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Executive Summary

In stark contrast to just a year ago, employers are now 
actively considering new opportunities when it comes 

to retiree medical program strategy and design. The find-
ings of the sixth annual Towers Watson/ISCEBS Retiree 
Medical Survey, conducted jointly by Towers Watson and 
the International Society of Certified Employee Benefit 
Specialists (ISCEBS), illustrate a changing landscape for 

all employers that sponsor or financially support retiree 
medical coverage. Employers are anticipating the devel-
opment of post-health care reform retiree medical op-
tions and are willing to embrace bold, new solutions to 
help active employees prepare for retirement and enable 
pre-65 and Medicare retirees to obtain cost-effective 
health care coverage.
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reform chAngeS Are driving Action

Of the key factors driving employers to reassess their re-
tiree medical strategy:

•   87% cite new federally subsidized insurance options 
under reform for pre-65 coverage.

•  73% cite the excise tax.
•   58% of employers are swayed by coverage enhance-

ments for retiree prescription drug coverage, such as 
closure of the Part D coverage gap (the “donut hole”) 
beginning in 2011.

employerS Are Stepping AwAy from group  
SponSorShip for medicAre retireeS

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

moSt employerS will continue pre-medicAre 
SuBSidieS And SponSorShipS over the next  
SeverAl yeArS, But will evAluAte their future 
role AS heAlth cAre reform tAkeS effect

Approximately 80% of responding employers currently 
provide a subsidy for pre-Medicare coverage, and the ma-
jority plan to continue this subsidy. About 46% of employ-
ers subsidizing coverage have capped their subsidy. Of this 

group, 63% report that 2011 plan costs exceed their subsidy 
cap, and another 15% expect plan costs to exceed the cap 
within the next two years. Many of these employers are 
likely to critically rethink their role after 2013, when the 
impact of health care reform on pre-65 retiree medical cov-
erage becomes clearer. In the meantime, capped subsidies 
are driving up pre-65 retiree contributions and leading to 
delayed retirement for older active employees.

whAt’S next?

Almost 60% of employers are rethinking their role in 
providing retiree medical or plan to do so in the next two 
years. For employers looking to move away from retiree 
health plan sponsorship, reform presents new opportunities 
to facilitate the exit pathway in a socially responsible way 
while ensuring both pre-65 and Medicare retirees have ac-
cess to affordable coverage.

This survey offers insights into the forces creating new 
retiree medical options in a post-health care reform world 
and the factors that are most important as employers con-
sider and implement changes to their programs.

Key Survey Findings
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Medicare Retirees

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

While only 5% of respondents have stopped 
sponsoring plans for Medicare retirees, 36% are 
considering this action for 2012 or 2013. Some 
of these employers will continue to provide a level 
of financial subsidy to retirees through a tax-free 
premium reimbursement account.
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Figure 8. Approach to sponsorship for Medicare retirees*
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Figure 9. Employers that offer coverage but have eliminated 
(or plan to eliminate) employer subsidy for Medicare retirees
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Figure 10. Employers are changing plan design for Medicare retirees
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Figure 17. Health care costs exceed employer 
subsidies for both pre-Medicare and Medicare
retirees
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Figure 18. Employers adding high-deductible
health plans with HSAs for pre-Medicare retirees
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Federal Subsidies for Pre-Medicare 
Retiree Coverage

Reform will provide generous federal subsidies 
to defray the premium cost of health insurance 
coverage purchased through a state exchange for 
many individuals under age 65. These subsidies are 
available for incomes as high as 400% of the federal 
poverty level ($43,560 for an individual and $58,840 
for a husband and wife in 2011). Employers are 
beginning to realize the tremendous economic value 
to retirees — many of whom will have incomes in 
retirement that qualify for federal premium subsidies 
— of moving from employer-sponsored plans into 
individual subsidy-eligible insurance plans offered 
through the exchanges.

Federal subsidies and guaranteed access to 
coverage regardless of health status essentially 
fill the current insurance market gap for pre-65 

retirees. For employers looking to step away from 
pre-65 retiree medical plan sponsorship, reform — if 
enacted as currently written — opens the exit door.

Health savings accounts (HSAs) are also becoming 
a popular retiree medical funding vehicle. About one-
half of survey respondents indicated that they either 
already offer an HSA-qualified high-deductible health 
plan or are considering implementing one in the next 
two years. Beyond the original purpose of promoting 
consumerism in health care, HSAs represent a 
unique, tax-effective way for active employees to save 
for their retirement medical costs and for retirees 
to pay for medical expenses tax-free. Employers 
have also begun to understand the substantial tax 
efficiency for pre-Medicare retirees that an HSA-
based strategy can bring (Figure 18). 

employers adding high-deductible health plans with hSAs for  
pre-medicare retirees.
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ABout the internAtionAl Society of certified employee Benefit SpeciAliStS
The International Society of Certified Employee Benefit Specialists is a nonprofit educational association providing continuing education opportunities for those 
who hold or are pursuing the Certified Employee Benefit Specialist (CEBS), Compensation Management Specialist (CMS), Group Benefits Associate (GBA) or 
Retirement Plans Associate (RPA) designations offered through the CEBS® program. Visit the Society website at www.iscebs.org.

ABout towerS wAtSon
Towers Watson is a leading global professional services company that helps organizations improve performance through effective people, risk and financial manage-
ment. With 14,000 associates around the world, we offer solutions in the areas of employee benefits, talent management, rewards, and risk and capital management.




