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Postretirement and Active
Employee Health Care Task Force

The Postretirement and Active Employee
Health Care Task Force was created with
the adoption of Senate File 2796 in the
2000 Minnesota legislative session (subse-
quently codified as Chapter 461, Article
Five, Minnesota Session Laws 2000).

Under the statute, the Commissioner of the
Department of Employee Relations
(DOER) was charged with convening a
task force to:
� identify strategies for providing

postretirement and active employee
health care; and,

� make recommendations regarding the
most appropriate and efficient manner
for providing postretirement and active
employee health care.1

The law also stipulated the task force
membership and configuration, with one-
half to be comprised of employees, and
one-half of employers. The task force
included representatives of: pension plans;
the Legislative Coordinating Subcommit-
tee on Employer Relations; DOER;
associations representing local units of
government; exclusive representatives of
affected public employees; major public
employers; and the Minnesota State
Retirement Association. A total of 49
members served on the Task Force. The
Task Force was chaired by Wayne
Simoneau, a former Commissioner of two
state agencies and former state legislator.

The task force was charged with reporting
its findings and recommendations to the
State Legislature by November 15, 2000.
The report is to address:
� alternative methods of providing and

paying for postretirement and active
employee health care;

� the most efficient administrative
structure for providing for
postretirement and active employee
health care; and

� issues of adverse selection, cost
containment, consumer choice, and
options for dealing with other em-
ployee concerns.

The Task Force met nine times during the
period June – November, 2000. The Task
Force also created two subcommittees, one
focusing on Health Care Purchasing Pool
concepts, and the other on Postretirement
Health Care.

The remainder of this report is comprised
of three sections: a summary report of the
Task Force process, findings and recom-
mendations; a series of “issue briefs”
describing key study concepts and findings
in more detail; and a section reserved for
correspondence of positions, proposals, or
additional information submitted directly
from Task Force members.

Introduction and study charge

Report of the
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Issues leading to this Task Force and study
A number of bills were introduced
during the 2000 Minnesota legisla-
tive session that focused attention
on issues of active and retiree
public sector health coverage in
Minnesota. In particular, the
Minnesota State Retirement
System, which oversees the pen-
sion plan for State employees and
administers deferred compensation
programs for local units of govern-
ment, introduced a bill to create a
funding plan for postretirement
health care. Education Minnesota,
representing public teachers and
other public education workers,
introduced a separate proposal to
establish a statewide health care
purchasing pool for teachers and
others. Another legislative proposal
called for a study of these issues.

While only the proposal for a study
passed the Legislature in 2000, the
other legislation raised the level of
awareness and debate regarding
health care coverage for the state’s
public sector employees and
retirees, and no doubt contributed
significantly to the overall interest
in addressing this issue in more
detail through the Task Force.
However, legislative interest in this
area is not new. In fact, DOER
convened a similar legislatively-
required task force on these issues
in 1986, which reported to the
legislature in 1987. (See issue brief
with highlights of the 1987 report.)2

Key issues leading to the current
policy study include many that
were also raised for the 1987
report.

Key issues of interest leading to the
current task force study:
� the large and growing costs of

health care for public sector
employees, employers, and
retirees;

� an aging population, and
corresponding aging of the
workforce, with a large number
of retirees anticipated in the
next ten to twenty years;

� limitations of the federal
Medicare program in meeting
the health care needs of retir-
ees;

� lack of pre-funding of
postretirement health care;

� lack of access by retirees to a
group health insurance plan
with group rates.

These perceived challenges are
further summarized below.

The large and growing costs of
health care for public sector
employees, employers, and
retirees

Health insurance costs and rates of
health care cost increases vary
across the state’s public sector.
However, in recent years, double-
digit rates of annual health care
cost increases have become wide-
spread among both private and
public employers.3 Costs of health
coverage available through one
commonly cited benchmark, the
State Employee Group Insurance
Program (SEGIP), currently range
from $266 to $362 per month for
single coverage in 2001, and from
$666 per month to $906 for family
coverage. SEGIP’s health insurance
costs have increased approximately
20 percent each of the last two
years. Some school districts report

family health coverage that now
costs over $12,000 annually.4

There are many explanations for
the health insurance rate increases,
but an aging population, along with
increasing costs for pharmaceuti-
cals and high technology, are
perhaps most frequently cited.5

Rising health care costs are stress-
ing public sector budgets and
affecting local decisions and
priorities. For example, double-
digit annual increases in health care
costs put significant pressure on
local government budgets that may
be constrained by limits on the unit
of government’s ability to levy
property taxes. If levy limits
prevent local governments from
levying taxes to cover the increased
costs, those costs must either be
passed through to employees in the
form of increased employee
contributions, covered through
reductions in services, or covered
by increases in fees the unit of
government charges for services.

An aging population, and corre-
sponding aging of the workforce
with a large number of retirees
anticipated in the next ten to twenty
years

Over seventy percent of the work-
ers in Minnesota state government
are now over age forty, and it is
projected that by the year 2015,
over half the state government
workforce will be over age sixty.6

In total, about half of all public
sector employees in Minnesota will
be eligible to retire within the next
20 years.7

An aging workforce will likely
incur higher levels of health care
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costs as it approaches retirement.
The large projected number of
retired public sector workers in the
relatively near future will also face
significant health care costs, most
of which have not been adequately
budgeted or pre-funded (see next
section, below).

Meeting the needs of an aging
workforce in a period of anticipated
labor shortages also creates a
number of dilemmas for employers.
In a tight labor market, it is increas-
ingly difficult to replace retiring
workers. Employers might therefore
want to make retirement less
attractive, or offer incentives
designed to encourage workers to
delay retirement. This strategy is
potentially at odds, however, with
efforts to also attract and retain
younger workers, who might be
more interested in benefits that
allow them to retire earlier, or
benefits that are much different than
those desired by older workers.

Limitations of the federal Medicare
program in meeting the health care
needs of retirees

The federal Medicare program
established in 1965 provides a
primary source of health coverage
for persons over 65. It is comprised
of two parts: Part A – Hospital
Insurance, a nearly universal
program covering hospitalization
available at no additional cost to
enrollees who have paid Medicare
payroll taxes; and Part B – Medical
Insurance, a federally subsidized
optional coverage for physician and
other services currently available
for $45.50 per month. (Medicare
Part B costs will increase to $50.00
per month in 2001.) However,

Medicare does not include prescrip-
tion drug coverage, a major cost for
many seniors. It also has significant
out of pocket cost sharing in the
form of deductibles and co-pays.
As a result, the majority of seniors
also purchase insurance that
supplements Medicare.

Like other forms of health insur-
ance, Medicare supplemental
coverage is also becoming increas-
ingly expensive. Costs for one
retiree health care program –
SEGIP for State retirees for ex-
ample – increased between fifteen
to thirty percent this year, depend-
ing on the particular insurance
product purchased. Premiums for
the coverage range from $175 to
$307 per person per month for
persons over age 65, in addition to
the $45.50 monthly for Medicare
Part B.

For many retirees, the cost of
health care – including Medicare,
supplemental insurance, and other
out of pocket costs not covered by
insurance – is often their single
largest expense, surpassing food,
transportation, housing, or other
needs. The problem is exacerbated
by low federal rates of reimburse-
ment to Minnesota HMOs, which
do not permit Minnesota seniors to
access the same level of Medicare-
paid benefits that seniors in other
parts of the country can. (See
related issue brief.)

Lack of pre-funding of
postretirement health care

The Postretirement and Active
Employee Health Care Study Task
Force study process did not deter-
mine the extent to which public

sector employers currently contrib-
ute to retiree health care options. At
the national level, however, there
has been a decline among large
firms that make employer-provided
health care coverage available to
retirees, particularly retirees over
age 65.8

The decline has come about
following recent increases in health
care costs, as well as a change in
accounting standards by the
Financial Accounting Standards
Board (FASB) that became effec-
tive in 1992. The change required
employers to disclose as a current
liability the unfunded portion of
future non-pension post-employ-
ment benefits. A ruling is expected
in the near future from the Govern-
ment Accounting Standards Board
(GASB), requiring units of govern-
ment to also abide by similar
standards when reporting on any
retiree health care obligations,9

and could have similar impact on
postretirement health care as did
the FASB standard earlier.

Where there are no employer
contributions to retiree health
coverage, retirees will have to
purchase their coverage out of
savings, pension payments, and any
other income available. Many
retirees have not adequately
anticipated or saved for their health
care costs in retirement. This may
be due to several factors, including
lack of knowledge about the limits
of Medicare coverage, or not
anticipating the full impact of no
longer receiving an employer
contribution to health insurance
after retirement.

For example, the loss of an em-
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ployer contribution not only means
that the retiree will have to pay a
greater share of the premium costs,
but it has important tax conse-
quences as well. The value of
employer-provided retiree medical
coverage is not considered taxable
income. By contrast, if the retiree
must buy the coverage, the cost of
that coverage will be paid for with
after-tax dollars. (See additional
discussion in the study findings and
outcomes section of this report
about possible savings vehicles to
pre-fund retiree health care that
also provide important tax advan-
tages.)

Unless funded in advance, the costs
of retiree health care will pose
significant unfunded liabilities for
public sector employers and
taxpayers providing retiree health
care benefits, and/or for employees
paying for their health care when
they retire. Pre-funding is important
because funds can be collected and
invested prior to when they are
needed to pay for retiree health
care. The investment earnings can
then be used to also help pay for
postretirement health care.

The expense of retiree health
coverage, coupled with a lack of
pre-funding, is also affecting
employment opportunities in the
public sector as some retirees
choose to delay retirement in order
to continue working and receiving
employer sponsored health insur-
ance.

Lack of access by retirees to a
group health insurance plan with
group rates (including access to
Medicare supplemental plans at
group rates)

Health coverage can be purchased
on an individual basis, or as part of
a group plan. Individual policies
are generally underwritten, mean-
ing that coverage can be denied or
restricted. Group plans generally
have few, if any, such restrictions
except that enrollment in group
plans may only be open at certain
times, and to persons who meet
certain eligibility criteria. Gener-
ally, retirees must elect to partici-
pate in their employer’s plan
immediately upon retirement or
risk exclusion permanently. Per-
sonal circumstances and insurance
needs will determine which type of
coverage – individual or group – is
the perceived better buy, and
perceptions may change over time
as circumstances change.

Legislation was enacted in 1992
(known as “Chapter 488” of the
1992 Minnesota Session laws, now
codified as Minn. Stat. § 471.61)
requiring public sector employers
to continue retirees on their group
health insurance plan indefinitely.
The law allows for different
premium rates for retirees over age
65 than for the active employee
group, and does not require any
employer contribution to the costs
of retiree coverage. The law also
requires that retirees who wish to
participate in their former
employer’s group plan must
continue their insurance soon after
retirement, and cannot leave the
group and then subsequently re-
enroll. These requirements are

intended to prevent the group plan
from experiencing a form of
“adverse selection” in which
individuals seek to enroll in the
plan only when they have become
higher risk or need medical care.

Despite the Chapter 488 provisions,
public sector retirees still face gaps
in obtaining affordable group
health insurance. One gap exists if
retirees do not meet the Chapter
488 requirements for joining and
continuing their former employer’s
group plan. Retirees over age 65
may be most interested in purchas-
ing Medicare supplement plans at
group rates, but Chapter 488 does
not require public sector employers
to offer them. Insurers must offer
opportunities for seniors to enroll in
Medicare supplement products on a
group basis. Seniors who miss
these windows of opportunity may
be restricted in their ability to
purchase the supplements on a
group basis. Additionally, individu-
ally purchased Medicare supple-
ment plans may not cover prescrip-
tion drugs or the cost is often
prohibitive.

The Public Employees Insurance
Program (PEIP), which is adminis-
tered by DOER, offers a health
insurance purchasing pool for local
units of government. Retirees of
local units of government are also
eligible to purchase Medicare
supplement products through PEIP
at group rates. However, PEIP has
the same requirements to protect
against adverse selection as does
Chapter 488, and retirees who do
not enroll in PEIP when they have
the opportunity, or who leave PEIP
and attempt to re-enroll, are no
longer eligible for the program.
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In addition, it should be noted that
even at group rates, health insur-
ance costs may be prohibitive for
retirees on limited incomes if they
are paying the full premium
without an employer contribution.
The Task Force found that public
sector group health rates varied
from under $200 per month for
single coverage (often with sub-
stantial employee cost sharing in
the form of deductibles and co-
pays), to approximately $1,000 per
month for family coverage in some
cases. Medicare supplement group
rates including prescription drugs
ranged from $175 per month to
over $300 per month per person in
the SEGIP retiree plan.

The Task Force determined very
early on in the study process to
focus primarily on two key interest
areas, which also related to key
legislative interests during the 2000
session: pooled health care pur-
chasing; and pre-funding
postretirement health care. Pooling
was of interest because of its
potential to provide greater risk
sharing and potential administrative
efficiencies. Pre-funding of retiree
health care was of interest because
of the large cohort of state public
sector retirees anticipated over the
next two decades, and because the
health care costs of these future
retirees are largely unfunded.

While the two areas are interre-
lated, they also provided a useful
division of labor to make the Task
Force more productive and effi-
cient. Beginning with the August
meeting, the Task Force first
convened at each meeting as a
committee of the whole, and then
met as separate subcommittees
devoted to the interest areas above.
Following the subcommittee
meetings, the group then recon-
vened as a committee of the whole
to share information and perspec-
tives.

The Task Force was limited by the

lack of comprehensive, current,
readily available information to
fully address the study questions.
In-depth research to fill these
information gaps – such as a
comprehensive inventory of current
public sector health insurance
arrangements, or an extensive
actuarial analysis of health care
claims among public employers to
address questions about pooling in
more detail – was beyond the scope
of the study’s available resources
and time. In lieu of this level of
research, the Task Force relied to a
great degree on existing studies and
data, conceptual level analyses, and
comparisons or assessments based
on key indicators or benchmarks in
order to meet the study objectives.
The study process was aided by
Task Force members, other state
agencies, and outside consultants to
DOER. The consulting firm of
Deloitte and Touche LLP is under
contract to provide a variety of
consulting services to DOER and
assisted in this study. Consultants
from Deloitte and Touche partici-
pated in task force meetings,
conducted reviews and analysis on
a number of issues, including
possible options for pre-funding
retiree health care, and modeled
preliminary hypothetical purchas-
ing pool scenarios.

Study process



7

Overview of Minnesota’s public sector and public sector
health insurance arrangements
Minnesota’s public sector is large
and diverse. It is comprised of over
3200 governmental units, including
state government, institutions of
higher education, 87 counties, 853
cities, 435 school districts, 1792
townships, and a number of other
jurisdictions such as regional
governments, soil and water
conservation districts, public
hospitals and nursing homes,
libraries, and others.10  An esti-
mated 320,000 people work in
public sector jobs in Minnesota.
The State is the single largest
employer in Minnesota. It adminis-
ters health benefits through the
State Employee Group Insurance
Program (SEGIP) on behalf of over
62,000 state employees and em-
ployees of the University of
Minnesota. Other public sector
employment by major jurisdictions
includes:
� Cities:  33,228
� Counties  47,405
� School districts 122,316

Most of Minnesota’s local units of
government employ 100 or fewer
employees, and a substantial
number have as few as 1-2 employ-
ees. The state’s public sector
workforce is highly unionized, and
health care benefits are negotiated
through collective bargaining for
approximately 70 % of full-time
public sector workers.11

Health insurance has been cited by
employees as the most important
fringe benefit in national surveys of
employee benefits,12  and the
overwhelming majority of local
units of government offer health
coverage to employees and depen-
dents. It is a significant item in
collective bargaining of wages and
benefits, and in worker recruitment
and retention in a tight labor
market.

Levels of health benefits, their costs
to public sector employers, employ-
ees, and retirees, and other aspects

of existing public sector health
coverage arrangements often vary
significantly. These variations are
the result of differences among
local health care and employment
markets, collective bargaining
outcomes, and other factors. For
example, some employees have
comprehensive managed care
offerings with minimal employee
out of pocket cost sharing. Public
sector employees in other jurisdic-
tions may have more traditional
indemnity or major medical
coverage with deductibles and co-
pays, or a mix of other options.
Some employers contribute sub-
stantially to comprehensive first
dollar coverage. Other employers
may provide only relatively
minimal contributions to the cost
of employee health coverage, or
may provide a flat dollar amount
that is the same whether the
employee is purchasing single or
family coverage.
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Key study findings and outcomes
Pre-funding of Postretirement
Health Care: An important
option to help address retiree
health care needs

� The anticipated large number
of public sector retirees over
the next ten to twenty years will
result in a large future
postretirement health care cost.
The Task Force considered a
variety of options for funding
postretirement health care
costs and concluded that the
“most appropriate and efficient
manner” for providing
postretirement health coverage
is to pre-fund it to the extent
possible, especially through the
use of vehicles which offer tax
advantages and opportunities
for investment earnings.

Pre-funding of postretirement
health care is needed to avoid
significant future unfunded liabili-
ties for either public sector employ-
ers and taxpayers, or employees.
Pre-funding is also important
because investment earnings that
compound over time can help
defray future costs. In addition,
there are a number of
postretirement health care savings
plans that provide valuable tax
advantages, including tax free
contributions to the plan, and tax
free withdrawals. Contributions by
the employer to such a plan would
usually be tax-free to the employee/
retiree so long as the benefits could
only be used for health care.
Distributions from such a plan
reimbursing the retiree or paying
medical benefits directly for the
retiree generally would be tax-free
when made. These tax advantages,

coupled with compound investment
earnings, provide an important
opportunity for active workers and
their employers to prepare for
future health care costs.

� Public sector employers desire
flexibility and choices in
making decisions about pre-
funding of postretirement
health care, including whether
or not to participate in some
type of pre-funding, and if so,
what types of pre-funding
vehicles or arrangements to
use. The Task Force explored
two possible approaches to
setting up and administering
savings mechanisms for pre-
funding postretirement health
care consistent with the objec-
tives of choice and flexibility:

1) Employers could utilize
postretirement health care savings
products and services currently
being marketed and administered
through private sector mutual
funds, insurance companies, and
other organizations.

2) Alternatively, the Task Force
also discussed the establishment of
a special “public sector trust” to
serve State and local units of
government by offering and
administering an array of
postretirement health care savings
vehicles and plans. The trust would
be responsible for:
� hiring an administrator(s);
� taking in contributions;
� record keeping;
� selecting an investment vendor;

and
� paying out reimbursements for

health care premiums and
expenditures.

The trust could conceivably be one
of the public employee pension
plans, or a new entity. (A longer
description of the trust concept is
provided in the correspondence
section of the report.) The trust
could potentially offer conve-
nience, low cost technical support,
an array of savings vehicles and/or
a defined benefit plan, and econo-
mies of scale in administering
programs on behalf of local units of
government. Again, however, the
Task Force felt that it would be
important to allow local units of
government to choose the type of
delivery system and administration
that they felt most appropriate.

Mandatory Health Insurance
Pooling: A controversial and
unresolved strategy

A key question of interest in the
study was whether, and the extent
to which, some forms of mandatory
pooled health care purchasing and
risk sharing on a statewide or
regional basis might further im-
prove health care coverage for
public sector employers and
employees.

� The Task Force reviewed a
variety of pooling models, as
well as the experience of a
variety of current pools. After
several months of review and
debate, the question of mandat-
ing pooled health care pur-
chasing among public sector
employees has not been re-
solved. At issue are two poten-
tial offsetting outcomes, both of
which are very difficult to
quantify in advance, and both
of which can be markedly



9

influenced by changes in
assumptions or design features
of the pool. Mandatory state-
wide pooling is of interest to
some because of the perceived
advantages of broader risk
sharing, and because of
potential cost savings, espe-
cially in administrative costs.
Others are less convinced that
savings can be realized in
practice, and are concerned
that benefits design and risk
sharing decisions may lead to
an overall increase in cost, and
a loss of local autonomy and
control. These two contrasting
positions are briefly presented
in more detail below.

Mandatory pooling is of interest
because intuitively, it would seem
that “bigger is better,” and that
more statewide or regional pooling
of public sector employers might
result in even greater administrative
savings and better rates from
providers. In addition, mandatory
pooling addresses a concern about
voluntary pooling known as
“adverse selection.” In a voluntary
pool, the healthier groups that can
find better rates on their own will
have incentives to leave (or not
join) the pool. As a result, the
voluntary pool could become
increasingly concentrated with
higher risk, higher cost groups,
resulting in higher costs for those
groups that continue to share risk
with one another in the pool.

A large, mandatory state-wide pool
for one or more public sector
jurisdictions might result in a
reduction in health care administra-
tive costs, which generally now
account for 10-15% of premium

costs. The cost savings might
result, for example, from common
administration of a smaller number
of benefits designs through the
single pool, rather than the large
number currently in use by indi-
vidual employers and smaller,
voluntary pools that now exist. A
large, mandatory pool would be
more likely to anticipate its risks,
and set a premium accordingly, or
absorb the impact of any high cost
cases to a greater degree than a
smaller group or pool, and there-
fore have lower reinsurance costs.
Other costs, such as agent and
broker commissions, might also be
reduced or eliminated under a
large, statewide pool. In addition, it
is possible that a larger pool may be
able to negotiate better discounts
with health care providers and
administrators. (However, it is also
important to note that the health
care market has become increas-
ingly consolidated in recent
years,13  and purchasing leverage
seems to be increasingly difficult to
apply.)

The offsetting concern is that while
a large statewide pool may result in
some administrative savings, the
overall impact on many groups
would be a net increase in costs and
a loss of local autonomy and
control. Individual employee
groups or smaller pools may
currently have a combination of
benefits design and/or relatively
better health among their eligibles
that results in lower premium rates.
They would experience a net
increase in costs if the benefits sets
available through the mandatory
pool were more generous than what
these employers previously pro-
vided, and/or if the employers were

forced to now pool with other less
healthy, more costly groups.

The issue is further complicated by
the fact that even significant one-
time improvements in administra-
tive cost savings may be quickly
eroded by rapidly increasing health
care costs. Recent experience has
also shown that large pools are not
immune to large cost increases. The
State Employee Group Insurance
Program (SEGIP), which covers
over 150,000 State and University
of Minnesota eligible employees
and their dependents, has recently
recorded two successive years of
nearly 20% annual increases, and
its pattern of premium increases
over the last decade has mirrored
that of some smaller pools.

Possible additional strategies
to address issues of
postretirement and active
employee health care

The study charge to the Task Force
was broad, and touched on a
variety of interests. During the
course of the study, a number of
additional issues and options also
emerged and were briefly exam-
ined. They included:
� the adverse impact of low

federal Medicare reimburse-
ment rates to Minnesota
“Medicare Plus Choice” health
plans;

� the importance of addressing
the underlying costs of health
care through strategies such as
prevention, wellness, and
health promotion;

� a possible statewide reinsur-
ance pool for spreading the
risks of high cost cases;

� a “phased retirement” concept
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that would allow retirees to
resume working in a special,
limited classification so as to
be eligible for some level of
employer-paid health coverage;
and

� issues of local public sector
health care purchasing strate-
gies as they relate to health care
cost containment, access, and
local community development
objectives.

While the Task Force did not have
the opportunity to fully develop
these options, they were viewed as
important adjuncts to the main
concepts of pre-funding and
pooling described above, and
deserving of further research and
consideration. Those which were
discussed to the greatest degree are
briefly summarized below.

1. Health benefits designs

Health benefit designs play an
important role in health care
utilization and costs, and in em-
ployee recruitment and retention.
Comprehensive health benefits with
minimal out of pocket cost sharing
for enrollees provides important
protection for persons with high
health care needs and persons with
limited disposable income. These
benefits can also be an important
public sector employee recruitment
and retention tool, especially where
wages and other forms of compen-
sation may be lower than for
comparable private sector posi-
tions. However, extensive health
coverage can also be one of several
factors contributing to increased
health care utilization and health
care costs. Other factors include an
aging population, technological

advances, administrative costs, and
changing market forces.

In efforts to reduce health care
spending and costs, many employ-
ers are instituting greater out of
pocket cost sharing for enrollees in
the form of increased co-pays,
deductibles, and coinsurance. This
has a dual impact in shifting some
costs to enrollees, but also in
reducing demand for medical care.
Employers are also exploring
“defined contribution” and “flex-
ible” benefits strategies in which
they provide a set allocation for
enrollees to use in purchasing an
array of benefits, including health
care. The balance between the
perceived costs and benefits of
comprehensive, first dollar cover-
age and other health benefits
designs needs more evaluation and
discussion.

2. Addressing the cost of health
care through prevention,
wellness, and health promotion

Pooling is typically associated with
potential health care cost savings
by reducing the administrative
costs associated with claims
adjudication, member records,
communications, and other over-
head costs. However, administra-
tive costs, while often substantial in
aggregate, typically account for
only 10-15% of health care expen-
ditures. The majority of health
insurance expenses (85-90%) are
for claims associated with health
care services and treatments. Much
of these costs are associated with
injuries and illnesses that are
preventable, or detectable and
treatable at early, more cost-
effective stages. Greater emphasis

on health promotion, wellness, and
prevention could improve health
outcomes and potentially result in
savings on future health care costs.

3. Establishing a reinsurance pool

As part of its more general discus-
sions of health insurance pools, the
Task Force also explored on a
preliminary basis a mandatory
statewide pool for “reinsurance” of
high cost cases, similar to the
Workers’ Compensation Reinsur-
ance Association (WCRA) estab-
lished in 1979 for workers’ com-
pensation programs.

Reinsurance is typically purchased
by self-insured employer groups,
voluntary pools, and insurers
specifically to spread the costs of
high cost cases more broadly. A
number of these entities have
experienced recent rate increases or
difficulties obtaining reinsurance in
the current market.

One suggestion raised during the
study process was to establish a
mandatory statewide pool for
reinsurance, similar in concept
to the state’s WCRA for
workers’ compensation insur-
ance. The Task Force identified
a number of parallels between
pooling of high cost cases, and
the broader pooling of all
health care claims discussed
above. A number of policy,
implementation, and opera-
tional issues were raised which
require further analysis and
discussion, including:

� What is the impact on the
market for aggregate reinsur-
ance? and

� When should state insurance
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regulations apply to pools or
employer groups that – because
of significant reinsurance –
become in effect “insured” and
therefore subject to sate
regulation like other health
insurers?

4. Creating pooling opportunities
for Medicare eligibles who
cannot access a Medicare supple-
ment group plan with group
rates

The Task Force considered the
issue of Medicare eligibles who
cannot access a Medicare supple-
ment group plan with group rates as
described above in the issues
section of this report. Possible
options to address this issue
included :
� Pre-funding of retiree health

care.
� Greater education and aware-

ness among current and future
retirees regarding:
� the availability of group-

rated Medicare supplemen-
tal coverage such as the
Public Employees Insur-
ance Program (PEIP);

� the limited time window
within which retirees can
enroll in either the PEIP
Medicare supplement or in
their own employer’s
retiree coverage, and the
current inability to enroll
later if retirees do not take
advantage of the opportu-
nity when it is first offered;

� what Medicare does and
does not cover;

� the costs of health care and
health coverage generally,
including the impact of
changes in (or loss of) an

employer contribution as
an employee transitions
from active status to
retiree;

� other retiree health insur-
ance products that may be
available.

� Explore possible one-time
options to allow retirees to join
PEIP or their employers’ group
plan outside the existing
windows of opportunity.
However, because of the
significant risks of adverse
selection and resulting higher
claims costs, more actuarial
study is needed to determine
the potential costs and feasibil-
ity of this approach.

� Provide greater publicity
regarding federal and state
financial assistance programs
to assist with Medicare costs
and the costs of prescription
drugs for low income persons.

5. Exploring “Phased retirement”

The Task Force discussed a
“phased retirement” concept that
would allow retirees to work part
time in a special, limited classifica-
tion to be eligible for some level of
employer-paid health coverage
while also being paid a public
sector pension. The concept is
designed to help meet an antici-
pated worker shortage as the
current generation of “baby
boomers” retires, while also
providing retirees an option for
employer-based, tax-sheltered
health insurance. Minnesota
Statutes Section 354.445 currently
permits retired faculty members of
the Minnesota State College and
University System to continue to

teach on a part time basis and to be
eligible for health coverage.

A number of “phased retirement”
issues require further exploration
including:
� Increasing pension benefits

with longer service, and the
impact on calculations of “high
five” years of service for
determining pension amounts;

� The negative perception of
employees collecting both their
public sector pensions, and
public sector wages as “double
dipping”;

� Equal pay considerations;
� In discussing the phased

retirement concept, a
suggestion was made that
retirees might be able to
work part-time in exchange
for some level of health
benefits only, or some level
of benefits and reduced
wages. However, current
law does not allow employ-
ers to pay employees only
in benefits (employees
would have to be paid at
least minimum wage).
Concerns were also raised
that if an employer did
negotiate or other other-
wise establish a low rate
for former employees, the
employer might open to
charges of age discrimina-
tion under the Age Dis-
crimination in Employment
Act of 1967, (ADEA);

� Administering a program to
direct the earnings of part time
workers to pay for health
insurance on a pre-tax basis.
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Issue Brief

Prefunding Retiree Health Benefits

The issue brief below was prepared for the
Postretirement and Active Employee
Health Care Task Force established under
Chapter 461, Article Five, Minnesota
Session Laws 2000.  The Task Force met
during the period June-November, 2000.
Issue briefs were prepared to supplement
the Task Force report with additional
information and perspectives regarding
issues of interest to the Task Force.

A growing number of retirees and escalat-
ing health care costs have contributed to
“dramatically” increased costs1  of
postretirement health care. This trend is
likely to continue into the future and may
become especially evident in Minnesota’s
public sector workforce as a large number
of public sector workers retire in the
relatively near future.

Currently, seventy percent of the workers
in Minnesota state government are over
age forty.  It is estimated that approxi-
mately 18 percent of current state employ-
ees will be age sixty or older by 2005. By
2010, an estimated 37 percent of state
workers will be age 60 or over, and by
2015 over half the current state workforce
will be over age 60. The Teachers Retire-
ment Association (TRA), a statewide
pension plan with over 70,500 active
employee members, reports that the
average age of nearly half (48 percent) the
group is 45 years old or older. The TRA
estimates that over 29,000 teachers will
retire during the next ten years.2

The Postretirement and Active Employee
Health Care Study Task Force study
process did not determine the extent to
which public sector employers currently
contribute to retiree health care options. At
the national level, there has been a decline
among large firms in making available

employer-provided health care coverage to
retirees, particularly retirees over age 65.3

The decline is traced to an increase in
health care costs, as well as a change in
accounting standards by the Financial
Accounting Standards Board (FASB) that
became effective in 1992. The change
required employers to disclose as a current
liability the unfunded portion of future
non-pension post-employment benefits. A
ruling is expected in the near future from
the Government Accounting Standards
Board (GASB), requiring units of govern-
ment to also abide by similar standards
when reporting on any retiree health care
obligations,4 and could have similar impact
on postretirement health care as the FASB
standard earlier.

Unless funded in advance, the costs of
retiree health care will pose significant
unfunded liabilities for any public sector
employers and taxpayers providing retiree
health care benefits, and/or employees
paying for their health care when they
retire. Pre-funding is important because
funds can be collected and invested prior
to when they are needed to pay for retiree
health care.  The investment earnings can
then be used to also help pay for
postretirement health care.  Depending on
the amount invested, the duration of the
investment, and the investment rate of
return, it is possible that the investment
earnings may far exceed the amount that
was originally invested.

Currently, many public sector employees
may already be contributing to retirement
savings plans such as deferred compensa-
tion programs or individual “Roth IRAs.”
The difference between these general
retirement savings plans and other more
specialized forms of pre-funding retiree
health care costs, is that in some cases,
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postretirement health care savings
plans can be constructed to provide
greater tax savings. In particular,
the Task Force was especially
interested in options that can be
established so that any employer
contributions to the plan are tax-
free and retiree withdrawals after
retirement for health care expenses
are also tax-free.5  Some options
are also exempt from federal
payroll (FICA) tax, providing
additional savings to both the
employer and the employee. The
effect of the tax savings is like
freeing up more funding (that
would otherwise have been paid in
taxes) to pre-fund or pay for retiree
health care, or to offset these costs.
However, it should also be pointed
out that those options that have the
effect of reducing gross taxable
income may also have an effect on
contributions and benefits under
public pension plans available in
the state of Minnesota.

The Task Force reviewed a variety
of approaches to fund postretiree
health care, ranging from “pay as
you go” options to a variety of pre-
funding options. The relative
advantages and disadvantages of
these options are briefly summa-
rized in the accompanying defini-
tions and table. In reviewing the
options in the table, it is important
to note that:

� Decisions about whether to
participate in some form of
retiree health care funding, and
the type of vehicle to partici-
pate in, can be made at the
level of each local unit of
government in bargaining with
its individual bargaining units
and setting compensation;

� A variety of benefit designs can
be implemented under a variety
of savings vehicles.  Funding
can consist of employer
contributions, employee
contributions or a combination
of both.6

� In order to receive tax advan-
tages, all members of a bar-
gaining unit or group negotiat-
ing a contract with a unit of
government must agree to the
terms for participation in a
postretirement savings option
(participation in the vehicle
must be mandatory at some
level for all members of the
bargaining unit).  (See also the
definition of “constructive
receipt doctrine” in the defini-
tion section, attached.)

Several public sector employers on
the Task Force indicated that they
desired flexibility and choices in
making decisions about pre-
funding of postretirement health
care, including whether or not to
participate in some type of pre-
funding, and if so, what types of
pre-funding vehicles or arrange-
ments to use.  The Task Force
explored two possible approaches
to setting up and administering
savings mechanisms for pre-
funding postretirement health care
consistent with the objectives of
choice and flexibility:

1) Employers can utilize
postretirement health care
savings products and services
currently being marketed and
administered through private
sector mutual funds, insurance
companies, and other organiza-
tions.

2) Alternatively, the Task
Force discussed the establish-
ment of a special “public sector
trust” to serve State and local
units of government.  The trust
would be responsible for:
hiring an administrator(s);
taking in contributions; record
keeping; selecting an invest-
ment vendor; and  paying out
reimbursements for health care
premiums and expenditures.
The trust could conceivably be
one of the public employee
pension plans, or a new entity.
The trust could potentially offer
convenience, low cost technical
support, an array of savings
vehicles and/or a defined
benefit plan, and economies of
scale in administering pro-
grams on behalf of local units
of government.  Again, how-
ever, the Task Force felt that it
would be important to allow
local units of government to
choose the type of delivery
system and administration that
they felt most appropriate.

A  proposal was submitted by one
Task Force member as a possible
model for the public sector trust
above and described the concept in
more detail.  (The proposal is
provided in a separate section of
the report which includes corre-
spondence and positions that Task
Force members wished to have
presented directly to the reader.)



17

Definitions Relevant to Retiree Medical Funding

115 Account – A trust available to state and local governments set up under Internal Revenue Code section 115, the
earnings of which are not taxable so long as they are used for “any essential governmental function and accruing” to
that government; providing employee and retiree benefits has been recognized as such an essential function

401(h) Account – An account within a defined benefit retirement plan, funded with assets that exceed plan liabili-
ties, and used to pay for retiree medical coverage; set up under IRC sections 401(h) and 420

Constructive Receipt Doctrine – A federal tax law principle that holds that income will be taxable in the year in
which it is credited to a taxpayer’s account or set apart or otherwise made available so that the taxpayer may draw on
it at any time. Consequently if an employee is offered cash or some other benefit, the employee will be treated as
having received taxable income regardless of whether he chooses the cash or the offered benefit, even if the offered
benefit would otherwise have been nontaxable. However, income is not constructively received if the taxpayer’s
control of its receipt is subject to substantial limitations or restrictions.

GASB (Government Accounting Standards Board) – The entity which establishes generally accepted accounting
rules for government entities

IRC (Internal Revenue Code) – Federal law tax code; governs tax treatment of individuals, employment taxes and
a limited number of state actions

“Pay-as-you-go” – Paying for benefits from a general operating budget as the bills for the benefits are tendered by
the providers or by beneficiaries for reimbursement, as compared with “pre-funding”

Pre-funding – The practice of setting up accounts or trusts and contributing funds to those accounts at the time the
rights to benefits are earned by the employee or other beneficiary.

VEBA – Voluntary employees’ beneficiary association; a tax-exempt organization providing for the health
benefits, life insurance, disability or other benefits to employees authorized under IRC section 501(c)(9) and
usually funded under IRC sections 419 and 419A, which set out strict limits on the amount of funding the trust
may receive in any year.
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1 Milliman and Robertson, “Pre-funding Retiree Health Benefits”, PERiScope (Public Employee Retirement Systems), April
2000.
2 Information prepared by Minnesota Department of Employee Relations (“The State of the State Work Force:  45 and 15 to
Go, MN DOER, 11/27/00) and data provided by the Teachers Retirement Association (correspondence, 11/28/00)
3 Minnesota Department of Health, Health Economics Program, Minnesota’s Health Care Market: Employer – Based
Coverage, Overall Health Care Costs and Trends, and Retirement Health Care Benefits, July 24, 2000 (presentation to Task
Force).
and,
Henry J. Kaiser Family Foundation, Retiree Health Coverage: Recent Trends and Employer Perspectives on Future Benefits,
October 1999.
4 Milliman and Robertson, “Pre-funding Retiree Health Benefits”, PERiScope (Public Employee Retirement Systems), April
2000.
5 Discussions with Martha Patterson, consultant, Deloitte and Touche.
Also note the following from Milliman and Robertson, “Pre-funding Retiree Health Benefits”, PERiScope (Public Employee
Retirement Systems), April 2000:

“If employee contributions are required to help pre-fund retiree health benefits, these contributions may or may not
be included in the employee’s gross income for income tax purposes, depending on the design of the program.” The
PERiScope article also references the following vehicles specifically as “exempt from tax” the “will provide health
benefits to members on a tax-free basis if properly set up”: A VEBA as provided in Section 501© (9) of the Internal
Revenue code (IRC); A special purpose municipal trust exempt from income tax under section 115 of the IRC; A
separate account within the retirement plan (401(h)Account): A separate account on the books of the local or state
government.

6 Milliman and Robertson, “Pre-funding Retiree Health Benefits”, PERiScope (Public Employee Retirement Systems), April
2000.
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Issue Brief

Health Insurance Pooling
(Pooled health care purchasing, health insurance pools)

The issue brief below was prepared for the
Postretirement and Active Employee Health
Care Task Force established under Chap-
ter 461, Article Five, Minnesota Session
Laws 2000. The Task Force met during the
period June-November, 2000. Issue briefs
were prepared to supplement the Task
Force report with additional information
and perspectives regarding issues of
interest to the Task Force.

The Insurance Model and Pooling of Risk

The health insurance concept is based on
broad sharing risk of illness or injury. From
an insurer’s perspective, it is important that
the group sharing risk is not limited to just
those with the highest health care needs, but
includes a mix of both healthy and less
healthy individuals. Broader risk sharing
helps reduce the impact of any single high
cost case among those sharing in the risk,
and helps result in more stable premium
rates.

This aggregation or “pooling” for insurance
purposes is typically accomplished in one
of three ways in the current insurance
market, as briefly summarized below.

Current forms of health insurance “pooling”

1. Large employers

Employers with a large number of employ-
ees are often considered a natural risk-
sharing group for insurance purposes. The
State Employee Group Insurance Program
(SEGIP), which administers health cover-
age on behalf of state workers, retirees, and
dependents and those of the University of
Minnesota, is the single largest group
purchaser in Minnesota, with over 60,000
employees and 160,000 covered lives.

There are a number of other large public
sector employers, including: the Minne-
apolis, St. Paul, and Anoka-Hennepin
public school districts; Hennepin and
Ramsey County governments; Minneapolis
and St. Paul city governments, and others.

Together, the enrollment in SEGIP and
other large public sector employer groups
with over 1,000 employees is estimated at
approximately 106,000 employees, or
about one-third of all public sector em-
ployees in Minnesota.

2. Voluntary pools

Alternatively, employer groups, especially
smaller groups, may pool together and
collectively purchase or arrange health
coverage for the member groups in the
pool. Currently, Minnesota laws permit a
number of voluntary pooling arrangements
among local units of government. In
addition, legislation provides for two
health insurance pooling options specifi-
cally for local units of government — the
Minnesota Service Cooperatives, and the
Public Employee Insurance Program
(PEIP).

Other separate pools have been indepen-
dently established and are available to
cities (e.g., League of Minnesota Cities
Insurance Trust, and Local Government
Information Systems (LOGIS) pools), and
counties (the Minnesota Counties Insur-
ance Trust). Additional public sector
pooling options are possible through joint
powers agreements, or through statutes
allowing the formation of “health care
purchasing alliances.” (See also Table 1
with relevant legislation and Table 2 with a
brief summary of voluntary purchasing
pools through which public sector employ-
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quently expanded to employers
with 2-49 employees). The reforms
required that insurers offer insur-
ance coverage to small groups that
met certain group participation and
employer contribution level re-
quirements (the small group market
became “guaranteed issue”).

ers may purchase coverage.)
Over 70,000 public sector employ-
ees in local units of government are
currently receiving their health
coverage through one of the
voluntary arrangements described
above, with the following distribu-
tion by jurisdiction:

More than half of all public sector
workers in the state (approximately
176,000 employees of the estimated
total 320,000) receive their health
coverage either as: a) part of a large
employer group with over 1,000
employees, or b) as part of an
employer group participating in one
of the pools noted above.

3. Insurers

Insurers also pool employer groups
together in a variety of ways to
spread risk and aid in developing
premium rate structures. Prior to
1992, insurers could deny coverage
to small groups and could also set
premiums at very different rates for
each group, reflecting the estimated
costs of each. In 1992, Minnesota
passed a number of small group
insurance reforms to improve the
insurance opportunities for employ-
ers with 2-25 employees (subse-

The reforms also established “rate
bands” or pricing corridors within
which premium rates quoted to
small groups had to fall.

Other perceived advantages of
pooling

In theory, pooled health insurance
purchasing is often expected to
offer additional advantages to
purchasers and consumers beyond
broader risk sharing and more
stable premium rates. Pooling a
number of employers together to
jointly purchase health coverage is
often considered in efforts to:

� save on administrative and
overhead costs by reducing or
eliminating duplications of
effort, administering fewer
different options or different
benefits designs, achieving
economies of scale, and

maintaining a larger enrollee
base over which to spread fixed
costs; and

� exercise more purchasing
leverage in the health care
market, to better negotiate
discounts or other preferred
arrangements with health plans
and providers.

However, as discussed below, a
number of pooling issues remained
controversial and unresolved
throughout the study, including:

� the extent to which these
potential benefits are likely to
be realized in practice;

� whether there is any particular
size or type of pooling arrange-
ment most likely to maximize
these benefits;

� the overall impact of pooling to
help contain rising health care
costs.
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Key questions

� A key question of interest in the
study was whether, and the
extent to which, some forms of
mandatory pooled health care
purchasing and risk sharing
and on a statewide of regional
basis might further improve
health care coverage for public
sector imployers and employ-
ees.

The Task Force reviewed a
variety of pooling models, as
well as the experience of a
variety of current pools to
address the question above.
After several months of review
and debate, the question has
not been resolved. At issue are
two potential offsetting out-
comes, both of which are very
difficult to quantify in advance,
and both of which can be
markedly influenced by
changes in assumptions or
design features of the pool, as
briefly summarized below.

Mandatory pooling was of interest
to the Task Force because intu-
itively, it would seem that “bigger
is better,” and that more statewide
or regional pooling of public sector
employers might result in even
greater administrative savings and
better rates from providers. Health
care administrative costs generally
now account for 10-15% of total
health premium costs.  In theory, it
might be possible to reduce these
administrative costs if a statewide,
mandatory pool achieved:
� more common administration

of a smaller number of health
benefits designs, rather than
multiple, different, benefit

plans now in place among
individual employers and
voluntary pools;

� lower reinsurance costs.
Groups or pools must typically
purchase reinsurance to provide
additional protection for high
cost cases that they cannot
adequately absorb and spread
across their members. A large,
mandatory pool would theoreti-
cally be more likely to cor-
rectly anticipate its risks, and
set a premium accordingly to
adequately cover its costs. It
would be able to spread the
impact of any high cost cases
(by raising the deductible level
and self-funding to the higher
level, thereby reducing the risk
margin with the reinsurance
premium costs) to a greater
degree than a smaller group or
pool and therefore have lower
reinsurance costs;

� a reduction or elimination of
other administrative costs, such
as agent and broker commis-
sions.

In theory, it is also possible that a
larger pool may be able to negotiate
better discounts with health care
providers and administrators.
However, it is also important to
note that the health care market has
become increasingly consolidated
in recent years, and even larger
groups are finding it difficult to
achieve further discounts or
preferred arrangements with
providers.

Mandatory pooling also addresses a
concern about voluntary pooling
known as “adverse selection.” In a
voluntary pool, the healthier groups
that can find better rates on their

own will have incentives to leave
or never join the pool. As a result,
the voluntary pool could become
increasingly concentrated with
higher risk, more costly groups,
resulting in greater costs for those
groups that continue to share risk
with one another in the pool. The
Task Force, however, did not
attempt to determine whether, or
the extent to which, there has been
adverse selection among any of the
voluntary pools available to units of
local government noted above.

However, it is often difficult to
achieve the theoretical advantages
of mandatory pooling described
above in practice. Moreover, the
issue of the relative advantages or
disadvantages of pooling is further
complicated by the fact that even
significant one-time improvements
in administrative cost savings
through pooling may be quickly
eroded by rapidly increasing health
care costs. Recent experience has
also shown that large pools are not
immune to large cost increases.
SEGIP, which covers over 150,000
State and University of Minnesota
eligibles, has recently recorded two
successive years of nearly 20%
annual increases, and its pattern of
premium increases over the last
decade has mirrored that of some
smaller pools.

The theoretical advantages of a
large, statewide, mandatory pool
were offset by concerns that
participating in the pool might
actually increase health care costs
for some employers and result in a
loss of local autonomy and control.
The potential adverse cost impact
arises because some individual
employers or smaller voluntary
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employer pools may currently have
a combination of benefits design
and/or better health risks among
their enrollees that results in more
advantageous health coverage
premium rates. These employer
groups would experience a net
increase in premium costs if the
only benefits sets available through
the mandatory pool were more
generous than what they had
previously provided, and/or if they
were forced to now pool with other
less healthy, more costly groups.

Illustrative mandatory pooling
scenarios

This potential increase or decrease
in any single group’s health cover-
age costs as a result of differences
in benefits levels or pooling mix
was illustrated in hypothetical
pooling scenarios. In the scenarios,
SEGIP was used as a benchmark
for comparison.

The predominant health coverage
product for SEGIP enrollees is the
“Select” plan, a comprehensive
managed care product with 100%
in-network coverage of medically
necessary services, and no enrollee

cost sharing (no deductibles, co-
pays, or coinsurance) except for
prescription drugs ($10 co-pay for
formulary drugs, and a $21 co-pay
for nonformulary drugs).

The average SEGIP rates for a
Select product for active employees
and retirees under age 65 for 2001
were calculated to be $288.17 per
month for single coverage, and
$715.59 per month for family
coverage.

The SEGIP average monthly rates
were then compared with three
hypothetical, statewide, mandatory
pools. The pools reflected the age
and sex characteristics of active
employees and retirees under age
65 enrolled in two State pension
plans, the Teachers Retirement
Association (TRA), and the Public
Employee Retirement Association
(PERA), as well as a combination
of the two. For comparative pur-
poses, SEGIP’s Select benefits
levels were set as the hypothetical
“standard benefits set” that would
be offered through the hypothetical
pools.

The table below shows:
� the enrollment in each of the

hypothetical pools;
� the pool’s age-sex factor

(reflecting the degree to which
the pool was more or less
costly than a broad population
average);

� the rates for Select-type
coverage provided to everyone
in the pool, based on the pool’s
age- sex factor;

� and similar information for
SEGIP as a benchmark for
comparison.

Public employer and employee
reactions to the premiums and
benefits levels in the pooling
scenarios above will vary depend-
ing on current coverage levels and
costs. For example, a number of
school districts in northwestern
Minnesota purchase a comprehen-
sive major medical product through
the Service Cooperative pool with a
$1,000 annual individual deductible
($2,000 family), and 80% reim-
bursement of covered expenses to
an annual out of pocket maximum
of $3,000 individual ($6,000
family) and then 100% coverage of
eligible expenses after the annual
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out of pocket maximum. The
premium rate for this level of
coverage is $155.47 to $168.77 per
month (single) and $ 422.31 to
$458.53 (family). This is much less
than the rates above, but does not
take into consideration the benefit
differentials between the Service
Cooperative product and the
models above.

At the other end of the cost spec-
trum, some school districts have
been reported to be paying rates in

excess of $1,000 per month for
family coverage, or over $12,000
per year. These rates are much
higher than the outcome of the
scenarios above.

Any mandatory pooling scenario
will likely result in a change in the
rates that public sector employers
are paying now, and/or changes
from their current benefits levels
and the range of options that are
offered. Additionally, a mandatory
pool may also set requirements

around minimum employer contri-
bution levels. As a result, the
employers may seek to change their
employer contribution to the cost of
health coverage, or make other
adjustments in employee compen-
sation or services to taxpayers, to
compensate for changing health
care costs under a mandatory pool.
The extent to which these impacts
and corresponding changes are
considered desirable will vary by
employer and employee group, and
could change over time.
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Table 1. Excerpts from State Statutes which permit joint health care purchasing
   arrangements and health coverage pools for public sector employers
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Issue Brief

Rising Health Care Costs

The issue brief below was prepared for the
Postretirement and Active Employee
Health Care Task Force established under
Chapter 461, Article Five, Minnesota
Session Laws 2000. The Task Force met
during the period June-November, 2000.
Issue briefs were prepared to supplement
the Task Force report with additional
information and perspectives regarding
issues of interest to the Task Force.

After experiencing very low — even
negative — rates of annual health care cost
increases in the mid-1990’s, many employ-
ers are now experiencing double-digit rates
increases. According to results of a study
by Hewitt Associates, the costs paid by
employers in the Minneapolis-St. Paul
metro area to provide health benefits
increased by an average of 17 percent in
2000.  This follows average annual rates of
increase of 6.7 percent and 9.2 percent for
the periods 1997 to 1998, and 1998 to
1999, respectively.1

The Twin Cities metro area health insur-
ance rates of annual increase have been
higher than the national average each of
the past three years, and are currently
nearly double the national rate of increase
of 9.4 percent. Despite these recent cost
increases, the average annual health care
cost per employee in the Twin Cities is
$4,178, slightly below the national average
of $4,200.2   (See graphs at the end of this
issue brief.)

The increases are falling on both small and
large public sector employers. The State
Employee Group Insurance Program
(SEGIP) administers the largest group
health plan in the state and is often consid-
ered a bellwether for employer health care
cost trends. The state’s share of costs for
employee health coverage through SEGIP

rose 23 percent in 2000, and a 19 percent
increase is projected for 2001. This
translates into substantial expenditure
increases. The state’s share of employee
medical coverage costs will be approxi-
mately $278 million in 2001, an increase
of $45 million over 2000.3

While SEGIP faced multimillion dollar
health increases this year, many school
districts were seeking permission from
local taxpayers to increase taxes to help
make up for revenue shortfalls. The
shortfalls were often caused by losses of
state aid tied to declining enrollment, but
were exacerbated in a number of cases by
sharply rising employee health care
benefits costs.4

The health care cost increases are due to a
variety of factors including an aging
workforce, new technology, higher utiliza-
tion of medical care (especially prescrip-
tion drugs), and consumer and health care
provider backlash to managed care.5 While
the current rates of increase may abate
somewhat next year from their current
levels, they are nonetheless expected to
remain at the double-digit level into the
near future.6

What are the Health Care Cost
Drivers?7

� Prescription Drugs
� Fastest growing segment of health

care spending – estimated in-
crease of 15% to 25% last year.
Now makes up 15 % to 20% of all
health care expenditures

� Direct Consumer Advertising –
Pharmaceutical companies now
market directly to the consumer,
creating new demand. Patient
approaches physician, instead of
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physician making initial
diagnosis.

� Quicker approval of new
drugs by FDA

� Aging Population –
increased use of drug
therapy for chronic illness

� Increase in Cost, and
Less Use, of Generic
Drugs

� Consumer Demand for More
Choice and Less Constraints.
� One reason costs are going

up faster locally than
nationally may be our
comparatively long history
with Managed Care.

Consumers are growing
tired of the barriers they
perceive to be in place by
health plans that prevent
them from receiving health
care. They want more
choice in providers and less
constraints in getting to
care providers. Consumers
are also more informed and
demand more service.
Higher utilization of health
care services has resulted.

� Technology – new and ad-
vanced procedures

1 Hewitt Associates, “Employers to Face Double Digit Health Care Cost Increase for Third Consecutive Year”, October 23,
2000 (press release).
2 Hewitt Associates, “Employers to Face Double Digit Health Care Cost Increase for Third Consecutive Year”, October 23,
2000 (press release).
3 Minnesota Department of Finance, November Forecast, November 2000.
4 Aamot, G. “Schools ask voters for more”. Associated Press. November 3, 2000.
5 Deloitte and Touche, Postretirement and Active Employee Health Care Task Force, July 24, 2000 (presentation to Task
Force).
6 Communication, Deloitte and Touche.
7 Deloitte and Touche, Postretirement and Active Employee Health Care Task Force, July 24, 2000 (presentation to Task
Force).

� Aging Population – use more
health care services for chronic
illness

� Providers Less Willing/Able
to Negotiate Lower Cost
Contracts for health care
services.
� Tight Labor Market
� Increased Physician

Compensation
� Less Willing to Accept

Risk
� Consolidation of

Providers

� Catastrophic Care
� Transplants

References
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Annual Health Care Cost Increases 
National Averages vs. Minneapolis/St. Paul Area
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2000 Health Care Cost Increases 
Major Metropolitan Areas
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Issue Brief

Illustrative Health Care Benefit Plan Arrangements
Among Selected Minnesota Public Sector Employers

The issue brief below was prepared for the
Postretirement and Active Employee
Health Care Task Force established under
Chapter 461, Article Five, Minnesota
Session Laws 2000.  The Task Force met
during the period June-November, 2000.
Issue briefs were prepared to supplement
the Task Force report with additional
information and perspectives regarding
issues of interest to the Task Force.

There are an estimated more than 3,200
units of government in Minnesota, ranging
from State government, to counties, large
and small cities, school districts, townships
and other units, some with only a single
employee.  This large and diverse public
sector has resulted in a wide range of
health insurance offerings to public sector
employees that vary by such factors as:
� benefits designs and levels of cover-

age;
� overall costs;
� cost trends over time;
� the levels of employer contributions

toward the premium for employees,
dependents, and retirees;

� levels of employee cost sharing at the
point of service;

� and other features.

Some public sector employers offer
comprehensive “first dollar” coverage with
little or no cost sharing with the employee.
Others have benefit plans with substantial
cost sharing and significant deductibles,
co-pays, and coinsurance.  Some employ-
ers purchase managed care products that
require the use of a specific network of
providers, while others offer more tradi-
tional indemnity or broader access plans.
In some cases, employers may offer some
continuum of multiple choices across these
two spectrums.

One of the biggest challenges facing the
Task Force and the study staff was the lack
of recent, comprehensive, comparable data
on the wide variety of public sector
employer health benefits arrangements,
their costs, and changes over time.  A
number of annual surveys of health care
benefits are conducted among the public
sector jurisdictions, often as part of overall
compensation surveys.  However, they
vary greatly in terms of their timing, detail,
and comparability.  For example, some
provide information on overall costs, but
little detail as to what benefits and cover-
age is being provided.  Another extensive
and otherwise detailed survey focused on
descriptions of the highest cost health
benefit options available, but lacked
information about other options.

The Task Force did not undertake its own
comprehensive survey of health benefits
for public sector employees and retirees as
it was beyond the scope of the study’s
available time and budget.  In lieu of a
more comprehensive study of this issue, a
number of illustrative models were pre-
pared to better portray the range of current
public sector health benefit offerings and
costs.   Three sets of data are summarized
below to help illustrate a representative
cross section of current benefits arrange-
ments, as follows:

1.  Table 1 shows a cross section of the
health benefits options available through
different units of government from around
the state.  These units of government serve
populations from 5,000 to over 100,000
persons.  These public sector employers
ranged in size from 65 full time employees
to as large as 8,500 employees.

2.  Table 2 summarizes health benefits
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levels and costs for participating
employer groups in a non-metro
Minnesota area Service Coopera-
tive, a type of health care purchas-
ing pool established under Minne-
sota Statutes 123A.21 and available
to units of local government.  The
Service Cooperative in this case
reported data on health benefits
available to school districts in the
area.

3.  Table 3 shows benefit plans
available through the Public
Employees Insurance Program
(PEIP), another health care pur-
chasing pool for local units of
government, established under
Minnesota Statutes 43.316.  Table
3A shows representative costs for a
variety of PEIP offerings for
diverse employer types in the pool.

Table 1.  Illustrative Examples of
MN Public Sector Health Benefit
Plan Arrangements From
Around the State

The table below illustrates a range
of health benefits offerings from a
variety of public sector employers
located across the state.  Most of
the offerings include some type of
managed care features, ranging
from traditional HMOs to the
expanded network options of Point
of Service (POS) plans to indem-
nity plans with some limited
managed care features.

Premiums for the plans shown in
the table vary greatly by benefits
design, provider networks, and
other characteristics.  Costs for the
selected examples below ranged
from a low of $163 per month to a
high of $392 per month for single
coverage. Family coverage ranged
from a low of $450 per month to a
high of $897 per month.  (It is not
possible to compare these costs
directly because of differences in
benefit designs, provider networks,
and other features.)



37

Table 1.  Illustrative Examples of MN Public Sector Health Benefit Plan Arrangements
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Table 2 below
 illustrates health
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of non-m
etro school districts in

M
innesota through a Service

C
ooperative.  Prem

ium
s vary from

$155.47 to $266.55 per m
onth for

single coverage, depending on plan
design and group m

edical claim
s

experience, w
ith fam

ily coverage
rates from

 $422.31 to $697.93 per
m
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anaged care is present is
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 in all plans and the
prescription drug benefit is 100%
after a $12 co-pay for form

ulary
drugs.
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roups pay at different rates,

depending on claim
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ith the best claim
s
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ith
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s experience
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urrently, the
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al.

Single prem
ium

 rates in the table
below
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ith “S”, and

fam
ily rates are labeled w

ith an
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Table 2. Health Insurance Rates and Benefits, Minnesota Service Coop July 1, 2000 to June 30, 2000
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Tables 3 and 3A: Public
 Employee Insurance Program
(PEIP) Benefit Comparison and
Illustrative Costs

The last tables illustrate the health
plan coverage choices available
through the Minnesota Public
Employee Insurance Plan (PEIP).
PEIP plans are available throughout
Minnesota to all local public
jurisdictions.  School districts,
cities, counties, and other eligible
local units of government of
varying sizes currently purchase
their benefits through this plan.

The PEIP offers four managed care
products that vary by individual
cost sharing levels.  Each of the
four managed care offerings also
has a Point of Service Option for
out of network (OON) access.
PEIP also offers three major
medical plans that vary by levels of
out of pocket cost sharing. PEIP
offers a choice of health plan
options (benefits sets are standard
across the health plans).  Each
health plan operates in a distinct,
but often overlapping, geographic
service area.  As a result, employ-
ees in PEIP may have a choice of

more than one health plan, depend-
ing on where they work and the
service area boundaries of the
health plans.

Premiums vary by plan design and
characteristics of the group, and are
shown for a selected sample of
groups in Table 3A.  For the
illustrative sample of PEIP groups,
premiums range from $211 to $299
per month for single coverage, and
from $558 to $819 per month for
family coverage. Depending on the
product selected and the character-
istics of the employer group, PEIP
rates in general range from $147
per month for single coverage, to
$819 per month for family cover-
age. Some of the individual em-
ployer examples in Table 3a show a
range of premium rates for single
and family coverage for a particular
benefits design.  The range of
premium rates indicates that
employees have a choice of health
plans, and that different rates are
charged for different health plans.
(Benefits designs are standard
across the health plans, but other
factors, particularly provider
networks, may vary by health
plan.)
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(Employers may select among several PEIP plan design options.  Depending on market conditions, more than one network/carrier may be available.  If
more than one carrier is available, the cells below will show a range of premiums for a given plan design.  The premium for each employer will be some-
what different, based on the group’s size and experience.  Rates for singles appear to the left of the slash mark; family rates are below the slash mark.)
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Issue Brief

Medicare Reimbursement Disparity

The issue brief below was prepared for the
Postretirement and Active Employee
Health Care Task Force established under
Chapter 461, Article Five, Minnesota
Session Laws 2000.  The Task Force met
during the period June-November, 2000.
Issue briefs were prepared to supplement
the Task Force report with additional
information and perspectives regarding
issues of interest to the Task Force.

(Sources: Substantial portions of this brief
are drawn from the Minnesota Senior
Federation web site at
www.mnseniors.org, and U.S. Government
web sites for Medicare at
www.medicare.gov and the Health Care
Financing Administration (HCFA) at
www.hcfa.gov.)

Nearly every American who earns a
paycheck pays the federal Medicare
payroll tax, and every Medicare benefi-
ciary who enrolls in Medicare Part B pays
the same monthly Medicare Part B pre-
mium of $45.50. However, what Medicare
beneficiaries receive varies dramatically
depending on what part of the country they
live in. In parts of Florida, New York,
California, Michigan, and Arizona seniors
enrolled in HMOs get prescription drugs,
dental, vision, and hearing services free of
an additional premiums. At the same time
seniors in Minnesota, Wisconsin, and
Oregon (among others) pay large HMO
premiums to get similar benefits.

This happens because of the Medicare
funding formula. Originally established
based on the cost of health care in the
various states, the formula penalizes states
that have been successful at medical cost
containment, like Minnesota. When
Medicare entered into managed care
contracts with insurers they established

monthly reimbursement rates to the carriers
in each state who would provide health care
for seniors for an established monthly
amount. These are termed Medicare Risk
Products. Medicare refers to them as
Medicare+Choice products. Senior citizens
essentially “turn over” their Medicare to the
insurer and receive all their care through the
heath plan and must abide by the managed
care rules of the plan. They no longer have
stand-alone Medicare health coverage. The
insurers provide all health care for seniors
in the Medicare+Choice plan for the flat
monthly reimbursement rate provided by
Medicare for each state. Thus the insurers
are at risk to cover all costs. The benefit
levels in these plans are much higher than
traditional Medicare supplemental plans.

The problem arises when the reimburse-
ment rate in a state is too low to cover the
cost of providing health care. In 2000
Medicare insurers in Hennepin County,
Minnesota, received $458 per beneficiary
per month, while an HMO in Florida
received $795 per beneficiary per month,
almost twice as much. The cost of deliver-
ing health care across the country is esti-
mated to vary 15 percent, but the reim-
bursement by Medicare to physicians,
hospitals and HMO’s varies 211 percent.

Medicare has created a two-tier health care
system based simply on where one lives. In
counties in states that have high Medicare
reimbursement rates Medicare recipients
have access to coverage at no additional
cost that is unavailable to other areas of the
country. Beneficiaries living in high-cost
reimbursed areas have health plans that
cover prescription drugs, eyeglasses,
hearing aids, and even health club member-
ships at no extra cost above their monthly
Medicare premium of $45.50.
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This is particularly important given
the current debate about prescrip-
tion drug coverage for seniors.
Seniors in Minnesota without
access to a Medicare + Choice
product could pay thousands of
dollars a year in drug costs, but if
they lived in Florida they would
have free prescription drugs if they
belonged to a Medicare + Choice
HMO.

Health insurers in Minnesota have
struggled with the unequal Medi-
care reimbursement for a number
of years. A policy passed as part of
the 1997 Balanced Budget Amend-
ment, called “blended rates,” was
supposed to address part of the
Medicare inequity. Under the
“blend” formula Medicare reim-
bursement rates in low-reimbursed
counties (all of Minnesota) should
have been “blended” upwards
toward average Medicare reim-
bursement rates in the country by
restraining reimbursement in-
creases in high- reimbursement
communities. However, blended
rates were not funded in 1999 and
the Health Care Finance Adminis-
tration (HCFA) is proposing that
current minimum rate increases of
2 percent in urban areas and 3.3
percent for rural areas not be
funded this year (partially because
of the federal budget cap limita-
tion.) With annual health care
inflation at over 7% and prescrip-
tion drug costs up 200% in some
cases, the result is even more
disparity in Medicare reimburse-
ment.

Because of this disparity in Medi-
care funding many managed care
plans have dropped their
Medicare+Choice plans in areas

where reimbursement does not
cover the cost of providing care at
the higher level. The insurers have
gone back to offering traditional
Medigap or Medicare Supplement
plans. Approximately 934,000
Medicare beneficiaries across the
country will lose their coverage
when managed care plans leave the
Medicare+Choice program in 2001.
15,000 seniors alone in Minnesota
will lose their coverage when
Medica withdraws from the pro-
gram. These seniors will be offered
the option to join another program,
but at lower benefit levels offered
in the supplemental plans.

Legislation is working its way
through Congress at this time that
would help address this disparity
issue. The legislation would raise
the minimum monthly reimburse-
ment from $401 to $525, improve
fee-for service reimbursements, and
lift the budget neutrality provisions
of the 1997 Balanced Budget
Amendment. All of these would
encourage some health plans to re-
enter the Medicare+Choice market.
The fate of the legislation  is
unknown at this time. (November
2000).
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EXAMPLES OF UNEQUAL MEDCIARE FUNDED BENEFITS IN MEDICARE “C” PRODUCTS*

Gross Revenue/Premium Dakota County, MN Dakota County, MN Maricopa County, AZ Dade County, FL
(Per month) HealthPartners HealthPartners PacifiCare of AZ, Inc. Blue Cross Blue Shield

Partners for Seniors - Partners for Seniors Plus Plan 2000 Medicare and More
Standard Option High Option

Medicare Payment to HMO** $438.75 $438.75 $526.09 $794.02
Per-Person Premium to HMO $ 94.75 $270.00 $  20.00 $    0.00
Total Monthly Gross Premium $533.50 $708.75 $546.09 $794.02

Benefits (summary):
Physician Services $10 per visit co-pay $10 per visit co-pay $5 per visit co-pay No co-pays
Specialist Doctor $10 per visit co-pay $10 per visit co-pay $5 per visit co-pay No co-pays
Hospital Services covered covered covered covered
Out-Patient Prescription Drugs:

Formulary Generic co-pay No coverage 80% coverage $7 co-pay No co-pays
  Generic Annual Limit NA unlimited unlimited unlimited
Formulary Brand Name co-pay No coverage 80% coverage $15 co-pay No co-pays
  Brand Annual Limit NA unlimited $2,500 unlimited

Preventive Dental Coverage 2 dental exams annually 2 dental exams annually 2 dental exams annually unlimited coverage
$10 co-pay per exam $10 co-pay per exam $20 co-pay per exam $5 co-pay per exam

Hearing Exams Covered- $15 co-pay Covered- $15 co-pay Covered- $25 co-pay Covered- no co-pay
Hearing Aids 50% coverage 50% coverage $100 allowance               2 hearing aids per 3 years
Routine Eye Examinations Some coverage Some coverage Covered- $5 co-pays Covered no co-pay
Eye Glasses & Contacts 20% discount 20% discount $120 allowance covered

Transportation No coverage No coverage 24 one-way trips- Ambulance rides-
$5 per trip to - no co-pay
doctor or health club

Health Club Membership No coverage No coverage Covered- no co-pay No Coverage

� * This is a brief comparison summary- See The Senior Federation’s 2000 Health Care Choices for Minnesota Seniors or
specific plans for details and limitations for Minnesota Plans.  For other state comparisons see Medicare’s web site: www.medicare.gov

� ** Includes Part “B” premium of $45.50 per month in 2000
Source:  HCFA Medicare Compare Plan Specifics 2000 data & information provided by specific health plans.



46

Medicare Monthly Reimbursement Levels in Selected 
Counties in 2000
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Issue Brief

Addressing Health Care Costs
Through Prevention and Health Promotion

The issue brief below was prepared for the
Postretirement and Active Employee
Health Care Task Force established under
Chapter 461, Article Five, Minnesota
Session Laws 2000. The Task Force met
during the period June-November, 2000.
Issue briefs were prepared to supplement
the Task Force report with additional
information and perspectives regarding
issues of interest to the Task Force.

The rising cost of health care is again a
major issue of concern for employers in
Minnesota. After seeing a slowing of
health care cost inflation in the mid
1990’s, double digit inflation has become
the norm for employers around the state.
A recent study by Hewitt Associates
reported that health care costs in the
Minneapolis- St. Paul area rose 17% in
2000 from 1999, leading the nation in the
rate of increase.1

There are many reactions to this problem
and suggestions to address it. Some
employers are considering reducing benefit
plan levels for employees, instituting
higher, and more co-pays for medical
services within plans, and raising the
employee contribution to health care
premiums.

However, these strategies typically do not
account for the fact that the majority of
health care spending is due to illnesses,
injuries, or conditions that are largely
preventable, or if caught at earlier, more
treatable stages, would be much less
expensive. Medical interventions, no
matter how state-of-the-art or sophisti-
cated, often have far less influence on
health status and health outcomes than
personal behaviors and lifestyle. As a
result, interest is also growing in health

promotion and prevention to promote
better health outcomes, improve productiv-
ity, and potentially address rising health
care costs.

Advocates of health promotion programs
believe it makes sense for employers to
institute these types of programs because
they can reach employees at the worksite,
where approximately 110 million men and
women spend a major portion of their
day.2  This provides a convenient place to
educate employees, and has been found to
be particularly effective in reaching people
at high risk by providing peer support
needed to start and maintain a healthy
lifestyle.3 Studies have shown significant
positive rates of return on employment-
based investments in prevention health
promotion, and several illustrative ex-
amples of such findings are included at the
end of this issue brief. In addition, health
promotion and prevention is often viewed
as an important method of improving
broader community health outcomes,
irrespective of whether it also provides
additional cost savings.

While a number of studies suggest the
potential positive return on investment for
health promotion and prevention efforts,
they cannot guarantee success, and other
research findings are more equivocal.
Many employers and employees may feel
that the return on investment for investing
in health promotion may occur too far into
the future, or be too limited, to be of value.
In addition, a significant share of health
care costs are due to a relatively small
percent of persons with complex, chronic
health care conditions that are often the
most difficult to prevent or manage.
Employees may also be concerned that
health promotion or prevention efforts will
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“blame the victim” and may
perceive the efforts as punitive.
Many employers would also argue
that much of what is included in
prevention and health promotion
programs produces no cost savings
at all. The programs may be helpful
to employees and even save lives,
but not save money.

Other more traditional health care
cost containment techniques still
are often aimed at “after the fact”
health care interventions, and do
not address the root causes of ill-
health. As the population ages, and
the costly impact of greater health
care utilization becomes even more
pronounced, the interest in broader
applications of health promotion
and prevention may likely increase.

Examples of the potential
impact of prevention and
health promotion

� HealthPartners Research4

Researchers from HealthPartners,
Inc. found that health risks such as
physical inactivity, obesity and
tobacco use are significantly related
to increased health care charges
within just 18 months:
� Physically active employees

(one day per week) account for
4.7 % less health care costs
than those who are sedentary.

� Employees who smoke have
health care charges 18% higher
than nonsmokers.

� Employees who are deemed to
have high risk behaviors
account for 49% more in health
care costs than those with low
risk.

(Examples of low risk behaviors
include:  normal weight, not
smoking, engaging in physical
activity 3 times per week.  While
high risk behaviors include border-
line obesity, smoking, and no
physical activity.)
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� Chrysler Corporation

A study by Milliman & Robertson,
Inc. of Chrysler Corporation
employees documented lower
medical claims associated with low
risk behaviors.5

Note: The lower cost attributed to elevated risk
of alcohol is presumed to be caused by those
employees with alcohol use problems avoiding
the health care system to avoid detection. While
costs in this chart associated with a cholesterol
risk factor appear approximately equal, it can be
difficult to make assumptions on a single risk
factor. However those with elevated cholesterol
levels who smoke and don’t exercise are shown
to be at significantly higher risk for increased
medical claim costs.
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Worksite Health Promotion
Examples 6

� General Electric

In only an 18 month period,
health care costs for employees
who participated in a fitness
program were reduced by 38
percent, saving $184 annually
per member.  Conversely,
health care costs rose 21
percent for those employees
not participating.

� Steelcase Industries

In a study correlating health
risk and lifestyle assessments
with medical costs, employees
who shifted from high risk
assessment to low risk saw
much lower medical claim
costs in just a three year period.
While claim costs remained
about the same for low risk
individuals, those who moved
from the low risk category to
high risk had claims increase
almost 250%.  Employees in
the high risk category incurred
75 percent more medical claims
cost than low risk individuals.

� Sunbeam/Oster Company

Maternity-related health care
costs were reduced from
$27,000 to $3,500 per case for
pregnant employees participat-
ing in a wellness program.  The
cost to implement the program
was $13,000 and 129 healthy
babies were delivered.

Other organizations have found
health promotion programs to be of
value to their fiscal health.

Health Promotion Programs Return on Investment per $1 invested 7

1 Hewitt Associates, “Employers to Face Double Digit Health Care Cost Increase for Third Consecutive Year”, October 23,
2000 (press release).
2 Association for Worksite Health Promotion brochure, (Sources: William M. Mercer, Inc, and HealthPartners).
3 Association for Worksite Health Promotion brochure, (Sources: William M. Mercer, Inc, and HealthPartners).
4Pronk N, Goodman M, O’Connor P, Martinson B. “Relationship Between Modifiable Health Risks and Short-term Health
Care Charges”. Journal of the American Medical Association. 1999;282:2235-2239.
5 “Health Risks and Their Impact on Medical Costs,” A study by Milliman & Robertson, Inc., Staywell Health Management
Systems, Inc. in conjunction with the Chrysler Corporation and the International Union of Auto Workers, UAW, 1995.
6 Association for Worksite Health Promotion brochure.
7 Association for Worksite Health Promotion brochure, (Source: Pelletier, K.R. American Journal of Health Promotion, 1993,
8(1): 50-62.
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Issue Brief

Report of the Statewide Health Insurance Task Force
for Public Employees (February 1987)

Source:  Minnesota Department of Em-
ployee Relations, Report of the Statewide
Health Insurance Task Force for Public
Employees, February, 1987

The Department of Employee Relations
convened a task force in 1986 to study the
feasibility of establishing a statewide
health insurance program for public
employees of local jurisdictions. Interest
was expressed by the legislature in explor-
ing the option of securing better health
insurance coverage by possibly joining
together in larger pooling arrangements.
The task force was to examine the current
state of health insurance for local jurisdic-
tions, explore options for a statewide plan
or plans, and analyze future costs, benefits
and how the plans might be administered.

Report Highlights (data for 1986)

� Number of local government employ-
ees:  183,000, in 1600 jurisdictions
(cities, counties, school districts,
townships, and other), about 30% of
whom were part-time

Local Government Employees, full
and part-time:

- Counties 34,620
- Cities 41,191
- Townships 10,605
- School Districts 85,550
- Other 11,319

Total           183,285

� Number of employees in the State of
Minnesota Group Insurance Program:
50,000 State Employees and 7,500
retirees

� “Gaps” (problems) found in 1986:
� Retiree Health Coverage

- Non-Medicare eligible
- Cost
- Out of area coverage
- Prefunding of benefits

� Lack of health coverage
- 17% of local government

employers did not offer health
coverage

- Retirees were not enrolled in
plans offered by local units of
government

� Level of coverage
- Some high deductibles

� Lack of leverage on providers
- Purchasing power
- Provider choice
- Stability (rates, provider

continuity)
� Bid law issues (subsequently

addressed)
� Lack of expertise

� Options Considered
Three options were presented as a
means of dealing with the problems
above:

1. No change, each jurisdiction provides
health insurance on its own or in
existing pools.

- Pro:  The advantages seen in
making no changes included
retaining autonomy and account-
ability, no additional billing and
enrollment mechanism, flexibility
is plan design and eligibility, and
labor and management can negoti-
ate plan features.

- Con:  Disadvantages included less
bargaining power with providers
and carriers and less potential
flexibility in plan design.
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2. Fill in the gaps or fix problem
areas —
� Proposed changes regard-

ing bid law and ability to
modify retiree (a number of
the proposed changes were
enacted)

� Other alternatives included:
mandate coverage for all
active public employees
and retirees, prefund
retiree health insurance
premiums, and create a
Statewide Medicare Retiree
Plan for Public Employees.

- Pro:  Advantages included:
all public employees would
having health coverage;
better coverage at lower
cost; provide greater access
to health care for retirees;
raises retiree incomes;
eliminates a potentially
large unfunded liability for

employees and employers;
and provide cushion for
future potential medicare
reductions.

- Con:  Disadvantages
included: the potential for
reduction in public employ-
ment; possible reduction in
take home pay to cover
premiums; adding retirees
could affect premium for
all employees; possible less
flexibility in plan design;
and difficulty in accurately
prefunding health insur-
ance costs.

� The third option was to estab-
lish a statewide insurance plan
for local governments.

- Pro:  Advantages noted
included greater negotiat-
ing power with carriers,
retirees retaining coverage,

benefit levels rising for
some groups, foster
competition with existing
pooling arrangements, and
greater choice in health
plans for employees.

- Con:  Many disadvantages
were noted, among them no
guarantee of lower premi-
ums, loss of local control,
need to maintain master
eligibility and billing
system, and the unknown
affect on current members
rate.

� Final recommendations:

“The task force identified the
need for reform of the local
government insurance bid law.
The task force did not reach
consensus on a statewide
insurance plan for local gov-
ernment.”
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� League of Minnesota Cities

� Education Minnesota

� Minnesota Service Cooperatives

� Minnesota School Boards Association

� Russ Stanton, Inter Faculty Organization

� Lois McCarron, Association of Minnesota Counties
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Comments on the proposal for a mandatory statewide health benefit plan
for state and local government employees

One of the issues facing this Task Force was whether to recommend creation of a mandatory
statewide health benefit plan for state and local government employees. While there was not
consensus among the Task Force participants on this issue, some participants strongly support
the idea. Because it will likely continue to be an issue for the Legislature, we feel it will be
useful to include in the Task Force report this explanation of the League of Minnesota Cities'
position on this issue.

Moving to a mandatory statewide health plan for all state and local government employees
would mean major changes for public employees and employers. Costs would increase for some
public entities and their employees and would decrease for others. Some public employees
might see improved benefits compared to what they presently have; others could see reductions
in benefits. Before making this kind of radical change, we must have a very clear idea of what
the benefits are that this change would be expected to bring, and a clear explanation of exactly
how a mandatory statewide plan would be expected to produce those benefits. That case has not
yet been made.

For the reasons outlined below, there seems little reason to expect that a mandatory statewide
government plan would reduce total costs appreciably, or that a statewide group would be more
"stable". Nor is it clear what other advantages it would offer to cities or to city employees, or to
other governmental employers and employees.

Could a statewide plan appreciably reduce the total cost of health coverage for
governmental employees and employers?

Regardless of what kind of mechanism is used, health coverage premiums reflect the same basic
cost elements:

• the cost of health care itself, which is by far the biggest single component;
• reinsurance, excess insurance, or stop-loss costs;
• administrative costs; and
• "profit" or "margin."

There seems little reason to expect that a mandatory statewide plan would appreciably reduce the
cost of any of these elements.



The cost ofhealth care

Simply lumping all state and local employees together obviously doesn't reduce what those
employees' total health care costs will be. The only apparent way in which lumping all these
employees together might save costs would be if that larger group were able to negotiate lower
charges from the hospitals, doctors, clinics, and other health care providers. However, that
seems implausible.

DOER estimates that approximately 320,000 people work in public sector jobs in Minnesota.
Including dependents, this might represent a block of 750,000-850,000 individuals.

Most Minnesotans are currently covered by one of the "big three" health plans. According to
their respective web sites, Blue Cross has about 1.8 million enrollees; Medica has about one
million; and HealthPartners has about 660,000. Each of these plans negotiates rates and charges
with the health care providers that make up their respective networks.

A combined state and local government plan would be comparable in size to the smaller of the
"big three" plans, and not quite half the size of the largest. There seems little reason to think that
this state and local government employee group would be able to negotiate appreciably better
rates with providers than any of the existing plans are able to do. And even very large HMOs
seem to be having limited success in negotiating with the pharmaceutical companies to control
prescription drug costs - one of the major factors driving the increase in health care costs.

The trend toward increasing consolidation of health care providers makes it even more doubtful
that a mandatory state and local government plan would be able to negotiate substantially lower
costs from hospitals, clinics, and doctors. To an increasing extent, any network must necessarily
deal with the same health care providers; and those providers are increasingly organized into
what amount to either geographic or specialty-based monopolies.

Perhaps there's an expectation that a mandatory statewide group would reduce the cost of health
care in some other way than by exercising "negotiating clout" with health care providers.
However, it's not clear how that would be accomplished.

There are certainly other strategies that can be used to try to control claim costs; managing care
more effectively is one possibility, and promoting wellness is another. But none of these
strategies are dependent on having a mandatory statewide group. And if such a group charged
uniform rates for all employers and employees, it could even be a disincentive for any employer
to commit resources to promoting wellness.

Reinsurance, excess insurance, or stop-loss costs

These are a relatively small part of health coverage costs. For the League of Minnesota Cities
Insurance Trust's relatively modest-sized group, excess or stop-loss costs are about 4% of the
total premium. A larger group might be able to reduce those costs somewhat, but even if these
costs were cut in half - an extremely optimistic estimate - it would translate into only about a
2% reduction in the total premium cost.



The Workers Compensation Reinsurance Association (WCRA) might be a better model to
consider as a way to address reinsurance for health coverage. I.e., consider creating a mandatory
statewide health reinsurer for all health carriers and self-insurers, including private as well as
public employers. That would provide the benefit of an even larger group and broader spread of
risk.

The market for purchasing health benefit reinsurance is becoming more difficult. We understand
that even very large health carriers and HMOs are beginning to have problems with being able to
purchase the reinsurance coverage and limits they need, particularly for cases involving ongoing
catastrophic expense. A state-wide health reinsurer modeled after the WCRA could be very
useful in making the needed reinsurance and limits more readily available, though it seems
unlikely it would have a significant effect on the ultimate premium cost to employees and
employers.

Administrative costs

Administrative costs are also a relatively small piece of the total cost. For the LMCIT group,
administration costs make up slightly under 8% of the premium. Network access charges add
not quite another 4%, for total fixed costs of just under 12%. We understand that the service
coops' program's fixed costs for administration and network access are similar. HealthPartners'
administrative costs are about 8.9%, according to their web site. Any information we've seen
indicates that administrative costs tend to fall in the same range of about 8-15% for virtually any
health benefits plan.

There seems little reason to think that the state would be able to administer a group more cheaply
than anyone else is able to. But even if a very substantial reduction in administrative costs were
possible, it would still translate into a relatively minor savings in the total premium. E.g., if a
larger group were able to reduce administrative costs by 25% - a very optimistic assumption,
especially for a plan that would be covering over 3200 separate employers - that translates into
3% of premium or less.

Profit or margin

We understand that all three of the "big three" health plans in Minnesota have either lost money
or barely broken even in each of the past several years. The Mayo Clinic recently announced
that they are shutting down their HMO operation because of significant ongoing losses.
Obviously, if the concern is that health coverage from those carriers is too expensive, there isn't
much room to reduce those costs by removing "profit" from the equation.

In short, there's little reason to think that a mandatory statewide plan would reduce costs
appreciably. We understand that the study conducted by Towers Perrin for the Minnesota
Statewide Healthcare Coalition Advisory Committee reached the same conclusion.



Would a mandatory statewide plan be more "stable"?

It has been suggested that if a larger statewide pool were created, the law of large numbers could
allow more accurate rate setting and greater rate stability. In theory, that's certainly true. The
larger the group, the more predictable claims become; and the more accurately we can predict
claims, the smaller the "risk margin" we need to build into the rates in order to be reasonably
confident that premiums will cover claims.

But a simple comparison of premiums and paid claims for virtually any existing plan will make it
clear that the reason health coverage premiums are high and rising is because health care costs
are high and rising - not because plans are building big risk margins into their premium rates.

Nor is there much reason to think that a larger plan would be more "stable" than existing plans ­
that is, that there would be less year-to-year fluctuation in premiums and premium increases.

- -. - - LMCIT (7/1 renewal) • SEGIP (1/1 renewal)

- - -A- - - Service Coops (1/1 renewal)

Five-year Rate Increase HistoryTask Force members
received information on
recent rate increases for
three different public
employee health benefit
plans: LMCIT, the state
employees' plan (SEGIP),
and the service coops'
plan. The pattern of rate
increases for each of these
plans over the past several
years is remarkably
similar, as the
accompanying chart
shows.
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If the problem were that these plans are too small to be stable, their respective rate increase
patterns should look very different from each other, and should show significant variation from
year to year. Clearly, that's not the case. It's equally clear that all three plans' premiums are
being driven by the same underlying cause: Premiums have gone up sharply because the cost of
health care has gone up sharply.

The significant increases in health coverage premiums that public employees and employers
have seen for several years have clearly not been caused by instability resulting from the health
coverage plans' being too small. Those premium increases are the direct result of the rising cost
of health care itself. And as discussed above, simply having a bigger group by itself does
nothing to address this underlying issue of how much health care costs.



Might a statewide plan offer other advantages for public employers and employees?

Some published comments from representatives of Education Minnesota indicate that their
concern is not so much the absolute cost of health coverage, but rather the disparities both in
benefits and in the cost of coverage among different school districts. If those disparities among
school districts are the real concern, they could be addressed by simply creating a statewide plan
for school employees.

The only possible reason we can see for including employees of the state, counties, and cities
would be if it were believed that state employees and other local government employees were as
a group healthier than school employees. If so, it would be to the schools' advantage to be
pooled with the state employees and other local government employees. If in fact that's the
concept, we should be very clear that we're talking about shifting costs among different
governmental entities - effectively asking the state, city, and county employee groups to
subsidize the school employee group.

Reducing or eliminating cost disparities among groups has a potential downside to consider as
well: If everyone is paying the same rate, there's no financial incentive for any individual
employer or employee group to devote resources to wellness or health promotion activities.

Concluding comments

The high and rising cost of health coverage is a very important issue for cities and their
employees, as it is for other governmental units and their employees. We need to look for
solutions to that problem. But we see little reason to think that creating a mandatory statewide
pool of state and local government employees would or could do anything to help solve that
problem. We've outlined above some reasons to be skeptical about this proposed solution.

But the burden is not on those who are skeptical about this proposal. Mandating state and local
government employees into a single pool would mean a radical change for public employees and
employers. The onus is on those advocating that radical change to make the case: to explain
what the benefits are that this change would be expected to bring, and to provide a clear,
plausible explanation of how it would produce those benefits.

If a mandatory statewide pool of public employees is intended to reduce costs, how exactly will
it reduce costs and by how much? Where will those savings come from? If the expected savings
are in claims costs, how will that be accomplished? By paying less for the health care that's
provided? By providing less health care? If it's intended to reduce the rate of cost increases in
the future, how will it accomplish that? How will it affect the increasing costs of prescription
drugs and other health care service? If the goal is something other than cost savings, what is that
goal and how will it be produced?

The proponents of a mandatory statewide pool of state and local government employees need to
answer these questions. Generalities about "negotiating leverage" or "stability" or "the law of
large numbers" are not enough to make the case for a change as significant as what's proposed.

PST - 11120/2000
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Comments on the task force recommendations regarding retiree coverage

The task force report makes several recommendations intended to improve retired public employees'
access to health coverage on a group basis and to give retirees better tools to plan for and to pre-fund
their retirement health coverage costs. The League of Minnesota Cities strongly supports these goals.
However, for any specific proposals and programs to achieve these goals, it is important that participation
in the program be optional, and that the program be flexible enough to meet the needs of cities and their
employees in widely varying circumstances.

More specifically, these principles should guide any proposals:

1. The state should not impose new mandates on cities. This includes both mandates that would require
city participation in any program, and mandates for changes in the rules or guidelines governing
underwriting, eligibility, premium, funding, or other aspects of the city's existing benefits programs.

2. The state should not require additional employer contributions for or toward retiree coverage. It
should be up to each city and the city's employees to determine whether funding for retiree coverage
comes from employee contributions, employer contributions, or a combination of both.
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Comments on Task Force Report Submitted by Education Minnesota

1. Education Minnesota wishes to reiterate that the key issues
regarding health coverage for active and retired public sector
employees are: Statewide pooling for preK-12 employees, A
common benefit set, Common Rates, Access, Centralized

Administration, and Quality healthcare coverage.

2. Education Minnesota understands that the key issues that
should be addressed by the study were stated in the law.
Education Minnesota believes that at a minimum the Task
Force needs to compare the cost of a benefit set for pooling
of all preK-12 employees in one group or in a statewide public

employee group to current purchasing. Options for pooling may

include all preK-12 employees in one pool, all preK-12 employees
pooled with all state employees, all preK-12 employees pooled
with all public employees. An estimate the costs of a benefit
set, such as the State Plan, for all active and retired preK-12

employees, and a comparison of benefits and an analysis of the

41 Sherburne Ave., Sl. Paul, MN 55103 - 651-227-9541 - 800-652-9073 - Fax: 651-292-4802 - www.educationminnesota.org
Education Minnesota is an affiliate of the National Education Association and the American Federation ofTeachers
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3. current system of Healthcare Coverage with the proposed
system of a statewide common plan will be necessary to make
the required recommendations to the legislature.

4. Education Minnesota realizes most important outcome the
study should achieve is: To identify strategies for providing,
and make recommendations regarding the most appropriate and
efficient manner for providing postretirement and active
employee health care; To address alternative methods of
providing and paying for healthcare; To estimate the cost of
providing healthcare; To determine most efficient
administrative structure for healthcare system; while
considering issues of adverse selection, cost containment,
consumer choice, and options for dealing with other employee
concerns. These are the legislative requirements.

5. Other information that Education Minnesota feels relevant to
the issue is: The Lewin Group report of other statewide plans,
which we have already provided to DOER; and The fact that
across the state we are facing increases in premiums averaging
about 20~o. (At a 15~o inflation rate the increase cost of
healthcare in preK-12 schools is $67,500,000 for 2000-01.)

Group Size effects premium growth. *

Increase increase increase

Workers 1996 1998 1999
Small Groups 3-199 2.1cro 5.2cro 6.9cro

Mid-size Groups 200-4999 1.1 cro 3.5cro 4.7%

Large Groups 5000+ 0.3cro 2.6cro 4.2cro

* - Data from Kaiser Family Foundation, "Employer Health Benefits, 1999"
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Why are we in Minnesota seeing such high increases as compared to the
rest of the nation?

This Task Force Report states "A large, mandatory state-wide
pool for one or more public sector jurisdictions might result in
a reduction in health care administration costs, which generally
account for 10 - 15 % of the premium costs." For our preK-12
public schools this could save the State of Minnesota and
school districts in excess of $ 60,000,000.00.

6. Education Minnesota goal remains a state funded affordable
healthcare program for all preK-12 public school employees
that provides for universal coverage, cost procedures to
assure affordable coverage for all retirees. Education
Minnesota has lobbied for and will continue to lobby for a
solution to this important issue. In the long term putting off
these difficult decisions will result in all of us losing. The
bottom line is that without mandatory pooling, the coming
insurance rate increases may wipe out many group's ability to
purchase insurance at all. If public employers do not step up
to the plate on the healthcare issue, we will not be able to
recruit and retain a viable work force. This would be
devastating for public employment.
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Minnesota Service Cooperatives

Hegion I and 2
Hobert Larson
Northwest MN Service Cooperative
114 West IstSt.
Thief River Falls, MN 56701
Phone: 218-681-8005
E-Mail: rlarSOIl@nw-service.k12.ll1n.us

MINNESOTA SERVICE COOPERATIVES

rr: COMMENTS REGARDING THE POST RETIREMENT
AND ACTIVE EMPLOYEE HEALTH CARE TASK FORCE REPORT

AND OTHER FINDINGS

The Minnesota Service Cooperatives (formerly ECSU's) have provided
Health Care Pooling to their members for the past fifteen years, The
Minnesota Service Cooperatives currently provide pooling to approximately
307 School Districts, 130 cities, 42 counties and 82 other Governmental
Agencies, There are approximately 65,000 employees and 168,000 covered
individuals participating in pooling arrangements with the Minnesota Service
Cooperatives.

Rt'gion 3
Paul Brinkman
Northeast Service Cooperati ve
8633 S. 8th Street
Mt. Iron, MN 55768
Phone: 218-741-0750
E-Mail: paulb@nesc.kI2.mn.us

R{'gion 4
DuWayne Balken
Lakes Country Service Cooperative
1001 East Mount Faith
Fergus Falls, MN 56537
Phone: 218-739-3273
E-Mail: dbalken@1csc.org

Date: November 27,2000

Region 5
Gary Nytes
North Central Service Cooperative
200 Ist Street North
Staples. MN 56479
Phone: 218-894-1930
E-Mail: gnytes@ncscmn.org

Rt'giotl 6 and 8
Lee Warne
SW(WC Service Cooperatives
1420 E. College Drive
Marshall, MN 56258
Phone: 507-537-2248
E-Mail: Iwarne@swsc.org

Rcgiutl 7
Rob Cavanna
Resource Training & Solutions
(A MN Service Cooperative)
4150 2nd St. S., Ste. #550
St. Cloud, MN 56301
Phone: 320-255-3236
E-Mail: n.:avalllla@resourcetrailling.com

Rcgiun 9
Les Martisko
South Central Service Cooperative
1610 Commerce Drive
North Mankato, MN 56003
Phone: 507-389-5109
E-Mail: Imartisko@mnscsc.org

Hegion 10
Allen Gerber
Southeast Service Cooperative
210 Woodlake Drive SE
Rochester, MN 55904
Phone: 507-281-6674
E-Mail: agerber@ssc.kI2.rnn.us

Rq!;iun 11
Tom Baldwin
Metro ECSU
4001 Stinson Blvd. NE, Ste. #210
Minneapolis, MN 55421
Phone: 612-706-0801
E-Mail: tbaldwin@ecsu.kI2.mn.us

The 2001 average renewal increase for the Minnesota Service Cooperatives'
City, County, and other Governmental Agency Pool Members was 8.9%
compared to the State of Minnesota Group Insurance Plan's increase of 19%.
The past three average renewals for the Minnesota Service Cooperatives'
Pools have been approximately 20% less, each year, than the State of
Minnesota Group Health Plan (SEGIP) average increases in health insurance
premmms.

Towers Perrin's study of the Minnesota Service Cooperatives' Pools
sponsored by Education Minnesota, Minnesota School Boards Association,
Minnesota Association of School Administrators, the Minnesota Service
Cooperatives, and Minnesota Association of Business Officials found:

"Based on this study, consolidation into a mandated statewide plan offers
no financial advantages over the current service cooperative model.
Consolidation into the current plan offered to state employees would result
in a 4% claims increase ($8.2 million), resulting in an overall cost increase
of $7.4 million (3%)." 1

Based on this analysis on today's current volume of business the Minnesota
Service Cooperative pool school members would pay an additional annual
premium of approximately 3% or $10, 684, 074.00 for SEGIP's restricted
managed care plans compared to the current plans that provide freedom of
choice of medical providers and unrestricted care that is medically necessary.
This report includes a comparison between the current average monthly
premiums paid by Minnesota Service Cooperative pool members compared to
SEGIP's average monthly premiums,

1



The Post Retirement and Active Employee Health Care Task force report
restates Towers Perrin findings and infers that there may be some savings by
putting all State and Local employees in a mandated State Plan although only
on an intuitive level and over time the cost may actually increase.

Further, SEGIP currently allows health plans to provide competitive plans for
State Employees. In the metropolitan area Health Partners, Blue Cross Blue
Shield, Medica, and Preferred One own, partner, and assist in managing
medical facilities and compete for medical consumers. In greater Minnesota
most pool members receive medical care from local hospitals and local
medical clinics. As a result there is very little competition for medical
consumers in greater Minnesota. In addition to this problem, most medical
facilities in greater Minnesota dio not provide HMO contracts with significant
discounted savings. So practically speaking the SEGIP m30del would provide
very little savings from competition between medical providers or from
offering the current HMO contract provided to state employees.

The Minnesota Service Cooperatives and pool members are also interested in
continuing to maintain accessibility to medical care locally. Efforts to
undermine or reduce medical care delivered at the local level may have a
long-term effect of major impacts to local medical providers. Everyone can
agree that there are no simple solutions to managing complex health care
costs.

Other items for consideration:

• Mandatory Pooling vs. voluntary - there would need to be a full
analysis (SEGIP rates vs. other pool rates for the same products)

• Voluntary Pool retention rates- There would need to be a complete
analysis done regarding retention charges for all pools including
SEGIP.

• The Service Cooperative pool arrangements allow for negotiating as
one large pool and also address regional issues such as local control,
and area rating.

• Group participation in a voluntary pooll adverse selection - The
Service Cooperatives have a group participation retention rate of 96%

2



for schools over the past 15 years. This would certainly indicate that
current pool members have not readily left the Minnesota Service
Cooperative voluntary pools.

• Present state program design produces adverse selection resulting in
increased costs due to multiple selections of products and carriers.

• The Health Care Task Force did not do a utilization/claims analysis of
the various pool products and SEGIP products as part of the report.

• The Health Care Task Force members could not agree to support a
mandatory pool for all public employees.

The Minnesota Service Cooperatives believe in the open market approach to
providing health care to Minnesota public employees. Today these employees
have numerous options including pools provided by LMC, AMC, PIEP,
LOGIS, Minnesota Service Cooperative and others, as well as independent
fully insured or self insured programs.

Footnote # 1 Towers Perrin, Minnesota Statewide Healthcare Coalition
Advisory Committee final Report - Page 6.
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While solutions to the issues that were addressed may possibly be found, the Task
Force had neither the time nor thc resources to pursue them fully and, therefore,
reached no overall consensus.

The Minnesota School Boards Association (MSBA) would like to thank both the
Minnesota Legislature and the Minnesota Department of Employee Relations for
their efforts relative to the Task Force noted above. There is little question but that
representatives ofMinnesot3'·s public sector employers and employees need to
jointly address the costs associated with providing health insurance, and the Task
Force is to be comm(..-nded for its efforts. The issues were daunting, but the
exploration of them was sincere and forthright.

Nevertheless, the MSBA supports the positions of both the Minnesota. Service
Cooperatives and the League ofMinnesota Cities. Basically, the limited scope of the
Task Force study did not provide clear evidence that a mandatory statewide
governmental employee health insurance pool would be any more successful in
controlling health insurance costs than the programs that are currently being offered.
Further, the existing open market approach has been very successful in providing
options for public employers and their employees.
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Proposed model:  Post-Retirement Employee Savings Trust
By Russ Stanton, Inter Faculty Organization

Draft 10/13/00

Creation
The legislature should authorize the creation of a Post-Retirement Employee Savings Trust
(PREST).  The plan would be established as a multiple trust plan under the sections of the IRS
Code that authorize VEBA’s, Government Trusts, and other forms of tax free savings for post-
retirement health care costs.

DOER (or perhaps MSRS) should assist in setting up the plan by:1) assisting in setting up the
initial board; 2) calling together and staffing the initial  meetings of the board; 3) developing by-
laws and operating procedures; 4) establishing the trust(s) with the IRS; 5) selecting third-party
administrator(s), and 6)making state and local governmental units and employee groups aware of
the plan.  The state should provide a one-time appropriation of $250,000 to DOER (or whichever
agency is deemed appropriate) for assisting in setting up the plan.

Governance
The plan should be governed by a board consisting of 6 members elected by the plan participants
for six year terms.  The initial board shall be appointed by the Governor; two for a two year term,
two for a four year term, and two for a six year term.

Powers of the Board
The PREST board should be authorized to select and contract with one or more third-party
entities to collect contributions, keep records, provide investment options, pay out benefits, and
perform any other duties necessary for the management of the plan.  Third party administrators
may be either public or private entities.  The pension funds are in a unique position to collect
contributions, keep records, and pay claims, since they already perform these functions and have
an infrastructure in place to interface with state and local employers; however, private entities
should not be precluded, as they may have unique advantages in particular areas.  The investment
accounts provided under the plan should include the State Board of Investment SIF funds, and, at
the discretion of the Board, include investment funds offered by private vendors.

The board should be authorized to charge fees to participants to cover the ongoing expenses of
operating the fund.  The board should have the option of the type and level of fees charged, such
as annual account fees, asset based fees, transaction fees, etc., or combinations thereof.

The board should be authorized to set rules regarding minimum contribution size, frequency of
withdrawals, and other matters pertinent to the efficient operation of the plan.



Participation
The PREST should be a multi-employer, multi-plan operation.

Participation in the PREST should be voluntary on the part of unions and employers, and unions
and employers should have the right to participate in other post-retirement health care savings
plans if they so choose.  However, IRS rules require that if a collective bargaining agreement or
personnel plan provides for participation, the participation is mandatory for all members covered
by the contract or personnel plan.

All state and local government employees should be allowed to participate in the savings trust(s),
pursuant to their collective bargaining contract or (in the case of unorganized employees) person-
nel policy adopted by their employer.

Employee groups could negotiate to have their employer contribute to the RHCSP as a percent of
salary, a flat dollar amount, a percent of unused sick leave, or as a combination of these methods
of contribution.  Employers could contribute to the fund on behalf of unorganized employees.
Each employer and bargaining unit could have a different method and/or rate of contribution.

The PREST should offer both defined contribution plan and a defined benefit plan approach, and
possibly a hybrid defined contribution/defined benefit approach.  Each participating group
should have the choice of which type of plan it participates in.

In the defined contribution plan, all contributions, and earnings thereon, should immediately vest
to the employee.  Defined benefit plans should be allowed to require a vesting period, and should
offer a life-time benefit which the participants cannot outlive.

Withdrawals
Withdrawals should only be allowed for: 1) reimbursement of post-retirement health care costs
of the participant and his/her legal dependants, and 2) (for defined contribution benefits) a death
benefit to the participants’ dependents or beneficiaries.

Reimbursable health care expenses shall include: premiums for Medicare Part B, Medicare
supplemental insurance, long term care insurance, dental insurance, etc.; medical co-pays,
deductibles, and prescription drugs not covered by insurance; hearing devices and prescription
eyewear; and any other health care related expense allowed for on a non-taxable basis by IRS
rules.



ASSOCIATION OF
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Market and provider consolidation:

There were several issues that received only minimal comments during the Task Force
discussions that would probably be of interest to various participants to study or analyze
more thoroughly. These comments are not presented as the position or opinion ofthe
Association ofMinnesota Counties, but rather represent areas of interest that need further
consideration and information.

There has been considerable provider consolidation since public policies were adopted in
the early 1990s to purchase health services through managed care organizations or health
plans. This approach provided incentives for health plans to acquire provider clinics,
hospitals and other providers and for providers to organize as health systems, resulting in
both vertical and horizontal integration. The trend toward extensive consolidation has
resulted in less competition among available resources in Minnesota's current market.

The status ofprovider consolidation in the marketplace is not necessarily permanent or
constant without opportunity for change. Providers are continuously changing their
alliances with each other or with health plans in response to reimbursement and
purchasing strategies which influence them.

Examples:
Perhaps the two most dramatic examples ofconsolidation are Mayo's acquisition or
control ofmedical clinics/providers in southeastern Minnesota and AllinalMedica's
ownership ofhospitals and clinics throughout Minnesota.

Pipestone County constructed a new medical clinic, recruited physicians and established
a private corporation to offer additional (competitive) medical services to the existing
medical clinic in their county in the mid 1990s.

Cardiac specialists in Sioux Falls left a South Dakota hospital and established a separate
specialty hospital for treatment ofheart diseases during the past year or two.

One of the two health plans in southeastern South Dakota (Sioux Falls) established (or is
establishing) a new medical clinic in Worthington (Nobles County) where there is a clinic
owned or controlled by the other health plan in southeastern South Dakota.

Competition or Duplication?
In the latter example, the development ofa new clinic may be viewed as competition or
unnecessary and costly duplication by competing health plans whose goal is to utilize the
clinics as a feeder system to their hospitals and health plan system in South Dakota.

125 Charles Avenue, St. Paul, MN 55103-2108
(651) 224-3344, fax (651) 224-6540

www.mncounties.org



Economic Development Issues
In Minnesota communities and counties, the health care delivery system plays a
significant role in economic development in several ways:
• A quality health service system is as important as a quality educational system for

attracting and retaining new businesses and industry to the communities.
• Local health services (clinics, nursing homes, hospitals) provide a local labor work

force, professional and non-professional, which hopefully will maintain local
residences and contribute to the local economy.

• If county residents go to centers away from the local area for health services, it is
likely that they will purchase clothing, furniture, groceries and other necessities in a
distant geographic area rather than support the economy in the local communities.

Along the borders ofMinnesota, not only counties and communities, but the State of
Minnesota should assess the economic impact of financial resources leaving the state and
benefiting bordering states. This issue is especially evident in northwestern and
southwestern Minnesota, but to some degree could also affect Minnesota's eastern
border, especially the northeast, although higher prices and diminished competition could
eventually impact the east central and southeastern borders.

Purchasing Strategies to Impact Competition and Economic Development
Employer purchasers ofhealth services for their employees, both public and private, may
continue to fuce higher prices and less competition in the current Minnesota market.
Employers may fmd it beneficial to explore other methodologies, incentives and
strategies for purchasing health services.

In Minnesota, there are two major examples, one private and the other public, in which
employers utilize direct contracting with providers to purchase health services within a
local area. One example is the Buyers Health Care Action Group (BHCAG) for large
employers and the other is Itasca County, which purchases services through direct
contracting for residents eligible for Medical Assistance.

In Itasca County, the County Board is responsible for purchasing Medical Assistance
health services for ali county residents who are eligible. Contracts are made directly with
providers which offers choice for consumers and market competition for the purchaser.
This approach may be ofbenefit to county government or others in purchasing for public
and private sector employees.

There may be other strategies in Minnesota or other states that should be explored to
develop solutions for purchasing health services that would align incentives for
promoting competition and local economic development.

Submitted by Lois McCarron, Policy Analyst
December 8, 2000
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