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EXECUTIVE SUMMARY

Employer and Employee Reactions to Health Reform: Findings From the 2010
EBRI/MGA Consumer Engagement in Health Care Survey and the 2010 SHRM
Organizations’ Response to Health Care Reform Poll

SURVEY DATA: This paper presents data from the 2010 EBRI/MGA Consumer Engagement in Health Care Survey and the
Society for Human Resource Management's 2010 SHRM Organizations’ Response to Health Care Reform Pol/to examine how
employers might respond to health reform and employees expectations of changes to health coverage.

RESPONSE TO EXPECTED COST INCREASES: Employers are uncertain regarding changing benefits in response to health
reform, but they are likely to pass along any cost increases to workers. Workers are mostly expecting such cost increases.

FUTURE OF COVERAGE: Employers are evenly split as to whether they will change health coverage as a result of health
reform while workers are split between thinking their benefits will remain the same or erode. While few workers expect
employers to drop coverage after 2014, and very few employers plan to drop coverage, employers are evenly split between
having decided to continue to offer coverage and being undecided about the future of employment-based health coverage.

Self-Reported Benefit Accrual Rates of Defined Benefit Plans: An Analysis of the
2004 and 2007 Survey of Consumer Finances

PENSION ACCRUAL RATES AND THE SCF: The Survey of Consumer Finances (SCF) measures respondents’ self-reported
expected benefits from defined benefit (DB) pension plans. As a percentage of final pay, the mean annual benefit accrual
rates in 2004 and 2007 are estimated to have been 2.06 percent and 2.48 percent, respectively. These rates are higher than
the average annual accrual rate of 1.59 percent reported by the U.S. Department of Labor’s 2005 National Compensation
Survey (NCS), which is based on official plan documents. This suggests that the 2004 and 2007 SCF respondents
overestimated their expected pension benefits at retirement, unless they had more generous accrual formulas than plan
participants in the 2005 NCS.

YOUNG PARTICIPANTS EXPECTING LESS GENEROUS BENEFITS: Despite the likely measurement error in self-reported
expected benefits, young DB plan participants reported having less generous benefit formulas than older participants, the SCF
finds. Respondents to the 2007 SCF who expected to work 25 or more years before retirement estimate their mean annual
benefit accrual rate to be 1.68 percent, compared with 2.60 percent for those who expected to work less than five years
before retirement.
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Employer and Employee Reactions to Health Reform:
Findings From the 2010 EBRI/MGA Consumer Engagement in
Health Care Survey and the 2010 SHRM Organizations’
Response to Health Care Reform Poll

by Paul Fronstin, Employee Benefit Research Institute

Introduction

This report presents data from the 2010 EBRI/MGA Consumer Engagement in Health Care Survey and the Society for
Human Resource Management’s (SHRM) 2010 SHRM Organizations’ Response to Health Care Reform Poll to examine
how employers might respond to health reform and employees’ expectations of changes to health coverage. It was
found that there is still a large lack of understanding of the health reform legislation among both workers and
employers. Despite employers’ uncertainty regarding how they will change benefits in response to health reform, they
are likely to pass along any cost increases to workers—and, mostly, workers are expecting such cost increases.
Employers are evenly split as to whether they will change health coverage as a result of health reform while workers
are split between thinking their benefits will remain the same or will erode. And while few workers expect employers to
drop coverage after 2014, and very few employers say they plan to drop coverage, employers are evenly split between
having decided to continue to offer coverage and being undecided about the future of employment-based health
coverage.

About the Surveys

2010 EBRI/MGA Consumer Engagement in Health Care Survey

The 2010 EBRI/MGA Consumer Engagement in Health Care Survey is an online survey of 4,508 privately insured adults
ages 21-64 fielded in August 2010. The survey was conducted to provide nationally representative data regarding the
growth of consumer-driven health plans (CDHPs) and high-deductible health plans (HDHPs), and the impact of these
plans and consumer engagement more generally on the behavior and attitudes of adults with private health insurance
coverage. The sample was randomly drawn from Synovate’s online panel of more than 2 million Internet users who
have agreed to participate in research surveys. This survey used a base sample of 2,007 and a random oversample of
individuals with CDHPs and HDHPs. High deductibles were defined as individual deductibles of at least $1,000 and
family deductibles of at least $2,000. Those with a high deductible and either a health reimbursement arrangement
(HRA) or a health savings account (HSA) comprise the CDHP sample, and those with deductibles that are generally high
enough to meet the qualifying threshold to make tax-preferred contributions to an HSA but without an account
comprise the HDHP sample. More information about the 2010 EBRI/MGA Consumer Engagement in Health Care Survey
can be found in (Fronstin 2010).

2010 SHRM Organizations’ Response to Health Care Reform Poll

The 2010 SHRM Organizations’ Response to Health Care Reform Poll is a survey of 1,095 randomly selected human
resource (HR) professionals with the job title of manager and above, as well as HR professionals in the compensation
and benefits area. All analyses were based on respondents working at organizations with 50 or more employees. The
survey was fielded July 22—-August 3, 2010, and had a response rate of 15 percent and a margin of error of +/- 3 per-
cent. More information about the 2010 SHRM Organizations’ Response to Health Care Reform Poll can be found at
www.shrm.org/surveys

Knowledge About Health Reform

Both individuals and employers admit that they are not very knowledgeable about health reform. Two percent of adults
with private insurance report that they are extremely knowledgeable about the legislation, and only 7 percent report
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Figure 1
Individual and Employer Knowledge About Health Reform, 2010

Individual Knowledge About Health Reform, August 2010
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Source: EBRI/MGA Consumer Engagement in Health Care Survey, 2010; and SHRM Organizations’ Response to
Health Care Reform Poll, 2010.
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that they are very knowledgeable (Figure 1). Most report that they are somewhat knowledgeable (35 percent) or not
very knowledgeable (37 percent). Nearly 1 in 5 (18 percent) report that they are not at all knowledgeable about the
health reform law. When employers were asked if they were comfortable with what they knew about the law, 45 per-
cent agreed that they were comfortable, 41 percent disagreed, and 11 percent strongly disagreed.

Impact on Health Care Costs

About one-half of individuals expect their health care costs to increase as a result of the health reform law (Figure 2).
Similarly, many employers expect to pass along any increases in costs, whether directly or indirectly related to health
reform. Slightly more than 40 percent of employers report that they are likely to pass along cost increases, and
another 23 percent are highly likely to pass the cost increases along to workers (Figure 3). Few are unlikely (10 per-
cent) or highly unlikely (2 percent) to pass along cost increases. Almost one-quarter (23 percent) were unsure at the
time of the study whether cost increases would be passed along to workers.

It is also worth noting that employers are more likely to pass along cost increases than cost decreases. While 41 per-
cent were likely to pass along cost increases, only 30 percent were likely to pass along any cost decreases that were
directly or indirectly related to health reform. And while 23 percent were highly likely to pass along cost increases, only
10 percent were highly likely to pass along cost decreases.

Impact on Health Coverage

Much like the findings on health care costs, more individuals expect their health care benefits to decrease than to stay
the same or increase as a result of health reform. Three out of 10 (31 percent) adults with private insurance expect
their health coverage to decline as a result of the health reform law, and one-third (34 percent) expect their benefits to
be unchanged (Figure 4).

Many employers are considering changing their health plans as a result of health reform. There is a fairly even split
between those that are considering changing their plans (34 percent), those that are not considering (30 percent), and
those that have not yet decided (36 percent) (Figure 5). The changes that employers are considering may reduce the
comprehensiveness of coverage for workers.

Many employers are also considering whether they will try to keep their grandfathered status. Grandfathered plans do
not need to comply with certain aspects of health reform, such as the provision of preventive services with no cost
sharing. Overall, 30 percent of employers report that they will attempt to maintain their grandfathered status, either to
avoid additional costs (21 percent) or to avoid complying with specific elements of health reform (9 percent) (Figure 6).
Only 1 in 10 (11 percent) report that they have decided not to maintain grandfathered status either because the costs
would be higher (6 percent) or in order to modify benefits (5 percent). Many employers are either conducting analyses
or about to conduct them to decide whether to keep grandfathered status (21 percent) or have not yet begun to think
about grandfathered status (17 percent).

Impact on Employment-Based Coverage

When it comes to the future of employment-based coverage, few individuals think their employer will not continue to
provide health benefits after 2014. Four percent think their employer is not at all likely to continue providing health
benefits, and another 9 percent think their employer is not very likely to provide them (Figure 7). Thirty-two percent
think that their employer is likely to continue offering health benefits after 2014, and another 23 percent think their
employer is very likely to continue offering them. Almost one-third (31 percent) were unable to say if their employer
was likely to continue providing health benefits after 2014.
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Figure 2

Expected Impact of Health Reform on Personal Health Care Costs,
Among Adults With Private Insurance, August 2010
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Figure 3
Will Your Organization Pass on to Employees Any Increased or Decreased
Health Care Coverage Costs (e.g., Premiums, Co-pays, etc.) in 2011 That
May Be Directly or Indirectly Related to the Health Care Reform Law?
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Figure 4
Expected Impact of Health Reform on Personal Health Coverage,
Among Adults With Private Insurance, August 2010
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Source: EBRI/MGA Consumer Engagement in Health Care Survey, 2010.

Figure 5
Is Your Organization Considering Alternative Health Care Plans (e.g.,
Less Expensive Coverage Plans, Health Savings Accounts, Self-
funding, etc.) as a Result of the New Health Care Reform Law?
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Figure 6
Based on the New Health Care Reform Law's
"Grandfathered" Status, Which One of the Following
Statements Best Describes Your Organization's Position?
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Figure 7
Likelihood That Employer Will Continue to Provide
Health Benefits After 2014, August 2010
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While 13 percent of workers think their employer is not likely to provide health benefits after 2014, very few employers
have decided to drop health care coverage. Less than 1 percent have conducted an analysis and decided to drop
coverage, and less than 1 percent decided to drop coverage without conducting an analysis (Figure 8). Almost one-half
(46 percent) say they will not drop coverage, with 12 percent basing that decision on an analysis, and 34 percent not
having conducted any analysis. About one-half of employers have not made a decision, 22 percent have already
started an analysis, and another 15 percent plan to conduct one.

Conclusion

Many surveys have been conducted to understand public opinion related to health reform. Few have tried to
understand employer and worker views and how they are related. Data from the 2010 EBRI/MGA Consumer
Engagement in Health Care Survey and the 2010 SHRM Organizations’ Response to Health Care Reform Poll, found a
strong alignment between employer and employee views toward health reform.

Both admit a sizeable lack of knowledge of health reform. Employers plan to pass along cost increases to workers, and
workers are expecting such cost increases. Employers are evenly split as to whether they will change health coverage
as a result of health reform, and workers are evenly split concerning whether their benefits will remain the same or will
erode. And while few workers expect employers to drop coverage after 2014, and very few employers say they plan to
drop coverage, employers are evenly split between having decided to continue to offer coverage and being undecided.

Figure 8
Is Your Organization Engaging in an Analysis to Determine the Impact of the
New Health Care Reform Law on Your Health Care Plan?
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Source: SHRM Organizations’ Response to Health Care Reform Poll, 2010.
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Self-Reported Benefit Accrual Rates of Defined Benefit
Plans: An Analysis of the 2004 and 2007 Survey of Consumer
Finances

by Youngkyun Park, Employee Benefit Research Institute

Introduction

The Federal Reserve Board’s Survey of Consumer Finances (SCF) provides valuable information on defined benefit (DB)
pension plans, such as participants’ self-reported expected benefits as a percentage of pay at retirement, or as regular
dollar amounts. The information is usually used when computing the expected present value of DB benefits in research
literature (e.g., Gale and Pence, 2006; Wolff, 2007).

However, as several studies have documented, workers often are not well informed about their pension benefits. For
example, using the 1992 Health and Retirement Study, Gustman and Steinmeier (1989 and 2004) and Engelhardt
(2001) documented significant discrepancies between self- and firm-reported pension information.? In particular,
Kennickell (2009) pointed out that the SCF responses were likely to have a relatively high degree of uncertainty about
pension benefits.>

This article examines whether self-reported SCF respondents accurately estimated their expected benefits from DB
plans in comparison with the 2005 National Compensation Survey (NCS). To do this, the distribution of annual benefit
accrual rates of the 2004 and 2007 SCF respondents who reported their expected benefits as a percentage of final pay
are compared with the distribution of “flat percent per year of service” reported by the 2005 NCS (the most recent
available information on flat percentage per year of service).

In contrast to the SCF, the NCS provides DB pension benefit information based on actual plan documents. The NCS
data are collected by the U.S. Department of Labor’s Bureau of Labor Statistics (BLS) field economists who visit
sampled establishments or contact them by phone to collect data for the survey.? For DB pensions, in particular, BLS
field economists also asked respondents to provide Summary Plan Provision documents. Therefore, compared with the
self-reported benefits of the SCF respondents, the NCS data based on plan documents are much less likely to have
measurement error concerning benefit formulas.

The SCF respondents report their expected benefits in terms of regular payments or as a percentage of final pay. This
article compares benefit formulas of two different types of self-reported benefits:

e By benefit formulas, which are estimated based on the 2004 and 2007 SCF.

¢ By expected years to retirement and age of the respondents, to see whether young DB plan participants expect to
have less generous benefit formulas than older participants.

Different Types of Expected Benefits From DB Plans

For DB participants, the SCF asks families when they expect to start receiving benefits and how much they expect to
receive.’ Respondents report their expected benefits as a percentage of final pay or regular payments (e.g., monthly or

yearly).®

Figure 1 shows different responses of expected benefits at retirement by 2004 and 2007 SCF respondents. These
percentages are calculated for respondents and their spouse/partner who reported DB plans as the most important
plan.” More than 29 percent of the 2004 SCF respondents who had DB plans reported their expected benefits as a
percentage of final pay, while about 71 percent reported as regular payments.® Similarly, in 2007, about 34 percent of
the respondents reported their expected benefits as a percentage of final pay, while more than 66 percent reported as
regular payments.
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Figure 1
Different Responses of Expected Benefits at Retirement by the
Respondents Who Have Defined Benefit Plans*
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Source: Employee Benefit Research Institute estimates from the 2004 and 2007 Survey of Consumer Finances (SCF).
* The distribution is weighted by using the sample weights of the 2004 and 2007 Survey of Consumer Finances (SCF), respectively.
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Expected Benefits As a Percentage of Final Pay

Using the self-reported 2004 and 2007 SCF data, an annual benefit accrual rate is calculated by dividing the percentage
of final pay by the expected service years before retirement. Annual accrual rates are assumed to remain unchanged
and not vary in the expected remaining working years.’

To find the respondents’ annual benefit accrual rates as a percentage of final pay, a sample was constructed as follows:
First, the sample includes respondents and their spouse/partner who reported a DB plan as their most important
retirement plan. Second, they report their expected benefits as a percentage of final pay. Third, they currently work
for an employer and are not self-employed. Last, they state their starting age in the plan and expected retirement age
so that expected remaining service years can be calculated.™®

Columns (1) and (2) of Figure 2 present the distributions of annual benefit accrual rates for those who report the
expected benefit as a percentage of final salary from the 2004 and 2007 SCF, respectively. The weighted mean of the
annual benefit accrual rate of the 2007 SCF (2.48 percent) is greater than that of the 2004 SCF (2.06 percent). In
addition, about 43-49 percent of the SCF respondents are estimated to have a high annual accrual rate of 2.25 percent
or greater.

To determine if measurement error in self-reported benefits exists in the annual accrual rates in the 2004 and 2007
SCF, the two distributions are compared with that of “flat percent per year of service” reported by all private-sector
workers in the 2005 NCS. Data for the 2005 NCS were collected from June 2004 to December 2005.

The results in column (3) of Figure 2 show lower actua/ annual benefit accrual rates in the NCS than the distributions of
self-reported benefits in the 2004 and 2007 SCF. For example, the average annual accrual rate of the 2005 NCS was
1.59 percent, whereas the weighted mean annual accrual rates of the 2004 and 2007 SCF (self-reported) benefits are
estimated to be 2.06 and 2.48 percent, respectively. These results indicate that the 2004 and 2007 SCF respondents
were likely to have overestimated the benefits of their pension plans. If not, the SCF respondents would have to have
more generous annual benefit accrual formulas than the plan participants reported by the 2005 NCS, who had a benefit
formula of “flat percent per year of service.”

Expected Benefits With Regular Payments

Since about 66—71 percent of the SCF respondents reported the expected benefits as regular payments, their annual
benefit accrual rates were examined by assuming that their salary would grow at 3.8 percent per year, and inflation
would be 2.7 percent. These are based on the long-term intermediate-cost assumptions of the 2009 OASDI Trustees
Report.

For this analysis, a sample was constructed as follows: First, the sample includes only respondents or their
spouse/partner who report earnings information, meaning salary, normal overtime, bonuses, and tips. Second,
respondents or their spouse/partner have only one DB plan, so as to estimate the final salary based on the current
earnings (since the SCF had no information on final earnings at previous jobs). Third, only those working for an
employer are included (not the self-employed). Last, the sample includes respondents who expected to get monthly or
yearly benefits at retirement and who provided starting and expected retirement ages.

An annual benefit accrual rate for those expecting regular payments was calculated by dividing the expected benefit
amounts by estimated final salary &imes expected service years before retirement. Final salary was estimated by
assuming a wage growth rate of 3.8 percent and an inflation rate of 2.7 percent. However, the estimated annual
benefit accrual rates could be underestimated, because the earnings calculation includes normal overtime, bonuses,
and tips, as well as salary.

Column (1) of Figure 3 presents the annual benefit accrual rates from the 2004 and 2007 SCF for those expecting a
benefit as regular (monthly or yearly) payments. The two distributions appear to be similar each other, despite the
existence of extreme values in the lower and upper tails of the distributions. For example, the weighted median annual
accrual rate for a regular payment was 1.35 percent in the 2004 SCF and 1.43 percent in the 2007 SCF. The two
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distributions similarly indicate that 54 percent of the respondents are estimated to have had less than an annual accrual
rate of 1.5 percent, while about 21-25 percent are estimated to have had a rate greater than or equal to 2.25 percent.

Column (2) of Figure 3 shows the annual benefit accrual rates in the 2004 and 2007 SCF for those expecting a benefit
as a percentage of final pay. Since columns (1) and (2) of Figure 2 indicates that 43—49 percent of the respondents
had an annual benefit accrual rate of greater than or equal to 2.25 percent, the distribution is extended to include
higher accrual rates. About 18-20 percent are estimated to have a high accrual rate of 3.0 percent or greater from
both surveys. The 2007 SCF respondents who reported a benefit based on a percentage of final pay are estimated to
have had higher annual benefit accrual rates than those who reported the expected benefit in the form of regular
payments.

When combining two types of the expected benefits (column (3)), the weighted mean of annual benefit accrual rates
are estimated to be 2.37 percent in the 2004 SCF and 2.07 percent in the 2007 SCF. Both the weighted means are
higher than the average annual benefit accrual rate of 1.59 percent reported by the 2005 NCS. Therefore, the SCF
respondents were likely to overestimate the expected benefits of their DB plans (unless they had more generous
accrual formulas than plan participants in the 2005 NCS).

Less Generous Benefit Formulas for Young DB Plan Participants

Using two different types of self-reported benefits, this analysis also examines whether young DB plan participants had
less generous benefit formulas than older participants.

Figure 4A shows annual benefit accrual rates with respect to expected remaining years until retirement, and different
types of expected benefits (i.e., regular payments and a percentage of final pay) among the 2004 and 2007 SCF
respondents. The distributions indicate that those who have more years before retirement (younger workers) reported
having lower annual benefit accrual rates than those with less time (older workers).

Column (1) presents the weighted mean and median annual accrual rates of the respondents who expect benefits as
regular payments, by different expected retirement years. Those with 25 or more years before retirement are
estimated to have less generous benefit accrual rates than those with less than five years before retirement. For
example, the weighted mean and median annual accrual rates of the 2007 SCF respondents who expected to have 25
or more working years before retirement were 1.10 percent and 1.11 percent, respectively, while the annual accrual
rates of the respondents who expected to have less than five working years were 2.12 percent and 1.62 percent,
respectively.

Lower benefit accrual rates for younger workers (farther from retirement) are also found among those who reported
their expected benefits as a percentage of final pay (column (2)). For example, the weighted mean and median annual
accrual rates of the 2007 SCF respondents who expected to work 25 or more years before retirement were 2.14
percent, respectively, while the annual accrual rates of the respondents who expected to work less than five years were
3.21 percent and 2.27 percent, respectively. A similar pattern in annual benefit accrual rates is also observed from the
2004 SCF respondents.

When combining two types of respondents (column (3)), the weighted mean and median of the annual benefit accrual
rates were 1.68 percent and 1.71 percent, respectively, for the 2007 SCF respondents who expected to work 25 or
more years before retirement. In contrast, the weighted mean and median of the annual benefit accrual rates were
2.60 percent and 2.07 percent, respectively, for the 2007 respondents who expected to work less than five years. The
lower annual accrual rates of those with more years before retirement are also found among the 2004 SCF
respondents.

Figure 4B presents the annual benefit accrual rates for age and different types of expected benefits from the 2004 and
2007 SCF respondents. Similar to the results presented in Figure 4A, young DB plan participants (those younger than
age 35) reported lower annual benefit accrual rates than older ones (e.g., those age 55 or older). The lower benefit
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accrual rates for young participants are found for two different types of the expected benefits, although some variation
in the accrual rates exists between the two types (columns (1) and (2)).

The results presented in Figure 4A and 4B indicate that young DB plan participants (with more years before retirement)
tend to believe they have less generous benefit formulas than older participants (those closer to retirement).

Conclusion

This article examined whether the SCF respondents accurately estimated their expected benefits of DB plans, by
comparing the distributions of annual benefit accrual rates of the 2004 and 2007 SCF respondents who reported their
expected benefits as a percentage of final pay with the distribution of flat percent per year of service reported by the
2005 NCS. The results indicate that the 2004 and 2007 SCF respondents appear to overestimate their expected
benefits of their pension plans (unless they had more generous formulas of annual benefit accrual rates than the plan
participants reported by the 2005 NCS).This indicates that the 2004 and 2007 SCF data about the expected pension
benefits have some measurement errors due to the self-reporting of the respondents. This is consistent with the
findings of the financial literacy literature (e.g., Gustman and Steinmeier, 1989 and 2004; Engelhardt, 2001).

Also, despite the potential measurement errors in the self-reported expected benefits of the SCF respondents, this
analysis finds that young DB plan participants were likely to have less generous benefit formulas than older ones—a
finding that is consistent with the 2004 and 2007 SCF. Lower benefit accrual rates for young participants were also
found among those who reported retirement benefits as a percentage of final pay or regular payments.

Endnotes
! See Gale, William G., and Karen M. Pence. “Are successive generations getting wealthier, and if so, why? Evidence from the 1990s.”
Brookings Papers on Economic Activity, 2006, pp. 155-234.

2 See Gustman, Alan, and Thomas Steinmeier. “An Analysis of Pension Benefit Formulas, Pension Wealth, and Incentives from Pensions.”
Research in Labor Economics, Vol. 10, 1989, pp. 53-106; Gustman, Alan, and Thomas Steinmeier. “What People Don’'t Know about Their
Pensions and Social Security,” in Private Pensions and Public Policies, edited by William G. Gale, John B. Shoven, and Mark J. Warshawsky.
Brookings Institution (2004); Engelhardt, Gary V. “Have 401(k) Raised Household Saving? Evidence from the Health and Retirement Study.”
Syracuse University, Center for Policy Research Aging Studies Program Paper No. 24, 2001.

% See Kennickell, Arthur B. “Ponds and Streams: Wealth and Income in the U.S., 1989 to 2007.” Finance and Economics Discussion Series,
2009-13 (Washington, DC: Federal Reserve Board). Available at www.federalreserve.gov/pubs/feds/2009/200913/200913pap.pdf

* For more details on survey methodology, see Appendix of National Compensation Survey: Employee Benefits in Private Industry in the
United States, 2005, www.bls.gov/ncs/ebs/sp/ebbl0022.pdf

® This Notes article focuses on private defined benefit plans. As a proxy for this control, the SCF respondents who worked in the industry of
public administration are dropped from the samples.

6 Very few respondents (about 0.5 percent of the respondents) reported their expected benefits at retirement as lump- sum payments. This
article does not include those respondents in the analysis.

" The SCF allows respondents and their spouse/partner to report up to three pension plans, respectively. If a respondent had more than on
plan, he/she was asked to list a plan considered the most important one first.

® The distribution of different types of the expected benefits is weighted by using the sample weights. When either respondents or their
spouse/partner reported DB plans, a full sample weight is used. However, if both respondents and their spouse/partner reported DB plans, half
of a sample weight is employed.

° Different annual accrual rates may apply to different service years.

'%1n order to control for outliers of the expected service years, the observations with the expected service years having more than 40 years
are dropped from the sample.
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