K&P Benefits Insider

Timely information for the dynamic world of employee benefits

Anewsletter presented by the
Employee Benefits Division of

Kibble @ren‘cice

Summer 2003; Volume 6, Issue 3

_

OnMay 6, 2003, the IRSissued
Revenue Ruling 2003-43,
approving the use of debit and
credit cardsfor thereimbursement
of quaified medical expensesfrom
flexible spending accounts (FSAS)
and health rembursement
arrangements (HRAS). Whiledebit
cardsarean attractive benefit, there
areseverd key issuestokeepin
mind whenimplementing aprogram.
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DeBIT CARDS APPROVED FOR FSAS

AND HRAS

All expenses (except for copays,
recurring amounts or expenses
substantiated at the point of saleby
fax, e-mail or phone) till require
substantiation prior to
reimbursement. Theruling makesit
clear that the IRSwill not consider a
random sampling of expenses
adequate substantiation. If adebit
card isused to pay for an expense
thatisdeterminedindigible, the
money must berecouped fromthe
participant.

With the exception of payments
to pharmaciesfor prescription

drugs, employersarerequiredto
issuean IRSForm 1099to all
hedlth care providerswho receive
payment by debit card, leading to
additiona administrative expenses.
Some employersmay chooseto
passthese costsonto plan
participants.

Ruling 2003-43isposted at http:/
ww.irs.gov/pub/irs-drop/rr-03-
43.pdf.

Moreinformation on the use of
debit cardsfor FSA and HRA
adminigtration will becoming soon.
Stay tuned!
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Both theHouseand Senate are
considering billsthat would add a
prescription drug benefit to
Medicare. Through the Socid
Security Adminigtration (SSA),
Medicare providesheathinsurance
to people age 65 and older, certain
disabled people under age 65, and
peopleof any agewho have
permanent kidney failure.

Although M edicare doesnot
cover al medical expenses, it asssts
with the cost of basic hedlth care.
Part A (freeunlessanindividua did
not work enough quartersbefore
reaching age 65) coversinpatient
hospitd care, skilled nursing facility
careafter ahospital stay, home
health care by ahome heath agency
and hospice care. Part B covers
outpatient and physi cian expenses
and anumber of other medical
servicesand supplies. Most
Medicare beneficiaries pay $58.70
per month for coverage.

Under the Senatebill, a
Medicarebeneficiary paysa
monthly premium of $35, anannua
deductible of $275 and 50% of the
cost of drugsup to $4,500 ayear.

Medicare Drug Coverage

At that point, coverage stopsand the
beneficiary isresponsblefor thenext
$1,300 of drug costs. Coverage
resumesat $5,800 with Medicare
covering 90% of the costs.

For a$41 monthly premium, the
Househill featuresan annua
deductible of $250 and 20%
coinsurance, up to $2,000 ayear.
Coveragethen ceasesuntil expenses
reach $4,900; at that point,
Medicarewould pay 100% of drug
expenses. TheHousehill provides
additiona subsidiesto beneficiaries
withincomesbel ow 150% of the
poverty level.

Theproposed legidationis
expected to cost more than $400
billion over thenext 10 yearsand
provide coverageto asmany as 37
million seniorsthroughtraditiond
fee-for-serviceMedicare coverage
or private plans. Theprivate plans
will be supervised by anew federa
agency. Beneficiariescan chooseto
stay withthetraditional Medicare
plan and purchase drug coverage
through privateinsurersoffering
“drugonly” plans(whicharenot
currently available). If lessthantwo
private plansenter ageographic
market, thenthe government will
stepinto offer a“fallback plan.”

Thereare many concerns about
the proposed legidation, including:
¢ Thepotentia for further

reductionsto privateretiree health

benefits. Inrecent years,
employershavereduced or
cancelled retiree coverage
because of rising costs. The

Congressiona Budget Office

projects 37% of retireeswith

employer-sponsored coverage

will loseitif thelegidationis
passed.

¢ Thegrowth of thesenior
population. Over the next 30
years, thenumber of Americans
over 65will increasefrom 37
millionto 70million.

+ Rapidly increasing drug costs.
Prescription drug spending has
increased 15-20% ayear for the
past severa years. The
Congressional Budget Office
projectsthebill for Medicare,
Medicaid and Socia Security will
equal 14% of theeconomy by
theyear 2030. Today theentire
federa government budget is
20% of the economy.

+ Potential out-of-pocket costsdue
toalack of ahold-harmless
agreement. Insurersand health
planswould negotiate priceswith
drug companies. Thegovernment
would caculate“theaverage
negotiated price” for each drug
dispensed to Medicare
beneficiarieseach year. Medicare
could refuseto pay costs
exceedingtheaverage.

When the House-Senate

M edlicare conference committee

met with President Bush on July 23,

they promised acompromise

between thetwo billsthisfall.

Copiesof thetwobillsare
posted at thefollowing addresses:

House- http://
frwebgate.access.gpo.gov/cgi-bir/
getdoc.cgi?dbname=108_cong _
bills& docid=f:h1rdsixt.pdf

Senate- http://
frwebgate.access.gpo.gov/cgi-bir/
getdoc.cgiZdbname=108_cong _
bills& docid=f:slesitxt.pdf
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New Proposed COBRA Notice and
Disclosure Requirements!

On May 28, 2003 the Department of Labor (DOL)
issued proposed COBRA regulationsthat clarify several
noticeand disclosurerequirementsand providea
sampleinitia notice (named “ Genera Notice” by the
DOL) and COBRA €election notice. Theregulationsa so
includetwo new noticerequirementsfor plan
adminigtrators. I approved, the new regulationswill go
into effect for plan yearsbeginning on or after January 1,
2004.

Key highlights:

1. Employersmust providethe Genera Noticeto
covered employeesand spouseswithinthefirst 90
daysfollowing the commencement of coverage. An
employer may send asinglenoticeto boththe
employeeand spouseif they reside at the same
address. If aspouse becomes covered on alater
date, theemployer must send aseparate noticeto
the spousewithin 90 days after the coverage begins.

2. Covered employeesand qudified beneficiariesare
generaly required to notify the plan administrator of
certain qualifying eventswithin 60 days. These
eventsincludedivorce, lega separation, adependent
child ceasing to be adependent, the covered
employee sdeath or entitlement to Medicare, anda
qualified beneficiary’ sdisability determination. The
plan must establish “ reasonabl e procedures’ for
employeesand qualified beneficiariesto providethis
noticeto plan administrators. The procedures should
includethe necessary content of the notice, to whom
and where notice should be given and inwhat form.
The procedures should beincludedinthe Genera
Notice and the Summary Plan Description.

3. Employersmust notify planadministratorswithin 30
daysfollowing aqudifying event. Plan administrators
aregiven 14 daysfromrecelving thenoticeto
providethe COBRA election noticetoaqualified
beneficiary. If anemployer also servesasplan
administrator, the proposed regulationsclarify that an
employer hasatotal of 44 daysto providethe
COBRA dectionnoticefollowing aqudifying event.

4. TheDOL provided amodel General Noticeand
el ection notice. Use of thesemodel notices
(appropriately adjusted to theempl oyer’sspecific
circumstances) providesplan administratorswitha
safeharbor. If themodel noticesarenot used, the
DOL hasprovided an outline of the necessary items
that must beincluded in each notice. Oneimportant
new requirement isinformation onthe Trade Act of
2002. Thisestablishesasecond 60-day election
periodfor certainindividual swho becomedigible
for trade adjustment ass stance.

5. New noticerequirement — “Noticeof Unavailability
of COBRA Coverage.” Thisnoticemust be sent
within 14 daysif anindividua notifiestheplan
adminigtrator of aqualifying event, but isnot entitled
to elect continuation of coverage. Thenoticemust
includeareasonwhy theindividud isindigible.

6. New noticerequirement —“Noticeof Early
Termination of COBRA Coverage.” Thisnotice
must be sent to qualified beneficiaries* assoon as
practicablefollowing theadministrator’s
determination that continuation coverage shdl
terminate” if COBRA isbeingterminated prior to
theend of the maximum coverage period. This
notice must includewhy and when the coveragewas
terminated and can be combined with therequired
HIPAA Certificatewhen group health coverageis
terminated.

Since COBRA was enacted almost 17 yearsago,
thisisthefirst timethe DOL hasissued proposed
regul ationswith regard to notice and disclosure
requirements. Whilethese new regul ationsprovide
additional guidanceand safe harborsthat arebeneficial,
they will a so create additional expensesand
adminigtrativeeffortsfor employersand plan
adminigrators.

Theseregulations have not been approved. The
deadlinefor public comment has passed.

A copy of the proposed regulationsisposted at
www.dol .gov/ebsalregs/fedreg/proposed/
2003013057.pdf.
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CARRIER UPDATES

Aetna

¢ Beginning November 2003, new member ID cards
for PPO medica and dental planswill display
unique member numbersinstead of Socia Security
numbers. Aetnawill reissuelD cardsfor existing
memberswhen thereisabusinessneed (i.e.,
changeto benefits). Asof January 1, 2003, Aetha
had revised most member documentsto exclude
S.S. numbers.

¢ EffectiveApril 1, 2003, HMO and PPO plan
contractsarereturning to abaseinfertility benefit
that coversdiagnosisand treatment of the
underlying medical cause.

CIGNA

¢ Throughanalliancewith SHPS, CIGNA now
offersan employeeleave program called “ CIGNA
Leave Solutions.” The product enables
management of federal and state Family and
Medica LeaveActs, military leavesand other
workplaceleaves. Theservice, offeredin
conjunction with CIGNA'sshort-term disability
plan, includesasingle phone number where
employeescan report any typeof leave.

Group Health

¢ Inarecentletter, the Everett clinicinadvertently
informed Alliant Plusmembersthey could nolonger
accesscareat theclinic. Thoseletterswere
incorrect; theclinichassent acorrectiontoal
members.

¢ Group Healthhasrevised ID cardstoinclude
additiond information, including prescription drug
benefits. Membersbegan receiving the new cards
astheir contractsrenewed, beginning July 1, 2003.
The processis scheduled to be complete by May
2004.

¢ Group Hedlth added aclinicin eastern Washington.

Jefferson Pilot

¢ Jefferson Pilot hasformed astrategic aliancewith
MassMutud to offer individua disability insurance
in conjunctionwith Jefferson Pilot’sgroup long-
and short-term disability products.

KPS Health Plans

¢ EffectiveMarch 1, 2003, KPS began contracting
with Providence network providersin Oregonand
Southwest Washington to provide memberswith
accessinthoseareas. In addition to Providence,
KPS membershave accessto First Choice
providersin Washington (outsde KPS service
area), Alaska, Montanaand |daho and MultiPlan
providersinall other areas nationwide.

Magellan Behavioral Health

¢ Mostof Magellan’slocal EAP operationswill move
from Tacomato St. Louisin November 2003.
Account management will remaininthe Tacoma
office. Severd functions, such astraining, design,
implementation and critical incident stressdebriefing
management and support areaready located in St.
Louis.

Premera

¢ PremeraBlueCrossand PremeraBlue Crossand
Blue Shield of Alaskarolled out their “Generics—
Yes!” programin April to promote the effectiveness
and cost savings of generic drugs. The Generics—
Yes! websiteincludesafunctionto caculatethe
cost difference between generic and brand name
drugs, alist of generic drugscoming to market and
other initiativesto control prescription drug costs.

Regence

¢ HarrisonMemoria Hospita in Bremerton
terminated their contract with Regence effective
April 30, 2003.

¢ Inorderto streamline operations, Regencewill
closesomeof itsoutlying salesofficesand
consolidate customer service centersin Burlington
and Tacomabeginning thefourth quarter of 2003.

WSA

¢ TheWSA awarded Acordiatheroleof employee
benefits consultant effective July 1, 2003. The
NWTech trust operation, whichiscurrently
administered by Acordia, will remain separatefrom
WSA trust operations.
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Small Business Health Insurance Reform Goes National

Inthelast issue of the K& P
BenefitsInsider, we reported on
the statelegidature’ sdebate over
“barebones’ plansfor small
businesses. Under proposed laws,
insurerswould befreeto design
planswithout state-mandated
benefitsto reduce the cost of health
insurancefor small companies.
Opponents argued that mandated
benefitswereimportant for
consumer protection and should not
betampered with.

On afederal level, the House of
Representatives has passed abill
(House Resolution 660) alowing
small businessesto band together
through national trade associations
to offer group insurance. Thebill
alowsassociationsto obtain
coveragethrough aninsurance

carrier or self-insure, asmany larger
companiesdo.

Whileitisgeneraly agreed that
forming largeassociationswill
provide moreflexibility and lower
costs, opponents say these
advantageswould not apply to all
small companies. Without state
limitations, opponentsfear
associationswould chooseto cover
only younger, healthier workers,
leaving those outsidethe
associationswith even higher costs
than before. An amendment that
would providesubsidiesthrough a
Department of Labor program
failed to generate enough support.

Bill supportersdefend their
position, claiming restrictionsinthe
bill prohibit pricing based upona
worker’s health status, to the extent

Health Savings Account Legislation

On June 26, 2003, the U.S.
House of Representatives passed
theHedlth Savingsand Affordability
Act of 2003 (H.R. 2596). Thisact
would create health savings
accounts (HSAS) toreplace Archer
medical savingsaccounts(MSAS).
Sincethe Senate has passed a
amilar versonof thishill, a
conference committeewill now
work to reconcilethedifferences
betweenthetwo versions.

HSAswould alow tax-free
contributionsand reimbursements
for qualified medical expensesthat
have not been reimbursed under
another hedlth plan. Tobedigible
foranHSA, anindividua must be
either uninsured or covered by a
health plan meetingtheminimum
deductible requirements of $500 for
self-only coverage and $1,000 for
family coverage. Themaximum

contribution amountswould be
$2,000 for self-only and $4,000 for
uninsuredindividuasor family
coverage.

Inadditionto creating HSAS, the
legidation proposesarollover
alowancefor Flexible Spending
Accounts(FSAS). AnFSA
participant would bealowedtoroll
up to $500 of unused fundsto the
following year’sFSA ortoan HSA.
If anindividua isnot eigiblefor an
HSA, the $500 could betransferred
toaqualified retirement plan.

If enacted, thislegidation could
haveasgnificantimpact on
participation in employer-sponsored
Flexible Spending Accounts. With
theeimination of the*useit or lose
it” stigma, employerswould most
likely seeasubstantia increasein
FSA participation.

statesaready prohibit such pricing.
No eligibleworker would be denied
coverageand dl businesses
bel onging to trade associations
would haveto be offered coverage.
Thebill now movesontothe
Senatefor avote. Someresistance
iIsexpected soitisnot clear
whether the bill will be passed.

Prilosec to be Available

Over the Counter

Prilosec, prescribed to adultswho
suffer from frequent heartburn, is
expected to be available over the
counter inlate September of this
year.

A proton pumpinhibitor (PPI),
Prilosec blocksthe secretion of
stomach acid. Doctors prescribe
PPIsto treat anumber of
gadtrointestind conditionsincluding:
heartburn, ulcer and
gastroesophageal reflux disease.

Contact the Kibble &
Prentice Employee
Benefits Tech Team

Wouldyou liketo obtain future
copiesof thisnewdletter by e-
mail?1f so, send usyour name,
phone number and e-mail address
and wewill add you to our e-mail
listintimefor the next mailing!

The K&P Benefits Insider
editorsand writersare Patrick
Rosenberry, Nikolai Brownand
CarrieLiska.

They can bereached at 206-
441-6300 or 800-767-0650. You
may also contact them viae-mail
at techteam@kpcom.com.

K&P Benefits Insider
isapublication of Kibble & Prentice.
The articles presented herein are for
information purposes and should not
be construed as legal opinion.
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