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health insurance for retirees aged 55 to 64 and their families. The government will pay 80% of the cost of benefits provided per enrollee
between $15,000 and $90,000. The employer will be required to use funds to lower the cost of the plan and these funds may not be
used for other purposes.

9. What happens to Flexible Spending Accounts?
Answer: Employers that offer flexible spending accounts (FSA's) and employees who utilize them will face new contribution limits.

Employers that have utilized FSA's to promote consumer-driven health care as a means of controlling rising health care costs will face
caps on the salary amount that can be directed to FSA's. Beginning in 2013, salary reductions for FSA's will be limited to $2,500. This
amount will be indexed for inflation. However, if health costs continue to rise at a higher rate than inflation, the effective value of FSA's
may diminish over time.

10. Will the PPACA reduce health care costs?

Answer. The ultimate question for employers is whether or not health care legislation will, in fact, bend the cost-curve or, in other
words, reduce employers’ ever-increasing health care costs. For employers grappling with the impact of rising health care costs in the
competitive global economy, the answer is far from certain.

The CBO opined that the PPACA “could have broader or longer-term effects on the level or growth of health care spending and health
insurance premiums,” but cautions that the “uncertainties involved in accessing the magnitude of these effects are especially great.”
Even so, in the CBO’s judgment, “those effects are unlikely to be large — especially by 2016.” The excise tax on high-premium plans,
changes to Medicare payments, and other pilot and demonstration projects could encourage the development of less costly ways to
deliver health care. However, while changes in Medicare payments could have a spillover effect on the private sector and decrease
spending for health care relative to its current path, the impact on employer health care costs, at least in the near term, is likely to be
small according to the CBO.

In other words, the CBO expects employer-sponsored health insurance costs under the PPACA to remain generally in-line with the
status quo, at least in the near term. In the small group market of firms with 50 or fewer employees, the CBO estimates that the average
premium from the Senate bill would range from an increase of 1% to a decrease of 2% in the year 2016 relative to what it would otherwise
be under current law. In the large group market, the change in average premium would range from zero to 3% lower than it would be
relative to current law.

Another important consideration is how the legislation will promote or inhibit activities employers are currently undertaking to control
health care costs and improve the health of their workers. The Senate bill promotes the use of wellness programs by raising from 20%
to 30% the premium or cost-sharing discount employers can provide to participate in a wellness program. Under the bill, the Secretary
of Health and Human Services is provided with the authority to raise this amount to as much as 50%.

11. How will this legislation impact employer-provided health care?

The CBO projects that 3 million fewer people will obtain employer-provided health insurance by 2019. While an additional 6 to 7
million people would have employer coverage relative to under current law, between 8 and 9 million people would lose their employer-
provided coverage and between 1 and 2 million people would opt-out of employer-provided coverage to obtain insurance through the
exchanges.

Employers face dramatic changes in the scope and content of employer-provided health insurance and uncertainty about whether these
changes will, in fact, reduce the rising costs of providing health benefits. Given these dynamics, employers may wish to factor into their
consideration of the health plans to offer their employees, the cumulative effect of new restrictions, mandates and the likely trajectory of
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health care costs in the wake of this sweeping legislation. And it may not be easy to quantify the impact of these changes, as the CBO
concluded, “considerable uncertainly . . . surrounds any estimate of the impact of any proposal that would make substantial changes in
the health insurance and health care sectors, given the size and the complexity of those sectors.”

Conclusion

Employers must to be prepared for a myriad of new requirements that will arise from the health care bill currently being finalized.
Compliance with these new requirements, some of which may take effect immediately, begins with an awareness of how this complex
legislation will impact employers and a review of current employee benefit plans and practices. As new benefits, penalties, and programs
become effective, some employers may be driven to reevaluate the cost of providing health care coverage to their employees relative
to the penalty for not providing coverage. For some, it may become more cost-effective to pay the penalty than provide the coverage.
In addition, employers may turn increasingly to contingent workers to eliminate the cost of providing health insurance or the penalty for
not doing so. And as the health insurance exchanges become available to larger employers, fewer workers are likely to obtain health
insurance through their employers. As employers re-examine the compensation and composition of their workforce, health care reform
is likely to transform not only employee benefits, but the nature of the employment relationship itself.

llyse W. Schuman is a Shareholder in Littler Mendelson’s Washington, D.C. office, and Steven J. Friedman is a Shareholder in Littler Mendelson’s
New York City office and is Chair of Littler Mendelson’s Employee Benefits and Executive Compensation Practice Group. If you would like further
information, please contact your Littler attorney at 1.888.Littler, info@littler.com, Ms. Schuman at ischuman@littler.com, or Mr. Friedman at sfried-
man@littler.com.
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