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FOREWORD 

Th is  repo r t  was prepared i n  response t o  Senate Resolution No. 138, 
S.D.  1, which was adopted d u r i n g  t h e  Regular Session o f  1987. The  repo r t  
examines t h e  problem o f  t h e  increasing cost t o  t h e  state and county 
governments of p r o v i d i n g  f ree  health insurance t o  t h e i r  ret i rees and t h e  
f u n d i n g  opt ions t h a t  could be  considered b y  t h e  Legis lature t o  cont inue such 
benef i t .  

T h e  data presented and  t h e  f ind ings  and conclusions reached i n  t h i s  
repo r t  could not  have been achieved w i thout  t h e  cooperation and assistance of 
t h e  par t ies named i n  t h e  Senate Resolution i n  t h e  f u r n i s h i n g  o f  data and i n  
consent ing t o  be  in terv iewed by t h e  Bureau s ta f f .  The  Bureau extends 
special thanks  t o  Cenr ic  Ho, Health Fund Adminis t rator ;  Stanley Siu, 
Execut ive Secretary o f  t h e  Employees' Retirement System; and Russell Okata, 
Execut ive D i rec tor  o f  t h e  Hawaii Government Employees' Association f o r  t he i r  
assistance i n  rev iewing t h e  d r a f t  o f  t h i s  repo r t .  

SAMUEL B. K .  CHANG 
Di rec tor  

December 1987 
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Chapter  1 

INTRODUCTION 

Medical care cost-containment cont inues t o  be  a major concern a t  both 
t h e  nat ional and state levels as medical costs keep escalating and access t o  
care becomes proh ib t t i ve  f o r  t h e  poor and t h e  e lder ly  w i th  f i x e d  incomes. To  
obta in needed medical care, t h e  poor r e l y  on Medicaid, t h e  federal ly 
suppor ted  health care program f o r  t h e  poor  which is administered b y  the  
states whi le  t h e  elderly,  those aged 65 and over ,  r e l y  on t h e  Medicare 
program, t h e  federal ly  administered health care program f o r  t h e  e lder ly .  
Cont inu ing  e f fo r ts  b y  t h e  federal  government t o  reduce t h e  federal  def ic i t  
have, i n  par t ,  resul ted i n  increased res t r i c t ions  which make Medicaid 
e l i g ib i l i t y  more d i f f i cu l t  t o  achieve, and reduced reimbursement levels and 
increases i n  t h e  premium levels and deduct ibles which make Medicare less 
af fordable.  For those who are  not  poor  o r  e lder ly ,  rel ief  f rom t h e  h igh  cost 
of health care comes pr imar i l y  f rom employer sponsored health care plans. 
Of ten,  employers also p rov ide  health insurance benef i ts t o  ret i rees which may 
inc lude t h e  payment of t h e  premiums f o r  t h e  Part  B (medical services) por t ion 
of Medicare, a supplemental plan, o r  bo th .  The  long- term cost o f  such health 
plans, however, has eroded many employer bankro l l s  and, increasingly,  
employers are becoming more caut ious and less generous i n  dol ing ou t  health 
benef i ts .  

Most o ther  states, l i ke  Hawaii, o f f e r  health care benef i ts t o  t h e i r  re t i r ed  
government employees. Since many pub l ic  sector ret i rement  plans permi t  
employees t o  r e t i r e  before age 65, t h i s  means tha t  ret i rees i n  t h e  p re -  
Medicare g r o u p  are  able t o  obta in medical coverage t h r o u g h  a g roup  plan 
p r i o r  t o  e l ig ib i l i t y  f o r  Medicare a t  age 65. Typ ica l l y ,  once t h e  ret i ree 
qual i f ies f o r  Medicare, t h e  pub l ic  employer, if i t  has cont r ibu ted  t o  the  
ret i rement  health plan premium before t h e  re t i ree  was e l ig ib le f o r  Medicare, 
wi l l  con t r ibu te  toward t h e  Medicare premium. 

Of  g rowing concern i n  those states t h a t  cont r ibu te  t o  re t i ree  hea!th 
benef i ts  is t h e  uncer ta in ty  as t o  f u t u r e  cost impl icat ions. Due t o  
b reak throughs i n  medical research, advanced medical technology, and a health 
conscious l i festyle, Americans are  l i v i n g  longer.  The  U.S.  Census Bureau 
estimates tha t  t h e  65 and ove r  populat ion w i l l  increase b y  22 p e r  cent  ( f rom 
28.6 mil l ion t o  34.9 mil l ion) i n  t h e  year  2000 b u t  t h e  85 and over  populat ion is 
expected t o  increase b y  81 p e r  cent  ( f rom 2.7 mil l ion t o  4 . 9  mi l l ion) . '  With 
t h e  average l i fe  expectancy f o r  men i n  Hawaii at  75 years and 81.5 years f o r  
women,' i t  is conceivable tha t  a pub l ic  employee i n  Hawaii who ret i res a t  age 
55 a f te r  30 years o f  serv ice could l i ve  another 25 years. Consequently, a 
ret i ree 's  health care cost t o  Hawaii's pub l ic  employers could become a 
p ro t rac ted  f inancial  commitment. 

C u r r e n t  stat ist ics reveal t ha t  t h e  number o f  pub l ic  sector ret i rees i n  
Hawaii has been increasing steadi ly b y  f i ve  t o  six p e r  cent  whi le t h e  number 
o f  act ive pub l ic  sector employees has experienced on ly  s l igh t  increases of 
about one per  cent each year .  The  Hawaii Public Employees Health Fund 
(here ina f te r  Health Fund) enrollments f o r  t h e  past  f i v e  years have averaged 
increases of about two p e r  cent  annual ly f o r  act ive employees and near ly  



HEALTH CARE BENEFIT COSTS FOR RETIRED PUBLIC EMPLOYEES 

seven p e r  cen t  f o r   retiree^.^ The  cost f o r  health benef i ts f o r  Hawaii's state 
and  county  ret i rees have exceeded t h e  amounts expended f o r  act ive employees 
n o t  on ly  because t h e  pub l ic  employers cont r ibu te  only  60 p e r  cent  o f  t h e  
premium cost f o r  t h e  ac t ive  employees whi le t hey  con t r i bu te  100 p e r  cent  f o r  
t h e  ret i rees, b u t  also because of t h e  steady increase i n  t h e  number of 
ret i rees added t o  t h e  Health Fund  enrol lment each year, and  t h e  longev i ty  o f  
these ret i rees.  

I n  recent  years, t h e  p r i v a t e  sector has been d is t ressed over  t h e  problem 
o f  g rowing un funded  l iabi l i t ies o f  re t i ree  medical plans and saddled w i th  sui ts  
by ret i rees whenever benef i ts  have been reduced o r  w i thdrawn.  An expe r t  
i n  t h e  employee benef i ts  f i e l d  noted t h a t  t h e  ballooning l iabi l i t ies o f  re t i ree  
medical plans and t h e  f inancia l  s tab i l i t y  o f  employers w i l l  soon become 
apparent  a n d  re t i ree  medical p lan  l iab i l i t ies might  then become a fac tor  i n  
establ ishing c r e d i t  ra t ings  f o r  pub l ic  and  p r i v a t e  employers j us t  as pension 
l iabi l i t ies a re  used today.  

Senate Resolution No. 138, S . D .  1, was adopted by t h e  Senate d u r i n g  
t h e  1987 Legis lat ive Session s ta t ing  tha t  " . . . t h e  f u t u r e  o f  developing new o r  
improved Health Fund plans f o r  all employees and ret i rees is cont ingent  upon 
su f f i c ien t  pub l i c  employer f u n d i n g  o f  health benef i t  plan premiums. .  . . "  (See 
Appendix A f o r  t h e  t e x t  o f  t h e  Resolut ion.) The  Board of Trustees of t h e  
Health Fund (here ina f te r  Board)  has been exp lo r i ng  t h e  feasib i l i ty  o f  o f f e r i n g  
adu l t  dental ,  p rescr ip t ion  d r u g s ,  and vision coverages; however, due t o  t h e  
s ta tu to ry  requirement t h a t  ret i rees must receive t h e  same benef i ts  as t h e  
act ive employees, t h e  cost o f  p r o v i d i n g  expanded benef i ts coupled w i t h  t h e  
increasing cost  o f  re t i ree  premiums, is a major i nh ib i t i ng  fac to r .  

Senate Resolution No. 138 requested t h e  Legislat ive Reference Bureau 
(here ina f te r  Bureau) t o  " . . . c o n d u c t  a s tudy  o f  Health Fund benef i t  costs f o r  
r e t i r e d  State and County employees, i den t i f y  a l ternat ive f u n d i n g  sources and 
make recommendations on  proposed legislation t o  cont inue a reasonable level o f  
pub l i c  employer f u n d i n g  of Health Fund benef i t  costs f o r  al l r e t i r ed  State and  
County  employees.. . . "  I n  t h e  conduct  o f  t h e  s tudy ,  t h e  Bureau was d i rec ted  
t o  consult  w i t h  members represent ing  t h e  State of Hawaii, C i t y  and County  o f  
Honolulu, Hawaii County,  Maui County, Kauai County,  Hawaii Government 
Employees' Association, Un i ted  Publ ic Workers, Un ive rs i t y  of Hawaii 
Professional Assembly, Hawaii State Teachers' Association, t h e  State of Hawaii 
Organizat ion o f  Police Of f icers,  t h e  Hawaii F i re  F ighters '  Association, t h e  
Hawaii Public Employees Health Fund, t h e  Employees' Retirement System, and 
t h e  Coalit ion o f  State and County Retirees. Al l  o f  t h e  aforementioned 
organizat ions, except t h e  Hawaii State Teachers Association which was 
invo lved i n  cont rac t  negotiations, o f fe red  t h e i r  ins ights t o  t h i s  s tudy .  

A similar resolut ion, House Resolution No. 436, H . D .  1, was adopted b y  
t h e  House o f  Representat ives. The  House Resolution d i f f e red  i n  t h a t  it 
requested t h a t  t h e  s tudy  b e  conducted b y  t h e  Hawaii Public Employees Health 
Fund  a n d  t h a t  t h e  Publ ic Employees Management Association of Hawaii 
(PEMAH) be  consulted i n  addi t ion t o  t h e  o ther  pub l i c  employee organizat ions. 
T h e  Adminis t rator  of t h e  Health Fund informed us tha t  t h e  Health Fund d i d  
no t  have s ta f f  t o  conduct  such a s tudy ;  consequently, t h e  Bureau proceeded 
w i t h  t h e  s t u d y  as d i rected b y  Senate Resolution No. 138, H . D .  1, w i th  t h e  
except ion tha t  i n p u t  f rom PEMAH was inc luded.  



INTRODUCTION 

T h e  Bureau's  focus i n  t h i s  s t u d y  was t o  obta in and compile pe r t i nen t  
information regard ing  t h e  cost of re t i ree  health benef i ts i n  o rde r  t o  p rov ide  
d i rect ion f o r  t h e  Legis lature i n  determin ing pol icy.  The  chapter  on 
a l te rna t ive  f u n d i n g  opt ions merely prov ides a review o f  such opt ions.  The  
Bureau is not  equipped w i th  exper t ise t o  determine whether o r  not  t h e  
present  health f u n d  system can be  more e f f i c ien t ly  operated and which 
a l te rna t ive  f u n d i n g  opt ions are  most sui table f o r  Hawaii f rom an actuarial  
perspect ive.  



Chapter  2 

THE HAWAII PUBLIC EMPLOYEES HEALTH FUND 

Legis lat ive H i s t o r y  of t h e  Health Fund Law 

T h e  Hawaii Public Employees Health Fund was created i n  1961 b y  Ac t  
146, Session Laws of Hawaii 1961. Ac t  146 establ ished a government- 
administered g r o u p  medical and hospital  care program f o r  of f icers,  employees, 
ret i rees,  and pensioners o f  t h e  State and count ies and t h e i r  dependents. 
T h e  administrat ion o f  t h e  program was vested i n  a Board o f  Trustees of t h e  
newly establ ished t r u s t  f u n d  which was author ized t o  negotiate f o r  medical 
and  hospital  care plans w i t h  coverage as determined b y  t h e  Board.  

T h e  or ig inal  vers ion o f  t h e  b i l l '  inc luded a prov is ion  requ i r i ng  ret i rees 
t o  pay t h e i r  own premiums i n  f u l l .  T h a t  prov is ion,  however, was 
subsequent ly  deleted as t h e  Legis lature was " . . . o f  t h e  opinion tha t  re t i r ed  
employees should be  accorded f u l l  benef i ts  of t h e  program inc lud ing  t h e  
government 's cont r ibu t ion  t o  t h e  medical and  hospital  p lan " .2  Retirees were 
requ i red  t o  coshare i n  t h e  premium payment i n  t h e  same manner requ i red  o f  
t h e  act ive employees. 

I n  1965, t h e  law was amended by Ac t  235 t o  p rov ide  f r e e  medical 
benef i ts  t o  re t i r ed  employee-benef iciaries and t h e i r  dependents " . . .s ince these 
are  t h e  people who have great  need f o r  medical and dental  services b u t  who 
are  bound b y  r a t h e r  in f lex ib le  ret i rement  o r  pension payments. Provision o f  
f u l l y  pa id  benef i ts  t o  those groups wi l l  a id i n  o f f se t t i ng  t h e  cont inued r ise  i n  
t h e  cost o f  l i v i n g  against t h e  re la t i ve ly  s tat ic  ret i rement  o r  pension 
 payment^".^ Ac t  235 also requ i red  t h a t  t h e  month ly  cont r ibu t ion  t o  t h e  
health p lan o f  a re t i r ed  member, o r  t h e  ret i ree 's  benef ic iary upon t h e  
ret i ree 's  death, be  paid f rom funds  accumulated f rom ra te  credits,  
reimbursements, interests, o r  f rom t h e  state general f u n d  as necessary. '  

I n  t h e  1961 Act,  t h e  employer 's cont r ibu t ion  ra te  was set a t  $3 f o r  single 
persons and $10 f o r  employees w i t h  families represent ing approximately 50 p e r  
cen t  o f  t h e  plan cost.  Hawaii's health care benef i ts  f o r  ret i rees preceded t h e  
federal  Medicare program which began i n  1966, but t h e  law p rov ided  f o r  state 
cont r ibu t ion  t o  any  federal  medical care program f o r  t h e  aged if t h e  benef i ts 
under  such health plan are  not  equivalent  to, o r  be t te r  than, benef i ts o f  
health benef i ts  plans under  t h e  Ac t .  T h e  law f u r t h e r  p rov ided  t h a t  benef i ts 
under  any  respect ive health benef i ts  p lan shall be  equal ly available t o  all 
members and t h e i r  dependents select ing such plan regardless o f  age t o  
p reven t  possible discr iminat ion regard ing  avai lab i l i ty  o f  benef i ts  against o lder  
persons. 

I n  t h e  establishment of t h e  Health Fund, t h e  Legis lature made i t  clear 
t h a t  t h e  f u n d  would be  " . . .deve loped mainly f rom cont r ibu t ions  b y  t h e  state 
and  pub l ic  of f icers,  employees, ret i rees and  pensioners. .  . [ and ]  used f o r  t h e  
sole purpose o f  p r o v i d i n g  such persons and t h e i r  dependents w i th  health 
serv ices . .  . [and]  t h a t  t h e  board  o f  t rus tees  should have wide d iscret ion t o  
determine t h e  t y p e  o f  health benef i ts p lan and t h e  e l ig ib i l i t y  requirements o f  
par t i c ipants .  " "  
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T h e  1961 law permi t ted  t h e  Board t o  cont rac t  f o r  t h e  fo l lowing health 
benef i ts :  ' 

(a )  a s ta tewide  indemnity bene f i t  p ian  under which a  c a r r i e r  
agrees t o  pay c e r t a i n  sums of money not i n  excess of  t h e  a c t u a l  expenses 
incurred f o r  hea l th  s e r v i c e s ;  

(b) a  s ta tewide  s e r v i c e  bene f i t  p lan  under which payment i s  made 
by a  c a r r i e r  under c o n t r a c t s  with phys ic ians ,  h o s p i t a l s  o r  o ther  
providers  of  hea l th  s e r v i c e s ,  o r ,  under c e r t a i n  condi t ions ,  payment i s  
made by a  c a r r i e r  t o  t h e  employee; 

( c )  comprehensive group-pract ice prepayment plans which o f f e r  
h e a l t h  b e n e f i t s ,  i n  whole o r  i n  s u b s t a n t i a l  p a r t  on a  prepaid and 
community r a t ed  bases ,  x i t h  profess ional  s e rv ices  provided by physicians 
p r a c t i c i n g  a s  a  group i n  a  common center  o r  cen te r s .  Such a  group s h a l l  
include physicians represent ing  a t  l e a s t  t h r e e  major medical s p e c i a l t i e s  
who receive a l l  or a  s u b s t a n t i a l  p a r t  of t h e i r  profess ional  income from 
t h e  prepaid funds. 

I n  1965, t h e  law was amended t o  permi t  t h e  Board t o  negotiate f o r  a plan 
t o  o f f e r  denta l  benef i ts  t o  those ch i l d ren  o f  employee-beneficiaries who have 
not  at ta ined t h e  age o f  19 t h r o u g h  e i ther  an indemnity,  statewide service 
benef i t  plan, o r  a comprehensive group-prac t ice  prepayment  p lan . '  The  
denta l  benef i t  p lan f o r  dependents under  19 years o f  age began i n  January,  
1966, w i t h  Hawaii Dental Service as t h e  c a r r i e r .  I n  1980, amendments t o  t h e  
health f u n d  law prescr ibed t h e  detai ls f o r  t h e  determinat ion o f  dental  plan 
benef i ts  and Act  95 changed t h e  references t o  comprehensive g r o u p  pract ices 
t o  health maintenance organizat ions. '  i n  1985, t h e  law was expanded t o  allow 
benef i ts  f o r  p rescr ip t ion  d r u g s  and vision care t h r o u g h  e i t he r  a statewide 
indemni ty  plan, a statewide serv ice benef i t  plan, health maintenance 
organizat ion plans, o r  a combination thereof .  l o  

Adminis t rat ion of t h e  Health F u n d  

Board  of Trus tees  - T h e  Health Fund is a t r u s t  f u n d  consis t ing o f  
cont r ibu t ions ,  interest,  income, d iv idends,  refunds,  ra te  credi ts ,  and o ther  
re tu rns ,  under  t h e  contro l  o f  a board  of t rus tees . "  The  Board is composed 
o f  n ine  members, t h r e e  o f  whom are representat ives f rom d i f f e ren t  
organizat ions represent ing pub l i c  employees, t h r e e  f rom d i f f e ren t  p r i va te  
business organizat ions, a member o f  t h e  c lergy,  a teacher, and t h e  d i rec tor  
o f  f inance. T h e  t rus tees  are  appointed b y  t h e  governor  and, except  f o r  
t h e  d i rec to r  o f  f inance, t h e  t rus tees  serve f o r  a term o f  f o u r  years . "  T h e  
t rus tees  serve w i thout  compensation b u t  a re  reimbursed f rom t h e  f u n d  f o r  
necessary expenses." The  Board 's  p r imary  responsib i l i ty  is t o  determine t h e  
health benef i ts  p lan and  t o  cont rac t  f o r  t h e  component health benef i ts o f fe red  
w i t h  appropr ia te  health care ca r r i e rs .  The  Board is also responsible f o r  
establ ish ing e l ig ib i l i t y  requirements f o r  employees and operat ional policies f o r  
t h e  Health Fund and f o r  t h e  f inancia l  t ransact ions o f  t h e  t r u s t  f u n d .  l 5  

T o  cont rac t  f o r  t h e  indemni ty  health care plan, t h e  Board prepares 
specif icat ions o f  a health benef i ts  plan, calls f o r  sealed b ids  by interested 
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car r ie rs ,  and  evaluates t h e  b ids.  Prime considerat ion is g iven t o  t h e  ca r r i e r  
o f fe r i ng  t h e  lowest net  cost and h i g h  qua l i t y  o f  services. ' '  The  o ther  plans 
submit cost data w i thout  sealed b ~ d s .  l 7  Following t h e  selection of t h e  
car r ie rs ,  t h e  premium rates are communicated t o  t h e  pub l i c  employers and t h e  
pub l i c  employee unions fo r  col lect ive barga in ing  purposes.  The  HMSA health 
p lans are  experience rated; consequently,  t h e  premium rates f o r  ret i rees are 
h ighe r  t han  tha t  f o r  act ive employees. The  HMO plans, however, are 
community rated, so t h e  premiums fo r  t h e  ret i rees and act ive employees are 
t h e  same. l 8  

Sta f f  - The  Health Fund s ta f f  consists o f  t h i r t een  permanent posit ions, 
two of wh ich  were approved b y  t h e  Legis lature d u r i n g  t h e  1987 session. The  
staff ,  headed b y  t h e  Health Fund Adminis t rator ,  consists o f  a secretary,  an 
accountant who heads t h e  accounting section, two account c lerks,  a health 
f u n d  assistant who heads t h e  enrol lment section, and seven c le rks .  The  two 
new c le rk  posit ions which are  s t i l l  i n  t h e  process o f  be ing  establ ished wi l l  be 
used t o  serv ice re t i ree  a c ~ o u n t s . ' ~  T h e  dut ies o f  t h e  Health Fund staf f  
include: 2 0  

T r a i n i n g  state and county  personnel and  f iscal of f icers t o  enrol i  
t h e i r  respect ive employees and ret i rees in f r i n g e  benef i t  plans and 
pub l ic iz ing  benef i t  plan information. 

Adminis ter ing f r i n g e  benef i t  plans; rev iewing e l ig ib i l i t y  
determinations; processing enrol lment applications; record ing 
cancellations and terminations; updat ing  f i les; and responding t o  
inqu i r ies  about benef i t  p lan coverage. 

Col lect ing and reconci l ing employee payro l l  deduct ions and employer 
cont r ibu t ions  i n  accordance w i th  statutes and col lect ive barga in ing  
agreements; remi t t ing  premiums t o  insurance ca r r i e rs .  

Author iz ing  t h e  disbursement of Health Fund l i f e  insurance plan 
proceeds t o  beneficiaries and Medicare Part  B health insurance 
premiums t o  el igible ret i rees and t h e i r  spouses. 

Maintaining liaison w i th  insurance car r ie rs ,  legislat ive committees, 
t h e  Social Secur i ty  Administrat ion, unions, state and county 
d i rec tors  of f inance and personnel, and t h e  State Of f ice o f  
Col lect ive Bargain ing.  

Adminis ter ing enrollment and premium payment records f o r  qual i f ied 
benef ic iar ies el igible under  t h e  federal Consolidated Omnibus Budget  
Reconciliation Act  of 1985, P. L.  99-272, which mandates a temporary 
extension of health insurance benef i ts f o r  cer ta in persons. 

Processing enrollment changes f o r  state and county  ret i rees 
updat ing  t h e i r  records. 

Health Fund retains a benef i ts plan consul tant  on a contractual  
basis, usual ly  f o r  th ree-year  periods, and t h e  At to rney  General serves as t h e  
legal advisor  t o  t h e  Board. The  consultant advises t h e  Board and s ta f f  on 
program administrat ion, prov ides comprehensive data on benef i t  t rends,  
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rev iews t h e  performance o f  benef i t  plans, prepares t h e  Health Fund  annual 
experience report,. and  conducts special studies on benef i t  improvements as 
d i rec ted  b y  t h e  Board.21 Special studies conducted i n  recent  years by t h e  
consul tant  inc lude one on cafeter ia benef i t  plans and one on the  comparison o f  
g r o u p  benef i t  plans i n  Hawaii. T h e  consul tant  is c u r r e n t l y  work ing  on an 
age t r e n d i n g  repo r t  t o  assist  t h e  Board i n  making f u t u r e  project ions on  
re t i r ee  heal th f u n d  costs. 2 Z  

T h e  departments o r  subdiv is ions o f  t h e  pub l ic  employers are designated 
t h e  "employing agencies'' whi le  t h e  Employees' Retirement System o f  t h e  State 
o f  Hawaii is designated as t h e  "employing agency" f o r  t h e  state and county 
re t i ree  members. Employing agencies are  requ i red  t o  assist  the  Health Fund 
b y  f u r n i s h i n g  and t ransmi t t ing  information t o  t h e  Health Fund on prescr ibed 
forms and b y  d i s t r i b u t i n g  information t o  each employee-beneficiary on 
approved Health Fund benef i t  plans, enrol lment opportuni t ies,  s tatus o f  
employee month ly  contr ibut ions,  and o ther  related Health Fund mat te rs .z3  
Most o f  t h e  basic enrol lment quest ions b y  Health Fund members are  f ie lded b y  
t h e  employing agencies whi le t h e  Health Fund s ta f f  is involved p r imar i l y  i n  
p rogram administrat ion, post aud i t ing ,  and premium payment funct ions.  

Admin is t ra t i ve  Costs - T h e  adminis t rat ive costs of t h e  Health Fund  are 
funded b y  state general f u n d  appropr iat ions.  Twen ty  p e r  cent o f  such cost 
is recovered f rom t h e  count ies. D u r i n g  t h e  1987-1989 f iscal biennium, 
$563,057 a n d  $573,828 were appropr ia ted  f o r  t h e  respect ive f iscal years."  

Health F u n d  Plans 

Car r i e rs  - Since t h e  incept ion o f  t h e  Health Fund, t h e  Hawaii Medical 
Services Association (here ina f te r  HMSA) and Kaiser have been ca r r i e rs  f o r  
t h e  medical p lan .  I n  1981, Is land Care, a federal ly  qual i f ied health 
maintenance organizat ion (here ina f te r  HMO), became t h e  t h i r d  c a r r i e r . 2 5  

T h e  HMSA prov ides  a serv ice benef i t  p lan ,  a community health p rogram 
plan (CHP) which is an HMO plan, and a BCS plan.  Under  t h e  service 
benef i t  p lan which is t h e  most popu lar  plan i n  t h e  Health Fund, t h e r e  is a 
wider  choice of p rov ide rs  since HMSA has contracted w i th  t h e  major i ty  o f  the  
physic ians i n  t h e  State. T h e  p lan w i l l  cover  care p rov ided  b y  par t i c ipa t ing  
p rov ide rs  who have agreed t o  charge no more than what HMSA determines t o  
be  reasonable f o r  a g iven s e r v i ~ e . ~ V h e  BCS plan is available t o  ret i rees 
and t h e i r  dependents res id ing  on t h e  mainland. Coverage under  t h e  BCS 
plan i s  s imi lar t o  t h e  serv ice benef i t  p lan.  The  CHP plan is an ind iv idua l  
p rac t ice  p lan i n  wh ich  par t i c ipants  may enrol l  i n  any one of t h e  15 health 
centers th roughou t  Oahu, Hawaii, Maui, and Kauai. 

The  Kaiser p lan is a g r o u p  pract ice HMO plan which prov ides 
comprehensive coverage. Employees obtain medical services f rom any of t h e  
n ine outpat ient  faci l i t ies available (seven on Oahu; two on hlaui) .  Finally, 
Is land Care is an ind iv idua l  p rac t ice  association plan w i th  one fac i l i t y  on Oahu 
and one on Kauai. " The HMSA-CHP, Kaiser, and Island Care plans are t h e  
on l y  t h r e e  federal ly  qual i f ied HMO plans o f fe red  by t h e  Health Fund.  
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Benef i ts  - T h e  Health Fund prov ides  medical coverage f o r  hospital and 
physic ians services a n d  denta l  coverage f o r  ch i l d ren  under  19 years o f  age. 
Under  p resent  law, coverage f o r  ret i rees is t h e  same as t h a t  f o r  act ive 
employees, whether  o r  not  t h e y  pay  a por t ion  o f  t h e  premium. T h e  on ly  
major benef i t  changes f o r  t h e  1987-1988 p lan year  were i n  t h e  CHP plan where 
cardiac rehabi l i ta t ion is covered and  t h e  maximum copayment wi l l  increase f rom 
$1,800 t o  $2,000 on January  1, 1988, and i n  t h e  l i fe  insurance p lan where 
supplemental benef i ts  o f  u p  t o  $2,700 have been p rov ided  w i t h  surp lus  funds  
pu rsuan t  t o  t h e  mandate under  section 87-3, Hawaii Revised  statute^.^' (See 
Appendix B f o r  a summary o f  benef i ts  o f fe red  b y  t h e  d i f f e ren t  p lans . )  

E l i g ib i l i t y  - State and county  employees who are  employed f o r  a t  least 
t h r e e  months a n d  who are  employed i n  a t  least a 50 p e r  cent  fu l l - t ime 
equivalent  posit ion, ret i rees c u r r e n t l y  receiv ing a pension allowance f rom t h e  
State o r  t h e  former county  ret i rement  system, t h e  s u r v i v i n g  spouse and 
dependent ch i ld ren  under  age 19 o f  an act ive employee who is k i l led i n  t h e  
performance o f  duty o r  a deceased r e t i r e d  employee, and elect ive of f icers o f  
t h e  state o r  county  government  a re  e l ig ib le f o r  enrol lment i n  t h e  Health Fund.  

I n  o r d e r  t o  receive benef i ts,  employees and ret i rees must f i i e  enroliment 
applications t h r o u g h  t h e i r  employing agency. Employees are  requ i red  t o  pay  
t h e i r  benef i t  p lan cont r ibu t ions  by payro l l   deduction^.'^ 

Premiums - T h e  premium rates f o r  t h e  var ious health plans are  set b y  
contracts between t h e  Board  and t h e  ca r r i e rs  eve ry  two years.  Premium 
increases f o r  Fiscal year  1986-1987 ranged f rom zero p e r  cent  i n  t h e  HhlSA 
plan t o  10 p e r  cent  i n  t h e  Is land Care p lan w i t h  no improvements i n  benef i ts .  
Chi ldren 's  dental  premiums f o r  plan year  1986-1987 remained unchanged due 
t o  favorable g r o u p  experience. Reimbursement of Medicare insurance 
premiums increased b y  15 p e r  cent  p e r  e l ig ib le re t i ree  on January  1, 1987.'" 
From plan year  1986-87 t o  1987-88 t h e  HMSA premium rates increased b y  14 
p e r  cent, Kaiser by two p e r  cent, and Island Care b y  10 p e r  cent .  The  
c u r r e n t  premium rates are  d isp layed i n  Table 1. 

Employer-Employee Cont r ibu t ions  - Under  t h e  pub l ic  sector col lect ive 
barga in ing  law, negotiations re la t ing  t o  t h e  Health Fund are  l imited t o  t h e  
amount t o  be  cont r ibu ted  b y  t h e  employers. T h e  State, t h r o u g h  t h e  
Department o f  Budget  and Finance, and t h e  count ies pay  t o  t h e  Health Fund 
a month ly  cont r ibu t ion  as specif ied under  chapter  89C, Hawaii Revised 
Statutes, o r  i n  t h e  applicable col lect ive barga in ing  agreement." Cu r ren t l y ,  
t h e  employer pays a f l a t  con t r ibu t ion  o f  $31.16 f o r  t h e  self on ly  plans and 
$95.80 f o r  t h e  family p lan .  T h e  act ive employees pay t h e  balance which 
amounts t o  about 57 p e r  cent  f o r  t h e  Kaiser plan and 60 p e r  cent  f o r  t h e  
HMSA pian.  For  those ret i rees who r e t i r e d  a f t e r  June  30, 1984 w i th  less than 
10 years of service, t h e  employer cont r ibu t ions  are  $25.96 f o r  t h e  employee 
on l y  plan and $79.84 f o r  t h e  family 

With t h e  enactment o f  a 1973 law, t h e  count ies were requ i red  t o  pay  all 
month ly  cont r ibu t ions  t o  t h e  Health Fund f o r  t h e i r  own re t i r ed  employee- 
benef ic iar ies and t o  reimburse t h e  f u n d  f o r  any contr ibut ions f o r  vo lun tary  
medical insurance coverage under  federal  Medicare f o r  re t i r ed  county  



T a b l e  1 

MEDICAL PLAN M O N T H L Y  PREMIUM RATES 
F O R  F Y  1987-88 

T o t a l  
Premium Employee/ 

(Self  Only Employer R e t i r e e  
C a r r i e r  Family) C o n t r i b u t i o n  Cont r ibu t ion  

?i D i f f e r e n c e  
1986-87 1986-87 t o  
Premiums 1987-88 .- 

K a i s e r  
A c t i v e  Employees $ 55.96 $ 31.16 $ 2 4 . 8 0  
[ I n c l u d e s  TEFRA) 167.88 95.80 7 2 . 0 8  

R e t i r e e s  
Regular  

Hedicare  

Act 2.52 - Regular 55.96  25.96 30 .00  
167.88 79 .84  8 8 . 0 4  

Act 252 - Medicare 40.72  25.96 11,. 76 
158.84 79 .84  79.00 

HMSA 
A c t i v e  Employees $ 5 1 . 9 2  $ 31.16 $ 20 .76  

159.68 95 .80  63 .88  

K e t  i r e e s  
Regular  61 .16  61.16 0 . 0 0  

187.20 187.20 0 . 0 0  

f i e d i c a r e  

Act 252 - Regular 61.16  25.96 35 .20  
187.20 79 .84  107.36 

Ac t  252 - Medicare 57.92 25.96 31.96 

177.32 79 .84  97 .48  

HNSA BCS - Retirees 
Regular $ 61.16 $ 61.16 $ 0 . 0 0  

187.20 187.20 5 . 0 0  

Medicare 

Act 252 - Regular 61.16  25.96 35 .20  



Total  
Premium Employee/ "b Difference 

(Self Only Employer Retiree 1986-87 1986-87 t o  
C a r r i e r  Family) Contribution Contribution Premiums 1987-88 

Act 252 - Medicare 

HEISA-CHP 
Active Employees 

Re t i r ees  
Regular 

Act 252 - Regular 

Act 252 - Efedicare 

Is land Care 
Active Employees 

Kct i r e e s  
Regular 

Medicare 

Act 252 - Regular 

Act 252 - Medicare 

Source: Compiled from information provided by t h e  Hawaii Public Employees 
Health Fund. 



H A W A I I  P U B L I C  EMPLOYEES HEALTH FUND 

employee-beneficiaries. 3 4  P r io r  t o  t h i s  law, t h e  State pa id  t h e  month ly  
medical cont r ibu t ions  f o r  all r e t i r ed  employee-beneficiaries. I n  1972, an 
opinion b y  t h e  A t to rney  General ru led  tha t  count ies were responsible not  only  
f o r  cont r ibu t ion  costs f o r  act ive employees, b u t  f o r  ret i rees a lso.35 

T h e  count ies also pay  month ly  cont r ibu t ions  f o r  ch i ldren 's  dental  benef i ts 
and g r o u p  l i fe  insurance benef i ts .  The  count ies annual ly re imburse the  
State, no la ter  than December 30th o f  each f iscal year, f o r  t h e i r  p r o  rata 
share o f  cost o f  adminis ter ing t h e  f u n d  f o r  t h e  f iscal year .  

Where an employee-beneficiary par t ic ipates i n  t h e  health benef i ts plan of 
an employee organizat ion, t h e  Health Fund pays a month ly  cont r ibu t ion  toward  
such p lan equivalent  t o  t h e  amount it cont r ibu tes  f o r  i t s  members.36 The  
Health Fund also reimburses re t i ree  members and el igible spouses f o r  t h e  
premiums they  pay  f o r  Medicare Part B (physic ian and o ther  medical services) 
coverage." Under  Medicare, Par t  A (hospital)  coverage is f r e e  t o  all el igible 
persons 65 years o f  age. T o  obtain Par t  B coverage Medicare enrollees must 
pay  a month ly  premium of $17 .90 .38  Reimbursement t o  re t i ree  members of 
t h i s  premium amount is i n  addit ion t o  t h e  health plan t h e  Health Fund 
prov ides  t o  Medicare el igibles. 

T h e  Health Fund collects bo th  state and county  employer and employee 
cont r ibu t ions  and, a f t e r  processing and reconci l ing enrollments, remits these 
moneys t o  insurance ca r r i e rs  and employee organizat ion l i fe  insurance plans. 
I n  t h e  contracts w i t h  t h e  car r ie rs ,  t h e  ca r r i e r  and  t h e  Board agree on a 
specif ied amount f o r  t h e  cont rac t  year  and i f  t h e  actual cost of t h e  premiums 
is less than t h e  agreed upon amount, t h e  c a r r i e r  must r e t u r n  t h e  surp lus  t o  
t h e  Health Fund.  If t h e  actual premiums are  more than the  con i rac t  amount, 
t h e  ca r r i e rs  must absorb t h e  loss. 

Section 87-3, Hawaii Revised Statutes, requi res t h a t  any ra te  c red i t  o r  
reimbursement f rom any ca r r i e r  o r  any earn ing  o r  in te res t  de r i ved  therefrom 
b e  used i n  addit ion t o  t h e  prov is ion of a health benef i ts  plan, t o  f inance t h e  
ch i ld ren 's  dental  p lan and t h e  employee's por t ion  of t h e  monthly cont r ibu t ion  
f o r  r e t i r e d  employees. The  At to rney  General has ru led  tha t  rate c red i ts  and 
o the r  re tu rns  can on ly  be  used f o r  purposes set f o r t h  i n  section 87-3, Hawaii 
Revised Statutes," and t h a t  funds  may no t  be used f o r  services consis t ing 
p r i nc ipa l l y  o f  ret i rement  p lann ing  and a s ~ i s t a n c e . ' ~  

T h e  rate c red i ts  f o r  t h e  c u r r e n t  plan year  have amounted t o  about $5 
mil l ion. T h e  c red i ts  der ived f rom t h e  medical plans have been appl ied t o  
keep t h e  rates constant f o r  t h e  ensuing plan years, whi le t h e  c red i ts  i n  t h e  
l i fe  insurance account have been used t o  p rov ide  addit ional l i fe  insurance 
benef i ts .  "' 



Chapter  3 

FACTORS IMPACTING THE HEALTH FUND 

There  were  17,086 pensioners i n  t h e  Employees' Retirement System (ERS) 
as  of March 31, 1986. ' As of June 30, 1987, t h e  enrol lment to ta l  f o r  t h e  
Health Fund  medical plan was 53,844, of which 19,544 enrollments were 
a t t r i bu tab le  t o  ret i rees.  T h e  employer's Health Fund cont r ibu t ion  
requirements f o r  ret i rees i n  t h e  Health Fund f o r  t h e  1986-87 f iscal year  was 
$27,335,491.64 whi le  t h e  requirements f o r  act ive employees total led 
S23,551,146.38. T h e  amount con t r i bu ted  f o r  t h e  19,544 ret i rees enro l led i n  
t h e  Health Fund  const i tu ted  54 p e r  cent  o f  t h e  tota l  employer contr ibut ions 
made t o  t h e  Health Fund whi le t h e  ret i rees comprised on ly  about 36 p e r  cent 
o f  t h e  tota l  medical p lans enrol lment (see Table 2 ) .  

T h e  Growing Ret i ree Population 

T h e  f r e e  Health Fund benef i ts  f o r  ret i rees app ly  t o  any  ret i ree, w i th  a t  
least 10 years o f  service, who is a " . . . r e t i r e d  member o f  t h e  employees 
ret i rement  system, t h e  county  pension system, o r  t h e  police, f i re f igh ters ,  o r  
bandsmen pension system of t h e  State o r  c o u n t y . .  . . " '  Under  t h e  
c o n t r i b u t o r y  p l a n ,  a member is e l ig ib le f o r  service ret i rement i f  t h e  member 
has: (1) f i v e  years o f  serv ice and at ta ined t h e  age of 55 years; ( 2 )  25 years 
o f  service; o r  (3) 10 years o f  serv ice inc lud ing  service as a judge, elected 
off ic ial ,  o r  t h e  chief  c l e rk  o r  sergeant-at-arms o f  t h e  legis lature. '  

A n  employee who leaves government  service before age 55 w i t h  a t  least 
f i v e  years o f  c red i ted  serv ice and  leaves t h e  cont r ibu t ions  i n  t h e  ret i rement 
system has vested benef i t  s ta tus .  Th is  means t h a t  upon reaching 55 years o f  
age, t h e  employee would be  e l ig ib le f o r  a serv ice ret i rement benef i t .  

I n  1984, t h e  Legis lature enacted a law" creat ing a noncont r ibu tory  plan 
f o r  class C members5 w i th in  t h e  ret i rement  system wherein 10 years ra ther  
than f i v e  years o f  serv ice would be  requ i red  t o  become a vested member. 
Police of f icers,  f i r e f i gh te rs ,  judges, elected off ic ials,  and persons employed in 
posit ions n o t  covered b y  social secur i ty  a re  excluded f rom t h e  
noncont r ibu tory  plan and remain in t h e  con t r i bu to ry  p l a n . =  T o  obta in f u l l  
ret i rement benef i ts ,  an employee must be  62 instead o f  55 years o ld w i th  a t  
least 25 years o f  serv ice o r  t h e  employee must have a t  least 30 years o f  
serv ice and be  a t  least 55 years o ld .  Employees may r e t i r e  ear ly  w i th  
reduced benef i ts  a t  age 55 i f  t h e  employee has 20 o r  more years o f  service. 
Former employees who terminated serv ice w i th  vested benef i t  status would be  
e l ig ib le f o r  a pension upon reaching t h e  age o f  65. Class C employees who 
were members o f  t h e  con t r i bu to ry  system had a choice o f  remaining i n  t h e  
con t r i bu to ry  system o r  swi tch ing  t o  t h e  noncont r ibu tory  system; however, al l  
class C employees en te r i ng  serv ice a f te r  June 30, 1984 would automatically 
become members o f  t h e  noncont r ibu tory  system. 

I n  an e f f o r t  t o  contain t h e  r i s i ng  cost o f  Health Fund benef i ts f o r  
ret i rees,  t h e  Legis lature amended t h e  Health Fund law t o  requ i re  t h a t  a n  
employee have 10 years o r  more o f  service t o  become el igible f o r  t h e  f ree  
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re t i r ee  health benef i t . '  Employees w i th  less than 10 years o f  serv ice who 
r e t i r e d  a f t e r  June 30, 1984, must  pay  a month ly  cont r ibu t ion  as established 
b y  statute. '  C u r r e n t  cont r ibu t ions  b y  such ret i rees amount t o  about 43 p e r  
cent  f o r  ret i rees under  t h e  HMSA plan and 45 p e r  cent  f o r  ret i rees under  
Medicare (see Teble 1 i n  Chapter  2 f o r  t h e  various cont r ibu t ion  amounts). 
As of Feb rua ry  28, 1987, t h e r e  were on ly  200 ret i rees w i th  less than 10 years 
o f  serv ice o f  wh ich  on ly  80 were enro l led i n  t h e  Health Fund plan (see Table 
3 ) .  

D u r i n g  t h e  past two f iscal years, t h e  number o f  new ret i rees b y  age 
groups showed an increasing number of employees r e t i r i n g  a t  an ear l ier  age 
(see Table 4) .  However, t h i s  t r e n d  o f  ear ly  ret i rement may not  cont inue f o r  
long since t h e  ret i rement  age under  t h e  noncont r ibu tory  plan is h igher  and, 
f o r  social secur i ty  purposes, wi l l  become h igher  beginning i n  t h e  year  2000.' 
As o f  March 31, 1986, f o u r  p e r  cent  o f  t h e  tota l  employees i n  act ive service 
were 55 years o r  o lder  w i t h  less than 10 years o f  service. The  percentage is 
increased t o  10 p e r  cent  i f  employees w i th  less than 25 years o f  serv ice are 
inc luded i n  t h e  count  (see Table 5 ) .  T h e  Health Fund's pro jected enrollment 
and month ly  medical premium costs f o r  f iscal years 1986-1987, 1987-1988, and 
1988-1989 are  ref lected i n  Table 6. 

Retiree Pensions 

Of t h e  14,725 serv ice pensions ( th i s  number excludes d isab i l i t y  
ret i rements) i n  fo rce  as  o f  March 31, 1986, only  7,934 o r  54 p e r  cent  were 
f o r  ret i rees w i t h  25 o r  more years o f  serv ice and 10 p e r  cent  f o r  ret i rees 
w i th  less than 10 years o f  serv ice (see Table 7 ) .  The  average monthly 
pension f o r  t h e  en t i re  g r o u p  o f  ret i rees was $541; however, t h e  average 
month ly  pension f o r  those r e t i r i n g  w i th  25 o r  more years o f  serv ice is a lot 
h igher ,  rang ing  f rom $654 t o  $831. Typical ly ,  t h e  lower average month ly  
pensions occur  i n  t h e  groups w i th  less years of service and i n  t h e  o rd ina ry  
and accidental d isab i l i t y  ret i rement  g roups.  I n  t h e  serv ice ret i rement 
category, t h e  average month ly  pension is $566.78, t h e  lowest average is i n  
t h e  general employees-women g r o u p  and t h e  h ighest  is i n  t h e  police, f i re ,  and 
correct ions g r o u p  (see Table 8 ) .  A c h a r t  o f  t h e  pensioners b y  month ly  
pension amounts is p rov ided  i n  Table 9 t o  i l lus t ra te  t h e  large number of lower 
pensions. Similar data f o r  1986 were not  available so t h e  1985 data have been 
used i n  t h i s  instance. Of  t h e  16,162 pensions i n  fo rce  on March 31, 1985, 
58.37 p e r  cent  were below $500 whi le t h e  average monthly pension i n  1985 was 
$521. The  pensions o f  t h e  most recent retirees, o f  course, reveal a h igher  
average o f  $882 (see Table 10). 

With t h e  implementation of t h e  noncont r ibu tory  system, t h e  average 
pension i n  t h e  f u t u r e  when those i n  t h e  noncont r ibu tory  p lan r e t i r e  wi l l  be 
lower than t h e y  would have been under  t h e  con t r i bu to ry  system since these 
pensioners wi l l  be  receiv ing amounts based on one and one- four th  ra ther  than 
two p e r  cent  o f  t h e  average f ina l  c o m p e n s a t i ~ n . ' ~  Moreover, under  t h e  
noncont r ibu tory  plan, an employee under  55 years of age is no t  el igible f o r  
serv ice ret i rement  and t o  b e  e l ig ib le f o r  an ear ly  ret i rement allowance, t h e  
employee must have a t  least 20 years o f  service and be a t  least 55 years 
o ld . "  As o f  March 31, 1986, 45 p e r  cent  o f  t h e  total  employees i n  act ive 
serv ice were receiv ing salaries below $20,000 annual ly,  so i t  i s  l i ke ly  t ha t  



Table 3 

ENROLLMENT OF RETIREES WITH LESS THAN 10 YEARS OF SERVICE 
AS OF FEBRUARY 28, 1987 

Medical Dental  L i f e  
Plans  P l ans  Insurance  

Se l f  F a m i b  Dependents Dependents P lans  

S t a t e  34 14 14 12 167 

C i t y  & County of Honolulu 5 5 7 6 24 

Hawaii County - - - - 3 

Maui County 1 - - - 3 

Kauai County - 1 1 - 1 

Board o f  Water Supply - - - 2 2 

Source:  Informat ion compiled by t h e  Hawaii Publ ic  Employees Heal th  Fund. 



Table 4 

RETIREES BY AGE GROUPS 

Under Age 55 Age 60 Age 65 A l l  
age 5 5  t o  59 t o  64 and over ages 

General Employees 14 312 336 149 811 

Teachers 10  177 78  30 295 

Pol ice ,  F i r s  and 
Correct ions - 44 22 3 2 71 - 

Tota l  s e rv ice  r e t i r e e s  
(1985-86) 68 511 417 181 1,177 

Percentage of new 
se rv ice  r e t i r e e s ,  
by age groups: 

Source: Employees' Retirement System of t h e  S t a t e  of Hawaii, 
Report of the  Actuary on t h e  S i x t y - f i r s t  Annual 
Actuar ia l  Evaluation a s  of June 30,  1986, submitted 
by Martin E. Segal h Company, I n  January 1987, p .  
7 .  



Table 5 

T o t a l  . . . . .  
Under 20 . . . . . . .  
20 - 24 . . . . . . . .  
25 - 2 9  . . . . . . . .  
30 - 34  . . . . . . . .  
35 - 39 . . . . . . . .  
110 - 4il . . . . . . . .  

4 

45 - 49 . . . . . . . .  
50 - 54 . . . . . . . .  
55 - 59 . . . . . . . .  
60 - 64  . . . . . . . .  

. . . .  6 5  and o v e r  

Unknown . . . . . . . .  

EMPLOYEES I N  ACTIVE SERVICE AS OF MARCH 31, 1986 
BY AGE AND BY YEARS OF SERVICE 

ALL EMPLOYEES 

Years o f  S e r v i c e  

15 - 19 20 - 24 25 - 29 
8,904 4,502 3,089 

- - - 

35 and 
Unknown 

980 

1 2  

1 

Source: Empioyees' Re t i remen t  System o f  the  S t a t e  o f  Hawai i, Report  o f  t he  Ac tua ry  on the  S i x t y - f l  r s t  Annual 
A c t u a r i a l  V a l u a t i o n  as o f  June 30. 1 9 8 6 ,  submi t ted  by  M a r t i n  E .  Segal & Company, Inc . ,  January  1981, 
0. 11. 



Table 6 

PROJECTED ENROLLMENT AND MEDICAL PREMIUM PAYMENTS FOR RETIREES 

1986-87 through 1988-89 Plan Years 

% Change %Change 
Plan Estimated from from Estimated Monthly 
Year -- Average Number Previous Year 1985-86 Premium Payments 

Source: Hawaii Public E m p 9 e e s  Health Fund Annual Experience R x o z  
1985-86 Plan Year, prepared by ~enefit Plan Consultants 
(Hawaii), Inc., December 1986, p. 16. 



Table 7 

SERVICE PENSIONS IN FORCE ON MARCH 31, 1986 
BY YEARS OF SERVICE, EMPLOYEE GROUP, AND AVERAGE MONTHLY AMOUNT 

Pol ice, F i r e  
ro ta  I Genera I Employees Teachers & Co r rec t i ons  

Years o f  Average Average Average Average 
Serv icg  Number Numbgr pension Number pens ion  pens i o n  

Less than 10 . . . 1,523 120 1,230 117 287 133 6 95 

10 - 14 . . . . . . . .  1,830 205 1,484 191 335 261 11 327 

15 - 19  ........ 1,625 328 1,279 306 337 409 9 283 

20 - 24 . . . . . . . .  1,813 450 1,390 418 383 560 40 529 

25 - 29 . . . . . . . .  2,790 654 1,772 546 588 757 430 956 

30 - 34 ........ 2,884 831 1,778 765 764 87 5 3 42 1,074 

35 and over  . . . .  2,260 818 1,282 909 919 667 59 1,191 

Source: Employees' Ret i rement system o f  t h e  S ta te  o r  Hawaii, Report  o f  t h e  Ac tuary  on the 
S i x t y - f i r s t  AiWUal A c t u a r i a l  Va lua t ion  as ~f June 30. 1986, submi t ted  by  M a r t i n  
E. Segai & Company, inc . ,  January 1987, p. 16. 



Table 8 

PENSIONS IN FORCE ON MARCH 31. 1986 
BY EMPLOYEE GROUP. TYPE. AND AVERAGE MONTHLY AMOUNT 

Employee Groue 

All Employees ......... 

Average 
Number pension 

SERVICE 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  15. 938 $ 566.78  

General Employees . men . . . . . . . . . . .  6 .  567 524 .84  
General Employees . women . . . . . . . . .  4 .  533 4 6 2 . 8 8  
Teachers . men . . . . . . . . . . . . . . . . . . . .  1. 137 7 8 5 . 3 1  
Teachers . women . . . . . . . . . . . . . . . . . .  2. 733 5 9 0 . 3 4  
Police, Fire and Corrections . . . . . .  968 1 .014 .63  

ORDINARY DISABILITY 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  588 $ 300 .34  

General Employees . men .... 
General Employees . women . . 
Teachers . men . . . . . . . . . . . . .  
Teachers . women . . . . . . . . . . .  
Police. Fire and Corrections 

ACCIDENTAL OISABi4E .. -. 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  445 $ 367 .96  

General Employees . men ........... 223 3 3 9 . 1 4  
General Employees . women ......... 84 297 .81  
Teachers . men .................... 1 1.162.70 
Teachers . women . . . . . . . . . . . . . . . . . .  2 616 .68  
Police. Fire and Corrections . . . . . .  135 449 .65  

OTHER 

............................. Total 55 $ 328.69 

General Employees . men . . . . . . . . . . .  
General Employees . women . . . . . . . . .  
Teachers . men .................... 
Teachers . women . . . . . . . . . . . . . . . . . .  
Police. Fire and Corrections . . . . . .  

Source: Employees' Retirement System of the State of Hawaii. 
&- of the Actuary on the Sixty-first h u a ?  Actuarial 
Valuation as of June 30 A- 1986.  submitted by Martin E . 
Segal d Company, Inc., January 1987, p . 15 . 



Table 9 

PENSIONS IN FORCE ON MARCH 31, 1985 
BY MONTHLY AMOUNT 

General Police Off icers  Per Cent 
Eionthly Pension Employees Teachers F i r e  Fighters  Total  of Tota l  

Less than $100 
$ loo-$ 199 

200- 299 
300- 399 
400- 499 
500- 599 
600- 699 
700- 799 
800- 899 
900- 999 

1,000- 1,099 
1,100- 1,199 
1,200- 1,299 
1,300- 1,399 
1,400- 1,499 
1,500- 1,599 
1,600- 1,699 
1,700- 1,799 
1,800- 1;899 
1,900- 1,999 
2,000- 2,099 
2,100- 2,199 
2,200- 2,299 
2,300- 2,399 
2,400- 2,499 

Source: Information compiled from Tables 19-A,  19-B, 19-C, 19-D, 
and 19-E, ~ m ~ l o ~ e e s '  Retirement System of t h e  S ta t e  of 
Hawaii, Report of t h e  Actuary on the  S i x t i e t h  Annual 
Actuarial  Valuation as  of June 30, 1985, submitted by 
Martin E. Segal & Company, Inc. ,  May 1986. 



Table 10 

PENSIONS AWARDED DURING YEAR ENDED MARCH 31, 1986 
AND STILL IN FORCE A T  END OF YEAR 

BY EMPLOYEE GROUP. TYPE. AND AVERAGE MONTHLY AMOUNT 

Average 
Employee Group Number pens ion  

A l l  Employees . . . . . . . . . . . . . . . . . . . . . . .  1,208 $ 882.46 

SERVICE -- 

T o t a l  ............................... 1,177 $ 892.05 

General  Employees - men . . . . . . . . . . . . .  440 772.27 
General  Employees - women ........... 37 1 691.99 
Teachers - men ...................... 111 1,214.73 
Teachers - women .................... 184 1,153.19 
P o l i c e ,  F i r e  and Cor rec t ions  . . . . . . . .  7 1  1 ,498 .50  

0-ARY DISABILITY 

T o t a l  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  22 $ 339.37 

General  Employees - men . . . . . . . . . . . . .  8 225.63 
General  Employees - women . . . . . . . . . . .  6 219.67 
Teachers - men ...................... 1 805.00 

.................... Teachers - women 5 515.62 
P o l i c e ,  F i r e  and Cor rec t ions  . . . . . . . .  2 360.00 

T o t a l  

ACCIDENTAL DISABILITY 

9 $ 955.19 

General  Employees - men ............. 3 1 ,015.89 
General  Employees - women ........... 5 853.60 
P o l i c e ,  F i r e  and Cor rec t ions  ........ 1 1,281.00 

Source: Employees' Ret i rement  System of t h e  S t a t e  of  Hawaii, 
w o r t  of t h e  Actuary on t h e  S i x t y - f i r s t  Annual 
A c t u a r i a l  Valuat ion as  of  June 30, 1986, submit ted  
by Mart in  E. Segal  6 Company, I n c . ,  J anuary  1987, p.  
14.  



FACTORS IMPACTING THE.HEALTH FUND 

t h e r e  w i l l  s t i l l  b e  a large number of pensioners i n  t h e  f u t u r e  a t  t h e  lower end 
o f  t h e  pension scale (see Table 11).  A l though employees i n  t h e  
noncont r ibu tory  p lan have been encouraged t o  enro l l  i n  t h e  State's de fer red  
compensation p lan o r  t o  establ ish o the r  ind iv idua l  ret i rement  plans, it is 
impossible t o  p red i c t  t h e  adequacy o f  t h e  incomes o f  f u t u r e  ret i rees.  I t  can 
be  assumed, however, t ha t  t h e  f r e e  medical benef i t  wi l l  s t i l l  b e  important  t o  
t h e  noncont r ibu tory  members. 

The  R is ing  Cost  of Medical Insurance 

From 1950 t o  1985, t h e  cost o f  health care in  t h e  Uni ted States has 
increased a t  an average annual ra te  of 10.4 p e r  cent .  I n  eve ry  year  d u r i n g  
t h a t  period, except  1972, 1978, and  1984, t h e  in f la t ion rate in national 
spending f o r  health care outpaced tha t  o f  t h e  res t  of t h e  economy. From 
1950 t o  1985 t h e  share o f  t h e  gross national p roduc t  devoted t o  health care 
more than  doubled and such sh i f t i ng  implies tha t  o ther  goods and services, 
i .e . ,  housing, food, national defense, were consuming a decreasing por t ion  o f  
t h e  gross national p roduc t .  l 2  

Health insurers  repor ted  tha t  claim costs f o r  1987 were much h igher  than 
ant ic ipated a n d  tha t  t h e  recent  increases are  reminiscent o f  the  ear ly  1980s 
when annual ra te  jumps o f  30 p e r  cent t o  40 p e r  cent  were common. I n  
expla in ing t h e  reasons f o r  t h i s  unset t l ing  escalation, exper ts  i n  t h e  f ie ld  have 
noted t h a t :  ( I f  cost containment e f fo r ts  have proven less ef fect ive than 
expected; (2)  re t i ree  health benef i t  costs a re  growing;  (3) t he re  has been an 
increase i n  acqui red immune def ic iency syndrome cases and substance-abuse 
claims; a n d  (4) t h e  g rowth  of a l ternat ives t o  indemni ty  plans, e .g . ,  health 
maintenance organizat ions (HMOs) and  p r e f e r r e d  p rov ide r  organizations, are 
causing more ra te  increases i n  t h e  indemnity plans since hospitals and 
physic ians are  s h i f t i n g  costs t o  t h e  fee- for-serv ice pat ients t o  o f fse t  
discounts g iven t o  HMOs and o the r  g r o u p  plans and because t h e  HMOs a t t rac t  
younger,  heal th ier  par t ic ipants,  a h igher  percentage o f  older,  h igher  r i s k  
par t i c ipants  a re  l e f t  i n  indemnity p lans . "  

Longev i ty  of Retirees 

T h e  l i f e  expectancy rate as pro jected b y  t h e  Group  Annu i t y  Morta l i ty  
Tables has been increasing steadi ly .  I n  1983 a 55-year-old male could have 
expected t o  l i ve  t o  age 79 and a 55-year-o ld female t o  age 84 whereas i n  1950 
t h e  expectancies were t o  ages 71 and 80, respect ive ly .  '' I t  can be  assumed 
t h a t  t h e  l i fe  expectancies f o r  55-year-olds i n  1987 is h igher  than t h a t  
pro jected f o r  1983 and tha t  l i fe  expectancies i n  ensuing years wi l l  increase. 
Based on actual ret i rement  pa t te rns  d u r i n g  t h e  1980-84 per iod,  t h e  ERS has 
assumed t h a t  t h e  ret i rement ages f o r  t h e  con t r i bu to ry  p lan members is 60 f o r  
general employees and teachers and 54 ( o r  completion o f  25 years o f  service, 
i f  la ter)  f o r  police, f i r e ,  and correct ions of f icers whi le t h e  assumed ret i rement 
age f o r  noncont r ibu tory  plan members is 64. According t o  t h e  Health 
Fund's l i f e  insurance age repo r t  p repared as o f  A p r i l  30, 1987, t he re  were 
1,467 ret i rees who were 80 years of age o r  o lder .  These stat ist ics mean t h a t  
Hawaii's pub l ic  employers could expect  t o  be  l iable f o r  t h e  payment of re t i ree  
health insurance premiums f o r  about 20 t o  25 years f o r  t h e  average ret i ree.  





FACTORS IMPACTING THE HEALTH FUND 

Federal Health Care Progams 

i n  t h e  Un i ted  States Congress, t h e  most recent  vers ion o f  t h e  Medicare 
Catastrophic Loss Prevent ion Bi l l ,  S.  1127 as of t h i s  w r i t i ng ,  which passed 
t h e  Senate i n  October,  1987, would p rov ide  benef i ts  f o r  acute catastrophic 
i l lness costs beyond $1,850 and cover  outpat ient  p rescr ip t ion  d r u g  expenses 
beyond a $600 deduct ib le.  The  expanded Medicare benef i ts  would be  f inanced 
b y  a $4.00 increase in  1988 i n  t h e  month ly  Par t  B premium and a supplemental 
income-related premium t o  be  collected on t h e  tax  re tu rns  of t h e  
approximately 36 p e r  cent  o f  senior ci t izens w i t h  Incomes h igh  enough t o  
r e q u i r e  them t o  pay  taxes.  I n  1988, t h e  supplemental premium amount would 
be  $12.20 p e r  enrol lee f o r  each $150 of taxes paid, u p  t o  $800 p e r  enrollee. 
The  cap on t h e  supplemental premium r ises t o  $1,000 i n  1992.'6 Any  added 
costs t o  Medicare Part B would mean increased costs t o  t h e  state and county 
governments since t h e  Health Fund reimburses ret i rees f o r  t h e  Medicare Part 
B premiums paid.  

L i t iga t ion  in Retiree Benefi ts 

I n  t h e  p r i v a t e  sector where t h e  escalating costs o f  re t i ree  health benef i ts 
have caused many employers t o  reduce o r  terminate such benef i ts,  t he re  has 
been a f l u r r y  of su i ts  on behalf  of ret i rees claiming tha t  t h e i r  benef i ts should 
be  viewed as earned compensation f o r  t h e i r  years o f  service o r  t ha t  benef i ts 
cannot be  a l tered wi thout  t h e i r  consent.  The  ex ten t  t o  which an employer 
may modi fy  o r  terminate welfare benef i ts  f o r  ret i rees is a mat ter  s t i l l  
unset t led i n  t h e  cour ts  where t h e  key  issue lies i n  determin ing t h e  na ture  of 
t h e  re t i ree 's  r i g h t  t o  health benef i ts .  A recent  analysis of major cou r t  
decisions noted t h a t  t he re  is a clear t r e n d  i n  f i n d i n g  tha t  ret i rees are vested 
i n  t h e i r  welfare benef i ts  as f u l l y  as i n  t h e i r  pension benef i ts . "  

I n  t h e  pub l ic  sector, where health benef i ts f o r  ret i rees are  usual ly 
s ta tu to r i l y  ra ther  than contractual ly  established and where no state has had 
t o  take  dras t ic  action b y  mod i fy ing  o r  reduc ing  t h e  benef i ts o f  ex is t ing  
ret i rees, t he re  is much uncer ta in ty  as t o  how t h e  p r i v a t e  sector cou r t  
decisions w i l l  impact on t h e  pub l ic  sector.  A board  of education case in  New 
York ,  however, suggests t h a t  t h e  p r i va te  sector t r e n d  may not  app ly  t o  the  
pub l i c  sector.  A l though New Y o r k  requi res state ret i rees who r e t i r e d  a f te r  
January  1, 1983 t o  cont r ibu te  10 p e r  cent  o f  t h e  premium cost whi le  
maintaining t h e  f r e e  coverage f o r  those ret i rees who r e t i r e d  p r i o r  t o  
January  1, 1983, l 8  f o r  employees o f  o the r  employers, such as counties o r  
boards of education, par t ic ipat ion i n  t h e  health plan is d i f f e ren t .  The  law 
requ i res  tha t  par t i c ipa t ing  employers pay  not  less than 50 p e r  cent  of the  
premiums f o r  i t s  employees and ret i rees and not  less than 35 p e r  cent f o r  
t h e i r  dependents and ailows them t o  pay a h igher  o r  lower rate than tha t  paid 
b y  t h e  state f o r  i t s  employees and ret i rees.  

Ef fect ive J u l y  1983, t h e  Board  of Education o f  Sewanhaka Centra l  school 
D is t r i c t  reduced t h e  d i s t r i c t ' s  cont r ibu t ion  f rom 100 per  cent  t o  50 p e r  cent 
f o r  ret i rees and f rom 50 p e r  cent t o  35 p e r  cent  f o r  t h e i r  dependents. I n  a 
su i t  b r o u g h t  b y  an employed teacher el igible f o r  ret i rement and two re t i r ed  
teachers chal lenging the  Board's action, the  Supreme Court ,  Special Term, 
A lbany County,  g ran ted rel ief  t o  t h e  teachers; b u t  on appeal, t h e  Supreme 



HEALTH CARE BENEFIT COSTS FOR RETIRED PUBLIC EMPLOYEES 

C o u r t  Appel late Div is ion held t h a t  t h e  cont r ibu t ions  b y  t h e  Board o f  
Educat ion were no t  const i tu t ional ly  protected pension benef i ts as t h e  
employer 's po r t i on  was pa id  d i rec t i y  t o  t h e  i n s u r e r  b y  t h e  school board  and 
no p a r t  o f  t h a t  amount was f rom t h e  ret i rement  system. The  Appel late 
Div is ion found,  among o the r  th ings ,  t h a t  since t h e  reduct ion o f  t h e  
cont r ibu t ions  were w i th in  t h e  minimum levels express ly  p rov ided  f o r  b y  
statute, t h e r e  was no breach o f  any contractual obl igat ion b y  t h e  school 
d i s t r i c t .  l 3  Subsequently,  t h e  Appeals Cour t  af f i rmed t h e  hold ing of t h e  
Appel late Div is ion no t ing  tha t  t h e  employer's contr- ibut ion to the  health 
insurance premium is a benef i t  resu l t ing  f rom being employed b y  t h e  State o r  
pa r t i c i pa t i ng  employer and no t  f rom being a member of t h e  ret i rement 
system.'" 



C h a p t e r  4 

OTHER H E A L T H  F U N D  PROGRAMS 

S t a t e  H e a l t h  Funds 

T h e  B u r e a u  c o n d u c t e d  a s u r v e y  o f  t h e  50 s ta tes  r e g a r d i n g  t h e i r  hea l th  
fund opera t ions ,  but only 30 s ta tes r e s p o n d e d  a n d  n o t  a l i  responses w e r e  
complete.  A c c o r d i n g l y ,  t h e  B u r e a u  r e l i e d  h e a v i l y  o n  t h e  s t a t e  s u r v e y  da ta  
compi led by M a r t i n  E.  Segal, I n c . ,  t o  p r o v i d e  t h i s  o v e r v i e w  o f  s ta te  hea l th  
f u n d s  (see A p p e n d i x  C,  Tab les  1 t o  4 ) .  T h e  o n l y  shor tcoming  o f  t h e  Segal 
s u r v e y  i s  t h a t  it did n o t  i n c l u d e  in fo rmat ion  as t o  t h e  c o v e r a g e  o f  r e t i r e e s  
be low a g e  65. F rom t h e  in fo rmat ion  r e c e i v e d  i n  t h e  B u r e a u  s u r v e y  responses 
a n d  in fo rmat ion  compi led by t h e  Amer ican Federa t ion  o f  State, C o u n t y  a n d  
Mun ic ipa l  Employees, AFL-CIO,  ' it appears  t h a t  most o f  t h e  s ta tes  t h a t  o f f e r  
r e t i r e e  h e a l t h  b e n e f i t s  t o  65-year-o lds ,  p r o v i d e  b e n e f i t s  t o  y o u n g e r  r e t i r e e s  
s ince  t h e  r e t i r e m e n t  age f o r  many  g o v e r n m e n t  r e t i r e m e n t  systems i s  y o u n g e r  
t h a n  65. 

O n l y  one  state,  Nebraska,  does n o t  p r o v i d e  f o r  some t y p e  o f  r e t i r e e  
h e a l t h  b e n e f i t  p r o g r a m .  T h e  Segal s u r v e y  r e p o r t e d  t h a t  I n d i a n a  does n o t  
p r o v i d e  f o r  r e t i r e e  coverage  f o r  r e t i r e e s  65 a n d  o l d e r  w h o  a r e  e l i g ib le  f o r  
Medicare;  however ,  Ind iana ,  w h i c h  began  i t s  r e t i r e e  h e a l t h  p l a n  i n  1983, does 
p r o v i d e  coverage  f o r  r e t i r e e s  w h o  a r e  i n e l i g i b l e  f o r  Medicare a n d  w h o  h a v e  a t  
least  20 y e a r s  o f  c r e d i t e d  se rv i ce . '  A c c o r d i n g  t o  t h e  Segal s u r v e y ,  as o f  
J a n u a r y ,  1987, t h e r e  w e r e  a t o t a l  o f  32 s ta tes  t h a t  p a i d  100 p e r  c e n t  o f  t h e  
premiums f o r  t h e  a c t i v e  employees se l f -on ly  c o v e r a g e  (see A p p e n d i x  C, T a b l e  
2 ) .  O f  t h e  32 s ta tes ,  o n l y  12 s ta tes  also p a y  100 p e r  c e n t  f o r  t h e  fami l y  
coverage  o f  a c t i v e  employees (see A p p e n d i x  C, T a b l e  3 ) .  

A t o t a l  o f  14 states,  i n c l u d i n g  Hawaii,  p a y  100 p e r  c e n t  o f  t h e  premiums 
f o r  r e t i r e e s  w h o  a r e  65 y e a r s  o f  age o r  o l d e r  a n d  who  h a v e  Medicare coverage  
(see T a b l e  12 ) .  O f  t h i s  number ,  o n l y  f o u r  s ta tes  (Hawai i ,  Coiorado, 
Mich igan,  a n d  Ohio)  d o  n o t  c o n t r i b u t e  100 p e r  c e n t  t o  t h e  premiums o f  t h e i r  
a c t i v e  employees. T e n  o f  t h e  14 s ta tes (Alabama, Alaska, Ca l i fo rn ia ,  I l l ino is ,  
Maine, New Hampshi re ,  N o r t h  Caro l ina,  Pennsy lvan ia ,  Sou th  Carol ina,  a n d  
T e x a s )  p a y  100 p e r  c e n t  o f  t h e  p remium cos t  f o r  employee-on ly  coverage  f o r  
a c t i v e  employees a n d  o n l y  f o u r  o f  these  s ta tes  (A laska ,  Ca l i fo rn ia ,  New 
Hampshi re ,  a n d  Pennsy lvan ia )  p a y  100 p e r  c e n t  f o r  a c t i v e  employees f a m i l y  
p l a n  coverage.  

New J e r s e y ' s  response t o  t h e  B u r e a u ' s  s u r v e y  i n d i c a t e d  t h a t  r e t i r e e s  
w i t h  25 o r  more y e a r s  o f  s e r v i c e  o r  w h o  a r e  o n  d i s a b i l i t y  r e t i r e m e n t  rece ive  
p a i d  hosp i ta l iza t ion coverage,  a l t h o u g h  t h e  s t a t e  does n o t  c o n t r i b u t e  t o  t h e  
p remiums f o r  o t h e r  medical  coverage .  !n J a n u a r y ,  1988, Deiaware will  b e g i n  
p a y i n g  100 p e r  c e n t  f o r  i t s  r e t i r e e s .  b e w  Y o r k  p a y s  t h e  t o t a l  cos t  f o r  
empioyees r e t i r e d  b e f o r e  1983, b u t  p a y s  90 p e r  c e n t  o f  t h e  premiums f o r  
those  w h o  r e t i r e  i n  1983 a n d  i a t e r .  T o  make t h e  r e t i r e e  c o n t r i b u t i o n  less 
burdensome,  New Y o r k  p e r m i t s  t h e  payment  o f  premiums t h r o u g h  a r e t i r e e ' s  
accumulated s i ck  leave c r e d i t s .  ' 
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OTHER HEALTH FUND PROGRAMS 

A l though no t  ref lected i n  t h e  Segal su rvey ,  Florida recent ly  enacted a 
law which requ i res  t h e  state t o  con t r i bu te  $1 t o  a ret i ree 's  health care plan 
f o r  each year  of serv ice t h e  re t i ree  served as an act ive employee, e . g . ,  an 
employee w i th  25 years o f  services upon ret i rement  would receive a $25 
cont r ibu t ion  toward  t h e  health f u n d  premium.'  

Alabama cont r ibu ted  only  39 .4  p e r  cent  of t h e  ret i ree's premium f o r  t h e  
sel f -only  plan i n  1986; b u t  i n  1987 t h e  state cont r ibu ted  100 p e r  cent .  
Connect icut,  Georgia, and Missouri  increased t h e  employer's cont r ibu t ion  i n  
1987 whi le  Idaho ceased t h e  small cont r ibu t ion  made i n  1986 (see Appendix C, 
Table 4 ) .  Alabama, Missouri, and Nevada requ i re  tha t  t h e  re t i ree  must have 
been act ive ly  enro l led i n  t h e  health p lan as an act ive employee t o  qua l i f y  f o r  
re t i ree  health benef i ts .  

I n  another su rvey  invo lv ing  336 pub l ic  sector employers (p r imar i l y  
counties, school boards, and ci t ies) t h a t  was conducted b y  William M. Mercer- 
Meidinger,  Inc. ,  i n  cooperation w i t h  t h e  Public Risk and  Insurance 
Management Association, i t  was f o u n d  t h a t  73 p e r  cent  of t h e  respondents 
p rov ided  medical benef i ts  f o r  re t i r ed  employees. Of t ha t  number, 46 p e r  cent  
p rov ided  supplements t o  Medicare and  45 p e r  cent  p rov ided benef i ts  identical 
t o  act ive employees. On ly  24 p e r  cent  o f  t h e  respondents pa id  t h e  en t i re  
cost o f  t h e  medical benef i ts f o r  ret i rees.  S i x t y -e igh t  p e r  cent  p rov ided 
coverage f o r  t h e  ret i ree 's  dependents, b u t  on l y  14 p e r  cent  absorbed t h e  
en t i re  cost o f  dependent coverage. Final ly,  78 p e r  cent  o f  t h e  respondents 
ind icated tha t  t hey  were p lann ing  t o  pass on f u t u r e  cost increases t o  t h e  
ret i rees.  

Cost-containment E f fo r t s  

Responding t o  t h e  r i s i ng  costs of health care, most states in i t ia ted  cost- 
containment strategies i n  t h e i r  health benef i ts plans. A popular  s t ra tegy  was 
t h e  swi tch ing of t h e  health benef i ts  plan f rom a f u l l y  i nsu red  t o  a self- 
insured o r  se l f - funded p lan.  T h e  states t h a t  went  t h i s  rou te  found  tha t  t h e  
savings realized were substant ial  and  t h a t  more money f o r  t h e  health f u n d  
could be  generated th rough  in te res t  earn ings on t h e  amounts remaining i n  t h e  
f u n d .  Other  common cost-containment s t rategies inc luded t h e  requi rement  of, 
o r  f iscal incent ives t o  encourage, second opinions f o r  cer ta in  surgical  
procedures; precer t i f icat ion o f  admissions t o  hospitals; and preadmission 
t e s t i n g . '  Many states also repor ted  an increasing number o f  health f u n d  
enrollees op t i ng  f o r  health maintenance organizat ion (HMO) plans which are 
general ly  cheaper. I n  January,  1987, 74 p e r  cent  of t h e  health f u n d  
par t ic ipants i n  Wisconsin were enro l ied i n  HMOs whi le  ind iana has 64 p e r  cent  
and Cal i fornia has 61 p e r  cent .  Hawaii's HMO enrollments, which have 
increased over  recent  years, a re  about 28 p e r  cent  (see Appendix C,  Table 
I f .  

T h e  Mart in  E .  Segal Company surveys  o f  state health plans f o r  1986 and 
1987 f o u n d  t h a t  t h e  increase i n  state health p lan costs was 5.3 p e r  cent  f rom 
January  1936 t o  January 1987 and  3 . 5  p e r  cent  f rom January 1985 t o  January 
1986 whi le t h e  increases in  t h e  medical component o f  t h e  Consumer Price 
Index f o r  the  same 12-month per iods were 7.5 p e r  cent  and 6 . 9  p e r  cent, 
respect ive ly .  (As  was noted i n  chapter  2, Hawaii's HMSA indemni ty  plan 
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rates increased 10 p e r  cent  f rom FY 1985-1986 t o  1986-1987.) The  cont inuing 
commitment o f  t h e  states t o  health care cost management in i t ia t ives was c i ted 
as t h e  key  fac to r  f o r  ho ld ing  down state health f u n d  costs. '  

Federal Government  

T h e  Health Fund's  consul tant  made a comparison o f  t h e  Health Fund's 
HMSA plans w i t h  those of t h e  federal  government, a serv ice i n d u s t r y  T a f t -  
Har t ley  mult i -employer and t w o  construct ion i n d u s t r y  Ta f t -Har t l ey  mul t i -  
employers. T h e  consultant 's repo r t  revealed tha t  t h e  federal  government 's 
basic medical p lan was similar t o  t h e  Health Fund's  i n  many respects; 
however, federal  employees and ret i rees also receive vision and d r u g  
coverage, an adu l t  dental  plan, and coverage f o r  one health appraisal eve ry  
two years .  Federal ret i rees pay  t h e  same premiums as t h e  act ive federal 
employees, 318.77 f o r  t h e  ind iv idua l  p lan and $69.68 f o r  t h e  family plan, 
which a r e  approxtmately 25 p e r  cent  and 35 p e r  cent  o f  t h e  total  premium 
rates o f  $75.10 and  $199.01, respect ive ly .  

Pr iva te  Sector Health Funds 

T h e  t h r e e  p r i v a t e  sector labor  union health plans reviewed b y  t h e  Health 
Fund's  consul tant  were Ta f t -Har t l ey  mult i -employer plans establ ished w i th  a 
board  o f  t rus tees  represent ing  management and labor .  Benefi ts i n  those 
plans are  p rov ided  t h r o u g h  a t r u s t  f u n d  t o  t h e  ex ten t  income and assets a re  
available. The  t r u s t  f u n d  der ives i t s  income th rough  employer contr ibut ions 
determined by col lect ive barga in ing  agreement and t h r o u g h  in te res t  earnings. 
T h e  consul tant  f ound  tha t  t h e  benef i ts  were general ly l ibera l  and whi le one 
organizat ion o f fe red  f ree  benef i ts  t o  bo th  act ive employees and ret i rees, t h e  
o the r  two organizat ions requ i red  a f l a t  $50 monthly cont r ibu t ion  f rom ret i rees 
whi le t h e  ac t ive  employees received f r e e  benef i ts .  l o  

The  Hawaii Employers Counci l  conducted a su rvey  i n  1982 of employee 
benef i t  plans o f  companies i n  Hawaii." A l l  of t h e  143 companies i n  t h e  
sample p rov ided  health care plans f o r  t h e i r  employees. Almost all t h e  
companies covered employees and  t h e i r  dependents; 60 p e r  cent  paid 100 p e r  
cent  f o r  employee-only coverage (e igh t  p e r  cent  paid between 80 t o  100 p e r  
cent) ;  37.5 p e r  cent  paid 100 p e r  cent  f o r  employee and family coverage. 
Retirees under  age 65 were covered b y  38.3 p e r  cent  of t h e  companies whi le 
49.6 p e r  cent  did not  p rov ide  any coverage and 9 . 2  p e r  cent  allowed ret i rees 
t o  cont inue i n  t h e  health p lan i f  they  paid t h e  premium. For  ret i rees 65 
years o f  age o r  older,  35.4 p e r  cent  o f  t h e  companies permi t ted  cont inued 
coverage under  t h e  health plan, o f  which f i v e  p e r  cent  requ i red  t h e  re t i ree  
t o  pay  f o r  such coverage, and 55.8 p e r  cent  o f  t h e  companies terminated 
coverage. A 1987 update o f  t h i s  su rvey  was conducted by t h e  Hawaii 
Employers Counci l ,  b u t  at t h e  t ime of t h i s  w r i t i ng ,  t h e  resul ts  were not  ye t  
publ ished.  



Chapter  5 

IDENTIFICATION OF ALTERNATIVE FUNDING OPTIONS 

T h e  Resolution cal l ing f o r  t h i s  s t u d y  d i rec ted  tha t  t h e  Bureau i den t i f y  
a l te rna t ive  f u n d i n g  sources f o r  Health Fund re t i ree  benef i t  costs, b u t  t h e  
Resolution fa i led t o  elaborate on t h e  de f in i t ion  o f  " f und ing  source". In t h e  
Bureau's  opinion, t he re  a r e  only  two "sources" o f  f u n d i n g . .  . t h e  employers 
and  t h e  employeesiret i rees. If t h e  phrase ident i f icat ion of a l ternat ive fund ing  
sources is i n te rp re ted  l i tera l ly ,  t h e  on l y  a l ternat ives would be  methods 
r e q u i r i n g  cont r ibu t ions  f rom t h e  ac t ive  employees a n d i o r  ret i rees.  Cost- 
s h i f t i n g  t o  t h e  employees and re t i rees  t h r o u g h  such methods as t h e  
requirement o f  deduct ibles a n d i o r  co-shar ing  o f  premium costs, is viewed b y  
employers as unavoidable since employer resources are  not  unl imited. 
Employers have argued tha t  employees must share in  t h e  cost o f  health 
benef i ts  if t h e y  are  t o  be  more responsible i n  t h e i r  use o f  health care 
services. New York ' s  Execut ive Deputy  D i rec tor  of t h e  Governor 's  Of f ice o f  
Employee Relations has said t h a t  " .  . .un less employees have some investment 
i n  t h e  program, they  don ' t  pay  at tent ion t o  what it costs." '  On t h e  o ther  
hand, it has been argued t h a t  " I t  is a my th  tha t  workers don ' t  care about 
t h e  cost of t h e i r  health benef i ts because they  don ' t  have t o  pay f o r  them. 
Workers know they  have t o  pay f o r  benef i ts  b y  g i v i n g  u p  wages."' 

The  Bureau's  research revealed t h a t  i t  is also possible t o  of fset  the  
increasing costs of re t i ree  health benef i ts  b y  making adminis t rat ive changes t o  
t h e  fund ing  mechanism ra the r  than changing t h e  cont r ibu t ion  rat ios. With t h e  
i n ten t  of p resent ing  a more meaningful  repor t ,  t h e  phrase "a l ternat ive 
f u n d i n g  options", ra the r  than "a l ternat ive f u n d i n g  sources", has been appl ied 
i n  t h i s  s tudy  t o  permi t  explorat ion o f  f u n d i n g  mechanisms invo l v ing  d i f f e ren t  
var iat ions of employer f inanc ing  as well as adminis t rat ive changes such as 
sel f - insurance and p r e f u n d i n g .  

Opt ions Invo l v ing  Employer Cont r ibu t ions  

1 .  T h e  most widely  discussed al ternate f u n d i n g  opt ion among t h e  pub l ic  
employee unions i n  Hawaii has been t h e  tapp ing  o f  investment p ro f i t s  f rom t h e  
Employees' Retirement System (ERS). I n  t h e  past ten  years, t h e  ERS has 
been h igh ly  successful i n  i t s  investments w i th  earn ings above t h e  investment 
y ie ld  rate to ta l l ing  about $506.8 mi l l ion . '  T h e  ERS is requ i red  b y  law t o  
r e t u r n  any p r o f i t  f rom investments i n  excess of t h e  investment y ie ld  rate t o  
t h e  pub l ic  employers as c red i ts  against t h e  amounts t h e  pub l ic  employers must 
pay  t o  the  ret i rement system." See Tables 13 and 14 f o r  a d isp lay of t h e  
excess in terest  credi ted t o  t h e  employers over  the  past f i v e  years. Because 
t h e  employers cont r ibu t ion  t o  t h e  ret i rement  system is a regu lar  and 
cont inuous budget  item, any money earmarked f o r  such payment, b u t  la ter  
no t  requi red,  can be appl ied t o  o the r  programs which might  have been c u t  
p rev ious ly  because of insu f f i c ien t  f unds .  

Advocates f o r  the  use o f  some o f  t h i s  money t o  pay f o r  the  health plan 
costs f o r  ret i rees feel it is appropr ia te  since t h e  health p lan is viewed as a 
benef i t  of ret i rement a l though i t  is not a p a r t  o f  the  ret i ree 's  pension benef i t .  



Table 13 

EMPLOYEES' RETIREMENT- SYSTEM INVESTMENT EARNINGS 
AND EMPLOYER CREDITS 

FY 1981-82 T O  FY 1985-86 

Excess Investment  Earn ings  C r e d i t e d  
Investment  Earnin= 

F i s c a l  Year --- Amount - 

t o F , m u ~ %  
A ~ p r o p r i  a t i o n  )Amount 

Source:  I n f o r m a t i o n  compiled by t h e  Employees1 Ret i rement  
System, J u l y  1 4 ,  1987. 



Table 14 

EMPLOYEES' RETIREMENT SYSTEM 
REQUIRED EMPLOYER APPROPRIATIONS 

FISCAL YEARS ENDED JUNE 30, 1985 - 1989 
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T h e  employers contend t h a t  t h e  c r e d i t  should be  maintained because t h e  law 
also requ i res  t h e  employers t o  make u p  t h e  d i f ference if t h e  ERS investment 
r e t u r n s  fa l l  s h o r t  o f  t h e  requ i red  investment y ie ld  ra te .  Exper ts  i n  t h e  f ie ld  
a re  wary  o f  t h e  use o f  any ret i rement  system funds  f o r  ret i rement  health 
benef i t  costs i n  l i g h t  o f  increasing l i t igat ion invo lv ing  t h e  y e t  unset t led issue 
o f  t h e  employers' r i g h t  t o  reduce o r  discont inue welfare benef i ts . '  Should 
t h e  health benef i t ,  i f pa id  t h r o u g h  ret i rement  system funds, b e  considered a 
vested ret i rement  benef i t ,  employers may not  be  able t o  d iscont inue such 
benef i ts  i n  t h e  f u t u r e  despi te t h e i r  f inancial  s i tuat ion. 

A n  a l te rna t ive  and more i nd i rec t  method o f  us ing  t h e  excess c red i t  would 
be  t o  delete t h e  requi rement  i n  t h e  law tha t  excess amounts be  credi ted t o  
t h e  employers and requ i re  t h a t  al l  investment amounts remain i n  t h e  system 
and b e  appl ied t o  increased benef i ts  t o  ret i rees, such as automatic cost-of-  
l i v i n g  increases f o r  ret i rees o r  per iodic  bonuses aimed at cer ta in g roups of 
ret i rees.  If pensioners receive per iodic  pension increases, presumably, they  
would be  i n  a be t te r  posit ion t o  con t r i bu te  t o  t h e i r  Health Fund medical plan 
premiums. 

Accord ing  t o  the  ERS, no o the r  state ret i rement system has a !aw l i ke  
Hawaii's t h a t  requi res excess investment earnings b y  t h e  ret i rement  t r u s t  
f u n d  t o  b e  r e t u r n e d  t o  t h e   employer^.^ I n  t h e  nex t  f iscal year, i t  is 
probable tha t  t h e  c red i t  due  t o  t h e  employers wi l l  exceed the  amounts owed to 
t h e  ret i rement  system pension accumulation fund ,  and t h e  employers may not 
have t o  appropr ia te  any money t o  t h e  ret i rement system post ret i rement  f u n d  
f o r  t h e  ensuing f iscal year .  While t h e  excess investment c red i t  may be 
viewed by t h e  employees as e x t r a  cash, t h e  employers are now count ing  on 
t h e  c r e d i t  as a revenue source in t h e i r  budge t ing  process. T h e  counties 
have argued t h a t  t hey  have been unsuccessful  f o r  years i n  ge t t i ng  increased 
g ran t - i n -a id  appropr iat ions f rom t h e  State and since they  have limited 
revenue generat ing capabi l i ty,  t hey  can ill a f f o r d  t o  lose t h e  excess 
investment earn ings c red i t .  

2. T h e  manner i n  which t h e  re t i ree  health plan is administered could be 
a l tered as was done i n  Colorado which has a separate health p lan f o r  ret i rees. 
Colorado in i t ia ted a p ian whereby t h e  employer was assessed an amount equal 
t o  e igh t - ten ths  o f  one p e r  cent  o f  payro l l  which was deposited in to  a t r u s t  
f u n d  tha t  was separate f rom t h e  pension f u n d  al though the  ret i rement  system 
administered t h e  heaith plan f o r  ret i rees.  Contr ibut ions made b y  ret i rees 
based on t h e i r  years o f  service were aiso deposited in to  the  t r u s t  f u n d .  The 
moneys i n  t h e  f u n d  were invested and t h e  proceeds f rom such investment 
were added t o  t h e  f u n d .  Premium costs f o r  t h e  re t i ree  health care plans 
o f fe red  b y  t h e  Public Employees' Retirement Association of Colorado were paid 
th rough  th i s  f und .  The  employer cont r ibu t ion  ra te  be ing  s ta tu to r i l y  set and 
t i ed  t o  payro l l ,  was a predic table fac tor  each year .  The  Bureau was unable 
t o  obta in t h e  aud i t  repo r t s  conducted on Colorado's re t i ree  health plan, b u t  
accord ing t o  t h e  Public Employees' Retirement Association of Colorado, th is  
method of hand l ing  t h e  re t i ree  health plan was more cost-ef fect ive than under  
t h e  prev ious method where ret i rees were under  t h e  state's health plan. 
However, t o  ensure contro l  over  t h e  subsidy cost, a 1987 amendment t o  the  
law deleted t h e  e igh t - ten ths  of one p e r  cent  assessment and now requi res tha t  
t h e  Board of Trustees recommend a subsidy amount which wi l l  be subject t o  
legislat ive approval .  ' 
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Cost -shar ing  by Retirees 

1. Of  t h e  49 states tha t  p rov ide  health benef i ts t o  ret i rees, 10 states 
r e q u i r e  t h e  re t i rees  t o  pay a por t ion  o f  t h e  premium whi le  25 states requ i re  
t h e  re t i ree  t o  p a y  t h e  f u l l  premium (see Appendix C, Table 4 ) .  A common 
prac t ice  among those states t h a t  p rov ide  f o r  cost shar ing  o f  re t i ree  health 
benef i ts  is t h e  prora t ion  o f  re t i ree  cont r ibu t ions  based on t h e  ret i ree 's  years 
o f  service. Several var ia t ions are  possible. The  disadvantage o f  p ro ra t i ng  
t h e  cont r ibu t ions  o f  ret i rees based on years o f  serv ice is t ha t  t h e  record 
keeping and account ing could be  more complicated since ret i rees would be  
pay ing  d i f f e r e n t  amounts. Most states prora te  t h e  cont r ibu t ion  based on t h e  
number o f  years o f  serv ice where t h e  re t i ree  w i th  25 o r  more years o f  service 
would no t  have t o  cont r ibu te  and those w i th  less than 25 years would 
con t r i bu te  a cer ta in  percentage based on t h e  years of service, e .g . ,  a ret i ree 
w i t h  20 years o f  service pays 20 p e r  cent, a re t i ree  w i th  15 years pays 25 
p e r  cent, and a re t i ree  w i t h  10 years pays 30 p e r  cent .  Flor ida, on t h e  
o the r  hand, requ i res  a f l a t  dol lar  cont r ibu t ion  f o r  each year  o f  service, e.g. ,  
i f  a re t i ree  has 25 years o f  service, t h e  employer wi l l  con t r i bu te  $25 p e r  
month toward  t h e  cost o f  t h e  ret i ree 's  insurance. 

2.  i f  t h e  concern is w i th  t h e  age of t h e  ret i ree, a system could be  
implemented whereby  ret i rees below 65 years o f  age would have t o  cont r ibu te  
t o  t h e i r  premiums and those 65 and  over  who qua l i f y  f o r  Medicare would not .  
T h e  rationale beh ind  such a scheme is t o  t a rge t  assistance t o  t h e  older 
ret i rees who have been on f i x e d  incomes f o r  a longer per iod  o f  t ime and 
whose pensions have not  kept  pace w i th  in f la t ion.  

3. Another  var iat ion o f  employee cost-shar ing would be  t o  p rov ide  f o r  
100 p e r  cent  coverage t o  ret i rees '  se l f -only  plans b u t  requ i re  tha t  t h e  ret i ree 
con t r i bu te  t o  t h e  premium f o r  family coverage. The  Segal s u r v e y  did not  
reveal how many states paid f o r  family coverage f o r  ret i rees; however, t h e  
Bureau's  s u r v e y  found  t h a t  a t  least I l l inois and Nor th  Carolina requ i red  
ret i rees t o  cost share i n  t h e  family plans. 

P re fund ing  

Accord ing  t o  D r .  John P.  Mackin, Vice President o f  Mar t in  Segal, lnc . ,  
t he re  are  two basic f inancing methods..  .pay-as-you-go o r  p re fund ing .  Most 
re t i ree  health plans are now f inanced on a pay-as-you-go basis, which means 
t h a t  t h e  long- term su rv i va l  o f  t h e  p lan depends on annual increases i n  
cont r ibu t ions  ove r  a long per iod  of t ime.' A p re fund ing  approach, similar t o  
t h a t  used f o r  f u n d i n g  a ret i rement system, would requ i re  amounts cont r ibu ted  
b y  e i ther  t h e  employer o r  employee, o r  both, t o  t h e  plan i n  o r d e r  t o  ensure 
t h e  cont inuat ion of benef i ts f o r  t h e  i i fetime o f  c u r r e n t  ret i rees and t o  
ul t imately estabi ish a reserve suf f ic ient  t o  p rov ide  benef i ts  f o r  f u t u r e  
ret i rees.  Al though the re  is a g rowing consensus tha t  re t i ree  benef i t  plans 
should be  pre funded,  p r i v a t e  sector employers have not  been w i l i ing  t o  
pu rsue  p re fund ing  i f  t hey  would have t o  pay income taxes on such plan 
reserves as requ i red  under  t h e  Def ic i t  Reduction Ac t  o f  1984. Public sector 
employers, however, do  not have th i s  concern since they  do  not pay  income 
taxes. 
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Hawai i ' s  Hea l th  F u n d  is  c u r r e n t l y  f i n a n c e d  o n  a p a y - a s - y o u - g o  bas is  a n d  
each y e a r  t h e  p remium r a t e s  h a v e  i n c r e a s e d .  P r e f u n d i n g  c o u l d  b e  bene f i c ia l  
t o  Hawai i  if f u n d s  w e r e  r e q u i r e d  t o  b e  i n v e s t e d  l i k e  t h e  f u n d s  o f  t h e  ERS.  
T h e  ERS has been success fu l  in i t s  i n v e s t m e n t  p r a c t i c e s  i n  r e c e n t  y e a r s  a n d  
if it was n o t  r e q u i r e d  t o  r e t u r n  excess p r o f i t s  t o  t h e  employers ,  t h e  ERS 
w o u l d  h a v e  a s u b s t a n t i a l  t r u s t  fund t h a t  c o u l d  b e  u s e d  f o r  e x p a n d e d  b e n e f i t s  
o r  k e p t  i n  r e s e r v e  as p r o t e c t i o n  f r o m  f u t u r e  f i nanc ia l  i n s t a b i l i t y .  

T h e  Colorado r e t i r e e  h e a l t h  p l a n  d i s c u s s e d  e a r l i e r  in t h i s  c h a p t e r  is  
p a r t i a l l y  p r e f u n d e d  by t h e  amount  assessed f r o m  t h e  employers  w h i c h  i s  
p laced  i n  a t r u s t  f u n d .  P r e f u n d i n g  c o u l d  also i n v o l v e  assessments f r o m  t h e  
a c t i v e  employees t o  b e  p laced  i n  a t r u s t  f u n d .  

S e l f - f u n d i n g  

T h e  concep t  o f  s e l f - f u n d i n g  r e q u i r e s  t h e  employer ,  r a t h e r  t h a n  an  
i n s u r a n c e  company, t o  assume t h e  r i s k  o f  p o t e n t i a l  losses.  U n d e r  a t o t a l l y  
s e l f - f u n d e d  h e a l t h  f u n d  p rogram,  t h e  emp loyer  d i r e c t l y  p a y s  a l l  t h e  costs  o f  
e l i g i b l e  medicai  claims a n d  is  respons ib le  f o r  a l l  legal ,  ac tua r ia l ,  a n d  
a d m i n i s t r a t i v e  costs .  I f  an  emp loyer  is  u n w i l l i n g  t o  assume a l l  o f  t h e  r i s k s ,  a 
p a r t i a l l y  s e l f - f u n d e d  p r o g r a m  can  b e  es tab l i shed  w h e r e  t h e  r i s k s  o f  o n l y  some 
coverages a r e  assumed a n d  t h e  r e m a i n i n g  coverages a r e  i n s u r e d .  A n  
emp loyer  may also p u r c h a s e  s top - loss  coverage  f o r  p r o t e c t i o n  aga ins t  
abnorma l l y  h i g h  losses. S top- loss  i n s u r a n c e  can  b e  in t h e  f o r m  o f  spec i f i c  
s top - loss  coverage,  w h i c h  w i l l  p a y  c la ims f o r  an  employee a f t e r  t h e  employee's 
claims h a v e  reached a spec i f i ed  l i m i t  s u c h  as $2,000, o r  a g g r e g a t e  s top- loss 
coverage,  w h t c h  w i l l  p a y  w h e n  t h e  t o t a l  amount  o f  c la ims reaches a c e r t a i n  
p e r c e n t a g e  above  e x p e c t e d  claims ( u s u a l l y  125 p e r  c e n t ) .  A s e l f - f u n d e d  
emp loyer  may  e i t h e r  h a n d l e  t h e  claims i n - h o u s e  o r  c o n t r a c t  f o r  such  
a d m i n i s t r a t i v e  se rv i ces  t h r o u g h  an  i n s u r a n c e  company o r  a f i r m  spec ia l iz ing i n  
claims p r o c e s s i n g .  

I n  response  t o  t h e  g r o w i n g  n u m b e r  o f  f i r m s  i n t e r e s t e d  i n  s e l f - f u n d i n g ,  
many c a r r i e r s  now o f f e r  a l t e r n a t i v e  packages f o r  hea l th  i n s u r a n c e .  U n d e r  
a d m i n i s t r a t i v e  se rv i ces  o n l y  c o n t r a c t s ,  t h e  c a r r i e r  p r o v i d e s  claims p rocess ing ,  
i n d i v i d u a l  s top- loss,  a n d  a g g r e g a t e  s top - loss  w h i l e  t h e  emp loyer  p a y s  d i r e c t l y  
f o r  c la ims as t h e y  i n c u r .  A n o t h e r  a r r a n g e m e n t  ca l led "minimum premium 
f u n d i n g "  r e q u i r e s  t h e  employer  t o  p a y  t h e  c a r r i e r  r e t e n t i o n  fees but i n c u r r e d  
claims a r e  p a i d  on a " p a y - a s - y o u - g o "  bas is .  Wi th  t h i s  a r rangement ,  t h e  
emp loyer  can  r e t a i n  cash c o n t r o l  f o r  a l o n g e r  p e r i o d  o f  t ime.  T h e  
" reserve less  min imum premium f u n d i n g "  a l t e r n a t i v e  also r e q u i r e s  t h e  payment  
o f  r e t e n t i o n  fees, b u t  t h e r e  is  n o  r e s e r v e  f u n d  depos i ted  w i t h  t h e  c a r r i e r .  
T h u s ,  w h e n  claims exceed p ro jec t ions ,  t h e  emp loyer  m u s t  fund t h e  e x t r a  cash 
t o  p a y  t h e  excess u p  t o  t h e  t o t a l  o f  i t s  a n n u a l  p remium p l u s  r e s e r v e s .  
L i a b i l i t y  f o r  a n y  d e f i c i t  remains w i t h  t h e  c a r r i e r . "  

O f  t h e  30 s ta tes t h a t  responded  t o  t h e  B u r e a u ' s  s u r v e y ,  13 states 
[F lo r ida ,  I l l i no is ,  Ind iana,  Iowa, Lou is iana,  Minnesota,  Missour i ,  Montana, 
Nevada, New J e r s e y ,  N o r t h  Dakota,  Rhode  Is land,  a n d  Sou th  Caro l ina )  
r e p o r t e d  s w i t c h i n g  f r o m  a f u l l y  i n s u r e d  p l a n  t o  a s e l f - f u n d e d  o r  minimum 
premium p l a n .  O r e g o n  r e p o r t e d  t h a t  it is  c o n s i d e r i n g  t h e  p o s s i b i l i t y  o f  
c o n v e r t i n g  t o  s e l f - f u n d i n g .  T h e  a t t r a c t i o n  o f  s e l f - i n s u r a n c e  l ies m a i n l y  i n  t h e  
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savings realized b y  employers who have switched f rom a f u l l y  insured scheme. 
States have repor ted  cost-savings rang ing  f rom f o u r  p e r  cent  t o  e igh t  per  
cent  a f t e r  se l f - fund ing .  The  reasons f o r  such savings are:  

B y  maintaining a reserve, in te res t  can be  accumulated on deposits 
held t o  pay  claims. 

Savings are  l i ke ly  t o  occur  t h r o u g h  p rope r  coordinat ion of benef i ts .  

Savings occur  b y  elimination o f  state premium o r  f ranchise taxes 

Employers pay  f o r  claims, r i s k  charges, and overhead only  af ter  
t h e y  have been i n c u r r e d .  

Employers are  able t o  take  advantage o f  t h e  time lapse between 
when t h e  claims checks are  issued and when they  clear t h e  bank 
account.  

A sel f - funded,  se l f - insured employer does no t  pay retent ion charges 
t o  t h e  insurance company."  

Sel f - funding,  however, is not  f o r  eve ry  employer.  Before ven tu r i ng  
i n to  se l f - fund ing ,  an employer must be su re  o f  i t s  ab i l i t y  t o  assume t h e  r i sks  
o f  t h e  coverages it prov ides and t h e  increased adminis t rat ive responsib i l i ty .  
Disadvantages o f  se l f - f und ing  include: 

T h e  f i rm 's  actual claim experience determines t h e  cost o f  the  
program so f i rms w i th  worse-than-average claim experience could be  
pay ing  more than under  an i nsu red  arrangement.  

Sel f - funded employers must develop a budge t ing  program t o  
ant ic ipate month ly  f luctuat ions i n  claims. 

Terminat ion of t h e  program can b e  d i f f i c u l t  since a sel f - funded plan 
does no t  p r o v i d e  f o r  claims tha t  occur  before, b u t  a re  not  repor ted 
u n t i l  a f ter ,  terminat ion. 

A sel f - funded program can requ i re  more employer involvement, such 
as d i s t r i b u t i n g  claim checks, p r i n t i n g  booklets, and maintaining a 
t r u s t .  

Under  a sel f - funded arrangement, t h e  employer assumes greater  
f i duc ia ry  and legal responsibi l i t ies. I n  a c o u r t  of law, t h e  employer 
may become t h e  employee's adve rsa ry .  The  employer must assume 
t h e  role o f  an insurance company and, therefore,  is not  protected 
b y  a t h i r d  p a r t y  b u f f e r .  l Z  

State o f  Washington repor ted  tha t  a proposal t o  change t h e  health 
f u n d  t o  a sel f - funded system was rejected b y  t h e  Legislature. 
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Cafeter ia  Benef i t  Plans 

A l though cafeter ia benef i t  plans may no t  be  applicable t o  ret i rees, t h e  
cost-savings t h a t  could resu l t  f rom implementing such plans cou ld  alleviate t h e  
need t o  eliminate o r  reduce t h e  f r e e  re t i ree  health benef i t .  

I n  1985, t h e  Health Fund's  Board o f  Trustees was d i rec ted  t o  s tudy  t h e  
feasib i l i ty  of au thor iz ing  t h e  State and counties t o  establish cafeter ia benef i t  
plans f o r  t h e i r  employees. T h e  Board  f o u n d  t h a t  extensive research was 
requ i red  t o  p lan and insta l l  a cafeter ia benef i t  plan and recommended tha t  t h e  
Legis lature p rov ide  $150,000 t o  allow t h e  Board t o  h i r e  a consul tant  t o  
conduct  a benef i t  feasib i l i ty  s t u d y .  No subsequent leg is lat ive action was 
taken fo l lowing t h e  submission o f  t h e  Board's r e p o r t . "  

T h e  concept o f  cafeter ia benef i ts  has increased i n  popu la r i t y  i n  recent 
years because o f  t h e  tax  advantages f o r  bo th  t h e  employer and t h e  
employees. Pr iva te  employers and  employees who must pay  income taxes do 
no t  have t o  inc lude t h e  amounts pa id  f o r  cafeter ia benef i ts .  The  pr imary  
advantage o f  a cafeter ia benef i ts  program, however, lies i n  i t s  f l ex ib i l i t y  and 
ab i l i t y  t o  meet d i f f e r i n g  needs o f  t h e  employee g roup .  A typ ica l  cafeteria 
p lan prov ides  a n  employee w i t h  a basic core o f  benef i ts t h a t  prov ides a 
minimum secur i ty  level, e .g. ,  medical coverage, l i fe  insurance, p lus t h e  
o p p o r t u n i t y  t o  purchase supplemental coverages, e.g. ,  a h ighe r  level o f  
medical coverage, addit ional g r o u p  l i f e  coverages, dependent l i fe  coverage, o r  
addit ional benef i ts  such as  coverage f o r  dental ,  p rescr ip t ion  d r u g s ,  o r  vision, 
o r  t o  t ake  a cash allowance. The  cash allowance is t h e  essential element o f  
t h e  cafeter ia p lan.  T h e  cash allowance, t o  be  used e i ther  in t h e  purchase o f  
supplemental coverages o r  addit ional benef i ts  may be  generated b y  (1 )  
employer contr ibut ions,  ( 2 )  conversion o f  ex is t ing  benef i ts,  o r  (3) an 
employee salary reduct ion p lan.  Where t h e  allowance is de r i ved  f rom an 
employer cont r ibu t ion  o r  a conversion o f  ex i s t i ng  benef i ts t h e  employee may 
take t h e  allowance in l ieu o f  any  addit ional coverage. '" 

Oregon repor ted  t h a t  it had begun ~mplementat ion of a f lex ib le  benef i ts 
p lan and Idaho repor ted  t h a t  i t  is exp lo r i ng  f lex ib le  spending accounts and 
cafeter ia benef i ts .  

Cost-containment Strategies 

Un l ike  most o ther  states, Hawaii has employed few cost-containment 
strategies t o  lower t h e  cost o f  medical insurance. Since Apr i l ,  1987, a 
subcommittee of t h e  Board began serious explorat ion of t h e  impact o f  cost- 
containment measures b y  d i rec t i ng  t h e  HMSA t o  submit a proposal f o r  a 
Managed Care Program t h a t  would fea ture  cer ta in cost-containment strategies. 
T h e  proposal was reviewed, revised, and discussed a t  a series of 
subcommittee meetings. Prel iminary f i nd ings  of t h e  subcommittee indicated 
t h a t  implementation o f  t h e  program would not  be  cost-effect ive, b u t  t h e  
subcommittee w i l l  cont inue f u r t h e r  explorat ion in t h i s  area. 

T h e  Wall St reet  Journal  repor ted  tha t  cost-containment strategies have 
p roved  less ef fect ive than expected i n  keeping medical costs down as  hospitals 
and  doctors learn t o  "game t h e  system" b y  increasing o the r  anci l lary  costs 
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while hospital  stays are reduced1' Despite th i s  situation, however, many 
states repor ted  worthwhi le  cost-savings resu l t ing  f rom cost-containment 
measures. l6 

Cost-containment measures which invo lve  more ou t -o f -pocket  expenses b y  
t h e  enrollee, e . g . ,  deduct ibles and copayments, have met w i th  opposit ion from 
employee unions since they  actual ly  s h i f t  costs f rom t h e  employer t o  t h e  
employees. An innovat ive  cost-savings s t ra tegy  which was favorable t o  t h e  
employee's posi t ion was implemented i n  t h e  C i t y  of Buffalo, New York .  
Ef fect ive J u l y  1, 1984, t h e  C i t y  began pay ing  employees $40 p e r  month f o r  
d r o p p i n g  t h e  c i t y  health plan and enro l l ing i n  t h e i r  spouse's p lan.  T h e  C i t y  
classif ies t h e  bonus as taxable income t o  t h e  employee and  requ i res  t h a t  each 
employee s ign  a waiver  as well as present  p roo f  o f  a l ternat ive coverage. The  
C i t y  also surveyed i t s  ret i rees i n  1982 f o r  general information and found tha t  
t h e  C i t y  was unnecessari ly pay ing  f o r  such items as family coverage f o r  
widows and widowers and o ther  inconsistencies. Since then,  t h e  C i t y  has 
computerized information on i t s  ret i rees which is regu la r l y  updated. l 7  



Chapter  6 

FINDINGS AND RECOMMENDATIONS 

Senate Resolution No. 138, S.D.  1, requested t h a t  t h e  Bureau 
" . . . i d e n t i f y  a l te rna t ive  f u n d i n g  sources and  make recommendations on 
proposed legislat ion t o  cont inue a reasonable level o f  pub l ic  employer f u n d i n g  
o f  Health Fund benef i t  costs f o r  al l  r e t i r e d  State and County employees.. . . "  
T h e  Bureau's  f ind ings  and recommendations are  repor ted  here in.  

F ind ings  

1 .  Medical costs and t h e  re t i ree  populat ion have been increasing a t  a 
steady pace ove r  t h e  years and t h e r e  is no hope f o r  reversal  o f  these t rends  
i n  t h e  near f u t u r e .  As employers, t h e  State and count ies have been 
p r o v i d i n g  health insurance coverage f o r  t h e i r  employees since 1961, w i t h  f ree  
insurance coverage t o  ret i rees since 1965, as an inc identa l  expense t o  r u n n i n g  
t h e  business o f  government.  Publ ic employers have l i t t l e  contro l  over  
escalating medical costs; bu t ,  as employers who are requ i red  t o  p rov ide  
health insurance coverage t o  t h e i r  employees and ret i rees, t hey  must be 
prepared t o  deal w i th  f u t u r e  increases i n  health care costs. 

2.  T h e  Resolution implies t h a t  t h e  level of f u n d i n g  requ i red  b y  t h e  
pub l i c  employers t o  pay  f o r  re t i ree  health insurance is p roh ib i t i ve  and 
unreasonable. The  Bureau f inds,  however, t ha t  t h e  quest ion o f  t h e  
employer's inab i l i t y  t o  pay  is debatable. T h e  mere fac t  t h a t  t h e  cost of 
re t i ree  health benef i ts  is h ighe r  t han  what  is be ing  paid f o r  act ive employees 
does no t  mean tha t  t h e  employer cannot a f fo rd  t o  cont inue t h e  benef i t  n o r  
does i t  j u s t i f y  cost sh i f t i ng  t o  ret i rees.  

T h e  employers' concern w i th  t h e  100 p e r  cent  f u n d i n g  o f  t h e  re t i ree  
health benef i t  p rogram lies p r imar i l y  w i t h  t h e  uncer ta in ty  as t o  whether  t hey  
can cont inue t o  bear  t h e  cont inual ly  r i s i n g  cost o f  t h e  program. The  
counties, which have l imited revenue sources, a r e  especially concerned when 
a program cost, over  which t h e y  have l imited control ,  keeps increasing and 
they  have no a l ternat ive b u t  t o  pay .  T h e  inadequacy o f  revenue sources a t  
t h e  county  level, however, is a l a rge r  issue which cannot and should no t  be 
resolved b y  ta rge t i ng  cu ts  i n  one program such as t h e  Health Fund.  

Most act ive employees consider t h e  ret i rement  benef i t  package, which 
includes t h e  f r e e  health insurance, as something they  have earned t h r o u g h  
t h e i r  years o f  f a i t h fu l  service t o  t h e  state o r  county  government .  The  act ive 
employees feel t h a t  since t h e  benef i ts  t h e y  receive f o r  t h e  premiums they  pay  
are  no t  as l ibera l  as t h a t  o f fe red  b y  t h e  federal  government o r  some p r i v a t e  
sector companies, it is on ly  f i t t i n g  t h a t  t h e i r  health benef i t  i n  ret i rement be  
more generous. T h e i r  unions argue t h a t  t h e  employers' concern t h a t  t h e  
re t i ree  benef i t  is too cost ly is w i thout  mer i t  since t h e  employers have been 
rece iv ing  windfa l ls  f rom t h e  excess investment earn ings o f  t h e  Employees' 
Ret irement System (ERS). I n  1986, t h e  State and counties were c red i ted  
$138,371,000 i n  excess investment earnings, so instead of pay ing  $167,663,600 
t o  t h e  ERS f o r  f iscal year  1988-89, t h e  employers wi l l  on l y  pay  $29,292,300. 
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T h e  tota l  Health Fund payments made b y  t h e  employers f o r  ret i rees f o r  f iscal 
year  1986-87 was S27,916,551.74. On balance, t h e  unions contend tha t  the  
employers are pay ing  less i n  to ta l  employee benef i ts than they  should be. It 
is d i f f i c u l t  f o r  t h e  unions t o  sympathize w i th  the  employers' posit ion tha t  t h e  
re t i ree  health benef i t  is too cost ly and tha t  t h e  ret i rees must now cont r ibu te  
t h e i r  f a i r  share.  

T h e  issue of how much of t h e  cost bu rden  t h e  state and county 
governments, as pub l ic  employers, should cont inue t o  bear  is a pol icy issue 
t h a t  must  f i r s t  be  addressed b y  t h e  Legis lature before it acts on  any  changes 
t o  t h e  cont r ibu t ion  ra t io .  I n  addressing t h i s  issue, t h e  Legis lature must 
consider i t s  to ta l  role i n  assur ing  pub l i c  accessibi l i ty t o  p rope r  heal th care. 
A f fo rdab i l i t y  o f  t h e  re t i ree  health benef i t  should be  examined i n  a broader 
context,  no t  i n  t h e  nar row view o f  a l ine item increase, t o  ensure  tha t  any 
cost-savings e f f o r t  wi l l  not  adversely  impact t h e  State i n  o the r  ways, e .g . ,  
t h e  creat ion of a re t i ree  gap g r o u p  w i thout  adequate health insurance 
coverage o r  an increased reliance on t h e  Medicaid program. 

3. While t h e r e  is widespread concern bo th  i n  t h e  p r i v a t e  and  publ ic  
sectors as t o  t h e  growing cost o f  re t i ree  health benef i ts,  t h e r e  is also 
momentum b u i l d i n g  among e lder ly  g roups t o  lobby  state governments t o  
p rov ide  be t te r  health benef i ts f o r  t h e  e lde r l y .  With t h e  federal  government 
re l y ing  on  t h e  states t o  shoulder more o f  the  health care bu rden ,  state 
governments cannot escape t h e  h igh  costs o f  e lder ly  health care.  Some states 
t h a t  have conducted studies t o  address t h e  cost of re t i ree  health benef i ts 
have done so because of pressures from ret i rees f o r  t h e  state t o  pay a 
greater  share. There  does not  appear t o  be  a t r e n d  t o  reduce t h e  State's 
cont r ibu t ion  among those states t h a t  pay  100 p e r  cent  f o r  t h e i r  ret i rees.  

4. T h e  p e r  capita cost of t h e  re t i ree  health benef i t  when compared t o  
t h a t  o f  t h e  act ive employee is s igni f icant  enough t o  war ran t  serious legislat ive 
considerat ion. I t  does not  appear t h a t  immediate legislat ive action must be  
taken t o  d ras t ica l l y  change t h e  cont r ibu t ion  rat io  o r  f u n d i n g  method; 
however, t h e  Legis lature can and should in i t ia te  some changes t o  t h e  Health 
Fund law t o  mi t igate f u t u r e  l iab i l i t ies.  

5. For  col lect ive barga in ing  purposes, t h e  employers have maintained a 
steadfast posit ion t h a t  t hey  on ly  have a cer ta in amount t o  spend and tha t  t h e  
negotiations must be on how t h e  exclus ive representat ives desi re t o  apport ion 
t h e  tota l  amount among t h e  various benef i ts,  inc lud ing  t h e  health f u n d .  With 
such a posit ion, benef i ts  such as t h e  health plan which do not  af fect  t h e  
en t i re  membership are  not  h igh  p r i o r i t y  issues. 

While t h e  unions have been push ing  f o r  expanded health plan coverage, 
e .g .  t h e  inclusion of coverages f o r  adu l t  dental, p rescr ip t ion  d rugs ,  and 
vision, t hey  are re luctant  t o  sacri f ice t h e  re t i ree  benef i t  i n  exchange f o r  such 
coverage. With pay i n  t h e  p r i v a t e  sector usual ly h igher ,  i t  i s  bel ieved t h a t  a 
p r imary  a t t rac t ion  t o  state and county  serv ice has been t h e  ret i rement  benef i t  
which includes t h e  f r e e  health insurance. Under  t h e  new noncont r ibu tory  
ret i rement  system where t h e  pensions are smaller, t h e  f ree  health insurance 
benef i t  wi l l  have greater  impact on t h e  overa l l  ret i rement benef i t  package. 
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6. Whether o r  not  pub l ic  employers con t r i bu te  t o  t h e i r  re t i ree  health 
plans, t h e y  rega rd  t h e  health plan as p a r t  of the  cost package tha t  is 
negot iated w i t h  t h e  exclus ive representat ives.  Consider ing t h e  act ive 
employees' v iew tha t  t h e  f r e e  re t i r ee  health benef i t  is something they  have 
earned p a r t l y  b y  foregoing expanded benef i ts  as act ive employees, any 
al terat ion i n  t h e  f u n d i n g  s t r u c t u r e  which would requ i re  ret i rees t o  contr ibute,  
may well r esu l t  i n  a concomitant demand f o r  expanded benef i ts  f o r  t h e  act ive 
employees. 

7 .  Hawaii has t rad i t iona l ly  been a state which protects t h e  in terests o f  
t h e  e lde r l y .  T h e  f ree  re t i ree  health insurance benef i t  was implemented not  
on ly  because t h e  State was i n  a heal thy f inancial  state, b u t  because 
lawmakers emphatically bel ieved t h a t  pensioners on f i xed  income requ i red  
assistance i n  ob ta in ing  medical care. I f  t h e  State maintains th i s  posture,  it 
would be  incongruous t o  s h i f t  health insurance premium costs t o  t h e  ret i rees. 
Moreover, t h e  sh i f t i ng  of t h e  cost bu rden  t o  ret i rees on f i x e d  income may i n  
t u r n  impact on  t h e  State's Medicaid program where more people m igh t  be  
requ i red  t o  r e l y  on Medicaid f o r  medical assistance. 

Recommendations 

1. Before any change is made t o  t h e  employer- ret i ree cont r ibu t ion  rat io,  
a comprehensive evaluation o f  t h e  en t i re  Health Fund operat ion should be  
conducted b y  an employee benef i ts consul tant  t o  ascertain: (1 )  whether  o r  
not  a major change i n  t h e  f u n d i n g  mechanism, e . g .  se l f - funding,  p re fund ing ,  
o r  cafeter ia benef i ts,  might  improve t h e  cost-ef f ic iency o f  t h e  Health Fund; 
(2) which adminis t rat ive and programmatic cost containment measures might  be  
e f fec t ive ly  appl ied b y  t h e  Health Fund; ( 3 )  i f  contr ibut ions wi l l  be  requ i red  
f rom ret i rees, t h e  impact such cont r ibu t ions  might  have on re t i ree  pensions 
assuming tha t  increases t o  t h e  health insurance premiums wi l l  continue; and 
(4) t h e  number o f  ret i rees w i t h  dual coverage (coverage under  a spouse's 
p r i v a t e  sector o r  federal government  p lan as well as the  Health Fund plan) 
and t h e  feasib i l i ty  of pay ing  such ret i rees cash, as i n  t h e  C i t y  of Buffalo, as 
an incent ive  t o  d r o p  the  f r e e  insurance coverage. 

While cos t -shar ing  decreases t h e  employers immediate cost burden,  it 
cannot guarantee t h e  containment o f  f u t u r e  health insurance increases. I f  
re t i rees are  requ i red  t o  cont r ibu te  t o  t h e i r  premiums, i t  is on ly  f a i r  t h a t  t h e  
Legis lature ensure tha t  ret i rees a r e  ge t t i ng  t h e i r  money's wor th .  The  
implementation of cost-containment schemes is viewed b y  i t s  proponents as an 
excel lent means o f  educat ing and t r a i n i n g  health plan enrollees t o  be more 
p r u d e n t  i n  t h e i r  use o f  medical services. Hawaii's Health Fund has only  
recent ly  begun  serious examination o f  t h e  feasib i l i ty  o f  implementing cost- 
containment s t rategies.  

Upon reaching similar crossroads i n  health insurance cost-containment, 
many states have ordered comprehensive studies conducted b y  consultants 
w i th  exper t i se  i n  t h e  employee benef i ts  f i e l d  t o  review t h e  state's health f u n d  
operat ion and t o  make recommendations as t o  requ i red  adminis t rat ive and 
programmatic changes t o  improve t h e  cost-eff ic iency of t h e  health f u n d  
program. The  Bureau is cognizant t h a t  t h e  Legislature is of ten hesitant t o  
appropr ia te  funds  f o r  such contracts;  however, unless all issues concerning 
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t h e  present  health f u n d  operat ions are  addressed, any recommendation f o r  a 
major change f o r  cos t -cu t t ing  purposes would be  a r b i t r a r y  and w i thout  
foundat ion.  

2 .  Whether o r  no t  a comprehensive s t u d y  is author ized b y  t h e  
Legis lature and undertaken,  t h e  Bureau recommends t h a t  t h e  law be  amended 
t o  requ i re  tha t  on ly  t h e  c u r r e n t  coverages (basic medical plan, ch i ldren 's  
dental, and l i f e  insurance) b e  available t o  ret i rees a t  no cost t o  t h e  re t i ree  
and t h a t  o ther  addit ional coverages t h a t  may be o f fe red  i n  t h e  fu tu re ,  e . g . ,  
adu l t  dental, v is ion, o r  p rescr ip t ion  d rugs ,  be  opt ional ly  available t o  ret i rees 
a t  t h e  same cost t h e  act ive employees would pay f o r  such plans. If t h i s  is 
done, t h e  act ive employees w i l l  no t  b e  penalized b y  no t  rece iv ing  expanded 
benef i ts  jus t  because it costs t h e  employer too much t o  p rov ide  t h e  same 
benef i ts  t o  ret i rees.  Of course, t h e  Legis lature would s t i l l  have t h e  
f l ex ib i l i t y  o f  specif ical ly designat ing b y  legislat ive act o r  au thor iz ing  t h e  
Health Fund t o  determine t h a t  a pa r t i cu la r  coverage be ing  offered, such as 
prescr ip t ion  d rugs ,  be  inc luded as p a r t  o f  t h e  re t i r ee  health benef i t  package. 

T h e  medical needs f o r  ret i rees d i f f e r  g rea t l y  f rom tha t  o f  act ive 
employees. Many ret i rees,  f o r  example, do not  requ i re  much dental  o r  vis ion 
care; however, i f  adu l t  dental  and vision coverages were inc luded as p a r t  of 
t h e  health p lan benef i t  package, t h e  employers would be  pay ing  t h e  addit ional 
cost t o  cover  ret i rees who may have l i t t l e  use f o r  such coverage. On t h e  
o the r  hand, ret i rees may des i re  some t y p e  o f  p rescr ip t ion  d r u g  o r  long- term 
care coverage wh ich  cou ld  conceivably be  o f fe red  i n  t h e  f u t u r e  on  a g r o u p  
basis and would be w i l l ing  t o  pay  premiums f o r  such coverage. 

3. While t h e  Bureau does not  recommend any changes i n  t h e  employer- 
employee cont r ibu t ion  ra t io  unless an evaluat ion o f  t h e  Health Fund operat ion 
is made, i f  t h e  Legis lature chooses t o  requ i re  ret i rees t o  cont r ibu te  t o  t h e  
premium cost o f  t h e  basic medical plan, t h e  Bureau recommends tha t  such a 
requirement app ly  on ly  t o  those who r e t i r e  a f te r  t h e  ef fect ive date o f  t h e  
amendment t o  t h e  law, no t  t o  c u r r e n t  ret i rees,  and tha t  career employees who 
r e t i r e  w i t h  25 years o r  more o r  serv ice be  p rov ided  w i t h  t h e  f r e e  health 
benef i t .  
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s t a t u s  as provided i n  s e c t x o n  
&-9G(b); 

(C) 3ake t b e  e l e c t i o n  t o  become a 
c l a s s  C membe: as provided i n  
p a r t  V i I ;  or 

t h e  rer i r a n t i s  a c r i v e  
membership. 

6 .  Hawai i ,  Zmpioyees' Re t i r emen t  Sys rea  of  r h r  
S r a t c  of  Hawaii, Reporr of  che k t u s r p n  the 
S i x r i r r h  Annui l  A c r u a r i i l  V b l u a r ~ o q  as of Jane 
30. 1985,  submi t t ed  by !lairm E.  Sega: h -~ 
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Appendix A 

=QUESTING A STUDY OF HEALTH FUND BENEFIT COSTS FOR RETIRED 
STATE AND COUNTY EMPLOYEES, ALTERNATE FUNDING SOURCES AND 
RECOMMENDATIONS. 

WHEREAS, the cost of State and County employer-sponsored 
retiree health care benefits has become prohibitive due to such 
factors as the increasing.ratio of retirees to active 
employees, inflationary health care cost increases, longer life 
expectancies, financial, legal and regulatory uncertainties; 
and 

WHEREAS, the increasing number of State and County 
retirees have consumed a greater share of public employer 
fringe benefits funds on a pro-rata basis than the amounts paid 
for active employees; and 

WHEREAS, one of every three enrollees in the Hawaii Public 
Employees Health Fund's medical plan is a retiree; and 

WEEREAS, Section 87-6,  Hawaii Revised Statutes, requires 
State and County public employers to pay for the entire health 
benefits plan premium costs of retirees; and 

WHEREAS, Section 87-27, Hawaii Revised Statutes, requires 
State and County public employers to reimburse eligible 
retirees and their spouses for their Medicare Part B medical 
insurance premiums that are withheld from their monthly Social 
Security checks; and 

WHEREAS, the expected number of State and County employees 
retiring in the next few years is predicted to be at least 
1,000 persons a year; and 

WHEREAS, the related public employers' cost to fund the 
current level of Health Fund benefits for retired State and 
County employees continues to increase unabated; and 



S.R. NO. A ~ E .  

WHEREAS, the future of developing new or improved Health 
Fund benefit plans for all employees and retirees is contingent 
upon sufficient public employer funding of health benefit plan 
premiums; now, therefore, 

BE IT RESOLVED by the Senate of the Fourteenth Legislature 
of the State of Hawaii, Regular Session of 1987, that the 
Legislative Reference Bureau conduct a study of Health Fund 
benefit costs for retired State and County employees, identify 
alternative funding sources and make recommendations on 
proposed legislation to continue a reasonable level of public 
employer funding of Health Fund benefit costs for all retired 
State and County employees in consultation with members 
representing the State of Hawaii, City and County of Honolulu, 
Hawaii County, Maui County, Kauai County, Hawaii Government 
Employees' Association, United Public Workers, University of 
Hawaii Professional Assembly, Hawaii State Teachers' 
Association, the State of Hawaii Organization of Police 
Officers, the Hawaii Fire Fighters' Association, the Hawaii 
Public Employees Health Fund, the Employees' Retirement System 
and the Coalition of State and County Retirees; and 

BE IT FURTHER RESOLVED that the Legislative Reference 
Bureau submit its recommendations to the Legislature twenty 
days prior to the convening of the Regular Session of 1988: and 

BE IT FURTHER RESOLVED that certified copies of this 
Resolution be transmitted to the Governor of the State of 
Hawaii, the Directors of Finance of the State of Hawaii, the 
County of Hawaii, the County of Maui, the County of Kauai and 
the City and County of Honolulu, the Executive Director of the 
Hawaii Government Employees' Association, Executive Director of 
the United Public Workers, Executive Director of the University 
of Hawaii Professional Assembly, Executive Director of the 
Hawaii State Teachers' Association, Executive Director of the 
State of Hawaii Organization of Police Officers, Executive 
Director of the Hawaii Fire Fighters' Association, the 
Administrator of the Hawaii Public Employees Health Fund, the 
Executive Secretary of the Employees' Retirement System, the 
Chairman of the Coalition of State and County Reti-ees and the 
Director of the Legislative Reference Bureau. 



Appendix B 

SUMMARY OF MEDICAL PLAN 
COVERAGES AND COSTS* 

HMSA'S COMMUNITY 
HMSA SERVICE KAISER HEALTH PROGRAM 
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A p p e n d i x  C 

STATE EMPLOYEE HEALTH BENEFIT PLANS - 7987 

1987 UPDATE OF MARTIN E. S W I L  C'OMPANY'S 
SURVEY OF STATE EMPLOYEE BERLTH BENEFIT PLANS 

T a b l e  1 - Plan  P a r t i c i p a n t s  a s  o f  J a n u a r y  1987 

T a b l e  2 - Monthly C o n t r i b u t i o n s  f o r  Employee Only 
Coverage: January  1986 and J a n u a r y  1987 

T a b l e  3 - Monthly C o n t r i b u t i o n s  f o r  Employee 
and Family Coverage: J a n u a r y  1986 
and J a n u a r y  1987 

T a b l e  4 - Monthly C o n t r i b u t i o n s  f o r  Retiree 
Only Coverage (Over 65 w i t h  Mehcare): 
J a n u a r y  1986 and Zanuary 1987 

MARTIN E SEGAL CO;MR4.VY 



PARTICIPAKPS I N  STATE FWPLDYEE RERLTH BENEFIT PLANS 
aS OF JANUARY 1987 

RLRBAMA .......... 
Aii iSRA ........... 
ARIZONA .......... 
ARKANSAS ......... 
CALIfORNIA LC] ... 

FLORIDA .......... 
GEORGIA .......... 
HAWAII ........... 
IDAHO ............ 
I L L I N O I S  ......... 
INDIANA .......... 
IOWA ............. 
WWSAS ........... 
KENTUCKY ......... 
LOUISIANA ........ 
M I N E  ............ 
W Y L A N D  ......... 
HASSACHUSETTS .... 
H I M I G A N  ......... 
MINhZSQTA ........ 
M I S S I S S I P P I  ...... 
HISSOUR1 ......... 
MONTANA .......... 
NEBRASKA ......... 
NEVADA ........... 
NEW HAMPSHIRE .... 
NEW JERSEY ICI ... 
NEW r n X I C 0  ....... 
NEW YORX [el ..... 
NGRTii CAROLINA ... 
NORTH DAKOTA ..... 
OHIO ............. 
O K ~ H A  ......... 
OREGON ........... . BUBB PIAN ..... 
PENNSYLVANIA ..... 
RfiCDE ISLAND ..... 
SOUTH CAROLINA ... 
SOUTH DAKOTA ..... 
TEN'IESSEE ........ 
TEXAS ............ 
UTAH ............. 
W W O N T  .......... 
V I R G I N I A  ......... 
WASHINGTON ....... 
WST VIRGINIA .... 
WISCONSIN ........ 
WYOMING .......... 

MPLOYEES 
COVERED BY 

PLAN [a1  

14. 000 
51. 000 

90. 900 
56.000 
50. 000 
43. 000 
30. 000 

LO. 000 
12. 000 
13. 500 
9. 000 

08. 400 

18.000 
239. 000 
200. 700 
12. 000 
50.500 

RETIREES 
COVERED BY 

PLAN I b !  

28.600 

18.800 
2.000 

41. 000 
0 over 65 

2.100 

6.200 
4. 500 

25. 500 
6.000 

15. 000 

38. 100 
20. 700 
7.500 
4. 000 
5. 100 

1.600 
0 

M P W Y E E S  
ENROLLED IS W O s  

PEPCEXT N3LLBZR 



Table 2 

MONTLiiY CONTRIBXIONS X) STATE MPZOYEE HEALTH BENEFIT PLANS 
JANS'ARY 1986 Ahm JANUARY 1987 

I l IPMYEE ONLY COVERAGE 

COST TO MPDJYn: 

1986 1987 .. 
0 0 

COST TO STATE 

1986 1987 .. 
105.00 125.00 

TOTAL COST 

1986 1987 .. 
105.00 125.00 

PERCEET OF TOTAL 
COST PAID aY STATE 

1986 1987 .. 
100.0% 130.0% 

STATE - 
AIABAm ......... 

ARIZONA ......... 
ARKANSAS ........ 

CALIFORNIA ...... 

c o m m  ........ 
CONNECTICUT ..... 

F M R I D A  ......... 
GEORGIA ......... 

HAWAII .......... 
IDARO ........... 
I L L I N O I S  ........ 
IhDIANa  ......... 
IOWA ............ 
W S A S  .......... 
KENTUCKY ........ 
LOL'ISIANA ....... 
HAINf ........... 
nARYL?,ND ........ 



Table 2 (Conr'd.) 

EXPWYEE ONLY COVERAGE fCDNZ"D.1  

COST l C  EHPXYEE 

1986 1987 -- 
0 0 

11.26 11.26 

COST TO STATE 

1986 1987 -- 
41.25 41.25 
44.47 44.47 

129.20 129.20 

67.96 78.01 

58.93 65.89 

45.86 49.63 
36.70 39.70 

67.66 77.86 
83.15 91.99 

63.82 63.82 

60.00 60.00 

68.95 68.95 

115.31 115.31 

72.46 90.68 
144.90 153.59 

57.81 56.15 
70.50 70.03 

77.97 96.71 

62.29 67.27 
62.29 67.27 

53.42 53.42 

46.82 46.82 

66.29 66.29 

74.25 74.25 

34.58 43.40 

71.16 78.36 

64.52 64.52 

79.93 79.95 

72.69 77.02 

100.00 100.00 

TOTAL COST 

1986 1987 -- 
41.25 41.25 
55.73 55.73 

PEaCENT OF TOTAL 
COST PAID BY STATE 

1986 1987 -- 
100.0% 100.0% 
79.8 79.8 

STATE - 
NEBmsK4 . . . . . . . . 

WAm .......... 
NEW -SHIRE . . . 
NEW J W E Y  ...... 
NEW HfXICO . . . . . . 

NEW YDRK ........ 

NORTH CAROLINA... 

NORTH DAKOTA .... 
OK10 ............ 
OKLAHOHR ........ 
OREGON .......... - BUBB PUW .... 
PENNSYLVANIA .... 

SOUTH CAROLINA... 

SOUTH DAKOTA .... 
TMNESSEE ....... 
TEXRS . . . . . . . . . . . 
UTAH ............ 
VERMONT ......... 
VIRGINIA . . . . . . . . 
WA5HINGIY)N . . . . . . 
WEST VIRGINIA ... 
WIsCONsIN [ e l . . . .  
WYOHI% ......... 



Table 3 

MONTHLY CONTRIBUTIONS TO STATE W L O Y E E  HEALTH BENTPIT P W S  
JANSmY 1986 AN3 J A W M Y  1987 

COST TO 5XPWYEE 

1986 1987 .. 
82.50 90.00 

COST TO STATE 

1986 1987 .. 
105.00 125.00 

TOTAL COST 

1986 1987 .. 
187.50 215.00 

PERCENT OF TOTAL 
COST PAID BY STATE 

1986 1987 .. 
56.0% 58.1% 

STATE . 
ALABAMA ......... 
ALASKA .......... 

ARIZONA ......... 
aRKANSAS ........ 

COLORADO ........ 
CONNECTICUT ..... 
DELAWARE ........ 

FLORIDA ......... 
GEORGIA ......... 

BAsiAII .......... 
I D M O  ........... 
ILLINOIS ........ 

INDIAm ......... 
IDWA ............ 
KANSAS .......... 
KENTUCKY ........ 
LOUISIANA ....... 
WAINE ........... 
nARfLAW ........ 

PIRSSACHUSCITS ... 
WICHXGAN ........ 
HSNNESOTA ....... 
~ISSISSIPPI ..... 
HISSOUR1 ........ 
MONTANA ......... 



Table 3 Icont'd.) 

PXPI1)YEZ AND PAIlILY COVERAGE (CONT'D.1 

PERCEXf OF TOTAL 
COST PAID BY STATE 

1986 1987 -- 
100.0% 100.0% 
79.9 79.9 

COST TO P(PMYEE 

1986 1987 -- 
0 0 

39.95 39.95 

COST X) STATE 

1986 1987 -- 
147.68 147.68 
159.23 159.23 

TOTAL COST 

1986 1987 -- 
147.68 147.68 
199.18 199.18 

STATE - 
NfBRASRA ........ 

NNAllA .......... 
NBI HAMPSHIRE ... 
Nm JERSEY ...... 

NORTH CAROLINA... 

NORTH DAKOTA .... 
OHIO ............ 
OKLAHOMA ........ 
OREGON .......... - B&B PLAN .... 
PENNSYLVANIA .... 

NiODE ISLAND .... 
SOUTH CAROLINA... 

SOUT3 DAKOTA .... 
TENNESSEE ....... 
TEXAS ........... 
UTAB ............ 
VERMONT ......... 
VIRGINIA ........ 
WASHINGTON ...... 
WEST VIRGINIA ... 
WISCONSIN fa1 ... 
WYWING ......... 

[a] Contribu:ions vary by beefit plm s*d by county. State pays lesser of 9s d rianctsrd pian 
1st. or rms or 1-st cost U10 ip ml~yte's c m t y .  Rater *-an in table are fm s tadard  
plan in Dam i w t y  ( e d i m n j .  



Table 4 

HCNTHLY CONTRIBUTIONS TC STATE EE.PLOYEE REALTH BENEFIT PLANS 
JRWAXY 1986 AI.3 JANUARY 1987 

STAm . 
aLABAnA ......... 
ALRSK?, .......... 
ARIZONA ......... 
MlKANSAS ........ 
C W F o m x A  ...... 

CONNECTICUT ..... 
DEUWARE ........ 

FXARIDA ......... 
GEORGIA ......... 

EAWAX I .......... 
IDAHO ........... 
ILLINOIS ........ 
INDIAEA ......... 
IDWL ............ 
KANSAS .......... 
LETVCKY ........ 
'LOUISiANA ....... 
MINE ........... 
myLAN3 ........ 

XASSAMUSETTS ... 
RICBIGM ........ 
MINNESOTA ....... 
H.SS1SSIPPI ..... 
HISSO~I ........ 

RETIREE O h m  COVERAGE (Over 65 vith iledicare) 

COST TO RETIFtEI 

1986 1987 .. 
34.35 0 

0 0 

67.68 73.84 

41.50 43.00 

0 0 
10.53 18.31 

0 0 
35.52 35.52 

25.59 22.93 

3.20 3.40 
21.36 22.72 

55.30 55.30 

13.60 13.60 
26.65 23.40 

0 0 

35.54 58.00 

0 0 

. . 
31.90 35.10 

36.59 43.16 

51.75 54.15 

20.62 20.62 

0 0 

7.90 9.35 
21.12 25.07 

6.65 6.20 

0 0 

51.28 51.28 

34.50 34.50 

33.75 32.25 
60.00 58.50 

61.00 61.00 

COST TC STATE 

1986 1987 .. 
22.35 60.00 

175.00 165.00 

TOTAL COST 

1986 1987 .. 
56.70 60.00 

175.00 165.00 

67.68 73.84 

41.50 43.00 

51.70 54.05 
95.53 106.31 

35.52 35.52 
35.52 35.52 

46.53 57.31 

34.38 36.56 
52.54 55.88 

55.30 55.30 

76.25 82.15 
89.30 91.95 

53.64 53.64 

41.22 58.00 

75.24 73.32 

. . 
31.90 35.10 

36.59 43.16 

51.75 54.15 

41.26 41.24 

37.12 36.00 

52.66 62.34 
65.88 78.06 

66.51 62.04 

75.57 75.57 

51.28 51.28 

34.50 34.50 

36.75 36.75 
63.00 63.00 

61.00 61.00 

PERCEWT Of TOT& 
COST PA13 BY STATE 

1986 1987 .. 
39.4% 100.0% 

100.0 100.0 

0 0 

0 0 



Table 4 ICont'd.1 

RETIREE ONLY CUVERAGE (COKT'D. ) 

STME - 
REBRASXA ........ 
NEVADA .......... 
NEW HAMPSHIRE ... 
NEW JERSEY lbl .. 
NEW HEXICO ...... 
NIW YORR i c l l d l  . 
NDRTB CAROLINA... 

NORTH DAKDTA .... 
OHIO ............ 
ORwonA ........ 
OREGON .......... - BUBB PLAN .... 
PENNSYLVANIA .... 

SOUTH CAROLINA... 

SOUTH DAKOTA .... 
TEr3NESSEE ....... 
TMAS ........... 
UTAa ............ 
VERnONT ......... 
VIRGINIA ........ 
EASHiNGTDN ...... 
WEST VIRGINIA ... 
WISCONSIN icllel. 

WYCWiNG ......... 

COST TO RfTIREE 

1986 1987 -- - - 
56.89 56.89 

0 0 

43.71 45.00 

46.50 52.69 

9.07 10.06 

0 0 

50.00 50.00 

0 0 

45.90 45.90 

36.03 40.21 
43.78 53.02 

0 0 
0 0 

41.37 41.37 

0 0 
0 7.58 

51.92 51.38 

33.96 31.89 

0 0 

54.50 60.00 

3.54 4.45 

37.16 39.96 

38.86 38.86 

23.97 23.97 

57.15 65.32 

44.12 54.12 

COST TO STATE 

1986 1987 -- - - 
34.81 34.81 

40.00 44.02 

0 0 

0 0 

81.59 90.57 

48.58 48.58 

0 0 

50.00 53.29 

0 0 

0 0 
0 0 

57.78 49.09 
68.93 60.24 

0 0 

54.04 67.27 
54.04 67.27 

0 0 

0 0 

66.29 66.29 

0 0 

14.17 17.78 

0 0 

0 0 

0 0 

0 0 

0 0 

TOTAL COST 

1986 1987 -- - - 
91.70 91.70 

40.00 44.02 

43.71 45.00 

46.50 52.69 

90.66 100.63 

48.58 48.58 

50.00 50.00 

50.00 53.29 

45.90 45.90 

36.03 40.21 
43.78 53.92 

57.78 49.09 
68.93 60.24 

41.37 41.37 

54.04 67.27 
54.04 74.85 

51.92 51.38 

33.96 31.89 

66.29 66.29 

54.50 60.00 

17.71 22.23 

37.16 39.96 

38.86 38.86 

23.97 23.97 

57.15 65.32 

44.12 54.12 

PERCEXT OF MTRt 
ZOST P h X  BY STATE 

1986 1987 -- - - 
38.08 38.0% 

100.0 100.0 

0 0 

0 0 

90.0 90.0 

100.0 100.0 

0 0 

100.0 100.0 

0 0 

0 0 
0 0 

100.0 100.0 
100.0 100.0 

0 0 

100.0 100.0 
100.0 89.9 

0 0 

0 0 

100.0 100.0 

0 0 

80.0 80.0 

0 0 

0 0 

0 0 

0 0 

0 0 

Source: Attachment to letter to Susan K. Claveria, 
Researcher, Legislative Reference Bureau, from John 
P. Mackin, Ph.D., Senior Vice-president, Martin E. 
Segal Company, dated August 11, 1987. 
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