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RETIREE HEALTH CARE WAIVER NOT TAXABLE INCOME
PLANSPONSOR.com - May 15, 2009

The Internal Revenue Service (IRS) has ruled that an arrangement under
which employees could give up the right to get retiree health benefits in
exchange for a higher future pay rate does not represent a taxable event.

That holding came in a private letter ruling, which only directly affects the
individual taxpayer requesting the IRS opinion; the taxpayer is not identified
in the publicly released document.

According to the IRS document, the employer's retiree health insurance
program gives employees a chance within 15 days of starting work to waive
retiree health care in exchange for a future pay increase. Electing the pay
hike does not change the pay rate for employee services already performed.

Harry Beker, branch chief, health and welfare branch, Office of Division
Counsel/Associate who wrote the IRS letter, cited Section 1.451-2(a) of the
Income Tax Regulations. That provision indicates that income, although not
actually reduced to a taxpayer's possession, is constructively received by
him in the taxable year during which it is credited to his account, set apart for
him or otherwise made available so that he may draw upon it at any time, or
so that he could have drawn upon it during the taxable year if notice of
intention to withdraw had been given.

Beker said, however, that income is not constructively received if the
taxpayer's control of its receipt is subject to substantial limitations or
restrictions.

The bottom line, according to Beker: employees working for the company
requesting the private letter ruling are not to be considered as having
received taxable income.

To view the IRS document, click here.
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US PRESCRIPTION DRUG USE FELL IN 2008, STUDY SAYS
Washington Post - May 13, 2009

Prescription drug use in the U.S. fell last year, although total spending on
drugs increased as prices rose sharply on brand-name products, pharmacy
benefits manager Medco Health Solutions said Wednesday.

Medco said the overall decline in prescriptions was the first in a decade. The
company, which handles drug benefits covering about 60 million people,
said total prescription use was down because few new drugs were launched
last year, former blockbuster drugs like Zyrtec became available without a
prescription, and some drugs faced safety issues that led to decreased use.

Total spending grew 3.3 percent, Medco said, mainly due to greater use of
"specialty” drugs, which often treat chronic or complex illnesses. The
strongest growth came from diabetes drugs, and use of specialty treatments
for cancer, along rheumatological disease, seizure disorders and antiviral
drugs also increased. The average price of brand-name pharmaceuticals
rose more than 8 percent in 2008, the fastest increase in five years.

Drugmakers tend to raise the price of a product as the date of its patent
expiration approaches. After the key patents supporting a drug expire,
generic versions usually reach the market and are available for a fraction of
the price.

Several drugmakers cited higher prices in their first-quarter earnings reports.
Bristol-Myers Squibb, which makes the anti-clotting drug Plavix, said higher
prices were responsible for half its revenue growth in the first quarter of
2009.

Medco projects prescriptions will rise no more than 1 percent in 2009 and in
2010 as well. But it believes higher prices will lift total spending by 3 to 5
percent this year and 4 to 6 percent next year.

Revenue from specialty drugs rose almost 16 percent for the year. Medco
said growing use of low-cost generic drugs reduced the growth in total
spending: 64 percent of all prescriptions were filled with generic drugs.
Medco and other pharmacy benefits managers make a larger profit when
generic drugs are substituted for brand-name ones. They encourage health
plans to develop ways to increase use of generics and 90-day mail-order
prescriptions.
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                            Average total medical costs for a 

                            typical U.S. family of four�including employer and 

                            employee premium contributions, copayments and 

                            deductibles�rose to $16,771 this year, a 7.4% 

                            increase over last year, according to the Milliman 

                            Medical Index released Monday. 

                            



                            Although the rate of 

                            increase is the lowest since the index began in 

                            2005, the dollar increase of $1,162 is the highest 

                            since 2006, according to Seattle-based Milliman 

                            Inc.�s analysis of historical claims data coupled 

                            with trends in provider contracting. 

                            



                            For 2009, employer 

                            contributions increased about $500, while employees 

                            have seen their share of costs grow by an average 

                            $650, including $500 in increased payroll 

                            contributions and $150 in higher out-of-pocket costs 

                            compared with 2008. 



                            Other significant findings 

                            of the 2009 Milliman Medical Index announced at a 

                            Monday news conference in Seattle include: 

                            



                            -          

                            Cost varies by more than 30% 

                            by region. Miami is 

                            most expensive city, with a total annual medical 

                            cost averaging $20,280, while Phoenix is least 

                            expensive city, with total cost averaging 

                            $14,860.



                            -         Inpatient utilization is 

                            trending downward. Researchers attributed 

                            this development to uncertainty 

                            about employment and anticipation of national health 

                            reform. By contrast, outpatient costs posted the 

                            highest annual rate of increase, averaging 10.2%. 

                            



                            Milliman actuaries and 

                            consultants theorized that the numerous public- and 

                            private-sector initiatives aimed at improving 

                            efficiency and quality of medical care are working 

                            to reduce unnecessary hospital admissions and drive 

                            greater outpatient utilization. 

                            



                            In addition, researchers 

                            tried to estimate the potential effect of last 

                            week�s pledge by a group of health industry 

                            stakeholders to reduce the rate of increase by 1.5% 

                            annually over the next 10 years. By applying the 

                            reduction retrospectively over the past five years, 

                            the consultants found that would have saved about 

                            $3,095 overall, effectively erasing about one year 

                            of 

                            trend.
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                            The IRS has released the 2010 

                            cost-of-living adjustments for HSA 

                            contribution limits and for HDHP deductibles 

                            and out-of-pocket 

                            maximums.



                            -        

                            HSA 

                            Contribution Limits. The 2010 annual HSA 

                            contribution limit for individuals with self-only 

                            HDHP coverage is $3,050 (up $50 from 2009) and for 

                            individuals with family HDHP coverage is $6,150 (up 

                            $200 from 2009). 



                            -       

                            HDHP 

                            Minimum Required Deductibles. The 2010 minimum 

                            annual deductible for self-only HDHP coverage is 

                            $1,200 (up $50 from 2009) and for family HDHP 

                            coverage is $2,400 (up $100 from 2009). 

                            



                            -         

                            HDHP 

                            Out-of-Pocket Maximum. The 2010 maximum limit on 

                            out-of-pocket expenses 

                            (including items such as deductibles, co-payments, 

                            and co-insurance, but not premiums) for self-only 

                            HDHP coverage is $5,950 (up $150 from 2009) and for 

                            family HDHP coverage is $11,900 (up $300 from 

                            2009). 
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                            In 

                            April the New York State budget 

                            was signed into law.  Included 

                            within this year�s budget is the "Deficit Reduction 

                            Plan" (DRP), which contains an increase in taxes, 

                            fees and assessments on health benefits.  Employer 

                            sponsored benefit programs in New York State and potentially 

                            programs outside of the state with a population of 

                            employees who reside in New 

                            York will be impacted by 

                            this plan.




                            
Tax 

                            Increases
The 

                            major health care taxes included in the DRP and in 

                            the final budget are:



                             



                            -          

                            Covered 

                            Lives Assessment (CLA): 

                            The DRP increased the CLA by $120 million 

                            retroactively from October 2008 to March 2009 and 

                            increased the CLA by $120 million from April 2009 to 

                            March 2010. This tax applies to both self-insured 

                            and fully insured plans. 



                            -         Patient 

                            Services Assessment (PSA): 

                            This is a tax on hospital inpatient care and 

                            ambulatory surgery and would impact both fully 

                            insured and self-insured plans.  . The final 

                            budget increased the PSA from 8.95% to 

                            9.63%.



                            -          

                            332 

                            Tax: 

                            This tax would impact fully insured plans and 

                            includes all licensed insurers in the state, but 

                            health insurers are responsible for 60% of the tax. 

                            The DRP increased the 332 tax by $180 million ($108 

                            million for health insurers) for fiscal year 

                            2008-2009 and the final budget increased the 332 tax 

                            by an additional $200 million ($120 million for 

                            health insurers). 



                            -         Premium 

                            Tax on For-Profit HMOs: 

                            The Legislature included language in the final 

                            budget to make the 1.75% premium tax applicable to 

                            for-profit HMOs.  This 

                            tax would impact fully insured plans.



                             



                            Application 

                            of HCRA Taxes to Out of State 

                            Insurers:  In addition, 

                            the Legislature approved a proposal to extend HCRA 

                            taxes (Covered Lives Assessment and Patient Services 

                            Assessment) to out of state insurers. The proposal 

                            would apply to fully insured and self-insured plans. 

                            Groups located out of New 

                            York will now be impacted by 

                            the CLA.
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Pennsylvania 

                            employers would be required to extend group health 

                            insurance coverage to employees' adult, dependent 

                            children until age 30 under legislation the General 

                            Assembly approved last week. 



                             



                            Under 

                            the legislation, a child 29 years or younger could 

                            retain coverage through a parent�s group health care 

                            plan so long as several conditions are met. Those 

                            conditions are that the child is unmarried, has no 

                            dependents, is a resident of Pennsylvania or 

                            enrolled as a full-time student at an accredited 

                            institution of higher education, and is not covered 

                            under another group or individual health insurance 

                            plan. 



                             



                            Employers, 

                            though, would be allowed to raise premiums to cover 

                            the cost of extending coverage. 

                            



                             



                            The 

                            legislation, S.B. 189, would apply to policies 

                            purchased by employers from commercial health 

                            insurers and health maintenance organizations. 

                            Employers that self-fund their health care plans 

                            would be exempt because of a provision in the 

                            federal Employee Retirement Income Security Act that 

                            pre-empts state laws or rules that relate to 

                            employee benefit plans. 



                             



                            Gov. 

                            Ed Rendell is expected to sign the bill. 
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                            Legislation that would 

                            ensure paid 

                            sick leave for American workers has been 

                            modified because of employer concerns about the way 

                            that time off was provided in a previous version of 

                            the bill, according to Capitol Hill staff and 

                            advocates. 



                             



                            Under the measure, which 

                            will be introduced within days, employees would earn 

                            one hour of paid sick time for every 30 hours they 

                            work up to a total of 56 hours�or seven 

                            days�annually, said Karen Minatelli, director of 

                            work and family programs at the National Partnership 

                            for Women and Families.



                             



                            The 

                            version of the paid sick leave bill that failed to 

                            win approval in the previous Congress required 

                            companies with 15 or more employees to offer seven 

                            paid sick days. Employers said that provision was 

                            confusing and recommended an accrual process, 

                            according to a Senate labor committee aide who was 

                            not authorized to speak on the 

                            record.



                            The bill 

                            also would allow time off to employees who are 

                            victims of domestic violence and would require 

                            medical certification for more than three days off 

                            in a row.



                            But the 

                            business community continues to have reservations 

                            about the upcoming bill, including how it defines 

                            full-time employees and how it would affect paid 

                            time off.



                            The labor 

                            committee aide said that if a company�s PTO plan 

                            could be used for the same purposes as the sick day 

                            legislation and under the same circumstances, it 

                            would put the company in 

                            compliance.
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                                A 

                                Massachusetts 

                                man lost his job at a Scotts Miracle-Gro lawn 

                                and garden center in 2006 when a routine drug 

                                test came back positive. The finding: nicotine. 

                                Company leaders were cracking down on smoking 

                                and other unhealthy behaviors they saw as bad 

                                for bottom line.



                                 



                                That 

                                same program saved another Scotts employee�s 

                                life. In this case, the worker - following the 

                                advice of a company-pain health coach - had some 

                                medical tests done and discovered that he was 

                                likely just days away from a massive heart 

                                attack. Two stents inserted into his coronary 

                                arteries saved him from a life-threatening 

                                blockage.



                                 



                                These 

                                are just two examples of how U.S. Employers are 

                                dangling �carrots� and swinging �sticks� to prod 

                                workers to change their behavior and better 

                                their health. Companies have long had an 

                                interest in keeping workers healthy, productive 

                                and satisfied while cutting health-care and 

                                insurance costs.



                                 



                                To 

                                read the entire article, click here: Carrots and 

                                Sticks
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                                A 

                                survey of more than 1,000 working Americans 

                                conducted last month by Kelton Research on 

                                behalf of the nonprofit LIFE 

                                Foundation suggests that people are 

                                financially vulnerable in the event that they 

                                become sick or hurt and cannot work at a time 

                                when savings have been seriously 

                                eroded.

While 

                                27% of the respondents thought they�d 

                                immediately have trouble supporting themselves 

                                following a disability, 49% surmised that they 

                                might reach that point in a month or less and 

                                74% predicted six months. Moreover, 66% feel 

                                less financially secure than they did one year 

                                ago, but only 17% worry about the financial 

                                consequences of becoming disabled. 

                                



                                �Many 

                                working Americans are not as concerned about the 

                                risk of a disability as they should be,� 

                                according to Marvin Feldman, president and CEO 

                                of the LIFE Foundation. �What they don�t know is 

                                that they stand a one-in-three chance of 

                                becoming ill or hurt and being out of work at 

                                least 90 days at some point in their 

                                career.�



                                The 

                                survey findings come during Disability Insurance 

                                Awareness Month, which targets an estimated 90 

                                million U.S. 

                                citizens who lack disability income 

                                protection.
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                                The 

                                Internal Revenue Service (IRS) has ruled that an 

                                arrangement under which employees could give up 

                                the right to get retiree health benefits in 

                                exchange for a higher future pay rate does not 

                                represent a taxable event.  



                                That 

                                holding came in a private letter ruling, which 

                                only directly affects the individual taxpayer 

                                requesting the IRS opinion; the taxpayer is not 

                                identified in the publicly released 

                                document.



                                 



                                According 

                                to the IRS document, the employer's retiree 

                                health insurance program gives employees a 

                                chance within 15 days of starting work to waive 

                                retiree health care in exchange for a future pay 

                                increase. Electing the pay hike does not change 

                                the pay rate for employee services already 

                                performed.



                                 



                                Harry 

                                Beker, branch chief, health and welfare branch, 

                                Office of Division Counsel/Associate who wrote 

                                the IRS letter, cited Section 1.451-2(a) of the 

                                Income Tax Regulations. That provision indicates 

                                that income, although not actually reduced to a 

                                taxpayer's possession, is constructively 

                                received by him in the taxable year during which 

                                it is credited to his account, set apart for him 

                                or otherwise made available so that he may draw 

                                upon it at any time, or so that he could have 

                                drawn upon it during the taxable year if notice 

                                of intention to withdraw had been 

                                given.



                                 



                                Beker 

                                said, however, that income is not constructively 

                                received if the taxpayer's control of its 

                                receipt is subject to substantial limitations or 

                                restrictions.



                                 



                                The 

                                bottom line, according to Beker: employees 

                                working for the company requesting the private 

                                letter ruling are not to be considered as having 

                                received taxable income.



                                 



                                To 

                                view the IRS document, click here.
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                            Prescription drug use in the 

                            U.S. fell 

                            last year, although total spending on drugs 

                            increased as prices rose sharply on brand-name 

                            products, pharmacy benefits manager Medco Health 

                            Solutions said Wednesday. 



                            Medco 

                            said the overall decline in prescriptions was the 

                            first in a decade. The company, which handles drug 

                            benefits covering about 60 million people, said 

                            total prescription use was down because few new 

                            drugs were launched last year, former blockbuster 

                            drugs like Zyrtec became available without a 

                            prescription, and some drugs faced safety issues 

                            that led to decreased use. 



                            Total spending grew 3.3 

                            percent, Medco said, mainly due to greater use of 

                            "specialty" drugs, which often treat chronic or 

                            complex illnesses. The strongest growth came from 

                            diabetes drugs, and use of specialty treatments for 

                            cancer, along rheumatological disease, seizure 

                            disorders and antiviral drugs also increased. The 

                            average price of brand-name pharmaceuticals rose 

                            more than 8 percent in 2008, the fastest increase in 

                            five years. 



                            Drugmakers tend to raise the 

                            price of a product as the date of its patent 

                            expiration approaches. After the key patents 

                            supporting a drug expire, generic versions usually 

                            reach the market and are available for a fraction of 

                            the price. 



                            Several drugmakers cited 

                            higher prices in their first-quarter earnings 

                            reports. Bristol-Myers 

                            Squibb, which makes the anti-clotting drug 

                            Plavix, said higher prices were responsible for half 

                            its revenue growth in the first quarter of 2009. 

                            



                            Medco projects prescriptions 

                            will rise no more than 1 percent in 2009 and in 2010 

                            as well. But it believes higher prices will lift 

                            total spending by 3 to 5 percent this year and 4 to 

                            6 percent next year. 



                            Revenue from specialty drugs 

                            rose almost 16 percent for the year. Medco said 

                            growing use of low-cost generic drugs reduced the 

                            growth in total spending: 64 percent of all 

                            prescriptions were filled with generic drugs. Medco 

                            and other pharmacy benefits managers make a larger 

                            profit when generic drugs are substituted for 

                            brand-name ones. They encourage health plans to 

                            develop ways to increase use of generics and 90-day 

                            mail-order prescriptions.  
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