
In recent years, large numbers of individuals have left 
active employment for temporary stints of military service. 
Since September 11, 2001, more than half a million members 
of the National Guard and Reserve have been mobilized. This 
reality makes it imperative that employers become familiar 
with—and assure that they are in compliance with—the 
Uniformed Services Employment and Reemployment Rights 
Act (USERRA).

Enacted in 1994, USERRA created job and benefits pro-
tections for individuals called to military service. It creates 
obligations for employers, including the obligation to notify 
employees of their rights under the law. USERRA’s coverage is 
broad: its protections apply to individuals in the Army, Navy, 
Air Force, Marine Corps, Coast Guard, Reserves, National 
Guard and Public Service. Furthermore, its obligations apply 
to all civilian employers, regardless of size.

An employee called to duty is required to notify his or her 
employer of the impending service, and this notice triggers 
that employee’s USERRA rights. The notice can be written 
or oral. The law does not specify how long in advance of 
the service reporting date that the notice should be given. 
The employer may ask for a copy of the employee’s service 
orders.

Once USERRA rights are triggered, its protections apply to 
military leaves that last up to five years, so long as the indi-
vidual is honorably discharged when the service duty ends.

During the time of the military leave, the employer is not 
obligated to continue the employee’s pay, but it is required 
to continue—or to offer continuation of—certain employee 

benefits. Health care coverage, for example, can be continued 
for up to 24 months on terms that are similar to COBRA; 
that is, employees electing this continuation coverage can 
be required to pay up to 102% of the health plan premium. 
However, unlike COBRA, which does not apply to employers 
with fewer than 20 employees, USERRA applies to employ-
ers of all sizes, meaning that small firms need to offer health 
coverage continuation when one of its employees is called to 
military service.

For pension benefits, USERRA requires that the period 
of military service (up to five years) count as service with 
the employer for benefits accrual, vesting and eligibility. The 
period of the leave cannot be considered a break in service, 
and accruals earned prior to the leave cannot be forfeited. For 
plans to which employees contribute, such as 401(k) plans, 
the employee must be allowed to make up any missed con-
tributions after returning from military leave; if the employer 
normally matches employee contributions, it must match any 
made-up amounts.

When the employee’s term of service ends, he or she must 
inform the employer of the intent to return to work. The tim-
ing of this notice depends on the length of the military leave. 
Assuming that the employee has been honorably discharged, 
the employer is obligated to reemploy the employee, in the 
same job that he or she would have had but for the military 
leave, and at the same pay, seniority, status and benefits. If 
the employee has become disabled as a result of the military 
leave, reasonable accommodations must be made. Limited 
exceptions apply for employers in unusual circumstances or 
for undue hardship.
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ter to you. In this quarterly issue, we will discuss per-
tinent financial and benefits topics which affect you 
and your employees. If you have a topic for future 
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“Information contained in this newsletter about product offerings, services, or benefits is illustrative and general in description, and is not intended to be relied on as complete information. While every attempt is made to ensure 
the accuracy of the information provided, we do not warranty the accuracy of the information. Therefore, information should be relied upon only when coordinated with professional tax and legal advice.”

For the average person with medical expenses, nearly half 
of their out-of-pocket costs go towards paying for prescription 
drugs, according to an analysis of health care spending by the 
Kaiser Family Foundation. This is true for people with both 
very high and very low overall health care spending, and even 
for spending levels in-between. For the average non-elderly 
person with private health insurance (as compared to all 
health care spenders), prescription drugs account for 35% of 
total out-of-pocket spending.

Overall, according to the analysis, about 20% of health 
care costs are paid out-of-pocket by individuals. However, 
the average person who has health care expenses pays about 
35% out of pocket. The difference between the two figures, 
the analysis explains, stems from the fact that health care 
spending is not evenly distributed across the population. 
A small percentage of people account for most health care 
spending, and for these high spenders the out-of-pocket share 
represents a lower-than-average portion of overall health care 
spending (probably because they are more likely to have 
reached the out-of-pocket maximums under their plans, while 
those with few expenses still are making payments toward the 
deductible). The following figures illustrate this point:

Health Care Spending of Non-elderly Persons with 
Private Insurance

Percentile of Health Average OOP  Average Share
Care Spending Payments Paid OOP
Top 1% $2,467 6%
2%-5% $2,017 15%
5%-10% $1,574 22%
10%-20% $1,208 29%
Lowest 80% $261 37%

As noted above, prescription drugs account for the largest 
portion of the average individual’s total out-of-pocket spend-

ing for health care. Total out-of-pocket spending breaks down 
as follows:

Distribution of Overall OOP Health Care Spending

Type of Average Person  Non-elderly with
Expense with HC Expenses Private Insurance

Rx 43% 35%
Office-Based  26%  31%
Dental  17%  20%
Vision  7%  8%
ER  2%  2%
Outpatient  2%  2%
Hospital  1%  1%

The study also examined different types of health care 
expenses, and analyzed, for each expense, what share was 
paid out-of-pocket:

Average % Paid OOP For Various Health Care Expenses

Type of Average Person  Non-elderly with
Expense with HC Expenses Private Insurance
Vision 74% 76%
Rx  54% 51%
Dental 41%  37%
Office-Based  26%  28%
Home Care  17%  21%
ER  14%  14%
Outpatient  11%  13%
Hospital  5%  4%

Survey data such as this can be useful for employers when 
considering making changes to the out-of-pocket payments 
required under the health plan, such as co-payments, co-insur-
ance and deductibles.

Prescription Drugs Are Largest Slice of Out-of-Pocket Spending Pie

USERRA also places limits on an employer’s right to 
terminate, for reasons other than for cause, employees who 
have been reemployed following military leave.

As noted above, employers must provide employ-
ees with notice of USERRA’s rights and obligations. The 
Department of Labor has developed a poster, which can be 
downloaded from its Web site (www.dol.gov/vets/programs/

userra/USERRA_Private.pdf) and posted in the area of the 
workplace where the employer normally posts notices.

USERRA’s provisions are extensive and complex, and 
what is described above is intended only as a brief sum-
mary. Consult with a legal or benefits/human resources pro-
fessional to make sure that your practices are in compliance 
with this important law.
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Conventional wisdom has it that 20% of health plan par-
ticipants run up 80% of health plan costs. Now, an analysis 
of health plan expenditures paints an even starker picture, 
concluding that 4% of participants account for nearly half of 
health plan costs.

The analysis of health plan expenditures from Watson 
Wyatt Worldwide found—

• 4% of participants with serious health conditions—chronic 
or catastrophic conditions—account for 49% of health 
care costs. These individuals average more than $10,000 
in annual health care spending.

• 24% of participants—who Watson Wyatt characterized 
as being in the early stages of chronic conditions or hav-
ing acute health episodes—account for 40% of spending. 
These individuals average $1,500-$9,999 in health care 
costs.

• The remaining 72% of participants—who are relatively 
healthy—account for only 11% of health care costs, and 
have less than $1,500 in annual health care spending.

These statistics send a clear message that disease and case 
management programs are crucial elements in any plan’s 
overall cost management strategy. While much attention has 
focused recently on consumer-directed health care and the 
financial incentives these programs use to encourage employ-
ees to be smart health care consumers, such incentives are 
unlikely to make much of a dent in the 49% of spending by 
the 4%-of-participants group. These individuals need large 
amounts of health care, thus it becomes critical that such care 
is appropriately managed. Possible strategies include disease 
management programs, case management programs and 
centers of excellence.

Disease management programs focus on a particular 
condition, usually a chronic one such as asthma, diabetes or 

hypertension. The program offers care monitoring and coordi-
nation, along with patient education and care strategies. The 
end goal is to enable the patient to manage the condition in 
a way that enhances quality of life and day-to-day function-
ing, while providing appropriate care, avoiding complications, 
reducing hospitalizations and, hopefully, containing costs.

Case management programs usually focus on individuals 
who have suffered a catastrophic injury or have life-threaten-
ing—and sometime multiple—conditions (such as cancer, 
stroke or head trauma). As with disease management, care is 
coordinated, usually through a case management nurse with 
extensive knowledge of the condition. However, a catastrophic 
case manager also acts as a liaison between the patient and 
the health care professionals (in catastrophic cases, there usu-
ally are many) involved in the patient’s care, coordinating the 
different health care resources and treatment plans that may 
be involved. Such attention minimizes redundancies and the 
risks of counterproductive and contra-indicated treatments, 
and enhances a patient’s and family’s understanding of the 
health care received. Again, contained costs are among the 
hoped-for goals.

Centers of excellence are health care facilities that have 
been determined to provide high quality, cost-effective care 
in one or more specialty areas. Directing individuals to these 
facilities when appropriate (for example, a cancer patient to 
hospital that has been identified as an oncology center of 
excellence) can aid in cost management, especially if the cen-
ter is a provider in the plan’s network.

Financial incentives and consumer-directed initiatives hold 
great promise for helping the large majority of employees 
become better health consumers. For the few who have the 
most spending, however, strategies that focus on managing 
the needed care likely will be more effective tools.

Cost-Containment Strategies Needed for the Few Employees with the 
Highest Health Care Spending

Incentives for smokers to quit can take many forms, 
including health plan designs that cover smoking cessation 
programs and workplace wellness initiatives that target 
smokers.  What types of workplace programs are most 
effective?  A study cited in Medical News Today reported 
that health insurance that pays the full cost of smoking 
cessation treatments can increase quitting rates, compared 
with benefit plans that cover only part of the cost or provide 
no smoking cessation benefit at all.  Smokers who received 
full benefits for a smoking cessation program were one-
and-one-half times more likely to successfully quit, and also 
one-and-one-half times more likely to try to quit.

The cited study was from the Cochrane Collaboration, 
an organization that evaluates medical research.  A pre-
vious review from that organization (which also sought 

to determine the effect of workplace interventions on 
smoking cessation) concluded that interventions directed 
toward individual smokers, such as advice from a physi-
cian, individual/group counseling, and nicotine-replacement 
therapies, were effective in increasing the likelihood of quit-
ting smoking.  The authors found conflicting evidence as 
to whether workplace smoking policies increased overall 
quitting rates, though they did decrease the prevalence of 
smoking during the working day.

The CDC has published a booklet, Making Your Workplace 
Smokefree — A Decision Maker’s Guide, that provides sug-
gestions for employers that are considering implementing 
policies for smoking or incentives for smokers to quit.  The 
booklet is available on the agency’s web site, at www.cdc.
gov/tobacco/research_data/environmental/etsguide.htm.
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Though the percentage of the U.S. population who smokes 
cigarettes has declined substantially since the early 1960s, 
about one-quarter of American adults continue to smoke.  
According to figures from the Centers for Disease Control and 
Prevention (CDC), in 2002, just over 22 percent of U.S. adults 
age 18 and older smoked cigarettes.

The potential hazards of smoking are well publicized.  
Cigarette smoking is the leading cause of preventable death in 
the U.S., responsible for one in five deaths, according to the 
CDC.  Smoking is linked to a number of diseases that may 
lead to premature death or disability:  various types of cancer, 
cardiovascular disease, emphysema and chronic bronchitis, 
low-birth weight babies, and addiction.  Additionally, cigarette 
smokers expose those around them to the hazards of second-
hand smoke.

In certain workplaces, the combination of smoking and 
exposure to certain substances can exacerbate the risk.  
Cigarette smoking can transform existing chemicals found 
in certain workplaces into harmful ones, increase exposure 
to toxic chemicals, and add to the biological effects of other 
chemicals, according to a Surgeon General report cited by the 
CDC.

As well as the human cost of early death and disease, 
cigarette smoking carries with it an economic cost, felt not 

only by the smokers themselves but by their employers, too.  
Cigarette smoking is associated with increased absenteeism:  
ASH (Action on Smoking and Health, a national antismoking 
organization) cites data that, on average, smokers are absent 
50 percent more often than nonsmokers.  Smokers generate 
higher health and life insurance costs and claims.  According 
to the CDC, other factors associated with smoking that con-
tribute to increased costs for employers include workers’ 
compensation payments and awards; increased incidence of 
accidents, fires, and property damage (plus higher insurance 
costs); and increased cleaning and maintenance costs.  The 
Employers’ Smoking Cessation Guide, published by PACT (a 
consortium of smoking cessation therapy professionals) also 
cites liability costs associated with exposure to tobacco smoke 
and penalties for noncompliance with any applicable commu-
nity or state ordinances.

Given the costs associated with cigarette smoking, many 
employers have taken steps to eliminate or discourage smok-
ing in the workplace, through implementation of workplace 
smoking policies or incentives for smokers to quit.  For 
example, PACT reports that 50 percent of employees work in 
facilities where smoking is prohibited in their work areas or 
shared workspaces, and 80 percent work for companies that 
have some type of smoking policy.
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