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Early Retiree Insurance. To encourage 
employers to maintain coverage for early 
retirees, the federal government picks up 
the tab for high-cost medical claims.

what’s the issue?
The number of employers offering health in-
surance coverage to early retirees–former em-
ployees older than 55 but not yet eligible for 
Medicare–has dropped sharply over the past 
two decades. Employers who have maintained 
that coverage have increased the share of pre-
miums and other costs paid by enrollees. To 
help keep this type of coverage in place, the 
Affordable Care Act established a temporary 
program under which the federal government 
will reimburse retiree health plans for high-
cost medical claims. This Early Retiree Rein-
surance Program will pay 80 percent of each 
claim that exceeds $15,000, up to $90,000.

The program began in June 2010, and is 
slated to operate until the end of 2013. It is in-
tended to slow the decline in employer health 
coverage for retirees and to help tide people 
over until 2014, when other provisions of the 
law go into effect. At that point, it will theo-
retically be easier for early retirees to obtain 
coverage through new state health insurance 
exchanges, often with the aid of subsidies. 
However, it isn’t clear whether the $5 billion 
allotted for the program will cover the antici-
pated costs between now and 2014.

what’s the background?
Among large employers (those with 200 or 
more workers) who provided health coverage 
in 2010, only 28 percent offered benefits to 
newly retired workers, down from 46 percent 

in 1991 (Exhibit 1). State and local govern-
ments and employers with union workers were 
the most likely to offer retiree coverage. Only 
3 percent of small employers (3–199 workers) 
offered retiree coverage this year (Exhibit 2). 
Some retirees are in the same plans as active 
workers, while others are in plans covering re-
tirees only. In 2007, the most recent year for 
which numbers are available, an estimated 6.5 
million people aged 55–64 had early retiree 
coverage, on their own or as dependents.

primary coverage: When early retirees 
have coverage through their former employ-
ers, that coverage is typically “primary.” 
This means that, if the retiree incurs a cost 
for something covered under the policy, the 
employer-provided retiree coverage is respon-
sible for payment. Most retirees receive Medi-
care when they turn 65, or sometimes earlier 
in the case of disability. Medicare then be-
comes their primary plan, and any remaining 
employer-provided coverage becomes “second-
ary” coverage. As such, it may help pay for the 
deductibles or other cost-sharing that retirees 
incur under Medicare, and it may also cover 
goods and services that Medicare doesn’t cov-
er. Nearly all large employers’ retiree plans 
cover early retirees, and about 75 percent of 
them also cover Medicare beneficiaries.

The proportion of employers offering retir-
ee plans has been dropping for more than 20 
years. Many of those who still offer coverage 
have curtailed benefits, tightened eligibility 
rules, or eliminated future coverage for newly 
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hired workers. Most employers have increased 
the share of premiums that retirees pay. One-
fifth of the largest employers give early re-
tirees the right to buy coverage through the 
employer’s plan, but make no contribution to-
ward the cost. Among employers who are still 
paying part of the premium, more than half 
have adopted a “premium cap”—a fixed dollar 
limit on the amount the employer will contrib-
ute toward coverage. Once the cap has been 
reached, all future increases in the cost of cov-
erage are borne entirely by the participants.

advantages for enrollees: Even when 
the employer contributes little or nothing 
toward premiums, access to an employer-
sponsored plan can be advantageous for early 
retirees. Under current insurance regulations 
in most states, retirees with health problems 
might not find affordable coverage if they had 
to shop for it on their own. This is scheduled 
to change in 2014, when the coverage provi-
sions of the Affordable Care Act become fully 
effective. At that time, early retirees must be 
accepted by all insurers in the nongroup mar-
ket. Premium rates will not be allowed to vary 
by health status, and variations by age will be 
restricted. In addition, premium subsidies 
will be available for purchasers with incomes 
below 400 percent of the federal poverty level.

During the health care reform debate, Con-
gress considered a variety of approaches for 
improving or maintaining coverage of those 
who might have left the workplace and lost 
employment-based coverage but who were not 
yet eligible for Medicare. One widely discussed 
option was to allow these early retirees to “buy 

in” to the Medicare program. Another option 
that was included in the version of health re-
form that passed the House of Representatives 
was to prohibit employers from substantially 
modifying health benefits for any participant 
who had already retired.

In the end, however, Congress settled on 
having the federal government reimburse 
health plans covering these early retirees for 
medical claims above a specified level. Called 
“reinsurance” for high-cost claims, the plan 
was a variation of an idea that had been put 
forward by then-presidential candidate Sen. 
John Kerry (D-MA) during the 2004 election 
campaign.

what’s in the law and rules?
The Affordable Care Act requires the secre-
tary of Health and Human Services (HHS) to 
establish a temporary reinsurance program. 
HHS issued implementing regulations on
May 5, 2010, and the program took effect on 
June 1. It will continue through 2013, un-
less funds are exhausted sooner. Any group 
health plan that covers early retirees and is 
sponsored by an employer or union is eligible 
to participate. This includes private employ-
ers and state and local governments, but not 
federal civil and military retiree plans. Plan 
sponsors must file an application for each year 
and meet two key requirements:

strive for cost savings: The plan must 
have programs or procedures with the poten-
tial to generate cost savings for enrollees with 
chronic and high-cost conditions. In the regu-
lations, HHS did not specify which conditions 
a plan must address or what kinds of programs 
are required. Instead, a plan must show that 
it has programs to address at least some con-
ditions. HHS offered a single example of an 
acceptable program: “a diabetes management 
program that includes aggressive monitoring 
and behavioral counseling to prevent com-
plications and unnecessary hospitalization.”  
A plan’s programs need not achieve savings 
right away, but HHS could review their effec-
tiveness later on and might recover funds paid 
to plans with inadequate programs.

Sponsors also must use all reinsurance pay-
ments they receive to reduce the total cost 
of the plan or the costs paid by retirees. The 
sponsor could use the funds to reduce the 
share of the premiums paid by enrollees or 
required cost sharing, such as deductibles or 
copayments. If the plan’s total premiums go up 

exhibit 1
Percentage of Large Firms Offering Health Benefits to Early Retirees

source Kaiser Family Foundation/Health Research and Educational Trust, “Employer Health Benefits: 
2010 Annual Survey.” notes Large firms with 200 or more employees offering health benefits to active 
workers. Does not include the less than 1 percent of firms reporting no early retirees in 2010.
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year by year, the sponsor could use the funds 
to offset these increases. However, the law 
specifies that reinsurance payments may not 
be used by the employer as “general revenue.” 
The regulation interprets this to mean that 
the employer cannot use the payments to re-
duce its dollar contribution to the plan below 
the level in effect in June 2010.

An employer may file a claim when total 
health benefit costs for an eligible enrollee 
during a year exceed $15,000. Both costs paid 
by the employer plan and costs paid by the 
participant are counted. Eligible enrollees 
include retirees aged 55–64 and their depen-
dents, but not those who also have Medicare 
benefits. For each claim, the program will pay 
80 percent of the costs after the threshold of 
$15,000 has been reached, to an upper limit 
of $90,000; this means a maximum payment 
of $60,000 for any one claim. The $15,000 
threshold and the upper limit will both be 
increased each year for inflation, rising by 
an amount equivalent to the increase in the 
medical care component of the consumer price 
index for urban consumers.

problems with requirements: To receive 
the reinsurance payment from the govern-
ment, the employer or plan sponsor must 
provide documentation that all the amounts 
included in its claim were actually paid out.  
This requirement raises at least two problems.

First, an employer plan commonly deducts 
the amount for which a participant is respon-
sible—such as the deductible, coinsurance, 

or copayments—before making payment to a 
doctor, hospital, or other provider. The pro-
vider collects this amount directly from the 
patient, and the plan sponsor rarely has evi-
dence that the patient actually did pay. As a 
practical matter, then, most claims are likely 
to include only the amounts paid by the em-
ployer or insurer, rather than the total cost of 
the claim that includes the portion the retiree 
paid as well.

Second, there are still some health plans 
that pay providers on a so-called “capitated” 
basis, which means that the provider receives 
a fixed payment at a regular interval to pro-
vide all covered care for an enrollee, rather 
than being paid to provide care service by ser-
vice. Other plans employ physicians or other 
professionals on a salaried basis. These plans 
may not always be able to calculate amounts 
spent for any particular patient. However, the 
largest such plan, Kaiser Permanente, will be 
furnishing the data needed for its employer 
clients to file reinsurance claims, and it is 
likely that similar plans will follow suit.

funding: The Affordable Care Act appropri-
ates $5 billion to cover claims and administra-
tive costs for the reinsurance program through 
2013. If at any time HHS anticipates that the 
funds are likely to be exhausted, it may stop 
accepting new applications from plan spon-
sors. To help HHS project future draws on the 
funds, each application is required to include 
a two-year projection of expected reimburse-
ment amounts.

As of late October, HHS reported that nearly 
3,600 employer plans had been accepted into 
the reinsurance program. These include more 
than half of the Fortune 500 companies, all 
major unions, and government entities in ev-
ery state (Exhibit 3). Still, these plans proba-
bly represent only a small fraction of all retiree 
health plans.  The exact number of employers 
offering early retiree coverage is not available, 
but data from the 2010 employer health ben-
efits survey conducted by the Kaiser Family 
Health Foundation and the Health Research 
and Educational Trust suggest that there could 
be as many as 24,000 large employers with re-
tiree plans. There are also many smaller em-
ployers with retiree coverage, but the survey 
sample is too small for a meaningful estimate.

Some of these employers have applications 
in process, while others may not yet have 
learned about the program. But it appears 
that thousands of potentially eligible employ-

exhibit 2
Percentage of Firms Offering Early Retiree Benefits by Industry (2010) 

source Kaiser Family Foundation/Health Research and Educational Trust, “Employer Health Benefits: 
2010 Annual Survey.” aInsufficient data for small firms in transportation, communications, utilities, and 
state and local government sectors. Small firms in health care are less than 1 percent.
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ers have decided not to participate. There are 
a number of possible explanations.

plans not eligible: Some employers’ plans 
may not meet the requirements for partici-
pating, such as having programs in place to 
reduce costs for chronic and high-cost condi-
tions. The HHS rules do not set a very high 
bar for participation. Still, some self-insured 
plans or plans obtained through smaller in-
surers might not qualify, or might conclude 
that the costs of coming into compliance ex-
ceed the potential benefits.

effort not worthwhile: Some employers 
may not be certain that they will have enroll-
ees with large enough claims to make applying 
worthwhile. The Employee Benefit Research 
Institute (EBRI) has estimated that 13 percent 
of early retirees or dependents incur claims of 
$15,000 or more during a year. However, this 
small share of enrollees accounts for 61 per-
cent of all costs. EBRI calculates that subsidies 
from the reinsurance program would cover 
about one-fourth of total costs for an average 
employer’s retiree plan. 

However, some plans may have healthier 
populations or less-generous benefits, mean-
ing that fewer enrollees would meet the 
$15,000 threshold. And in plans with fewer 
participants, claims experience is likely to 
fluctuate considerably from year to year. The 
rules appear to allow a plan sponsor to apply 
for the program after it has incurred the costs 
for which it will be seeking reimbursement. 
Although the estimated cost of applying is not 
high—about $2,000 per plan per year—some 
employers may be waiting to see if their po-
tential subsidy is large enough to be worth the 
trouble.

no financial incentive: Finally, some em-
ployers may be deterred by the requirement 
that reinsurance payments be used to re-
duce costs for the employer, the enrollees, or 
both. As noted earlier, many employers have 
set a fixed dollar cap for their contributions 
to retirees’ health costs or are contributing 
nothing. This means that any reinsurance 
payments would have to be used to reduce the 
costs for enrollees, not the employer’s costs, 
because the rules forbid use of the payments 
to reduce the employer’s own fixed contribu-
tion. In these cases, the employer would have 
no financial incentive to complete the appli-
cation process and collect the data needed to 
file claims.

what’s next?
Earlier this year, both EBRI and the Congres-
sional Budget Office (CBO) projected that 
the $5 billion appropriation for the program 
would be exhausted before the program ex-
pires at the end of 2013. EBRI concluded that 
funds would be used up in 2011, while CBO 
expected them to last through part of 2012. 
However, EBRI assumes that all employers 
providing early retiree coverage will partici-
pate, and CBO’s projection is likely similar. 
If employer participation remains low, the 
funds might stretch further.

If the Affordable Care Act works as in-
tended, people who retire in 2014 or later 
will have access to affordable and often sub-
sidized coverage through state health insur-
ance exchanges. This means that they may 
have less of a need to rely on coverage through 
their former employers. As a result, employ-
er-provided retiree coverage is expected to 
continue to decline, and will no doubt play a 
steadily smaller role in the coverage of future 
retirees.■

exhibit 3

Employers Accepted into the Early Retiree Reinsurance Program, by Sector

source US Department of Health and Human Services. note As of September 9, 2010. Represents only 
the first 2,200 applications approved.
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