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EXECUTIVE SUMMARY

This provides a very brief summary of the deliberations, process and final recommendation of the Retiree Health Care Committee regarding the University of Kentucky’s Retiree Health Care Benefit Plan.

CHARGE

The Committee began formal deliberations on January 7, 2005.  Executive Vice President Frank Butler gave the Committee a two-phase charge.  Phase I was to determine whether funding the current retiree health care plan as structured is sustainable in the future and Phase II was if the current plan as structured is not deemed sustainable, to recommend alternatives.

DELIBERATIONS & PROCESS

For approximately the first two and a half to three months the Committee spent most of its time reviewing both from historical as well as a prospective point of view the cost of the current retiree health care plan and the revenue sources to pay that cost.  During this period the Committee also had to educate itself on the conceptual changes that are going to affect accounting and reporting for retiree health care benefits in the public sector beginning July 1, 2007.

In reviewing the cost and revenue sources of the current retiree health care plan, the Committee used a twenty year period beginning in 1994-95 and continuing through 2013-14.  It found that during this twenty year period the number of retirees would increase approximately 120.4 percent from 1,350 in 1994-95 to 2,976 in 2013-14.  The cost of the retiree health care plan during the same period would increase an alarming 940 percent from a 1994-95 annual cost of $2 million to a 2013-14 annual cost of $20.8 million.  The Committee looked at all potential sources of revenue, including the general fund, as well as auxiliary enterprises, restricted funds, affiliated corporations and the hospital.  It discovered the retiree health care plan is paid approximately 50 percent from the general fund and 50 percent from other sources.  In terms of the general fund, its expected growth rate during the twenty year period is approximately 92.5 percent from a 1994-95 amount of $501.9 million to a 2013-14 projected amount of $966.4 million.

Perhaps the most alarming finding by the Committee was the impact of the conceptual change in accounting for retiree health care benefits.  Currently, public sector employers, such as the University of Kentucky, follow a pay-as-you-go method whereby retiree health care costs are paid as incurred once the employees are retired.  Beginning on July 1, 2007, retiree health care costs will be treated similar to deferred compensation and must be accounted for during the employee’s working life rather than after retirement.  The change is essentially a retroactive change meaning prior accumulated retiree benefits earned under the current plan by all employees and retirees must be fully recognized over the next thirty year period.  With the use of the Committee’s consultants, the estimated required annual contribution (ARC) under the new conceptual approach will be $30.5 million per year beginning with the 2007-08 year.  This represents an alarming increase of $19.1 million on an annual basis from the projected pay-as-you-go method amount of $11.4 million for the year 2007-08.

The Committee reported its findings to Executive Vice President Butler, as well as the President’s Cabinet in March, and also provided four campus-wide informational forums on March 21st.  Following those forums, the Committee immediately began looking at alternative plan designs because the general feeling was that an annual cost of $30.5 million probably was not sustainable in the long run by the University.

In evaluating alternative plan designs, the Committee agreed upon a list of principles to consider, that is, criteria that the Committee believes is important for a plan to possess.  It also segmented the workforce into those that would be retired by July 1, 2007, active employees eligible to retiree as of July 1, 2007, active employees not eligible to retire as of July 1, 2007, and future employees. 

While the Committee suspended formal meetings for the summer, it did review six basic plan alternatives in May.  During the summer months some Committee members, as well as the Committee chair, were active in reviewing the government’s new Medicare D plan which deals with pharmaceutical costs.  In addition, a mid-year report was delivered to Executive Vice President Butler and also presented to the President’s Cabinet.  Likewise, the report was presented to the Dentistry College staff, the Research Administration staff and the Senate Council.

The Committee reconvened on August 19, 2005.  The Committee reviewed as many as 16 different plan designs, ultimately arriving at a tentative recommendation in mid-September.  The recommendation was presented to Executive Vice President Butler, as well as the President’s Cabinet.  Furthermore, 34 separate informational forums were held around campus.  Nearly 3,000 people attended those forums which occurred during the month of October.  Needless to say, there were numerous questions and comments at each of those presentations.  Likewise, many Committee members received e-mails with additional questions.  The Committee met during November to consider all of the questions and comments it had received during October.  After careful consideration, it reached its final recommendation in early December.

RECOMMENDATION

The final recommendation reduces the annual required contribution for the retiree health care plan nearly in half from the current projected cost of $30.5 million per year to a new projected annual cost of $15.7 million.  Interestingly, coverage for early retirees, that is, retirees who meet the rule of 75 but are not 65 years old, remains the same; however, the retirees will be required a fund greater portion of their health care costs.  For those retired as of July 1, 2007 and active employees eligible to retire as of that date, the annual cost will go up from approximately $23 per month today to $60 per month (this is based on the current year UK HMO rates).  Early retirees who are not eligible to retire by July 1, 2007, will pay a much greater proportion of their retiree health care ranging from $90 to as much $480 per month based on their age at retirement and their years of service to the University vs. $23 per month today.  Changes effecting Medicare eligible retirees are basically that the medical portion of the retiree health care benefit will remain unchanged, but the prescription drug portion, which currently costs approximately 70 percent of the health care package, will be replaced by the government’s Medicare D prescription drug plan; however, the University will fund a base UK Medicare D pharmacy plan estimated to cost approximately $30 per month.  Retirees will have the option to purchase more comprehensive Medicare D Pharmacy plans.  Based on today’s rates, a Medicare eligible retiree pays $23 per month and would be paying, under the recommendation, $12 per month plus the cost of a more comprehensive Medicare D plan which is estimated from $30 to $50 per month.  The recommended plan is contrasted with the current plan in Table 1.

Table 1
Plan Comparisons*

      Current Plan



                               Recommended Plan

	Retired as of 7/1/07

Pre-Medicare  7% of Blended Rate ($23) 

Post-Medicare  7% of Retiree Rate ($23)      
	10% of True Retiree Rate** ($60)

10% of Retiree Rate $12 (0-?)***

(Medicare D)

	Actives Eligible to Retire as of 7/1/07

Pre-Medicare 7% of Blended Rate ($23) 

Post-Medicare 7% of Retiree Rate ($23)                  
	10% of True Retiree Rate** ($60)

10% of Retiree Rate $12 (0-?)***
(Medicare D)


	Actives Not Eligible to Retire as of 7/1/07

Pre-Medicare 7% of Blended Rate ($23)   
Post-Medicare 7% of Retiree Rate ($23)                  
	Age-Service Table ($90 to 480)

10% of Retiree Rate $12 (0-?)***
(Medicare D)


	Annual Required 

Contribution:

$30.5 m
	Annual Required 

Contribution:

$15.7 m


*Premiums based on 05-06 UK-HMO and Medicare Carveout Plans

** “True Retiree Rate” is the early retiree rate that is not subsidized by active employees

***The University will pay the premium for a base plan, which will rely heavily on generics.  Retirees will have the option to “buy-up”, for additional coverage, if they so choose.
Another recommendation made by the Committee was for all future employees hired by the University after a given date; the University would not fund their retiree health care benefits, but rather provide access only to a group plan.  This portion of the Committee’s recommendation was made in late spring and adopted by the President’s Cabinet.  The specific date of implementation that the President’s Cabinet chose is January 1, 2006.

There are several key differences between the current retiree health care plan and the plan recommended by the Committee.  These differences include:

· Funds University’s commitment to retiree health care benefits

· Recommends Medicare eligible retirees enroll in Medicare D as of July 1, 2007

· Recommends a base Medicare D plan selected and funded by the University

· Recommends a policy for future retiree health care cost increases—retirees pay 10 percent of increases while currently no policy exists

· Recommends a true retiree rate for pre-Medicare retirees

· Recommends an age and years of service table for active employees not eligible to retire as of July 1, 2007

· Provides access only at full cost for all new employees January 1, 2006

· Recommends changing Medicare Carve Out Plan deductible to a calendar year basis

· Recommends a charitable foundation funded by employees and retirees to help defray cost of low income retirees for medical expenses

· Recommends permitting use of sick leave to qualify staff to be eligible to retiree by 2007.

RETIREE HEALTH CARE COMMITTEE
FINAL REPORT

INTRODUCTION

Health care in the United States is a societal issue—not just a University of Kentucky issue.  It is clearly front page in the newspapers, business periodicals, and national television.  Two issues have brought retiree health care to the front and center.  One is the new government program Medicare D which will be implemented January 1, 2006 and for the first time brings pharmaceuticals under the Medicare program.  The second issue, and perhaps one more enlightening, is a conceptual change in how public entities such as state and local governments and universities reflect the cost of their retiree health care plans in the financial statements which becomes mandatory for fiscal years beginning on or after July 1, 2007.  Complicating these issues is the rising health care costs over the past decade and projected increases over the next decade.  Most retirees who worked in private industry have found their health care benefits dwindling over the past few years—in many cases to zero.  The same is true for many in the public sector especially colleges and universities.  Our research reflected that many, if not most, private colleges and universities do not, in fact, have any retiree health care benefits.  Likewise, many large public institutions that do have retiree health care benefits are making changes to reduce cost.  This is particularly true for universities similar to the University of Kentucky which funds its own retiree health care plan rather than having it funded through the State retirement systems.  Since we cannot control the societal issue, the goal of the current Committee from the very outset was to recommend a retiree health care plan that was viable for retirees and sustainable by the University.

PREVIOUS COMMITTEE
As you know the University had a Committee that previously looked at retiree health care plans.  Unfortunately, that Committee was plowing new ground because the University of Kentucky was way out in front of most universities in looking at this issue.  Thus, as the previous Committee tried to research what other institutions were doing, there simply wasn’t any information available.  Regardless, the Committee did make a final recommendation which was to be implemented as of January 1, 2005.  The recommendation of that Committee was not well received on campus.  One of the primary reasons that it was not well received was that it provided a dual benefit plan.  Individuals who were retired on or by December 31, 2004, would receive one benefit plan and all other employees (those not retired by that date) would receive another benefit plan.  Unfortunately, the two benefit plans were not equal.  This caused many faculty and staff who were eligible to retire (met the rule of 75) but had not planned on retiring to at least consider retiring because of the better benefit package.  Wisely, the University decided not to implement that Committee’s recommendation.  From the outset, the current Committee wanted to avoid this dual benefit plan for employees eligible to retire.
CURRENT COMMITTEE
Rather than implementing the previous Committee recommendation, the University decided to appoint a new Committee to review the retiree health care issue.  This Committee certainly had the advantage in that by delaying implementation of the previous Committee’s report, this Committee was able to determine what changes other public employers were considering making.  The Committee formally began meeting on January 7, 2005, however, Joey Payne and I visited with each perspective Committee member during the summer and early fall of 2004.  Committee members were selected first on the basis of the constituency they represented and secondly, on an interview with Joey and me to make sure they had not already formed an opinion on this issue.  Also, prior to the first Committee meeting, six potential consulting firms were interviewed by Joey and me, as well as other Committee members including Marc Mathews, Bob Stroup, Karen Stefaniak and Henry Clay Owen, Treasurer of the University.  Hewitt was selected as our consultant.  

The Committee members include:

     Name



                Position
	Jean Cox
	Retired Staff

	Julia Costich

	Health Services Management Faculty

	Bill Fortune
	Law Faculty

	Wayne Frazier
	Staff, PPD  

	Jana Grayson
	Staff UKMC, Staff Senate Representative

	Courtney Higdon
	Staff, EVPHA’s Office

	Angie Martin

	Staff, Budget & Planning, Employee Benefit Committee Member

	Marc Mathews
	Staff, Office of Treasurer

	Lee Meyer
	Agricultural Faculty, Employee Benefit Committee Member

	Joey Payne
	Staff, HR, Employee Benefit Committee Member

	Sean Peffer
	Accounting Faculty, University Senate Representative

	Karen Stefaniak
	Staff, Hospital, Employee Benefit Committee Chair

	Bob Stroup
	Retired Economics Faculty

	Mike Tearney
	Retired Faculty,  Chair


CHARGE TO THE COMMITTEE
Executive Vice President Frank Butler gave the Committee a two-phase charge.  Phase I was to determine whether funding the current retiree health benefit plan as structured is sustainable in the future and Phase II was if the current plan as structured is not deemed sustainable, to recommend alternatives.

The remainder of this report will review both the historical findings of the Committee regarding the current retiree health care plan as well as a prospective outlook.  It will then review the processes and discussions held by the Committee as it discussed various plan modification alternatives.  The next section of the report will cover summer activities followed by the consideration of new alternatives.  This will be followed with the tentative recommendation made by the Committee in early fall 2005, then the revised recommendation based on information gathered in 34 informational forums conducted around campus and closing comments.  In addition, the agenda and transcribed notes from every meeting are available in Appendix 1.

COMMITTEE FINDINGS REGARDING PHASE I OF ITS CHARGE

Since the vast majority of the Committee were not retired and furthermore do not work in the employee benefits area, the first thing the Committee had to do was review the current retiree health care plan.  Following that, the Committee looked at budget information both from an historical as well as a future perspective.  It was then necessary for the Committee to fully comprehend the new conceptual approach to reporting retiree health care plans and its effect on the University’s financial statements.

CURRENT RETIREE HEALTH CARE PLAN

The current retiree health care plan is really two separate plans—one plan for those retirees under age 65 and a separate plan for retirees 65 and older (i.e. retirees not eligible for Medicare and retirees eligible for Medicare).  For retirees not eligible for Medicare, the health benefit plan is exactly the same as the plan for active employees.  For example, if one has the UK HMO plan, the benefits and cost of the plan are exactly the same for both active and pre-Medicare retirees.  The same is true if one has a health care plan other than the UK HMO.

For Medicare eligible retirees the plan is significantly different.  Medicare eligible retirees have Medicare as the primary insurer of medical expenses.  The UK retiree plan, as it relates to medical expenses (non-pharmaceutical expenses), provides coverage in the areas that Medicare does not provide full coverage.  For example Medicare covers approximately 80 percent of one’s medical bills.  The UK retiree health care plan as it relates to medical, covers with a deductible, the remaining 20 percent of one’s medical bills.  In essence, as it relates to medical expenses, the UK retiree has a maximum annual out-of-pocket exposure of $2,000 per year.  Medicare currently does not provide drug benefits.  Therefore, the UK retiree health care plan covers pharmaceutical costs.  In fact, the total cost of the UK Medicare eligible retiree health care plan is approximately 70 percent drug coverage and 30 percent medical coverage.

The total cost of the pre-Medicare coverage is $355 per month where the retiree pays $23 per month and UK pays $332.  (These rates are based on the 2005-06 UK HMO rates.)  The total premium for the Medicare eligible retiree plan is $305 per month where the retiree pays $23 per month and the University pays $282 per month.  Under both plans the retiree must pay the total premium for dependents whereas active employees receive approximately $100-200 per month medical credit for dependents, depending on coverage option (employee plus spouse or children or family) 

HISTORICAL FINDINGS

The Committee looked at three factors from an historical perspective—the number of retirees, the University cost of retiree health care plans and the revenue sources available to fund the University’s cost.  The historical period reviewed was 1994-95 through 2003-04.  Table 1 reflects that the number of retirees during that ten-year period grew by 66.7 percent while the University cost of the retiree health care plan grew by 235 percent and the general fund revenues grew by 27.5 percent.

Table 1

Committee Findings – Rising Health Costs Through 2004
	
	FY 1994/95
	FY 2003/04
	% Change



	# of Retirees


	1,350
	2,251
	66.7%

	University Cost

	$2 Mil.
	$6.7 Mil
	235%

	Gen. Fund Rev.


	$501.9 Mil
	$639.8 Mil
	27.5%


The Committee looked at all potential revenue sources to the University, not limiting itself to the general fund.  Thus, it looked at (in addition to the general fund) auxiliary enterprises, restricted funds, affiliated corporations, as well as the hospital.  It determined that approximately 50 percent of the retiree health care plan is paid from the general fund while the other 50 percent is paid from other sources such as the hospital, however, in various presentations throughout campus, the general fund was used as the referent to avoid getting into potentially confusing detail regarding the other sources of funds used to pay for the retiree health care plan.

PROSPECTIVE FINDINGS

The Committee attempted to project ten years into the future regarding the number of retirees, the estimated cost of retiree health care plans and the revenue sources available for those plans.  As can be seen in Table 2, the number of retirees will continue to grow at the rate of 23.6 percent.  Thus, for the full twenty year period the number of retirees will increase by 120.4 percent.  The University cost of the current retiree health plan is estimated to grow to $20.8 million.  (This includes long term disability which is approximately 25 percent of the total.)  By 2013-14, this results in an astronomical growth rate of approximately 940 percent over the entire twenty year period.  General fund revenues are projected to grow by 39.4 percent for a total of 92.5 percent for the twenty year period.

Table 2

Rising Health Costs through 2014

	
	FY 2005/06


	FY 2013/14
	% Change

	# of Retirees
	2,408
	2,976
	23.6%



	University Cost
	$9.5 Mil.
	$20.8 Mil.*
	118.9%



	Gen. Fund Rev.
	$693.2 Mil.
	$966.4 Mil.
	39.4%




*Assumes annual subsidy from Medicare for prescription drugs.  Also includes the expense for LTD.

Projecting into the future clearly is not an exact science.  Projecting the number of retirees is based on UK’s experience rate as well as the current age of its employees and the mortality rate of retirees.  Thus, the projection should be reasonably accurate.  Estimating the University’s cost of the current retiree health care plan is based on the expected future rise in health care costs.  The Committee assumed an annual increase of 10 percent per year.  Regarding the University’s general fund, the Committee used a variety of techniques including the historical relationship between the Commonwealth of Kentucky’s funding for higher education and UK’s proportionate share, the projected CPI (Consumer Price Index) over the next ten years and also the projected HEPI which is the higher education price index.  It is assumed that the HEPI is a better measure of growing education costs than the CPI.  Therefore, the HEPI was used to project general fund revenues while the CPI was used to project auxiliary enterprises, restricted funds, affiliated corporations and hospital revenues.
Table 3

Cost of Retiree Health Care Plan as a Percentage of the General Fund
	1994/95
	0.40%

	2003/04
	1.10%

	2005/06
	1.37%

	2013/14
	2.15%


The cost of the current retiree health care plan as a percentage of the general fund is reflected in Table 3.  As can be seen from the table, the cost of the current retiree health care plan is growing at a much more rapid rate than the general fund in that it was .40 percent of the general fund in 1994-95 and projected to be 2.15 percent in 2013-14.  While the Committee realizes that the general fund only covers approximately 50 percent of the cost of the retiree health care plan, the information revealed in this table is enlightening because it can be interpreted as the cost of the retiree health care plan will need an increasingly larger share of the total University resources and that being the case, something else for example, employee salaries, new programs, etc. will have a proportionately smaller piece of the University’s total revenue sources.

GASB 45—THE CONCEPTUAL CHANGE

Traditionally, retiree health care costs have been funded and accounted for on a pay-as-you-go basis.  This means that while a person is working, the University does not account nor establish a special fund for that person’s retiree health care benefits.  When the person retirees, the University pays the annual health care cost—thus, the term “pay-as-you-go,” an employer pays for a retiree’s health care costs as those costs are incurred.  This method of reporting is not unique to the University of Kentucky.  In fact, the vast majority of all universities—at least public universities—as well as state and local governments and other public sector employers account for retiree health care benefits on a pay-as-you-go basis.  It has been estimated that 98.5 percent of all public sector employers follow the pay-as-you-go basis.

The Government Accounting Standards Board (GASB), the Board that establishes accounting and reporting rules that the University must follow, recently reached an opinion that the pay-as-you-go method for reporting retiree health care benefits is not conceptually the most appropriate method to use.  Rather, the GASB favors reporting retiree health care benefits as they are earned rather than when they are paid.  Conceptually, retiree health care benefits under this approach are essentially considered to be deferred compensation.  What this means is that for each year that an employee is on the active workforce, he/she is in fact earning a portion of his/her retiree health care benefit and therefore that retiree health care benefit should be appropriately recorded and reported in the years the employee works—not in the years the employee receives the benefit.  Table 4 reflects that this has a major impact on the University of Kentucky.

Table 4

Pay-As-You-Go vs. Compensation 2007-2008

	Projected Pay-As-You-Go

	$11.4 Mil.


	Projected Deferred Compensation
	$30.5 Mil.*


*Recognition of previous and current service earned by active and retired employees

Table 4 shows that for the year 2007-08, we projected pay-as-you-go costs of the retiree health care plan would be $11.4 million while the annual required contribution (ARC) under the new approach would be $30.5 million for a huge difference of approximately $19.1 million on an annual basis.  Why the huge difference?  The University must calculate the total accumulated benefits earned by the entire workforce as of July 1, 2007.  This is the unfunded liability, which is between $400 and $700 million depending on whether the University actually funds the amount (which is optional).  This liability must be recorded annually over a thirty-year period.  Therefore, $30.5 million includes not only the current retiree benefits earned during the 2007-08 academic year by active employees, but 1/30th of the total accumulated retiree health care benefit earned by all current and retired employees as of July 1, 2007.  Furthermore, the amount of $30.5 million assumes the University will be funding that amount on an annual basis.  Funding is not required and should the University decide not to fund it, the actual amount that must be reflected on the annual financial statements is an ARC in excess of $40 million.  The ARC is the amount that must be reflected in the financial statements and the Committee recommends the University fund it each year for 30 years according to the new mandatory reporting practice.

REPORT TO EXECUTIVE VICE PRESIDENT FRANK BUTLER 
& PRESIDENT’S CABINET

The Committee made a report to Executive Vice President Frank Butler regarding its findings during Phase I of its activities.  The Committee did not make a value judgment as to whether its findings regarding the current retiree health care plan was sustainable by the University but rather simply reported that there was going to be a dramatic increase in the funding required commencing in the 2007-08 academic year.  Mr. Butler asked me to make a presentation to the President’s Cabinet as soon as possible.  In addition, these initial findings were reported on campus at several open forums on March 21.  Copies of the slides from that presentation are presented in Appendix 2.

At the direction of Mr. Butler and the President’s Cabinet, the Committee moved forward into Phase II of its charge.  That is, looking at alternative plan design changes.

CONSIDERTION OF ALTERNATIVES

Prior to actually reviewing alternative plan designs, the Committee had to reach agreement on some fundamental operating procedures.
PRINCIPLES TO CONSIDER
In order to review various alternative plan designs it was necessary for the Committee as a group to discuss various factors which it believes is important.  I would like to characterize this as something similar to a standard setting board that must, before it can set standards, establish some type of agreement amongst board members as to what is important in the evaluation of alternative standards.  This is exactly what the Committee did.  It spent nearly three meetings discussing various principles or concepts of importance.  It broke into small groups, rotated members on small groups, made lists, and so forth.  Ultimately, the list was culled to 15 separate items which were then clearly defined (see Appendix 3 for the definitions of each of the 15 principles to consider).  The Committee voted on the 15 principles, voting one for the principles each Committee member considered to be most important, two for the principles considered next most important and three for the principles considered least important.  Table 5 provides the rank ordering of the principles to consider.  

Table 5

Principles to Consider
Rank






Average*
	1    Access to Group Plan

	1.09

	2    Unintended Consequences
	1.18

	3    Employee Time to Adjust
	1.27

	4    Shared Responsibility

	1.30

	4    Equity
	1.30

	6    Who Bears Inflation
	1.60

	7    Length of Service
	1.64

	7    Cliff Effect
	1.64

	9    Administrative Cost
	2.00

	9    Impact on Family
	2.00

	11  Ability to Pay

	2.27

	12   Do Not Act Too Soon

	2.36

	13   Impact on Recruiting and Retention
	2.45

	13   Flexibility
	2.45

	15   Portability
	2.55



*One being the most important

As can be clearly seen from the rank order, access to a group plan is considered the most important principle from the Committee’s point of view.  That means that even if the retiree has to pay 100 percent of his/her retiree health care costs, the Committee believes it is important that UK at least sponsor a plan permitting the retiree to get group rates as opposed to individual rates.

The theory behind the principles to consider was that as alternative plans were reviewed, if two plans were being considered that were otherwise equal except, for example, one of them provided access to a group plan but did not provide flexibility, while the other provided flexibility but did not provide access to a group plan, the alternative providing access to the group plan would be chosen because that principle ranks higher than the flexibility principle.

SEGMENTATION OF THE WORKFORCE

Another important factor for the Committee to consider was to whether it was necessary to segment the workforce and, if so, how to do it.  The importance of this is that as the Committee considers alternatives, it can vary those alternatives on different segments of the workforce.  Furthermore, as mentioned at the outset of this report, it was important to the Committee that the final recommendation provides the same retiree health care benefit for retired employees as those eligible to retire.

It was decided that the workforce could in fact be broken into four separate segments:

· Retired as of July 1, 2007

· Active, but eligible to retire as of July 1, 2007

· Active, but not eligible to retire as of July 1, 2007

· Future employees—those not currently employed by the University
July 1, 2007 is the date that the new reporting standards take effect.  For this reason the 
Committee chose July 1, 2007, to determine the segments of the workforce.
The Committee wanted to segregate those already retired from other segments of the workforce because quite frankly the Committee was very concerned about the already retired group, particularly the already retired group that were Medicare eligible or the older retired faculty and staff.  I think the primary reason for this concern was that the Committee believes that this group is accustomed to living on a fixed income and is least flexible in incurring a change in its monthly out-of-pocket expenses.  Furthermore, many in the group retired at relatively low salaries in comparison to today’s salaries, and relatively smaller amounts in their retirement plan than those of today.  The second segment of the workforce, which is active employees who are eligible to retire, were segmented because, as mentioned earlier in this report, if at all possible the Committee wanted this group to have the same healthcare benefits as the already retired group.  This would avoid a potential problem of faculty and staff eligible to retire making retirement decisions based on benefit plans rather than working conditions.  The third group, active employees not eligible to retire, was basically the remaining segment of the workforce.  Future employees also needed to be considered.

The first three segments of the workforce were further subdivided into pre-Medicare and Medicare eligible.

SIX BASIC DESIGN ALTERNATIVES

The Committee asked its consultant to put together six basic design alternatives it could compare initially before requesting more detailed information.  Table 6, Basic Design Alternatives, provides an overview of these six plans.

Table 6
[image: image1.emf]Design Alternatives: Summary

A B C D E F

Current "Baseline" Access Only

Increased Cost 

Sharing Age/Service Based

Final Average Pay 

Based (Type 1)

Final Average Pay 

Based (Type 2)

Retired¹

Pre-Medicare 10% of Blended Rate 10% of 

True Retiree 

Rate

20% of 

True Retiree 

Rate

10% of 

True Retiree 

Rate

10% of 

True Retiree 

Rate

10% of 

True Retiree 

Rate

Post-Medicare 10% of Retiree Rate 10% of Retiree Rate 20% of Retiree Rate 10% of Retiree Rate 10% of Retiree Rate 10% of Retiree Rate

Actives Eligible for Retiree Medical¹

Pre-Medicare 10% of Blended Rate

100% of 

True Retiree 

Rate

30% of 

True Retiree 

Rate

20% of 

True Retiree 

Rate

Table B, based on final 

average pay (see below)

Table B, based on final 

average pay (see below)

Post-Medicare 10% of Retiree Rate 10% of Retiree Rate 30% of Retiree Rate 20% of Retiree Rate Table B, based on final 

average pay (see below)

Table B, based on final 

average pay (see below)

Actives Not Eligible for Retiree Medical¹

Pre-Medicare 10% of Blended Rate 100% of 

True Retiree 

Rate

100% of 

True Retiree 

Rate

100% of 

True Retiree 

Rate

100% of 

True Retiree 

Rate

Table B, based on final 

average pay (see below)

Post-Medicare 10% of Retiree Rate 100% of Retiree Rate 50% of Retiree Rate Table A, based on age 

and service at retirement 

(see below)

Table B, based on final 

average pay (see below)

Table B, based on final 

average pay (see below)

¹

As of 1 July 2007

2007 Projected ARC for Retiree Medical Assuming ARC Funding Policy ($ in Millions)

Medical Credit (Retirees) $8.5 $8.4 $7.5 $8.4 $8.4 $8.4

Medical Credit (Actives Eligible) $7.4 $6.2 $5.8 $6.6 $6.5 $6.5

Medical Credit (Actives Not Elig.) $14.6 $0.0 $5.6 $7.0 $9.8 $12.8

Medical Credit (Future Actives) $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

Medical Credit (Total) $30.5 $14.6 $18.8 $22.0 $24.7 $27.7

A B C D E F

Current "Baseline" Access Only

Increased Cost 

Sharing Age/Service Based

Final Average Pay 

Based (Type 1)

Final Average Pay 

Based (Type 2)
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True Retiree 
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Alternative A is our current plan and as you can see at the bottom of the page, it would cost $30.5 million per year.  It does recommend that retirees pay 10 percent of their health care premium which is approximately 3 percent more than they are currently paying.  Alternative B entitled, Access only, for current retirees only changes the pre-Medicare retirees from a blended rate to a true rate.  The blended rate, which is currently used, combines all early retirees with current active employees and derives a single rate for all.  This results in essentially the active workforce subsidizing the early retirees.  The true retiree rate, which is the recommendation of Alternative B, takes early retirees and determines a rate for them separately from the active employees.  Since early retirees are assumed, on average, to be older than the active workforce, their medical costs on average are higher than the active workforce.  Therefore, the net effect of moving from a blended rate to a true rate is essentially doubling the premium for the early retirees.  Also note a rather significant change for pre-Medicare retirees in the other two segments of the workforce.  Those two groups would have access only and not be funded by the University.  For those in the post-Medicare classification, Alternative B has no change for either retired or actives eligible to retire, but for actives not eligible to retire provides for access only.  As can be seen, this alternative is the cheapest at $14.6 million annual cost.  It does, however, one thing the Committee decided early on it did not want to do.  That is, it recommends a benefit package which is different between those already retired and those eligible to retire as it relates to the pre-Medicare segment of the workforce.  Alternative C, Increased Cost Sharing, essentially increases the proportion that the currently retired folks would pay from Alternative B from 10 to 20 percent.  Those eligible to retire, but not retired, the pre-Medicare group would be reduced from 100 percent, that is, access only, to 30 percent—a significant decline, and post-Medicare would increase from 10 to 30.  For those not eligible to retire, early retirees would have access only while Medicare eligible retirees would pay 50 percent.  The cost of Alternative C is $18.8 million.  Alternative D is an age/service based plan.  (Age/service based plans will be discussed below.)  Currently retired, as well as those eligible to retire, would have a reduced rate compared to Alternative C and those not eligible for retirement, post-Medicare, would be based on the age/service table.  The annual cost of Alternative D is $22 million.  Alternatives E and F are final average pay-based plans (to be discussed below) and would have annual costs of $24.7 and $27.7 million, respectively.

PRIMARY ISSUES

After reviewing and discussing the six basic plans, the Committee ultimately decided that there were six primary issues it must consider as it compares alternative plans.

Workforce Segments Pay Same or Different Proportion

Essentially this issue is should the different workforce segments (i.e. retired, active eligible to retire, and active not eligible to retire) pay different proportions of their retiree health care costs and furthermore should the subdivisions of pre-Medicare and Medicare eligible pay different proportions.  In general, the Committee decided that current retirees and those eligible to retiree should pay the same proportion of health care costs and those not eligible to retire, may pay a higher proportion, however, depending on age and years of service at time of retirement, will possibly pay the same proportion as the other two groups.

Medicare D vs. Self-Insurance

The current UK Medicare eligible retiree health care plan is a self-insurance plan for all pharmacy benefits.  As mentioned earlier, the premium cost for this portion of the retiree health care plan is approximately 70 percent of the total cost.  Medicare D (to be discussed in detail below) is a new Medicare program covering pharmaceutical costs which becomes effective January 1, 2006.  Given certain conditions, the Committee decided to move all segments of the workforce, including those already retired, to Medicare D.

Age Service Table for Retirees

The principle behind an age/service table for retirees is that the older you are and the more years of service you have at the University when you retire, the lower the proportion of health care cost you would be required to pay.  This is basically the principle that Alternative D above is based on.  The Committee did decide in favor of some form of an age/service table for the active workforce that is not eligible to retire.

Final Salary-Based Table

The principle behind a final salary-based table is that the lower one’s salary at the time of retirement, the lower the proportion of health care costs he/she would pay.  The Committee considered several different salary-based tables but decided not to recommend such a table.  The primary reason for deciding against a salary-based table is that nothing of that nature is currently used for active employees’ health insurance premiums and the Committee felt there was no compelling reason to change that for retirees.

Transition Groups

Transition groups primarily refers to the segment of the workforce that is classified as active but not eligible to retire because it is that group of the workforce that most likely could have a different benefit package than the other two groups.  A transition group means that if a person is, for example, in the active but not eligible to retire group as of the implementation date of July 1, 2007, but would be eligible to retire within a relatively short period of time (i.e. the transition period) that person could be considered to be eligible to retire in qualifying for retiree health care benefits.  The Committee ruled against a transition group or transition period primarily because any period picked would necessarily be arbitrary while the July 1, 2007, date is not arbitrary, and some group of employees would always “just miss” any arbitrary cut off date.
FOCUS ON ALTERNATIVE D

After reviewing the six basic plans and considering its various principles voted on earlier, the Committee ultimately decided to look at modifications of Alternative D.  The Committee voted nearly unanimously in late spring that with absence of direction from the Central Administration, it would work on the assumption that the retiree health care plan with annual costs of $16 million or less would be sustainable.  Anything in excess of $16 million would not be sustainable.  Alternative D has an annual cost of $22 million.  Therefore, the next step for the Committee was to consider how to reduce the costs of Alternative D.

Table 7

Comparison of UK Cost of Current Plan vs. Alternative D ~ 2007






     Current Plan

    Alt. D
	Pre Medicare

	$  6.1 m
	$  2.7 m

	Post Medicare

	$24.4 m
	$19.3 m

	TOTAL
	$30.5 m
	$22.0 m


Table 7 clearly indicates that in an attempt to cut the cost of Alternative D, the Committee must focus on modifications in the Medicare eligible segment of the workforce.  This inevitably means it must focus on the pharmaceutical cost.

MEDICARE D

Medicare D, the new government drug coverage plan, was just evolving as the Committee was considering its recommendation.  Initially, the only information the Committee had was the formal Medicare D legislation which outlined the basic plan.  Since Medicare D was in fact to be offered through the private sector and the private companies offering it in the greater Lexington area had not been identified nor rolled out their plans, the Committee was somewhat dealing in the dark and essentially had to compare the UK pharmacy Carveout with the basic Medicare D plan.

Table 8 shows the basic plan.  There is an insert at the top of the table reflecting the UK plan.

Table 8
2006 Standard Medicare Part D Coverage 
(in addition to the monthly premium of $30+)








**UK= $8 / $20 / $40
	If your total
drug costs are:


	Medicare pays:


	You pay:

	$0 - $250
(deductible)
$251 - $2250
(partial coverage)
$2251 - $5100

(coverage gap)
	$0
75% (up to $1500)
$0
	Up to $250
25% (up to $500)
100% (up to $2850)



	Maximum payments
	Up to $1500
	Up to $3600 out of pocket

	Over $5100
(catastrophic coverage)
	95%
	greater of 5% or $2 generic or $5 brand



As can be seen from Table 8, Medicare Plan D has four different tiers.

· 
Deductible—There is a $250 deductible.  Thus, the retiree would pay the first $250 of his/her pharmaceuticals during a given year.

· 
Initial Coverage—Between $250 and $2,250, the retiree would pay 25 percent of the total cost for a total of $500 and Medicare D would pay 75 percent for a total of $1,500.

· 
Coverage Gap (Donut Hole)—Between $2,251 and $5,100 the retiree pays 100 percent for a total of $2,850.  Medicare D pays nothing.  At this point the retiree would have paid a total of $3,600 for the year.

· 
Catastrophic Coverage—Over $5,100, the retiree pays 5 percent or$2 co-pay for generics and$5 co-pay for brand name drugs and Medicare pays the remaining 95 percent.  
You will note at the top of the table in bold type it says UK = $8/$20/$40.  That is the UK pharmaceutical carve out.  In other words, the retiree has the three co-pays depending on whether it is generic or brand name or preferred brand name, etc.  

The dilemma for the Committee was that Medicare D Standard Plan certainly did not appear comparable to the UK plan.  The reason that was a dilemma was that, as mentioned earlier, this Committee was particularly sympathetic to the already retired segment of the workforce.  Because of this concern, the Committee had a pharmacist, Margaret Nowak-Rapp, analyze pharmaceutical records of all UK retirees who are Medicare eligible.  She found that at least 79 of those retirees are taking high cost medicines, for example, injectible drugs that cost $1,000 or more per month.  Those individuals currently have a co-pay of $20-$40 per month and clearly would have a significantly higher out-of-pocket cost under the standard Medicare D coverage.  Thus, initially the Committee was leaning toward recommending that the already retired segment of the workforce remain on the UK pharmaceutical carve out and that the eligible to retire and not eligible to retire segments be moved to Medicare D.  Unfortunately, while this would save considerable cost to the University, $13.2 million, ultimately the Committee felt that in order to make the UK retiree health care plan sustainable in the long run and also to avoid creating a different benefit package for those already retired vs. those eligible to retiree, it would recommend Medicare D coverage for everyone, however, as will be discussed later, there were still some caveats regarding the already retired segment.

OTHER ALTERNATIVES

The Committee reviewed numerous alternatives.  These alternatives included:
· Original Alternative D (See Table 6)

· Encourage all Retirees to enroll in Medicare D

· Encourage only Future retirees to enroll in Medicare D

· Lower cost sharing of Future Retirees and encourage them to enroll in Medicare D

· New Age/Service Table for those not eligible to retire

· Eliminate Post 65 medical Carveout deductible

· Increase cost sharing for all Pre 65 retirees

· Provide access only for Pre 65 retirees not eligible to retire by 7/01/07.
See Appendix 4 for the detail of each of the alternatives the Committee reviewed.

SUMMER ACTIVITIES

The Committee suspended meetings during the summer because many Committee members were not available on a regular basis and furthermore many faculty are not on campus during the summer months and unable to attend meetings, discussions, open forums, presentations, etc.  While the Committee as a whole was not meeting during the summer, there were considerable activities that did occur during this time.

MID-YEAR REPORT

A mid-year report was prepared and presented to Executive Vice President Frank Butler.  That report basically summarized the activities of the Committee for the first five months which are summarized in a bit more detail in the first three sections of this report.  A copy of the mid-year report together with slides is available in Appendix 5.

ACCUMULATING RETIREMENT HEALTH CARE BENEFITS AT AGE 50

During the late spring the Committee discussed the possibility of the active workforce not accumulating retiree health care benefits until the age 50.  The primary thrust of this discussion was that while in the long run it would not make a significant difference to funding, in the short run perhaps it would.  Committee members Marc Mathews, Joey Payne and I had a conference call with our auditor, as well as consulting firm.  It was decided during and shortly after that conference call that implementing a plan where the active employees would not accumulate retiree health care benefits until age 50 would not impact in any way our ARC funding under GASB 45.

MEDICARE D

Committee member Joey Payne attended several information sessions on Medicare D, both in and outside of Lexington.  He kept Committee member Marc Mathews and me well informed.  In addition, Joey, Marc, Margaret Nowak-Rapp (a pharmacist in the Employee Benefits area), Kim Wilson, Henry Clay Owen and I participated in a live teleconference on Medicare D.  This is where we first discovered that Medicare D essentially would be implemented by private industry—that is, entities such as Humana.  These companies will apply to the government for permission to offer pharmaceutical coverage to Medicare D eligible participants.  In return, these companies will receive a subsidy from the government from each Medicare D participant they enroll.  The gist of this is that while the coverage gap or donut hole the Committee has been concerned about is still there in the Federal legislation, from a practical point of view, it may be hidden as most providers offer co-pays not dissimilar to our current Humana Carve Out Plan.  This makes Medicare D coverage for our retirees appear to be a more practical alternative than many of the Committee members thought last spring.

MEDICARE ADVANTAGE PLANS

Committee member Bob Stroup noticed several ads in the Lexington Herald-Leader regarding a Humana based plan for retirees that seemed too good to be true.  The cost was approximately $19 per month.  He attended one of the local seminars and obtained the information.  He presented it to Committee member Joey Payne and me.  We then had a conference call with Humana and discovered that indeed they were offering such plans in this area.  Prior to the current offerings, these Medicare Advantage plans have been available in some areas of the United States, but not in the greater Lexington area.  Therefore, they never were considered an alternative to the Humana Carveout Plan.  Now, however, they would be considered a viable alternative.  We asked for a quote from Humana for a UK Medical Advantage plan to enable the Committee to review it in the fall.

SUMMER PRESENTATIONS

I made several presentations over the summer to interested parties regarding our deliberations in the spring.  These included presentations to the Dentistry College staff, the Research Administration staff, the Senate Council, as well as the President’s Council.  The presentations were based on the mid-year status report I prepared and presented to Executive Vice President Frank Butler.  It may be found in Appendix 5.

CONSIDERATION OF NEW ALTERNATIVES

The Committee resumed meetings on Friday, August 19, 2005, and met in most cases twice a week through Friday, September 16.  It considered a variety of alternatives during this period.

MEDICARE ADVANTAGE PLANS

The Committee did receive a Medicare Advantage Plan developed exclusively for UK by Humana.  In the process of reviewing that plan, the Committee’s consultant Hewitt made a presentation to the Committee on the evolution of Medicare Advantage Plans.  The presentation highlighted the advantages and disadvantages of Medicare Advantage Plans, the enrollment process and the long and short term outcomes.  A copy of the presentation is included in Appendix 6.

Representatives of Humana also met with the Committee to present the medical advantage plan designed for Kentucky and compare and contrast it with the current carve out plan.  The cost of this plan would be approximately $164 per person per month and the coverage, particularly the prescription benefit coverage, would not be comparable to the current UK carve out plan.  Interestingly, if UK were to continue its carve out plan and receive the incentive supplemental payment from the government to continue the plan, the net cost of the prescription benefit portion also would be approximately $164.  Thus, after considerable discussion, the Committee decided that there is no advantage, in fact, a potential disadvantage, of recommending that UK move to a medical advantage plan for its retiree health benefit plan.

ALTERNATIVE D MODIFICATIONS

The Committee essentially decided to look at modifications in the Alternative D scenario that it reviewed in the spring.  If you will recall, under this alternative, the retired segment of the workforce would pay 10 percent of its retiree health care premium.  Those eligible to retiree would pay 20 percent and those not eligible to retire, pre-Medicare, would pay 100 percent while post-Medicare would have an age/service table.  The Committee reviewed eight different Alternative D scenarios.  These different scenarios are presented in Appendix 4.  As a very brief review of the eight alternatives, basically they involved varying different factors.  For example, one scenario removed its pharmaceutical plan from the retiree health care and required retirees to pay the Medicare D premium.  Another alternative provided the pharmaceutical plan for those already retired and had all other active employees moved to Medicare D.  The amount different groups paid varied from 10 percent to as high as 100 percent.  The age/service table was varied, providing different scales and groupings.  For example, one table provided three different years of service at retirement, 15 but less than 20 years, 20 but less than 25 years, and more than 25 years.  Another alternative had 15 but less than 20, 20 but less than 25, 25 but less than 30 and more than 30.  It is safe to say that the Committee reviewed about as many alternatives as it could comprehend.

MEDICARE D

The Committee had learned a lot more about Medicare D than it knew in the spring.  It was still extraordinarily concerned about moving currently retired people to Medicare D.  While there were many concerns, I think the primary two were:

· The coverage gap or donut hole which could expose retirees to significant out-of-pocket costs

· Whether high costs medicines, injectibles, etc. would be covered by Medicare D and if so, would be covered with a fixed dollar co-pay or a percentage co-pay with a fixed monthly cap (similar to the current UK pharmaceutical coverage)

The Committee made a decision early on that it would recommend that all active employees, that is both those eligible to retire and those not eligible to retire by July 1, 2007, would be encouraged to enroll in Medicare D and that UK’s pharmaceutical coverage would be dropped for those individuals.  This created another problem regarding a recommendation to keep retirees on the UK Carveout plan.  That problem is that those retired by July 1, 2007, would have one benefit package for pharmaceuticals, the UK carve out, and those eligible to retire but not retired by July 1, 2007, would have another benefit package—no coverage for pharmaceutical costs.  This type of situation would result in exactly what happened with the previous Committee’s recommendation where the benefit packages were different for these two groups.  As mentioned earlier, this Committee desperately wanted to avoid that situation.
TENTATIVE RECOMMENDATION

The Committee reviewed several updated alternative D scenarios (variations A to F).  See Appendix 7 for these scenarios.  After considerable discussion, the Committee decided to recommend variation B.  Variation B removes drug coverage from the University carve out for all retirees.  Table 9 provides a comparison between the current retiree health care plan and the tentatively recommended plan.

Table 9

Plan Comparisons*

           Current Plan



                             Tentative Recommended Plan

	Retired as of 7/1/07
Pre-Medicare  7% of Blended Rate ($23) 

Post-Medicare  7% of Retiree Rate ($23)      
	10% of True Retiree Rate** ($60)

10% of Retiree Rate $44 (12+32)***

(Medicare D)

	Actives Eligible to Retire as of 7/1/07

Pre-Medicare 7% of Blended Rate ($23) 

Post-Medicare 7% of Retiree Rate ($23)                  
	10% of True Retiree Rate** ($60)

10% of Retiree Rate $44 (12+32)***
(Medicare D)


	Actives Not Eligible to Retire as of 7/1/07
Pre-Medicare 7% of Blended Rate ($23)    
Post-Medicare 7% of Retiree Rate ($23)                  
	Actives Not Eligible to Retire as of 7/1/07

Age-Service Table ($90 to 480)

10% of Retiree Rate ($12 to 96) + $32***
(Medicare D)


	Annual Required 

Contribution:

$30.5 M
	Annual Required 

Contribution:

$11.2 M


*Premiums based on 05-06 UK-HMO and Medicare Carveout Plans

** “True Retiree Rate” is the early retiree rate that is not subsidized by active employees

***The University will pay the premium for a base plan, which will rely heavily on generics.  Retirees will have the option to “buy-up”, for additional coverage, if they so choose.

The plan tentatively recommended is essentially the same for both retired and active eligible to retire as of July 1, 2007, and would require pre-Medicare individuals to pay 10 percent of the true retiree rate and Medicare eligible to also pay 10 percent of the retiree rate, but in addition, enroll in Medicare D which originally was estimated would cost about $32 per month.  For active workers not eligible to retire as of July 1, 2007, they would use the age/service table shown in Table 10.
63 or more, but less than 64 80% 
Table 10

Age-Service Table (Percent of Premium Retiree Pays)
	
	Years of Service at Retirement

	Age at Retirement
	15 or more,

but less than 20
	20 or more, but less than 25
	25 or more

	Less than 60
	80%
	60%
	40%

	60 or more, but less than 61
	75%
	55%
	35%

	61 or more, but less than 62
	70%
	50%
	30%

	62 or more, but less than 63
	65%
	45%
	25%

	63 or more, but less than 64
	60%
	40%
	20%

	64 or more, but less than 65
	55%
	35%
	15%

	65 or more
	50%
	30%
	10%


The concept behind this table is that the older one is when they retire, the longer years of service they have accumulated, the lower percent of health care costs they would pay.  For example, for a retiree who has been at the University for only 15 years and is under age 60, that person would pay 80 percent of their health care cost and the University would pay 20 percent.  If another person, for example, had worked at the University for 25 or more years and been at least 65 when they retired, they would pay 10 percent of the retiree health care cost while the University would pay 90 percent.

One can see in reviewing the tables that the primary differences for retired and actives eligible to retire between the current UK carve out plan and the Committee’s tentatively recommended plan is that retirees would pay 10 percent of the cost.  Today retirees pay approximately only 7% of the cost so that results in an increase per month of approximately $8.  Furthermore, you will note that for pre-Medicare retirees the current plan is based on a blended rate whereas the recommended plan is based on a true retiree rate.  (See earlier discussion for the definition of these two rates.)  The true retiree rate is significantly higher than the blended rate and this adds approximately $30 per month that the retiree would pay.  Thus, the differences for pre-Medicare retirees, both those currently retired and active eligible to retire, is an increase from approximately $23 per month to $60 per month based on 2005-06 UK HMO rates.  The tentative recommendation is that the current retirees, as well as those eligible to retire as of 7/1/07, would sign up for Medicare D and not be covered by the University’s pharmacy portion of its retiree health care plan.  At the time this tentative recommendation was made, it was thought that a $32 premium for Medicare D would provide drug coverage that met the two conditions outlined earlier.

· Provision for co-pay similar to the Humana Carve Out Plan with a donut hole not exposed to retirees
· High cost medicine covered by Medicare D by a fixed dollar co-pay as opposed to a percentage co-pay without a monthly cap.
It was subsequently learned that the base or standard Medicare plan offered in the Lexington area does not meet these conditions.  (See next section of this report.)

For actives not eligible to retire, the tentative recommendation was the same as the other two segments of the workforce in terms of coverage; however, the amount the retiree would pay is based on the age/service table as reflected in Table 10.

You will note that the tentative recommendation provides for an annual cost to the University of $11.2 million compared to the current plan which would cost $30.5 million per year.  Furthermore, the coverage and costs for currently retired as well as those eligible to retire as of July 1, 2007, is the same.

Another recommendation made by the Committee was that for all future employees hired by the University after a given date, the University would not fund their retiree health care benefits, but rather provide access only to a group plan.  This portion of the Committee’s recommendation was made in late spring and adopted by the President’s Cabinet.  The specific date of implementation that the President’s Cabinet chose is January 1, 2006.

A complaint that was occasionally heard regarding the current medical portion of the UK Carve Out plan is that retirees never reach the deductible amount and therefore see no benefit from the medical coverage.  This complaint was reviewed carefully by the Committee which even considered eliminating the deductible.  In the Committee’s opinion, however, the problem can be addressed by realigning the year for the Carveout.  Currently, the Carveout is on a fiscal year basis, July 1 through June 30, while Medicare is on a calendar year basis from January through December.  The Committee therefore recommends that the medical portion of the UK Carve Out year be realigned with Medicare and follow a calendar year basis.  It is hoped that this will alleviate most, if not all, of the complaints related to the deductible.

There are several key differences between the tentative recommended plan and the current plan.  These differences include:

· Funds University of Kentucky commitment to retiree health care benefits

· Recommends Medicare eligible retirees enroll in Medicare D as of July 1, 2007

· Recommends a policy for future retiree health care cost increases—retirees pay 10 percent of increases while currently no policy exists

· Recommends a true retiree rate for pre-Medicare retirees

· Recommends an age and years of service table for active employees not eligible to retire as of July 1, 2007

· Provides access only at full cost to all new employees effective January 1, 2006

· Recommends changing Medicare carve out plan deductible to a calendar year.

I held approximately 34 information forums regarding the Committee’s tentative recommendation.  Seventeen of these were open forums where the campus was invited and seventeen of them were “private” presentations given to such groups as the UK Senate, the Staff Senate, various colleges, etc.  The text used during the open forums, as well as the slide presentation, is both presented in Appendix 8.

REVISED AND FINAL RECOMMENDATION

Nearly 3000 people attended the various information forums given during October.  At each of those forums the Committee had someone available to take notes regarding all questions and comments that were made.  After presentations were completed, Ms. Jolie Preston transcribed and compiled all questions and comments that were made during the open forums.  Those questions and comments were organized and compiled by subject matter and provided to the Committee.  A list of all questions is available in Appendix 9.

PRIMARY ISSUES

The four primary issues that arose from the questions and comments made at the open forum were the age/service table, Medicare D, transition periods and final salary based table.  

Age/Service Table

Primary complains concerning the age/service table were that it started too high, for example, 80 percent for someone with 15 years of service and under age 60, that it didn’t fall low enough for categories of people who had less than 25 years of service and that it was not mathematically based but rather arbitrarily drawn cells.  The Committee discussed these various issues and in fact determined the cost condensing the table to one that had a high bracket of 50% rather than 80%.  This condensation would result in an annual increase in cost of between $1.5 and $1.6 million.  The Committee also considered dropping the lower level of the table to 10, 15 and 20 percent for people with 25 years of service, 20 years of service and 15 years of service, respectively.  This modification would have cost $1.6 million per year.  It also considered using a continuous mathematically based table as opposed to arbitrarily drawn cells five years apart.  This modification would have cost approximately $600,000 per year.  Finally, the Committee considered leaving all characteristics of the age/service table the same except permitting all groups of service, that is, 15 but less than 20, 20 but less than 25, and 25 or over, to pay only 10 percent of their health care cost once they reach age 65.  This modification costs $1.7 million per year; however, the Committee believes it is more equitable and recommended this change.

There are several reasons the Committee favors the revised age/service Table which permits all retirees once they reach age 65 to pay 10% of their health care benefit:

· At age 65, the retiree must also pay Medicare premiums which currently are near $100 per month

· It helps alleviate the potential problem encountered by many employees by not having Transition Periods, particularly those near the normal retirement age of 65

· It helps alleviate the problem encountered by many relatively low paid employees by not having a Final Salary Based Table.

Medicare D

The Committee discovered in the past few months that the base Medicare D plan simply is not comparable to the UK pharmacy carve out plan and certainly did not meet the two conditions specified in the tentative recommendation that:

· Retirees not be exposed to the coverage gap or donut hole

· Retirees not be exposed to high cost medicines without a fixed dollar co-pay

Thus, the Committee investigated Medicare D once again.  The Committee asked Margaret Nowak-Rapp to use actual pharmaceutical records of current retirees to see what the impact would be for certain individuals under the Medicare D base plan.  Table 11 provides an example for someone taking the injection of the drug Avonex which is for multiple sclerosis.  There are ten current retirees who take this.  The cost of this injection is $1,215.12 per month.  As you can see from the bottom of this table, it would cost a retiree under Medicare D, any one of the three potential plans, well over $4,000 per year or $350 per month out-of-pocket cost compared to the current UK Carve Out plan of $516 out-of-pocket cost.

Table 11
Avonex (injection for multiple sclerosis)
	 
	Humana Standard
	Humana Enhanced
	Humana Complete
	UK Medicare Carveout Plan

	premium
	$12.30 / mo
	$23.15 / mo
	$66.89 / mo
	$23 / mo**

	deductible
	$250
	0
	0
	0

	$251-$2,250
	$303.78
	$303.78
	$303.78
	$20

	Gap
	$1,215.12
	$1,215.12
	$303.78
	$20

	>$3,600 Medicare Max Out of Pocket
	$60.76
	$60.76
	$60.76
	$20

	Drug / Year
	$4,086.05
	$4,086.05
	$3,645.35
	$240 (drug only)

	Premium / Year
	$147.60
	$277.80
	$802.68
	$276

	Total
	$4,233.65
	$4,363.85
	$4,448.03
	$516


** Includes Medicare supplement and prescription benefit coverage
.

	Humana 
	Humana

Standard
	Humana

Enhanced 
	Humana Complete
	UK Medicare Carveout

	Monthly premium
	$12.30
	$23.15
	$66.89
	$23

	Total  drug 

cost / year (OOP)
	$3261
	$3605
	$2771
	$1632


Table 12 provides another example.  This is for a UK retiree who is taking the seven drugs listed which are common drugs for asthma, cholesterol and high blood pressure.  This person would pay under the base plan approximately $3,200 out-of-pocket for the year, whereas under the UK plan, would pay about half that amount.  

Table 12

Singulair, Ambien, fexofenadine, Rhinocort Aqua, Crestor, lisinopril (Asthma/Cholesterol/HBP)
The Committee thought about this issue perhaps more than any other single issue during its deliberations for the past year.  As mentioned earlier, the initial feeling of the Committee was that current retirees should not be moved to Medicare D because of the potential of considerably higher out-of-pocket costs.  The examples shown in Tables 11 and 12 prove that fear to be correct.  Yet to not move these individuals to Medicare D would result in an annual cost to the University of $4.2 million, probably in the Committee’s opinion, putting the sustainability of the program in jeopardy given other revisions the Committee recommends.  Therefore, the Committee revised its recommendation and is now recommending that the UK retiree health benefit include a base Medicare D plan.  The recommendation is that over the next 12 months UK negotiates with various potential providers to develop a UK Medicare D plan.  This plan would have three levels—a basic level, a medium level and a higher level—of coverage similar to the plans offered in the greater Lexington area today.  The University would fund the base plan which would hopefully provide co-pay coverage through the coverage gap or donut hole by the use of generic drugs.  Retirees would then have the option to buy up into more expensive plans to cover brand name drugs and other higher cost pharmaceuticals.  This revision cost approximately $2.7 million annually.

This still does not offer a reasonable coverage for the 79 current retirees and certainly more in the future for high cost injectible drugs.  The Committee is recommending that a charitable trust be established by contributions from employees and retirees and that rules be established where individuals could receive help in paying for their cost of medication.

Transition Periods

While many participants in the information forums complained about not having a transition period, the Committee decided once again not to recommend a transition period because any period recommended would be an arbitrary period at best.  However, to at least partially address the concern for transition periods, the Committee believes the adjustment in the age/service table it is recommending, which permits all retirees at age 65 to pay 10 percent, does address the transition period issue.  This modification costs approximately $1.7 million per year.  Furthermore, the Committee is recommending that employees not eligible to retire as of July 1, 2007, be able to use sick leave under certain circumstances (have at least 66 days sick leave accumulated at that time) to become eligible to retire.  If an employee in this segment of the workforce decides to use the sick leave to become eligible to retire, that sick leave must be surrendered and will not be returned to the employee.  This modification costs approximately $100,000 per year.

Final Salary Based Table

Providing a final salary based table means that the proportion that the retiree pays of his/her retiree health care benefits is lower for lower paid employees.  In my judgment, while there is a great deal of sympathy toward this point of view on the Committee, the Committee as a whole did not favor it and did not change its original recommendation.  However, as in the case with transition periods, the Committee believes the new age/service table permitting everyone age 65 or older to pay only 10 percent of their retiree health care cost, the recommendation of the creation of a charitable foundation to help fund lower income retirees’ prescriptions and the University providing a base Medicare D plan, all address the final salary based table.

PLAN RECOMMENDATION

Table 13 provides a comparison between the Committee’s final recommendation and its original recommendation.  You will note the primary changes as discussed above are:

· The University would fund a base Medicare D plan under the revised recommendation and the retiree could buy up to a more comprehensive plan.

· The age/service table is changed permitting everyone at age 65 to pay 10 percent of the retiree health care cost.  (See Table 14)

· Employees not retired as of July 1, 2007, could use accumulated sick leave as long as they have at least 66 days to move up their eligibility date.

· Table 15 shows the cost of the final recommendation as compared to the tentative recommendation.  You will note the original recommendation would have cost $11.2 million annually.  The revisions add a total of $4.5 million for a revised cost of $15.7 million.  The Committee believes these revisions are worth the cost and should be sustainable by the University.  The recommended cost of $15.7 million is $6.7 million greater than the current budgeted amount.  Since the general fund covers approximately one-half of the retiree health care benefit, it would require an additional $3.35 million per year.  The University has two budget years to get that money, 2005-06 and 2006-07, which would be approximately $1.675 million per year which is slightly more than one-half percent of the annual salary pool per year for two years.  

Table 13

 Plan Comparisons*
	Retired as of 7/1/07

Pre-Medicare

Post-Medicare
	Recommended Plan as of 7/1/07

10% of True Retiree Rate** (60)

10% of Retiree Rate $44 (12+32) (Medicare D)
	Revised Recommended Plan as of 7/1/07

10% of True Retiree Rate** (60)

10% of Retiree Rate ($12) plus Medicare D ($0-?)***

	Actives Eligible to Retire as of 7/1/07

Pre-Medicare

Post-Medicare
	10% of True Retiree Rate** (60)

10% of Retiree Rate $44 (12+32) (Medicare D)
	10% of True Retiree Rate** (60)

10% of Retiree Rate ($12) plus Medicare D ($0-?)***

	Actives Not Eligible to Retire as of 7/1/07
Pre-Medicare

Post-Medicare
	Age-Service Table ($90 to 480)

Age-Service Table ($12 to 96) + $32 (Medicare D)
	Age-Service Table (($90 to 480)

10% of Retiree Rate ($12) plus Medicare D ($0-?)***

	Annual Required Contribution:
	$11.2 m
	$15.7 m


*Premiums based on 05-06 UK-HMO and Medicare Carveout Plans

** “True Retiree Rate” is the early retiree rate that is not subsidized by active employees

***The University will pay the premium for a base plan, which will rely heavily on generics.  Retirees will have the option to “buy-up”, for additional coverage, if they so choose.
Table 14

Revised Age Service Table

	 
	Years of Service at Retirement

	Age at Retirement
	15 or more, but less than  20
	20 or more, but less than 25
	25 or more

	Less than 60
	80%
	60%
	40%

	60 or more, but less than 61
	75%
	55%
	35%

	61 or more, but less than 62
	70%
	50%
	30%

	62 or more, but less than 63
	65%
	45%
	25%

	63 or more, but less than 64
	60%
	40%
	20%

	64 or more, but less than 65
	55%
	35%
	15%

	Revised 65 or more
	 10%
	10%
	10%


Table 15

Cost of Revised Tentative Recommendation

	Original Recommendation Cost
	 
	$11.2 m

	Revisions:
	 
	 

	     Age-Service Table to 10% at Age 65
	 
	    1.7 m

	     Sick Leave Policy for Staff
	 
	      .1 m

	Medicare D Base Plan:
	 
	 

	     Retired as of 7/1/07
	$ .8 m
	 

	     Eligible to Retire as of 7/1/07
	   .5 m
	 

	     Not Eligible to Retire as of 7/1/07
	 1.4 m
	    2.7 m

	Revised Recommendation Cost
	 
	$15.7 m


The key differences between the final recommendation and the tentative recommendation are:

· Recommends a base Medicare D plan selected and funded by the University.

· Permits active employees not eligible to retire as of July 1, 2007 to pay 10 percent of the retiree health care costs at age 65 similar to the other segments of the workforce.

· Recommends a charitable foundation funded by employees and retirees to help defray costs of low income retirees for medical expenses.

· Recommends permitting use of sick leave to qualify staff to be eligible to retire by July 1, 2007.

CLOSING COMMENTS

As 2005 draws to an end, the work of the Retiree Health Care Committee also draws to an end.  As I’ve said publicly on many occasions, this Committee has been the hardest working Committee that I’ve ever had the pleasure of serving with throughout my tenure at the University of Kentucky.  Every member of the Committee took his or her job very seriously and contributed at nearly every meeting.  I wish to thank each and every Committee member for their hard and diligent work during the past twelve months.

Let me provide you an update of where we are and where we’re headed.  We had 34 informational forums on our tentative recommendation.  Nearly 3,000 people attended those forums.  I want to thank each and every person for taking time from their busy schedules to attend and participate in the forums.  Needless to say, we had page after page of questions and issues that came from the open forums.  The Committee reviewed each question carefully during the month of November and has revised its recommendation somewhat based on the information we gained from the informational forums.  Our revised recommendation was provided to Executive Vice President Frank Butler by December 31, 2005.

Once the University’s budgeting process begins in January, I will make a detailed presentation to the administration regarding our revised recommendation and its annual cost.  I’ll be available to the administration throughout the spring as they wrestle with the budget.  We do not expect a final word regarding our recommendation until the budgeting process is complete—probably in late spring.  At that time, I am willing to provide additional informational forums regarding the final recommendation.

While the final recommendation has not been publicly disseminated either on the Website or by informational forums, I did make a presentation regarding it to the Employee Benefits Committee prior to meeting with the President’s Cabinet on December 7th.  The Staff Senate was meeting the day following my meeting with the Employees Benefits Committee and requested to attend that meeting to hear revisions to the Committee’s tentative recommendation.  As a result of that meeting the Committee has received two letters of support for the final recommendation as well as the transparency of the process.  Those two letters—one from the Staff Senate and one from the Employee Benefits Committee—are included in Appendix 10.

Again, as stated earlier, I wish to thank each and every Committee member for their very hard and diligent work throughout the year.  In addition, I would like to thank the hundreds of people throughout the campus who have taken time to send me personal e-mails regarding the transparency of our process.  I really appreciated those comments.




APPENDICES

Appendix 1—Agenda and notes from every meeting

Appendix 2—Slides from March 21 presentation

Appendix 3—Definition of principles to consider

Appendix 4—Alternative D Scenarios 

Appendix 5—Mid-Year Report and slides

Appendix 6—Hewitt Presentation on Medicare Advantage Plans
Appendix 7—Additional Alternative D Scenarios

Appendix 8—Text and slides from open forums

Appendix 9—Questions and comments from open forums

Appendix 10— Slides from the Revised Tentative Recommendation
Appendix 11—Letters and support of Committee recommendation







PAGE  
ii

