to their needs. The judiciary instituted this plan in January 2000;
understand that the Office of Personnel Management established a similar plan in October of
that year.

(iv) The Federal Judiciary Long-term Care Program, underwritten by CNA in 1999, offers
coverage for nursing homes, assisted living facilities, and a variety of home-care and
community-based custodial options that fit the needs and budgets of our employees. CNA,
based in Chicago, has been offering long-term care insurance for 30 years, and was

http:/ireform.house.gov/civil/dennisjacobs52102. htm 2726/2003
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competitively selected for its experience, strength and flexibility in this market. Depending
on the terms selected by the employee, this plan pays long-term care expense for the
employee, the employee=s spouse, and certain other close relatives. For employees
themselves, this plan is available during open season on a guaranteed issue basis without
regard to pre-existing conditions. The plan provides an option for inflation-protected
benefits. Among other things, it assures that after three years of participation and even if no
further preminms are ever paid, the employee continues to have at least 30 days of coverage.

(v) Finally, under the Commuter Benefit Program, introduced in 2001, employees set aside
pre-tax dollars in special accounts to pay mass-transit and parking expenses. The maximum
set-aside is $100 per month for mass transit and $185 for parking. This benefit is used in
conjunction with commuter subsidy programs that are optional with individual courts (and
which are also available to federal employees in other branches).

* ¥ %

Benefit programs like these are common in state government and the private sector. We
implemented them within the existing statutory framework, without seeking additional
funds. We would like to do more; but that will require legislation. The programs I have been
talking about are entirely funded by the employees themselves.

We believe that we would need an amendment to Title 28 of the U.S. Code to allow us to
add more benefits to the flexible benefit plan in a cost-sharing arrangement with employees.
The cost-sharing feature of our request would not entail additional funds, at least initially,
and could be provided from current appropriations. We believe that such a program would
provide a substantive return on investment by reducing tumover expenses, which include
recruitment costs, hiring bonuses for certain categories of employee, training costs, lost
productivity, severance costs, and all of the other losses and frictions associated with
turnover.

1f such aunthority is provided, we would establish a full scale cafeteria-style benefits program
that would be funded in part by a modest per-employee contribution by the judiciary. A
$500 employer contribution would {for example) amount to $15.5 million for the present
workforce size. Individual employees could elect to supplement the employer contribution
by post-tax or pre-tax payments (depending on IRS rules), or the exchange of earned leave.
The combined employee and employer contributions could then be used to purchase benefits
from a menu of choices. Among the new benefits we could offer are:

$Dental insurance;

$Vision insurance;

$Leave conversion;

$Expanded commuter subsidies;

http://reform.house.gov/civil/dennisjacobs52102.htm 2/26{2003
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$Short term and long term disability; and

$Prescription drug insurance and mental health insurance that would
plug gaps in the FEHB programs.

The incremental administrative cost for improving our current benefits program is estimated
to be less than 1/10th of one percent of the total payroll.

A modest employer contribution would allow greater flexibility, and would give each
employee leverage to design a benefits package that fits the particular needs of the employee
and the employee=s family. We anticipate that this flexibility would improve recruitment
and retention rates and increase employee morale, and would yield dividends (well in excess
of the outlay) to ensure that the judicial branch can recruit and retain employees who are
skilled, talented and dedicated.

We are aware of other legislative initiatives to make changes in ' 125 regulations that would
allow retirees to participate in the premium payment plan, pay for long-term care premiums
with pre-tax dollars, and permit participants to roll over funds in the cafeteria plan rather
than forfeit unused dollars. We in the judiciary fully support and endorse these proposed
changes.

Benefits, which amount to one-third of total compensation, are a key element in the
recruitment and retention of the employees we need. Congress has granted other agencies,
such as the IRS, special compensation authority to help in recruitment and retention. As the
baby boomer generation retires over the coming years, the judiciary will be hiring from a
generation that has broader employment options and different career expectations.
Recognizing (as we do) the choices and opportunities that a new generation has in
organizing their lives, families and careers, we want to assure that our benefits package is
attractive to everyone: to one-earner families, and two-eamer families, to single parents, to
empty-nesters, to urbanites and long-distance commuters, to people with elderly parents and
grandparents, to people who are healthy and want to stay that way, and to people who are
trying to cope with the costs of their own health problems or illnesses in the family.

A cafeteria-style benefits package that allows people to identify their own needs and
custom-design their own benefits is the best way to attract and keep the employees we need.
It is also the only way I can think of 1o assure a satisfactory benefits program to each
employee of the judiciary.

http://reform.house.gov/civil/dennisjacobs52102 htm 2/26/2003
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Mr. WELDON. Great. Thank you very much. I appreciate your tes-
timony. It’s been very, very informative.

I take it, based on your testimony, that you have experienced an
improved ability to retain and attract employees as a consequence
of offering this? Has it been an overall useful recruiting and reten-
tion tool?

Judge JAcoBs. We think it has been. Although as members in
the earlier panel indicated, it is not so easy to quantify this. Re-
cruiting and hiring in the Federal Judiciary takes place in about
110 courts, spread all over the country. To know whether people
are having trouble or not having trouble, we would have to, as it
were, survey 100 chief judges.

But if there are problems, we hear about it. We think that the
primary benefit of this is in retention. We compete with State
courts for many of the same people doing many of the same things.
It is a very hard thing for us to lose people that we have trained
at great cost and expense to State courts that do offer these cafe-
teria programs. So we are quite confident that we are seeing an im-
proved measure of retention.

Mr. WELDON. Mr. Thomas in his testimony earlier in the first
panel made a statement that one of his concerns was that some
employees would have difficulty understanding or negotiating these
plans with all the choices in them. Have you had any experience
in that arena, where employees have had problems with it?

Judge JAcoBs. We have had no problems. I believe, however,
that Mr. Thomas is identifying a real concern. I think the concern
can be dealt with with very carefully drawn brochures. And most
of all, we in the Federal Judiciary use an interactive link, so that
someone who has a question about their benefits can contact the
benefits officer in their court. The benefits officer in their court can
ask a very specific question and it will be answered in Washington
the same day.

So we think it’s very important, I agree that many of these ar-
rangements are complicated. And they involve, and they require, a
certain level of explanation by the Government. I think it’s a re-
sponsibility, when you’re offering these things, to explain them.
But we have developed brochures for it, and we have had no trou-
ble, because we have made a substantial effort.

Mr. WELDON. Would you be willing to work with the committee
in developing legislation to authorize the Judiciary to offer a full-
fledged cafeteria plan?

Judge JACOBS. The Judiciary and the staff, the administrative of-
fice and I would dearly love the opportunity to do that.

Mr. WELDON. Well, I thank you for your testimony and I again
thank all the witnesses. And with no other Members here for ques-
tioning, the hearing is coming to a conclusion. The Chair notes that
some Members, as stated before, may have additional questions,
particularly for the second panel. We will keep the record open for
2 weeks to allow sufficient time for the submission of written ques-
tions and responses from our witnesses.

I also ask unanimous consent to enter into the record the written
statement submitted by the National Treasury Employees Union
and the Senior Executive Association.

[The information referred to follows:]
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May 28, 2002

MEMORANDTUM

TO: Chapter Presidents and Legislative Coordinators
RE: Testimony on Cafeteria Benefits for Federal Employees

Summary: Attached is testimony that NTEU submitted for a
recent hearing exploring the possibility of providing federal
employees with a cafeteria benefits arrangement.

Last week, the House Civil Service Subcommittee held a
hearing to explore the possibility of providing benefits to
federal employees through a cafeteria benefits arrangement. This
is also sometimes called a flexible benefits arrangement.

As you will see from the attached testimony, NTEU made clear
that while we are always interested in improving the federal
benefit package, we will oppose efforts to require federal
employees to choose between competing benefits -- something that
is often reguired in cafeteria benefits plans.

Under a cafeteria, or flexible benefits plan, emplcoyees are
usually given a pool of money to spend on an array of benefits
such as health insurance, life insurance, additional annual leave
or other benefits the employer may choose to include. Employers
that provide cafeteria benefits to their employees often use the
increase in the Consumer Price Index (CPIL) as the standard for
increasing the annual pool of money they provide their employees.
The CPI has averaged two to three percent in recent years while
annual health insurance premium increases have averaged between
10 and 13 percent. Given these facts, I pointed out to the
Committee, it would not be long before federal workers would be
forced to give up other benefits just to maintain their health
insurance coverage. For this reason, NTEU is not in favor of
cafeteria or flexible benefits for the federal workforce.

I also used this opportunity to point out to the Committee
NTEU's continued interest in making Flexible Spending Accounts
(FSAs) available to federal workers. Under a FSA, an employee
can gset aside money on a tax-free basis for certain out-of-pocket
health and dependent care costs. FSAs are often made available
to employees following introduction of Premium Conversion Plans.
As you know, NTEU successfully convinced the last Administration

901 E Street, N.W. - Suite 600 - Washington, D.C. 20004-2037 - (202) 783-4444 >
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to make Premium Conversion plans, which permit employees to pay
their health insurance premiums with pre-tax dollars, available
to federal employees in 2000.

NTEU continues to work with the current Administration to
make FSAs available to the federal workforce as soon as possible.
When there is further information to report on these accounts, I
will let you know.

Colleen M. Kelley
National President

Attachment
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Chairman Weldon, Ranking Member Davis, Members of the
Subcommittee, my name is Colleen Kelley and I am the National
President of the National Treasury Employees Union (NTEU). NTEU
represents more than 155,000 federal employeses across 25 agencies

and departments of the federal government.

I very much appreciate your scheduling this hearing today to
examine issues surrounding the Federal Employees Health Benefits
Program {FEHBP}. It is my understanding that you are also
interested in exploring whether or not a cafeteria benefits plan
might be a viable way of delivering benefits to federal

employees.

NTEU’s members are increasingly concerned about the
exorbitant rate increases in FEHBP plans in recent years. As
NTEU's President, I have been received a growing list of
complaints from our members. As you know, not only have premiums
skyrocketed, but many participating FEHB plans have
gimultaneously increased their reguired copayments and
deductibles, limited covered services and dropped participating
physicians from their programs. In addition. health maintenance

organizations in many parts of the country have announced that
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they will no longer participate in the FEHBP. Federal employees
are being required to pay considerably more for coverage with

health choices that continue to shrink.

As the Chairman knows very well, the federal government is
in the midst of a human capital corisis. Attracting and keeping
employeeg with the best skills is a challenge for all employers;
it has become a particularly significant challenge for the
federal government. What used to be considered one of the
premiere programs in the federal employee benefit package - the
FEHBP -~ is today often regarded as a disincentive by thoge
considering employment with the federal government. The FEHBP
has become prohibitively expensive for lower paid employees and

unattractive to prospective employees.

Last October, the Office of Personnel Management announced
average 13% rate increases for FEHBP plans in 2002. This
increase followed average FEHBP premium hikes of 10.5% in 2001,
9.3% in 2000, and 9.5% in 193%. Employees choosing the most
popular FEHBP plan, Blue Creoss-Blue Shield Standard Option Family
coverage for 2002, were faced with 17% premium increases.
Moreover, since 1958, premiums for Blue Cross Standard Option

Family coverage have increased by 43%.

To provide a better perspective on what these increases have

meant to the average federal employee, from 1898 to 2001, federal
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salaries increased an average of 13%. I think its easy to see

why federal employees find the FEHBP increasingly unaffordable.

The federal government as an employer currently pays an
average of 72% of the health insurance premium for its employees,
with employees paying the other 28%. There is a sharp contrast
between private sector employer contributjons toward employee
health benefits and the portion the federal government pays for
its own employees. According to the 2001 Kaiger Family
Foundation’'s Employer Health Benefits Survey, the average
employee participating in employer-sponsored health insurance
pays 15% of the premium for single coverage and 27% of the

premium when cheosing family coverage.

A December, 2000 Bureau of Labor Statistics analysis of
employee benefits in state and local governments found similar
trends, Most state and local government employers pay at least
80% of the health insurance premium for their employees; some pay

as much ags 90% of employee health insurance premiums.

Bipartisan legislation, introduced by Congressman Hoyer, is
pending before your Committee that can help address this critical
issue. H.R.1307 would increase the employer share of FEHBP
premiums from the currsnt average of 72% to the most common
industry standard, B80%. NTEU, as well as 84 of your colleagues

in the House of Representatives have endorsed this legislation.
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When I last appeared before your SBubcommittee in October, 2001, I
urged you to convene hearings on this important bill.
Unfortunately, your Subcommittee has yet to consider this

legislation.

Recantly, Congresawoman Morella introduced H.R.4580, which
among other things, would increase the federal government’s
contribution toward employee health benefits from 72% to 76%.
Both of these bills are important steps toward making the fedexal
government an employer of choice. Absent competitive pay and
benefits, the federal government will never effectively compete
for the talent it needs. H.R.1307 and H.R.4580 represent modest

steps in addressing our human capital crisis.

NTEU has pressed for improvements in the federal benefit
package over the years that we believe are key to recruiting and
retaining the best employees. For example, NTEU worked closely
with the last Administration to put in place a mechanism to
permit federal employees to pay their FEHBP premiums with before-
tax wages. Called a Premium Conversion Plan, it is a benefit
employers are permitted to offer their employees under Section
125 of the Internal Revenue Code. Although private sector
employers had widely coffered this benefit to their emplovees
since 1978, the federal government did not make it available to

its own employees until the year 2000.
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Mozt medium and large employers, as well the majority of
state and local governments, provide Premium Conversion Plans to
their employees. Furthermore, employees of the U.8. Postal
Service, the Pederal Judiciary, the Comptroller of the Currency,
Federal Deposit Insurance Corporation, Office of Thrift
Supervision and the Federal Reseryve System have participated in
Premium Conversion for many years. The extension of this benefit
to the entire federal sector not only enhances the ability of the
federal government teo more effectively compete in the labor
market, it will help those federal employees who, until now, were
unable to afford FEHEP coverage, better able to purchase
coverage. As & result of this one provision, the average federal
employee has experienced a $480 increase in annual take home pay.
1 also want to applaud the Congress for subsequently making
Premium Conversion Plans available to legislative branch

employees.

The same section of the tax code that authorizes the
establishment of Premium Conversion Plans, Section 123, permits
employers to make Flexible Spending Accounts {FSAs) available to
their employees. NIEU also strongly supports extending Flexible
Spending Accounts to the full federal sector. Like Premium
Conversion Plans, FSAs have been available to employees of medium
and large employers, state and local governments as well as to
employees of the U.S. Postal Service and the other federal

agencies listed above. As far back as 1924, the Department of
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Labor zreported that 6%% of full time state and local government

employees wers eligible to participate in FSAs.

An employee eligible for a Flexible Spending Account would
set aside a gpecific amount of money at the beginning of each
year to pay certain health care costs such as deductibles and
copayments as well as some medical costs not covered by insurance
plans, as well as dependent care benefits, if the employee
chooses. These set-asides are accomplished through payroll
deductions each pay period. As the employee incurs expenses that
meet IRS rules, the employee files a claim with the employer and
is reimbursed with his or her own pre-tax FSA contributions for

these medical and dependent care exXpenses.

NTEU has met with OPM Director James in an effort to make
FSAs available to the entire federal workforce. It is our
understanding from conversations with Director James that OPM is
committed to broadening the availability of FSAs as soon as
possible. We are also encouraged that the Bush Administration‘s
FY 2003 budget recommends permitting FSA participants to carry up
to $500 in unused benefits in an FSA forward into the next
calendar year. This would be a positive step in encouraging more
employees to take advantage of this benefit. Under current law,
amounts that an employee sets aside for medical and dependent
care expenses, but does not use, are forfeited to the federal

government at the end of the calendar year.
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Some employers also choose to offer their employees what is
called a cafeteria benefits plan. This is sometimes also
referred to as a Flexible Benefits Plan, not to be confused with
Flexible Spending Accounts which permit employees to shelter
their own money on a pre-tax basis to help with ocut of pocket

medical and child care expenses.

NTEU does not support extending cafeteria benefits, or
Flexible Benefits Plans to the fedsral workforce for a nuwmber of

reasons which I will outline for the Subcommittee.

Under a cafeteria benefits plan, employees ave usually given
a pool of money to spend on an array of benefits that the
employer has chosen to include in the package. Benefits
typically inciuded in such a mix are health insurance, life
insuyxance, additional annual leave, or other benefits the

employer may chooge to include.

Cafeteria benefits, or Flexible Benefits Plane, are often
used by employers as a method of controlling the costs of
benefits they provide to their employees. This is accomplished
by limiting increases in the annual pool of money employees are
given to purchase these benefits. Employers often use the
increase in the Consumer Price Index {(CPI) as the benchmark for
annual increases in the pot of money they provide employees for

the purchase of benefits. With simple inflation averaging 2 to 3
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percent in recent years and annual health insurance premium

increases averaging between 10 and 13 percent, it would not take
long before employees would be regquired to forgo other benefits
just to continue to maintain the health insurance coverage they

choose.

Indeed, a 1989 Employee Benefit Research Institute (EBRI)
report entitled, "Flexible Benefits for Federal Employees"
details exactly the reason NTEU opposes the introduction of

cafeteria, or flexible bhenefits for federal employees.

The report states, "Flexible benefits can help employers
control costs in several ways. First, they can relieve some of
the pressure on employers to offer and help fund new benefits.
Second, employers can use flexible plans to break the automatic
link between their contribution and the cost of inflation-prone
benefits such as health insurance.” The report continues,
"...this practice limits employer expasure by shifting inflation

costs to the employees."

Barlier in this testimony, I detailed the reasons NTEU
believes the federal government needs to move in the direction of
increasing the share of FEHB premiums it pays for its employees.
NTEU is not opposed to providing federal employees with benefit
choices, however, we will not support proposals that in reality

will have the effect of limiting employee choice by shifting
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health care inflation costs away from the government as the

employer and onto its employees.

Rather than enhancing the federal government’s ability teo
compete in the labor market, it would be difficult not to view
the introduction of cafeteria benefits as a major step backwards
and a further disincentive to federal employment. I hope that

this Committee, too, will f£irmly reject this notion.

Health insurance is usually the core benefit available in a
cafeteria, or Flexible Benefits Plan. The EBRI report referenced
above points out that, "As currently structured, the Federal
Employees Health Benefits Program (FEHBP) is unsuited to that
(Flexible Benefits Plan) role.* NTEU agrees with that

assessment .

As the Chairman knows, both current and retired federal
employees participate in the FEHBP. Under the present law, only
current employees are eligible to participate in plans available
under Section 125 of the tax code, such as Flexible Benefits
Plans. Thus, introduction of such a plan for the active
workforce would necessitate separating health insurance programs
for current and retired federal employees. In our view, the
introduction of a Flexible Benefits Plan would only serve to

further destabilize the FEHBP program.
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In conclusion, Mr. Chairman, NTEU believes there are many
steps this Committee could take to address the crisis in the
FEHBP. Introducing cafeteria benefits, or Flexible Benefits
Plans intoc the federal benefit package is not one of them. I
lock forward to working with you on these issues in the coming
months and urge you again to hold hearings on H.R.1307 and

H.R.4580 during this gession of Congress.

10
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Mr. WELDON. With that, the meeting is now adjourned.

[Whereupon, at 2:47 p.m., the subcommittee was adjourned, to
reconvene at the call of the Chair.]

[Additional information submitted for the hearing record follows:]
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Statement of Carol A. Bonosaro, President, Senior Executives Association
Submitted to the House Civil Service, Census and Agency Organization Subcommittee
Committee on Government Reform
Tuesday, May 21, 2002

The Senior Executives Association (SEA) represents the interests of career federal
executives in the government, including those in the Senior Executive Service (SES) and in
equivalent positions, such as Senior Level and Senior Techrical employees and Boards of Contract
Appeals Judges. Thank you for the opportunity to submit a statement for today’s hearing on
Cafeteria Plans and the Federal Employee Health Benefits Program (FEHBP).

While, overall, the FEHBP could be viewed as a model program, its coverage is lacking in
some areas, notably dental benefits. Most important, the federal government does not offer enough
flexibility in the use of “benefits dollars” to meet the needs of the diverse group of federal
employees who, depending on the point in their career or family situation, have diverse benefits
needs. Some employees, for example, do not need the health insurance coverage that is offered
through the government. These employees could better use the government’s contribution to
FEHBP (if they had access to those benefits dollars) for other types of insurance they might need,
such as short-term disability insurance or extra life insurance. Other employees need the flexibility
to apply benefits dollars toward child or elder care. Still, many others would like the opportunity to
purchase a dental plan that covers orthodontia. The one-size-fits-all approach of the current benefits
scheme does not work for these employees.

That need for added flexibility is why SEA would support a legislative proposal that would
make available “Section 125” benefits for federal employees. Private-sector employees have long
enjoyed the flexibility offered by cafeferia-style benefits plans that allow them to pay for childcare
expenses, disability insurance, and other needs with pre-tax dollars. A first step toward added
flexibility was enactment of the premium conversion law that allows current civilian employees to
pay for their contribution to the FEHBP premium in pre-tax dollars. Extending the full range of
Section 125 benefits to federal employees is the logical next step.

SEA supports this extension with one caveat: while flexibility is important, that flexibility
should not come at the expense of federal employees. Therefore, SEA would not support any
change in the FEHBP or in the benefits scheme that would come out of federal employees’ pockets
or that would be used as a present or future justification to reduce federal employees” benefits.
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Dear Dr, Weldon:

Altached are answers 1o questions that were submitied following the subcommittee hearing on
May 21, 2002 .

Please let me know i1 can be of further assistance.
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Marjorie H. Young
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How do you lin_k the pool of money one receives so that purchasing benefits are
not weakened i.e. are they linked to the CPI, medical inflation, regular inflation?

These types of concerns are addressed through the procurement process, which
establishes the rate structure for our benefits. All benefit products are procured through
a competitive process. A Request for Proposal is normally issued to procure benefits for
a three-year period, which provides for a one-year contract with two options to renaw the
contract for additional one-year periods. The vendor proposes the rate siructure for the
three-year petiod. The renewal period is sometimes extended in extenuating
circumstances to a fourth year - however, if the rate quoted for the fourth year is aut of
line with indusiry rates or if at gny lime service delivery does not meet expeciations, the
contract is net renewed or extended and is re-bid,

Let’s say that the tax code was changed to allow employees to rollover unused
balances in thelr Flexible Spending Accounts (FSAs). Is it possible that the health
expense portion of a Flexible Spending Account (FSA) could be used as a proxy
for the savings account part of a Medical Savings Account (MSA) if the employer
also offered 2 high deductible health insurance plan:

Because there are major differences between FSAs and M8As, the appropriateness of a
rollover of FSA dollars into MSAs is questionable without extensive changes to the tax
code. Those differences includa;

«  Currently, MSAs are only available to employees of small employers (50 or fewer
employees) or seif-employed individuals and only if the account ewner has qualifying
high deductible insurance. (There is proposed legisiation that may change this).

« Individuals covered under a heaith plan {not including supplemental plans such as
cancer, dental, vision, ete.) that is not a high deductible plan are ineligitle to
participate in an MSA_ Therefore, most employees participating in a typical health
FSA would not be eligible for an MSA.

+  MSA funds may be withdrawn for nonqualified (subject to taxes and possibly
penalties), while FSA funds may only be used for qualified medical expenses and
subject to third-party substantiation of expenses,

« Employers, employees or both may make FSA contributions, MSA contributions
may be made by employers or employees, but nat both.

« FSA contributions ocour only during the plan year. MSA contributions can be made
until the due date of the taxpayer's tax return,

« Currently, MSAs cannot be offered under a Cafeteria Plan.

Based upon your sxperience, what are the key elements of a successful program
for communicating about cafeteria plans with employees? Are there best
practices you would recommend?

The key elements of the State of Georgia Flexible Benefits communications are.

« The provision of timely, clear and concise materials to State of Georgia employees.

+ The opporiunity for employees to ask questions and get clarification on available
benefit options.

« The provisicn of adequate training to all Benefit Coordinators.
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The State of Georgia Best Practices:

The State of Georgia recognizes the importance of communication regarding the cafeteria plan
benefits. This information must be easily attained and understood by all eligible employees.
Best practices have been developed through the exchange of information with other state
programs and input via a Flexible Benefits Advisory Committee, which is comprised of
Personnel Directors andfor Benefit Coordinators from various state entities. Communication
practices for the Georgia flexible benefit plan are outlined below,

1) Wis crucial for employees to understand the concept of a cafeteria plan — that it provides a
way for employees to pay for benefits while saving on taxes. Explaining and giving
examples of the concept of pre-tax premiums provides the employee with a concrete value
of the cafeteria plan, particularly for the Flexible Spending Accounts.

2

Eb-1

To avoid employses becoming overwhelmed by the number of benefits offered, the number

of options in each benefit are reasonably limitea. We try to assure that each benefit option
is communicated in a way that is easily undersiood by employees and department
representatives.

3) We are committed to providing employees adequate information and assistance to make
informed choices. This information is provided through various means:

Enroliment Booklet outlining all available benefits is provided to each employee.
Video(s) are provided to each entity as requested to make available to emplayees and
department personnel,

Train-the-Trainer sessions are conducted prior to the Open Enroliment period to train
benefit coordinators. Sessions for the veteran coordinator cover changes from the
previcus year. Sessions for new coordinators are more extensive and cover all aspects
of all the benefits.

Electronic Open Enrollment offers employees the opportunity of completing their
selections, as well as medical underwriting forms, via the web.

The Agency Wab Site is used extensively to provide information regarding the State of
Georgia Flexibie Benefits Program to employees. The enroliment bookiet, video and
session presentations are available for viewng or to download. Information on each
benefit and vendor, including web site links, phone numbers, claim forms, contact
information are also posted on the web site

Georgia Merit System staff is availabie to both employees and department personnel fo
assist with problems, questions and concerns.

The Georgia Merit System contracts with the vendors to provide customer service
support to program participants.

ta
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