
BENEFITS ADVISORY COMMITTEE 
MINUTES OF MEETING 
APRIL 18, 2013 
 
[In these minutes:  Health Care Reform Update, 2014 Health Care Proposal from the 
Administration] 
 
[These minutes reflect discussion and debate at a meeting of a Human Resources 
committee; none of the comments, conclusions, or actions reported in these minutes 
represent the view of, nor are they binding on Human Resources, the Administration, or 
the Board of Regents.] 
 
PRESENT:  Judith Garrard (chair pro tem), Pam Enrici, William Roberts, Dale Swanson, 
Jody Ebert, Jacqlyn Price, Jennifer Schultz, Nancy Fulton, Susann Jackson, Joseph 
Jameson, Karen Lovro, Amos Deinard, Roger Feldman, Richard McGehee, Fred 
Morrison, Theodor Litman, Rodney Loper, Dann Chapman  
  
REGRETS:  Tina Falkner, Sandi Sherman  
 
ABSENT:  Sara Parcells, Carl Anderson, Kathryn Brown, Aaron Friedman, Keith 
Dunder 
 
OTHERS ATTENDING:  Linda Blake, Karen Chapin, Halla Elrashidi, Kurt Errickson, 
Betty Gilchrist, Ryan Gourde, Erin O’Neill, Kathy Pouliot, Curt Swenson, Sheldon 
Taylor, Jody Thronson, Laurie Warner 
 
GUESTS:   
 
I).  Professor Garrard called the meeting to order and welcomed all those present. 
 
II).  Professor Garrard introduced the first agenda item, a health care reform update from 
Professor Morrison.  Professor Morrison began by distributing a PowerPoint presentation 
to supplement his presentation. 
 
The Affordable Care Act (ACA), also known as health care reform, was enacted in 2010.  
In 2011, probably the most visible health care reform change instituted was coverage for 
adult children to age 26.  This provision costs the UPlan approximately $2 million per 
year in additional costs.  Then, beginning in 2012, pre-existing condition limits were 
eliminated as were maximum expenditures (elimination of lifetime maximum).  2013 
changes included: 

• Flexible Spending Accounts (FSA) limited to $2,500. 
• UPlan became a “qualified plan.” 
• Changes in appeal procedures. 
• The value of employee’s tax-exempt premiums appear on W2. 

 



Beginning January 1, 2014, the exchanges officially open.  At this time, all individuals 
have to have health insurance or pay a fee.  Large employers must offer affordable 
insurance, or pay a fee.  This requirement applies to all employees who work 30 
hours/week or more. 
 
Looking to the future, in 2015 or 2016, automatic enrollment will begin (initially it was 
scheduled to go into effect in 2014, but was postponed).  Automatic enrollment means 
that when a person is hired by the University in a 75% - 100% appointment, they would 
be automatically enrolled in a health care plan, unless they would opt out.  This is not 
expected to be a problem for the University because it used to have automatic enrollment 
awhile back. Then, in 2018, the “Cadillac tax” will be implemented. 
 
As already mentioned, stated Professor Morrison, beginning in 2014 the University must 
offer “affordable” insurance to employees who work 30 hours a week or more.  The 
current health care rates should meet the “affordability” test, and the current coverage 
aligns with the 30 hour/week standard.  With that said, stated Professor Morrison, there 
are a few categories of employees who although they have part-time appointments (below 
75% time), are actually working more than 30 hours/week.  Steps will need to be 
instituted to make sure all the reduced percentage time appointments in the PeopleSoft 
system calculate accurately.  This could mean adjustments in coverage for people who 
are working more than their reduced percentage appointment reflects.   
 
The Cadillac tax, a major issue for the University, goes into effect in 2018.  The Cadillac 
tax is a 40% federal tax on the excess value of any health plan that exceeds $10,200 for 
individuals or $27,500 for family coverage.  These limits will be indexed by the 
Consumer Price Index (CPI) but only after 2018.  This tax would be imposed on the 
University as the proprietor of the health insurance, and it would/could have substantial 
cost implications as well as a political impact.  Therefore, a priority for the University 
will be to structure its health insurance program so that it does not incur the Cadillac tax. 
 
The Cadillac tax, explained Professor Morrison, is imposed on the excess value of each 
plan.  The plan value is comprised of the equivalent of the following components: 

• The employer’s premium contribution. 
• The employee’s premium contribution. 
• The value of an employee’s FSA. 

It is important to realize, stated Professor Morrison, that the Cadillac tax will be 
administered by the Internal Revenue Service (IRS), and is a means for producing 
revenue for the federal government.  As a result, any employee contribution will be 
counted in this calculation.  Having said this, it is quite likely that the tax will be 
calculated on each “plan” and each coverage level separately.  Because the tax statue will 
be administered by the IRS, it is very likely that the IRS will interpret the statue in such a 
way as to increase the amount of revenue that is produces.  While the tax regulations 
have not yet been issued, the University needs to begin planning for these changes now. 
 



Professor Morrison stated that a frequent question is will the Cadillac tax actually take 
effect.  Probably, noted Professor Morrison, because the federal government needs 
money.  However, there could be changes, which could include: 

• Congress raising the plan value thresholds. 
• Congress repealing health care reform altogether. 
• Congress repealing the Cadillac tax. 

Because the University cannot count on any of these possible changes, it must plan 
accordingly. 
 
The University is in a vulnerable position.  If the current “plan values” are projected 
forward to 2018 using a 6% inflation rate, several of the University’s plans will exceed 
the cap.  Therefore, the University needs to think about what it can do to reduce the 
“value” of UPlan.  Options include: 

1. Spend less by: 
• Offering a very economical health care option, Accountable Care 

Organizations (ACOs). 
• Reducing health care use by continuing to promote participation in the 

University’s Wellness Program, which has proven to have a positive return on 
investment.  For every $1 spent on the Wellness Program, the University 
saves $1.63 in health care costs. 

2. Restructure the UPlan by: 
• Merging the various base plans (Elect/Essential Twin Cities, Elect/Essential 

Duluth, and Medica Choice Regional) into a single base plan, which would 
average costs and keep the consolidated plan under the cap.  Impacts of 
merging the plans will mean a shift of premiums within the University.  The 
University already subsidizes the Greater Minnesota and Duluth plans in order 
to bring the employee contribution down to the same level as the Twin Cities 
base plan.  Merging the plans would mean a small cost shift to employees in 
the Twin Cities from the coordinate campuses.  The cost shift would be small 
because there are far more Twin Cities employees than Duluth and Greater 
Minnesota employees. 

• Merging either all three or possibly only two of the family tiers (employee + 
child/children, employee + spouse/same sex domestic partner (SSDP), and 
employee + spouse/SSDP + child/children) into a single tier would bring the 
plan cost down below the Cadillac tax threshold.  Doing this would have 
substantial costs shifts for some employees. 

3. Remove some (slightly under 2%) administrative costs from the UPlan premium.  
These costs would be paid from a separate cost pool. 

4. Eliminate or restrict FSAs.  Professor Morrison reminded members that the ACA 
is more or less a tax law.  Including the FSA in the plan value calculation serves 
to reduce an individual’s tax benefit by paying tax on the FSA. 

5. Increase out-of-pocket expenses for employees by imposing higher deductibles, 
co-insurance and/or higher co-pays, which would reduce the “plan value.”  Doing 
this would shift costs to the sick, which this committee has tried to avoid.  It also 
shifts costs from the plan (currently more than 80% of which is plaid by the 
University) to 100% paid by employees. 



 
How would implementing some of these options affect employee’s health care costs, 
asked Professor Morrison?  A geographic merger of the base plans would slightly raise 
costs for Twin Cities’ employees, while keeping Greater Minnesota plans under the limit.  
Merging the tiers would have significant financial implications for employees with 
employee + spouse/SSDP coverage, but keep family coverage under the limit.  Adding 
more out-of-pocket costs will shift these costs from the University to employees. 
 
Before concluding his presentation, Professor Morrison emphasized that shifting costs 
from the employer paid premium to the employee paid premium will not help in solving 
the plan value problem.  Doing this would have no impact because the employer paid 
premiums and the employee paid premiums are pooled to calculate the plan value. 
 
Having said all this, the University needs to start making plan changes sooner rather than 
later.  The University needs to be operating on a plan that is very similar to the 2018 plan 
by 2016 because a critical calculation in the statute for excise tax liability in 2018 will be 
based on the actual 2016 results.  It will be critically important for the University to 
carefully monitor its plan value so it stays under the excise tax cap.  In Professor 
Morrison’s opinion, the proposed health care cost shifts to employees could translate into 
a windfall for the University’s budget, and thought may want to be given as to whether 
this should be discussed at some point in the future. 
 
Members’ questions/comments included: 

• A few years ago there was imposed a premium cost shift from the employer to the 
employee, and supposedly this money was put into a general fund.  Is there 
money from this cost shift still going into the general fund?  Professor Morrison 
stated that the employees picked up more of the premium, which allowed the 
University to budget less for health insurance.  This money is somewhere else in 
the budget and being used to cover other purposes for which it was earmarked. 

• Please talk about the buy-up plans.  Professor Morrison stated that each plan must 
stand on its own.  The only remedy for the buy-up plans in the long-term is to 
keep them under the excise tax cap by imposing a deductible or co-insurance to 
bring the plan value down.  It might come to a point when the whole buy-up plan 
cost differential will have to be paid out-of-pocket by the employee. 

• How will the FSA costs be computed?  The federal government has not yet 
determined this. 

• Please talk about employees whose appointments are less than 30 hours/week.  
Mr. Chapman stated that given this is a complex discussion and time is limited, 
this discussion will need to be deferred to a future meeting.  However, according 
to Mr. Chapman, it appears that an audit of actual work hours of part-time 
employees will need to be conducted versus using the recorded appointment time 
percentage. 

• Are pharmacy costs included in the plan value?  Yes, stated Professor Morrison, 
pharmacy costs are included in the plan value calculation. 

 
Professor Garrard thanked Professor Morrison for his presentation. 



 
III).  Next, Professor Garrard turned to Mr. Chapman to provide information on the 
administration’s 2014 health care proposal.  Mr. Chapman also thanked Professor 
Morrison for his presentation, and noted that Professor Morrison’s presentation comes 
from a more independent perspective rather than from an administrative perspective.  
Before sharing the administration’s proposal, Mr. Chapman requested that given the 
amount of information that needs to be covered that members limit their questions to 
those for clarification purposes. 
 
Mr. Chapman stated that he would take the remainder of the meeting to talk about 
proposed design changes to the UPlan by the administration in response to the ACA.  
This information is being brought to the committee for consultation.  He also 
acknowledged that this proposal is subject to bargaining. 
 
As Professor Morrison indicated, the ACA excise tax, stated Mr. Chapman, applies to the 
value of pre-tax health benefits in excess of maximum allowed “plan value” and 
beginning in 2018, the excise tax rate equals 40% of the plan value in excess of the 
maximum allowed.  A 5-year (2018 – 2022) analysis of the University’s estimated 
exposure indicates that the University has a potential risk of having to pay $48 million 
over that 5-year period, assuming no plan changes are made.  Clearly, with this level of 
potential risk, the University cannot afford to do nothing.  For both financial and political 
(public relations) reasons, the University must avoid this tax. 
 
The goal for the UPlan is to maintain quality, affordability and choice in the plan, while 
avoiding the excise tax and managing health care trend.  With respect to the goals of 
quality, affordability and choice, a trade-off will need to occur.  One way, of course, of 
reducing costs would be to lower quality.  There are similar trade-offs between 
affordability and quality, and especially between affordability and choice.  The 
University in no way wants to sacrifice on the quality of its health care plans so this 
means there will be an impact on affordability and choice, especially for some 
individuals.  Throughout discussions about changing the UPlan plan design, the 
University has been sensitive to minimizing the impact of shifting costs from healthy 
employees to sick employees. 
 
Regarding why the changes need to take place so early, stated Mr. Chapman, the 
University needs to have the plan properly adjusted by 2016 to take advantage of the 
“safe harbor” provision.  Also, it takes 18 months of experience to really see how claims 
play out and how the plan design changes have worked.  In addition, in 2015, the 
enterprise system upgrade takes place, and trying to make significant changes in the 
design of the UPlan and how it is administered while this upgrade is happening would not 
be a wise thing to do.   
 
Strategies for reducing the plan value include: 

• Continuing to offer cost-effective care initiatives, e.g., wellness programming, 
utilization of generic versus brand medications, elimination of waste. 



• Reducing the overall plan cost by changing plan benefits, which will entail a shift 
out of premium costs and into point-of-service or out-of-pocket costs. 

• Additional changes that cannot be succinctly categorized, but will be explained 
later. 

Members’ attention was then turned to a range of options ranging from moderate to high 
in terms of degree of change for employees.  Again, the University does not have an 
option to do nothing.  Mr. Chapman then highlighted the proposed 2014 medical program 
changes: 

• Increase out-of-pocket costs in “traditional” (plans designed around co-pays, not 
the HSA plan) through: 

o Introduction of annual deductibles on all non-co-pay items ($100/$200 - 
Medica Elect/Essential and $200/$400 - Medica Insights and Choice). 

o Increase primary care and related co-pays by $10.  
o Introduction of higher co-pays for specialty care (generally $15 above 

primary care). 
• Changes to the Health Savings Account (HSA) plan: 

o $250/$500 reduction in HSA account contribution by the employer. 
o $500/$1,000 increase in out-of-pocket maximum. 

• Introduction of an ACO option, a new, high-quality, cost-effective, but restrictive 
plan option.  The benefits in this plan will be slightly higher than in the base plan 
and will cost slightly less; a “buy-down” plan.  Currently, there are four ACOs in 
the Twin Cities – Fairview, HealthEast, Park Nicollet and Ridgeview.  The 
Fairview ACO currently includes UMP specialists, but not UMP primary care 
physicians, and the Park Nicollet ACO does not include HealthPartners primary 
or specialty care.  There is some potential for building an ACO in Duluth, but this 
may take some time.  Building a Duluth ACO is not something the University can 
force.  Instead the care system must embrace this type of model and be willing to 
change how they deliver care. 

 
Additional ACO information: 
-Employee and all family members must elect the same ACO option for a full 
year. 
-No referrals are needed within the ACO; however, referrals outside the ACO are 
highly unlikely. 
-A travel benefit covers care outside the service area (emergency, urgent and non-
emergency care). 
-Care within service area, but outside of ACO, will be considered out-of-network, 
and, as a result, will cost significantly more. 
-The plan design is meant to be proactive so providers will reach out to new 
members. 

• Increase tier 3 non-formulary brand co-pays from $60 to $75, which would 
encourage people to use the more cost-effective, clinically appropriate 
medications in tiers 1 or 2.  The appeal, step therapy and prior authorization 
processes will continue to stay in place. 
 



In addition, beginning in 2015, the ACA requires that medical and pharmacy out-
of-pocket maximums need to be combined.  In Mr. Chapman’s opinion, he 
believes this requirement was put in place to provide protection for people in 
employer plans or other plans that have no maximum on pharmacy benefits, e.g., 
individuals never cap out on the amount of co-pays they pay at the pharmacy.  
Combining these maximums will negatively impact UPlan members who hit their 
out-of-pocket maximums.  Before this requirement actually goes into effect, 
stated Mr. Chapman, he would seriously consider contacting the federal 
government on behalf of the University to let them know this requirement 
penalizes UPlan members and ask for an exception to the requirement. 

• Move costs for internal administrative costs and wellness incentives out of the 
premiums and pay for them out of the fringe pool. 

• Combine the Twin Cities, Duluth and Greater Minnesota base plans into a single 
plan.  Doing this averages the total costs of the three plans to a new, lower total 
cost, thus helping avoid the excise tax. 

• Address the high cost of the family tier by moving to three tiers – employee only, 
employee + child/children, and employee + family; eliminating the employee + 
spouse/SSDP tier.  Doing this will reduce the premium for the family tier, but 
significantly increase ($22.24 - $39.72 per pay period) the cost for employees in 
the employee + spouse/SSDP tier.  While the University would gain more of a 
reduced exposure to the excise tax by reducing the plan to only two tiers 
(employee only and family), the reason the University is reluctant to do this is that 
keeping this tier helps it avoid covering extra (divorced) ‘spouses’ on the plan, 
one of the key reasons for creating the tier in the first place.  In addition, the 
University is sensitive to the cost implications for a single parent with 
child/children coverage.  The University prefers not to charge parents with a 
single income to subsidize a spouse or partner when they do not have a spouse or 
partner and also because children are much less costly to cover than adults. 

 
Next, Mr. Chapman asked Mr. Gourde, health programs financial manager, to share the 
proposed 2014 rates.  However, before having Mr. Gourde do this, Mr. Chapman noted 
that it is unprecedented for next year’s rates to be shared this early in the year.  
Ordinarily, the rates are not shared with the committee until early August.  He added that 
the good news is that the overall rate increase for 2014 is only 1.8% as a total plan trend, 
which is an extraordinarily good trend.  Mr. Chapman stated his concern in setting the 
rates so early has to do with the fact that the UPlan could potentially see an up-trend in 
claims in the remainder of the year, and then it would be too late to change the 2014 
rates.  That means the University is taking more risk. 
 
While a lot of employees will like the 2014 rates, the employee + spouse/SSDP category 
will see a significant cost increase.  The cost increase is not a shift from the University to 
this tier, but results from collapsing the number of tiers from four to three.  Mr. Chapman 
then turned to Mr. Gourde for more information about the 2014 rates.  The rates, stated 
Mr. Gourde, are risk-adjusted, and not based on the actual experience of the people in the 
various plans and tiers.  He then went into detail as to how the University’s trend is 
calculated and what factors came into play.  In the end, the University will be basing its 



2014 rates using a negative 1½% trend on aggregate.  The negative trend for 2014, noted 
Mr. Gourde, is the result of the 2013 and 2014 budgets, removing the internal 
administrative fees from the plan, and plan design changes.  Professor Feldman requested 
that Employee Benefits develop a slide that would compare the rates if no plan design or 
other changes had been made to the UPlan for 2014 against the rates with the changes 
being proposed to illustrate where the savings are coming from.   
 
Given a 1.8% rate increase for 2014, asked Mr. Errickson, what is the cost to employees 
resulting from these cost shifts?  In addition, is the University assuming any liability for 
rate increases to employees?  For example, if the University saves money by 
implementing these changes, will the University assume any liability on the increased tax 
to employees?  Mr. Chapman stated that in light of time, this will be discussed at a future 
meeting. 
 
Moving on, Mr. Gourde walked members through the 2014 UPlan rates.  The percentage 
increase/decrease for employee only and employee + child/children coverage is the same 
and ranges from -0.3% - 2.3%, the employee + spouse/SSDP rates will increase from 
19.3% - 25.1%, depending on the plan, and employees who elect family coverage will be 
paying considerably less for 2014 due to the tier merger with rate decreases ranging from 
6.6% - 11.0%.  Mr. Chapman stated that an hour has been earmarked for discussions with 
the committee about these changes at each of the remaining four meetings.  Ms. Chapin 
stated that the committee will meet from 10:00 – 12:30 rather than 12:00 at its next four 
meetings. 
 
Ms. Enrici asked whether Employee Benefits is anticipating seeing a significant number 
of employees dropping employee + spouse/SSDP coverage in light of the substantial 
premium increase.  Mr. Chapman noted that some migration of spouses or partners out of 
the plan is expected, but it is difficult to predict how many.  Employees in the employee 
+ spouse/SSDP tier have options for reducing their costs such as electing a less expensive 
plan (if they are in a buy-up plan), earning wellness points to help offset the cost increase, 
and having the spouse/partner get coverage through his/her employer. 
 
Professor Morrison informed members that if an employee is over age 65 and Medicare 
eligible, these employees cannot enroll in Medicare if their employer offers a plan. 
Employees and their spouses, therefore, cannot just drop out of the UPlan and get 
Medicare if the employee or their spouse is eligible for an employer plan. 
 
Because the University will save money as a result of these changes, would the 
University consider increasing their contribution to the premiums, asked Ms. Lovro?  Mr. 
Chapman stated that doing this would not stave off the Cadillac tax.  Professor Morrison 
stated that if costs were shifted to out-of-pocket then the value of the plan would be 
reduced.  As long as the total plan value is under the Cadillac tax cap, the distribution of 
plan premiums between employer and employee is irrelevant.  He respectfully disagreed 
with Mr. Chapman on this and noted that this discussion would need to be continued at a 
future meeting. 
 



Ms. Schultz asked how many employees are enrolled in the employee + spouse/SSDP 
tier.  Mr. Gourde stated that there are about 2,600 active employees in this tier. 
 
Mr. Feldman requested that as these discussions continue that Employee Benefits help 
the committee make the connection between what is being presented now and the need to 
bring the UPlan under the Cadillac tax threshold.  Because this request can be interpreted 
in a couple different ways, Mr. Chapman requested he and Professor Feldman talk off-
line so he understands exactly what information Professor Feldman wants. 
 
IV).  Hearing no further business, Professor Garrard adjourned the meeting. 
 
        Renee Dempsey 
        University Senate 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


