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FOREWORD

This report was prepared in response to Senate Resolution No. 138,
$.D. 1, which was adopted during the Reqular Session of 1887. The report
examines the problem of the increasing cost to the state and county
governments of providing free heaith insurance to their retirees and the
funding options that could be considered by the Legisiature to continue such
benefit.

The data presented and the findings and conclusions reached in this
report could not have been achieved without the cooperation and assistance of
the parties named in the Senate Resolution in the furnishing of data and in
consenting to be interviewed by the Bureau staff. The Bureau extends
special thanks to Cenric Ho, Health Fund Administrator; Stanley Siu,
Executive Secretary of the Employees’ Retirement System; and Russell Okata,
Executive Director of the Hawaii Government Employees’ Association for their
assistance in reviewing the draft of this report.

SAMUEL B. K. CHANG
Director

December 1987
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Chapter 1

INTRODUCTION

Medical care cost-containment continues to be a major concern at both
the national and state levels as medical costs keep escalating and access to
care becomes prohibitive for the poor and the elderly with fixed incomes. To
obtain needed medical care, the poor rely on Medicaid, the federally
supported health care program for the poor which is administered by the
states while the elderly, those aged 65 and over, rely on the Medicare
program, the federally administered health care program for the elderly.
Continuing efforts by the federal government to reduce the federal deficit
have, in part, resulted in increased restrictions which make Medicaid
eligibility more difficult to achieve, and reduced reimbursement levels and
increases in the premium levels and deductibles which make Medicare less
affordable. For those who are not poor or elderly, relief from the high cost
of health care comes primarily from employer sponsored health care plans.
Often, emplovers also provide health insurance benefits to retirees which may
inciude the payment of the premiums for the Part B (medical services] portion
of Medicare, a supplemental plan, or both. The long-term cost of such health
plans, however, has eroded many employer bankrolls and, increasingly,
employers are becoming more cautious and less generous in doling out health
benefits.

Most other states, like Hawaii, offer health care benefits to their retired
government employees. Since many public sector retirement plans permit
employees to retire before age 65, this means that retirees in the pre-
Medicare group are able to obtain medical coverage through a group plan
prior to eligibility for Medicare at age 65, Typically, once the retiree
qualifies for Medicare, the public employer, if it has contributed to the
retirement health plan premium before the retiree was eligible for Medicare,
will contribute toward the Medicare premium.

Of growing concern in those states that contribute to retiree health
benefits is the uncertainty as to future cost implications. Due fto
breakthroughs in medical research, advanced medical technology, and a health
conscious lifestyle, Americans are living longer. The U.35. Census Bureau
estimates that the 85 and over population will increase by 22 per cent {from
28.6 million to 34.9 million) in the year 2000 but the 85 and over population is
expected to increase by 81 per cent (from 2.7 million to 4.9 million).! With
the average life expectancy for men in Hawaii at 75 years and 81.5 years for
women,* it is conceivable that a public employee in Hawaii who retires at age
55 after 30 years of service could tive ancther 25 vyears. Consequently, a
retiree’s health care cost to Hawali's public emplovers could become a
protracted financial commitment.

Current statistics reveal that the number of public sector retirees in
Hawaii has been increasing steadily by five to six per cent while the number
of active public sector employees has experienced only slight increases of
about one per cent each vyear.® The Hawaii Public Employees Health Fund
(hereinafter Health Fund) enrollments for the past five years have averaged
increases of about two per cent annually for active emplovees and nearly
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seven per cent for retirees.® The cost for health benefits for Hawaii's state
and county retirees have exceeded the amounts expended for active emplovees
not only because the public empioyers contribute only 60 per cent of the
premium cost for the active employeses while they contribute 100 per cent for
the retirees, but also because of the steady increase in the number of
retirees added to the Health Fund enrollment each vyear, and the longevity of
these retirees.

In recent years, the private sector has been distressed over the problem
of growing unfunded liabilities of retiree medical plans and saddled with suits
by retirees whenever benefits have been reduced or withdrawn. An expert
in the employee benefits field noted that the ballooning liabilities of retiree
medical plans and the financial stability of emplovers will soon become
apparent and retiree medical plan liabilities might then become a factor in
establishing c¢redit ratings for public and private employers just as pension
liabilities are used today.®

Senate Resolution No. 138, S.D. 1, was adopted by the Senate during
the 1987 Legisiative Session stating that ".. the future of developing new or
improved Health Fund plans for all employees and retirees is contingent upon
sufficient public employer funding of health benefit plan premiums,...” (See
Appendix A for the text of the Resolution.) The Board of Trustees of the
Health Fund (hereinafter Board) has been exploring the feasibility of offering
adult dental, prescription drugs, and vision coverages; however, due fo the
statutory requirement that retirees must receive the same benefits as the
active employees, the cost of providing expanded benefits coupled with the
increasing cost of retiree premiums, is a major inhibiting factor.

Senate Resolution No. 138 requested the Llegislative Reference Bureau
(hereinafter Bureau) to "...conduct a study of Health Fund benefit costs for
retired State and County employees, identify alternative funding sources and
make recommendations on proposed legisfation to continue a reasonable level of
public emplioyer funding of Health Fund benefit costs for all retired State and
County employees...." in the conduct of the study, the Bureau was directed
te consult 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, Mawaii 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. All of the aforementioned
organizations, except the Hawaii State Teachers Association which was
invoelved in contract negotiations, offered their insights to this study.

A similar resolution, House Resolution No. 436, H.D. 1, was adopted by
the House of Representatives. The House Resolution differed in that it
requested that the study be conducted by the Hawaii Pubiic Employees Health
Fund and that the Public Employees Management Association of Hawaii
{PEMAH) be consulted in addition to the other public employee organizations.
The Administrator of the Health Fund informed us that the Health Fund did
not have staff to conduct such a study; consequently, the Bureau proceeded
with the study as directed by Senate Resolution No. 138, H.D. 1, with the
exception that input from PEMAH was included.
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The Bureau's focus in this study was to obtain and compile pertinent
information regarding the cost of retiree health benefits in order to provide
direction for the Legislature in determining policy. The chapter on
alternative funding options merely provides a review of such options. The
Bureau is not eqguipped with expertise to determine whether or not the
present health fund system can be more efficiently operated and which
alternative funding options are most suitable for Hawaili from an actuarial
perspectiive.



Chapter 2

THE HAWAI PUBLIC EMPLOYEES HEALTH FUND

Legislative History of the Health Fund Law

The Hawali Public Employees Health Fund was created in 1961 by Act
146, Session Laws of Hawaii 1861, Act 146 established a government-
administered group medical and hospital care program for officers, employees,
retirees, and pensioners of the State and counties and their dependents.
The administration of the program was vested in a Board of Trustees of the
newly established trust fund which was authorized to negotiate for medical
and hospital care plans with coverage as determined by the Board.

The criginal version of the bill! included a provision requiring retirees
to pay their own premiums in full. That provision, however, was
subsequently deleted as the Legislature was "...of the opinion that retired
employees should be accorded fuil benefits of the program including the
government's contribution to the medical and hospital plan”.? Retirees were
required to coshare in the premium payment in the same manner required of
the active employees.

in 1965, the law was amended by Act 235 to provide free medical
benefits to retired employee-beneficiaries and their dependents "...since these
are the people who have great need for medical and dental services but who
are bound by rather inflexible retirement or pension payments. Provision of
fully paid benefits to those groups will aid in offsetting the continued rise in
the cost of living against the relatively static retirement or pension
payments”.? Act 235 also required that the monthly contribution to the
health plan of a retired member, or the retiree's beneficiary upon the
retiree’'s death, be paid from funds accumulated from rate credits,
reimbursements, interests, or from the state general fund as necessary.*

In the 1961 Act, the employer’s contribution rate was set at $3 for single
persons and %10 for employees with families representing approximately 30 per
cent of the plan cost. Hawaii's health care benefits for retirees preceded the
federal Medicare program which began in 1966, but the law provided for state
contribution to any federal medical care program for the aged if the benefits
under such health plan are not equivalent to, or better than, benefits of
health benefits plans under the Act. The law further provided that benefits
under any respective heaith benefits plan shall be equally available to all
members and their dependents selecting such plan regardless of age to
prevent possible discrimination regarding availability of benefits against older
persons.’®

In the establishment of the Health Fund, the Legislature made it clear
that the fund would be "...developed mainly from contributions by the state
and public officers, employees, retirees and pensioners...[and] used for the
sole purpose of providing such persons and their dependents with health
services...[and] that the board of trustees should have wide discretion to
determine the type of health benefits plan and the eligibility requirements of
participants.”®
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The 1961 law permitted the Board to contract for the following health
benefits:’

{a) a statewide indemnity bhenefit plan under which a carrier
agrees to pay certain sums of money not in excess of the actual expenses
incurred for health services;

(by a statewide service benefit plan under which payment is made
by a carrier under contracts with physicians, hospitals or other
providers of health services, or, under certain conditions, pavment is
made by a carrier to the employee;

(¢} comprehensive group-practice prepayment plans which offer
health benefits, in whole or in substantial part on a prepaid and
community rated bases, with professional services provided by physicians
practicing as a group in & common center or centers. Such a group shall
include physicians representing at least three major medical specialties
who receive all or a substantial part of their professional income from
the prepaid funds.

In 1965, the law was amended to permit the Board to negotiate for a plan
to offer dental benefits to those children of employee-beneficiaries who have
not attained the age of 19 through either an indemnity, statewide service
benefit plan, or a comprehensive group-practice prepayment plan.® The
dental benefit plan for dependents under 19 vears of age began in January,
1966, with Hawaii Dental Service as the carrier. In 1380, amendments to the
health fund law prescribed the details for the determination of dental plan
benefits and Act 95 changed the references to comprehensive group practices
to health maintenance organizations.® 1In 1985, the law was expanded to allow
benefits for prescription drugs and vision care through either a statewide
indemnity plan, a statewide service benefit plan, health maintenance
organization plans, or a combination thereof. '’

Administration of the Health Fund

Board of Trustees - The Health Fund is a trust fund consisting of
contributions, interest, income, dividends, refunds, rate credits, and other
returns, under the control of a board of trustees.!! The Board is composed
of nine members, three of whom are representatives from different
organizations representing public employees, three from different private
business organizations, a member of the clergy, a teacher, and the director
of finance.*? The trustess are appointed by the governor and, except for
the director of finance, the trustees serve for a term of four vyears.*?® The
trustees serve without compensation but are reimbursed from the fund for
necessary expenses.'® The Board's primary responsibility is to determine the
health benefits plan and o contract for the component health benefits offered
with appropriate health care carriers. The Board is also responsible for
establishing eligibility requirements for employees and operational policies for
the Heaith Fund and for the financial transactions of the trust fund.'®

To contract for the indemnity health care plan, the Board prepares
specifications of a health benefits plan, calls for sealed bids by interested



HEALTH CARE BENEFIT COSTS FOR RETIRED PUBLIC EMPLOYEES

carriers, and evaluates the bids. Prime consideration is given to the carrier
offering the lowest net cost and high quality of services.'® The other plans
submit cost data without sealed bids.'? Following the selection of the
carriers, the premium rates are communicated to the public employers and the
public employee unions for collective bargaining purposes. The HMSA health
plans are experience rated; consequently, the premium rates for retirees are
higher than that for active employees. The HMO plans, however, are
community rated, so the premiums for the retirees and active employees are
the same.!?®

Staff - The Health Fund staff consists of thirteen permanent positions,
two of which were approved by the Legislature during the 1887 session. The
staff, headed by the Health Fund Administrator, consists of a secretary, an
accountant who heads the accounting section, two account clerks, a health
fund assistant who heads the enroliment section, and seven clerks., The two
new clerk positions which are still in the process of being established will be
used to service retiree accounts.?® The duties of the Health Fund staff
include:?°®

(1} Training state and county personnel and fiscal officers to enroli
their respective employees and retirees in fringe benefit plans and
publicizing benefit plan information,

{2) Administering fringe benefit plans; reviewing eligibility
determinations; processing enrollment  applications; recording
cancellations and terminations; updating files; and responding to
inquiries about benefit plan coverage.

(3) Coliecting and reconciling employee payroll deductions and employer
contributions in accordance with statutes and collective bargaining
agreements; remitting premiums to insurance carriers.

{4} Authorizing the disbursement of Health Fund life insurance plan
proceeds to beneficiaries and Medicare Part B health insurance
premiums to eligible retirees and their spouses,

(5) Maintaining liaison with insurance carriers, legislative committees,
the Saocial Security Administration, unions, state and county
directors of finance and personnel, and the State Office of
Collective Bargaining.

(6} Administering enrollment and premium payment records for qualified
beneficiaries eligible under the federal Consolidated Omnibus Budget
Reconciliation Act of 1985, P.L. 99-272, which mandates a temporary
extension of health insurance benefits for certain persons.

{7} Processing enrcliment changes for state and county retirees
updating their records.

The Health Fund retains a benefits plan consultant on a contractual
basis, usually for three-vyvear periocds, and the Atterney General serves as the
legal advisor to the Board. The consultant advises the Board and staff on
program administration, provides comprehensive data on benefit trends,
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reviews the performance of benefit plans, prepares the Health Fund annual
experience report, and conducts special studies on benefit improvements as
directed by the Board.?! Special studies conducted in recent vears by the
consultant include one on cafeteria benefit plans and one on the comparison of
group benefit plans in Hawaii. The consultant is currently working on an
age trending report to assist the Board in making future projections on
retiree health fund costs.??

The departments or subdivisions of the public employers are designated
the "employing agencies” while the Employees’ Retirement System of the State
of Hawaii is designated as the "employing agency” for the state and county
retiree members. Employing agencies are reqguired to assist the Health Fund
by furnishing and transmitting information to the Health Fund on prescribed
forms and by distributing information to each employee-beneficiary on
approved Health Fund benefit plans, enrollment opportunities, status of
employee monthly contributions, and other related Health Fund matters.??
Most of the basic enrollment questions by Health Fund members are fielded by
the employing agencies while the Health Fund staff is inveolved primarily in
program administration, post auditing, and premium payment functions.

Administrative Costs - The administrative costs of the HMealth Fund are
funded by state general fund appropriations. Twenty per cent of such cost
is recovered from the counties. During the 1987-1988 fiscal biennium,
$563,057 and $573,828 were appropriated for the respective fiscal years.?*

Health Fund Pians

Carriers - Since the inception of the Health Fund, the Hawaii Medical
Services Association (hereinafter HMSA) and Kaiser have been carriers for
the medical plan. in 1981, Island Care, a federally qualified health

maintenance organization {hereinafter HM0), became the third carrier.?®

The HMSA provides a service benefit plan, a community health program
plan (CHP) which is an HMO plan, and a2 BCS plan. Under the service
benefit plan which is the most popular plan in the Health Fund, there is a
wider choice of providers since HMSA has contracted with the majority of the
physicians in the State. The plan will cover care provided by participating
providers who have agreed to charge no more than what HMSA determines to
be reasonable for a given service.?® The BCS plan is available to retirees
and their dependents residing on the mainland. Coverage under the BCS
plan is similar to the service benefit plan. The CHP plan is an individual
practice plan in which participants may enroll in any one of the 19 heaith
centers throughout Oahuy, Hawaii, Maui, and Kaual.

The Kaiser plan is a group practice HMO plan  which provides
comprehensive coverage. Employees obtain medical services from any of the
nine outpatient facilities availabie {seven on Oahu; two on Maui). Finally,
fstand Care is an individual practice association plan with one facility on Oahu
and one on Kauai.®? The HMSA-CHP, Kaiser, and Island Care plans are the
only three federally qualified HMO plans offered by the Heaith Fund.
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Benefits - The Health Fund provides medical coverage for hospital and
physicians services and dental coverage for children under 19 vears of age.
Under present law, coverage for retirees is the same as that for active
employees, whether or not they pay a portion of the premium. The only
major benefit changes for the 1987-1988 plan vyear were in the CHP plan where
cardiac rehabilitation is covered and the maximum copayment will increase from
$1,800 to 32,000 on January 1, 1988, and in the life insurance plan where
supplemental benefits of up to $2,700 have been provided with surplus funds
pursuant to the mandate under section 87-3, Hawaii Revised Statutes.?® {See
Appendix B for a summary of benefits offered by the different plans.)

Eligibility - State and county employees who are employed for at ieast
three months and who are employed in at least a 50 per cent full-time
equivalent position, retirees currently receiving a pension allowance from the
State or the former county retirement system, the surviving spouse and
dependent children under age 19 of an active emplovee who is killed in the
performance of duty or a deceased retired employee, and elective officers of
the state or county government are eligible for enroliment in the Health Fund.

in order to receive benefits, employees and retirees must file enroliment
applications through their employing agency. Employees are required to pay
their benefit plan contributions by payroll deductions, ??®

Premiums - The premium rates for the various health plans are set by
contracts between the Board and the carriers every fwo vyears. Premium
increases for fiscal vyear 1886-1987 ranged from zero per cent in the HMSA
plan to 10 per cent in the Island Care plan with no improvements in benefits,
Children’s dental premiums for plan year 1986-1987 remained unchanged due
to favorable group experience. Reimbursement of Medicare insurance
premiums increased by 15 per cent per eligible retiree on January 1, 1987, 3%°
From plan year 1986-87 to 1987-88 the HMSA premium rates increased by 14
per cent, Kaiser by twoe per cent, and lIsland Care by 10 per cent. The
current premium rates are displayed in Table 1.

Emplover-Employee Contributions - Under the public sector collective
bargaining law, ®! negotiations refating to the Health Fund are limited to the
amount to be contributed by the employers. The State, through the
Department of Budget and Finance, and the counties pay to the Health Fund
a monthly contribution as specified under chapter 89C, Hawaii Revised
Statutes, or in the applicable collective bargaining agreement.?? Currently,
the employer pays a flat contribution of $31.16 for the self only plans and
$95.80 for the family plan. The active employees pay the balance which
amounts to about 57 per cent for the Kaiser plan and 60 per cent for the
HMSA pian. For those retirees who retired after June 30, 1984 with less than
10 vears of service, the emplover contributions are $25.96 for the employee
only plan and $79.84 for the family plan.®?®

With the enactment of a 1973 law, the counties were required to pay all
monthly contributions to the Health Fund for their own retired employee-
beneficiaries and fo reimburse the fund for any contributions for wvoluntary
medical insurance coverage under federal Medicare for retired county



Table 1

MEDICAL PLAN MONTHLY PREMIUM RATES
FOR FY 1987-83

Total
Premium Employee/ % Difference
{Self Only Employer Retiree 1986-87 1986-87 to
Carrier Family) Contribution Contribution Premiums 1987-88
Kaiser
Active Employees $ 55.96 $ 31.16 $ 24.80 $ 55.00 2.00%
{Includes TEFRA) 167.88 95.80 72.08 165.00 2.00
Retirees
Regular 55.96 55.96 0.00 55.00 2.00
167 .88 167 .88 .00 155.00 2.00
Medicare 40 .72 £0.72 0.060 36.36 12.00
158.84 158.84 Q.00 141.80 12.00
Act 252 - Regular 55.96 25.96 30.00 55.00 2.00
167.88 759.84 28.04 165.00 2.00
Act 252 - Medicare 40,72 25.96 14.76 36.36 12.00
158. 84 79.84 79.00 141.80 12.00
HMSA
Active Employees $ 51.92 $ 31.16 $ 20.76 5 45.56 14.00%
159.68 95.80 63,88 140.08 14.00
Retirees
Regular 61.16 61.16 0.00 53.64 14.00
187.20 187.20 0.00 164.20 14.00
Medicare 57.92 57.92 0.00 53.64 §.00
177 .32 177.32 ¢.00 164.20 8.00
Act 2527 - Regular 6i.16 25.96 35.20 53.64 14.00
187.20 79.84 107.36 164.20 14.00
Act 252 - Medicare 57.92 25.96 31.96 53.64 8.00
177.32 79.84 97 .48 164.20 8.00
HMSA BCS - Retirees
Regular $ 61.16 $ 61.16 $ 0.00 5 53.64 14.00%
187.20 187.20 0.00 164 .20 14.00
Medicare 57.92 57.92 0.00 53.64 8.00
177.32 177.32 0.00 164.20 8.00
Act 252 - Kegularx 61.16 25.96 35.20 53.64 14.00



Total

Premium Employee/ % Difference
{Self Only Employer Retiree 1986-87 1986-87 to
Carrier Family) Contribution Contribution Premiums 1987-88
187.20 79.84 107 .36 164.20 i4.00
Act 252 - Medicare 57.92 25.96 31.96 53.64 &.00
177.32 79.84 97.48 164.20 5.00
HMSA-CHP
Active Employees $ 65.00 $ 31.16 $ 33.84 $ 63.36 3.00%
178.72 95.80 8§2.92 174 .20 3.00
Retirees
Regular 65.00 65.00 0.00 63.36 3.00
178.72 178.72 0.00 176.20 3.00
Medicare 47.40 4740 0.00 47 .86 -1.00
143.52 143.52 .00 143.20 - .02
Act 252 - Regular 65.00 25.96 39.04 63.36 3.060
178.72 79.84 98 .88 174 .20 3.00
Act 252 - Medicare 47 .40 25.96 21.44 47 .86 -1.00
143.52 79.84 63.68 143.20 - .02
Istand Care
Active Employees $ 57.80 5 31.16 S 26.64 $ 52.66 10.00%
177.50 95.80 81.60 161.68 10.00
Retirees
Regular 57.80 57.80 0.00 52.66 i0.00
177.40 177.40 0.00 161.68 106.00
Medicare 44 . 04 44,04 0.00 42.94 3.00
123.72 123.72 0.00 120.64 3.00
Act 252 - Regular 57.80 25.96 31.84% 52.66 10.00
177.40 79.84 87.56 161.68 10.00
Act 252 - Medicare 44 04 25.96 18.08 £2.94 3.00
123.72 79.84 43.88 120.64 3.00

Source: Compiled from information provided by the Hawaii Public Employees
Health Fund.

10
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employee-beneficiaries.®* Prior to this law, the State paid the monthly
medical contributions for all retired employee-beneficiaries, in 1972, an
opinion by the Attorney General ruled that counties were responsible not only
for contribution costs for active emplovees, but for retirees also.®®

The counties also pay monthly contributions for children’s dental benefits
and group life insurance benefits. The counties annually reimburse the
State, no later than December 30th of each fiscal year, for their pro rata
share of cost of administering the fund for the fiscal year.

Where an employee-beneficiary participates in the health benefits plan of
an employee organization, the Health Fund pays a monthly contribution toward
such plan eguivalent to the amount it contributes for its members.??® The
Health Fund also reimburses retiree members and eligible spouses for the
premiums they pay for Medicare Part B (physician and other medical services)
coverage.®’ Under Medicare, Part A (hospital) coverage is free to all eligible
persons 65 years of age. To obfain Part B coverage Medicare enrolless must
pay a monthly premium of $17.90.°% Reimbursement to retiree members of
this premium amount s in addition to the health plan the Health Fund
provides to Medicare eligibles.

The Health Fund collects both state and county employer and employee
contributions and, after processing and reconciling enrollments, remits these
moneys to insurance carriers and employee organization life insurance plans.
In the contracts with the carriers, the carrier and the Board agree on a
specified amount for the contract year and if the actual cost of the premiums
is less than the agreed upon amount, the carrier must return the surplus to
the Health Fund. [If the actual premiums are more than the coniract amount,
the carriers must absorb the loss.

Section 87-3, Hawaii Revised Statutes, requires that any rate credit or
reimbursement from any carrier or any earning or interest derived therefrom
be used in addition to the provision of a health benefits plan, to finance the
children’'s dental plan and the employee's portion of the monthly contribution
for retired employees. The Attorney General has ruled that rate credits and
other returns can only be used for purposes set forth in section 87-3, Hawaii
Revised Statutes,®® and that funds may not be used for services consisting
principally of retirement planning and assistance.®®

The rate credits for the current plan year have amounted to about $5
mittion. The credits derived from the medical plans have been applied to
keep the rates constant for the ensuing plan vyears, while the credits in the
life insurance account have been used to provide additional life insurance
benefits. **?



Chapter 3

FACTORS IMPACTING THE HEALTH FUND

There were 17,086 pensioners in the Employees’ Retirement System (ERS])
as of March 31, 1986.' As of June 30, 1987, the enrollment total for the
Health Fund medical pian was 53,844, of which 18,544 enroliments were
attributable to retirees. The employer's Heaith Fund contribution
requirements for retirees in the Health Fund for the 1986-87 fiscal year was
$27,335,491.64 while the requirements for active employees totalled
£23,551,146.38. The amount contributed for the 18,544 retirees enrolled in
the Health Fund constituted 34 per cent of the tfotal employer contributions
made to the Health Fund while the retirees comprised only about 36 per cent
of the total medical plans enrollment (see Table 2}.

The Growing Retiree Population

The free Health Fund benefits for retirees apply to any retiree, with at

least 10 years of service, who is a "...retired member of the employees
retirement system, the county pension system, or the pclice, firefighters, or
bandsmen pension system of the State or county...."? Under the

contributory plan, a member is eligible for service retirement if the member
has: (1} five years of service and attained the age of 55 years; {2) 25 years
of service; or (3) 10 years of service including service as a judge, elected
official, or the chief clerk or sergeant-at-arms of the legislature.’

An employee who leaves government service before age 35 with at least
five years of credited service and leaves the contributions in the retirement
system has vested benefit status., This means that upon reaching 55 years of
age, the employee would be eligible for a service retirement benefit.

in 1984, the Legislature enacted a law® creating a noncontributory plan
for class C members® within the retirement system wherein 10 years rather
than five vyears of service would be required to become a vested member.
Police officers, firefighters, judges, elected officials, and persons empioyed in
positions not covered by social  security are excluded from the
noncontributory plan and remain in the contributory plan.® To obtain full
retirement benefits, an employee must be 62 instead of 55 years old with at
least 25 years of service or the employee must have at least 30 vyears of
service and be at least 55 vyears old. Employees may retire early with
reduced benefits at age 55 if the employee has 20 or more vyears of service.
Former employees who terminated service with vested benefit status would be
eligible for a pension upon reaching the age of 85, Class C employees who
were members of the contributory system had a choice of remaining in the
contributory system or switching to the noncontributory system; however, all
class C employees entering service after June 30, 1984 would automatically
become members of the noncontributory system.

In an effort to contain the rising cost of Health Fund benefits for

retirees, the Legislature amended the Health Fund law to require that an
employee have 10 vears or more of service o become eligible for the free

12
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HEALTH CARE BENEFIT COSTS FOR RETIRED PUBLIC EMPLOYEES

retiree health benefit.” Employees with less than 10 years of service who
retired after June 30, 1584, must pay a monthly contribution as established
by statute.® Current contributions by such retirees amount to about 43 per
cent for retirees under the HMSA plan and 45 per cent for retirees under
Medicare (see Table 1 in Chapter 2 for the wvarious contribution amounts).
As of February 28, 1987, there were oniy 200 retirees with less than 10 years
of service of which only 80 were enrclled in the Health Fund plan {see Table
3).

During the past two fiscal years, the number of new retirees by age
groups showed an increasing number of employees retiring at an earlier age
{see Table 4). However, this trend of early retirement may not continue for
long since the retirement age under the noncontributory plan is higher and,
for social security purposes, will become higher beginning in the year 2000.°
As of March 31, 1986, four per cent of the total empioyees in active service
were 55 years or older with iess than 10 years of service. The percentage is
increased to 10 per cent if employees with less than 25 years of service are
included in the count (see Table 5). The Health Fund's projected enrcliment
and monthly medical premium costs for fiscal years 1986-1987, 1987-1988, and
1988-1589 are reflected in Table 6.

Retiree Pensions

Of the 14,725 service pensions (this number excludes disability
retirements) in force as of March 31, 1986, only 7,934 or 34 per cent were
for retirees with 25 or more vyears of service and 10 per cent for retirees
with less than 10 vyears of service (see Table 7). The average monthly
pension for the entire group of retirees was $541; however, the average
monthly pension for those retiring with 25 or more vears of service is a lot
higher, ranging from $654 to $831. Typically, the lower average monthly
pensions occur in the groups with less years of service and in the ordinary
and accidental disability retirement groups. in the service retirement
category, the average monthly pension is $566.78, the lowest average is in
the general employees-women group and the highest is in the police, fire, and
corrections group (see Table 8). A chart of the pensioners by monthly
pension amounts is provided in Table 9 to illustrate the large number of lower
pensions. Similar data for 1986 were not available so the 1985 data have been
used in this instance. Of the 16,162 pensions in force on March 31, 1985,
53.37 per cent were below $500 while the average monthly pension in 1980 was
$521. The pensions of the most recent retirees, of course, reveal a higher
average of $882 (see Table 10}.

With the implementation of the noncontributory system, the average
pension in the future when those in the noncontributory plan retire will be
iower than they would have been under the contributory system since these
pensioners will be receiving amounts based on one and one-fourth rather than
two per cent of the average final compensation.’® Moreover, under the
noncontributory plan, an employee under 35 years of age is not eligible for
service retirement and fo be eligible for an early retirement allowance, the
employee must have at least 20 vyears of service and be at least 55 vyears
old.** As of March 31, 1986, 45 per cent of the total employees in active
service were receiving salaries below 320,000 annually, so it is likely that
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Table 3

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

Medical Dental Life

Plans Plans Insurance
Self Family Dependents Dependents Plans
State 34 14 14 12 167
City & County of Honolulu 5 5 7 6 24
Hawaii County - - - - 3
Maui County 1 - - - 3
Kauai County - 1 1 - 1
Board of Water Supply - - - 2 2
40 20 22 20 200

Source: Information compiled by the Hawaii Public

15
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Table 4

RETIREES BY AGE GROUPS

Under Age 55 Age 60 Age 65 All
age 55 to 58 to 64 and over ages
General Employees 14 312 336 149 811
Teachers 10 177 78 30 295
Police, Fire and
Corrections b 22 3 2 71
Total service retirees
{1985-86) 68 511 417 181 1,177
Percentage of new
service retirees,
by age groups:
1981-82 1.4% 16.7% 73.8% 8.1% 100%
1982-83 1.8 20.4 69.8 8.0 160
1983-84 2.5 2001 69.6 7.8 100
1984-85 5.2 43.3 36.9 14.6 100
1985-86 5.8 43.4 35.4 15.4 100

Source: Employees' Retirement System of the State of Hawaii,
Report of the Actuary on the Sixty-first Annmal
Actuarial Evaluation as of June 30, 1986, submitted
by Martin E. Segal & Company, Inc., Janunary 1987, p.
7.
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Table 5

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

AlL EMPLOYEES

Age Years of Service
Jotal g - 4 5 =9 10 - 14 15 - 19 20.=. .24 25 ~ 29 30 - 34 sgvgid Unknown

Total ,.... 46,106 11,870 8,418 6,989 §,900u 4,502 3,089 1,070 286 980
Under 20 ....... 25 13 - - - ~ - - - 12
20 -~ 24 ..., 875 843 KR - - - - - - 1
25 =29 ... .. o 3,607 2,725 839 U3 e - - - - -
36 - 34 L., 6,263 2,732 2,399 1,099 53 ~ - - - -
3% < 39 ..o \ 8,107 2,048 1,733 2,392 1,898 33 - - - 3
o = Wi ..., 7,842 1,412 1,123 1,173 2,941 1,163 27 - - 3
B = L9 ..., . 6,121 760 790 732 1,370 1,543 917 9 - -
50 = 54 ..., . 5,667 542 631 638 1,039 915 1,354 S5uh2 5 -
83 - B9 ..., . 4,038 W3y 476 521 901 529 583 H3y 159 1
B0 = 64 ..., 1,918 288 302 259 Ghl as59 191 76 99 -
6% and over ..., 39 70 79 73 82 40 17 8 22 -
UNKAOWN <\ v\t , 1,252 23 13 59 176 20 - 1 - 960

Source: Empioyees’ Retirement System of the State of Hawaii, Report of the Actuary on the Sixty-first Annual
Actyariel Valuation as of June 30, 1986, submitted by Martin E. Segal & Company, (nc., January 1587,
p. 11,




Table 6
PROJECTED ENROLLMENT AND MEDICAL PREMIUM PAYMENTS FOR RETIREES

1986-87 through 1988-8% Plan Years

% Change % Change
Plan Estimated from from Estimated Monthly
Year Average Number Previocus Year 1985-86 Premium Payments
1986-87 18,766 5.50% 5.50% $2,024,826
1987-88 19,743 5.21% 10.99% 52,376,669
1988-89 20,719 4.94% 16.48% $2,951,907

Source: Hawaii Public Employees Health Fund Annual Experience Report
1985-86 Plan Year, prepared by Benefit Plan Consultants
(Hawaii), Inc., December 1986, p. 16.
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SERVICE PENSIONS IN FORCE ON MARCH 31, 1986

Table 7

OF SERVICE, EMPLOYEE GROUP, AND AVERAGE MONTHLY AMOUNT

Police, Fire
iotal General Emnloyees Jeachers & Correctlions
Average Average Average Average
Number pension Number pension Number pension Number pension
14,72% §541 10,215 5479 3,613 $610 897 § 9717
1,523 120 1,230 117 287 133 6 95
1,830 205 1,484 191 33% 261 i1 327
1,625 i2s 1,279 306 337 409 9 283
1,813 50 1,390 418 383 560 40 529
2,790 654 1,712 546 588 757 430 356
2,884 831 1,778 76% 764 875 L2 1,074
2,260 818 1,282 909 919 667 59 1,191

Empioyees' Retirement System of the State of Hawail, Report of the Actuary on the

16,
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Table 8

PENSIONS IN FORCE ON MARCH 31, 1986
BY EMPLOYEE GRQUP, TYPE, AND AVERAGE MONTHLY AMOUNT

Average

Employee Group Number pension

All Employees ..................... 17,026 § 551.61

SERVICE

Total ............. [ 15,938 § 566.78
General Employees - men ........... 6,567 524 .84
General Employees - women ......... 4,533 462.88
Teachers - men ..............c.c.... 1,137 785.31%
Teachers ~ women ..........cvcneonnn 2,733 590.34
Police, Fire and Corrections ...... 968 1,014.63

ORDINARY DISABILITY

Total ... e 588 $  300.34
General Employees - men ........... 262 312.59
General Employees - women ......... 180 250.00
Teachers - men ... .. .. ... ........ 22 506,32
Teachers - women ..........coceunn. 91 303.39
Police, Fire and Corrections ...... 33 332.02

ACCIDENTAL DISABILITY

Total ... e 445 $ 367.96
General Employees - men ........... 223 339.14
General Employees - women ......... 84 297.81
Teachers - men ...............¢c.... 1 1,162.70
Teachers - women ............-..... 2 616.68
Police, Fire and Correctioms ...... 135 449 .65
OTHER
Total ... e 55 $ 328.69
General Employees - men ........... 42 279.68
General Employees -~ women ......... 4 291.57
Teachers - men ..........c.ccuvivon. 4 697.96
Teachers - women .................. 2 520.42
Police, Fire and Corrections ...... 3 444,21

Source: Employees’ Retirement System of the State of Hawaii,
Report of the Actuary on the Sixty-first Annual Actuarial
Valuation as of Jupne 30, 1986, submitted by Martin E.

Segal & Company, Inc., Janvary 1987, p. 15.
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Table 9

PENSIONS IN FORCE ON MARCH 31, 1985
BY MONTHLY AMOUNT

General Police Officers Per Cent
Monthly Pension Employees  Teachers Fire Fighters Total of Total
Less than $100 1,317 367 10 1,694 10.49
$ 100-§ 199 2,005 381 45 2,431 15.05
200- 299 1,628 357 72 2,057 12.73
300~ 399 1,267 422 57 1,746 10.81
400- 499 1,030 418 52 1,500 3.29
500- 599 831 315 66 1,212 7.50
600~ 699 688 243 58 989 6.12
700- 799 571 223 34 888 5.50
800- 899 508 i63 100 771 4.77
500~ 999 403 168 102 673 4.17
1,600~ 1,099 298 169 97 564 3.49
1,100~ 1,199 230 167 69 466 2.89
1,200~ 1,299 157 107 59 323 2.00
1,300~ 1,399 - 89 100 41 230 1.43
1,400~ 1,499 77 59 37 173 1.07
1,500- 1,599 53 50 25 128 .80
1,600~ 1,699 42 26 12 80 .50
1,700- 1,799 30 9 15 54 .34
1,800- 1,899 25 18 10 53 -33
1,900~ 1,999 19 9 10 38 .24
2,000~ 2,099 15 6 7 28 .18
2,100~ 2,199 10 3 2 15 .10
2,200- 2,299 8 3 2 13 .08
2,306~ 2,399 6 2 0 8 .05
2,400~ 2,499 23 1 4 28 .18
11,330 3,786 1,046 16,162 100.11

Source: Information compiled from Tables 19-4&, 19-B, 19-C, 19-DB,
and 19-E, Employees' Retirement System of the State of
Hawaii, Report of the Actuary on the Sixtieth Annual
Actuarial Valuation as of June 30, 1985, submitted by
Martin E. Segal & Company, Inc., May 1986.
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Table 10

PENSIONS AWARDED DURING YEAR ENDED MARCH 31, 1986
AND STILL IN FORCE AT END OF YEAR
BY EMPLOYEE GROUP. TYPE. AND AVERAGE MONTHLY AMOUNT

Average

Employee Group Number pension

All Emplovees .............iiunuennn. 1,208 $ B8B8Z.46

'SERVICE

Total .. ... . . .. .. 1,177 S 892.05
General Employees - men ............. 440 772.27
General Employees « women ........... 371 691.99
Teachers - men . .........ereveen... 111 1,214.73
Teachers - women ........ e 184 1,153.19
Police, Fire and Corrections ........ 71 1,498.50

ORDINARY DISABILITY

Total ... . e 27 5 339.37
General Employees -~ men ............. B 225.63
General Employees - women ........... 6 219.67
Teachers -~ men ...................... 1 865.00
Teachers - WOmen .................... 5 515.62
Police, Fire and Corrections ........ 2 360.00

ACCIDENTAL DISABILITY

Total ... . . i 9 $§ 955.19

General Employees - men ..... e 3 1,015.89
General Employees - women ........... 5 853.60
Police, Fire and Corrections ........ 1 1,281.00

Source: Employees’ Retirement System of the State of Hawaii,
Report of the Actuary on the Sixty-first Annual
Actuarjal Valuation as of June 30, 1986, submitted
by Martin E. Segal & Company, Inc., Januarvy 1987, p.
14,

e
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FACTORS IMPACTING THE HEALTH FUND

there will still be a large number of pensioners in the future at the lower end
of the pension scale ({see Table 11}, Although employees in the
noncontributory plan have been encouraged to enroll in the State's deferred
compensation plan or to establish other individual retirement plans, it is
impossible to predict the adequacy of the incomes of future retirees. It can
be assumed, however, that the free medical benefit wili still be important to
the noncontributory members.

The Rising Cost of Medical insurance

From 1950 to 18985, the cost of health care in the United States has

increased at an average annual rate of 10.4 per cent. In every year during
that period, except 1972, 1978, and 1984, the inflation rate in national
spending for health care outpaced that of the rest of the economy. From

1950 to 1985 the share of the gross national product devoted to health care
more than doubled and such shifting implies that other goods and services,
i.e., housing, food, national defense, were consuming a decreasing portion of
the gross national product.*?

Health insurers reported that claim costs for 18987 were much higher than
anticipated and that the recent increases are reminiscent of the early 1980s

when annual rate jumps of 30 per cent to 40 per cent were common. In
explaining the reasons for this unsettling escalation, experts in the field have
noted that: (1} cost containment efforts have proven less effective than

expected; (2) retiree health benefit costs are growing; (3) there has been an
increase in acquired immune deficiency syndrome cases and substance-abuse
claims; and (4) the growth of alternatives to indemnity plans, e.g., health
maintenance organizations (HMOs) and preferred provider organizations, are
causing more rate increases in the indemnity plans since hospitals and
physicians are shifting costs to the fee-for-service patients to offset
discounts given to HMOs and other group plans and because the HMOs attract
vounger, healthier participants, a higher percentage of older, higher risk
participants are left in indemnity plans, '3

Longevity of Retirees

The life expectancy rate as projected by the Group Annuity Mortality
Tables has been increasing steadily. In 1983 a 55-year-old male could have
expected to live to age 79 and a 55-year-old female to age 84 whereas in 1950
the expectancies were to ages 71 and 80, respectively.® It can be assumed
that the life expectancies for 55-year-olds in 1987 is higher than that
projected for 1983 and that life expectancies in ensuing vyears will increase.
Based on actual retirement patterns during the 1980-84 period, the ERS has
assumed that the retirement ages for the contributory plan members is 80 for
general employees and teachers and 54 (or completion of 25 years of service,
if later) for police, fire, and corrections officers while the assumed retirement
age for noncontributory plan members is 64.'° According to the Health
Fund's life insurance age report prepared as of April 30, 1987, there were
1,467 retirees who were 80 years of age or older. These statistics mean that
Hawaii's public employers couid expect to be liable for the payment of retiree
health insurance premiums for about 20 to 25 years for the average retiree.
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Table 11

EMPLOYEES IN ACTIVE SERVICE AS OF MARCH 31, 1986
BY ANNUAL SALARY AND BY PLAN

ALL EMPLOYEES

Contributory Noncontributory
Salary Total 1 Plan Plan

Total ..... e 46,106 25,742 24,364

Less than §10,000...... 1,728 508 820
$15,000 - 14,999 ..... 7,111 3,568 3,543
5,000 - 19,999 ..... 11,922 5,626 6,296
20,000 - 24,999 ... .. &.,779 4,889 3,890
25,0060 - 29,999 ..... 7,641 4,590 3,051
30,000 - 34,999 ... .. 5,422 4,034 1,388
35,000 - 39,999 ..... 1,600 1,004 596
40,000 - 44,999 ..., 827 527 306
45,000 - 49,999 .. ... 506G 277 223
56,000 - 54,999 ..., 260 161 39
55,000 - 59,389 ,.... 129 64 65
60,000 -~ 64,999 ..., 81 41 40
5,000 - 69,999 ..... 26 13 13
70,000 and over . ... .. 80 40 40

Valuation as of June 30, 1986, submitted by Martin K.

Segal & Company, January 1987, p.10.




FACTORS IMPACTING THE HEALTH FUND

Federal Health Care Progams

in the United States Congress, the most recent version of the Medicare
Catastrophic Loss Prevention Bill, S. 1127 as of this writing, which passed
the Senate in October, 1987, would provide benefits for acute catastrophic
itlness costs bevond %1,800 and cover outpatient prescription drug expenses
beyond a $600 deductible. The expanded Medicare benefits would be financed
by a $4.00 increase in 1988 in the monthly Part B premium and a supplemental
income-related premium to be collected on  the tax returns of the
approximately 36 per cent of senior c¢itizens with incomes high enough 1o
require them to pay taxes. In 1988, the supplemental premium amount would
be $12.20 per enroilee for each 3150 of taxes paid, up to 3800 per enrollee.
The cap on the supplemental premium rises to $1,000 in 1982.'% Any added
costs to Medicare Part B would mean increased costs to the state and county
governments since the Health Fund reimburses retirees for the Medicare Part
B premiums paid.

Litigation in Retiree Benefits

In the private sector where the escalating costs of retiree health benefits
have caused many employers to reduce or terminate such benefits, there has
been a flurry of suits on behalf of retirees claiming that their benefits shouid
be viewed as earned compensation for their years of service or that benefits
cannoct be altered without their consent. The extent to which an employer
may modify or terminate welfare benefits for retirees is a matter still
unsettled in the courts where the key issue lies in determining the nature of
the retiree's right to health benefits. A recent analysis of major court
decisions noted that there is a clear trend in finding that retirees are vested
in their welfare benefits as fuilly as in their pension benefits.®’

in the public sector, where health benefits for retirees are usually
statutorily rather than contractually established and where no state has had
to take drastic action by modifying or reducing the benefits of existing
retirees, there is much uncertainty as to how the private sector court
decisions will impact on the public sector. A board of education case in New
York, however, suggests that the private sector trend may not apply to the
public sector. Although New York requires state retirees who retired after
January 1, 1983 to contribute 10 per cent of the premium cost while
maintaining the free coverage for those retirees who retired prior to
January 1, 1983,'% for employees of other employers, such as counties or
boards of education, participation in the health plan is different. The law
requires that participating emplovers pay not less than 50 per cent of the
premiums for its employees and refirees and not less than 35 per cent for
their dependents and allows them to pay a higher or lower rate than that paid
by the state for its emplovees and retirees,

Effective July 1883, the Board of Education of Sewanhaka Central school
District reduced the district’'s contribution from 100 per cent to 50 per cent
for retirees and from 50 per cent to 35 per cent for their dependents. In a
suit brought by an employed teacher eligible for retirement and two retired
teachers challenging the Board's action, the Supreme Court, Special Term,
Albany County, granted relief to the teachers; but on appeal, the Supreme



HEALTH CARE BENEFIT COSTS FOR RETIRED PUBLIC EMPLOYEES

Court Appellate Division held that the contributions by the Board of
Education were not constitutionally protected pension benefits as  the
employer's portion was paid directiy to the insurer by the school board and
no part of that amount was from the retirement system. The Appellate
Division found, among other things, that since the reduction of the
contributions were within the minimum levels expressly provided for by
statute, there was no breach of any contractual obligation by the school
district.'® Subsequently, the Appeals Court affirmed the holding of the
Appeliate Division noting that the employer's contribution to the health
insurance premium is a benefit resulting from being employed by the State or
participating employer and not from being a member of the retirement
system.?®
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Chapter 4

OTHER HEALTH FUND PROGRAMS

5tate Health Funds

The Bureau conducted a survey of the 50 states regarding their health
fund operations, but only 30 states responded and not all responses were
complete. Accordingly, the Bureau relied heavily on the state survey data
compiled by Martin E. Segal, Inc., to provide this overview of state health
funds (see Appendix €, Tables 1 to 4). The only shortcoming of the Segal
survey is that it did not include information as to the coverage of retirees
below age 65. From the information received in the Bureau survey responses
and information compiled by the American Federation of State, County and
Municipal Empioyees, AFL-CIO,!' it appears that most of the states that offer
retiree heaith benefits to 6h-year-olds, provide benefits to younger retirees
since the retirement age for many government retirement systems is vounger
than 65.

Only one state, Nebraska, does not provide for some type of retiree
health benefit program. The Segal survey reported that Indiana does not
provide for retiree coverage for retirees 65 and older who are eligible for
Medicare; however, Indiana, which began its retiree health plan in 1883, does
provide coverage for retirees who are ineiigibie for Medicare and who have at
least 20 vears of credited service.? According to the Segal survey, as of
January, 1587, there were a total of 32 states that paid 100 per cent of the
premiums for the active employees self-only coverage (see Appendix C, Table
2y, Of the 32 states, only 12 states also pay 100 per cent for the family
coverage of active employees {see Appendix C, Table 3j.

A total of 14 states, including Hawaii, pay 100 per cent of the premiums
for retirees who are 65 years of age or older and who have Medicare coverage

{see Table 12}. Of  this number, only four states {Hawali, Colorado,
Michigan, and Ohio) do not contribute 100 per cent to the premiums of their
active employees. Ten of the 14 states {Alabama, Alaska, California, lllinois,

Maine, New Hampshire, North Carolina, Pennsvivania, Scouth Carolina, and
Texas) pay 100 per cent of the premium cost for employee-only coverage for
active employees and only four of these states [(Alaska, California, New
Hampshire, and Pennsyivania) pay 100 per cent for active employees family
plan coverage.

New Jersey's response to the Bureau's survev indicated that retirees
with 25 or more vyears of service or who are on disability retirement receive
paid hospitalization coverage, although the state does not contribute to the
oremiums for other medical coverage. in January, 1988, Delaware will bagin
paving 100 per cent for its retirees.’ New York pays the total cost for
empioyees retired before 1983, but pays 80 per cent of the premiums for
those who retire in 1983 and later, To make the retiree contribution less
burdensome, New York permits the payment of premiums through a retiree's
accumulated sick leave credits.®
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OTHER HEALTH FUND PROGRAMS

Although not reflected in the Segal survey, Florida recently enacted a
faw which requires the state to contribute 81 to a retiree’s health care plan
for each vear of service the retiree served as an active employee, e.g., an
employee with 25 years of services upon retirement would receive a $25
contribution toward the health fund premium.?

Alabama contributed only 39.4 per cent of the retiree's premium for the
self-ronly plan in 1986; but in 1887 the state contributed 100 per cent.
Connecticut, Georgia, and Missouri increased the employer's contribution in
1987 while ldaho ceased the small contribution made in 1986 {see Appendix (C,
Table 4). Alabama, Missouri, and Nevada require that the retiree must have
been actively enrolled in the health plan as an active employee to qualify for
retiree health benefits.

in another survey involving 336 public sector employers (primarily
counties, school boards, and cities) that was conducted by William M. Mearcer-
Meidinger, Inc., in cooperation with the Public Risk and Insurance
Management Association, it was found that 73 per cent of the respondents
provided medical benefits for retired empioyees. Of that number, 46 per cent
provided supplements to Medicare and 45 per cent provided benefits identical
to active employees. Only 24 per cent of the respondents paid the entire
cost of the medical benefits for retirees. Sixty-eight per cent provided
coverage for the retiree's dependents, but only 14 per cent absorbed the
entire cost of dependent coverage. Finally, 78 per cent of the respondents
indicated that they were planning to pass on future cost increases to the
retirees.®

Cost-containment Efforts

Responding to the rising costs of heaith care, most states initiated cost-
containment strategies in their health benefits plans. A popular strategy was
the switching of the health benefits plan from a fully insured to a self-
insured or self-funded plan. The states that went this route found that the
savings realized were substantial and that more money for the health fund
could be generated through interest earnings on the amounts remaining in the
fund. Other common cost-containment sirategies included the requirement of,
or fiscal incentives to encourage, second opinions for certain surgical
procedures; precertification of admissions to hospitals; and preadmission
testing.” Many states also reported an increasing number of health fund
enrollees opting for health maintenance organization (HMO)} plans which are

generally cheaper. fn Jdanuary, 1987, 74 per cent of the health fund
participants in Wisconsin were enrolied in HMOs while indiana has 64 per cent
and California has 61 per cent. Hawaii's HMO enroliments, which have

increased over recent years, are about 28 per cent (see Appendix C, Table

1}.

The Martin E. Segal Company surveys of state health plans for 1386 and
1987 found that the increase in state health plan costs was 5.3 per cent from
January 1986 to January 1987 and 3.5 per cent from January 1985 to January
1956 while the increases in the medical component of the Consumer Price
Index for the same 12-month periods were 7.5 per cent and 6.9 per cent,
respectively. {As was noted in chapter 2, Hawaii's HMSA indemnity plan



HEALTH CARE BENEFIT COSTS FOR RETIRED PUBLIC EMPLOYEES

rates increased 10 per cent from FY 1885-1986 to 1986-1987.) The continuing
commitment of the states to heaith care cost management initiatives was cited
as the key factor for holding down state health fund costs.®

Federal Government

The Health Fund's consultant made a comparison of the Health Fund's
HMSA plans with those of the federal government, a service industry Taft-
Hartley multi-employer and two construction industry Taft-Hartley multi-
employers.® The consultant’'s report revealed that the federal government's
basic medica! plan was similar to the Health Fund's in many respects;
however, federal employees and retirees also receive vision and drug
coverage, an adult dental plan, and coverage for one health appraisal every
two vyears. Federal retirees pay the same premiums as the active federal
employees, $18.77 for the individual plan and $69.68 for the family plan,
which are approximately 25 per cent and 35 per cent of the total premium
rates of $75.10 and 3$199.01, respectively.

Private Sector Health Funds

The three private sector labor union health plans reviewed by the Health
Fund's consultant were Taft-Hartley muiti-employer plans established with a
board of trustees representing management and labor. Benefits in those
plans are provided through a trust fund to the extent income and assets are
available. The trust fund derives its income through employer contributions
determined by collective bargaining agreement and through interest earnings.
The consultant found that the benefits were generally liberal and while one
organization offered free benefits to both active employees and retirees, the
other two organizations required a flat $50 monthly contribution from retirees
while the active employees received free benefits.?®

The Hawaii Employers Council conducted a survey in 1982 of employee
benefit plans of companies in Hawaii.** All of the 143 companies in the
sample provided health care plans for their employees. Almost all  the
companies covered employees and their dependents; 60 per cent paid 100 per
cent for employee-only coverage (eight per cent paid between 80 to 100 per
cent); 37.5 per cent paid 100 per cent for employee and family coverage.
Retirees under age 65 were covered by 38.3 per cent of the companies while
49 .6 per cent did not provide any coverage and 9.2 per cent allowed retirees
to continue in the heaith plan if they paid the premium. For retirees &5
years of age or older, 35.4 per cent of the companies permitted continued
coverage under the health plan, of which five per cent required the retiree
to pay for such coverage, and 55.8 per cent of the companies terminated
coverage. A 1987 update of this survey was conducted by the Hawail
Employers Council, but at the time of this writing, the results were not vyet
published.



Chapter 5

IDENTIFICATION OF ALTERNATIVE FUNDING OPTIONS

The Resolution calling for this study directed that the Bureau identify
alternative funding sources for Health Fund retiree benefit costs, but the
Resclution failed to elaborate on the definition of "funding source”. In the
Bureau's opinion, there are only two "sources” of funding...the employers
and the employees/retirees. If the phrase identification of alternative funding
sources is interpreted literally, the only alternatives would be methods
requiring contributions from the active employees and/or retirees. Cost-
shifting to the employees and retirees through such methods as the
requirement of deductibles and/or co-sharing of premium costs, is viewed by
employers as unaveidable since employer resources are not uniimited.
Employers have argued that employees must share in the cost of health
benefits if they are to be more responsible in their use of health care
services. New York's Executive Deputy Director of the Governor's Office of
Employee Relations has said that "...unless employees have some investment
in the program, they don't pay attention to what it costs.”* On the other
hand, it has been argued that "It is a myth that workers don't care about
the cost of their health benefits because they don't have to pay for them.
Workers know they have to pay for benefits by giving up wages."”?

The Bureau's research revealed that it is also possible to offset the
increasing costs of retiree heaith benefits by making administrative changes to
the funding mechanism rather than changing the contribution ratios. With the
intent of presenting a more meaningful report, the phrase Talternative
funding options”, rather than "alternative funding sources”, has been applied
in this study to permit exploration of funding mechanisms involving different
variations of employer financing as well as administrative changes such as
self-insurance and prefunding.

Options Involving Employer Contributions

1. The most widely discussed alfernate funding option among the public
employee unions in Hawaii has been the tapping of investment profits from the
Employees’ Retirement System (ERS). In the past ten years, the ERS has
been highly successful in its investments with earnings above the investment
vield rate totalling about $506.8 million.? The ERS is required by law to
return any profit from investments in excess of the ithvestment yield rate to
the public employers as credits against the amounts the public employers must
pay to the retirement system.* See Tables 13 and 14 for a display of the
excess interest credited to the employers over the past five years. Because
the employers contribution to the retirement system is a regular and
continuous budget item, any money earmarked for such payment, but later
not required, can be applied to other programs which might have been cut
previously because of insufficient funds.

Advocates for the use of some of this money to pay for the health plan

costs for retirees feel it is appropriate since the health plan is viewed as a
benefit of retirement although it is not a part of the retiree’s pension benefit.

31



Table 13
EMPLOYEES RETIREMENT SYSTEM INVESTMENT EARNINGS

AND EMPLOYER CREDITS
FY 1981-82 TO FY 1985-86

Excess Investment Earnings Credited

investment Earnings to Imployer
Fiscal Year Amount Appropriation Amount
1981-82 $135,603,006 1684-85 $ 31,084,400
1982-83 5178,791,155 1985-86 $ 59,319,360
1983-84 $206,102,489 1986-87 5 67,75G,000
1984-85 §224,145,762 1987-88 $ 51,498,100
1985-86 $325,913,974 1986-89 $138,371,000

Source: Information compiled by the Emplovees’ Retirement
System, July 14, 1987.
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The employers contend that the c¢redit should be maintained because the law
also requires the emplovers to make up the difference it the ERS investment
returns fall short of the required investment yield rate. Experts in the field
are wary of the use of any retirement system funds for retirement health
benefit costs in light of increasing litigation involving the yet unsettled issue
of the employers’ right to reduce or discontinue welfare benefits.® Should
the heaith benefit, if paid through retirement system funds, be considered a
vested retirement benefit, employers may not be able te discontinue such
benefits in the future despite their financial situation.

An alternative and more indirect method of using the excess credit would
be to delete the requirement in the law that excess amounts be credited to
the employers and require that all investment amounts remain in the system
and be applied to increased benefits to retirees, such as automatic cost-of-
living increases for retirees or periedic bonuses aimed at certain groups of
refirees. If pensioners receive periodic pension increases, presumably, they
would be in a better position to contribute to their Health Fund medical plan
premiums.

According to the ERS, no other state retirement system has a law like
Hawaii's that requires excess investment earnings by the retirement trust
fund to be returned to the employers.® In the next fiscal vyear, it is
probable that the credit due to the employers will exceed the amounts owed to
the retirement system pension accumulation fund, and the emplovers may not
have to appropriate any money to the retirement system post retirement fund
for the ensuing fiscal year. While the excess investment credit may be
viewed by the employees as extra cash, the employers are now counting on
the credit as a revenue source in their budgeting process. The counties
have argued that they have been unsuccessful for years in getting increased
grant-in-aid appropriations from the State and since they have limited
revenue generating capability, they can il afford to lose the excess
investment earnings credit.

2. The manner in which the retiree health plan is administered could be
altered as was done in Colorado which has a separate health plan for retirees.
Colorado initiated a plan whereby the employer was assessed an amount equal
to eight-tenths of one per cent of payroll which was deposited into a trust
fund that was separate from the pension fund although the retirement system
administered the heaith plan for retirees. Contributions made by retirees
based on their years of service were also deposited into the trust fund. The
moneys in the fund were invested and the proceeds from such investment
were added to the fund. Premium costs for the retiree health care plans
offered by the Public Employees’ Retirement Association of Colorade were paid
through this fund. The employer contribution rate being statutorily set and
tied to payroll, was a predictable factor each vear. The Bureau was unable
tc obtain the audit reports conducted on Colorado’s retiree health plan, but
according to the Public Employees’ Retirement Association of Coloradeo, this
method of handling the retiree heaith plan was more cost-effective than under
the previous method where retirees were under the state's health plan.
However, to ensure control over the subsidy cost, a 1887 amendment to the
faw deleted the eight-tenths of one per cent assessment and now requires that
the Board of Trustees recommend a subsidy amount which will be subject to
tegislative approval.”
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Cost~sharing by Retirees

1. Of the 49 states that provide health benefits to retirees, 10 states
reqguire the retirees {o pay a portion of the premium while 25 states require
the retiree to pay the full premium (see Appendix C, Table 4}. A common
practice among those states that provide for cost sharing of retiree health
benefits is the proration of retiree contributions based on the retiree's vears
of service. Several variations are possible. The disadvantage of prorating
the contributions of retirees based on vears of service is that the record
keeping and accounting could be more complicated since retirees wouid be
paying different amounts. Most states prorate the contribution based on the
number of years of service where the retiree with 25 or more vears of service
would not have to contribute and those with less than 25 vears would
contribute a certain percentage based on the years of service, e.g., & retiree
with 20 vears of service pays 20 per cent, a retiree with 15 years pays 25
per cent, and a retiree with 10 years pays 30 per cent. Florida, on the
other hand, requires a flat dollar contribution for each year of service, e.g.,
if a retiree has 25 vyears of service, the employer will contribute $25 per
month toward the cost of the retiree's insurance.

2. If the concern is with the age of the retiree, a system could be
implemented whereby retirees below 65 vears of age would have to contribute
to their premiums and those 65 and over who qualify for Medicare would not.
The rationale behind such a scheme is to target assistance to the older
retirees who have been on fixed incomes for a longer period of time and
whose pensions have not kept pace with inflation.

3. Another wvariation of employee cost-sharing would be to provide for
100 per cent coverage to retirees self-only plans but require that the retiree
contribute to the premium for family coverage. The Segal survey did not
reveal how many states paid for family coverage for retirees; however, the
Bureau's survey found that at least lllinois and North Carclina required
retirees to cost share in the family plans.

Prefunding

According to Dr. John P. Mackin, Vice President of Martin Segal, inc.,
there are two basic financing methods.. .pay-as-you-go or prefunding. Most
retiree health plans are now financed on a pay-as-you-go basis, which means
that the long-term survival of the plan depends on annual increases in
contributions over a long period of time.® A prefunding approach, similar to
that used for funding a retirement system, would require amounts contributed
by either the employer or empioyee, or both, to the plan in order to ensure
the continuation of bensefits for the lifetime of current retirees and to
uitimately establish a reserve sufficient to provide benefits for future
retirees. Although there is a growing consensus that retiree benefit plans
should be prefunded, private sector employers have not been willing to
pursue prefunding if they would have to pay income taxes on such plan
reserves as required under the Deficit Reduction Act of 1884, FPublic sector
employers, however, do not have this concern since they do not pay income
taxes.
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Hawaii's Health Fund is currently financed on a pay-as-you-go basis and
each year the premium rates have increased. Prefunding could be beneficial
to Hawaii if funds were required to be invested like the funds of the ERS.
The ERS has been successful in its investment practices in recent years and
if it was not required to return excess profits to the employers, the ERS
would have a substantial trust fund that could be used for expanded benefits
or kept in reserve as protection from future financial instability.

The Colorado retiree health plan discussed earlier in this chapter is
partially prefunded by the amount assessed from the employers which is
placed in a trust fund. Prefunding could also involve assessments from the
active employees to be placed in a trust fund.

Self-funding

The concept of self-funding requires the employer, rather than an
insurance company, to assume the risk of potential losses.. Under a ftotally
self-funded health fund program, the employer directly pays all the costs of
eligible medical claims and is responsible for all legal, actuarial, and
administrative costs. |If an employer is unwilling to assume all of the risks, a
partially self-funded program can be established where the risks of only some
coverages are assumed and the remaining coverages are insured. An

employer may also purchase stop-loss coverage for protection against
abnormally high losses. Stop-loss insurance can be in the form of specific
stop-loss coverage, which will pay claims for an employee after the employee’s
claims have reached a specified limit such as $2,000, or aggregate stop-loss
coverage, which will pay when the total amount of claims reaches a certain
percentage above expected claims (usually 125 per cent). A self-funded
employer may either handle the claims in-house or contract for such
administrative services through an insurance company or a firm specializing in
claims processing.?

In response to the growing number of firms interested in self-funding,
many carriers now offer alternative packages for health insurance. Under
administrative services only contracts, the carrier provides claims processing,
individual stop-loss, and aggregate stop-loss while the employer pays directly
for claims as they incur. Another arrangement called "minimum premium
funding” requires the employer to pay the carrier retention fees but incurred
claims are paid on a "pay-as-you-go' basis. With this arrangement, the
employer can  retain cash control for a longer period of time. The
"reserveless minimum premium funding” alternative also requires the payment
of retention fees, but there is no reserve fund deposited with the carrier.
Thus, when claims exceed projections, the emplover must fund the exira cash
to pay the excess up to the total of its annual premium plus reserves.
Liability for any deficit remains with the carrier.'?

Of the 30 states that responded fto the Bureau's survey, 13 states
(Fiorida, Hlinois, Indiana, lowa, Louisiana, Minnesota, Missouri, Montana,
Nevada, New Jersey, North Dakota, Rhode Island, and South Carolinal
reported switching from a fully insured plan to a self-funded or minimum
premium pilan. Oregon reported that it is considering the possibility of
converting to self-funding. The attraction of self-insurance lies mainly in the
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savings realized by employers who have switched from a fully insured scheme.
States have reported cost-savings ranging from four per ceant to eight per
cent after self-funding. The reasons for such savings are:

(1)

{(2)
(3)
(4)

{6}

By maintaining a reserve, interest can be accumulated on deposits
held to pay claims.

Savings are likely to occur through proper coordination of benefits.
Savings occur by elimination of state premium or franchise taxes.

Employers pay for claims, risk charges, and overhead only after
they have been incurred.

Employers are able to take advantage of the time lapse between
when the claims checks are issued and when they clear the bank
account.

A self-funded, self-insured empioyer does not pay retention charges
to the insurance company.'!

Self-funding, however, is not for every employer. Before venturing
into self-funding, an employer must be sure of its ability to assume the risks
of the coverages it provides and the increased administrative responsibility.
Disadvantages of self-funding include:

(1)

(23

(3)

(4)

(3}

The

The firm's actual claim experience determines the cost of the
program so firms with worse-than-average claim experience could be
paying more than under an insured arrangement.

Self-funded employers must develop a budgeting program to
anticipate monthly fluctuations in claims.

Termination of the program can be difficult since a seif-funded plan
does not provide for claims that occur before, but are not reported
until after, termination.

A self-funded program can require more employer involvement, such
as distributing claim checks, printing booklets, and maintaining a
trust.

Under a self-funded arrangement, the employer assumes greater
fiduciary and legal responsibilities. In a court of law, the emplover
may become the employee's adversary. The emplover must assume
the role of an insurance company and, therefore, is not protected
by a third party buffer. ?

State of Washington reported that a proposal to change the health

fund to a seif-funded system was rejected by the Legislature.
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Cafeteria Benefit Plans

Although cafeteria benefit plans may not be applicable to retirees, the
cost-savings that could result from implementing such plans could alleviate the
need to eliminate or reduce the free retiree health benefit.

In 1985, the Heaith Fund's Board of Trustees was directed to study the
feasibility of authorizing the State and counties to establish cafeteria benefit
plans for their employees. The Board found that extensive research was
required to plan and install a cafeteria benefit plan and recommended that the
Legislature provide $150,000 to allow the Board to hire a consultant to
conduct a benefit feasibility study. No subsequent legislative action was
taken following the submission of the Board's report. t?

The concept of cafeteria benefits has increased in popularity in recent
vears because of the tfax advantages for both the employer and the
employees. Private emplovers and employees who must pay income taxes do
not have to include the amounts paid for cafeteria benefits. The primary
advantage of a cafeteria benefits program, however, lies in its flexibility and
ability to meet differing needs of the employee group. A typical cafeteria
plan provides an employee with a basic core of benefits that provides a
minimum  security level, e.g., medical coverage, life insurance, plus the
opportunity to purchase supplemental coverages, e.g., a higher level of
medical coverage, additional group life coverages, dependent life coverage, or
additional benefits such as coverage for dental, prescription drugs, or vision,
or to take a cash allowance. The cash allowance is the essential element of
the cafeteria plan. The cash allowance, to be used either in the purchase of
supplemental coverages or additional benefits may be generated by (1)
employer contributions, (2) conversion of existing benefits, or (3) an
employee salary reduction plan. Where the allowance is derived from an
employer contribution or a conversion of existing benefits the employee may
take the allowance in lieu of any additional coverage.?!*

Cregon reported that it had begun implementation of a flexible benefits
plan and ldaho reported that it is exploring flexible spending accounts and
cafeteria benefits.

Cost-containment Strategies

Unlike most other states, Hawaii has employed few cost-containment
strategies to lower the cost of medical insurance. Since April, 1987, a
subcommittee of the Board began serious exploration of the impact of cost-
containment measures by directing the HMSA to submit a proposal for a
Managed Care Program that would feature certain cost-containment strategies.
The proposal was reviewed, revised, and discussed at a series of
subcommittee meetings. Preliminary findings of the subcommittee indicated
that implementation of the program would not be cost-effective, but the
subcommittee will continue further exploration in this area.

The Wall Street Journal reported that cost-containment strategies have

proved less effective than expected in keeping medical cosis down as hospitals
and doctors learn to "game the system” by increasing other ancillary costs
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while hospital stays are reduced!® Despite this situation, however, many
states reported worthwhile cost-savings resulting from cost-containment
measures ¢

Cost-containment measures which involve more out-of-pocket expenses by
the enrollee, e.g., deductibles and copayments, have met with opposition from
employee unions since they actually shift costs from the employer to the
employees. An innovative cost-savings strategy which was favorable to the
employee’'s position was implemented in the City of Buffalo, New York.
Effective July 1, 1884, the City began paying employees $40 per month for
dropping the city health plan and enrolling in their spouse's plan. The City
classifies the bonus as taxable income to the employee and requires that each
emplovee sign a waiver as well as present proof of alternative coverage. The
City also surveyed its retirees in 1982 for general information and found that
the City was unnecessarily paying for such items as family coverage for
widows and widowers and other inconsistencies. Since then, the City has
computerized information on its retirees which is regularly updated. '’
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FINDINGS AND RECOMMENDATIONS

Senate Resolution No. 138, S5.D. 1, reqguesied that the Bureau
"...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...."
The Bureau's findings and recommendations are reported herein.

Findings

1. Medical costs and the retiree population have been increasing at a
steady pace over the vears and there is no hope for reversal of these trends
in the near future. As employers, the State and counties have been

providing health insurance coverage for their employees since 1961, with free
insurance coverage to retirees since 1965, as an incidental expense to running
the business of government. Public employers have little control over
escalating medical costs; but, as empioyers who are required to provide
health insurance coverage to their employees and retirees, they must be
prepared to deal with future increases in health care costs.

2.  The Resolution implies that the level of funding required by the
public employers to pay for retiree health insurance is prohibitive and
unreasonable. The Buyreau finds, however, that the question of the
employer’s inability to pay is debatable. The mere fact that the cost of
retiree health benefits is higher than what is being paid for active employees
does not mean that the employer cannot afford to continue the benefit nor
does it justify cost shifting to retirees.

The employers’ concern with the 100 per cent funding of the retiree
health benefit program lies primarily with the uncertainty as to whether they
can continue to bear the continually rising cost of the program. The
counties, which have limited revenue sources, are especially concerned when
a program cost, over which they have limited control, keeps increasing and
they have no alternative but to pay. The inadequacy of revenue sources at
the county level, however, is a larger issue which cannot and should not be
resolved by targeting cuts in one program such as the Health Fund.

Most active employees consider the retirement benefit package, which
includes the free health insurance, as something they have earned through
their vyears of faithful service to the state or county government. The active
employees feel that since the benefits thay receive for the premiums they pay
are not as liberal as that offered by the federal government or some private
sector companies, it is only fitting that their health benefit in retirement be
more generous. |heir unions argue that the employers concern that the
retiree benefit is too costly is without merit since the employers have been
receiving windfalls from the excess investment earnings of the Employees’
Retirement System (ERS). In 1886, the State and counties were credited
$138,371,000 in excess investment earnings, so instead of paying 3167,663,600
te the ERS for fiscal vear 1988-8%, the emplovers will only pay $25,292,300.
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The total Health Fund paymenis made by the employers for retirees for fiscal
year 19586-87 was $27,916,551.74. On balance, the unions contend that the
employers are paying less in total employee benefits than they should be. [t
is difficult for the unions to sympathize with the employers' position that the
retiree health benefit is too costly and that the retirees must now contribute
their fair share.

The issue of how much of the cost burden the state and county
governments, as public employers, should continue to bear is a policy issue
that must first be addressed by the Legislature before it acts on any changes
to the contribution ratio. In addressing this issue, the Legislature must
consider its total role in assuring public accessibility to proper health care.
Affordability of the retiree health benefit should be examined in a broader
context, not in the narrow view of a line item increase, fto ensure that any
cost-savings effort will not adversely impact the State in other ways, e.g.,
the <creation of a retiree gap group without adequate health insurance
coverage or an increased reliance on the Medicaid program.

3.  Wwhile there is widespread concern both in the private and public
sectors as to the growing cost of retiree health benefits, there is also
momentum building among elderly groups to lobby state governments to
provide better health benefits for the elderly. With the federal government
relying on the states to shoulder more of the health care burden, state
governments cannot escape the high costs of elderly health care. Some states
that have conducted studies to address the cost of retiree health benefits
have done so because of pressures from retirees for the state to pay a
greater share. There does not appear to be a trend to reduce the State's
contribution among those states that pay 100 per cent for their retirees.

4. The per capita cost of the retiree health benefit when compared %o
that of the active employee is significant enough to warrant serious legislative
consideration. It does not appear that immediate iegisiative action must be
taken to drastically change the contribution ratic or funding method;
however, the Legistature can and should initiate some changes to the Health
Fund law to mitigate future liabilities.

5. For collective bargaining purposes, the employers have maintained a
steadfast position that they only have a certain amount to spend and that the
negotiations must be on how the exclusive representatives desire to apportion
the total amount among the various benefits, including the health fund. Wwith
such a position, benefits such as the health plan which do not affect the
entire membership are not high priority issues.

While the unions have been pushing for expanded health plan coverage,
e.g.. the inclusion of coverages for adult dental, prescription drugs, and
vision, they are reluctant to sacrifice the retiree benefit in exchange for such
coverage. With pay in the private sector usually higher, it is believed that a
primary attraction to state and county service has been the retirement benefit
which includes the free health insurance. Under the new noncontributory
retirement system where the pensions are smaller, the free health insurance
benefit will have greater impact on the overall retirement benefit package.
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6. Whether or not public employers contribute to their retiree health
plans, they regard the health plan as part of the cost package that is
negotiated with the exclusive representatives. Considering the active
employees’ view that the free retiree health benefit is something they have
earned partly by foregoing expanded benefits as active employees, any
alteration in the funding structure which would require retirees to contribute,
may well result in a concomitant demand for expanded benefits for the active
employees.

7. Hawaii has traditionally been a state which protects the interests of
the elderly. The free retiree health insurance benefit was implemented not
only because the State was in a healthy financial state, but because
lawmakers emphatically believed that pensioners on fixed income required
assistance in obtaining medical care. If the State maintains this posture, it
would be incongruous to shift health insurance premium costs to the retirees.
Moreover, the shifting of the cost burden to retirees on fixed income may in
turn impact on the State's Medicaid program where more people might be
required to rely on Medicaid for medical assistance.

Recommendations

1. Before any change is made to the employer-retiree contribution ratio,
a comprehensive evaluation of the entire Health Fund operation should be
conducted by an employee benefits consultant to ascertain: (1) whether or
not a major change in the funding mechanism, e.g. self-funding, prefunding,
or cafeteria benefits, might improve the cost-efficiency of the Health Fund;
(2} which administrative and programmatic cost containment measures might be
effectively applied by the Health Fund; (3) if contributions will be required
from retirees, the impact such contributions might have on retiree pensions
assuming that increases to the health insurance premiums will continue; and
{4) the number of retirees with dual coverage f{coverage under a spouse's
private sector or federal government plan as well as the Health Fund plan)
and the feasibility of paying such retirees cash, as in the City of Buffalo, as
an incentive to drop the free insurance coverage.

While cost-sharing decreases the employers immediate cost burden, it

cannot guarantee the containment of future health insurance increases. I
retirees are required to contribute to their premiums, it is only fair that the
Legislature ensure that retirees are getting their money’s worth. The

implementation of cost-containment schemes is viewed by its proponents as an
excelient means of educating and training health plan enrollees to be more
prudent in their use of medical services. Hawaii's Health Fund has only
recently begun serious examination of the feasibility of implementing cost-
containment strategies.

Upor reaching similar crossroads in health insurance cost-containment,
many states have ordered comprehensive studies conducted by consultants
with expertise in the employee benefits field to review the state's health fund
operation and to make recommendations as to required administrative and
programmatic changes to improve the cost-efficiency of the health fund
program. 1The Bureau is cognizant that the Legislature is often hesitant to
appropriste funds for such contracts; however, uniess all issues concerning
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the present health fund operations are addressed, any recommendation for a
major change for cost-cutting purposes would be arbitrary and without
foundation.

2. Whether or not a comprehensive study is autherized by the
Legislature and undertaken, the Bureau recommends that the law be amended
to require that only the current coverages (basic medical plan, children’s
dental, and life insurance} be available to retirees at no cost to the retiree
and that other additional coverages that may be offered in the future, e.qg.,
adult dental, vision, or prescription drugs, be optionally available to retireses
at the same cost the active employees would pay for such plans. ¥ this is
done, the active employees will not be penalized by not receiving expanded
benefits just because it costs the employer too much to provide the same
benefits to retirees. Of course, the Legislature would still have the
flexibility of specifically designating by legislative act or authorizing the
Health Fund to determine that a particular coverage being offered, such as
prescription drugs, be included as part of the retiree health benefit package.

The medical needs for retirees differ greatly from that of active
employees. Many retirees, for example, do not require much dental or vision
care; however, if aduit dental and vision coverages were included as part of
the health plan benefit package, the employers would be paying the additional
cost to cover retirees who may have little use for such coverage. On the
other hand, retirees may desire some type of prescription drug or long-term
care coverage which could conceivably be offered in the future on a group
basis and would be willing to pay premiums for such coverage.

3. While the Bureau does not recommend any changes in the employer-
employee contribution ratio unless an evaluation of the Health Fund operation
is made, if the Legisiature chooses to reguire retirees to contribute to the
premium cost of the basic medical plan, the Bureau recommends that such a
requirement apply only to those who retire after the effective date of the
amendment to the law, not to current retirees, and that career employees who
retire with 25 years or more or service be provided with the free health
benefit.
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Appendix A

FPHE SENATE
FOURTEFNTH FFGISEA TURYE, 1987 138
§$.D. 1

STATL OF HAWAL - . .

10

b

bt

REQUESTING A STUDY OF HEALTH FUND BENEFIT COSTS FOR RETIRED
STATE AND COUNTY EMPLOYEES, ALTERNATE FUNDING SCURCES 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 cof 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

WHEREAS, Section 87-6, Hawail Revised Statutes, reguires
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 continués to increase unabated; and
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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 Hawaili, City and County of Honolulu,
Hawaii County, Maui County, Kauai County, Hawaii Government
Employees’ Association, United Public Workers, University of
Hawaii Professional Assembly, Hawali State Teachers'
Association, the State of Hawaii Organization of Police
Officers, the Hawaii Fire Fighters' Associatiocn, 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 Leglslature 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 Mauil, 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 Hawail 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 Hawail 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.
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Appendix B

e .
SUMMARY OF MEDICAL PLAN

COVERAGES AND COSTS*

HMSA'S COMMUNITY

HMSA SERVICE KAISER HEALTH PROGRAM
BENEFIT PLAN PAYS HEALTH PLAN (CHPY 1ISLAND CARE
S——— — - L I
EMPLOYER'S
MONTHLY 523 76 Selt Qoly §24 B0 Selt Only £33 B4 Sel Oniy L26.64 Get Oniy
PREMIUM $63 85 Famdy 7208 Famdy $B2 92 Famiy $87 €0 Farmiy
COsST
PHYSICIANS' 8% of Espyiie Cratges tor 3% per ofite w51 INCiuges No crarge fo routne Nocrarge o hospea: visas 53
VISITS office. home, and hosptal RrySicai Sxavs. padialne preventve CaTe. incluldes per ofhoe Of Bome weis
Bmergency DM VISHS by & ChECRLGS, HTMUMHZELns sCheduled Dhysica: exams incides physicai 8sams
PhysICian ant! eye exams ior giasses standarg chidhood pemgind Chetkups @i
S0 of Ewgrtie Crarges sor NG Charge for Nome vists by PPl BIONS, Dreraldt ant ITTISEZANTNS
munizalions AESE O MEETh dige :z‘i‘ﬁ:g“’z;:amst o2
: = up o
Maior Meoical Benetty 50% of charges for Y P
remburses B0% of eligbie préstebed sCcupaucnaland  Memoer pays 35 for otice
Bgsic Bengll COpEymMenss SpBesn therapy wist Inciudes dagnosis and
atter 2 $100 geductibie ~ up ) . weairment of diness of
to $250 000 gtime New \rmonzanons snc nyunes
Maximumn ARpies 1o most Hepatts B vaccine
Bas:C Benelns SPOWD nate thembe pays $10 tor hore
See (s bookier for vt
‘copayment.” §1560 fmd on '
your spare of copayments hddinnel Benelt
At exCiuteng Plan pays 100% of ai ghgibie
chazrges Iof physcian ang
nospizal services gier a
™ember has reached the
AT @NNual
copayrmenis of $1 800
SURGERY 100% of Ergiie Charges ior No charge No chatge No charge
Surgery
BO% of Ehgitsie Charges tor
anesthesoogs!
HOSPITAL 100% of Exgpe Charges r No charge for 385 Qays per Bian pays 80% o Eugiie a0 ongrge 107 Sempreale o
ROOM ward rale ang nfens:ve yedr for sempnvae o Hospual Charges. miang ve CAFR raom oF o
care Of CCrONArY Care gnd miensive care 100m or ) ! fnosptal Ras oniy private
4 up 1 150 days per prvate room i Medicaty Pran pays 80% of Bagibie 10m M
BOARD D@ carvenr necessary} ? HOSEAs Crarges for 2are 8
caiencar year Skilec hurgng Faciy. upte MO chage for 100 davs per
Same nosprar beretts lor 60 No charge for 100 days per 100 days & Calerdar year year for cate gt Skied
days per calendar year n 3 year for cate 8t Skied [See Agdnonat Benet Nursing FacHty
Skitied Mursing Facity Nurging Facsty ancve]
Piar pays 100% of ail ehgibie
hospaal charges for guakhed
Heaitn Fius mempers
WP ATIENT 00% of Ergitie Tharges Yor WG craipe or ShEraung Faan pays 80% of Elgsie NG chasge for operanng soom
HOSPITAL opergling room. SWgical OO, SUIQice! Subpies. rospitat Cnarges for SutQibai Gulples
EXTRAS SUDPAES BNBSTMESIE. Qrugk anesthesa. Brugs COETEING O surgal anesthes# Slugs
dressings. oxygen dreSENgS. Al 8Ny Xoray, subples. anesthes.s drugs gressings. trypen lan and
artbatns . gl vanstvenn wetagy (htay. Physoat SIESTNGE. TAygEn, K-vay Whetaly {physicE Eho
servic® Charges whis an and nhalation; ang biood artbLes. 1Al ang w-ray #shaigtion! and ransfuson
MTENENt ¢ 3 hospial or rranstuson [# BIoGd and physical ang service
sholied fursing Moty repiaced; gCCupatonal herapy (See
£0% o tharnges o Addtanat Banetl ang HMeans
sresenbed ootulatonal and Prus unger Haspaal Room &
soeech Merary Care aboes!
HOSMCE T Ergpoe Crarges lor s NG Oovereds Pigr pays 100% 6! Eugbig Mo ghErge
150 days of naspOe serwces Chgrges 16r up i 180 Says of
FORDICE SEIViGES
LAB SO0% ot Begie Thages for No chErge Lovered ungier phynica® angd NG Charge
AND X-rhys WA LS At Mo crarge i ARGy eanng. rospRa: tenehls Ne charge lor aiergy sesing
X-RAY MBRGRENCIES BT RTINS

B0% of Bhigptyie Thathes for
TBE ant XTay o7 dinesses
ang ot plergy Esthg

DG not 18l o ths Chan aione. Al beneis are SubBC! 10 the O0Blmlions, IrTiBHONS . AN eXCAAIONS in Atk MSwrance Carier's Conlract wih
the Heallth Fund., EMPLOYEES WITHOUT NEGOTIATED CONTRACTS - refer to page 40 o0 morihiy remiums.
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MATERNITY

HMSA SERVICE
BENEFIt PLAN PAYS

Ad englds HEIBd hete are
avaiabie lor pregnenty.
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HEALTH PLAN

HMSA'S COMMUNITY
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KAISER HEALTH PROGRAM
(CHE) ISLAND CARE
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Do Bo undler phyiC-an and Cavered gnae ohys.car angd
nosgrw Denelts KO noapia benetts N
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pernod

MENTAL
HEALTH

inpatent Benelss

5% of Eigrhie Cnatges for
PEYCHBING servces #nd
peychoiog:cal resting — 30
wStE calendar year

Hospia penetis — 30 oays
per calendar year

Cutpanent Benelns

75% of Ehgdle Charges for
pEychiBlic services
begnining wah 2ng sk and
psychological tesiing — ub
1 52000 per calenda’ year
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25% of protessonal lges
gunng coveredf
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Dupanent
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SUBSTANCE
ABUSE
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crug abuse tregment See
s Bookier 107 ciar
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Memper rESDINSDiE o
25% o! hospaa’ charges
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EXCLUSIONS

Source:

Tosrmens sutgery By
Telzachons eye Qlasses of
EOMBLT IBNSES (BTACLE
eye SUIGETy 10 COMECT visudl
prablems services done by
CENnESIS BRd NoE PrySiCEns
rest cured rouling physica
£RAMS SCIBENS, OF
checkulrs. wik-rgigied
Mgl Of <Hngstes Care
Lrughed by Quveramen:
agences and avadalie at no
COS! 10 yivs BADENSES which
you have Ao legal ohlgEIon
10 pay of Iof whith 1o Charge
wauid e made § yo, had no
heatn plan coverage
setvises fom s member of
your rmmediate farviiy o
housSENoIC SEIVICES OF
expenses connected with
CONENETEnt whoh 15
prangniy 107 cusiodial o
TORTRLHE! Y CATE BLLS O wat
Sefes Nl mesealy
NECESSETY AT Charges
which exceed the Ebpie
Crarge. servieps hal do no
foilow O are noY BlANGATS
MEICA! Drachce (8.5
ExpRAmEerial OF e shigiive
BRfviDBS} revessal of
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GysIunChion of Matsguaces;
frgteadhack ang oiher forms
o seff-care o7 selbheip
sy gl ey redaten
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it ponhrid o B hoRpital o
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COvETSGE irs! DECOIMRS
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inTtes o $500 for the mury
o dHNeus thal requara
continement

WGIKErS COMPENSannn Cases
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CONVEIESCENt Care. COSMENT
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physical exams required 0
empicyment or government
HCENGInG  EXBriMmenial
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ot 1001 care. M-witng
fer:ization. procedures NGt
generally 800 Customarsy
avaiabie organ iranspiants
excEpt for kdney Hanspians
ang Ever HETEPENS for
children with Ditiary atedis,
Bye gagminatons for confact
WNses. $e1iies i reverse
volumiaty surgicalty nguced
migrdily, dutabie medcal
EQUIDMERNT. SOMTeCive
BRDHANCES ANG ArEhea!
a0s SEHVCES 1RiEled 10 38
gangtorriatons cuipatent
drugs. serviCEs o aanged
Dy Kaser Pian

Services NGt AITaNGes by your
CMe rgaitn Cemer.
cusmenc surgery derial
eare. Sulgital Sorreclon ol
MaiCCIuson, BXpeEnmentgt
ansplants. eye refracnons
tor grasses and apDHantas
refractive eye surgery 1o
COMFBE! viSuBt (OTIEMS
Drvale duly RUISING Uy O°
siness cavsed Dy a thirg
party No-fauit Motor veticie
HSUTANCE O wirkers
SOMPENSAlDn CASes ManT
TIBZEET. BITRTIC, War
oulpatrent drugs physical

exarms solely 107 nor medca

rERSONS betvices relaied 1
sex pansiomaiing Gnd
sExual Systunciions of
MEQLGUBCRE antdicE
NEEMINANSN, FviiD
fertizaton o1 1eversal of

S gisal Sehzaton.
CUBIKE @ O SOy LaT6

Expetimenta reatment
COfECive ApQHance and
St B0y (excent &%
spesdied n bered
schedule), physca exams
for emoioymen: sCenses o
MGUTENCe Juralie

EH

squ@mEnt oiher than i
SrovIse QM@ services
nCiuding hosoitailaton eye
TETACTIONS. ByE (IANses
cortacts Sustiada: of
SorCHaTY Care Cosmiens
suTgery Outhanent oruge

CEASIET . ELOETIC WET
WORENS COMEnEanon
cases services nol friy

of arranges by isand Lare
DhYSIC@TS

Hawaii, Health Fund Benefit Plans for

State and County Fmplovees and Retirvees,

Revised July 1987.
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Appendix C

STATE EMPLOYEE HEALTH BENEFIT PLANS - 1987

1987 UPDATE OF MARTIN E. SEGAL COMPANY'S
SURVEY OF STATE EMPLOYEE HEALTH BENEFIT PLANS

Table 1

Table 2

Table 3

Table 4

Plan Participants as of January 1987

Monthly Contributions for Employee Only
Coverage: January 1986 and January 1587

Menthly Contributions for Employee
and Family Coverage: January 1986
and January 1987

Monthly Contributions for Retiree
Only Coverage {(Over 65 with Medicare):
January 1986 and January 1987

MARTIN E. SEGAL COMPANY
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TABLE 1

PARTICIPANTS IN STATE EMPLOYEE HEALTH BENEFIT PLANS
AS OF JANUARY 1987

BMC PARTICIPATION

EMPLOYEES RETIREES NUMBER EMPLOYEES
COVERED BY COVERED BY OF HMOS ENROLLED IN HMOs

STATE PLAN [a] PLAN [b] OFFERED  NUMBER PERCENT
ALABAMA 4yuvsnnunn 33,000 5,500 2 700 2%
ALASEA «...aa. eeer 13,000 7,600 o 3 S
ARZIZONA vevuvens .. 37,400 3,200 4 21,200 57
ARKANSAS .....vves 19,000 3,500 0 0 o
CALIFORNIA [c} ... 164,600 64,900 29 160,200 61
COLORADC .+ weuvnnn 22,400 {41 17 13,000 58
CONNECTICNT vovnvn 45,000 7,000 £ §,000 13
DELAWARE ....vevws 25,000 5,000 2 5,200 21
FLORIDA ..... weess 103,500 10,300 61 38,000 37
GECRGIA ...oveee.. 149,000 28,600 5 17,400 12
HAWAIL vocncevanee 14,700 18,890 3 9,600 28
IDAHO .eun.- S, 12,500 2,800 9 0 2
ILLINOIS ..eews... 119,500 41,000 22 76,960 64
INDIANA +vevennnns 31,200 ¢ over &% 5 14,060 45
IOWA vuvnn. Ceveenn 26,300 2,100 § 2,000 ]
KANSAS +erevanvnnn 35,700 §,200 8 11,700 12
KENTUCKY ...... ... 109,000 4,500 14 40,500 37
LOUISIANA «.uvveen 64,000 25,500 7 18,500 28
MAINE tolnivnnvnnn 14,000 $,000 o 8 g
MARYLAND . .venesens 51,000 15,000 14 16,000 1l
MASSACHUSETTS ... 90,900 38,100 18 44,000 a8
MICHIGAN ..ceveenn 56,000 20,700 20 23,900 43
MIKNESOTA vvuven.-s 50,000 7,500 g 18,900 18
MISSISSIPPT ..vu.. 43,000 4,000 o 0 0
MISSOURL ..ovvennn 30,000 5,100 1 4,400 15
MONTANA 4 uvuneannn 10,000 1,600 o 0 o
NEBRASKA ......... 12,000 0 4 2,000 17
NEVADA «@vvevennns 13,500 1,800 2 4,300 32
NEW HAMPSHIRE .... 9,000 1,100 4 §00 )
NEW JERSEY [e] ... 88,400 14,300 16 28,500 32
NEW MEXICO vuenvn- 18,000 2,200 3 4,000 22
NEW YORK [e¢] ..... 239,000 76,000 25 55,000 25
HORTH CAROLINA ... 200,700 57,500 3 £1,000 20
NORTH DAKOTA ..... 12,000 2,000 3 500 4
OHIO vuevuveveeeens 50,500 4} 34 24,100 X3
OKLAHOMA +ovvesnn. 17,500 6,560 3 10,000 27
OREGON wuvvrneenen 22,500 4,200 7 §,300 28
~ BUBB PLAN ..... 16,500 3,000 5 8,000 48
PENNSYLVANIA +.... 85,000 44,000 20 10,400 12
RHODE ISLAND +.... 17,000 7,500 3 7, 400G 44
SOUTH CAROLINA .., 125,200 26,100 4 29,800 24
SOUTH DAKOTA .eu.. 11,166 400 0 9 o
TENNESSER vvanven 57,100 2,208 2 £,300 8
TEXAS vevviesaneas 109,000 20,000 14 31,000 28
UTAH cvevnnnmennan 12,500 3,500 7 2,500 20
VERMONT o vvencennn 6,000 1,800 i 19 i
VIRGINIA tievvvnnn 84,500 16,700 ;] 9,500 11
WASHINGTON ..uvn.. 70,000 15,000 7 23,000 33
WEST VIRGINIA .... 84,000 16,000 2 1,080 1
WISCONSIN ....u.. 53,000 13,000 30 19,200 74
WYOMING . .nennnn. 19,300 1,800 6 o 0

{a] Asproximate total nomver of coversw emoloyees, including smoloyees sntollsd in =MUs.
f6] Approximate total ramber of cousres retizses,
fel
-3

Partigipantis shown aTe 35ate emolipvews angd retirzes wely
{i.#.. Figures sxciude 1283l swplpvess and retirses).

[d] PRetirsg Stale smoloyees 878 CousTes by 8 SEDWTATE Neaiith berefit nlsn for ail retires
mertwrs of the stalewice molic eeolovees retirement system,
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Table 2

MONTHLY CONTRIBUTIONS TO STATE EMPLOYEE HEALTE BENEFIT PLANS
JANUARY 1986 AND JANUARY 1887

EMPLOYEE ONLY COVERAGE

PERCENT OF TOTAL

COST TG PMPLOYEER COST TC STATE TOTAL COST COST PAID BY STATE

STATE 1986 1987 19856 1887 1986 1887 1986 1587
ALABAMA +inevvess 4 0 103,00 125.00 105.00 125.00 100.0% 100.0%
ALASKA <cenvsncnns 0 0 222,60 222.60 222.60 222.60 106.0 100.0
G 0 237.7% 23T.TH 0 23775 237,75 160.0 100.6

ARIZONA evievnass. 1,00 1.00 79.46 B6.78 80.46 87.78 98.8 58.9
ARKANSAS +s4vvvnnn B.36 9.26 62,50 70.00 70.86 79.26 88.2 B8.3
25.40 28.20 62,50 70.00 87.80 98,20 7l.1 71.3

CALIFORNIA ...... 0 g 71.61 7v.22 71.61 77.22 100.0 10C.0
35,39 354.78 B85.00  88.00 124.33 142.78 68.3 £1.6

COLORADC vicnaves 8.12 10.00 57.00 55.12 $5.12 65.12 87.5 B4.6
CONNECTICUT ..... 0 0 85.30 100.80 §9.30 100.80 100.0 100.0
DELRWARE ........ 4 0 72.48 77.08 72.48 77.08 100.0 106.9
18.066 20.30 72.48 77.08 9i.54 97.38 8.2 79.2

FLORIDBA +vnvencas 15.18 315.3 85.20  £5.20 80.38 80.38 81l.1 8l.1
GEORGIA .vevnnenn 13.60 13.60 62.65 68,53 76.25 B2.15 82.2 81.4
26.65 23.40 62.65  6€8B.55 £9.30 81.85% 0.2 74.6

BEAWATYL ccacrucns. 18.22 1B.22 27.34 27.34 45.56 45.56 60.0 0.4
IDAHD civavanennn 4} 0 62.52 6%.52 §9.52 69.52 160.0 10G.¢
JILLINGIS .ovavnn 0 0 75.24 73.32 75.24 73.32 100.¢0 100.9
INDIANA ..... eava 1.58 1.58 72.45 72.45 74.03 74.03 97.9 7.3
IOWA soecmnanvaes g 0 £B.24 75.06 £8.24 75.06 106.0 106.¢
KANSAS covevsacas 0 ¢ 78.53 92.55 TB.53 82.55 10¢.0 1gc.¢
KENTUCKY evceuns g c 60.22 69%.789 60.22 65.79 100.0 160.0
LOUISIANA ..... .. 38.52 3%.52 35.52 39.52 73.04 7%.04 50.0 50.0
MAINE .vevvceanas 0 0 72.56 72.92 72.56 72.82 100.0 100.0
MARYTAND wwovwsron 16.22 11.53 57.92  £5.25 68.14 76.76 85.0 5.0
18.54 22.37 57.82 €5.25 77.46 87.62 74.8 74.5

MASSHRCHUSEDTIS ... 10,22 11.6% 91.9% 104.84 102.17 1i6.49 9a.0 §3.0
MICHIGAN ...cuvan 1l.12 1i.12 1060.14 100.14 111.26 111.26 $0.0 5G.0
MIRNNESOTA ....... 3] 3 73.60  65.70 73.00 €5.70 160.0 100.0
MISBISSIPPI ..... 0 o T2.00  72.00 72.00 T2.00 106.0 106.¢
MISSOURI +uvvun.. 0 o 63.60 63.00 65.006 £9.00 108.0 190.0
MONTANA «.oavennas ¢ 0 96,20 %7.60 96.20 87.60 100.0 166.0
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NEVADA cveivvnane
NEW HEAMPSHIRE ...
NEW JERSEY ......

NEW MEXICC

asmnaa

--------

RORTH CARUGLINA. ..
NORTH DAROTA ....
CGRIO svscusnenans

PENNBEYLVANIA ....

RAODE ISLAND ....

S0UTHE CARCLINA...

SCUTH DAKOTA ....

TENNESSEE .......
TEXAS tuvivnnnmnnn
UTAE covennenrens
VERMONT vnvenwonw
VIRGINIA ........

WASHINGTON ..
WEST VIRGINIA ...
WISCONSIN [al....
WIOMING .v.vuvann

LY

Table Z (Conmt’d.]

EMPLOYEE ONLY COVERAGE (CONT'D.)

PERCENT COF TOTAL

COST TO EMPLOVEE COST *0 STATE TOTAL COST COST PAID BY STATE
1986 1987 1986 1987 1986 1387 1386 1587
0 4 41.25 41.25 41.25 41.25 100.0% 106.0%
11.26 11,26 44.47  44.47 55.73  53.73 79.8 72.8
] 128.20 129,20 128,20 12%.%0 100.0 100.0
0 87.986 78.01 §7.96 78.01 i06.0  1o00.0
t 58.93 63.89 58.93 65.89 100.0 1p0.0
15,30 16.355% §5.88 49.63 61.18 66,18 75.0 5.0
24,48 26,48 36,70 35.70 €1.18 66,18 60,0 60.0
7.31 8.64 €7.66 77.86 75.17Y  B6.51 90.0 90.0
8.07 10.06 82.15 91.99 $2.22 100.63 90.0 91.4
6.26 €3.B2  63.82 84.08  61.82 93.6 100.0
¢ 60.00 60,00 60.00 60.00 100.0 160.0
25.850¢ 25,590 68.95 68.95 94.45 94.45 73.0 73.0
¢ 0 115.31 115.31  1i%.31 115,31 10¢.¢ 100.0
0 0 72.48 90.68 72.456 90.68 100.0 lo0.¢
0 ¥ 144.90 153.59%9  144.%0 153,59 100.0 i00.0
¢ 0 57.81 56.15 57.81 86,15 100.¢ ic0.0
Q 0 70.50  70.03 70.5C 70,83 100.0 100.0
0 ¢ 77.97 96.71 77.97 86,71 100.0 100.0
¢ 0 §2.29 67.27 62.2%  67.27 160.0 100.0
7.02  7.38 62.29 67.27 69.31  74.85 §9.5 B39.9
54 0 53.42 53.42 53.42 53.42 106.0 18¢.0
11,70 11.970 46.82 §46.82 58,52 5g.%2 80.0 BO.O
4] [ 66,25 66.28% 66.28 66.29 106.0 100.0
B.25 B.25 74.28 74.25 B2.50  B2.50 20.0 20.0
8.65 10.85 34.58  43.40 43,23  54.25 80.0 80.0
0 5} 71.18 78.36 ?1.16 T7B.36 106.6  100.0
4] ¢ £4.52  64.52 64.52 64.52 160.0 100.0
o ] 79,93 79.93 78.83 79,85 106.¢c 100.0
12,31 16.29 12.6% 77.02 85.00 93.31 85.5 82.5
£.%4 g 100.00 1060.00 105,94 100,00 4.4 106.0

{a] Contributions vary by berefit plan snd by county. Stais pays lesser of 50K of stardard plan

rate or 105% of lowest cost HMD in employee's county.

plen in Dare County (Madison).
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Table 3

MONTHLY CONTRIBUTIONS TC STATE EMPLOYEE HEALTH BENEFIT PLANS
JANUARY 1986 AND JANUARY 1987

EMPLOYEE AND FAMILY COVERAGE

PERCENT OF TOTAL

COET TC EMPLOYEE COST TO STATE TOTAL COST COST PAID BY STATE

STATE 138¢ 1387 1986 14987 1586 1s87 1¢86 1987
ALABAMA ...cinasn. 82.50 50.00 105.00 125.0C 187.50 215.00 56.0% 38.1%
ALASKA covavienns ¢ G 222.60 222.60 222.60 222,60 100.0 100.0
0 4} 237,75 237,78 237.75% 237.75 100.0 100.0

BRRIZOWA ......- . 53.78  $£5.30 150.98 164.64 210.76 229.94 7i.6 71.6
ARKANSAS ........ 50.58 33.20 62.50 70.00 113.08 103.20 5.3 £7.8
77.54 89.20 62.50 10,00 140.04 159.20 4.6 44.0

CALIFORNIA ...... 0 0 1%3.57 198.26 1%3.57 19B.26 100.0 100.0
97.34 138.29 211.00 2319.00 308.34 358.29 68.4 61.1

COLORADD ..ueunns 117.12 11%8.0¢ 57.60  55.12 174.12 174.12 32.7 31.7
CONNECTICUT ... 44.56 50.4¢6 183.34 217.%¢6 237.%0 268.42 81.3 8l.2
DELAWARE .....»+. G &} 178.26 1B%.60 178.26 18%.60 iG0.0¢ 100,90
45.50 48.78 178.26 189.860 224.16 238,38 79.5 79.5

FLORIDA ..ovuvenn 55.64 55.64 122.80 122.80 178.44 178.44 68.8 68.8
GEORGIA ..... e 39.80 39,80 108.50 122,05 149.30 161.85 73.3 75.4
€6.00 59.46 10%.50 122.0% 175.50 181.51 62,4 67.2

BAWAII ....... van 56.0G3 56.03 84.05 84.03 140.08 140.08 60.0 60.0
IDABC Lviiannanns £3.40 £3.40 69.52  69.52 132.92 132.92 2.3 52.3
ILLINCIS cvuvuvns 67.18 67.18 96.32 B2.98  163.50 130.16 58.5 55.3
123.02 123.02 96.12 86.62 21%.14 209.64 43.% 4.3

INDIANA covnenace 36.66 36.66 178.01 178,01 214.67 214.67 B2.9 B82.%
IOWA weveenan reas 57.76 59.12 95.20 113.54 186.96 172.66 63.2 65.8
RANSAS .ouuvvrnws 127.3% 138.12 78.53 92.55 205.82 250.87 38.1 36.9
FENTUCEY c.ivnuavss 83.94 87.00 60.22 68,79 144.16 166,79 41.8 41.8
LOUISIANA ....... 90.98 90.96 30.36 90.36 181.%2 181.%2 0.0 50.0
MAINE s..vennee . 52.46 52.82 12%.46 130.30 181.%2 183.12 71.2 71.2
MARYLAND ...... “e 30,08 33.83 170.48 181.73 200.56 225.56 B5.0 85,0
3.78 61.27 170.48 181.73 224.26 253.00 7.0 75.8

MASSATEUSETTS ... 22.16 25.61 19%.48 230.47 221.64 256.08 30.0 50.0
RICHIGAR .councwe 31.16 il.is 280,%2  2BL.B2 3311.68 311.6B 90.0 3.0
MINNESOTA ....... 5.34 B.92 157.18 150.08 166.52 159.00 94.4 94.4
MISSISSIPPI ....- BS.70 B¥.70 72.00 72.00  161.70 161.70 44.5 44.5
MISBOURY .vvuvune 151.75 151,78 §9.00 69.00 220.75  230.7% 31.3 31.3
MONTANA ....vvusa €1.20 27.60 165.80 1ik5.00 166.20 172.60 §3.2 66.6
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Table 3 (Cont'd.}

EMPLOYEE AND PAMILY COVERAGE (CONT'D.)

PERCENT OF TOTAL

LOST TO EMPLOYEE COsT TO STATE TOTAL COST COBT PAID BY STATE
STATE 1986 1587 1586 1387 1986 1987 1986 1987
NEBRASEA ..vsnmea 4 [+ 147.68 147.68 147.68B 147.68 100.0% 100.0%
39.%% 39.95 189,23 158.23 199,18 1995.18 79.% 7%.9
NEVADA +uvnnnsens £9.73  83.90 129,20 129.20 196.93 213.10 §4.9  60.6
NEW HAMPSHIRE ... 0 ) 183.50 210.62 183.50 210,62 100.0  100.0
NEW JERSEY v.vu.. ) 0 143.83 160.56 143.83 160.56 106.0  100.0
NEW MEXICO ...... 35.57 42.40 118,69 127.19 isg.26 169.59 75.8 75.0
63,31 67.84 94,95 101.7% 158.26 169.39 60.0 60.0
NEW YORK ..oouuves 29.1%  33.70  332.77 153.12 161.96 1B6.86 82.0  B2.0
34.53  39.16  163.33 183,32 197.86 217,02 82.5  B4.5
NORTH CAROLINA... 89.54 BY.28 631.82 63.82 153.36 153.10 41.6 41.7
NORTE DAKOTA .... 0 0 168.00 168.00 16B.00 168.00 100.0  100.0
OHIO wvuvrinnnnnes 61.13 61.13  165.27 165.27 226.40 226.40 73.0  73.0
OKLAHOMA ........  108.00 108.00  115.31 115,31 223,31 223.31 51,6  51.6
OREGON ....ivevwae 4] 0 130,41 141.74 130.41 141.74 100.0 100.0
~ BUBS PLAN +... [} [} 144.80 153,58 144.90 153.549 108.0 lop. o
PENNSYLVANIA .... o o 139.33 140.B1  139.33 140.81 100.¢  100.0
g 4 1£9.81 1iB7.82 185.81 187,52 100.C l00.0
RHODE ISLAND .... o 0 207.86 235.66 207.86 235.66 100.0  100.0
SOUTH CAROLINA. .. 61.12 66.02 62.29 67.2% 123.41 133.29 50.5% 50.5
72.10 77.88 62.29 &7.27 134.39 145.15 46.4 46.3
SOUTH DAKDTA ... 130.74 123.62 53.42 53.42 1B4.16 177.04 29.0 3.2
TENNESSEE +ouvuss 29.22 29.22  116.89 116.89 146.11 146.11 80.0  BO.O
TEXAS ovvevennnn BB.36  BB.36 §7.00 B87.60 175.36 175.36 49.6  49.6
UTAE +ucecrneneas 21.82  21.82  196.3% 196,39 218.21 218,21 §0.0  90.0
VERMONT .vovvuuan 23,89  30.11 95.98 120.45 119.97 150.56 80.0  80.D
VIRGINIA .ovvnen. 52.52 57.00  12B.60 139.54 181,12 196.34 71,6 7L.0
WASEINGTON ...... ) 183.56 183.56 183.56 1B3.56 100.0  190.0
WEST VIRGINIA ... 0 187.95 187.95 1B7.95 187.95 100.0  100.0
WISCONSIF [a] ... 26.00 28.74  181.B5 195.35 207.8% 228.09 87.5  B7.4
WYOMING .........  111.42 115.00  100.00 100.00 211.42 215.00 47.3  46.5

[a] Costributions vary by berefit plan ant by county.
rate or 1D5Y of lowest cost WO in seployes's county.

plan i Dare lounty (Madison).
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Table 4

MONTHLY CONTRIBUTIONS TC STATE EMPLOYEE EEALTH BENEFIT PLANS
JANUARY 1986 AND JANUARY 19B7

RETIREE ONLY COVERAGE {Over 65 with Medicare}

PERCENT OF TCTAL

COST T0 RETIREE COST T0 STATE TOTAL COST COST PAID BY STATE
STATE 1886 1887 1586 1887 1586 1887 1886 1587
ALABAMA ........- 34.35 0 22.35 £0.00 56.7C £0.006 3%.4%  10C.0%
ALASEA c.cvcnenss 0 ¢ 175.00 165.00 175,00 165.00 100.0 150.0
ARTZONA .....onsn 67.68 73.84 ¢ 0 67.68 73.84 0 0
AREKANSAS ........ 41.50 43.00 0 0 41.50 43.00 0 ¢
CALIFORNRIA .....-. c 0 51.70  54.05 51.70 54.05 100.0 100.0
16.53 18.31 B5.00  88.00 85.53 106.31 B%.0 g2.8
COLORADC [a] .... 0 0 35.52 35.52 35.52 35.52 100.0 100.0
35.52 35.82 0 c 35.82 35.52 0 0
CONNECTICUT ..... 25.59 22.93 20.94 34.38 46.53 57.31 45.0 £0.0
PELAWARE .....ua. 3.20 3.40 3l1.18 33.16 34.38 36.56 30.7 80.7
21,36 22,72 3l.18 33.18 52.54 55.88 58.3 58.3
FILORIDA ....uva.. 55.30 55.30 0 i 55.30 58.30 0 0
GECRGIA ......... 13.60 13,60 62.65 6B8.55 76.25 82.15 82,2 83.4
26.65 23.40 62.65 68.55 89.30 91.95% 70.2 T4.6
BAWAII .....c0nn. 0 [t 53.64 53.64 53.64 53.64 160.0 160.0
IDAEO ....... PN 35.54 58.00 5.68 0 41.22 58.00 i3.8 0
ILLINOIS suvnne.. o 0 75.24 73.32 75.24 73.32 106.C 186.0
INDIANR soconanan - - - - - - - -
IOWA sevvennnnenn 31.90 35.10 0 0 31.9¢ 35.10 0 G
KANSAS civvcivnen 36.59 43.16 ¢ ¢ 36.58 43.1%6 G 0
KENTUCKY ..ovevnnn 21.75 54.15 0 [} 51.75 54.15 0 0
LOUISIANA ....... 20,62 20.62 20.62 20.82 41.24 41.24 50.0 50.C
MAINE cevvenninas 0 0 37.32 36.00 37.12 36.00 i00.0 10¢.0
MARYLAND ........ 7.%0 9.35 44.76 52.99 52.66 62.34 85.0 85.0
21.12 25.07 44.76 52.99 65.88 78.06 €7.9 67.9
MASSAUHUSETTS ... 6.65 6.20 59.86  55.84 6£.51 €2.04 90.0 8G.0
MICEIGAN svsarass o 3} 75.57  75.57 75.57 75.57 10C.0 ige.0
MIRNESOTA cvuvuns 51.28 351.28 ¢ o £1.28 31.28 5 4
MISSISEIPPI ..... 34.50 34.50 o ¢ 34.50 34.5¢0 0 G
MISSOURI .iucvuns 33,75 32.2% 3.60 4.50 36.75 36.75 g.2 12.2
€6.00 5B.50 3.00 4.50 §3.00 £3.00 4.8 7.1
BONTANA wousnvnen 61.00 61.00 0 g £1.00 61.00 o ¢

[a] Portion of premium paid by Colorado Publir Employees' Retirement Assccistion varies from OS for
& retiree with less than six years service to 1008 for s retires with 20 or more vesrs service.
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Table 4 {Cont'd.]

RETIREE ONLY COVERAGE {CONT'D.}

PERCERT OF TOTAL

COST TO RETIREE COST TO STATE TOTAL COBET COST PRID BY STATE
STATE 1585 1987 1886 1887 1986 1987 1986 1887
NEBRABRA ........ - - - - - - - -
WNEVADA icvauvenss 56.8% 5&.89 34.B1  34.8% 81.70 51.70 3.0y 38.0%
NEW HAMPSHIRE ... 0 ¢ 40.00  44.02 40.00 44.02 1oc.0  po.o
HEW JERSEY [b] .. 43,71 45.00C 0 43.71  45.00 G
NEW MEXICO ...... 46.50 52,69 0 46.5¢ 52.6% 0
NEW YORK [e]id] . .07 10.06 B1.5%  90.57 80.66 100.63 90.0 80.0
NORTH CAROLINA... 0 0 48.58 48.58 48.58 48.58 160.0 100.0
WORTH DAROTA .... 50.00 50.00 o 0 50.00 50,00 ¢ 0
OHIO cieienvnanen ¢ 0 50.00 53.29 50.00 53.29 160.¢  l00.0
ORLABOMA ...aunnn 45,90 45.90 [ c 45.90 45,90 0 )
OREGON .......c... 36,03 4C.21 i o 36.03 40.21 4] 1]
~ BUBE PLAN .... 43.78 353.82 0 ¢ 43.78 53.92 0 ]
PENNSYLVANIA .... o ¢ 57.78  48.09 57.78 49,09 06.0 100.90
0 ¢ €8.93  60.24 6B.93 60.24 100.0 16C.0
RECDE ISLAND ... 41.37 41.37 0 ] 41.37  41.37 0 ¢
SOUTH CAROLINA. .. 0 0 54.04  §7.27 54.048 67.27 100.0  100.0
0 7.58 54.04 67.27 54,04 74.85 100.0 B9.9
SOUTE DAKOTA .... 51.92 51.38 0 0 51.892 51.38 Q 0
TENNESSEE ...v... 33.96 3l1.8% ¢ 0 33.86  31.8% 0 g
TEXAS coavennnans 0 [ €6.29 66.29 €6,29 66.29 100.C igo.0
UTAE s overansoven 54.50 60.00 0 0 54.50 60.00 3} e
VERMONT wvwvncans 3.54 4.4% 14,17 17.78 17.71 22.23 8C.0 BD.O
VIRGINIA suvnvene 37.16 35.9%6 0 2 37.16  35.96 0 0
WASHINGTON ...... 3g.86 38.86 4] 1] 3B.86 38.8B6 G o]
WEST VIRGINIA ... 23.97 23.87 4} 0 23.97 23.%7 o ]
WISCONSIN [c}e]. 57.15 65.32 ¢ o 57.15  €5.32 0 0
WYOMING .0cvvnnnn 44.12 54.12 [y [+ £4.32 B4.12 0 0
[b] Siate pays total cost for enployees who tetire with 25 or more yesrs of cresited service

[£]
[l
{]

Source:

or retire on s disapility persion.

Sizk lepve credits may be used by retirses to pay premiums.
State peys total cost for employees oho retired pefors 1583,

Rates shown are for stancerd plan.

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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