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Assistance to Workers Between Jobs Initiative: 

Questions and Answers 


Q. ,What is the initiative that the President has proposed? 
i 

A. 	 The Assistance to Workers Between 'obs Initiative is a carefully constructed, targeted, 
paid for program that the President:proposed as part of the Fiscal Year J 997 Budget. The 
initiative builds on the Kassebaum1Kennedy law and will provide health insurance 
coverage for 3 million Americans, inc1uding 700,000 children. According to a recent 
Lewin Group, about half of the uninsured who lost their health insurance at some point 

'between 1991 and 1993 lost cover~ge because either they or 'their parent/spouse lost their 
job. 

Many of these people may have trouble paying their health insurance premiums. As 
I . 

recently reported in the Lewin study, the cost of COBRA coverage may present a barrier 
t6 coverage. The Lewin study estimates that in 1995, the average monthly premium for 
COBRA coverage was $177 for individuals and $464 for families. For families covered 
under the President's proposal, thi~ represents about 20% to 30% of their average ' 
monthly income while they are unemployed. 

• 	 Builds on Kassebaum-Kennedy law. While Kassebaum-Kennedy helps provide access to 
health insurance, this initiative will help make health insurance more affordable. 

• 	 Provides premium assistance for those who previously had health insurance but are in­
between jobs and may not be able to pay the full cost of coverage on their own. 

• 	 Limits coverage to only those prev,iously insured. Coverage would not exceed six 
months. 

• 	 Costs about $2 billion per year and is already paid for in the President's balanced budget. 
I 	 • , 

• 	 Helps Americans who truly need help paying for their health care coverage. About two­
thirds of participants live in famili~s with incomes less than $30,000. 

i 

• 	 Strengthens the safety net for mid~le income, working Americans in an increasingly 
mobile workforce. 

'. 	 Provides states the flexibility to assure coverage in ways that make the most sense for 
each state. For example, states could provide coverage through COBRA continuation 
coverage, an insurance product in the private market, or alternative means of coverage 
(e.g., state high risk pools, Medicaid buy-in, etc.). 
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,Q. 	 We think your program will cosf more than you think. What were the assumptions 
used to develop your cost estimates? 

A. 	 We developed our cost estimates using conservative assumptions'about the level of 
participation in the program, individuals receiving unemployment benefits, and health 
care costs. In addition, the program is designed as a capped entitlement to states. 

If, for some unforseen economic or other reasons, program costs are greater than . 
anticipated, states have several choices. First, the proposal allows each state to 
accumulate a surplus fund from its! share of the program's funding during good economic 

l ~ .times. A state may use funds frorn its surplus account to meet any shortfalls. Second, the 
L, proposal sets aside a small portioniofthe program's appropriations which are placed into 

'1-V\:P S'\I ey.... a .federalloan fund. Any state. ma~ borrow from thi~ loan fund to meet a~y short~all. 
Fmally, states have the authonty tq reduce the duratIOn or extent ofpremlUm aSSIstance. 

Q. 	 Because you are providing a subsidy, won't the unemployed stay unemployed 
longer? And won't program costs be higher as a result? ' 

A. 	 To assert that individuals will stay~unemployed longer just to continue receiving some 
financial assistance to purchase health insurance is an exaggeration: 

First, the vast majority ofAmerican workers, we believe, would rather start a new job as 
soon as possible, even if it means giving up the financial assistance to purchase' health 
insurance, rather than risk remaining unemployed for a longer period of time. The 
current unemployment insurance compensation program shows that working Americans 
would rather work than receive a small government handout. In 1995, workers who 

, I 

received unemployment compensation received benefits for an average of about 4 months 
(17 weeks) even though they were'eligible to receive benefits for about 24 weeks, , 

, . 
Second, we believe that the disinc~ntive to find work is very limited because the financial 
assistance is temporary and limited. Our estimates show that families will receive 
assistance for an average of about ~ months and receive about $240 per month while they 
participate in the program. We dot,lbt many workers would give up ajob that pays $2,000 
or $3,000 a month just to get assistance for a couple more months. 

However, just to be conservative, our cost estimates assume that a small number of 
individuals.might stay unemployed longer just to continue receiving this assistance. 
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Q. 	 What happens if there is a recess~on? 
I 
I 

A. 	 The proposal includes a provision that ties the level of available funds to the change in 
the aven'\ge number of individuals ~eceiving unemployment compensation. Therefore if 
there were a recession, the level of ~vailable funds would automatically increase. If the 
level offunding reaches the capped1level and a state's funding is insufficient to meet its 

l
needs, the state has several choices.• First, the proposal allows each state to accumulate a 
surplus fund from its share of the ptogram's funding during good economic times. A 

• 	 . I .' ,
state may use funds from Its surplus accoUIit to meet any shortfalls. Second, the proposal 

. 	 I, , 

sets aside, into a federal loan fund, :a small portion of the program's appropriations. Any 
,state may borrow from this loan furtd to meet any shortfall. States' repayments are also 
placed into the federal loan fund. F,inally, states have the authority to reduce the duration 
or extent of premium assistance. : 

I 	 . 

Q. 	 How do you respond to the charges made recently by the Majority Staff of the 
Senate Budget Committee? i 

A. 	 I assume you are referring to the S.~ptember 9th Budget Bulletin? We believe that the 
claims made in the Budget Bulletin are exaggerated and groundless. 

, ' I 

Claim: 	 '~The President proposes to kpend $8.7 billion ~ver four years to subsidize the 
purchase of health insurancb for up to six months of unemployment. His proposal 
is expensive, inefficient, and would result in more unemployment and a smaller 
economy."· ! . 

Claim: 	 Providing assistance to worJ.<.ers between jobs "will make unemployment less 
painful, but will also mean the unemployed will have less incentive to find a new 
job. This inefficient incom~ transfer has real eCQnomic costs. It would raise the 
level of long-term unemployment, reduce the labor supply, and lower GDP.· The 
Administration has propose~ an almost perfect growth disincentive. The'President 
may want to ask his advisois why unemployment is so high throughout Europe." 

i . . 
I 
! 

Response: 	 To assert that the program '\will result in more unemployment and a smaller 
I 	 . 

economy" or that individuafs "will have less incentive to find a new job" because 
they will receive some financial assistance to purchase health insurance is an 
exaggeration. ' 	 . . 

'The Congressional Budget Office pcored the President's proposal at $8.6 billion over 
four years, not $8.7 billion. I 
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First, the vast majority of American workers, we believe, would rather start a new 
job as soon as possible, even if it means giving up the financial assistance to 
purchase health insurance, rather than risk remaining unemployed for a longer 

, period of time. The currvnt unemployment insurance compensation program 
shows that working Ameriyans would rather work than receive a small' 
government handout. In 1995, workers who received unemployment 
compensation received benefits for an average of about 4 months (17 weeks) even 
though they were eligible to to receive benefits for about 24 weeks. 

Second, we believe that thy disincentive to find work is very limited because the 
financial assistance is temporary and limited. ,Our estimates show that families 
will receive assistance for ~n average ofabout 4 months and receive about $240 
per month while they participate in the program. We doubt many workers would 
give up a job that pays $2,000 or $3,000 a month just to get assistance for a 
couple more months. 

Finally, while unemployment may be high in Europe, here in the U.S. the good 
news is that the rate ofune.mployment has fallen from 7.4% in 1992 to 5.1% in 
August 1996. We find it difficult to believe that a limited demonstration program 
would "result in more unemployment and a smaller economy" given the size of 
the American economy (projected to be over $7 trillion in 1995). 

I ' 

Claim: 	 "The Bulletin estimates that subsidizing health insurance forthe full six months 
would cost taxpayers between $15 and $22 billion over six years." 

Response: 	 The attempt by the Budget Committee's Majority Staff to estimate the cdst of 
I 

providing benefits for six full months is irrelevant because the goal of the program 
is to provide assistance to temporarily unemployed workers and their families. In 
1995 workers who receiv~d unemployment compensation, received benefit~ for an 
average of about 4month~ (17 weeks) even though they were eligible to receive 
benefits for about 24 weeks. Also, by definition, once someone becomes 
employed, they are no longer eligible for the program. To continue providing 
assistance to these individuals would conflict with the goals of the program. 
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Claim: 	 "The proposal mysteriously: terminates in the year 2000, presumably because' 
extending it to 2002 would push the President's budget plan even farther out of 
balance." , 

Response: 	 The President's proposal is a demonstration program, the purpose of which is to 
determine if providing assistance to workers between jobs is a cost;.effective 
method to assuring that such individuals and their families do not lose insurance 
coverage. Like all other demonstration programs (e.g., Medicare SELECT and 
Senator Domenici's recent mental health parity amendment), the program is 
intentionally designed to e~d at some point. If the program is successful, 
Congress and the President :are free to extend the demonstration or continue it as a 
perman~nt program. . 

Claim: "If someone loses their job ~heir income level drops, and they no longer have an 
employer providing and paying for health insurance. A provision in COBRA 1985 
called 'continuation coverage' allows the unemployed to buy in to their former 

. employer's health plan for up to 18 months while looking for another job. The 
problem, then, is not a loss ,of health insurance, but a loss of income." , 

I 

Response: . Under COBRA's continuation coverage provisions, firms with fewer than 20 
workers do not have. to provide access to health insurance to their former workers. 
For these workers, the problem is the "loss ofhealth insurance". The President's 

. program provides assistanc~ to these workers. 

For those workers who are eligible for COBRA but cannot afford coverage, the 
President's plan helps them as well. (States can choose to provide coverage 
through COBRA for these ~orkers.) 

, 

Claim: 	 "Why not just give the unemployed cash? If health insurance is needed, the cash 
can be used to pay for COI}RAcontinuation coverage. If health insurance is 
available (maybe through ~ spouse), the cash could be used to pay for food, 
housing, education, or job ~raining." 

Response: 	 The President's proposal provides stateS the flexibility to provide coverage 
thiough COBRA(forthos~ workers eligible for continuation coverage), the 
purchase of private insurance, or through other means. The program was 
structured to address concerns about costs and minimize the inefficient targeting 
of limited dollars. In any case, if a state can show that they can provide cash to 
participants and still assure: that participants have coverage, there is an avenue for 
the Secretary ofHHS to approve the state's program. 
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Under the President's proposal, individuals that have access to insurance through 
a,spouse whose employer contributes at least 50% of the cost of the premium are 

. not eligible. Therefore, pro:viding "cash" to the,se workers and their families 
would cost even more than ~hat the President proposed. 

! 

Claim: . "So the Administration proposes to tax workers (or increase deficits) to subsidize 
non-workers. " 

Response: The President's proposal is;a part of his balanced budget proposaL As such, the 
costs are offset by savings in other programs .. The Administration has not 
proposed to tax workers nor increase the deficit to pay for this program. 

Claim: "The President's rhetoric may lead people to believe that he is promising they will 
have health insurance for six months if they lose their job. In reality, he says 'up 
to six months' ." . 

Response: We are not sure how anyorie can misinterpret the President when, as the Budget 
Bulletin acknowledges, he specifically says that workers can receive assistance for 
"up to six months", 
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~'Small-employer co-ops I 

pick up speed 
, i ',.. 

O/ferhlg the combined advantages ofpooledpurchasing and 

employee choice} health pla~ cooperatives are taking off. 


f
n late 1984, Health Choice in 
Portland, Ore., developed the 
nation's first small-employer 
health plan purchasing coopera­

tive (HPC). A spin-off of a county 
Medicaid demonstration, the not­
for-profit co-op gave employees a 
choice of four HMOs offering stan­
d~rdized benefits-an opportunity 

, unheard of for small firms at the 
time. But it never took off. After a 
year-and-a-half, p.nrollment hadn't 
broken 1,000, far too little to cover 
administrative costs~ 

The reasons for its failure? For 
one thing, the co-op's initial bene£t 
package proved too expensive for 
many small employers. For another, 
the org~nilers tried at firSt to' reach 
prospective members without the 
help of agents. On top of t.~at, the 
HPC lacked a fee-for-service plan, 
whiCh many smidl employers 
preferred. , , 

Past forward to mid-1996, and 
zoom in On Asso<;iated Oregon 
Industries CAOI), which is On the 

, brink of launching the country's 
newest HPC. Highly regarded by 
the business community, AOt will 
offer affordable benefits market­

, I ' 

Rick Curtis is president and Kevin Haugh 
is a principal of the Institute for Health 
Policy Solutions in Washington, D. C.,' 
a research group that $peciali4es in 
assisting health purchasing cooperatives. 

, I,, 
,I 
I 

I ' 
By RICK CURTIS 

I 

AND KE~IN HAOGH 

! 
\ed exclusively tflrough agents and 
brokers and inc,lude options that 
ell."tend to out-of~network pro\'ider$~ 
Little wonder tHat we expect it to 
fare far better ;thanits long-ago 
predecessor. :' 

Large employ~rs' success in cur­
tailing costs has imade it clear that 
purchasing cooperatives have much 
to offer small firms, which have 
had 'little <;habce to contract 
for defined pa:nels of efficient 
physicians whi'le offering their 
employees :a cfloice. Nor have 
point-of- service plans been a viable 
solution, since miany workers in the 
nation'ssmallest

I 
companies can't 

afford the highe~ cost-:;haring and 
substanti.al balance-billing that 
comes with out~of-network care. 
That's where HPCs come in and 
why they're taki~g root. ,.' 

A spate of inidative:s followed 
the launch ofth~ Health Insurance 
Plan of Califorriia in 1993, with 
co~ops cropping :up in a variety of 
markets n~tionwide; In addition to 
those detailed in ;the table on pages 

and 33, priva~e HPCsare being 
developed in at Ileast eight states, 
including Iowa, Illinois, Montana, 

-Oregon and Te±as. At the same 
I . 
I 
I 

t 
I' 

, 

" 
time, enrollment in other co-ops 

has rapidly taken off. 


Colorado's Cooperative for 

Health, lns\lrance Purchasing 

(CHIP), for example, exceeded its 

first-ye~r projection of 500 employ­

, ers and 10,000 covered lives in only 
six months of operation. Health 
Connections, the Connecticut 
Business and Industry Association's 
HPC, covered 45,000 lives a year~ 
and-a~half after its inception. 

The Health Insurance Plan of 
'California had an enrollment of 
40,000 soon aner its b\1nch, in part 
because its rates were about 15 
percent below prevailing small­

" 
employer prices. The staff of the 
California group attributes its 
success to a combination of tough 

'negotiating, stiff competition for 
enrollees in a price-senSitive, indi­
vidual-choice environment and 
insurance market reform imple­
mented ju~t as, the co-op got 
started.' Its enrollment now exceeds 

,100,000, and its HMO rates have 
declined for the fourth year in a 
row.. 

In addition to S1.1ch market­

specific factors, HPCs' widespread 

appeal is not hard to understand: 

They combine the advantages of 

pooled purchasing and employee 

choice, directly represent pur­

chasers and require every plan to 
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HPC legislation nationwide I 

I 
I 

I Repealed New rules t'l Certlfl~sfor multiple employer ' [: private HPCs lB!, tlctlciOU$
t!! group law purchasing groups

• ,,' t;::;: 

i, * Hlghly compatibl8 III$~rance reform environment 

I 

1Premiutl\ rating may no! permit a HPC to'reflect!owcr riles. 

Source: Institute for ~llh Policy Solutions, Washing1On, D.C, 

offer the same standardized Kentucky' are state-run, for 
benefits. B\.lt, , unlike other multiple , instance, while F;lorida and North 
small-employer arrangements, Carolina charter ~xdusive regional 
HPCs do not bear insurance risk, organizations :3nd Iowa and 
pay individual providers or manage Colorado set reo~irements for state 
care. certification of p!rivate purchasing 

cooperatives. The states shown as 
1 

INSURANCE REFORM IS CRUCIAL having a, "compatible" environment 
\\'bile small-employer co-ops are guarantee small efuployers access to 
intended to harness private market , health plans and Isharply.limit rate 

I 
forces, state legislation created the variations based on health.

, 1 Isupportive environment for the' Sma l~group insurance reform-
initial wa';e of HPCs. As the map also addressed I in the federal 

, J 

above indicates, the construct Kennedy-Kasseb:aum bill now in 
varies" The California ' and negotiation-is! crucial to the 

Initiated State:-run 
prlvat$ HPC HPC 
formation 

success of purchasing co-ops and 
their ability to promote competi­
tion based on both quality and cost. 
Because of the limited risk-spread­
ing in small-employer groups, itt 
any given year the burden is likely, 
to fall heavily only on certain 
members. Without ad",quate 
reform~, health plans that devote 
their resources to providing value 
are often outflanked by those that 
spend heaVily on marketing, under- , 
writ;ng and pricing aimed at 
attr3cting low-risk groups. 

In states tha,t allow ca,rriers a 
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wide variation in small-employer 
premiums depending on health 
status or claims experience, a 
consumer-choice model HPC is 
extremely djfficult to implement, 
That may be the most important 
lesson to be learned from the expew 

rience of the Texas Insurance 
Purchasing Alliance, which was 
determined to avoi'd becoming a 
high.risk dumping ground. TIPA 
not only found assessing the risks of 
each applicant gr~up and adjusting 

plans' prices quite cumbersome, 
but :it also discovered that carriers 
were reluctant to be involved and 
unlikely to offer competitive rates. 

ather equally poor options fOf a 
HPC: Allol:ving each plan it offers 
to assess the risks of each small 
employer and set pr,ices according­
ly, ~nd setting itself up as the only 
source of small~eI'nployer coverage 
that offers the same price across­
the~:board. The former 1s expensive 
and: precludes consumer-friendly 

'.n the states: SmaU-group
purchasing alliances 
The table below is a pat1iallisf of small-employer groups, including both 
state-run and private co-ops, White the 2lfi~nces featured here span a wide 
range of sizes-the largest has more than 17,000 employer groups, the 
smallest just 20G-and structures, they have some common features: All 
offer employees standardized benefits and a choice of competing health 
plans, and all have employer iepresentatives on their boards. 

'. " . " . __:" : 

Alliance, " - ::. Geographic ar~a 

California: Health Insurance . Statewide 
Plan of California . (6 rating regions) 

:coi~"'Cr()-;:·The:.:v··..'N"' .......' ..... ·::.r·Siat~Wi(ie. 
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price comparisons, and the latter 
invites the kind of risk-selection 
death spiral that befell several Blue 
Cross-Blue Shield plans, Employer 
groups like one in Milwaukee have 
shelved plans for HPCs because 
inadequate state insurance reform 
would have forced them into such 
bad choices. 

A HPC would be at a severe dis­
advantage, 'Coo, if it guaranteed issue 
of all its plans to· all smaU-employer 
applicants -while its competition 
only had to guarantee one or two 
state-specific benefit packages and 
could underwrite any other prod­
uct, That's the conundrum created 
by the state law establishing North 
Carolina's Caroliance. Not ,surpris­
ingly, Caroliance administrators 
were forced to accept high (non­
competitive) rates and had only 

Number of' 'INumber of 
'. l1urchasing groups ~overelllives 

_ 
_cc.X8c,ratil'\9:~~Oi~L:r,.c~:;.:c;;:-.,:.:, .,' ", .... 

, Statewide 3 - 50 employees 
(4 rating regions) 

2,800 

",.,nll''''tf,n .... " .......w·. ~. , ... , .. '.'.:.:' :;··\C~~·~~~W~}FP~:r··~~.'!g~~iOY~€~f~~~:~.r:H':. 

46,000 

I Statewide. . Individuals; public employees; 11,278 
(7 rating regions) businesses with 2-50 employees 

165,409 

)/(~r~~~\~~8~'~'~~~~1t~tr:;'~~;\@iJ~1i~~~:;J--

S~rce: In$tlti.llC for Hnfth Policy Solutioos•. W&~hl""glon; O.C•. 

3 • 50 employees; 5.814 107,000 
trade associations 

'" -'~.; tJci"size restriction' -.- . . 



Private not-for-profit 19 
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,., . ~gal 'status· '.. . ,cOI'I!racling , ';:' participating Ii.laos : . I. )e~efi~ (,\!',' :" Contac~'. I 
Slate-run Hi~h and low optiC;lS 800-447-2937 

"---~-'~''''''''''.'.' .', '--~7--:"""'-"~""~"'"" . 

4'corrip~nies ' .'_',High and low options' 3(j~13"3-6767 i 
• ~•• :' ,:~. '", • * .:':' • ~.. : ::"::;'..~.:: .,; ( ~C :~:.: 
A companies High and low options 203-244-1900 ! , 

1 
"800~469-24i2'1

~!r;~mf'~lis~i.:~~~i;'~~I*Y~l~50~[f:pr ·s:~~;~,~{t~~:, 
Independent v '3 : 18 option:; 300-677-7323 
state agency I 

Private nOi-for-prof1t 

18 options 516-493-3007 

3 options 800-873·6464 'I 
i 

3 !)enefit p!al's. 512-.172-3956 
high and low options 
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1,000 coven::d lives after seven 
months of oper..'lti<);'). 

LEVELl~G THE PLAYING FIELD 
hen when state regulation is ides!, 
employee choicl!: can exacerbate 
the potetHial for risk selection 
among competing health plans, 
within a purchasing co-op, While 
standardiz.ed benefits level the play­
ing field, offering a FPO alongside 
more tightlf;:-o"nstrailH:d H~vl0 
plans raises the possibility that the 
op,=n-ended plans wilJ be left with 
the higher risks, An employe1'­
choice model, on the other hand, at 
least helps to ensure thdt some 
heaithy \vorker~ enroli along with 
individuals at high risk. 

HPCs han: found a number of 
ways to addre~s risk-selection con­
cerns and to preserve employee 

choice, however. Pet­
. I 

haps the most promis1ng 

is tne risk-adj~stment 

medumlsm the: Califor­

nia. cooperative clevel­

ooed with suppOrt from 

a Robert Wood .Johnson 

Foundation grant. To 

determine the relative 

risk profile elf each 

plan's enrolle:es, the 

co-op collects i'nforma­

tion on inpat!eht med­

ical di:;,gno,es as well as 

demographic character­

, istio of enrollees. Funds are collect­
ed from the plans with an enrolled 
pc,pul;atton ",\'hh a low-risk prome 
2nd p<lid to thel plans with dispCl­
porJonaT.ely high risk The first-year 
experie:1.::e in the Cabfornia 
Furchasing group confirms that a 

P ..4 

.­

practical way to address risk dilter­
enCt::;S is indeed possible. 

Rlf.k adjustment in lh<::: sn1all­
, empioycr m,arket has another 
import4nt purpose: reducing 
plans' ability to compcte On the 
b~1$i$ of risk, it drives competition 

206-646-.1302 

~--~------~--~------~--------~~--~~----------------------------~-----~ 
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based on value. In fact, it can pro­
vide the irrc~ntives plans need to 
develop innovation~ such as cen­
ters for excellence, knowing they 
won't be penalized for treating 
high-cost conditions. The prob­
lem is, risk adjustment is a tough 
and expensive undertaking for a 
fledgling HPC. Health plans are 
also likely to balk at·the burden. 

The California co-op has found 
tract with single carriers; theanother way to control risk 
carrier generally performs theselection and encourage value­
full range of administrativebased competifion: Design 
functions, including enrollment; sales compensation so that 
billing and ge.neral customeragents and brokers eam the 
service. For many small firms, same commission regardless of 
selecting, contracting and inter­an employee's choke. A HPC 
~cting with One carrier's biHing can also ask each employer to 
and e.nrollment process is asE:lect the benefit level or type 
challenge, never mind the,of plan (for example, an HMO 
difficulty of dealing with avs. a prO) while the employ­
number of plans. HPCs stream­ees choose among plans of that 
line the process by consolidatingkind. Colorado's new CHIP has 
the enrollment, billing 2ndadopted this approach, which 

prevents healthier and sicker 
employees from segregating 
themselves into different types of 
plans. 

THE DIFFERENCE SIZE MAKES 
A HPC that combines large and 
small employers offers advantages 
to both groups, but, as with risk 
selection, designing an attractive 
product is difficult. Here, too, 
CHIP is one of several co-ops 
that's stepped up to the challenge, 

The Colorado co-op has differ­
ent pricing approaches to address 
risk issues for three groups; small 
(up to 50 employees), medium 
(51 to 200 employees) and large 
(over 200 workers). Up and run­
ning since last fa11, CHIP is 
already highly successful in the 
small-employer market, but par­
ticipation has been modest by 
medium':si2ed firms. And bigger 
companies apparently have been 

. unimpressed by health plan bids 
under its large-employer pricing 

I 


strategy, which allows each partic­
ipating pbn to vary its (age­
adjusted) rates for any given 
employer. . . 

Tp attract big firms, CHIP exec­
utiv,es say, they will likely change 
this· component in the near future. 
They might try a f!1ethod that a 
Topeka, Kan., HPC used with 
excellent results: It garnered highly 
competitive rates for its large:.. 

em~loyer members by adopting a 
one~price-for~all-comers (with 
derrlographic adjustments only) 
model. ' 

The Community Health Pur­
chasing Corp. in Des MOines, 
Iowa, uses a different approach. 
The: co-op-which will phase in 
fully insured plans for small 
emPfoyers next year-has contracts, 
with three integrated svstems to

'. .
provlde coverage to larger employ­
ers.' Most of these big firms 
purchase health coverage on a self­
insured "target budget" basis 
copied from the model being pilot­
ed by Minnesota's Buyers' Health 
Car~ Action Croup, If the claims 
ta,.g~t is exceeded, administrative 
paYlnent to the integrated care 
systems is red 1.lced. 

BOOSTING CONSUMER CHOlCE 
Small employers have more to 
gain ,than their larger ,counterparts 
from participation in a health 
,I . 

purchaSing cooperative, especially 
when it comes to consumer 
choice, Without a co-op, small 
firms wishirig to offer employees 
a selection of plans face signifi­
carit complications. For One thing, , 
carriers typically will not allow a 
small firm to offer competing 
plans. A more obvious problem is 
the adm;nistrative burden. 

When·small employers Con­

premium collection functions 
and then giving their member 
employer a single bill. 

Helping individuals maintain a 
relationship with their personal 
physici;i(;iZs- is at the heart of 
employee choke and employer 
participation in a purchasing 
cO'op, and neWt low-cost tech­
nology is making that easier to 
do. PC-based software developed 
for Florida's Community Health 
PurchaSing Alliances (CHPAs) 
and an on-line system developed 
by Health Partners'in Minneapo­
lis, for example, a11o\,., employees 
to easily identify which putid. 
pating health plans (or group 
practices) include their doctors, 
Rather than wading through 
separate: directories for es.ch 
participating plan, an enrollee 
can simply ask the computer sys­
tem which plans include, say, the_. 
pediatrician, gynecologist and 
general practitioner his or her 
family members prefer. 

COflllrlV<M Of'> PROP- Sb 
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MARKETlNG l\fATIERS 

One of the great truisms of the 
business world is that a baq product 
can be successfully marketed but 
even the best product will fail if it 
is not marketed well. HPCs are no 
exception. "Field of Dreams" 
notwithstanding, bUilding an ideal 
ballpark does not ensure that the 
players will come, 

Small employers typically haye 
little tirr:re or resources to negotiate 

I 

i
, 

expectadons. $0 they took away 
the option. As of July J, all new. 
enrollees pay tht: same: premiums, 
which include agent commissions, 

By a wide margin, the Connecticut 
Business a.nd Industry Association 
(CBlA) has achieved the mO,st rapid 
market penetration of any HPC to 
date. In a' state with one-tenth the 
populatioh of California, its enroll­
ment applroached 50,000 after less 
than. a. ye~r-and-a-half of operation. 

the health insurance system on their' vVhile H~alth .Connections, CBIA's 
own, so the V:l.5t majority rely heavi­
lyon agentS. The Long Island Asso­
ciation Health Alliance, a private 
health plan cooperative in New 
York, learned thi~ the hard way, Its 
initial intent was to sell directly to 
employerS. After suffering through 
very sJow enrollment growth, the 
Alliance developed successful part­
nerships With agents. California's 
HPC took another tack: allowing 

. employers to choose ,'\'hether or not 
to use-and pay for-the services of 

an agent or broker. 
The result? Roughly two-thirds 

of its enrollees have come through 
agents, But the co-op's !'epff;.Senta­
tives say the knowledge that 
employers could bYP<ls,s theni (a;-,d 
their commission) stopped many 
agents from actively promoting 
their product. TI)€:y also discovered 
that the time and expense involved 
in direct enrollment exceeded their 

strong off~ring, .and the associatjon's 
proven track record in serving 
employers clearly helped, CEIA offi­
daIs attrfbute much of t.'I-,eir success· 
to their dose relstionship with the 
agent community. Like other suc­
cessful cqoperatives, CBIA's staff 
train, cer1/ify and pay agents to seU 
their proauct. FollOWing a similar 
strategy, 'Colorado's CHIP offers 
credits to\yardthe state's agent certi­
fication requirements, 

Here, too, state rules and regula­
tio~s 'can help or hinder. Flori­
da's state-chartered Community 
Hcaitp Purchasing Alliances, for 
example, have been shackled by 
a statute that requires agent 
compensation to be set-and 
directly paid-exclusively by 
heaitli plans. Such 3. regulation, 
whicH means different plans pay 
differ'ent commissions, dearly 
make's competition based o~ 
value iand informed choic.e hard 
to achieve.. The success of flori­
da's CHPAs-after two years 
their' colJectively en.follment 

exceeds 76,O()().......,attests to their hard 
work andi the attractiveness of the 
one-stop shopping and employee­
choice op~on they offer the state's 
small ,employers. But enroilment 
would likely be much higher Without 

I , 
t I1e Sbtut~ry constramts. . 

ON THE NATIONAL :fRONT 


The Kennedy-Kassebaum bill 

includes meas~res to aSSure that 
, 

private HPCs meeting certain cri­
teria can be implemented. The bill 
would allow them to negotiate 
price reductions even in states 
,\'here community, rating laws· 
would otherwise preclude their 
doing so. However, HPCs would 
be atlthorized to negotiate savings 
from health plan efficiencies~but 

.not from cHfferel)C;eS in risk status.. 
The Senate billwwould also pre­
empt so-called "fictitious group" 
laws, state provisions that b<lr 
employers from coming together 
for the sole purpose of purchasing 
health insurance. 

""'bile the HOi.lse version of the 
health rdorm bill shares the Sen­
ate's intent of giving small employ­
ers the kinds of deals their larger 
counterparts enjoy, its. approach is 

. fundamentally differ-ent: The 
House would simply provide broad 
ERISA preemption of state insur­
ance la", for some multiple­
employer arrangements, Among 
other things, that ''''au]d mean 
tIlCS", small-employer groups would 
not be subject to state-mandated 
coverage for ~ecified services and 
providers, ir~5.u'rance premium 
taxes and anti~managed care stipu­
lations requiring freedom of choicE! 
of providers, 

Regardless of the outcome of this 
year's federal legislation, both the 
impetus for its adoption and the 
concerns about speCific provisions 
will dou.btless generate debate and 
f1Jture laws, Small employe.rs that 
w3nt to provide health insurance 
haw~ long been frustrated by a sys­
tem that relegates them to the los­
ing end of the cost-shift chain. 
1\,1any e:;.;:pcrts and policymakers 
.intent on solVing ,his problem also 
want to ensure that empk,yees get 
the health insurance protection 
they need, These forces portend 
both impron::d insurance market 
rules and continued gro\\·th of 
HPCs around the country. a 
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Purchksing Cooperatives 
. , 

Administration & IKassebaumlKenl.ledy Proposal 
. I 

ldministration KassebaumlKennedy
I 

. I . . 
Grants:· total of$25 million/year for No provision 
5ye~ : 
--state option 
--can be for state agency, non­
profit, or for-profit ifprofits are 
shared on:pro-rata basis 

1. Funding 

I 
· I ., b2. Eligibility For grants: organIzatIOn must e: Coops would be certified by state' 

--free ofcbnflicts of interest and register with Dept. Of Labor. 
I ' 

--bear no insurance risk Must:
I ' 

--small employers in coop area --not bear insurance risk 
must be sJrved on frrst- come, frrst­ --not be controlled or affiliated 
served ba~is . with insurance company 
--operating costs o( coop based on --broad-based board of directors 
reasonable fees --contract with multiple, 
--qemons~ate fmancially viability unaffiliated health plans. 
in long-run . -·small employers in coop area 
--other criteria defmed by Secretary . must be served 'on frrst- come, frrst­

served basis, of illIS'1 . 
--operating costs of coop based on 
reasonable fees ' 

3. State law overrides 1. Overrides state "fictio,us group 
laws" (which prevent employers 

No provis~on. 

: 
I purchasing insurance together) 
I 2. If state allows minimum benefit 

package (Le., not all state mandated 
benefits required) for small 
employers, coop may also sell the 
product to small employers. 

I 

1 

4. FEHB Option . --Goveino~ must request (but OPM No provision, . 
could decline if it considers option 
not feasibl~)

I 

--"Agents'j chosen by ()PM would 
be authorized to use FEHBPname 

I
in marketing. Could negotiate but 
not handlejpremium funds. ' . 
--OPM could requireFEHBP 
commerci~1 carriers to sell its 

I
products through coop (and could' 

terminate 6arrier in FEHBP if it did 

not comply) 

--This optibn funded with grant
I . . 
money i 

c:coopskk 
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August 19, 1996 

T Health Financing Branch ti-
I ' 

, Office of M~nagement and Budget 
Executive (])ffice of the 'President 

Washi~gton, DC 20503 

Please route to: 


Through: 


Subject: 


From: 


Nancy-Ann Min 

Chris Jelmings 


Barry Clendenin \ ~t.
MarkMille~ 
New InitialJe:~n the 

I 

President's FY 1997IBudget 
, I' 

Parashar Patel<q.~. ' 
• I 

Decision nee'ded 
Please sign 
Per your request ~ 
Please comment 
For your information ~ 

With informational copies for: 
HFB Chron.; HD Chron.; RD; JR 

,Phone:, 202/395-4930 
Fax: 202/395-7840 
E-mail: patel-IJa@al.eop.gov 
Room: #7001 

Per a request from Chris,- please find belowia table which shows the cost of new health initiatives 
in the President's FY 1997 Budget. The taBle does not include additional spending proposals for 
Medicaid (new pools} and Medicare (new bbnefits) which are offset by a number of savings, ' 
proposals in the respective·progrnms. I. 

.r -.New Initiatives in the President's FY 199i7 Budget 
Fiscal Years; Billions of Dollars 

I 1 199611 1997 11998 11999 12000 1 2001 1 2002 1197-02 1 

Health Insurance for the Temporarily 2.3461.519 2.158 2.550 0.000 0.000 8.5720,0001 
Unemployed ' ' j 
Grants for Health Insurance Purchasing 0.0000.025 0.025 0.025 0.025 0.025 0.1250.0001 
Coops 

Total 1.544 2.183 2.371 2.575 0.025 0.000 8.6970.0001, 

: 

'" 

" 



~t.c.to,c. F\t.... ~ J~(J. ~1'\IL.lr~~\ ~ . 

"'I (~t\\,.,.. /..e.~1 -~rrtlivf:'~)o 
o 
"­ SELF-INSURANCE BY SIZE OF FIRM N 
o 
o 
§l 

FIRMS PROVIDING 
TOTAL HEALTH INSURANCE FIRMS THAT SELF-INSURE 
NO. OF %OF % OF FIRMS 
FIRMS NO. TOTAL NO.(") TOTAL PROVIDING 

FIRM SIZE (thousands) (th ousands) FIRMS (thousands) FIRMS HEALTH INS. 

1,000 .. 8 8 98% 6-7 74% 75% 
500-999 8 8 97% 4 - 5 45% 46% 
100-499 79 75 94% 25 - 37 33O;b 35% 

50-99 110 96 86% 8 - 10 9% 10% 
under 50 4,600 1,600 34% 166 - 200 4% 10% 

~ 
~ 
~ 
o All Sizes 4,900 1,900 40% 209 - 259 5% 13% 
"­< 
::J:l 
3::: 
0... 
"­

EMPLOYEES IN 
...J 
o FIRMS PROVIDING EMPLOYEES IN 
Q 
crJ HEALTH INSURANCE FIRMS THAT SELF-INSURE 
::;; TOTAL % OF EMPLOYEES 

NO. OF %OF %OF IN FIRMS 
EMPLOYEES NO. TOTAL NO.(" .) TOTAL PROVIDING 

FIRM-SIZE-- ­ ----(millio~ (millions) --EMPtOYEES-­ - . -(millions)--EMPl.:0YEES-­ ·HEAI.:-TH·INS. 

1,000 .. 31 31 98% 19 - 23 73% 74% 
C"';) 
C"';) 500-999 6 5 97% 2 3 52% 54% 
C"';) 

tn 100-499 15 13 94% 3 - 5 31% 33% 
c:l) 
....; 50-99 8 7 86% 1 - 1 9% 10% 
N under 50 29 13 49O;b 1 - 2 6% 11% 
N 
o 
N All Sizes 89 69 77% 26 ­ 34 29% 37% 
~ 

c:l) (*) Firms providing health insurance include firms that provide h'ealth benefits through HMOs 
N 

00 as well as through conventional or PPO plans. 
....; 

(' ') Range estimate is necessary because data source intervals do not match. 
c:l) "'" 
"­
00 Sources: Number of firms and employees by firm size from BLS ES-202 data on legal entities in U.S. private industry, 1992. 
....; 

"­ Shares of employers who self-insure and of employees in firms that selt-insure by firm size Irom 1991 HIAA 
....; 
....; heal~h benefits survey, tabulated by Urban Institute . 

http:1'\IL.lr
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. Pension and Welfare Benefits Administration U.S. Department of Labor 

waShlng:;~~ .. 
November.7, 1994 

,1 

MEMORANDUM TO.CHRIS JENNIN~S 
I 

FROM: 	 MEREDITH· ,MILDER. '.' . I 
SUBJECT: 	 HIAA and Foster Higgins Data on Self Insured 


Employers. 


The origin of theappa,rent disagreement is that in some 1992 

data released by Foster Hig1gins they said that something greater 

than 60% of employers self-!insured. This has .evidently made its 

way into some of the l~terature and taken on a.life of its own. 


/ 

,Foster Higgins did howrver publish recently the.1993 version 

of thei:: su:,;vey w~ich shpwsi. that self-insurance for employers . 

sponsor~ng ~ndemn~ty plans ts 19%. and for PPO' s 6%., ' 


The later data are roughly comparable to what we find iI'lthe 

HIAAtabulationsthat theU~ban Institute did for us, which show 

that 13% of employersproviding benefits are self-insuring. The 

.' . .•. !.. 	 • 

earl~er data I do ,not f~hd to be at all cred~ble and are probably, 

a consequence of the na:~urel of their survey, which must not"~ave . 

been a veryrepresentat~ve ~ample of emJ;?loyers. They hav7 ~n 


fact greatly expanded the survey for 1993 and changed, the~r 


sample. ' ,'. ·'1 •.', ' .. ' ' 	 '" ' 
An additional sour.ce of data is the EBSthat is doneby:BLS. 

While they don't count emplpyers ,they' do show that'in 1989 about 
·25% of workers with indemni~yplans work for employers who 

reported that they self-insure. They corresponds reasonably well 
I ,

to the HIAA number of 37% ·of all workers (not employers) work for. 

employers who self-insure_I", ", .. .', . " 


Because the later Foster Higgins data, theBLS data and the 

HIAA. reach findings that' aria quite similar I am nO,t inclined to 

place much credence in thekarlier Foster Higgins data. If.60% 

of employers self-insured apd itl was the largest 60% of employers 

this would mean that something like 80% of the population was in . 

these plans. This is simply not feasible, there would not be ,\, 

enough left in the market tb make insurance companies viable at 

the level that we know, they I exist, and it, woul,d mean there would 

be hundreds of thousands of ERISA plans that.would be required to 

file with us. ' . , 	 . , 

Working for America '8 Workforce 
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DEPART:MENT OF THE TREASURY 

1 

OFFICE OF TAX ANALYSIS 
, I 

1500 PE~SYLV:ANIA AVENUE,' NW 
WASHINGTON, DC 20220 

. \ 

Number of pages to follow: ~' Date: 
I 

Addressee's Fax Number: ~5 
1 " 

Addressee's Confirmation Number: 1f5b 56""" 0 
I 

From: EricJ. Toder \ . 
Deputy Assistant Secretary (Tax Analysis} 

Sender's Fax Number: \ 622-8784 

To: Hee,.
I 

Sender's Confirmation Number: 

• t elreclplent 0 t $ message 1$ nat t • a rossae I.e.. e Imen a reCIpient. you
lire 'f II ot..! not read ttl;. document lind that IIny dissemination. distribution. or copying of thisera noa ou 
communic8tion eJ:cep~ insofar lIS neCenary to dOliver this doc:umant to tlte Intended redolent. Is ,;triC"dy prohibited. If you have 
receivlld this communication in error. pluse notify th_ send8f' immediately by telephone. lind you will be provided fvrther 
inst(lotction about tne return or destruction of tho' thiS document. Think you. ' 
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. I 
50 percent deduction loses $2.3 billion ~etween FY 1995 and FY 2002 and $4.2 billion between 
FY 1995 and FY 2005. 	 i 

I 
. . I 	 . 

Under the slower phase-ins, the follo~ing phase-in schedules apply to the 100 percent, 80 
percent, and 50 percent deductions: I ,. 

For the 100 percent deduction J' 30 percent in 1995,40 percent in 1996, 50 
percent in 1997. 60 percent in 1998, 70 
percent in 1999, 80 percent in· 2000, 90 
percent in 200L and 100 percent in 2002 and 
thereafter; . 

For the 80 percent deduction -­ 30 percent in 1995, 35 percent in 1996, 40 
percent in 1997. 45 percent in 1998. 50 
percent in 1999, 60 percent in 2000, 70 
percent in 2001, and 80 percent in 2002 and 
thereafter; 

For the 50 percent deduc~ion -- 1 30 percent in 1995, 35 percent in 1996 and 
1997, 40 percent in 1998 and 1999, 45 percent 

. in 2000 and 2001, and 50 percenr in 2002 and 
thereafter. , 	 . 

With discrimination rules,· the 100 perdent deduction I.oses $5.4 billion between FY 1995 and 
. I 

FY 2002 and $12.7 billion between FY ~995 and FY 2005. The 80 percent deduction lOses $3.1 
billion between FY 1995 and FY 2002!and $8.1 billion between FY 1995 and FY 2005. The. ,. 
50 percent deduction loses $1.4 billion ~etween FY 1995 and FY 2002 and $3.3 billion between 
FY 	1995 and FY 2005.. ..I 
The proposals only affect individual inc<j>me tax receipts. As under current law. health insurance 
premiums do not reduce the SECA tax ;base. In addition, as under current law, the deduction 
cannot exceed earnings from self-empldyment and no deduction is allowed if the self-employed 
person is eligible for a plan with an eniployer contribution. . 

. I . 
Attaclunent I 

cc: 	 Jennifer Klein 
Mark Miller 

' .... t,n..J VI-lI CI-l(1-- ,-_.' '--''''''' -...-- -.,~..., 
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Effect on Receipt.. 

1 
J 

1 
;:) 

SeVi!ral OptiOf11l tor Increasing !he Sell Employed Health IN~anee Deduction 
Additional Estimates 0' Selr Emplo¥et Healtl'l Insurance Deduction 

_ Phase In Complete 2002 
and 

M 
IS) 

a. 
...J 
<I 

'­ Prior E$tlma'el Phase In Complele 19'8 . ~ 
0 
~ 

r 
0 

0 	 rlSCal year ' Total Total 
\l 	 Option 1995 19~ '997 1999 1999 2000 2001_~ __2003 2004 2005 1995-2000 1995 -2005 

0 
\I 	 ($ milliol16 ) 

\I 0,00% 9D,00% 100.00% .eo.OO% 100.00%. 100.00% 
\I (958) (1,314) (l,n.) (2.230) (2,421) (2,628) (2,296) 

(1.'4()) (1,564) (2,1(0) (2,654) (2,B81) (3,128) (2,690) , 

J 

2. 	 Peu::W1t (l( &elf-emp!D~ed t"lealltl 30.00',(, 50.00% . 75.0cr~ 100.1>0"10 1OC.OIt% .W.VO% '00,00% '\00.00% 100.00% 100.00% 100.00% 
W6t'1 di$Qimlna60n rules (79) (46') (985) (1,476) (1,636) (1,793) (2,007) (2,230) . (2,421) (2,626) (4,637) ('5,716) 
Wl\OOU! di&erimlnaliM rules (Se) (517) (1,130) (1,744) 11,946) (2,134) (2,3139) (2,GS"') (2,681) (3,128) (5,425) . (18,610) 

. '13· 	 Percent of self-employed heaHfi 30,~ 35.00% 40.00% 45.00% 50.00% 00.00% 10.00% SUO'" 80.00% 80:00%--80.00% 
With diso::riminali«1 rlJleti (20) (108) (209) (324) (495) (792) (1,165) <'.532) (1,663) (' ,506) (1,156) (8,1"1'3 
Without discrimioolion rulet; (22) (121) (240) (3S3) (589) (942) (1,366) <'.823) (1,980) 0,149) (1,~) {9,635 

4. 	 Percent of self-employed health 30,00% 5O.00"h 65.00% 811.00% 80.OC·" 80.00% 80.00% 80.00% 80.00% 80.00% 60,00"1. 
J 
~ 

W~h ol6Cfimination NJea (79) (4"16) (737) (1,002) (1,138) (1,246) (1,386) (1,532) (1,663) (1,500j (3,403) (11,036) 
··Wlthool-lfJscrimination rules- ._---'--~(6B}--'466)--(844)--(1,220)--(1,~5)-- (1,-482)_(' ,64~)_(1 ,823) _{:I.980)._(2,149}__(3,973)_(13,057.1__

.J 
:J 
1.. 

)( Percent of lie"~mpIClye health 30,00"1. 35.00% :J5.00% 40.00% 40.00'1 4S.eO% 45.00% stI.oo·" 5d.o6i~ 6D.00"4 ~C%

1: With discrifl'lination rules. (20) (87) (115) ('96) (244) (357) (427) (580) (630) (684) (1964) (3,341 

.n Wiloou! discriminaliCIn rUes (22) (97) (133) (234) (2OO) (425) (508) (6&0) (750) (814, (776) (3,962 
1: 
:::) 	 'I 

6. 	 Pe rcent of ,~r-employed health 30.00% 35.00'-' 45.00% . 5O,OD% fiO,OO% 50.<10% 50.00% 50.00",4 , 50.00% 5().OG% ~.OO% 
Witt'l discrimination rules (20) (130) (304) (401) (439) (479) . (52a) (580) (630) (684) (1,25'2) (4.19j) 
WilhoUl diseriminallon rufee (22) (145) (34a) (473) (522) (570) (629) '(690) (750) (814) (1,510) (4,263) 

"1 
J) 

Eldend8 6e1tem95 Table summ3 00J!).8J95 
S) 
,\I 

11 Percent (l' health in6U'fliJ\Ce purd'la$ed by the ad. employed which would ~ aRowed as 8/1 above .he line deduclion 
J) Under U1e currern law IiIn abClve the Ilne dedoc:lion al3O% 0' fiefl employed heattl\ irwuraMce i~ altOwed. 
1'1 Under c:unent law, l/)ere are in general no cli6Criminafion JUles.1'1 .... Unde( the discrimination rule option diserimination rule$ wOuld appllf kJ the deduclion in e~eH$ 0111'111 c:urrenllaw 30%,
I 

Cil .... 
I Note: The receipts effect Is enli~~ imliviclua.1 Income tax. 

Z
:::J, 
....., l 

'.\ 

.. 
t~, 
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456-7431
Addressee's Fax Number: 

456-5585
Addressee's Confirmation Number~ 

From: 

622-8784
Sender's Fax Number: . 

622-0120
Sender's Confirmation Number: 

. Comments/Special Instructions: 

Attached is the table with the 5-year ...... '=a<t.ol••in See lines 3 (80%1 and 5 (50%). 
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received communication In error, plu!l1i8 notity the sender Immediatelv bv telephone, and you 
inslrue1ion about the return or deslructlon of the thUi aocument: Thank you. . I . 
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Option '-1995 ~ 1900 1997 199'8 

EUed 00 Receipts 01 Sel/eral Options 
to Increase the Pet'cenl of Heallh Insurance 

Pillchased by the selr Employed 
Allowed 11\1. a Deduction 

1i£Ca1 year 
1999 2000 2001 2002 

($ millions) 
2003 2004 

Total 
7005 19'95-2000 

L 

C 
Z 
I ..... 

f\: 
I 

f--' 
t.C 
t.C 

Tolal (j 

1995·2W- f--' 

(j 

1. Percent or lIell-employed health 11 
With discriminaticm rules 
Without clillcrimination tules 

30.00'h 45.00% 
(59) 
{OO) 

60.00% 
(327) 
(367)' 

75.00% 
(639) 
(733) 

90.00% 
(1,007) 
<'.190) 

100.00% 
(1,445) 
(1,720) 

toO.OO·~ 

(1,793) 
(7,134) 

100.00't. 
(2.007) 
(2,339) 

100.00% 
(2,230) 
(2,554) 

100.00·~ 

(2,421) 
(2,861) 

100.00'" 
(2,628) 
(3,126) 

(3.416) 
(4,076) 

(S 
.u 

(\4.556; 
(17,2~' 

2. Peu:enf of self-employed health 
Wilh discriminalion rules 
Withou1 discrimination rutes 

30.00% 50.00% 
(19) 
(sa) 

15.00% 
(461) 
(517) 

100.00% 
(gaS) 

(1,130) 

1<l0.00"1. 
(t.476) 
{I ,744) 

100.00% 
(1,636) 
(1.946) 

100.00% 
(1,793) 
(2;134) 

100.00% 
(2,007) 
(2,389) 

1I}O.OO% 
(2,230) 
(2,654) 

100.00% 
(2,421) 
(2,881) 

100.00% 
(2,626) 
(3,128) 

(4,637) 
(5,425) 

e 
(15,716) 0 
1.1a.610)_ 

I 
)< 

3. Percent of self-employed heaflh 
With discriminalion rures 
Without discriminalion rufes 

---­

30.00"1. 40.00% 
(39) 
(44) 

50.00';' 
(217) 

. (243) 

60.00% 
(422) 
(484) 

, 
10.00"1. 

(GOO) 
.FBO) 

80.00';' 80.01}% 80.00'1. 80.00% 80.00% 80.00% t 
(956) (1.246) (1,3'86) (1,532) (1,663) (I.BOO) (2.295) (9,928) F 

(U~O)__(1,482J-(.1,64J!l:-(4.823)---·(1~98Q)-(2;149)--(2;S90)--(11;774r;:-

4. Percenl or self-emploved health 
With disCfiminalion ru1es 
Without discrimlnalion rules 

30.00'10 50.00% 
(79)
tea) 

65.00% 
(416) 
(466) 

80.00% 
(737) 
(844) 

80.00% 
'1,032) 
(1,220) 

60.00% 
(1,138) 
(1.355) 

80.00% 
(1,246) 
{I ,462) 

80.00% 
(1 ;386) 
(1,649) 

80.00% 
(1.532) 
{1,52:!} 

ElO.O(J% 
0,663) 
(1,980) 

80.00'" 
(I,B06) 
(2,149) 

(3.(03) 
(J,9?:!) 

(11.0J6} 
(13,057) 

5. Percent of sel(-emproyed heaHh 
With discrimmaHon rules 
Without dlscrimlnaUon rule$ 

30.00°1. 35.00% 
(20) 
(22) 

35,00% 
(67) 
(97) 

40.00',4 
(115) 
{133} 

45.00% 
(223} 
(~ _ 

60.00'" 50.00';' 50,00% 50.00'~ 
(355) (479) (52B) (580) 
~~__ J.~t:>L _@29,L_ (690) 

50.00% 
(630) 

_ (750), 

!50.00% 
(664) 

_ <!!'I<I) 
(BOO) 

_{937L 
(3,700) 
l4,3.go} 

6. Percent of 6eJr-emproyed heallh 
With discrimination rules 
Without dl6crimin.alion ruree 

30.00"1. 35.00% 
(20) 
(22) 

45.00% 
(130) 
(145) 

50.0Q% 
(304) 
(34B) 

50.00',4 
(401) 

, (473) 

50.00"1. 
(439) 
(522) 

5<l.OO% 
(479) 
(570) 

50.00% 
(528) 
(629) 

50.00% 
(500) 
(690) 

5<l_00% 
(630) 
(750) 

50.00'1. 
(684' 
(814) 

(1,292) 
C1,510) 

(4,19J) 
(4.963) 

E~end7 r.ellem9S Table summ3 06l06J95 

1/ Percent of health msurance purchased by the set! employed Miich woulcl be alh)wed as an above the line deduction 
Under the current law an above the line deduclloll 01 30% or self employed heallh inWfance Is allowed. 
Under cUllen! law, there a!l~ In gef1eral no d'iscriminalion rules. 
Unoder !he discrimination rule option discrimination rules wO'Jkt app~"lo the cleduclion In excess of the cunent la,'II' 30%. 

f\ 
Ie 
f\ 

o 
[\ 
(' 

c 

Note: The r~eipl5 effect k enlirely irnfivldual income lax. 
( 
1 

-i o 
-i 
D 
r 
-0 

c 
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Etrecl on Reeeipte 01 Several Options 	 C 

Z'0 '"crease the Percent of Heallh InslJnmce I 
Purchased bV Iile Selr Employed ..... 

f\)
Allowed IilS 8 Deduction I ..... 

\.0 
\.0 

fiscal year 	 T~al Tolal - VI.[-.1995
Option 1996 1997 1998 1999 2000 2001 2002 200l 2()()4 2005 1995·2000 1995 .2~ ..... 

(S millions) VI 

lSI 
\.0 

1. 	 Percent o. selr-employed health 11 ao.()O% 45.00% GO.OO% 15.00% 90.00% 1()O.DO% 10D.OO% 100.()O~~ 100.00% 100.00% 100.0G% 
. With discrimination rules (59) (327) (639) (1,007)' (1,445) (1,793) (2.007) (2,230) (2,42') (2,628) (3,478) (1-4,556; 
Wittlout discrimination rules (66) __ (367)' (133)-.1,,19Q}~t1.720) (2,134)(2,3&9) (2,654) (2,881) (3,128) (4,076) (l7,f~l 

2. 	 Peu:ent of self-employed heaUh 30.00% 5D.00% 15.00% HlO.OO% 100.00·4 100.00',4 100.00%' 100.00% 1CHl.OO% 1DO.OQ% 100.00% t:1 

Wilh discriminlliion rukl!. (79) (461) (985) (1,476) (1,635) (1,793) (2,007) (2.230) (2,421) (2.626) (4,637) (15;716) ~ 
WittlCPltt d~rimlnalion rutes ~-,--_-,-_-,(88) (517) .-<1,130) (1,744) {1,946J 12,134} (2.389) (2,654) (2,881) (3.128) (5,425) Jl8.610!' -l 

D 
X 

3~ 	 Percent or self·employed heatlh 30.00% 4D.00·" 50.00% 60.00% 70.000/, eo.oo't. 80.00% eo.oo'.!. 80.00% BO.OO·" 80.00% -0 
With discfimina(1011 rules (39) (217) (422) (600) (9561' (1,246). (1,386) (1,532) (1,663) (I,BOO) (2.29!i) (9,928) P 
WiIf10ut discriminalfon rules (44) (143) (484) (780) (1.14Q) (1,4~(1,649) (1.823) (1,980) (2,149) (2,690) - (11,774) n 

-< 

4. 	 Pefcent of self-empioVed health :30.00% 50.00% 65.00% 80.00% 80.00% eo.OO% 80.,,0% eo.OO% 80.00·h 80.00% 80.00% 

With discrimination rules (79) (416) (731) (1,03'2) (1,138) (1,246) (1,386) (1,532) 0,663) (',806) (3,403) (11.036) 

wcUtoot discrimlnalion rules t88}_--.!466L _ (844L (1.22!lL~t.355L (1;4821~---'1...64_9) _ (1,823) (1,900) (2,149) (3,97~3,057) 


5. 	 Percen« 0' self-en:JJ!tgye.d_heaUh_-- -- 30.00·4-35.00%--a5.00%-40;OO·t;--45;00%~-60:00%-~5D,OO% 50.00% 50.00'k 50.GO%,' 50.00% 

With discrimimlion rukls (20) (67) (115) (223)(355) (479) (528) - (5SQ) (roO) (684) (800) (3,700) 

Wifuoot dlsaimlraalicn rules (22) (97) (133) . (264) (422). (570) (629) (690) (7591 (814) (937. -l4,390) 


- G. 	 Percenfal self-employed heallh 30.00'4 35.00% 45.0fl% 50.00% 50.00"4 5O.GO"4 5(),DC% 50.0c)% 50.00% 5().OO% 50.00'4 
With discfimina!iol1 rules (20) (130) (3Q4) (401) (439) (479) (528) (580) (630) (684) (1,292) (4,193) 
Witt10ut dlscrimina!ion rulee (22) (145) (348) (473) (522) (570) (629) (690) (750) (814) (1,510) (4.963) 

Extend1 "e!(em95 Table summ3 0006195 	
f\) 
lSI 

It Percent of heallh insurance purchased by the seM emploved YAlich would be allowed as an above 'he line dedlJlCtlon f\) 

Under the current law a!l above ll1e line deductlol1 of 30% 01 sell employed heallh inSIJfanCe Is allowed. en 
f\)

Under Cl1neot law, there are In Gl!f1eral no tfiscrimmalion rules. f\) 

Under 'he discrimination rule oplfon discrimination rules woofd applY. 10 the deduction In excess of the clJnellt law 30%. 
OJ 
-,J 
OJNote: The receiPts effect Is entirety individual incOOle tax. . -b 

-0 

lSId 
f\)-l 

D 	 "­'-,_. r 	 lSI 
t\.l 
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• 't­

~. 

, 



JUN-12-1995 14:42 Dr:1S Tr:1X POJICY 	 202 622 8784 P.02/04 

DEPARTMENT OF THE "rREASURY 
I 

WASHINGTON, O.C. 20220 

June 9, 1995 

MEMORANDUM FOR CHRIS JENNINGS 
NATIONAL EFONOMIC COUNCIL . 

FROM: 	 ERICJ,TOD~R ~~ 
DEPUty ASSISTANT SECRETARY (TAX ANALYSIS) 

SUBJECT: 	 Estimate 'of Ph1sed-In Increases in Dedu~tion for ' 
. I 

Health Insurance Costs of the Self-Employed 
I 

The attached table shows esrimates by th~ Office of Tax Analysis (OT A) of the effect on Federal 
" I 	 . 

receipts of allowing the self-employed fa deduct 100 percent, 80 percent, and 50 percent of 
health. insurance premiums under phase-in schedules ending in 1998 and 2002. The effects on 
Federal receipts are computed relative tala baseline that includes recently enacted legislarion [hat 
makes the self-employed deduction pennanent at a 30 percenr rate. , 	 I 

I 	 . 
Some of. the estimates assume that dec;luctions in excess of 30 percent of health insurance 
premiums are subject to discrimination rilles. Under these rules, the deduction is the greater of 
. 	 . ) 

30 percent ofthe premium or [he percentage contributed to an equivalent plan for employees (up 
to the maximum available deduction for'lthat year). Other estimates assume·that discrimination 
rules do not apply . In all the esriinares, the current law 30 percent deduction is not subject [0 

discrimination rules. I 	 ' 

Under the more accelerated phase-ins, thb following phase-in schedules apply to the 100 percent, 
80 pe(cent~ and SO percent deductions: . i . 

For the 100 percent deductlOn -- .30 percent in 1995, 50 percent in 1996, 75 
percent in 1997, and 100 percent in 1998 
and thereafter; 

For the 80 percent deduction -­ 30 perc:ent in 1995, 50 percent in 1996, 65 
percent in 1997, and 80 percent i.n 1998 and 
thereafter; 

30 percent in 1995, 35 percent in 1996, 45 
percent in 1997, and 50 percent in 1998 and 
thereafter . 

For the 50 percent deduction -­

. . With discrimination rules, the" 100 perc'fnt deduction loses $8.4 billion between FY 1995 and 
FY 2002 and $15.7 billion betweenFY 1995 and FY2005. The 80 percent deduction loses $6.0 
billion between FY 1995 and FY 2002 a~d $11.0 billion between FY 1995 and FY 2005. The 

! 
i 
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50 percent deduction loses $2.3 billion Between FY 1995 and FY'2002 and $4:2 billion between 


FY 1995 and FY 2005. . I . '. '. '. . 

Under the slower phase-ins, the following phase-in schedules apply to the 100 percent, 80 

percent, ,aild50 percent deductions: . j .' . . , 


For the 100 percent dedu~tion j 30 pe~cent in 1995. 40 percent in 1996, 50 . . 	 I 
percent in 1997, 60 percent in 1998, 70 ' 
percent in 1999, 80 percent in 2000. 90 

. percent,in 2001. and 100 pe;rcent in 2002 and, 
thereafter; 

For the 80 percent deduction --
I 

30 percent in 1995, 35 percent in 1996, 40 
. , ' percent in 1997; 45 percent in 1998, 50 , 	 I percent in 1999, 60 percent in 2000 t 70 

percent in 2001, and 80 percent in 2002 and 

I thereafter; 

I 
For the 5~ percent deduction ~-.I 30 percent in 1995, 35 percent in 1996 and 

1997, 40 percent in 1998 and 1999,45 percent 
in 2000 and 2001, and 50 percent in 2002 and 

. 	 thereafter. 
. ' I 	 . 

With discrimination rules, the 100 percent deduction loses $5.4 billion between FY 1995 and 
FY2002 and $12.7 billion between FY 1!995 and FY 2005. The 80percent deduction loses $3; 1 
billion between FY 1995 and FY 2002 and $8.1 billion between FY 1995 and FY 2005. The 
50 percent deduction loses $1.4 billionbhweeri FY 1995 and FY 2002 and $3.3 billion between 
FY'1995 and'FY 2005. ' 

, 	 ' . 

,	The proposals only affect individual ~cofD.etax receipts. As under i::u.rrent law,health insurance 
premiums do not reduce .the SECA tax' base: In addition, as under current law, the deduction 
cannot exceed eamings'from self-employment and no deduction is allowed if the self-employed 
person is eligible for aplan with an employer contribution; . 

Attachment 

cc: 	 Jennifer Klein 

Mark Miller 




.. Efft'Ct 0" Recielpla 

Olltion 1995 1996 

Sellt'ra( Opllons for Incrlilaail\iJ the Self Empl'oyed Heatth Iniufance Oeductjgn 
Additional Eslimafes of Self Emploved HI!a!th Insurance Oeduction 

Phale In Complete 2002 
and 

Prior E~tima4et Phal8 In Ci:>mp4ete 19\111 

liseatyear 
1997 '998 '999 2000 2001 . 2002 2003 

( S miliOflll ) 
2004 

Totll Total 
2005 '995-2000 19!J5-2005! 

y 
c z 
I .... 

I\J 
I .... 

ill 
ill 
IJ1 

~. 

A 

Pei~nl 01 aelf.mployecl flijlUi11 aO.wk 40.00"''' 50.001,1, to.oo·" 70,00% 811.'00% 8G.00".4 100.00% 1.00.00'", '00.00% 100.00% I W 
Wilh discrimination rules· (39) (217) (421) (660) (958) (1,314) (1.77'1 (2,2301 (2,421) (2,628) (2,296) (12,659 
WilhlX/l diiCfimination Me, (44) (243) (484) (780) (1.1-40) .(t.5641 (2, HlB) (2,6541 (2,8&1) (3'.'28) (2,690) (15,025 

JI 

2. 	 Pefcent of fie4f-empro~ed he4lIIh JO.OO% 50.410·" 75.00% 100.00'''' toO.OO·" 100.00" 100.00'. 100.00%' \00.00% 100,00% 100.00'1'•. D 
t1 

Wi1h dllCfimination r~e& (791 (461) (!?sSI (1,0476) (1,636) (1.7'93) (2,OO7) (2,230) (2,421) (2,628) . (4,637, (15,716) (J1 

WiUlouC di&erimirmlon Jules (88] (517) (1,130) (1,144) (l,~fj) 12.134) (2,389) (2,654) . (2,861) (3,128) . (5,425' (18,~IQ) :ti 
x 

-~-. ~.--r-ercefl(of~&elf..enrfllo)'e4.tieaTffi .tv __6JJ."OO%_ 60.00% 7o.i:iii% 90.00% 80,00%. 80.CQ% 80.0 I t5u-

Wah disctinirullim ,111ft; 008) (200) (324) (495) (792) (1,165) (1,532-)-Ks63)~-(1~8OEi)-·'-(1:156)-(8:113 -:-~ 
Withwt dif;l;limillalion NIK (121) (240) (383, (589' (941) (1,386) (1,823) (1,96Q) (2,149) (1,~41 (9,635 Q 

4. 	 Percent of self-employed ht'altn 30.00% 5G.OO% 65.00% eo.OO% 80.00% 80.00% 80.00'''' 60.00"A IHI.OO% 80.00% 90.00% 
WiUl diea-mims!LOft rules (79) (416) (737) (1,032) ~1.13&) (1,246) ,t .386) (1,532) (1,663) (1,800) (J,403) (l1,O~) 

Wilhout discriminl'llioQ rule& (Ba) (466) (844) (1,220) (1,355) (1,4821 (1,649) (1,823) . (1,980) (2,149) (3,973) (13,1l57) 

30.00%­
With discfiminltion rotea (20) (87) . (I 15t . (199) (244) (357) (427) (SIlO) (630) {664, (0041 (3.341 
WithOut diselimination JUtes (22) (97) (133t (2341 (290) (42S) (508) (690) (1501 (814) (n6) (3.~2 

IS. 	 Pefcen' 01 aeif-Eimplo](ed he<lUh 35.00% 35.00% . 40.00% 40.00% 45.00% 45.00% - SO.OO% 50.IWr-!I[OO% 50.00% 

6. PerC«lt of aelt-emptoyed health 
With discrimination Met 
Wilhot.rl dis«irnination ".. 

30.00% 35.00% 
(2Ot 
(12) 

4&.00% 
(1301 
(14s) 

6(1.00'1. 
(304) 
(348) 

60.00% 
(401) 
(473) 

50.0(W. 
(439) 
(522) 

50.00'''' 
(479) 
(570) 

50.(10% 
(528) 
(629] 

50.00',4 
(580) 
(690) 

50.00% 
(630) 
(750) 

50.00% 
(6841 
(814) 

(1,292) 
(1,510) 

(4,1931 
(4,963) .~. 

I\J 

ek1eFiaa &l!ilem95 Tallie liumm3 OOIOa!95 
(J\ 
I\J 
I\J 

-I 
o 
-I 
D 
r 
l} 

~ 

11 Percenl of health insurance purdlased by the &ell emploved v.tJich would be alowed as an above the line deduclion 
tmder 'he CUlTeffllaw an above Ihe line dedudion of 30"" of seU ~ healU! in5UJ1lf1ce is al~. 
Under clJnen1/aw, ltiere ate in Genetal no discrim.ination niles.tJnd« 'he discrimination rule option discnminalion rules would apply to!he dedLtttion in eltcet.li of Ihe culTEifillaw 30'''. 

No(e: The rec.eipls effect It entirely indMduiili income tu. 
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'HEALTH CARE FOR RETIRED WORKERS 
Pabst Brewery, Milwaukee 
. I 

ISSUE 
I 

. . 
On' August 29, afederal court granted a, temporary restraining order preventing Pabst Brewing 
Company from eliminating the health care benefits to more than 700 retired workers (who had 
been covered under the Collective Barghlning Agreement with Bre~ery Workers Local 9) on 

I 

September 1. Pabst argued that i~ had the right to cut off retiree benefits while retirees 
asserted that Pabst had committed its'elf!to pay retiree benefits for life. The Department of 
Labor filed an amicus brief that argued Ithat retirees'health benefits should not be eliminated 

.until additional information about, the c'illltract is evaluated. A hearing on the Motion for a 
Preliminary Injunction is scheduled on'September 16. 

. " .' . j 
The Milwaukee Journal-Sentinel (8/30/96) reports that Representative Kleczka .will encourage 
the President to make Pabst's now-'stall~d pt'an part of.the President's Labor Day agenda. The . , 
Department of Labor believes that the ~resident's Milwaukee trip would be an excellent 
opportunity to highlight the Administration's involvement in retiree health protection issues. 

MEDIA COVERAGE . .. I .· .. . . .... 
Pabst's actIOns have been WIdely reported by the local media. Secretary Reich IS quoted III 

the Milwaukee Journal-Sentinel (8/30/96) as saying "from a legal point of view we think 
Pabst is wrong." He continued, "If Pa~st promised lifetime medical benefits to its retirees, it 
will honor that commitment:" ) , 

. . l 
CONGRESSIONAL INVOLVEMENT 

J 

Representatives Jerry Kleczka and Tom! Barrett have been, very i~volved in this issue on 
behalf of Pabst retirees and asked the Secretary of Labor to investigate the. case and take 
action if appropriate. Both Congressm~n recognized the Department of Labor's efforts in 
recent press releases (8/29/96). I . . 

j 

ADMINISTRATION HISTORY 

The Secretary of Labor filed an amicu~ brief in a similar case to enforce the health benefit 
promise that General Motors made to its employees. On August 14, 1996, the court ruled in 
favor of the 84,000 non-union retirees. 

SUGGESTED ADMINISTRATION POSITION 
i 
I 

The Administation has consistently defended the rights of workers who have been 
contractually promised long-term or pe:rmanent retiree health benefits. Ho~ever: the extent to 
which this specific case explicitly meets this criteria is unclear. We would therefore suggest 
the following talking point:· 1 ' ' 

IIIf workers are promised retireehedlth benefits, those commitments should be upheld.1I 

I
I . 

. 
I" August 31, 1996 

http:upheld.1I


----

-:.~, ., 
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RETIREE HEALTH AND THE GENERAL MOTORS CASE 

.1
BACKGROUND . , i . . 
Fewer and fewer workers receive from tlieir employer the security of health care coverage in 
retirement. The percent of retirees cover1ed by health insurance provided by a former 

. I , 

employer dropped frpffi 37 percent in 1988 to 27 percem (4.7 million retirees) in 1994. 1 

And of those who have received and reliJd on their employer's promise of health coverage, 
thousands of retirees have found that coverage was taken away after their employer decides 
to terminate the health plan. . I .. 
To ensure that promises for health care security are kept, the Department of Labor has fought 

. ..........._.... for r~~i!.~es in impor ..tant retiree health cas:es through its amicus brief program, including in 
General Motors v. SpraflUe.' The Sixth Circuit recently agreed with the Deparunent's 

, I 

position (and that of AARP in its amicus brief) £hat GM must honor its promise to 84,000 
retirees for health care coverage in retirert,ent. We have argued against legal technicalities 
used by employers to avoid honormg theit commitment to retired workers. 

OUR POSITION 
American workers deserve a secure retirement. If an employer has promised health coverage 
to its retirees, that commitment must be hionored. After a lifetime of labor, American 
workers should be able to rely on promisJ1s from their employers for health security in 
retirement. 

NEXT STEPS I 
Two options are on the table. First, the1-dministration can assure AARP members that the 
Department of Labor will continue its eff9rts to prOtect retirees' promises of health security 
through the Department's amiClLS brief prqgram . 

. Second, as you know, we have had 'diScu~sions on the secremry' of Labor's idea for a 
Presidential directive to build upon the Department's efforts by using all available Labor 

. Departrnentresources to ensure that emplbyers who have promised (0 provide health 
coverage for retirees keep their promises ~nd that the Department will identify additional 

. I ,

actions the Administration can take to make sure these promises are honored. A draft of the 
directive is attached. 

, 
. . . I . . 

. 1 Accordmg to the August 1988 and September 1994 Health Beneflts Supplements to' 
the Current Population Surveys. I 

I 
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THE WHITE HOUSE 
Washington, September 10~ 1996. 

Memorandum of September 11,1996 

Protecting Health Benefits of Retirees 

Memorandum for the Secretary ofLabor 
A substantial p.umber of firms,.. having promised to provide health benefits for their retirees, later reneged on . 
these promises. Many of these retirees, especially those who are not yet eligible for Medicare, would not have 
left their jobs without the guarantee of employer-ptovided health coverage. 

I 

I would like to first congratulate you on the succed of the Department of Labor's amicus brief program in . 
protecting the health benefits of retirees. Thanks ie} part to friend-of-the-court briefs filed by the Labor 
Department, courts in three recent cases issued decisions preserving retiree health coverage that employers were 
-att~mpting to terminate or reduce. One of the rulinks protected the health benefits of 84,000 GM retirees; .... 
another prevented the Pabst Brewing Company froin tenninating the benefits of700 former employees.. . 

I direct you to build upon this effort by using all .llable Labor Department resources to ensure that employers 
who have promised to provide health coverage for Jetirees keep their promises. I further direct you to identify 
additional actions the Administration can take to mhl.:e sure these promises are honored. . I . 

Protecting retiree health benefits is one part of thisldministration's overall effort to ensure that workers, after a 
lifetime oflabor, can enjoy a secure retirement. Hoinoring pledges of health coverage is the essence of corporate 
citizenship--taking into account people as well as ptofits.· . 

I 
.. I 

You are authorized and directed to publish t~s me10randum in the Federal Register. 

i • 
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, Retiree Continuation Coverage Act of 1995 

\ 

Summary . 

This' bill would allow early. retirJes (those under age 65) to purchase 
COBRA coverage through their Iformer employer for themselves, their 
spouses, and ,dependents when ~he health care benefits sponsored by the 
retiree's former employer are eliminated or nearly eliminated. The 
retiree and covered dependents \would remain eligible for COBRA coverage 
until they reach Medicare· eligibility. 

This legislation would. enable I~e beneficiaries to purchase health 
insurance coverage at group rates until they become eligible for Medicare. 
Consistent with existing coaM policy. the retirees would pay 102% of 
the premium,~with the extra 2%\ added to cover the former employer's 
administrative ~expenses. . The fermer employer is not required to 
contribute to the retiree's premium. . 

Without this legislation or oth~r comparable reforms, early retirees who 
count on their employer-sponsored health care benefits may find 
themselves and their families Jnable to purchase affordable health 
insurance. coverage when their Iformer employers eliminate health care 
benefits. Furthermore, many ar~ unable to purchase coverage at any price 
due. to the presence of pre-exis~ing conditions, In many cases, these 
individuals gave up other benefits (e.g .• pay raises, pension benefits, etc.) 
in exchange for the promise Of] health benefits in their retirement. . 

'}<;;~. ~.u-­

'2--k~-Z,32-1 
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I ' 
AssiStant Secretary for,U.S. Department of Labor 
Pension and Welfars Benefits 
Washington. DC. 20210 

I 

I 
, MEMORANDUM ,FOR: CHRIS JENNINGS 

Senior Health Policy Analyst
I ' 

FROM: OLENA BERG O~~ 
AssistaAt Secretary ~. 
pensioniand welfar~ Benefits Administration 

SUBJECT: 	 Department of Labor Recommendations for 
Consumet Protection Reforms and statement of 
Accomplishments Affecting Employee Health 
Benefit IPlans '. 

. d :.. Ittf' ' Th1S rnemoran urn ~s ~n respONse 0 your reques or a short 
explanation of our recent accomplishments in health care related 
activities. In addition, you also requested thatwe'transmit 
current idea!:'! on health care initiatives,that the Department is 
supporting. We have attached a document outlining those 
initiatives and one 	statingjour recent accomplishments. I would 
like to emphasize that the Secretary is very interested in 
supporting initiatives incr~asing consumer protections 'in health 
care and increasing 	the ava~lability of quality health care to 
small employers through state based group purchasing 
cooperatives. 

Working for America's Workforce 
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I ~.' , I . , •• ' 
HEAL~HCARE RE~T~~.ENFORCEMENT ACCOMPLISHMENTS 

I 
The Department's primary eniorcement activity in area of health 
care since the beginning of ~his" Adininistration has been to 

. crack down on fraudulent MEWAs -- multiple employer welfare 

. arrangements -- who promise linexpensive health, workers' 
compensation, disability andl life .insurance packages by setting 
artificially low insurance rhtes. TO date PWBA has initiated 262 
civil and criminal investiga~ions and recovered more than $54 
million for workers and their families.. In addition, criminal 
prosecutions have resulted ih $37 .. 2 million in'court-ordered 
restitution. More than 250,pOO participants were covered by
plans in which the Agency found fiduciary and criminal 
violations. t . 

, , 
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I 

CONSUKBR P~TBCTION INITIATIVES 

I 'It 1)( 

,Consumer Grievanoe process:! 
,1

\ 
. ..'. 

" . 	 I 
'0 	 Ensure consumer qrievanpes about olaims or covered benefits 

are addressed quickly and fairly, with access to a neutral 
dispute resolution Systrm. 
. 	 . 

o 	 ERISA Plans 

• 	
1 

Expand ERISA remed!ies to make people whole for economic 
losses suffered: np punitive damages; optional: add 
non-economic losseS (pain and suffering). 

• , . ' , I..., .,. - . • . 1 It . fPernut Secretary 0,,1. .1.JGI.bor to ~mpose C1V1 pena ~es 'or 
failure to providel plan benefits without any reasonable 
basis. Alternativ'e: make ERISA plans subject to 
e~isting state lawiremedies. ' .' , 

• Health plans provide prompt notice of denial r delay or 
reduction in serviices and of a right to appeal. 

• 
 Health plaps provi~e expedited appeal procedures for 

pre-service denialis and in urgent or elnergency 
situations. I ' . 

• Trial courts review claims cases de novo, without 
deference to decis1ion of administrator or fiduciary and 
to construe ambigubus terms in the plan contract 
against the draft~r. 

, I 

I
IConsumer Information: 

o 	 A summary description (not incluqing proprietary 
'information) of the procedures used to control utilization 
of services and expendi1tures r the practice guidelines used 
by the plan, and .the fiinancial incentives used by the plan
(i.e. r the amount of r:iJsk assigned to partiCipating 
physicians) . . 1'" . 

o 	 Health plan sponsors p~ovide updated summary plan ' 

description (SPDs), for employee health plans every 3 years 

to DOL. 


o 	 Health plan sponsors diistribute Summary of Material 
Modifications (SMMs) fdr changes other than material 
reduction in benefits at least 30 days before the earlier of 
the end of the plan ye~r or the first date participants and 
beneficiaries maYChoole to decline coverage (open 'season) • 

I 
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Examples of such amendments include a decision to self­
insure a pli:m that pre~iously Was insured without reducing 
benefits, or,a change in pl~~administrator.

I :j. 

o 	 Insurance companies cartnot 1~p6e individuals' coverage under 
insured employee health plans lapse due to the plan 
administrator's nonpa~entof premium, unless the insurer 
notifies these individuals at least 15 days before. the 
coverage is to lapse. I 

o 	 Planspo~sors make thelfollOWinq disclosures to enrollees 
regarding their rights land remedies under an ERISA plan: 

i 	 , 
+ 	 If a benefit claim is denied, any rights and remedies 

beyond the adIRini~trativeappeal process come under 
federal law (ERISA), not state law. 

I 
Under federal lawlthe remedies available are generally• limited to recovery of the benefits under the terms of 
the plan and, at the court1s discretion, reasonable 

. attorneysl fees and costs of action but not expert 
witness costs~ I . 

+ 	 Enrollees. in ERIS~ plans generally may not recover 
compensatory,.consequential or punitive damages that 
otherwise might b~ available under state law (e.g., out 
of pocket expenses and other costs incurred such as 
lost wages, pain ~nd suffering and emotional damages). 

o 	 Plan sponsors inform elrollees whether their health coverage 
is provided through in~urance or from the general funds of 
the plan sponsor. I 
+ 	 Disclosure for self-insured plans: The health benefits 

are provided by the plan sponsor (name) and not by an 
insurance company I (the third party administrator could 
be named). The (TPAj is a claims proce$sor and does 
not unde~Yrite orlinsure any benefits under the plan. 
If the plan spons9r becomes generally unable to pay its 
bills, participants and beneficiaries may be . 
responsible for outstanding bills. BecaUse no 
insurance companylunderwrites the benefits t such unpaid
claims are genera+ly not eligible for reimbursement 
from a state guar~ntee fund that normally protects 
claims of failed insurance companies. 

+ 	 Disclosure for fully-insured plans: The health 
benefits are underwritten by the (name) insurance 
company. Should this insurance company experience 
financial difficulties, unpaid benefits may be eligible 
for reimburse~ent through a fund established by the 
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state, sometimes called a guarantee fund. Your rights 
however will vary Ifrom state to state and you should 
consult with your state insurance commissioner for 
further informatioh. 'u'r

,I t.:, 
. 1 

Quality: The Department is jvery supportive of participants 
,having access to objective i,nformation about the performance of 
their health plans. We woul;d be interested in working with HHS 
and,other groups to identifYj reliable sources of this information 
and develop methods for conTner access, 

I 
Privacy and confidentiality:', Guarantee the ,privacy of patient 
medical records. 

o 	 Establish uniform confidentiality safeguards for all medical 
records, regardless of ithe form (paper or electronic). 

• 	 The safeguards all~ws disclosure for pa~ent of claims, 
investigation of health care fraud or abuse, and for 
specified public ~ealth reasons or in medical 
emergencies, by C9urt order, by the subject's consent 
or to 'create anonY,mous aggregate data. 

The safeguards enJares individual rights to inspect and• modify his or her [records in case of an error. 

• 
 . . 1 d I.. 1 ' It · f . .
Adopt C1V1 an c~l~m~na pena 1es or v10lat10ns of 
confidentiality., ' 

I 

Group Purchase cooperatives/:Multiple Employer Welfare 
A~ranqements (MEWAs); , I ' . ' ' . 
o 	 Support ,state efforts to establ1sh state-based purchas~ng 

cooperatives for emplo~ers (particularly small employers) to 
pool their purchasing power. This could be accomplished by

fl. .states allow~ng the cooperat1ve to have a separate pool 
within the state health plans' for its employees o'r by the 
state certifying private' cooperatives (see the original
Senate version of Kenn~dy/Kassebaum). . 

3 
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Alternatively, as the Atiministration proposed before"i! the 
state fails,to set up at p:t;ivate or quasi-public cooperative, 
employers 'could buy intb a ,s~parate state pool component of 
FEHBP. 	 I' '! I r; ", , ' 

" .: 
,0 	 Either of the abov~ ini~iatives would help alleviate the 

c~rrent prpblems in unllicensedmultiple employer welfare 
arrangements., 

1'-' 

B:\CONSBlll\August 9; 1996 (11:59am) 

4 
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Meanwhile, estimates on 
more than 1 million citizens 

'greatly varied. Republicans, 
many as ...100,000 could have 
their naturalization. The 
yesterday that its estimate, 
Naturalization Service, is c 

An INS official 'said 
,further investigation, but 
that who are criminal. I' 
case that "there may be more 
official added: . "Some of 
We need to determine whet 
or they were just.· arrested 

. who we say is a criminal. 
innocent until proven guil 

The official said INS 
submitted over the past 
Reform subcommittee cont 
approximately 50,000 of t 
careful proce,dure to make s 
perscin who was naturalized, 
didn't use fraudulent do 
comments made yesterday by 
official added: "If we f 
is cause for revocation of 
said those citizens would 
deported. "It's a process. 
Immigration affairs will 
are deportable." 

o Administration considers 
Presurriing a second term i 
Administration is.prepar 
insurance reform. Labor S 
several options designed t 
.he prepares to make re 
Clinton early next year. 

Reich told the Bullet 
litigating on behalf of 
promised them retirement 
or reduced those benefits: 
the side of retirees when 
Unfortunately, we are beg 
employers are promising 
deliver." Added .Reich: 
retirement health benefit 
they do, and employees r 
planning at that time, 
hardship. II . 

Reich said the Labo 
ways to address concerns 
all, we are putting out. 
suggesting that they 1 

~\ (fA") ~002 
o . cIV"1' 

. 0 rr- ~nr-
to/'3 \..,~~
~criminals am~;gst the 


lized 'last year appear to be 

ted earlier this week that as 


cted criminals ,at ehe time of 
Administration. announced 


by the Immigration and 

to 1,300. " 


"We believe 1,300 could warrant 

hold that it might be fewer th2ni 

. that it could also be the 


1,300" criminals in the group, the 
let in by administrative errol'S. 


e people were actually convict-ed, 

picion. '" We have to be careful 


, in this country, we are 

iewing naturalization applicatjons 
the House Government Oversight ;md 


review of FBI files for 

citizens. "We're going through a 

t when we did the interview of the 


were telling the truth and they 
II the official said. Echoing 


issioner Doris Meissner, the 

they did have false dqcuments, that 

ization. '.' However, the official 

opportunity to appeal. before being 


has individual rights. 

ir cases and decide whether they 


ep for health insurance reform. 
horizon, the Clinton. , 

its next step in the area of health 
ry Robert Reich is considering 
ect health b~nefitsfor retirees, a 

ns in that area to President 

t the Administration has "been 
s who allege that companies have 
benefits and have either terminated 
erally. We are entering court on . 

that their claims are justifiable. 
to see a pattern in which private 

t benefits and then failing to 
are under no obligation to offe 

ir employees, of course. But once 
that promise in their financial 
ing that can cause quite a 

ment is considering three possible 
retiree health benefits. "First of 

isoryto employees and retirees, 
ir~plan descriptions and employment· 
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'. "centracts to. determine exact 
regard to. retiree health c 
long.these premises willi 
warning empleyees and reti 
built into. these centracts 
terminate erchange the p 
often in fine print, but t 
assure'd ef getting lifetime 

Secendly I Reich said. 

. legislative options fer 
very least, it's impertant 
care in retirement get cle 

. premises entail so. that 
retire and those promises. 
at least allow empleyees to. 
weuld net be fulfilled. II 

The thirq optien unde 
centract doctrine to. emp 

. added: ."So that if empl 
the promises are clearly 
responsibility merely to . 
change weuld be enforced 
den" tapply nermal centra 
because the Employment Ret 
preempts typical centract 
currently interpret these 
escape clause appears 
pessibility the ceurts 
er substantially reduce 

At the reet of the 
/I companie.s' earnings have 
health benef.its fer ret 
reduce or eliminate ret 
impese these escape cia 
allowing them to. termina 
concerns, Reich said the 
that weuld deter emp 
the first place. So. 

FBI efficial pleads guil 
case. Senier FBI effi . 
obstructing justice in 
handling of the 1992 si 
District Ce~rt inWashi 
cooperate with prosecut 
FBI efficials. Under t 
admitted destroying an 
he also. erdered. a 
well as a computer disk 
Kahee faces up to. 10 . 

.0. Adminis t rat i enre'spends 
Schaef~r qet satisfied. 

.Power subcemmittee cha 

premises have been made with 
extent ef these premises and hew 

ich said, adding: "We're also. 
look fer an.escape clause eften 
ives cempanies the right to. 
t any time. These.clauses are 
the difference between being 
care er net." 

ment is "loeking also. at Geme 
- -assuming we are here ..At the 

oyees who are promisedhe~lth 
1 disclesure ef what those 

t suddenly surprised when they 
ed upen. Clear disclosure weuld 
the possibility these promises 

ation "weuld apply nermal 
tS,fl according to Reich, who. 

reasen to rely on them because 
out r the employer cannot escape 
a technicality. \I Reich said the. 
the ceurts .. "Right new, .ceurts 
iples to' these employment contracts 

Income Security Act -- ERISA - ­
Thus the Federal ceurts will 

extremelystrictli arid jf the 
the agreement, there is a . 
empleyers' position to terminate 

Reich said, is the fact that 
as a result of plans that provide 

, seme companies have decided to. 
fits, er at the very least, 

ir retirement benefit contract:.s, 
at will. II In addressing these 

tratien "deesn't want to. do anything 
efferingfull retiree benefits in 
strike a delicate balance." 

ruction ef justice in Ruby Ridge 
chael Kahoe·pleaded guilty teday to 

a repertcritical ef the FBI's. 
Ridge. Entering the plea in US 

.C. this merning, Kahee agreed to 
stigating a possible ceverup by ether 
of a deal agreed to last week, Kahee 

tique of its role in the case and. said 
:te destroy his copies of the report as . 
entained much ef the information. 
prison and a fine of $250,000. 

er on global climate change; 

ago ,Heuse Commerce Ene.c.-gy and 


Schaefer asked 6fficials of the 
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"~~Mo~DuMF8RTHESEcRtTARY()F'EAJ3'()k 

SUBJECT: Pr6tectutg H~alth Benefits 'ofRetir~s' " 

,;c,'," . " '.':' ... ,.:.,,, .•:" .... , .,;-: .. '" ..... ,:,.: .,:.:,,~.:., , .:_,~l:;,,: .. , ,,'"'~' .,., .•:~"", ','I'~." ",,~," •.,' ~. !. " "::' .. ,' " 

, A substantial num1;le.ro( fums, having promis~ to proyide healthbene,fitS fo(th'eir retirees,liltCt> , 
" '., , '\ ' • : ' .' . ; -",' .' , .... • , , ,,," • '. ,'. ...' . ,! ~ '!. ' •. >'.,' " .-'".'" ,.' , ' <':" '-~ '., -.' ". ,. ., ',1' . - .",' .' . " . . -,", ') .' ": • , 

reneged on these promises,leaVJng thelrformer employees high and dry.. Many of these workers;' 
especiallythose who are" notyet eligible for Medicare,would not tia,~~ leftthelf jobs without'me ' 
guaiailtee 'of employer-proVided heaJth< coverage. <• 

I would llke to firs~ cOllgratulare you on the succe~s ofthe Department of Labor's amicus brief < 
program iIi protecting thehealth benefits ofretltees. 'Thimks in part to fnend-of-the-court briefs' 
,filed by the Labor Department" coUrts in three recent casesissued decisions preserving retiree 
health coverage that employers wereattemptin,g to terminate'or reduce. ,6neof the rulings 

"protected the heallhbenetits of 84,000 OM,retirees;:anothcr Prevented the Pabst Brewing' 
Company from terminating the benefits of 700 former employeeS: < 

I di~~ctfQuto build uPOll thiseffortbyus~g alfa~:illable Laborri~partlri~ri~ies9¢cestbe~s~r~ , 
that ernp,loyerswho haye promised to provide health~ov~rage ror refuees ,keep theil-promises. I ' 
further direct you l6'identify'additionhl actions the Admini'stratioi'iicari like to make sure these' , 
promises are honored. ' , ' , 

piote6tj~g reiiree:he'althb~n~fits is onc~p~ afour' ~vera1l~ff6n t~ ~nsUf~~that workets.afte~ a, 
litetime of lab()f. can enjoy a.s~ureretirement. Honoringplepges ofheaJthcoverage is, the 
essence of corporate citizenship-~ta.k.ing into accQuntpeople as well as profits. 

... " ,.' : .:' . ." .. , .' ' :. :~'-' ,,: ';:,' "', ,~, :" ... . .': ~ :.," .: ,,'. ,\~ ",' -," ."~. . .',:".......... '. . " ':, '.
, 

I lool': forward to receiving your sug'gestions 'as to additional stepswe can take in this critically 
important area. ' 

,". ' ' 

, ' 

• >'," 
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PROTECTING PROMiSES' 6~;:' . 
HEAimcOVERAGE SECURITY IN' RETIREMENT 

'A'n\e,:k';'viork'erJi~i~rV~ a sei:uiereiidiri~nc.It is';tijCjallhat e;;;pl;'yeis tC'ci,p their t;3~P 
~2~af retirement health"care s~uritY:. Am~~iean~(jf-ke-rs~O~baXe~w.or.keti:nreir:entire ' J2.Jr­
J!~.shQu~abl~rt9;c~ely.:l:o~p..&qm1J£~m...tA~lT~emJ)lo.ygf"s..1 applaud Congressman . 
Kleczia for nlscommlta:nent to ensure that Amencan workers do not find the path of 

.retirement paved with broken promises. . 
' ..... , ........... '~~""""'" 


. Too,many.reti~ees have relied on the~r employer'spmFRi~heal~h care coverage only to, 
find that coverage is~ken.a\vaY<lfterJheir emplo}'ei~decidesto.ieiminate the health plan. To 

. ensure that prornisesfor, health caresectintfare kept,~h'e DePartmen~ (J'f ~bor has fought for 
. retirees in importantnitir~ hea.lthc~s'es. including Pabst and GMy/sPrague. We hav~ . , 

argued against legal technicalities used by employers to avoid honoring. their commitments to 

retired workers. We will continue to'~ork with Congressman KleCzka and other Members to 

protect ~orkers' health security in retirefnent . 
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September 10, 1996 . DRAFT 
MEMORANDUM FOR tHESECRETARY OF LABOR 

SUBJECT: Pro tecting Health Benefits of Retirees 

A substantial number of fums, having promised to provide health benefits for their retirees, later 
reneged on these promises, leaving their former employees high and dry. Many of ti)ese retirees, 
especially those who are not yet eligible for Medicar¢, would not have left their jobs without the 
guarantee of employer·provided health coverage. 

I would like to firsl'congr'atulate you on the success of the Depanmenl of Labor's amicus brief 
program in protecting the health benefits of retirees. Thanks in pan to friend-of-the-court briefs 
filed by the Labor Department, ~ouns in three recentlcases issued decisions preserving retiree 
health coverage that employers were attempting to tenninate or reduce. One of the rulings 
protected the health benefits of84,000 GM retirees; another prevented the Pabst Brewing 
Company from terminating the benefits of 700 former'employees. 

I direct you to build upon this effort by using all available Labor Depanment resources to ensure 
that employers who have promised to provide healtli:coverage for retirees keep their promises. I 
further direct you to identify additional actions the Administration can take La make sure these 
promises are honored. 

Protecting retiree health benefits is one pan of our overall effon to. ensure that wo.rkers, after u 
lifetime of labor, can enjoy asecure retirement. Honoring pledges of health coverage is the 
essence of corporate citi7..enship--taking into account people as well as profits. 

I look forward to receivinlg your suggestions as to ad:dilional steps we can Lake in this critically 
important area. 

., 

! 



P.03SEP-11-1995 03:21 
" :.) 

PROTECTING PROMISES OF 

HEALm COVERAGE SECURITY IN REtiREMENT 


American Workers deserve a secure retirement. It is crucial that employers keep their 
promises of ' retirement health care security. American workers who have worked their entire 
lives should be able to rely on promises from thefr employers. I applaud Congressman 
Kleczka for his commitment to ensure that Ameri¢an workers do riot find the path of 
retirement paved with broken promises. d 

Too many retirees have ;relied on their employer's promise of health care coverage only to 

find that coverage is taken away after their employer decides to terminate the health plan. To 
ensure that promises for health care security are k~t, the Department of Labor has fought for 
retirees in important retiree ~ealth cases, including Pabst and OM y,' Sw:,a'gue. We have 
argued against legal technicalities used by employers to avoid honoring their commitments to 

retired workers. We will continue to work with Cpngressman Kleczka and other Members to 
protect workers' health security in retirement. ' 

TOTRL P.03 
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','Y~(;(JrnmendCongressl1!:lIl Kleczka,fot ad, s~i~gho~/we can protect retired workers when, 
. thCirpromise of health security in:retireent is broken: , ,,' , , 

", "" :;'"';' ,':::: ",..'" .,,::,: ",", ,:,'i,';' ,,', ,',;'; " ,<;,,,:;,,', ,.'{,',,:~:,,1,:,:,\,:,,\~ :f",.,.'<.",,",;":';':""':,":,:,<1"'.:,<'>:,,':;'":,,;' 
" ,Retirea workers who, have relied}) a p[<?mise, fro,mtl1eir employ~rs for heaIthp~~ coverage 
" ' "should 'ri~t fi~d thehl~efv~swith f' 'coverage in 'th~ir retirement; arid' We must 'continue to 

, ': pursue measures to avoidsu'ch, 'alarmh1g sltuatlon. ' , 

,~e IO§lc:f,6r~ard;to,~or1::g withCon~ess~an Kleczkaand otherrI1~lnbers of Congress on 
',this important matter. ' 
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